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Ms. Stephanie L. Stumbo G
Executil\j/e Director Plé%%%ésﬁ\élg E E.ON U.S.LLC
. . . State Regulation and Rates
Kentucky Public Service Commission 220 West Main Street
211 Sower Boulevard PO Box 32010
Frankfort, KY 40601 Louisville, Kentucky 40232

Www.eon-us .com

Rick E. Lovekamp

Manager - Regulatory Affairs
v er 7, 2008
November 7, T 502-627-3780

F 502-627-3213
THE APPLICATIONS OF BIG RIVERS ELECTRIC CORPORATION rick iovekamp@eon-us.com

FOR: (I) APPROVAL OF WHOLESALE TARIFF ADDITIONS FOR
BIG RIVERS ELECTRIC CORPORATION, (II) APPROVYAL OF
TRANSACTIONS, (III) APPROVAL TO ISSUE EVIDENCES OF
INDEBTEDNESS, AND (IV) APPROVAL OF AMENDMENTS TO
CONTRACTS; AND OF E.ON US,, LLC, WESTERN KENTUCKY
ENERGY CORP., AND LG&E ENERGY MARKETING, INC. FOR
APPROVAL OF TRANSACTIONS - Case No. 2007-00455

Dear Ms. Stumbo:

Enclosed please find and accept for filing the original and six (6) copies of
E.ON U.S. LLC’s response to the Attorney General’s Supplemental Request for
Information dated Qctober 24, 2008, in the above-referenced matter.

Included in this filing are updates of information provided in response to the
Attorney General’s Initial Request for Information dated February 1, 2008 and
updated information provided in response to the Attorney General’s
Supplemental Request for Information dated February 27, 2008.

Also enclosed are an original and ten (10) copies of a Petition for Confidential
Protection regarding information provided in response to various questions.

Should you have any questions or need any additional information, please
contact me at your convenience.

Sincerely,
Qi & Fodbon
Rick E. Lovekamp

cc: Parties of Record
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VERIFICATION

STATE OF KENTUCKY )
) S8:
COUNTY OF JEFFERSON )

The undersigned, Dan Arbough, being duly sworn, deposes and says that he is
the Treasurer, for EXON U.S. Services Inc., that he has personal knowledge of the matters
set forth in the responses for which he is identified as the witness, and the answers

contained therein are true and correct to the best of his information, knowledge and

dotlit

DAN ARBOUGH

Subscribed and swom to before me, a Notary Public in and before said County

and State, this ¢th day of November, 2008.

@M T sy

\Notary Public

My Commission Expires:

W 3/; A0r ]




VERIFICATION

STATE OF KENTUCKY )
)} SS:
COUNTY OF JEFFERSON )

The undersigned, Valerie L. Scott, being duly sworn, deposes and says that she is
the Controller, for E.ON U.S. Services Inc., that she has personal knowledge of the
matters set forth in the responses for which she is identified as the witness, and the

answers contained therein are true and correct to the best of her information, knowledge

Vit 000

VALERIE L. SCOTT

and belief.

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this /7#} day of November, 2008.

Vérm 0 Moeeg, (SEAL)
Notary Public I

My Commission Expires:

,&,{M 20,2010




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Paul W, Thompson, being duly sworn, deposes and says that
he is the Senior Vice President, Energy Services for E.ON U.S. Services Inc., that he has
personal knowledge of the matters set forth in the responses for which he is identified as

the witness, and the answers contained therein are true and correct to the best of his

information, knowledge and belief.

Wr‘”‘“‘“‘”

PAYL W. THOMPSON

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this (o day of November, 2008.

%MM o 71/\0@’71 SEAL

UNotary Public

My Commission Expires: |

My Commission Expires
e duly 21, 2008




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, David Sinclair, being duly sworn, deposes and says that he is
the Vice President, Energy Marketing for E.ON U.S. Services Inc., that he has personal
knowledge of the matters set forth in the responses for which he is identified as the

witness, and the answers contained therein are true and correct to the best of his

@wllﬂ

DAVID SINCLAIR

information, knowledge and belief.

Subscribed and swomn to before me, a Notary Public in and before said County

and State, this [‘}h day of November, 2008.

\/Xm) @) : HCM I&LL (SEAL)

Notary Public

My Commission Expires:

j&%ﬁ 20 Q0O




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Russel A. Hudson, being duly sworn, deposes and says that he
is the Director, Energy Services Accounting and Budgeting for E.ON U.S. Services Inc.,
that he has personal knowledge of the matters set forth in the responses for which he is
identified as the witness, and the answers contained therein are true and correct to the

best of his information, knowledge and belief.

Rondk . O o

RUSSEL A. HUDSON

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this day of November, 2008.

Z //Lc,m,) B Nane. (SEAL)

Notary Public !

My Commission Expires:

y&,{ﬁ SO, QOO




VERIFICATION

STATE OF KENTUCKY )
) SS:
COUNTY OF JEFFERSON )

The undersigned, Ralph Bowling, being duly sworn, deposes and says that he is
the Vice President, Power Production for E.ON U.S. Services Inc., that he has personal
knowledge of the matters set forth in the responses for which he is identified as the

witness, and the answers contained therein are true and correct to the best of his

EAM%(&@%?L \

Subscribed and sworn to before me, a Notary Public in and before said County

and State, this ( 0 day of November, 2008.

(//(m /JJ Nege (SEAL)
Notary Public /

information, knowledge and belief.

My Commission Expires:

/i\zlmt 20, Q010







E.ONUS.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 24

Witness: Dan Arbough

QQ-24. Provide copies of each (U.S.) Equities analyst report on E.ON since January 1,
2005.

A-24. See files on the enclosed CD for analyst reports that have been issued since the
prior response.






E.ONUS.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 25

Witness: Valerie L. Scott

Q-25. Provide documents which show the current size of E.ON’s U.S. markets by state
as divided between retail, wholesale and other (or other/different market
descriptions as applicable).

A-25
AVERAGE NUMBER OF CUSTOMERS PER MONTH AS OF
DECEMBER 31, 2007
Kentucky: Kentucky: Virginia: Tennessee:
Electric Gas Electric Electric
Residential 766,441 299 887 25,321 5
Small Commercial, Large
Commercial, & Industrial 121,231 24,279 3,688 0
Large Industrial 2,248 272 91 0
Public Street & Highway
Lighting 4,889 0 43 0
Other Public Authority 9,445 1,044 813 0
Sales for Resale &
Wholesale sales 72 0 0 0

Total 904,326 325,482 29,956 3







Q-83.

A-83.

E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 83

Witness: Paul W, Thompson

Please reference the testimony of Paul W. Thompson, page 13, regarding “WKEC
has agreed to pay to the smelter customers, collectively, at the closing a sum of
money in immediately available funds.” State the amount of that sum of money.

WKEC will deliver to a financial institution at closing a cash payment in the
amount of $70 million to be held in escrow for a ten-year period following the
date of the closing, for the purpose of providing the smelter load a financial
source for monthly rebates associated with the recent increases in the forecasted
costs of fuel required for the operation of the generation stations to serve the
smelter load. See Revisions to the Testimony of Paul Thompson, submitted June
11, 2008 page 3, lines 17-22.

In addition to this consideration, the E.ON parties have agreed to make a lump
sum payment, to the smelters’ escrow agent under the escrow agreement; and
those funds will be distributed by the escrow agent to the smelters pursuant to the
escrow agreement over a thirty month period. See, Supplemental Direct
Testimony of Paul A Thompson, submitted October 9, 3008, page 9, lines 11-16,
Exhibit PWT-4.

WKEC has also agreed to pay the smelter customers, collectively, at the closing a
sum of money in immediately available funds. This information was provided in
response to the AG’s Request for Information Dated February 1, 2008 which was
submitted to the Commission under seal pursuant to a petition for confidential
treatment and to the AG pursuant to the existing confidentiality agreement.






E.ONUS.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 84

Witness: Paul W. Thompson

(3-84. Please state when E.ON anticipates it will receive the requested tax rulings from
IRS and Kentucky Revenue Cabinet.

A-84. As expected, both rulings were received prior to the end of the second quarter of
this year.






Q-85

A-85.

E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 85

Witness: Paul W, Thompson / David Sinclair

Provide the complete joint application and supporting documentation for the
parties waiver from the Federal Trade Commission under the Hart-Scott-Rodino
Antitrust Improvements Act (“HSR Filing™). If the filing has not yet been made,
please state when it is anticipated the HSR filing will be made.

a. If the HSR filing has not yet been made, provide each document that is being
considered for inclusion when the filing is made.

a. The parties continue to develop their respective applications (and supporting
documentation) to the Federal Trade Commission (“FTC") under the Hart-
Scott-Rodino Antitrust Improvements Act. Once completed, the E.ON filing
and attached documents will be provided under seal. The parties anticipate
that their respective applications will be filed with the FTC in mid-December,
2008.






Q-86.

A-86.

E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 86

Witness: Paul W, Thompson / David Sinclair

Identify and provide the filings before the Federal Energy Regulatory
Commission necessitated by this proposed transaction.

On June 13, 2008, E.ON notified the Commission and the parties of record in this
proceeding of the issuance of the Federal Energy Regulatory Commission
approvals necessary to the consummation of the unwind transactions. Such
approvals are described below and are attached as exhibits to the June 13, 2008
notice.

On May 9, 2008, FERC issued a Notice of Cancellation of certain Western
Kentucky Energy Corp. rate schedules and agreements effective on the date the

unwind transaction is consummated. See Western Kentucky Energy Corp.,
Docket No. ER08-677-000 (Letter Order of May 9, 2008).

On May 13, 2008. FERC entered its Order on Jurisdiction in LG&E Energy
Marketing, Inc., Docket No. ER08-678-000, 123 FERC 7 61,147 (May 13, 2008),
disclaiming jurisdiction over the Generation Dispatch Support Services
Agreement between LG&E Energy Marketing and Big Rivers.

On May 22, 2008, FERC entered its Order Authorizing Disposition of Jurisdiction
Facilities in Western Kentucky Energy Corp., EON 71s. LL.C, Docket No. EC08-
54-000, 123 FERC 7 62,153 (May 22, 2008).






E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 90

Witness: Paul W. Thompson / David Sinclair

(Q-90. Provide E.ON’s strategic plan for generation assets and operations in Kentucky,
or at any necessary higher level (geographic or business) if such a plan does not
exist for Kentucky.

A-90. The E.ON companies submitted The 2008 Joint Integrated Resource Plan of
Louisville Gas and Electric Company and Kentucky Utilities Company on April
21, 2008 in Case No. 2008-00148. As noted in our response to the AG’s February
1, 2008 Request for Information, the Integrated Resource Plan provides historical
and projected demand, resource and financial data, and other operating
performance and system information.






E.ON U.S. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No, 2007-00455
Question No. 96

Witness: David Sinclair

Q-96. Provide any available and current market and industry research on alwminum
commodity markets and aluminum smelting that have been reviewed and
considered by E.ON.

A-96. Attached are reports that include current aluminum market and industry data.
E.ON U.S. began reviewing this information in April 2008 and updates to this
information occur on a bi-weekly frequency.



30 September 2008 | 35 pages

M/Metals: Scarcity vs. Trough Pricing

Paositive on Coal, Copper, Gold ... Cautious on the Rest

Commodity forecast climb-down - In conjunction with the CIR global team, we
are cutting forecasts for 2009-10 to reflect China slowdown, dis-inflationary
devetopments, and the short/fmedium term impacts of the US financial crisis. We
are cuiting Copper and Aluminum forecasts from aggressive, Sireet-high levels.
For next year we expect Copper at $3.65/lb {prev $4 75) and Aluminum at 1 30
(prev $1 B0} These are well above current spot and fulures curves  Dther
changes include lower Iron Ore forecasts, and mixed moves in Coal

Drives earnings lower — As a resulf we are cuiting EPS estimates and target
prices Cuts are material for FCX, AA, and TCK - ali of which remain Buy-rated on
valuation with 2 12-month view Parlous cyclical conditions have pushed stocks
below “peak” multiples to 2-3x EV/EBITDA  Yet, valualion is seldom a calalyst

Copper looks best. Aluminum deterred, deferred. Copper is well-positicned due to
supply-side constraints, which span shortfalls at current mines, delays at mega-
projects, and contract cancellations by host governments. Aluminum has beena
disappointment, as Chinese energy shortages have eased and smelter cuts were
tess-than-advertised, while demand from construction/transport is impioding

Ranking the resources — Favorite sub-groups are Coal, Copper, and Gold Onthe
other hand, Steel, Aluminum, Nickel, Lead, and Zinc are flirting with surplus, and
wiil thus be more chalienged Please see full-length companion commodity report

See note — For FCX sensitivities, AA earnings build-up, and points at the quarter

Gurrent Year
Rating Target Price Estimates Next Year Estimales
Ticker ol Hew oid Kew blo New Old Hew
A M M US$50.00 Us8anps  USE2 88 US$Z A USEA 79 YS83S!
FCX IH IH  US$13B 060 Us$an0d  usEeaz US$B 83  USSIS 57 USS11 46
TCKL 10 1K 14 035500 341 00 03548 C§5.17 G$8.76 £$1013

See Appendix A-1 for Analyst Certification and important disclosures.

Jehn H Hill, CFA

Geaham Wark

Paul Cheng

Cifi favestment Research is a division of Citigroup Global Markets Inc (the "Firm"), which doas and seeks to do busieess with companies covered in ifs research reports As a resull,
investors shoud he aware that the Firm may have a conflict of interest that could affect the objectivity of this report. Invastors should consider this report as onlya siagle faclorin
miking their investment decision Noa-US research aralysts who have prepared this report are not registered/qualified as research analysts with the NYSE and/or NASD Such
research analysts may not be associated persons of the member organization and therefore may rat be subject to the NYSE Rule 472 and NASD Rule 2711 restrictions o
communications with a subject company, public appaarances and trading secusities held by a reseatch analyst account

Customers of the Firm in the United States can receive independent third-party research on #he company or companies covered in this report, at no cost io them, where such
research is available, Customers can access this independant research at http.//www smithbamay.com {for retail clients) or htip/fwaw citigroupgeo.com (for institutional clients)

orcan call (B85} 836-9542 to request a copy of this research

Citi

Global Markets |

Equity Research
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M/Metals: Scarcity vs. Trough Pricing
30 September 2008

Contents

3Q Earnings and Commodity Forecasts
iNew Commodity Forecasts
impacts to Company Earnings

Excerpts from the Global Report

Trough Prices
Recent trends

ALCOA iInc (AA)

Alcoa Model and Valuation Summary
Freeport McMoran Copper & Gold Inc (FCX)
Freeport Model and Valuation Summary
Teck Cominco Lid (TCKb.TO)

Teck Cominco Model and Valuation Summary

ALCOA Inc
Company description
Invesiment strategy
Valuation
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Company description
investment strategy
Valuation
Risks

Teck Cominco Lid
Company description
Investment sirategy
Valuation
Risks
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M/Metals: Scarcity vs. Trough Pricing
30 September 2008

See Fig 1 for summary of CIR global
commodity forecast changes.

See companion global commodity report,
“Trough Cycle Analysis"

It's not working. Exchange inventory

builds of +50% YTD are too big to ignore.

3@ Earnings and Commodity Forecasts

In conjunction with the CIR global Melals team, we are cutting base metals
forecasts for 2009-10 and re-casting company EPS estimates

This refiects China slowdown, dis-inflationary developments, and the short and
medium term impact of the US derivatives/financiaf crisis. Conditions on-the-
ground in Metals are consistent with the headlines, featuring siack demand,
end-uses de-stocking, higher inventories, and lower merchant premia.
Cyclically soft conditicns seem likely in 2009.

Backing away from aggressive forecasts. Most significantly, we are cutting
Copper and Aluminum 2009-10 farecasts from aggressive levels For next year
we now expeci Copper at $3 65/1b (prev $4 75) and Aluminum at 1 30 {prev

1 80) These are well above current spot and futures curves

Copper looks best among base metals. We continue to see Copper as well-
positioned due to supply-side constraints, which span shortfalls al current
mines, delays at mega-projects, and contract cancellations by host
governments. There is a secular component to demand, and substitution
potential is modest  As a result, Copper is likely to remain in baiance to slight
deficit through 2010 with prices maintained weli above {rough-cycle levels
With Copper dipping below $3 00/Ib, it is only slighly above the top of the cos!
curve in the $2 40 - 2 50/1b range Replacement costs are probably more
relevant to long-term prices, as suggested by 5-year futures that are in the

$2 90/1b range

Atuminum deterred, defered. Aluminum has been a disappointment, as
Chinese smelter cuts tied to energy shortages in 1H/08 were less than
advertised, while demand from construction/transport is imploding. China
accounts for one-third of giobal production, and is at the top of the cost curve
with average smelter costs of $1.12 and a5 much as 30% of capacity sub-
economic  Self-sufficiency objectives and belter power availability are likely to
prevent large-scale shutdowns. As a result, Aluminum surplus appears likely
in 2009-18, and as a result the CIR global commeodities team is backing away
from aggressive forecasts above $2 00/1b, and now expect $1 30/ib in 2008
Downside from current levels seems limited We continue to be believers in
Aluminum’s "Power cost determinism,” in a carbon and energy constrained
future, but catalysts have clearly been pushed out to 2008-10

The Commodity Supercycie lives. We regard current conditions to be a severe
correction amid a secular bull market for M/Metals Demand-side drivers from
BRIC-country industrialization / urbanization remain inlact, while supply
continues to be constrained by resource scarcity, infrastructure bottlenecks,
and the forces of resource nationalism  Indeed, the next up-leg for the
M/Metals could be even more powerful than its predecessor because when
global economic activity recovers, demand will be amplified by re-stocking
while supply is pinched by mine cutbacks/closures and project delays.

Favorites: Gold, Coal, Copper. [n the current environment, our favorite
M/Metals sub-groups are Gold, thermal/met Coal, and Copper Steel,
Aluminum, Nickel, Lead, and Zinc are closer to commodity surplus, and will
thus be more challenged




M/ietals: Scarcity vs. Trough Pricing
30 September 2008

New Commodity Forecasts

We are rolling out a new commodity price deck across the M/Metals sector,
consistent with slower growth scenarios and flow-though to construction and
consumer durables

Most notably, the CIR global commodities team is backing down from Street-
high 2009 base metals forecasts of Aluminum at $1.8C - 2 00/Ib and Copper at
$4.75 - 5.00/lb However, new forecasts remain well above spot and the
futures curve

The patiern is simitar in Iron Ore, where we now expect price moves of +10% /
-20% in 2009-10 (prev +30% / 0%).

Forecast changes are mixed for Coal, with hard coking grades maintained,
Semi-soft and PCH being raised, and Thermal being cut slightly

Please see full-length companion commaodity report for detail

Figure 1. Base Melals Forecast Summary

Charge 060 0.15 .04 .30 8.4 -BER .60 -8.50) 0,68
Percenlage Change o% 13% -I% 5% ~25% Rel¢ 304 -28% 7%

LMF Fyturas 1.24) 1.13 1.20
Aluming {97}

Hew $a7p 5360, $358 $390 850 £450 £450, %420, $510
WP ein s swo,, suol | sm0l ssio s e osewd | sl soo
Change 50 S50 513, S0 8120 5190 $15¢: 5185 $190
Perrontags Chinae % -i2% -I% 24N wZaR 20% -30% 2% 2%
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Hew 349 $31.20 $3 53 $3150 3460 $3.75 75 5185 $4.00]
. sign  seoop | osaeel  ewen  sase | sso | saeol | syt shao
Change -50.5Y -£0.78 BT R izl -50.90 $1.256 -51.25 EIAL: -51.50
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FAIE Futures 3.43; 2.889 286
Tine [§4ih)

Hew §ii0
B U U SLig | b
Charge 50.00
Perpentage Change o% a% 2% a% on oa% 0% o8 9%

EME Futures 0 90; 0 78] 0.8i

Seurce: Citi Investment Research




M/Metais: Scarcily vs. Trough Pricing
30 September 2008

Impacts to Company Earnings

Commodity forecast changes drive a new set of earnings estimates, with cuts to
Alcoa, Freeport, and Teck Cominco  All remain Buy rated based on exlremely
low valuation multiples, and divergence between the equities and thelr
underlying commodities Copper remains our favorite among base metals,
although near-term catalysts seem scant

We expect consensus 3Q and 2008 estimates on Freeport to come down,
based on the influence of quarter-end provisional pricing We expect
consensus an Teck for 2009/10 1o rise significantly as the Fording met Coal
acquisition is factored into models

Please see company summary sections for key points to watch at the quarter

Figure 2. EPS Revision Summary

New EPS 048 036 i 200 351 506 Buy{l¥}  $30
JPrevious | ...083 100 . 298 4791 6451 Buy UM} 50
Change W0FETTTEYTYOEE NS I B Current T 52268
Percentage Change -42% -64% ¢ -33% -27% -21% ETR 35 5%
Consensus 059 069 i 2391 3281 414
Freeport H

New EPS 137 241 i B8B83} 11L46| 12.25] Buy{lH) %90
LPrevious L 196 292 3 995 1657 198501 Buy (1H; 338
Change 0887 TTORD T OB B LT YT 2B T Cuir Price ™ $56.85
Percentage Change -30% -17% ¢ -11% -31% -37% ETR 61 8%
Consensus igo 275 % 9331 12031 13¥
Teck Cominco H

New EPS 1.32 197 | 517] 10.13] 1437 Buy(IH}  $31
LPTRVRNS 176 185 1 548 | 876l 1213} Buy(lH) _ 55 |
Change DASTTTEINY TR S|P G Price 53105
Percentage Change -25% 6% ¢ -6% 16% 18% ETR 35 3%
Consensus 147 156 ¢+ 4.9] 677 523

Seurce: Citi investment Researcl:




M/Metals: Scarcity vs. Trough Pricing

30 September 2008 Excerpts from the Glohal Report

Trough Prices

Please see full-length companion report, Given the current highly uncertain economic outlook trough cycle commodity
“Trough Cycle Analysis® by the CIR global prices provide a valuabie tool against which to benchmark vaiuations and {o
commodities team led by Alan Heap. gauge risk. Trough cycle prices are supported by production costs and

margins, we do not believe prices wili fall below these levels for a sustained
periogd {months)

Current marginat costs do not provide an accurate guide to trough prices, the
analysis takes into account that costs fali as prices fall, and margins are
compressed The degrees of cost reduction and margin compressicn vary
between commodities depending on cost structure (steepness of the cost
curve, amount of swing production} and industry characteristics (barriers to
exit, price elasticity of supply).

Figure 3. Summary of Trough Prices

turrent Price Trough Price Bownside {%)  Long lerm price
Copper 4Se/lh 320 260 -38% 164
Alumiriym USc/ls 110 100 9% 136
Zing USeslb 80 70 -13% 80
Nickel US§Ab 16 47 -38% 600
iren Cre Ussf 135 50 -63% 0 00
Coking Coal US$A 3006 80 -13% 12000
Thermai Coal ussft 125 50 -60% 5000

Ssurse: Bleomberg, Citi Investment Research

Figure 4. industry Averages

Current Margin Trough Margin Current Cost  Cost dechine (%)
Copper FSeflh 83 46 137 15
Aluminium HRGTE] 34 20 85 7
Zinc USe/l 22 i5 i) 20
Nickel 0S$/ib 51 21 28 20
iron Ore Ussi 67 50 28 1l
Coking Coal USsA 84 46 55 ]
Thermat Coal Ussh 18 40 i3 5

Seurce: Citi lavestment Research

In an oversupplied market prices militate towards a level that is determined in
the mix between cash production costs and margins Typicaily this process
takes between one and {wo years

However it is too simplistic to assert that marginal costs will set a floor to
prices




M/Metals: Scarcity vs. Trough Pricing
30 September 2008

Costs decline as prices fall

As prices fali so do costs High cost operations close, and others take sleps to
reduce costs by deferring no essential expenditures, reducing maintenance
and high grading, TC's fall, by-product credits decline, and commodity
exchange rates may weaken

Figure 5. Costs {all by arcund 20% from peak to trough - Copper
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Margins are compressed

Lower costs do not fully mitigate the impact of lower prices however; margins
are also compressed.

Figure 5. The degree of margin compression is consistent across cycles
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M/Metals: Scarcity vs. Trough Pricing
30 September 2008

We find that trough cycle margins are consisient across cycles for any given
commodity, but vary widely between commodities

Factors contributing to differences in trough cycle margins are structural
differences beiween commaodities They include:

B The shape of the cost curve A sleep cost curve means that high cost
producers curb output rapidly, inducing a rapid supply respense and
helping preserve margins of the lower cost players A flat cost curve may
encourage producers to remain in operation, hoping a competitor will close
first Some commaodities have a structuraily steeper cost curve (e g iron cre)
than others which are much flatter (e g zinc)

A driver of high returns ~ shape of cost curve

Figure 7. Margin compression in Zine intdustry — spread across the Figure 8. Margin comprassion in Iren ore industry — high cost produces

industry

feel the pain
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Source: Citigroup Investment Research
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In most commodities however we find that cost curves have been sieepening in
recent years

Figure 9. Cost curves are steepening — Gopper
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@ The nature of the top end of the cost curve . if the fop of the cost curve is
occupied by a fragmented group of small producers curtailments can be
expected to occur rapidly, allowing the average margin to fall if on the other
hand the top of the cost curve is occupied by a large block of production (as
is the case in aluminium and coking coal) this is not swing supply and the
eccnomics of this production wil tend to set @ more solid ftoor to prices

Barriers to exit If barriers to exit are high {as was the case in zinc)
producers will continue to operate at a loss so long as they believe prices will
recover at some point in the not too distani future and operational losses are
less then the cost of closure.

m Cross subsidization. If companies have both high and low cost operations,
cross subsidization may occur

Besides determining trough prices, the way in which a commodity behaves in a
trough has implications for sustained margins Commadities with deep and
prolonged troughs often also have poor long run margins. in most cases trough
prices are lower than long term prices

Recent trends

The commodity buil market has induced a number of changes in the industry.

@ Sieeper cost curves. Cost curves have steepened in the last few years as
production from high cost operalions has increased To seme degree this
steepening is structural: new supply is high cost

@ Cost inflation. Some of the inflationary elements in cost have a structural
compenent especially energy prices. Others, whilst not structurai, are likely
to persist, such as long lead time equipment and labour

Exchange rate moves The extreme volatility in exchange rates caused shifts
in the shape of cost curve and the position of producers on the curve

@ Margin compression reduced by structural change Changes in the
ownership structure of industries such as consclidation and the increased
role of the major diversifieds, is likely to induce a more rational behaviour,
eariier closures, and better margin preservation as a result

@ By-product credits High by-product credits have lowered costs, often for
low cost producers, contributing to steeper cosi curves

B Treatment charges. TCs are a highly variable cost
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Figure 10. 2007 - Copper Cost Curve by Operation (UScAb) Figure 11. 2007 - Sopper Sost Curve by Country (USc/lh)
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Figure 12. Copper Cost Trends at various cost peints (USc/Ib} Figure 13. Long Run Copper Cost Trend
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Figure 14. Copper Cost Curve Change (75%-50% point) Figure 15. Copper Margins %
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Figure 16. Aluminium Operation Cost Curve (US¢/I) — 2007

Seurce: Brock Huat, Citi Invesiment Research

Fipure 17. Atuminium Country Cost Curve (US¢/fib) — 2007
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Figure 18. Aluminium Cost Trent (US$AD) at various cest points

Figure 19. Long Run Aluminium Gost Trend
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Figure 22. 2007 - Zinc Gost Curve by Operation {USc/h)

Figure 23. 2007 - Zine Gost Curve by Country {USe/ib)
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Company Focus ALCOA Inc (AA)
Aluminam Persists as "Leading Laggard" in M/Metals

Butlish thesis deferred — While we continue to be believers in Aluminum's
longer term “power cost determinism,” caialysts have been pushed out to
Rating change & 2009 as Chinese smeiter cutbacks as have been less-than-advertised and

Target price change &f exchange inventories continue o mount, now up +52 3% YTD
Estimate change &

g Lowering aluminum forecast — After surging to +$1 45/1b, Aluminum has given
up neariy all its gains YTD CIR has revised 2009/10 estimates to $1.30/ $1 &0

from Buy/Medium Risk

# Lowering estimates — Consistent with lower commodity forecasts, FX

i"ce :BG,S@ 08) ﬁgzgggg impact, and input escalation, we are cutling estimates across the board
arg? p”ZE;MG 00 Also relevant are volume losses from the Rockdale (TX) smelter shutdown;
Expacrtzfg shar'e otice return 12 9% diese| switching costs due to the regional W Australian gas outage; and

N h alation in Caustic Soda and Petcoke up +50%
Expected dividend yield 2.7% Sharp ese p ot
Expected total return 355% @ Cutting target. Raising risk rating to "High." Maintaining Buy rating — Our

Market Cap 1JS$18,366M fongstanding positive view on Alcoa has been solely based on the view that
Aluminum would finally join the Supercycle after lagging for 4-5 years. This
was expressed in CIR's Street-high forecasts of $1.80 - 2.00/b for 2009-10,
which have now been sliced . We see limiled restructuring / divestiture
opportunilies for Alcoa, as easy steps have already been taken The next

Price Performance (RIC: AA.N, BB: AA US)

USD crop of projects has been pushad out. Transformative, non-commodity

o catalysts for Alcoa couid include breaking the LME linkage in alumina

15 contracts and moving to market-based pricing; and/or acquiring Alumina Ltd

10 which controis a minority position in Alcoa's high-margin refinery system.

2: \ B Conference call — Tues, Oct-7, 2pm ET. 800-901-5226 Pass Code: ALCOA

szgp SJC hi;g' ﬁﬁl m Please see ~ Valuation section of this note for moedel summary and
sensitivities

EPS a1 n2 03 04 FY & Cons
20074 079A 0BIA 0587 0 36A 2.55A 2608
2008E 9 50A 0.66A 0.48% §.36E 2.BCE 238E
Previous ) 504 0664 0 B3E 100E 2 9BE na
Z0D9E na na na na 351 3.28E
Previpus na na na na 479E na
2010E na na na na L¥1113 4 14E
Previoys na na na I 6 45E aa

Seurce: Company Reports and dataCentras. DIR FC Cons: First Call Consensus
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Fiscal year end 31-Dec 2008 07 2008E 20068E 2010E
Valuation Ratios
PIE adjusted (x) 18 88 il3 64 45
EV/EBITDA adiusted {x} &q 38 57 38 26
P/BY {x} 13 i2 i0 09 a7
Dividend yield {%) 217 3.0 390 30 ki
Per Share Data {4S$)
EPS adiusted 284 2.55 2.00 351 566
EPS reperted 25 294 187 351 596
BYPS 1673 19 27 2297 2568 3053
oprs 060 068 068 068 068
Profit & Loss (US$H)
Net sales 30,512 30,748 29,521 32,074 37,301
Operating expenses -26,152 25,324 -26,510 -27,352 -30,136
EBIT 4,368 5424 3,010 4,122 7,165
Net interesi expense -384 401 -381 -410 -397
Hon-cperating/exceptionals -543 -532 -40 ¢ ]
Pre-tax profit 3433 4491 2,578 4,312 5,768
Tax -B35 -1,55% -7154 -1,164 -2,166
Extraord /din int fPref div -352 -374 -285 338 -830
Reported net income 2,246 2,562 1,540 2,804 349713
Adjusted earnings 2,488 2218 1,648 2811 3,975
Adjusted EBITDA 5,642 £,697 4,348 6,167 8,681
Growth Rates (%)
Sales 16.1 08 40 86 163
EBH adjusted 65.7 24.4 ~44.5 56 4 517
EBITDA adjusted 446 186 <351 419 458
EPS adjusted 889 -105 -21 3 75.2 443
Cash Flow (S$M)
Bperating cash flow 2,567 2878 2726 4,593 6,115
Deprectation/amortization 1,282 1,268 1,335 1,445 1,516
Net working capital -1,082 119 212 0 g
{nvesting cash flow -2,841 -1,628 -2,038 -2,600 -2.800
Capital expenditure -3,20% -3,636 -3,044 2,608 -2,000
Acquisitions/disposals 374 52 2,271 0 0
Financing cash flow -318 -1,965 -1,068 2,075 -1,866
Berrowings 679 654 579 D -5l
Dividends paid -923 -058 -818 -875 -1,155
Change in cash -§15 882 -321 -82 2,252
Balance Sheet (USSM)
Total assets 31214 38,803 39,823 41,408 44,438
Cash & cash equivatent 506 483 483 a0 2,654
Accounts receivable 3,435 3,053 2,830 3,178 3413
Nel fixed assets 14,813 16,879 19,182 20,336 20,820
Total liabilities 20,843 20,327 18,406 18,560 17,905
. - ) Accounts payable 2,580 2,187 2,621 2,759 2,807
Fi tuter fﬁ‘tac‘fﬁ;';sagfv';c';‘;“j;:;'i:’jgf universe Total Debt 7,235 7,142 6,763 6,784 6,273
EBR1EC
E DatsSenvensmarons@il tom o 41212616575 Shareholders' funds 16,431 18,476 21,416 22,808 26,531
Profitability/Solveney Ratios (%)
EBITDA margin adjusted 185 218 147 182 233
ROE adjusted 178 idh 86 146 182
(C, P ROIC adjusted ) 129 131 74 113 104
dataCentral Net debt to equity ] 360 293 218 136

Tota! debt to capital 306 279 240 22:8 191
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Figure 28. Key Alcoa Mode! Assumplions
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Figure 28 Algoa Eamnings Bulld-up Figure 30 Atcoa Forex Sensitivily
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Lol anadian Dollar -2 8% % -

30/08 Applied $131 8131 Brazilian Reat 0805 0604 02%  20% 00%

Difference -$002 015 EURD 1563 1508 -37% 5% -0 2%

. FX Basket -3.7%

Metal Sensitivity® (3003) %023 AA ET,SS Tmpact* 0.02

Op EPS $0.66 $0.58

Subtotal 30863 30 81 Noles
! Each 1% chg in currency basket = 2c/yr s EPS

W Australia cutage ($0 03)
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Materials escalation (#0113}

FX Benefit $0.02

Totai 30 48

Notes:
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Valuation Changes

We have reduced our target price to $30/sh (from $50) to reflect lower
estimates due to lower Aluminum forecast, FX impact, cost escalation in key
inputs, as well as lswer valuation mulliples The PE mulliple declines fo 8x
(previously 11x} on our 2009 EPS of $3 .51 (previously $4 79) yielding $28/sh
{previousty $53), and the OCF multiple declines to 7x {previousty 8x) on our
OCF/sh of $5 32 (previously $6.64) yielding $37/sh {previcusly $53). Our long-
term Aluminum assumption is $1 3%/Ib (previously $1.55/1b), resuiting in a
DCF-derived value of $23 (previcusly $42) Qur weighting is 35/35/30 P/E,
QCF,DCF, respectively

Figure 31. Al Valuation Summary

EE

$351 Cost of Equity 8 4%

Target Multiple 8 0x $2808 Cost of Dabt 35%
Current 20G8E P/E Mull 6.4x Beta to S&P500 1 3G
WACC 70%

Enterprise Vaiue 27,5205
B/S Adjustments (9,537 0)

Target Multiple 7 Ox $37 21 Equity Value 17,884 $2300
Current 2008E FIGFLO Mu 4 2x Curren! PANAV Muit 0.98x
Current Share Price 522 58
Targel Price $30.00
Appreciation to Targel 329%
Dividend Yield 27%
Expected Tolal Relurn 35.5%

Source: Citi Investment Research
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Company Focus Freeport McMoran Copper & Gold Inc (FCX)
The Deepest of Deep Value. Cutting target on Top Pick

B Mere Copper Cuts rattle FCX EPS — CIR commodity straiegists have pushed
out the timeframe for a Copper recavery. The 2009E Copper forecast of
$3.65 per |b {previously $4 75/Ib) shaves earnings by 31 % with a 37% cut
in 2010E. Although no longer extremely buliish, CIR Copper forecasts are
stili above spot, and the futures curve

Target price chanje &
Estimate change

| Volumes and Costs — We have made no changes {o volumes, bul have

Buy/Migh Risk 1 f!ightly trim;ned operati.ng ctosts by roughly 3% at the mine level in 2008/10

Price (30 Sep 08) 1S$56.85 0 reflect slightly lower inpuls

?E”gff f”‘ffg 13800 U5§90.00 Cutting 3@ EPS to $1.37/sh — We have reduced EPS to $1 38/sh (-30%) due

¢ rtufg N ice ret 58 3% largely to the falling Copper prices in the quarter. Similar to 4Q07, FCX

E:E::t:d 31‘3;8852'??9;: urm 2 5% faces the difficuity of a double headwind from negative adjustments to 2Q
e rio i lizati ices.

Expected total return BLa% prior period sales, plus 3Q realizations far below average prices

Market Cap 1i8§21,828M - 2@ provisional pricing — At June 30, FCX had attributable copper sales of

369 miilion pounds of copper provisionally priced at $3 88 per pound
Each $0 05 change in price results in an approximate $11 min affect on
FCX's 2008 net income . At average 3Q prices ($3 49/1b) the net income
reduction is $86 min {$0 19/sh}.

Price Performance (RIC: FOX.N, BB: FCX US)

usD
120 - 3Q realizations - Due to falling copper prices in the period we estimate
100 realizations for 3Q at $3 10, vs average spot prices of $3 49/Ib. The lower
- than average realizations are a result of a majority of sates (Cu in
60 concentrate) provisionally priced on the last day of the period (Sep 30
© spof is $2 91/1b with a shaliow backwardation)
SZE?J é?c N?alr ,1?, Valuation cut — We have reduced the target price to $90/sh {from $138) to

reflect lower Copper earnings and lower unit resource and NAV multiples
after a severe negative revaiuation of global M/Metals equities. The uni
resource multipte is down to $0 35 {previously $0.65) and our NAV multiple
is now 1.25x {previously I 6x). PE and QCF multipies are unchanged (at
near “peak-cycle” 8x and 6x respectively). See Valuation secticn below for
details

Reiterate Top Pick — With low trading muitiples, high margins and positive
fundgamentals, we continue to expect significant upside Reiteraie Buy rating
and Top Pick status

EPS 01 a2 a3 it} FY FE Cons
2007A 2 744 3.20A 2 324 1.19A 9 464 9844
2008E 2.784 2214 1.37E 241E 8.83E 8.33¢
Previaus 2.78A 227A 1 95¢ 292 9 92E na
2008E na na na E] 11.46E 12.63E
Previous i1 HE] HE] na 16 57E na
2010E na na na na 12.25€ 11.34E
Previaus na na na 51 19.56E na

Source: Company Reperts and dataCentral. CIR FG Cons: First Call Gonsensus
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Fiscal year end 31-Dec 2006 2067 2008E 20088 2010E
Valuation Ratios
P/E adiusted (x) 83 60 64 50 46
EV/EBITDA adjusted (x} 76 34 34 26 23
P/BY (x) 86 14 13 10 13
Dividend yield (%) 84 22 33 35 352
Per Share Data (115%)
EPS adjusted 6.83 946 g 83 1146 1225
EPS reporied 663 764 8.66 11 46 1225
BYPS 6 62 3951 44 57 55 16 42 87
aprs a5 i2h 188 200 20900
Profit & Loss {HS$M)
Net sales 5,750 17,366 21,500 25,602 27,665
Operating expenses 2,922 ~16,783 -13,31% -14,598 -15,397
EBIT 2,869 6,607 8,181 11,083 12,268
Net inferest expense «76 -516 -345 -412 373
Non-operating/exceptionals 3 95 46 12 12
Pre-1ax profit 2,826 6,187 1,682 10,503 11,807
Tax -1,201 -2,415 -2,694 -4,025 -4,525
Exiraord /Min, Int./Pref div -22% -1,002 -1,320 -1,543 ~1,796
Reperted aet income 1,398 2,768 3,668 5,031 5,586
Adjusted earajags 1,440 3,465 3,747 5,031 5586
Adjusted EBITDA 3,096 7,858 10,035 13,008 14,394
Growth Rates (%)
Sales 3B 6 1998 23.8 151 81
EBIT adjusted 318 13013 238 35 iih
EBITDA adjusted 275 1538 27 296 07
£PS adjusied 18 385 57 297 69
ash Flow {US$M)
Operating cash flow 1,866 5,212 4,664 7,804 9,150
Dapreciation/amartization 228 1,251 1,854 2,605 2127
Net working capital -114 1,058 -2,183 -475 -380
investing cash flow <223 -14,861 -2,918 -2,480 -2,360
Capital expenditure -251 -1,785 -2,974 -2,480 -2,360
Acquisitions/disposals 34 13,053 -1 0 il
Financing cash flow -1,498 9,355 -1,636 -2,285 -10,322
Barrowings -251 5,297 203 0 -282
Dividends paid -1,137 -1,563 -1,726 -2,307 10,048
Change in cash 144 108 109 3,125 -3,533
Balance Sheet (US$M)
Total assels 5,390 40,035 42,877 471,553 44,806
Cash & cash equivalent 907 1,526 1,798 4,924 1,391
Accounts recaivable 486 1,295 1,927 2,578 2,811
Net fixed assets 3,069 25,784 26,902 21,317 27,616
Total lfabilities 21713 14,122 20,386 20,853 20,7148
X . ) Accounts payabie 5712 3328 2472 2,972 3,145
et Sttt moooqa I s 7
1
EIROataSecestmeioaseificom or 1212616595 Shareholders' funds 2617 20313 22,552 26,638 24,060
Profitability/Seiveney Ratios (%)
EBITDA margin adjusted 815 453 467 50 8 520
ROE adjusted 1487 422 233 26.4 282
%mﬁ sor ROIC adiusted 468 2210 154 i79 185
@dataCentl‘a! Net debt to equity 71 275 256 98 249

Total debt to capital 216 262 251 220 232
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Figure 32. Key FCX Model Assumptions
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Valuation Changes

We have reduced our target price to $390/sh {from $138) to refiect lower Copper
earnings and lower unit resource and NAV muitiples afler a severe negative
revaluation of global M/Metals equities. The PE multiple remains at 8x on our
2009 EPS of $11.46 (previously $16 57) yielding $32/sh {previousiy $133), the
QCF muitiple remains 6x on our OCF/sh of $15.37 (previously $20.50) yielding
$92/sh (previously $123) The unit resource muitiple is down to $0 35
(previously $0 65) on payable reserve equivalent of 106 8 bin |bs {unchanged)
yieiding $84/sh (previously $158}, and our DCF now yields $80/sh (previously
$1339/sh} primarily from the reduction in the NAY multiple to 1 25x (previously
1.6x) Each method is equally weighted

Figure 33. FEX Valuation Summary

2009E EPS o 11.46 2009E OCF/Share $15.37

Ron-Ferrpus Mulliple BDx 7 Mon-Ferrpus Multiple 6.0x 3922

Current 2009E FIE Muil 50x Current 2009E PACFLO Mull Fx

DOEAnalysis=2h
Raserves {P2. payable) Cost of Equily 94%

Copper (bin Ibs} 72 Cost of Debt (afler fax) 51%
Gald {min oz} 383 Bela 0 S&7500 107
Maly {bin lbs) 18 WACC 92%
Copper Equivalent! (bl 1bs) 1068 Reserve Life (Years) 331
$Nb equivalent mullipie %0.35 5838 8/5 Adjustmenis (8.716) s7225
Currant FINAY Mult o8
Target PANAY Multipho 1 25x
Cursenl Share Price 356 BY
Targat Price $90.00
Apptechation 1o Tarpel 58.3%
Dividond Yield 346%
Expected Tolal Relumn 61.8%
2009 Copper : §365 /b
2309 Gold » 3950 for
2509 Moly: BE LR

1} Motals prices used far copper eqeivalent conversion: $3 80/b Cu. $6/ib Co. 5104k Mo. ST00/r Au. $12/0z Ap

Sgurce: Giti Investment Research
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Figare 34, FGX EBITOA, OCF and NI sensitivities and current valuation under 5 price scenarios

vz OCF/sh (equily basis) e P/OCF  wwwem P/FCF
20 40x
x
B
g ,% is 30x g
g w0 E
5 10%
Price Pairs: n ox
Copper (3/i0) %4 00
Moiy {$/ib) 335 30 25 2C
Gold (Sfor) - $L,060 900 800 800
2009 Cashiflows (§ bins):
EBITDA {Consolidated) $14 27 1152 898 623 370
OCF (Attributable 1o FCX) $7 74 629 496 351 218
Net Income $5.94 4.45 3.16 1.71 0.38
Valuation:
EV/EBITDA (1} 2 9x 3 6x 4 6x 6 7x 11 3x
P/OCF 3 3x 4 1x 52x 73 11 7%
P/E A.3x% 4.8x% B.1x 15.0x &7.5x
1 - Minoriy interasts estimated market value {based on a Bx payaul ratio) Book £V Estimate:  $32.915 mins
Markat! BV Estimale: $41.606 mins
Shate Pale: $57
FOX-Pytsished Sensiity: $0.204% Cu {5490 min feplincome, $1 10/sh EPS: S0k Mo 15100, $0.22/5n); § 50/0r Au 1545, 30 1D
Sousce: Citi Investment Research
Since Jul '08 FCX shares have corrected .
Figure 35. FCX shares and the Copper forward cuive
over 50% while the Copper forward curve R P
h i ~229 . .
as slipped ~22% w——ECX EqQuity wmmew Conper Forward Curve * {right)
i 120 4 50
Note: The copper forward curve is
defined as an average of spot and the 110
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* average of spol & 5-yr LME futures

Source: Giti investment Research
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Our dynamic earnings-expectations model
yields forward PE and P/OCF based on
published OCF and Metais sensitivities.

Figure 36. FCX Forward muitiples vsing daily spot commadity prices, including oil (energy cost)

e PIOCE (1hs) e £ O/F (g} — FCX share price (right}

We add energy sensitivities based on daily 13x 130
WTi O vs applied to 20% of COGS
it changes app b o 12% 120
Obseryations: 1ix 110
Broafie: market turmoil in Mar-08 saw 10x 100
multiples compress to a low 7.5x PE and
5.1x QCF. Prior peaks in Dec-07 were Qx 90
+12% PE and +8x cashflow
8x 80
Current tevels of 7.9% earnings and 5 2x 7x 70
OCF appear very attractive
pp ¥ Bx 60
Froms here, a worst-case short-term By &0
downside might be $2.5/1b Copper at & g
10x multipie, equal to $46/sh. 4x ~ — N — — M © © o o 40
Q@ < it 2 ? 2 < & < 2
‘ . 5 o 5 o 2 & 5 O &
FCX Multiples may be overslated relative = g = 3 2 o = § 5 3

to peers on PE (due to Phelps DD&A
step-up) and understated on EV/EBITDA
(due to low book value of minorities 17 the
EV calculation)

Note: Adjusted for various non-operating affects over time including Phelps Hedge losses, diluted shares /
preferred dividends; OCF is net of minerity interest payout; base case annyaiizad OCF is $7 9 bin at §3 50/1h
Copper, $36/1b Me, $500/0z Goid and $130/bbl WYl

Seusze: Gompary reports and Citi investment Research analysis
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Company Focus

Target price change &
Estimate change &

Buy/High Risk 1H
Price {30 Sep 08) £$30.22
Targel price 34160
from 6$55.00

Expeciad share price return B T7%
Expecied dividend yleld 3.3%
Expected total return 39.0%
Market Cap £$13,320M

Us$iz,739M

Price Performance (RIC: YOKb.T8, BB: TEK/B CH}

CAD
ETH
A5
40
35
39 \
25
1 ¥ t 1
28 31 31 30
Sep Dec Mar Jun

Teck Cominco Ltd (TCKb.TO)
Adjusting Model for Copper & 100% of Elk Valley

@ Adding Coal offsets lower Copper — We have made two-way revisions to TCK
EPS estimates. The downside from lower CiR Copper forecasts is more than
offset from accretion assuming fuli ownership of the Elk Valley (BC) Coal
assels with that transaction expecied lo close end-Oct

@ Fording Canadian Coal — Al end-Sept shareholders of Fording (FDG, not
rated) approved the sale of EVC to Teck Cominco. In hindsight the timing of
the deal appears to mark a top in assel prices, yet we see met as geologically
scarce, and structurally supply-constrained thus we remain positive on TCK
The greatest visibie risk is a scenario where steel capacity cuts significantly
slacken met coal markets and threaten excess cashilow for debt payments

Fort Hills appears unviahle — After another capex blowout {+50%) at Fort
Hills announced Sep-17th, the market value of UTS Energy shares has failen
to a level indicating Teck's share in the project is now a liability Deferral of
massive outlays on Fort Hills could positively accelerate EVC debt
repayment

Shaving 3Q estimates — Similar to Freeporl, lower average pricing and a soft
outlook prompts a reduction to TCK base metals earnings with 3Q EPS cut to
C$1.30 (from C$1 76)

Valuation — With the addition of 100% of Elk Vailey Coal, EBITDA is over
60% from met coal on 20098 We cut valuation muitiples 1o reflect the
overweight on met coal that CIR estimates at peak cycle levels next year The
target price is now C$41/sh (from C$55) to reflect higher coking Coal
earnings from near-ierm estimaies (up ~17%) and lower muitiples See
Valialion section below for details

EPS ai a2 a3 4 FY FE Cons

20074 G 83A 1E3A 1.38A G.67A 3994 3954

Z008E 6.71A 1.13A 1.32E 197E 5.47E 491

Previous G774 1134 1768 1 85E 5.48E aa

2048E 203k 233k 2.90E 287E 16.13E B.TTE

Pravieus 211E 1.93E 2 33E 2 39E B 76E na

2010E 3.6BE 3 54E 155¢ 31.62¢ 14.378 B.23E

Previous J g Z 406 3O07E 317E 1213¢ aa

Source: Gompany Reports and dataCentral, GIR FC Cons: First Cali Consensus
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Fiscal year end 31-Dec 20066 2087 2008BE 2008E 20108
Vatuation Ratios
P/E adjusted {x} 58 16 58 16 Z1
EV/EBITDA adjusted (x) 30 440 48 27 17
PIBY (%) 20 17 31 14 1
Dividend yieid (%) 23 32 31 33 3.3
Per Share Data (C$)
EPS adjusted 521 348 517 1013 37
EPS reporied 580 in 517 1013 1437
BYPS 1517 17 47 961 2113 3131
DPS 069 09 0.93 100 100
Profit & Loss (C3M)
Net sales 6,538 6,371 8,067 13,477 16,087
Operating expenses -3,168 -3.879 -4.558 -8,520 7,053
EBIT 3. 2,492 351 6,957 8,034
Net interest expense 97 91 -120 -846 -442
Nos-pperating/exceptionais 336 -8 -13 -32 817
Pre-tax profit 3610 2,513 3378 6,078 9,409
Tax -1,215 -796 -1,194 -1,160 -2,401
Extracrd /Min Int /Pref.div 16 -102 138 -85 -131
Reperted net income 243 1,615 2,322 4,833 6,878
Adjusted sarnings 2,261 1,737 2,322 4,833 6,878
Adjusted EBITDA 3,635 2,825 3,897 1,635 4,596
Growth Rates (%)
Sales 481 -2b 266 67.1 94
EBIT adjusted 838 -26.1 409 981 299
EBITDA adjusted 724 -223 379 95.9 27
EPS adjusted 853 -23.4 206 961 418
Gash Flow {CHM)
Dperating cash flow 2928 1715 3,917 1,157 1,548
Depreciation/amoriization 264 333 385 678 562
Net working capital 305 -282 178 42 -22
Investing cash How -98 -3,949 -13,107 -1,682 -2,282
Capital expenditure -188 ~-1,093 -1,714 -1,692 ~2,292
Acquisitions/disposals 390 -2,895 11,383 0 0
Finanging cash flow -835 -1,081 9,180 -2,560 -5,605
Borrowings -216 14 9,968 -2,000 -5,000
Dividensds paid -296 -426 -441 -473 -474
Change in cash 1,970 -3,604 <418 2,802 -349
Balance Shest (C$M)
Total assets 11,447 13,7157 25,162 28,505 28,122
Cash & cash equivalent 5,281 1,408 863 3,778 3.298
Accounts receivable 723 2493 8a2 1,218 1,454
Net fixed assets 3,838 71,807 19,817 20,030 20,361
Total liahilities 4,835 54877 20,547 18,420 13,764
Fot fustter data queries on Citi's full covarage universe Accounts payable 763 Lo 1108 1083 1208
[ease contact C[:R Sola Services Americas at Tota! Debt 1,509 1,954 11,540 9,540 4,340
CIRDataServicesAmericas@citicom or +1-212-8165335  Shareholders’ funds 6,592 1,811 45615 10,085 14,858
Profitabitity/Solvency Ratios (%)
EBITDA margin adjusted 556 43 18.3 567 %6
ROE adjusted 414 243 379 66.4 55.3
(ﬁmm a0y ROIC adjusted 514 247 178 344 8’2
“dataCentral Net debt {o equily 5712 19 229.2 571 g3

Total dabt to capital 18.5 166 714 485 233
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Teck Cominco Model and Valuation Summary

Figure 37, Key TCKB.T0 Mode! Assumplions
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Source: Citi tnvestment Research

Valuation Changes

We have lowered our target price to C$41/sh (from C$55) to refiect a negative
revaluation of M/Metals equities globaily Earnings have been upgraded and
multiples downgraded to refiect the highly cashflow accretive EVC acquisition
that overweights the portfolio to met coal, a commodity thal CiR estimates at
peak cycle levels next year EPS estimates are up ~17% in 2009/10  Higher
2009E estimates merit lowers multiples in our biended approach as foliows: the
PE muitiple is now 5 0x (previously 7 £x} on our EPS of C$10 13 (previcusty
C58 76) yielding C$51/sh (previously C$66), the OCF multipie is now 3 Ox
{previousty 5 Ox} on our OCF/sh of C314.9] (previously C$2 49} yielding
C%45/sh (previously C$47), the EBITDA muitiple is 3 Ox (previously 4 Ox) on
our EBITDA estimate of C$7 6 bl (previously C35 .5 bin) yielding C$27/sh
(previously C$49), and our DCF now yields C$42/sh (previously C$58/sh)
primarily from the reduced NAV multiple of 1.1x {previously 1 3x} and
revaluation of Fort Mills given the capital cost increase The addition of
leverage to fund the EVC purchase should meril a steeper than average
discount o global peers Each method is equally weighted.

Figure 38. TCHL.TO Valuation Summary

S Esnon 5
2009E EBITDA [mithions)

" 2009E EPS 7635

Targel Multiple E50 68 Tarpet Mutlipte 30x 322504
Currend PAEFS Mult Lurrent 20078 CV/ERITOA Mult a2

2009E CCF/Share WA.CC (discount factor)

Targel Muttipie $44 74 PVol Inlerim CF %24 702
Cureont PICFLO Mull 20 Target Mutlipte 110x $27.173
Adjustments {$B.028)
Sum $19.144
Curreni PINAY Mull 0.9x
Cutignl Share Price $30.22
Targat Price £31.00
Approciition to Target 35 7%
Pividend Yield 3%
Expected Tolal Retarn 39.0%

nole; all figures in CAD

Source: Citi lavestment Research
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ALCOA Inc

Company description

Alcoa Inc (AA} is one of the world’s largest producers of alumina and
aluminum Founded in 1888 and headguartered in Pittsburgh, PA, Alcoa is
active in over 40 couniries with 130,000 employees Key segments include
Alcoa World Alumina and Chemicals (60% owned), which holds bauxile mining
and alumina refining assets; Primary Meials, which consists of a woridwide
sysiem of smelters; Flat-Roiled, which produces sheet products; and
Engineered Solutions for the fransport and aerospace indusiries.

Investment strategy

We rate the shares of Alcoa inc Buy / High Risk (1H). Despite near-term
macro-concerns, our pasitive stance is based on the betief that power cost
escalalion, as well as decelerating growth of quality bauxite suppiies wiil
uitimately result in higher Aluminum prices. While our thesis has been pushed
out to 2009, we believe that AA's share price already refiects the commoditias
correction

Valuation

Qur $3C targel price on Alcoa is based on: 1} 2008 Price to forward earnings
(P/E}, 2) 2009 Price to operating cash flows (OCF}, 3} and Discounted Cash
Flow (DCF), with respective weightings of 35/35/30

Aluminum companies have historically raded in a range of P/E ratios from 6x-
20x with an average of 15x Due to re-raling in metals/mining stocks, we are
applving a low-end multipie range of 8x multiple to 2009E o yieid a value of
$28/sh.

Aluminum companies have historically traded in a range of OCF ratios from 4x-
14x with an average of 9x Pue to re-rating in metals/mining stocks, we are
applying a tow-end muitiple range of 7x to 2009k to yield a value of $37/sh

Qur detailed DCF model yields a vaiue of $23/sh

Risks

We rate Alcoa Inc High Risk. Despite its large size, steady growth in dividends,
and high interest coverage, the shares have seen higher voiatility in 2008 due
to the fluctuations in aluminum prices, which have ranged $1.07-%1 46/ib As
an industrial cyclical company, the greatest single risk facing Alcoa is the
scope and pace of global economic growth. Should the major industrial
economies lapse back into recession, Alcoa's revenues and earnings would
suffer.
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Aluminum accounts for roughly two-thirds of revenue, and we estimate that
every $0 01/1b change to the annual aluminum price impacts EPS by $0 10
Should our Aluminum price forecasts be materially too high, or too low, this
would cause financial results to deviate substantially from our estimates

Other company specific risks include major development projects in Trinidad,
Jamaica, Brazil, and iceland, which might be delayed, cancelled or subject to
material cost overruns. Operating in over 40 countries {exciuding North
America), Alcoa is subject to foreign potitical and currency risks Alcoa is
refiant on the supply of cheap, reliable electricity

If the negative impact on the company from any of these factors proves {0 be
greatar than we anticipate, it may prevenl the stock from achieving our target
price
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Freeport McMoran Copper & Gold Inc

Company description

Freeport-McMoRan Copper & Gold Inc is the largest publicly traded copper
producer {#2 in world with about 9% of mined market share) it operates the
massive Grasherg complex in Indonesia, and has various copper and maly
producing mines in North and South America following the Mar-G7 acquisition
of Phelps Dodge Key growth projects are Safford (Arizona), Tenke (DR Congo)
and Climax (Colorado} Attributable proven and probable reserves to the
company amount to 77 © billion Ibs of copper, 37 million ounces of gold and
some 1 9 billion Ibs of motybdenum, plus silver and cobalt. Key
challenges/opportunities will be unprecedented underground conversion at
Grasberg {completed by 2015}, bringing growth projects into production,
particularly Tenke, and managing relatively high-cost operations in the event
copper prices recede back to historical fevels The company empiocys about
22,000 peopie Other assets include copper smelting & refining and
molybdenum processing facilities

Investment strategy

We rate the shares of Freeport-McMoRan Copper & Gold tnc Buy/ High Risk
(1H), predicated on our positive outtook for metals prices (copper,
molybdenum, and gold) that allow Freeport’s mines {o operate at strong
profitability ratios and provide ample free cash flows for de-leveraging and
distributing 1o shareholders. Freeport's Grasberg complex in [ndonesia is one
of the mining industry’s most compeliing assets Distinguished by its massive
size and high ore grades, Grasberg has grown to the status of both the world's
second largest copper mine and single largest gold mine The significani goid
byproduct lends financial strength and cyciical diversification Pheips Dodge
assets acquired Mar-2007 include an array of low-grade SX/EW operations in
the USA that operate at low sirip ratios and high efficiency, plus attractive
copper interests in Peru and Chile Phelps Dodge also added significant
primary and byproduct molybdenum operations, pius depth/breadth of
management and technical prowess

Valuation

We value Freeport-McMoRan Copper & Gold Inc. at $90 per share derived fram
four methods . We apply the multiples analysis on 2009 £PS and QOCF
estimates, payable reserves, and discounted cashilow modeiing Each method
is equally weighted .

We view the cycle of nonferrous metais earnings multipies since 1990 as 28x-
17x%-10x (trough-mid-peak) Applying a mid-peak level multiple of 8x yields a
value of $92/5h

We view the cycle of nonferrous metals OCF muitipies as 16x-10x-6x Applying
a 6x multiple yields a value of $92
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We also value Freeport on its recoverable proven and probabile reserves. We
apply a $0 35/1b multiple on copper equivalent metal This is in line with peers
and yields a value of $84

Our discounted cash flow {DCF) is based on 2 beta of 1 1, yielding a blended
cost of capital 0f 9 2%. The sum of DCFs plus cash, less debt equals netf asset
value. We apply a 1 25x multiple to reflect conservatism of our long-term metal
prices (call option on assets, exploration holdings) This yields a value of $90.

Risks

We rate Freeport shares High Risk because the company is non-diversified with
more than 70% of revenues from Copper sales. Base metals mining equities
trade at compressed vaiuation multiples to other Metals companies as a result
of hackwardation Should metals prices fall rapidly, multiples expansion may
not offset negative sentiment. Mining risks include:

Project-specific risks: unpredictable geology (geotechnical stability,
earthquakes), weather (excessive or lack of rainfall), fires, labor action,
supplier detays, reserve and metallurgical variance, among others The
Grasherg underground transition in the 201015 time frame involves block
cave mining methods on an unprecedented scaie

Market risks: primarily uncertainty of future metals prices for Goid and Copper
prices and other macroeconomic market forces that tend to remain out of the
influence of project managers

Political / Policy risks: Government policies dictate the conditions of
environmental permitting, social responsibilities, subsidies, and tax policies
Adverse events in indonesia, (e g threats of Papuan secession, challenges
Contract of Work) or other jurisdictions couild impact the company's operaiions
and financiai results.

Capital markets risk: currency and interest rate risks are particularly relevant {o
international mining companies

If the negative impact on the company fram any of these factors proves to be
more negative than we anticipate, the stock may have difficulty achieving our
farget price
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Teck Cominco Lid

Company description

Teck Cominco is a diversified mining company based in Vancouver, British
Colombia in Canada The 2001 merger between Teck Corp and Cominco
helped realize operational synergies via scaie and vertical integration. The
company employs roughiy 8,000 people at mines in North America, South
America and Auslralia The fiagship operation is the Red Dog mine in Alaska,
the largest zinc mine in the world Other key assets are the Highland Valley
copper-moly mine, £lk Valley Coal, and a share of the Antamina copper-zinc-
moly mine. The Cominco zinc smeilter in Trail partially secures concentrale
offtake, and also produces vaiuable downstream specially products The
Quebrada Blanca and Andacoilc copper mines and the poly-metallic Duck
Pond mine were added In the acquisition of Aur Resources completed in Aug-
2007. Two gold mines and several development-stage gold properties are a
smali, but valuable part of the portfolio. Investments in myriad junior
companies provide potential growth opportunities, as well as a major
commitment to fund development capex and provide mining expertise for &
20% minority interest in the massive Fort Hills {Alberta, Canada) oilsands
property, where a total of $15bin (100%) may be invested before initial
production

Iavestment strategy

We rate the shares of Teck Cominco Ltd Buy/ High Risk {1H), predicated on
our positive sutlook for metals prices {copper, zinc, molybdenum, and gold}
that should provide ampie cashfiows for reinvestment in growth projects and
refurning to shareholders. Significant operating cashflows are generated from
an array of Copper mines, the world’s largest Zinc mine, North America's
largest complex of Metallurgical Coal mines, and a Zinc smelting complex in
British Columbia. Primarily located in stable political jurisdictions, these assets
are uniguely levered to bengfit from rapid industrialization in developing
gconomies

A trading discount to peers is probable due to a tiered voting structure (A
shares have 100x voting power of B shares) that limits shareholder opportunity
to participate in the rapidly consolidating mining sector

Valuation

We value Teck Cominco Lid. at C$41 per share derived based on an average of
four methods: Multipies analysis on 2009 earnings, operating cashflow and
EBITDA estimates, and discounted cashflow analysis

Loss-making periods aside, we view the cycle of nonferrous melals earnings
multiples since 1990 as 28x-17x-5x (trough-mid-peak} in the valuation
framework, we apply a near-peak muitiple of 5.0x for a value of $51/sh.
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Forward P/Cashflow measures have been more reliable across loss-making
time-cycles. We view the cycle of nonferrous metals OCF multipies as 20x-12x-
3x Applying a peak multiple of 3x yields a value of $45

Forward EV/EBITDA measures have been the most reliable across loss-making
time-cycles Wa view the cycle of nonferrous metals EBITDA multiples as 15x-
9x-3x. Applying a peak muitiple of 3x yields a value of $27 In making peer
comparisons this method should be scrutinized for the new minority interests
from the Chilean operations of Aur Resources, and Teck Cominco’s higher-
than-average corporate tax rate.

Ouwr Discounied Cash Flow (DCF} is based on a blended cost of capital of 6 3%
Key long-term assumptions are CAD/USD at $1, aiong with base metals prices
at $1.6/1b for Copper, $0 7/1b Zinc, and $150/T of Benchmark Met Coal A 1 1x
multiple to reflect conservatism of our long-term metal prices {call option on
assels, exploration holdings) The sum of DCFs plus cash, less debt equals Net
Asset Vaiue (NAV). This yields a value of $42/sh

Risks

We rate Teck shares High Risk because the cashflows are dependent on
industrial cyctical commodity prices that are currently near all-time highs Base
metals mining equities trade at compressed valuation multiples o other Metals
companies as a resull of backwardation. Should metals prices fall rapidiy,
multipies expansion may not offset cashflow deterioration. Mining risks
include:

Project-specific risks: unpredictable geclogy (geotechnical stability,
earthguakes), weather {excessive or lack of rainfall), fires, labor action,
supplier delays, reserve and meiallurgical variance, among others.

Market risks: primarily uncertainty of future metals prices for Zine and Copper
prices and other macroeconomic market forces that tend to remain out of the
influence of project managers The high cost of the Highland Valley mine could
render production uneconomic if copper prices return to cycie lows before
production is planned to cease in 2019

Political / Policy risks: Government pelicies dictate the conditions of
environmental permitting, social responsibitities, subsidies, and tax policies

Capita) markets risk: currency and interest rale risks are particularly relevant to
internationa! mining companies.

If the negative impact on the company from any of these factors proves to be
worse than we anticipate, the stock may have difficuity achieving our target
price
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Customers of the Firm in the United States can receive independent third-party research on the company or cempanies covered in this report, at ra cost to them, where
such research is avaitable Customers can access this independent research at hitp-/www smithbasmey com (for retail clieats) or http«/Awww citiproupgeo com (for
institutioral clients} or can calf (866) 836-5542 to request a copy of this research

One or more officers or directors of Alcoa Inc serves as a director on Citi's board

Citigroup Global Markets inc or its affiliates beneficially owns 1% or more of any class of common equity securities of Alcoa Inc and Freeport-McMoRan Copper & Gold Inc
This position seflects information available as of the prior business day.
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Within the past 12 months, Citigroup Globat Markets Inc or its affiliates has acted as manager or co-manager of an offering of securities of Alcoa Inc and EDP - Energias
do Brasil SA.

Citigroup Globat Markets Inc or its affiliates has received compensation for investment banking services provided within the past 12 months from Alcos ine, EDP -
Energias do Brasil SA, Freeport-McMeRar Copper & Goid Inc and Teck Comingo Ltd

Citigroup Global Markels Inc or its affiliates expects to receive or infends o seek, within the next three months, compensation for investment banking services from Teck
Cominco Ltd

Citigroup Global Markets tng. or an affiliate received compensation for products and services other than investment banking services from Alcoa Inc, Copel, EDP - Energias
do Brasil 84, Freeport-McMoRan Cepper & Gold inc and Yeck Cominco Ltd in the past 12 months

Citigroup Glebai Markets Inc cureently has. ar had wilhin the past 12 moaths, the following companylies) as invesiment baniting client{s}: Alcoa Ing, EDP - Energias do
Brasil SA, Freaport-McMoRan Copper & Gold Iac and Teck Ceminco Ltd

Citigroup Global Marlets Inc currently has, or had within the past 12 months, the following company{ies) as ciienis, and the services pravided wese
non-investmant-banking, securities-related: Alcoa Inc, EDP - Energias do Brasil SA, Freeport-McMoRan Copper & Boltt Ing amd Teck Cominco 1td

Gitigroup Global Markeis inc currently has, or had within the past 12 manths, the fellowing companylies) as clieafs, and the services provided were
non-investment-baaking, non-securities-related: Alcoa ine, Copel, £DP - Ensrgias do Brasil 8A, Freeport-McMaRan Coaper & Gold Inc and Tech Comingo Ltd

Anaiysts' compensation is delermined based upon activilies and services intended to benefit the investor clients of Citigroup Global Markiets Inc and its affitiates {*the
Firm®} Like all Firm employses, analysts receive compensation that is impacted by averall firm profitabifity, which includes revenues from, among other husiness units, the
Private Client Division, lastitutional Sales and Trading, and investment Barking

The Firm is a market maker in the publicly traded equity secarities of Alcoa Inc

For important disclostres {includiag copies of historical disclosures) regasding the companies that are the subject of this Citi Investment Research praduct (“the Product™),
please contact Citi Investment Research, 388 Greenwich Street, 29th Floor, New York, NY, 10013, Attention: Legal/Comptiance la addition, the same important disclostres,
with the exception of the Valuation and Rishk assessmeats and historicat disclosures, are contained on the Firm's disclosure website at www citigroupgeo com Private
Client Divisiar clients should refer to www smithbamey.com/research  Valuation and Rish assessments caa be found in the text of the most recent research note/report
regarding the subject company. Bisterical disclosures {for up lo the past thres years) will be provided upon request,

Citi investment Research Ratings Distribution

Data current as of 30 September 2008 Buy Hold Selt
Citi Investmant Research Global Fundamental Coverage {3133) 47% 7% 16%
% of companies in each rating calegory that are investment banking clients 8% 48% A%

Buide te Fundamental Research Investment Ratings:

Citi Investment Research's stock recommendations include a risk rating and aa investment rating

Risk ratings, which take into account both price volatility and fundamental criteria, are: Low (L}, Medium (M), High (H, and Speculative (S}

Investment ratings are 2 function of Jiti Investment Research's expectation of total return (forecast price appreciation and dividead yield within the next 12 menths) and
risk rating.

For securities in developed markets (BS, UK, Ecrope, Japan, and Australia/New Zealand), investment ratings are: Buy (1} {expected total return of 10% or more for Low-Risk
stocks, 15% or more for Medium-Risk stocks, 20% or more for High-Risk stacks, and 35% or mare for Specujative stocks); Hold (2) (0%+10% for Low-Risk stocks, 0%-15%
far Medium-Risk stocks, 0%-20% for High-Risk stocks, and 0%-35% for Specutative stocks); and Sell (3} (negative total retusn)

For securities in emerging markels (Asia Pacific, Emerging Europe/Middie East/Africa, and Latin America), investment ratings are: Buy (1) {expected total returs of 15% of
more for Low-Risk stecks, 20% or more for Medium-Risk stocks, 30% or more far High-Risk stocks, and 40% aor mare for Speculative stacks); Hold (2} {8%-15% for
Low-Risk stocks, 10%-20% for Medium-Risk stecks, 15%-30% for High-Risk stocks, and 20%-40% for Speculative stocks); and Sell (3) (5% or less for Low-Risk stocks,
10% or lass for Medium-Risk siocks, 15% or lass for High-Risk stocks, and 20% or tess for Speculative stocks)

Investment ratings are determined by the ranges described above at the time of initiation of coverage, a change in investment and/or risk rating, or a change in target
price (subject to limited management discretion} At other times, the expected total refurns may fall cutside of these ranges because of marke! price movements anc/or
other shart-term volatility or trading patterns Such interim deviations from specitied ranges will be permitted but wiil become subject to review by Research Management
Your decision to buy oz sell a secarity should be based upen your personal investment objactives and should be made only after evaluating the stosk's expected
performance and risk

Guide to Corporate Bend Research Credit Opinions and Investment Ratings: Citi Investment Research’s corporate bond research issuer publications incistia 3 fundamentat
credit opindan of Imaroving, Stable or Deteriorating and a complementary risk rating of Low {L), Medium (M), High {1) or Speculative (3) regarding the credit risk of the
company featured in the report  The fundamental credit opinion reflects the CIR aralyst's opinion of the direction of credit fundamentais of the issuer withous respect to
securities market vagaries The fundamental credit opinion is not geared to, but should be viewed in the context of, debt ratings issued by major puhlic debt ratings
companies such as Moody's Investars Service, Standard and Poor's, and Fitch Ratings. CBR risk ralings are approximately equivalent to the {ollowing matrix: Low Risk =
Tripte A to Low Dauble A; Low te Medium Risk -- High Single A through High Tripie B; Medium to High Risk -- Mid Triple B through High Double B; High to Speculative Risk -+
Mid Double B and Below The rish rating element iflustrates the analyst's opinian of the relative likelihood of loss of principal when a fixed income security issued by a
company is held to maturily, based upor both fundamental and market risk factors. Certain reports published by Citi Investment Research will alsa inchude investment
ratings on specific issues of companies under coverage which have been assigned fundamental credit opinions and risk ratings lwestment ratings are a function of Citi
investment Research's expectations for tatal retusn, relative return (relative to the performance of refevant Citi bond indices), and risk rating These investment ratings are:
Buy/Overweight -~ the band is expected to outperform the relevant Gitigroup bend market seclor index (Broad investment Grade, High Yield Market or Emerging Market);
Hold/Neutzal Weight -~ the boad is expected te perform in fine with the relevant Citigroup band market sector index; or SellfUnderweight -- the bond is expected to
undesperform the releyant Ciligroup bond market sector inded  Porformance data for Citi bend indices are updated monthly, are available upon request and can also be
viewed at http://sd.ny.ssmb.com/ using the “|ndexes” tab.

Citigroup Global Markets_| Equity Research
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GTHER DiSCLOSURES

Citigroup Global Markets Inc and/or its affiliates has a significant financial interest in relation to Alcoa Inc and Tech Cominco Ltd (For an expianation of the determination
of significant financiat interest, please refer ¢o the policy for managing conflics of interest which can be found at www citigroupgeo com )

Citigroup Globat Markets Inc or its affiliates beneficially owns 2% or more of any class of common equity securities of Freeport-McMoRan Copper & Gold lac

For securities recommendad in ihe Product in whick the Firm is not a market maker, the Firm is a liquidity provider in the Issuers' financial instruments and may act as
principal in connggtion with such transactions The Firm is a ragular issuer of traded financial iastruments linked to secusities that may have been recommended in the
Product The Fiem regularly trades in the securities of the subject company(ies) discussed in the Product The Firm may engage in securities transactions in a manner
incansistent with the Product and, with respect to securities covered by the Product, will buy or sell from customers on @ principai basis

Securities recommended, offered. or sold by the Firm: (i} are not insured by the Federal Deposit Insurance Corporation; (ié) are nol deposits or other obligations of any
insured depository institution {including Citibanks; and (i) are subject to investment risks, including the possible loss of the principal amaunt invested Although
information has been cbtained from and is based upon scurces that the Firm bedleves to be reliable. we do not guarantee its acclracy and it may be incompiate and
condensed Note, however, that the Fism has taken alt reasonable sieps o delermine the accuracy and compieteness of the disciesuses made in the importast Disclosures
section of the Product The Firm's research department has received assistance from the subject companylies) referrad to in this Protuct including, but not limited to,
discussions with management of the subject company(ies) Firm policy prohibits research analysts from sending draft research to subject companies However, it should
be presumed that the auther of the Product has had discussions with the subiect company to ensure factual accuracy prior to publization  All opinions, projections and
estimates constitute the judgment of the author a5 of the date of the Product and these, plus any other information contained in the Product. are subject to change without
aotice Prices and availability of financial instruments afse are subject to chanpe without aotice  Notwithstanding other departments within the Firm advising the
companies discussed in this Product, information obtained in such role is not used i the preparation of the Product  Although Citi Invesément Research does not set a
predetermined frequency for publication, if the Product is a fundamental research report, it is the intention of Citi Invesiment Research to provide research covarage of
the/those issuer{s) mentioned therein, inciuding in response to sews atecting this issuer, subject to applicable quiet periods and capacity constraints The Praduct is far
informationat purpeses oaly and is aot intendad as an offer or solicitation {or the purchase or sale of & securily Any decision to purchase securities mentioned in the
Product must take into account existing public information on such security or any registered prospectus

Investing in noa-U S. securities, including ADRs, may entail certain risks The securities of non-ti S issuers may not be registersd with, nor be subjest to tha reporting
requirements of the U S. Securities and Exchange Commission Ther may be limited information availabie on foreign securities Foreign companies are generally not
subject to uniform audit and reperting standards, practices and requirements comparabie to those in the U S Securities of seme foreign companies may be less liguid and
their prices mare volatfle than securities of comparable B S companies In addition, exchange rate movements may have an adverse effect oo the value of an investment in
a foreign stock and its cerresponding dividend payment for B S investars. Net dividends fo ADR investors ate estimated, usiag withholding tax rales conventions, deemad
accurate, but investors are urged o consult thelr tax advisor for exact dividend computations Investors whe have received the Product from the Fiem eay be grohibited in
certain states or other juriséictions from puschasing securities mentioned in the Product from the Firm Smith Barney clients can ask their Financial Advisor for additional
details Citigroup Global Markets Inc. takes responsibility for the Product in the United States Any orders by US investors resulting from the information contained in the
Product may be placed anly through Ciigroup Global Markets inc

The Gitigroup tegal antity that takes responsibility for the production of the Product is the lagal entity which the first named author is employed by The Praduct is made
available in Australia te wholesale clients through Citigroup Giobal Markets Austratia Pty Ltd (ABN 64 003 114 832 and AFSL No 240992) and to retail clients through Citi
Smith Barney Pty Ltd (ABN 15 009 145 555 and AFSE No. 240813), Participants of the ASX Group and regulated by the Austealian Securities & Invesiments Commission,
Citigroup Centre, 2 Parki Street, Sydney, NSW 2000. The Product is made available in Australia to Private Banking wholesale clients tarough Citiproup Pty Limited (ABN 88
(004 325 080 and AFSL 238098 Citigroup Ply Limited provides all financial product advice to Ausiralian Private Banking wholesale clients through bankers and
relationship managers 1f there is any doubt about the suitability of investments held in Citigroup Private Bank accounts, investors should contact the Citigroup Private
Banl in Australia Citigroup companias may compensate affiliales and their representatives for providing products and services to clients The Product is made available
in Brazil by Citigroup Global Marhets Brasil - CCTVM SA, which is regulated by LVM - Comissdo de Valores Mobilidrios, BACEN - Brazilian Central Bank, APIMEL -
Associagde Associagae dos Anatistas e Prefissionais de Investimento do Mercado de Capitais and ANBID - Associagao Nacienai dos Bencos de lnvestimento Av Paulista,
1111 - 11° anday - CEP. 81311920 ~ Sao Paulo - $F ¥ the Product is heiag made availabte in certain provinces of Canada by Citigroup Globat Marlets (Canada) Inc
("CGM Canada®}, CGM Canada has approved the Product Gitigroup Place, 123 Frent Street West, Suite 1100, Toronto. Ontario M5 2M3. The Product Is made available in
france by Citigroup Global Marhets Limited, which is authorised and regulated by Financial Services Authority. 1-5 Rue Pau! Cézanne, 8&me, Paris, France The Product
may not be distributed to private clients in Germany. The Product is distributed in Germany by Citigroup Globai Markets Deutschland AG & Co KGaA, which is regulated by
Bundesanstatt {uer Finanzdienstleistungsaufsicht (BaFin) Frankfurt am Main, Reuterweg 16, 60323 Frankfurt am Main 1 the Product is made available in Hong Hong by,
or an hehalf of, Citigroup Global Markets Asia Ltt , it is attributable to Citigroup Global Markets Asia Ltd |, Citibank Tower, Citibank Ptaza, 3 Garden Road, Hong Kong
Citigroup Global Markets Asia Ltd is reguiated by Hong Hong Securities and Futures Commission if the Product is made available in Hong Kong by The Citigroup Private
Bank to its clients, it is attributabie to Citibank 8.A. Citihank Tewer, Citibank #laza, 3 Garden Road, Hong Kong, The Citigroup Private Bank and Citibaak N A. is regulated
by the Hong Kong Monetary Authority The Product is made avaifable in Iadia by Citigroup Globat Markeds india Private Limited, which is regulated by Sectities and
Exchange Board of india  Bakhtawar, Narimar Peint. Mumbai 400-021 The Product is made avaitable i Indonesia through PT Citigroup Securities indonesia S/,
Citibank Tower, Bapindo Plaza, Ji. Jend Sudirman Kav 54-55, Jakarta 12390 Neither this Product nor any copy hereof may be distyibuted in fndonesia or to any Indoaesian
gitizens wherever they are domiciled or to Indonesian residents except in compliance with applicable capitat market |aws and reguiations This Product is not an effer of
securities in Indonesia The securities referred to in this Produet have ot been registesed with the Capitat Market and Financiat Institutions Supervisory Agency
{BAPEPAM-LE) pussuant to relevant capilal market laws and regulations, and may nof be offered or soid within the territory of the Repubtic of Indonesia or to Indonesian
citizens through a publie offering or in circumstances which constitute an offer within the mearing of the indaresian ¢apital marhet taws and regulations  Fhe Procuct is
made available in Haly by Citigroup Global Markets Limited, which is authorised ard repulated by Financial Services Authority Foro Buonaparte 16, Milaa, 20121, Italy [f
the Product was prepared by Citi Investment Research and distributed in Japan by Nilko Citigrosp Limited {"NCL"), it is being so disisibisted under ficense If the Product
was prepared by NCL ant distributes by Nikko Cordial Securities Inc or Citigroup Glabal Markets Inc i is being so distributed under licease. NCL is reguiated by Financial
Services Apency, Securities and Exchange Surveilance Commission, Japan Securities Deaters Association, Tokyo Stock Exchange and Osaka Securities Exehange
Shin-Marunouchi Building, 1-5-1 Maruncuchi, Chivoda-hy, Tokyo 166-6520 Japan  In the event that an eeror is found in an NCL research report, a revised version will be
posted on Citi lavestment Research’s Global Equities Online {GEG) website f you have questions regarding GEO. please caf? {81 3) §270-3019 for heip  Tha Product is
made available in Harea by Citigraup Global Markels Kerea Securities Lid.. which is regulated by Financiat Supenvisory Commission and the Financial Supervisory Service
Hungiuh Life nswrance Building, 226 Shinmunnc 1-GA, Jongnra-Gu, Seoul, 110-061 The Product is made available in Malaysia by Citigroup Globa! Markets Malaysia Sdn
Bhd, which is regulated by Malaysia Securities Commission  Marara Citibank. 165 Jalan Ampang, Kuala Lumpur, 50450 The Product is made avaitable in Mexico by
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Acciones y Valores Banamex, S A De C. Y, Casa de Botsa, which is regulated by Comision Nacional Bancaria y de Valores. Reforma 398, Col Juarez, QBB Mexico, DF i
New Zealand the Produst is made available through Ciligroup Glabal Markeds New Zealand Ltd. {Company Number 604457), a Participant of the New Zealand Exchange
Limited and reguiated by the New Zealand Securities Commission Level 19, Mobile on ihe Pack, 157 Lambton Quay, Wellington The Product is made available in Pakistan
by Cétibank N A. Pakistan branch, which is reguiated by the State Bank of Paids{an and Securities Exchange Comasission, Pakistan AWT Plaza, 1 1 Chundrigar Road. PO
Box 48889, Karachi-74200  The Product is mads available in Poland by Dom Malderski Banku Handlowego A an indérect subsidiary of Citigroup inc, which is reguiated by
Komisja Papieréw Wartosciowych i Gield Bank Hanrdlowy w Warszawie S A. ul. Seratorsha 16, 60-923 Warszawa  The Product is made availabie in the Russian Federation
through ZAO Citibank, which is ficensed ‘o carry out banking activities in the Russian Federation in accordance with the general hanking ficense issued by the Central Bank
of the Russian Federation and brokerage activities in accordance with the license issued by the Federal Service for Financial Markets Neither the Product nor any
informatioa contained in the Product shall be considered as advertising the securities mentioned in this report withia the territory of the Russian Federation or outside {he
Russian Federation The Product does rot constitute an eppraisal within the meaning of the Federal 12w of the Russian Federation of 29 July 1998 No 135-F7 (as
amended) On Appraisal Activitles in the Russian Federalion 8.10 Gashaka Streef, 125047 Moscow. The Peoduct is made availabie in Singapore through Citigroup Globaj
Markets Singapore Pte Ltd , a Capital Markets Services Licence holder, and regulated by Monetary Authority of Singapore 1 Temasek Avenue, #33-02 Millenia Tower,
Singapore 039192 The Product is made avaitable by The Citigroup Private Bank in Singapare through Giiibanik, N.A | Singapore branch, 2 liceased bank in Sinpaporz that
is regulated by Monetary Authority of Singapore  Citigroup Global Markets (Pty) Ltd is incorporated in the Republic of South Africa {company registration number
2000/0258B6/07} and its registered office is at 145 West Strest, Sandlor, 2156, Saxonwoid Citigroup Gioba! Markets (Ply) Lid is regulated by JSE Securities Exchange
Seuth Africa, South African Reserve Bapk and the Financial Services Board The invesimeats and services contained herein are not available to private customers in South
Mrica The Product is made available in Spain by Citigroup Globai Markets Limited, which is authorised and regulated by Financial Services Authority 29 Jose Ortega ¥
Gassef, Ath Fioar, Madrid, 28006, Spain The Product is made available in Taiwan through Citigroup Global Markets Taiwan Securities Compaay Ltd,, which is repulated by
Securities & Futures Bureau  No portion of the report may be repraduced or qusted in Yaiwan by the press or any other person Mo B Manhattan Building, Hsin Yi Road,
Section 5, Taipai 100, Taiwan. The Product is made avaitable in Thailard through Citicorp Securities (Thailand) Lid., which is regulated by the Securities and Exchange
Commission of Thailand  18/F, 22/F and 29/F, 82 North Sathorn Road, Silom, Bangrak, Baaghkok 10500, Thailand. The Product is made available in Turkey through
Citibank AS which is regulated by Capital Madets Board Tekfen Tower, Eski Buyuhdere Caddesi # 209 Kat 2B, 23294 Levent, Istanbul, Turkey The Product is made
available in UAE by Citigroup Global Marhiets Limited, which is authorised and repulated by Financial Services Authority DIEC, Bldg 2, Level 7, PO Box 506560, Dubai,
UAE The Product is made available in United Bingdom by Citigroup Global Markats Limited, which i authorised and regulated by Financial Services Authority This
material may relate to investmants or services of a persen cutside of the UK or fo other matters which are not regulated by the FSA and further defails as to where this may
be the case are available upon request in sespect of this materiai Citigroup Centre, Canada Square, Canary Wharl, London, £14 5LB  The Product is made availabie in
{inited States by Citigroup Global Markets inc, which is reguiatad by NASD, NYSE and the US Securities and Exchiange Commission 388 Greenwich Street, New Yark, NY
10013 Unless specified to $he contrary, within EU Member States, the Product is made availabie by Citigroup Glabal Markets Limited, which is regulated by Financial
Services Authority Many European regulatess reguire that a fism must esiablisk, implement and make available a policy for managing conflicts of interest arising as a
tesult of publication or distribution of investment research The policy applicable to Citi Investment Research's Products can be found at www.citigroupgee com
Compensation of equity research analysts is determined by equity research management and Ciligroup's senior management and is not linied to specific transactions or
recommendations The Product may have been distributed simultaneously, in multiple formats, fo the Firm's worldwide institutionat and retail customers  The Product is
nat to be construed as providiag investment services in any jurisdiction whers the provisian of such services would not be permitted Subjest to the nature and contents of
the Praduct, the investments described therzin are subject to fluctuations in price and/or value and iavastors may get hack less than originally invested. Certain
high-volatility investments can be subject to sudden and larpe falls in vaiue that couid ecual or exceed the amount invested Cerfain investments contained In the Product
may have tax imptications for private customers whereby levels and basis of taxation may be subject to change If in doub, investars should seek advice from a tax
adviser. The Product does not purport to identify the aature of the specific market or other risks associated with a particular transaction Advice in the Product is general
and should not be construed as parsonat advice given it has been prepared without taking account of the objectives, financial situation or needs of any particutar iavestor
Accordingly, investors should, before acting on the advice, consider the approprizteness of the advice, having regard te their ebjectives, firancial sijuaticn and needs Prioe
te acquiring any financial product, it is the clieat's responsibitity to abtain the rejevant effer document for the pracduct and consider it before makiag a decisien as to
whether to purchase the product

@ 2008 Citizroup Giobal Markets inc (@ Nikko Citigroup Limited, if this Product was prepared by it} Citl iavestment Research is a division and service mark of Citigroup
Gtobal Markets Inc and its affitiates and is used and registered throughout the world Gifi and Citi with Arc Design are trademarks and service marks of Citigrowp Inc and
its affiliates and are used and registered throughout the world  Niklw is a registered trademask of Nikko Cordial Corporation. All rights reserved Any unauthorized use,
duplication, redistributien or disclosure is prohibited by law and will resuli in prosecution. Where inchitled in this report, MSCH sousced information is the exclusive property
of Morpan Stanley Capitai international Inc {MSCH). Without prior written permission of MSCH, this information ard any other MSCI intetlectual property may not be
repraduced, redisseminated or used to create any financial products, including any indices This informatica is provided on an “as is” basis The user assumes the entire
risk of any use made of this information M3CH, its affiliates and any third party involved in, or related te, computing or compiling the information hereby expressly disclaim
all warranties of originality, accuracy, compleieness, merchantabilily os fitness for a particular purpose with respect to any of this infermation  Without limiting aay of the
ipregoing, in no event shali MSCS, any of its affitiates or any third party involved in, or refated to, computing or compiting the information have aay liabifify for any damages
of any kind MSCI, Morgan Stanley Capital international and the MSC indexes are sesvices marks of MSCH aad its affiliates, The Global Industry Classification Standard
{GIGS) was developed by ant is the exclusive property of Morgan Stanley Capital Internatianal Inc and Standard & Paor's GICS is a sesvice mark of MSCI and S&P and has
heen licensed for use by Cité The information contained in the Product s intendad solely for the recipieat and may not be fusther distributed by the recipient. The Firm
accepts ao Hability whatsoever for the actions of thisd parties The Product may provide the addresses of, or contain hyperiaks to, websites Except to the extest to whish
the Procuct refers to website material of the Firm. the Firm has not reviewsd the linked site Ecuafly, except to the extent to which the Product refers {o website material of
the Firm. the Firm takes no responsibility for, and makes ro representations or warranties whatsoevgr as te, the data and information contained therein Such address or
Bperlink (inciuding addresses or hyperiinks to website materiat of the Firm) is provided solely for your cenvenienca and information and the content of $he Hnhed site does
not in aayway form part of this dozument  Accessing such website or following such lnk through the Product or the website of the Firm shalt be at your own risk and the
Firm shalt have no Hability arising out of, or in conrection with, any such referenced website

ADBITIONAL INFORMATION IS AVALABLE UPON REQUEST







Aluminum has pulled back to $1.23/1b, down fram year-high of $1.46/lb. on
macra cancerns, but stitl up +15% YTD. Datapoints are mixed. CRU suggests
that world £1 producer China may add 14% capacity, despite production cuts
due to power shortfalls. Export taxes may be hiked +15% on alloys effective
Aug-20. Exchange inventories are up YTD. while the Total Stock Ratio remains
near record lows. Ultimately, we view power costs and availability as
detorministic, with impacts on current smelters and future capacity, and
remain positive on Aluminum into 2009

Recent pullback in Ally due to macto
concerns, firmer US$, and Chinese
capacity adds. Ultimately, power
cost/avaitability are deterministic.
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18 August 2008 Commodity Prices and Citi Forecast Deck

Figure 7. Commoity Price History & Cifi Forecasts
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Sources: Bloomberg, Amertea Metals Market, Energy Information Administration, Platts Coal, Citi Investment Research



M/Metals Prospects

18 August 2008 China Metals and Energy imports

Presented below are China’s imports and exports of Copper, Aluminum, Zinc,
Steel Qil and Coal, as reported by China General Administration of Customs.

Note the high apparent price elasticity for Copper and Zinc, moderate elasticity
for Aluminum and Steel, and inelasticity for Oil.

On Aug 15 China enacted higher export taxes for Aluminum alioys and certain
types of Coal.

Figure 9. China Aluminum Trade
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Alumisum has puiled backto $1.231bon
3 firmer US Dollzs, magro stowdown fears,
35 wall as concems over new Chinese
capacity adds.

tAl raported June global output of 3.3
mT, +1 4% MoM, +7.3% Yof and +7.3%
YID.

Figure 14 Aluminum Prices and inwntories
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Figure 13. Glohal Afeminum Produstion
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Chira is exparting less primary and
semi-fabricated metal due to
impartlexport tax changes. It remains a
major rmporter of scrap.

Exchange inventories remain high. up
28.7% YTD.

Yot, the stock consumption ratie remains
near its historic minimum.

Figure 16, Net Exponts of Semi Fahricated and Uawrought Aluminum from China — Monthly
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figure 17. Rtuminum Stocks & Aluminum Stock: Gonsumption Ratio
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Brook Hunt Released its July Aluminum Publication showing gher production
and surplus estimates for 2008-10. Consumption estimates worldwide ars
unchangsd compared to June sstimates. 1t is expecting alumminum pricss of
$1.34 for 2008-09 and $1.32 for 2010

o Aluminum Consumption: The latest glebal Aluminum consumption growih
farecasts are shahtly lower for 200708, which are 10.4%, 8.9%, £ 8%, and
4.5% for 2007F0BICAI10, respectively {vs. 10.49%, 8.7%, 6.6%, and 4.6%
previcusly). Demand in China is expscted to grow 25.5%, 18%, and 12% n
2008-10. Howevar, the latest forscasts ars -207 kb, -205 kt, and -46 kt lower
than June estirmates. Demand in Westarn Europs is expactad to decline n
2008-10. 4.6% in 2007, -2.4% in 2008, -1.2% in 2002, and -0.5% i 2010,
all unchanged from June estimates. N. American demand sstimates
zxpscted to decling by -7.8% in 2007, -1.4% in 2008, -1.2% 1n 2009, and
-1.2% in 2010, all unchangad from Juns estimates.



- 8 Aluminum Production: Refinad giobal alummum production levels expactad
Figure 18. Alummun Demand by Region ta be 28.1 kt €+12.3%]) in 2007, 41.6 ki (+9%) m 2008, 45.9 kt (+10.5%) in
2008, and 4%.3 kt [+7.3%) in 2010. These =stimates vary by -850 kt, -408 ki,
437 kt, and +131 kt from June sstimates. China's preduction is expacied to
/ be 12.6 kKt {(+3475), 148 Rkt {+17%), 18 kt {+22%), and 20 kb {+11%} for
a 2007-1Q. Thess estimates are -48 kt and -250 kt lower for 2007-08 and
49000 __?;f .o am unshanged for 2008-10.

53,037

& Aluminum Balance: A surpiys of 118K, 185 kt, 1723 ki, 2895 kit is estimatad for
A 2007-10, vs, 168 kt, 307 kb, 1501 ki, 2738 Kt previously,
33,000
@ Aluminum Price Forecast: Pricz forecasts are $1.34 (unchangsd) in 2008,
$1.3440 (unchanged) In 2003, $1.22 {up from $£1.18).

o el

5]

s Alumina Balance: Forecast for Alumina balancs is 405 kt, 1430 ki, 1395 ki,
and 1057 kt for 2007-10. Previously, the estimates were 295 ki, 11132 ki,
1485 ki, and 1.981 kt for 2007-10. The dechining balanca in 2010 =
consistant with Citi's view that the growth of high quality bauxits will become
rAoTe scarss in coming years.
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Figure 19. Brook Hunt'’s Aluminum femand Chasges, 2006-2010
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HY Metals and Mining

August monthly: Downgrading sector, STL.D credit
and METALS

= In this report, among other items, we downgrade the Metals &
Mining credit sector to Underweight, downgrade Steel
Dynamics credit to Underweight (both from Neutral) and
downgrade Metals USA credit fo Neutral,

¢ In our May monthly we posed the question, “are we in a steel
price bubble,” We concluded that we most likely were but that it
was unlikely the price bubble would burst in the short term. At
$1.,080 per ton, hot-rolled sheet prices have only come off $70 in
the last three months.

¢ Since the publication of our June aluminum sector focus,
aluminum prices have fallen 9%. Still, prices remain very high
in a historical context.

-]

Over the Iast three months, the overall high yield market has
returned negative 3.7% while the metals & mining sector of
the high yield market has returned positive 0.8%. During the
same petiod, the S&P is down 8.0%, but the AMEX Steel Index
has moved down 23.9%.

o We believe the stock market sell-off reflects a secular change
in thinking regarding commodities. However, we also recognize
that the sell-off has likely been more a result of fear than it has
been of concrete economic data.

o Nevertheless, we believe enough risk now exists to metals
bonds’ trading levels to warrant a downgrade of the sector to
Underweight.

We recognize that bond investors may be seeing the end game
better than equity investors. However, we believe the apparent
shift in equity sentiment, the strengthening of the US dollar, the
decrease in steel scrap prices and high aluminum inventories
warrant investors moving to a true “underweight” position.

o That is, we advocate imvestors move to a more cautious
position, trimming their metals positions and taking profits.
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Metals USA: Downgrading to Neutral

o As we indicated in our July monthly, we view Metals USA 2Q08 EBITDA of
$93 million as a phenomenal result, but, likely, an outlier. Although the
company has done a great job at managing volume growth in an otherwise soft
environment, we believe the inventory pains likely present in the 2Q08 results
make an EBITDA repeat unlikely.

s We expect leverage calculated on LTM EBITDA to continue fo fall throngh
the end of the year but believe this is already priced into the bonds. The
OpCo notes trade at a relatively rich 105 offered price (YTW 9 88%). Were the
company to complete its proposed PO, the OpCo notes would not directly
benefit, with all cash raised going to pay down the HoldCo notes.

o Metals USA is required fo use the proceeds of any IPO to make a purchase
offer for the $300 million HoldCo netes due 2012 at par plus accrued
interest. In the event Metals USA raises and receives the entire $200 miilion
referenced in its amended S-1 filed 17-Jul-08 (that is, no portion of the sale
represents sales of shares by Apollo), up to two-thirds of the issue wouid be
retired. Bondholders would have to balance the purchase offer payment and the
pro forma 1.0x reduction in leverage to 3.7x (only 0.5x wide of the OpCo notes)
against the illiquidity of the remaining smaller issue.

o However, in the event the company dees not complete an IPO by the end of
September, we would expect a dividend payment to Apolio. The headline
impact of this quarter’s earnings encourages management to complete the IPOQ
prior to the close of 3Q08.

e ‘We calculate that Metals USA could, at present, pay over a $70 million
dividend. Noteholders® interests are somewhat protected by Apolio/affiliate
ownership of $91.4 million of the HoldCo notes (as of 16-Jul-08). Still, the cash
benefit of a dividend may outweigh the benefit to Apollo from completing the
IPG.

o The 27.0% decrease in the AMEX STEEL Endex from the date the company
filed its S-1 makes us believe the likelihood of the IPO being completed has
decreased. Reliance Steel is down 12.0% over the same period.

s I the IPO is completed and roughly 5200 million of the HoldCo issue retired,
we think the remaining portion of the issue would trade to 96. If, instead, a
dividend is paid, we anticipate the notes would trade down to around 84. Using a
50% likelihood for the IPO implies proper value for the HoldCo notes at 91 3, in
line with the notes’ current trading levels We therefore are downgrading the
HoldCo notes to Hold.

* We cortinue to believe Metals USA is a well-run company. I steel prices head
up sharply or steel company equity prices increase, we would revisit our rating,
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Steel Dynamics: Credit facing headwinds,
downgrading to Underweight

e We are downgrading Steel Dynamics’ debf to Underweight, reflecting our
view that the notes trade rich relative to recent equity market movements,
likely shareholder friendly action, possible scrap compression and possible [ate-
year headwinds to demand.

o In terms of steel producers, Steel Dynamics is the cream of the crop.
However, we feel that impressive operating skills cannot overcome the
combination of high leverage (for the rating), a lack of ratings upside
possibilities and an apparent change in equity investor sentiment,

¢ On 13-Aug-08, Steel Pynamics equity closed at $25.85 per share, a
whopping 36% below its 19-Jun-08 clese. The fall is all the more remarkable
when one takes into account that on July 22, the company reported its strongest
quarter ever. Since 19-Jun-08, the STLD 7.75% of 2016 notes have fallen 2.25
points. Over the last month, while Steel Dynamics stock has fallen 25%, the
STLD 7.75% of 2016 notes have actually increased 0.25 points.

o  We believe STLD will favor sharcholder repurchases over debt repayment,
In the past two years, the company has completed over $825 million in share
repurchases. On 29-Jul-08, the board upsized the shares authorized for
repurchase by 5 million shares to 8.9 million shares. Althongh the current
authorization is only equivalent to about $230 million at current stock prices, we
would expect the company’s future purchases to be equivalent to or greater than
its historical repurchases.

e Shareholder repurchases could leave very little for debt repayment. We
think the recent fall in equity prices will provide the company with more than
enough impetus to aggressively repurchase shares

o In addition, the company has indicated confinued inferest in acgunisitions.
We expect that shareholder-friendly actions and acquisitions will make long-
term debt reduction unlikely.

o Serap prices have shown signs of weakness Iately. Were they to continue to
weaken, we would expect Steel Dynamics’ margins to expand initially but over
time to compress, erasing some of the impressive profits the company has been
generating

¢ Weinclude our financial medel., in the model, we assume that free cash flow
sits on the balance sheet instead of being used to pay down debt. This reflects
our view that the majority of the cash will be used as previously mentioned.
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Recent evenis

= AK Steel (AKS)
On 21-Jul-08, AK Steel announced a $21 million capital investment to further
expand the company’s Butler, Pennsylvania, grain-oriented electrical steel
capabifities. The project should help improve the company’s product mix facility
and is expected to be completed in late 2009

AK Sieel announced 2Q08 earnings on 22-Jul-08. Volume increased 2% over the
same period in the prior year, driven by growth in value-added products. Prices
increased 18% over 2Q08 and 13% sequentially, leading to record adjusted
EBITDA of $292 million. Free cash flow of $106 million increased cash balances
to $381 million. Net debt now stands at 8284 million. Net leverage decreased
0.1x sequentially to 0.3x. Gross leverage remained steady at 0.7x.

On 22-Jul-08, the company announced that its board of directors had authorized a
$75 million early contribution to the company’s pension trust fund to be paid
during the third quarter.

On 28-Jul-08, Moody's placed AK Steel’s ratings under review for possible
upgrade. The agency attributed the review to “the company’s improved operating
and financial profile driven by strong steel fundamentals and the company’s
meaningful reduction in debt, pension, and OPEB liabilities.”

s Aleris International, Inc. (ARS)
On 11-Aug-08, Aleris announced its 2Q08 results, in which the company
reported adjusted EBITDA of $105 million, 9% above the same period in the
prior year. Volumes in the global rolled and extruded products segment feil 1%
while volumes in the global recycling segment rose 12%. Excluding the impact of
acquisitions, volume decreased 4% from 2Q07 in the global rolled and extruded
products segment and volume decreased 12% in the global recycling segment.
Management explained the volume declines by citing continued “recessionary
conditions prevalent in North America as well as pockets of sofiness in certain
European end-use industries.” EBITDA growth was aided by “strong productivity
gains” and expansions in Europe. Net debt increased $34 million to $2 84 billion.
Gross leverage through the sub notes remained steady sequentially at 8.0x. Net
debt through the sub notes fell 0. 1xt0 7. 7%

¢ California Steel Industries, Inc. (CALSTL)
On 21-Jul-08, Standard & Poor’s released a summary of its BB corporate credit
rating of California Steel. The outlook is stable, but S&P noted that the outlock
could be revised to negative if leverage deteriorated and was maintained above
5.0x. Factors - including the company’s “weak business position, very limited
diversity due to reliance on one plant, close ties to the economic cycle of
California, and heavy dependence on volatile steel slab costs™ — act to constrain
higher ratings,

¢  Century Aluminum Company (CENX)
On 24-Jul-08, Century Aluminum released its 2Q08 earnings. Shipments were
5% greater than in the same quarter in the prior year. Management struck an
optimistic tone, noting that it continued to believe that “metal markets, while
volatile, will demonstrate long-term upward pressure consistent with ongoing
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cost increases and supply constraints as well as increasing metal demand from
emerging economies.” Adjusted EBITDA of $169 million increased 48% over
the same period in the prior year and 66% sequentially . Gross debt remained
steady at $433 million; net debt decreased slightly to $49 million. Gross leverage
decreased 0.1x to 1.0x; net leverage decreased o0 0.1x.

o Egsar Steel Algoma Inc. (AGACN)
On 12-Aug-08, ESSAR Steel Algoma said that it planned to start up its No. 6
Blast Furnace that evening The No. 6 Blast Furnace is a component of Algoma’s
planned expansion to 4 million saleable tons

o Fortescue Metals Group (FMGALU)
On 29-Jul-08, Fortescue stated that it had loaded more than 4 million tonnes of
product onto 25 ships. This is roughly equivalent to US$310 million gross
revenue generation in the first 11 weeks of the company’s life.

On 1-Aug-08, Foriescue announced that a ship loaded with 155,000 tonnes of
iron ore of the company’s preduct had run aground in the Port Hedland shipping
channel. There were no injuries and no hydrocarbon releases. The ship was
refloated on 1-Aug-08. The responsibility for the costs of the refloating operation
plus any charges for ship repairs will be borne by the ship’s owner, SK Shipping
PLC Europe.

On 4-Aug-08, the CEO, Andrew Forrest, said that the company may reach 55
million tons of annual preduction (run-rate levels) in early 2009

On 12-Aug-08, the Sydney Morning Herald reported that Fortescue “is forging
ahead with plans to more than double its annual production capacity to 120
million tonnes of iron ore a year.” This figure is up from the previously
mentioned 100 million tonnes per year and reflects better-than-expected
performance from the car dumper, with Forrest noting consistent unloading of
two iron ore cars at least every 90 seconds.

¢ Freeport-McMoRan Copper & Gold Inc. (FCX)
On 22-Jul-08, Freeport reporied 2Q08 results. Adjusted EBITDA of $2.5 billion
was 18% below the same period in the prior year as a result of higher unit costs,
lower gold volumes, and slightly lower copper volumes offset by hipher metals
prices and molybdenum volumes. Free cash flow for the quarter was negative
$108 million, but management stated that it expects to generate $4.4 billion in
cash from operations in the second half of the year, based on $3.75/1b. copper.
With momentum moving against copper {current spot price of around $3.40/1b.)
that forecast may prove somewhat difficult to achieve. Gross leverage increased
0.1x 10 0.8x.

On 22-Jul-08, Freeport announced that its board of directors had authorized an
increase in its annual dividend from $1.75 per share to $2.00 per share beginning
with the November 2008 dividend payment. The share-repurchase program was
expanded from 20 million shares authorized to 30 million shares. The company
said that its “financial policy will be reviewed on an engoing basis and will be
designed to maintain a strong balance sheet, enable financial flexibility to invest
in organic growth and provide strong cash returns to shareholders subject to
market conditions.”
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On 29-Jul-08, Moody’s released a Credit Analysis of Freeport in which the
agency noted that the Bal corporate family rating “reflects Freeport’s high debt
level of approximately $9 billion (including Moody’s standard adjustments), its
primary concenération in copper and resultant variation in earnings and cash flow,
and its significant capital expenditure requirements to increase production and
improve its cost position ” Moody’s also stated that “Freeport’s debt level still
remains a constraining rating factor given the company’s extreme dependence on
volatile copper prices and propensity to emphasize shareholder returns

o Gerdau Amerisieel Corporation (GNACN)
On 6-Aug-08, Gerdau Ameristeel reported 2Q08 results. Adjusted EBITDA of
$521 million was 117% over the same period in the prior year. Shipments
increased 48% from 2Q07. Free cash flow of negative $52 million in addition to
the $204 million paid for the CSI acquisition and the increase in ownership of
PCS led cash to fall $329 million sequentially to $312 million. Gross debt stayed
steady at $3.07 billion. Gross leverage decreased 0.5x to 2.1x due to the growth
in LTM EBITDA. Net leverage only decreased 0.1x, to 1.9x, due to the decrease
in cash from the acquisition spend.

o Indalex Holding Corp. (INDALX)
On 7-Aug-08, Indalex announced the institution of an energy surcharge
beginning 11-Aug-08 to help pass along the costs for natural gas, diesel fuel and
electricity to the company’s customers. The August surcharge is 4.2 cents per
pound.

On 13-Aug-08, Indalex announced 2Q08 carnings. We calculate the company
generated £8 million EBITDA, down 36% from the same period in the prior year,
and 63% over 2Q06 levels. However, the EBITDA was more than three times as
large as 1Q08’s. Volume was down 14% year over year due to continued
weakness in end markets. The company had a heavy cash burn, with negative $25
million free cash flow, due to heavy capital expenditures ($12 million) and
working capital spend (510 million). Gross leverage increased 2.3x fo 13.1x.

¢ Noranda Aluminum Acgquisition Corp. (NRNDA)
On 12-Aug-08, Noranda reported 2Q08 adjusted EBITDA of $80 million, slightly
betow our $84 million estimate. EBITDA was virtually flat year over year. A 6%
increase in aluminum prices over the prior year was offset by a 9% increase in the
company’s cash costs and continued weakness in the downstream businesses’ end
markets. Net debt increased $95 million sequentially, reflecting the previously
announced $102 million dividend. Gross OpCo leverage was down 0.1x to 3.0x.
HoldCo leverage stands at 3.8x. The company announced that it entered into
natural gas forward swaps for 25% of its estimated exposure through 2012 at an
average price of $9.51 per million BTU.

» Novelis Inc. (HINDAL)
On 1-Aug-08, Novelis said that it had identified a noncash error “largely related”
to accounting for the company’s acquisition by Hindalce Industries Limited . The
company should not have recorded a deferred tax liability associated with the
stepup in basis related to nonamortizable assets (primarily poodwill). As a result
of this error, Novelis also overstated a tax benefit. Novelis estimated the net
effect of these noncash errors was to overstate net income for the fiscal year
ended 31-Mar-08 by about $45 million. The company is reassessing its evaluation
of the effectiveness of its intemnal control over financial reporting,
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o  RathGibson (RATHGI)
On 11-Aug-08, RathGibson announced that Harley Kaplan had departed his
position as chairman and CEQ. While an executive search is under way, Mike
Schwartz, president and COO, will function as the interim CEO, and John Janitz,
a current member of the board, will function as the nonexecutive chairman of the
board.

o  Russel Metals (RUSCN)
The company released its 2Q08 results on 5-Aug-08. Adjusted EBITDA of $128
million was 137% above the same period in the prior year and 134% above the
prior guarter. Management pointed to consistent demand in the metals service
center segment and increased demand in the energy tubular products segment.
Free cash flow of $35 million raised cash balances to $236 million. Gross
leverage decreased 0.2x to 0.7x. Liquidity at quarter end stood at around $365
million. Management said that working capital should continue to expand,
consuming cash for the remainder of the year. The company remains “optimistic”
that it will “maintain the positive momentum of the second quarter.”

o Ryerson Inc. (RY])
Ryerson reported 2Q08 adjusted EBITDA on a LIFO basis of $42 million on
5-Aug-08. On a FIFO basis, the company's adjusted EBITDA was $129 million.
For a discussion of the company’s results and why we believe the bonds offer a
compelling return opportunity, please see our report Ryerson Inc : 2008: Living
LIFQ in a FIFQ world, published 8-Aug-08.

e Steel Dynamics (STLD)
On 21-Jul-08, Steel Dynamics reported 2Q08 results. Adjusted EBITDA of $414
million was a bit more than double the amount in the same period in the prior
year  Shipments likewise more than doubled. The company generated negative
free cash flow, principally due to a near-$200 million working capital usage.
Gross leverage increased 0.1x to 2.2x. Net leverage stayed flat at 2. 1x. Chairman
and CEO Keith Busse said that the company’s outlook “continues to be very
positive.” The company’s “order activity remains strong for steel products and
metals recycling volumes are running at a record pace.” Busse attempted to lock
beyond 2008, prognosticating “that the U.S. steel marketplace will remain
attractive for domestic producers, as strong global steel demand continues;
steelmaking resources and ocean freight costs remain high; and a weaker dollar
remains ”

On 29-Jul-08, the company announced that its board had approved an increase of
5 million shares to its existing repurchase program, increasing the total number of
shares authorized to 8.9 million shares. Since September 2004, the company has
repurchased 46 million shares of its common stock.

On 5-Aug-08, Steel Dynamics announced a number of organizational changes
including appoiniment of Mark Millet as executive vice president for Metals
Recycling and Ferrous Resources and president and COO of OmniSource
Corporation, taking over the role vacated by Danny Rifkin upon his departure
from the company. Miilet retains his responsibilities for the company’s iron-
making projects.

o  Wise Metals (WISMET)
On 19-Jul-08, Standard & Poor’s affirmed Wise Metals Group’s CCC corporate
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credit rating with a “developing” outlook. The ratings agency also assigned a
recovery rating of 6 (0 to 10% recovery) to the $150 millien senior secured notes
due 2012. The notes are rated CC. The ratings and outlook reflects “the
company’s participation in a mature and consolidated industry, limited operating
diversity, customer concentration risk, negative operating margins, thin Hquidity,
and aggressive financial leverage” balanced against “the likelihood that new sales
contracts could help reverse [Wise’s] recent poor financial performance.”

In Case You Missed It: HY Metals & Mining Reports

Date Title

08-Aug-08 Ryerson Inc ; 2008: Living LIFQ in a FIFO world

§8-Jul-08 HY Metals and Mining : July monthly; Metals USA (our thoughts
post 2008 earnings)

15-Jul-08 Metals USA Holdings : Good 2008, HoldCo notes still the way to
£20

01-Juk-08 Novelis Inc. : Management meeting takeaways

20-Jun-08 Novelis Inc. : Good 4008, Reaffirming our Overweight

20-Jup-08 Noranda Aluminum : Timing is everything

19-Jun-08 HY Metals and Mining : June monthly: Aluminum sector focus

17-Jun-08 Noranda Aluninum : Initiating with an Overweight

20-May-08 Metals USA Holdings : IPO filing could be good news for HoldCo
notes

20-May-08 Ryerson Ine : On track, 2008 should be even befter

09-May-08 HY Metals and Mining : May monthly: Steel sector focus

29-Apr-08 Metals USA Holdings : Hold on to your hats. Uperading HoldCo
notes due 2012 to Buy

10-Apr-08 Freeport-McMoRan Copper & Gold : Investment grade catalyst
achieved - Downerading to Neutral

08-Apr-08 HY Metals and Mining : April monthly: Aleris (Update). Indalex
{Downerading to Neutral), Ryerson (Reaffirming our Overweight)

31-Mar-08 Stee! Dynamics : Hold on new 7.75% of 16, reaffirmine our Neutral
17-Mar-08 HY Metals and Mining : March monthly: Freeport {Update), Metals

USA (Initiation), Novelis/Hindalco (Update)

12-Mar-08 Metals USA, Inc : Looking for the right entry point, Initiating with a
Neutral

06-Feb-08 HY Metals and Mining : February monthly; Indalex - Relish the
yietd
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Metals and Mining STW credit tracker, ranked by Am/m

Tightened by
Bond and JPMorpan HY Index STW 31-Dee-07 11-Jui-08 12-Aup-08{ Absolute A m/mii Absolute A yly
WKS7.950% 2012 44 ; '
ATE 8 375% 2011

FCX 8'250%3 2915

HY - Metal Fabricators/Service Centers 746 788 864 (76)! {118}
Max 1,097 2,270 2,323 64 232
Mir 239 300 300 (76) (1,227}
Median 458 524 547 (12) (1)
Average 561 681 691 (10) {129}

Source: JPMorgan
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Metals and Mining dollar price credit tracker, ranked by Am/m

Price increased by (bp)
Bond dollar price 31-Dec-07 11-Jul-08 I?.»Aug~08 Absolute A m/m Absolutc A yiy
ECX8375%2017 3107.25:° 1 05 : ¥
ATI 8.375% 2011 $106.50
TFCX 8.250% 3015
MI:’I‘ALS 11.125% 2015

AGACN 9.875% 2015 (51.00) $11.75

Max $212 $1175
Min (§1 00} (330 00)
Median $0 00 (8113
Average $0.29 ($2.36)

Source: JPMorgan
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Comparative company

Steof

L T R o111 N 1 acer Talh i)
Company AK Stoef Steol Stact Stogk Corp Gibson  Bynamics 1S Stoat
Equity ticker ARS GNA NUE 5TLD X
Bond ticker AKE AGACN CALETL GNACN NUE RATHGE STLD X
Volume and Incoma statomont (LTHY
Shipmants (000's tons) 6487 2.498 1748 8.844 24,965 8.195 25335
Ravonues Sraaz §1,867 §1.433 §7.108 520724 $387 $6.914 §20.829
EBITDA §936 §435 §i11 51473 §3,455 348 §1,154 52,205
EBITDA maipin 126% 7.2% T7% 19.1% 16.7% 13.3% G7% 6%
Interest expensa §50 566 516 §154 355 §25 §106 §133
Nat income §461 (331 543 $660 §1,7137 511 §652 §1.207
Cosh Flow {LTM)
Capkx §158 §idd 3 §147 582 510 5434 M
cro §214 §$23% §i12 §728 51818 {1 §592 51,440
Discrationary FOF $134 §98 §7% $634 §1,684 {511) $567 5729
FCF 547 558 578 5443 3407 {513) {8247 5504
Capitalization
Cash §381 310 $160 §312 §2.182 33 $115 530
Senior unsecured 5116 §455 540 32666 5443 365 §821 §1.508
Total serlor $655 5923 $180 §3,070 $3268 S27H 52.521 §3.220
Taial OpCo $665 §624 §150 $3.070 §3.268 §276 §2.537 $3,.220
Minority Interest 535 15 §12 §125
Shareholder's equity 31,303 S566 $381 §4,167 $8.080 §2190 51,988 56,400
Capitalization §1,968 $1.487 3571 ST.2T1 511,664 3485 54,536 59,754
Entorprisa valio and lquldity
Slock price §51.08 Frivate Privala 51418 552,74 Frivale §25.05 1092
Equity market capitalization §5,954 Private Privale §6,140 §16.537 Privale 54,921 316,204
Entarprise value 56,238 $1.578 5715 §8632 §17.32% $310 $7,354 349,158
Liguidity §1.062 $203 $259 SLU7 33,7687 $25 $788 §1,696
Cradit Statistics
EBITDAMntetest Expense 157 28 114x 9.6x B31ix 19x 10.8% 16 6x
EBITDA - Captx /ntera st Expense 15.6% -0 ix 13 B.6x 48.4x 1 5x 6 Bx Nx
Sonior secured laverage 0.4 14y 04x 18x Oix 1.4x 0.7x 07x
Total sanicr feverage 0.7x 6 8x 17x 21%x 0.9x 58 22 15x
“fotal OpCo foverage 07x 68x 17 24x 00x 5.8x 22x 1.5x
Senior pnsecured debticap 6% Y% % 3% 4% 13% 18% 15%
Tolal senior debtieap % 62% 33% 4% 28% 57% 56% 3%
Tolal DpCe debticap W% 62% 33% 42% 20% 57% 56% 33%
EVIERITDA 6.7x Wi 6.5x 8.1 5.0% B.5x BAx 8.7
Telal Debiev 1% 58% 26% 34% 19% B5% % 1%
Evilon 3862 §632 41 §1.010 §694 §897 §756
EBITDANOR §id4 §54 §63 5166 $138 $14 557
EVR 84% B4% 50% 116% B4% B7% 106% 029
Bond Ono
Gescription SrNis SrNis Srits Eriis SrNis Srhis 5rNts Srits
Coupon 1750% 2.875% §125% 10.375% 4875% £4.250% 7375% 5.650%
Maturity 06512 061515 037115114 07sng 10412612 Q3514 11412 088113
Quistanding $550 $450 §150 §405 §350 S200 $700 $300
Rating 81188 Laald. Ba3mB. BaliB8+ AllAs B3/B Ba2/BB+  BaalmB+
Offer price $90.25 §94.75 $88.50 §103.88 595.50 $06.00 507.02
Yield T47% 1298% 9.248% 7.98% 12.30% 1.65% 6.37%
ST 498bp Taddp 589b 57953 904bp 457hp 4bp
Bond Twa
Deseriplion St Nis Srhis
Coupon 6.756% 5.050%
Maturity B40INS oa Y
Qutstanding §500 $450
Rating Ba2/8+  BoadBB+
Offer prica $04.50 §91.75
Yield T.82% T3¥%
ST 431bp 3518p
1 Algoma enietprise value estimaled using purchase prce al tma of bansaction Data presented in SCAD.
2. Cafifornia Steel Industries and RathGibs lerprise valve esth | using a 6.5x muliple of LTH ESITDA

Spurces: Company reporis and JPMorgan
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Comparative company analysis

Kining Aluminum

T Fitepart MRS “NarngE REvens
Company McMoRan  Aledsin  Aluminum Indatex  Aluminum  {Hindaleo) Wiso Metals
Erquity ticker FCX CERX
Bend tickar FCX ARS CENX INDALY KRNDA HINDAL WISMET
incoma statement (LTH)
Ravanses 820,383 56,473 54,003 $1.025 51,308 511,246 $4,05¢
EBITDA 35620 §355 §434 §24 s §438 $15)
EBITDA margin 4% &% 2% % 23% 4% 1%
Interast expensoe §587 s218 $13 $34 §89 $158 $35
Mol incoma $3542 (164 ($340) 1$83) §25 (§111 1583}
Cagh Fiow {LTH)
CapEx $2246 $187 §32 $43 §58 $202 §2§
CFO £5000 §3 si38 $14 $103 $475 (458)
Discroionary #GF $3560 (387} s217 {83) $140 $55 ($67}
FCF $1.072 {5188 s217 1520) $35 i {387
Capitaiizetion
Cash 54848 $143 $284 53 323 3126 52
Rastriclod casts $3 52
Sonlor seaurnd $403 $1.709 $8 $120 5303 $1.184 5213
Toln! senfor debt §7.2684 2441 §433 31 803 s2.827 5383
Tota! Oplo §7.304 $2.040 $433 §324 $803 s8¢ 5383
Toind thiough HeldCo LR
Minonty intetest §1,552 $149
Preferrod stock $3.875
Shareheldor's aquty $18.107 $3.703 $344 1525) {3207) 33523 (5188}
Capllalizabion $70.688 56,633 STI6 5295 SB45 38,209 5180
Enierprise valua and llquidity
Stock prico $88,50 Privats $50.30 Privaln Privata Private Privats
Exulty mirket cophabzation $33.915 Frivats $2,007 Privalo Privata Privale Privatn
Enlorpeiso valua $45,158 $2,305 52,446 s270 4,150 54,500 nm
Liquidity 50 §442 $472 547 $267 $008 5178
Credit Statistlcs
ESITDAARterast Exponsa 18.4x $0x 327 +1:24 3 22 nm
EBITDA - CapEx fintores! Expense 126x 0.8 30.3x% £.8x 24x 12% nm
Sonior securod lovarmge 01x A.8x 0.0x 4.0% £ 17 hr
Tolai sanlor keverage .8x 801 10x 134x 305 B.Ox nm
Folal OpCa loverign G.fix Bx ix 134 30x 6.0x nm
‘through #HoldCo lavarago 3.8x
Sanler unsecured debl/cnp % 26% 1% 1% 4% 18% 110%
Total senlor deblicay 25% 37 58% 108% 107% 2% 185%
Tolal OpCo dabtsap 5% 42% 55% 109% $07% 42% 105%
Through HoldCo debleap 133%
EVIEBITDA 4.7% 6.5% 56 11.0x 3.0x 10.3x
Total Dabl/EV 5% 123% 18% 119% 8% 58%
EViRevenuas 2225 38% 128% 26% BB% 44% am
Bend Gas
Doteriplion Sriis Sriis Srits Sr N FRNs Srits S Hls
Coupon 8.250% 0.000% 7.500% 14 500% L4500 7250% 10.250%
Matwrity 0470415 124814 0BA5HA oue1H4  05N5R2015 D21505 05/¢5!42
Dutstanding $1,500 S600 5250 §198 5510 §1,400 §150
Rating Ha2/BEB- 838 84/88- Caad/CCC+ Biit-a fiklis] CalCe
Ditar price $103.00 $78.25 $67.63 $58.50 39238 $88.75
Yiald 746% 14.88% 5.00% 26.08% B.80% 14.15%
STw 420bp $1415p 4586 278hp Sithp 1118y
Bond Two
Daseription St Nis Srils HokiCo FRNs
Coupon 0.375% 10.000% 14575
Maturity o4y 121518 11452014
Outstanding §3,500 $400 5220
Rating BaEES. Caxi/s. CaatiSCC+w
Offer price $103.50 $60.00
Yiald T68% H07%
STW 418bp 1332k

{ Frecpori-McMoRan EBITDA presanied pro forma for Phalps Dodpe transacton. Lasi quariar inlerast expensp annuatized
Other dala prasonted is eclual historicals

2 Aleric and indalex entorprise values estimaled using a 6.5x multiplo ol LTM EBITDA

3 Noranda ealampreise velus estimaled using purchose prica al fime of transaction.

4. Novolis onlarprise value assumnad ot 54 5 bilien

Sources: Company reports and JPMorgan
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Comparative company analysis

Other Matais Companias

“TRIGghany o Gratrech o Welals  Henance  Awssel  Ryersan
Company Tech Intl usa Stest Hetals inc.
Equity ticker At GTl RS RUB.CN R
Bend ficker AT GTI METALS RS RUSCN RYI
Income statemant {LT4)
Revenues $5413 $1130 §1,984 §T.521 52,793 $5,537
EBITDA $1.108 §204 5188 $859 3215 §2d5
EBITDA margin 20% 6% 16% 1% 10% 4%
Interest exponse [13]] §23 $56 572 §2 §162
Natincome $654 5166 569 5437 $161 52
Cash Flow (L'TH)
CapEx §551 $58 §15 §154 8 45
CFO s620 $179 §25 S597 $21% §267
Distretionary FCF §68 §121 $18 8443 §261 §$243
FCF 50 5121 135) §302 147 §196
Capitaflzation
Cash §310 $14 §ig 380 5236 559
Rostricted gash 56
Senior epcurad §33 $86 §644 §305 57 56488
Totes senlor deidt $524 §161 §644 §1.15¢ saz §1.250
Tota OpCo §524 5181 5644 51.15% $162 $1.258
Total {hrouph HoldCo 5944
Minority inlerest $0
Prefened slock
Shareholder's equily S2.427 S506 $221 $2.265 846 5480
Capitalization 52,951 $667 51,165 53416 st §1,739
Enlororise value end Hguldity
Stack price $48.39 $10.05 Privaln $58.84 $20.20 Private
Euily masket capitalization §4.892 2277 Private $4.250 $1.647 Private
Enterprise valug 35,106 52,425 §1,294 §5,351 §1,793 §1,886
Lguidity $665 $120 $168 $892 5365 5518
Crodit Statlstics
ERITDARerest Expense KM 127 3.5 12.0x 338 24
ERITOA - CapEx Halerest Expense MM 10 13k 9.8 Hx 20x
Senior securod lovorsge 0.0x 0.3x N D.4x 0.0x 28x
Total senior leveraga 05x 05 I 13x a7x 5 ix
Tolal OpCo laverage 0 5% 05 Ik 13x 4. 51y
Thrgugh HoldCo laverage 4%
Senior unsecured debloap % 13% 55% % 1% 40%
Total senior deblicap 18% 24% 55% W% 6% 2%
Total OpCo debiicap 18% 24% 55% 4% 16% 2%
Through HoldCo debteap 81%
EVIEBITDA 45x B.2x G.5x B.2x 6.5% B.1x
Total DebliEV 16% T% 3% 22% 10% 64%
EVHevenues 4% 215% B5% 1% 64% 36%
Band One
Deseription SrNLs Srkts  Sr8echls Srits SrMls  SrSechis
Coupon B.375% 16.250% 11 125% 6.200% B.375% 12.000%
Maturity $15M 02/15112 12015 111152016 £3m114 1U81/45
Qulstanding $300 839 §275 $350 $475 §425
Rating Baal/BBe- HalmB BICCC Baald r-BBB- Ba2iBy BB+
{ffer price $104.26 $103.56 3404.00 §92.50 §97.00
Yield 6.94% 6.02% 16.13% 183% 1283%
STW 403bp 488y 582bp 4475p 904bp
Bond Two
Deseription Debentures FIK HoldCo Srits Sr Sec FRNs
Coupen 6.950% 14600 6.850% L7375
Maturity 1415125 0702 1IN52036 HiGH2014
Culstanding 8150 $300 §250 $150
Rating Baal/BBs- Caal/CCC ™+ Baal I-/BES- BB
Offer price §92.44
Yiede 7 54%
STW 43bp

1 Maotais USA £V estimatod using a 8.5x mulliplie of LTM EBITDA

2 Russuol Metals dala presented in SCAD

3. Ryorson EV estimaled using purchase price at ime of transaction ER{TDA refiects exclusion ef LIFC axpense
Sources: Company reporls and JPMorgan
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Relative value analysis

Ratings EBITDA/ Deht/

Moody's Recont Quetos YTW Next Cali Bate EBITDA Interest EBITDA Drebt/
Coupon Descriplion  Recommendation Maturity S&P Current Offor Ylatd Spread Date Date Frice 1T LM LT™ TEV
STEEL COMPANIES
AK Steet Corp.
7.750% SrNts Holg 15-dun-12 B1/8B- 3550 £101.63 &,78% 438bp  15-Jun-10 15-Jun-G9 $101.2¢ 5836 18.7x 0.7x 1%
Algoma Acquisition Comp.’
9.875% Sr Nits NR 15-Jun-15 Qaalii- $450 $83.78  11.20% T78bp  15-Jun-15 15-dun-11 $104,94 3135 20x 6.8x 58%
Caltfarnia Steci industries, Inc.?
6,125% Stils NR 5-Mar-14 BalfaB- 5150 $87.38 9.05% 582bp 15-Mar-14  15-Mar-08 $103.068 $111 13.4% i.7x 26%
Gordau Amaoristec] Comp.”
10.375% Sr s NR 1530l 11 Hal/BB+ $405 $103.88 7.82% &5tbp  15-Jul-09 15-Jul-08 $101.79 31,473 B.6x 2.1x 34%
intornational Steef Group {Mital Steel, USAY
6.500% Srils NR 15-Apr-i4  Baa2/BBB+ $8500 310115 6.25% 300bp  15-Apr-14 ac ne 322,818 17.2x L% 25%
Nucor Corp.
4.875% Sriis NR 1+-0ct-12 Alla+ $350 $101.11 4.57% 1886p  1-Qct12 ne -] $3,455 B3.1x 0.8x 19%
RathGlbson, (e
11.250% SriNis NR 15-Feb-14 Bas $200 $95.00  12.54% 831bp 15-Feb-14  15-Feb-i0  5105.63 %48 1.9x 5.8x BS%
Steel Dynamics ne
7.375% SriNis Selt i-Nov-12 Ba2/BB+ $700 58663 7.78% 479bp  1-Nov-12 fic ne 51,354 10.5x 2.2x 33%
6.750% Sriis Self {-Apra15 BaiBB+ $E00 $94,25 7.88% 44Bbp  1-Apr-15 1-Apr-11 $102.38 51,154 1H.8x 2.2x 33%
7.750% SrNis Sell 15-Apr-16 Ba2/BE+ $500 $9B.25 8.06% 450bp  15-Apr-16  15-Apr12  $102.88 $1.154 12.5x% 2.2% 33%
Unlted States Steef Corp.
6.050% SrMis MR 1-Jun-17 Baad/BB+ $450 $92.83 7.21% 34gbp (~Jun-1¥ nc nc $Z,205 18.6x 1.5x 7%
ALUNMINUN COMPANIES
Alaris International inc.
9,050% SrNis NR 15-Dee-14 83D~ $60C §78.25 14.82% 1156bp 15-Dec14 15.-Dec-10 £104.50 3385 1.6% 6.9x 108%
18.000% S Sub Nis NR 15-Dec-16 Caai/B- 3400 $70.13  1677% 1312bp 15-Dec16  15-Dec-11 $105.00 $355 1.6x 8.0x 123%
Century Aluminum Co,
7.500% Sr Nis NR 18-Aug-14 B1/BB- 8256 $87.50 8.03% 473pp  15-Aug-14  15.Aug88 $103.75 5434 32rx 3.0x 18%
Ind¢alex Holding®
11.500% SrNts Hold i-Feb-14  CaalllCC+ 3198 $58.00  2645% 2323hp  1-Feb-14 |-Feb-10 $108.63 324 0.8x 13.1x 119%
Neranda Aluminum’
6.828% FRNs Buy 15-May-15 Bafg-e 3510 na na am nm 18-5ep-08  5102.00 5297 3.0x 3.0x 9%
B.578% HoldCo FRNs Buy 15-Nov-14  CaalfCCC+e 8220 na na nm nm 15-Sep-08  $102.00 saa9r 3.0x 3.Bx 98%
Novelis Inc.!
7.250% Srils Buy 15-Feb-15 B3/B 51399 $92.00 6.80% 552bp 15-Feb-15  15-Feb-10 $103.63 $439 2.2x 5.8x 58%
Wise Metnis Group LLC
10.280% Sriis NR 15-May.12 CaiCs $150 589,25 14.02% i118bp  15-May-12  15.May-08  3102.36 {815} NM NM NM

Nuote: EBITDA is AGjustad EBITDA. Interes! Expense is based or LTM values.

1. Algoma enterprise vaiue estimated using purchase price at ime of transaclion, Data presenied in SCAD,

2, Cafitarnia Steel industries enterphise value estimated using a 6.5x multiple of LTM EBITDA.

3. International Steel Group credit metrics shown pro forma for Mittal Steel.

4. RathGibson enterprise value estimatad using a 6,5x multiple of LTM EBITDA.

5, Aleis BV estimalec using a €,5x multiple of LTM pro forma EBITDA exdluding spedial ilems and including synergies.
6. Indalex enterprise value esfimaled using & 6.8x mulliple of estimated mid-cycie EBITDA,

7. Noranda enterprise valus of $4.18 billien reflects purchase price,

8. Novalis enterprise value assumead ai $4.5 billian,

Seurces: Company reporis and JPMorgan,
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Relative value analysis

Ratings EBITOAS Debt/

Moody's Recent Guotes YTW Nexi Call Date EBITDA interast ERITDA Dabyf
Coupon Description  Recommendation Maturity S&P Current Offer Yiekd Spread Dato Dato Price LTM LTM™ LTH TEV
COAL COMPANIES
Arch Westorn Finance
£.750% St Nts NR 1-Juk13 B1/BB- 5850 $98.50 6.87% 375bp 1-J3-13 1-Jul-08 $102.25 $682 9.0x 2.0x 16%
Kassey Energy Co.
£.6525% &r Nts NR 15.-Now-10 B2/B+ $360 $102.25 4.G9% 225bp 15-Nov-08  15-Nov-08 5101.68 3516 9.9x 2.1x 19%
6.875% Srits NR 15.Dec.13 Ba2/B+ $760 $97.50 7.45% 425bp 15.Dec+13  15.Dec-089  $103.44 3516 9 8x 2.1x 19%
Peabody Enargy Corp.
5.875% SrNis NR 15-Mar-13 Bai/B8 $650 §102.25 5.92% 334bp  15-Mar-11 15-Mar-09 $102.29 31,170 5 ix 2.8x 17%
5.B75% Sriis NR 15-Apr-16 Bat/BB $250 $86.00 6.55% 288bp  15-Apr-16 15-Apr-08 $102.84 $1,170 5ix 2.8x 17%
MINING COMPANIES
Freeport-MeMeRan Copper & Gold’
6.875% Srits Held 1-Fab-14 Baal/BRE- §350 $102.25 6.14% 335hpp i-Feb-12 1-Fab-08 3103.44 58,620 16.4x 0.1z 1%
5.883% FRNs Hold 1-Apr-15 Ba2/BB8- $1000 5101.25 7.47% nm nm -Apr-0g $102.00 39,620 16.4x 0.8x 16%
8.250% SriNts Hold 1-Apr-15 Baz/BBB- $3500 $105.00 6.95% 380bp  teApr13 f-Apr-11 5104.13 38,620 16.4x 0.8x 16%
8,375% SrNis Hold 1-Apr-17 BaziBBB- 83500 310562 7.29% 388bp  t-Apr-15 IApr12 $104.19 $9,620 16.4x D.8x 18%
8750% Srats? Hoid 1.dun-t1 Bas2/BBE. 3108 3106,84 5.05% 342bp  ieJun-1i ne no 38,620 16.4% 0.8 16%
7.125% Sr Nts* Hold 1-Nov-27  Baa/BBB- 315 $104.00 6.75% 2550p  1-Nov-27 ne nc $9,620 16.4x 0.8x 16%
2.500% Srits? Hoid |-Jun-314 Baa/BBE. $194 $130.07 6,87% 256bp  i-Jun-31 ne ne 39,620 16.4x 0.8x 16%
6,125% Sr Nts* Hold 15-Mar-34 Baa2/BBB- $150 58418 6.60% 220bp  15-Mar-34 ne ne 38,620 16.4x 0.8x 16%
Fartescue Metals Group Lid’
10.625% Sr Nis NR 1-Sep-16 B1/8+ S1080 3116.00 7.90% 428bp  1-Bep-18 nc ne 51 G.0x NM 6%
10.000% Sr Nis NR 1-5ep-13 B1/B+ $326 $108.50 7.82% 476bp  1-Sep-13 ne nc 81 8.0x NM 6%
MISCELLANEQUS
Alleghony Fechnologies
8.375% SrNis NR 15-Dec-11 Baad/BEB- 3300 S106.11 6.31% 355bp  15-Dec-11 ne nec 51,100 nm 0.5x 10%
Graftech Finance Ine,
10.250% Sr Nis NR 15.Feb.12 Bal3/BB 838 $103.00 7.44% 541bp  15.Feb.08  15.Feb-09 $1G1.71 2394 12.3% 0.5x %
Matals UsA*
11.125% Sr Sec Nis Hold 1-Bec-15 B3/ICCC 3278 $10450 10.00% 681p  1«Dec13 1-Dec10 3105.56 31588 3.5% 3.2% 50%
8.791% HoldCo FRNs Hold lwdu12  CaaliCCC "+ 8300 $91.50 11.56% nm L¢3 15-5ep-C8 $102.00 51958 3.5x 4.7x 73%
Russel Motals®
6.375% Srits NR 1-Mar-14 Ba2/BR 3175 593.75 7.78% 4556p  1-Mar-14 t-Mar-0g  $103.19 $215 33.9x 0.7x W%
Reliance Steat & Al Co,
6.200% SriNis NR 15.Nov-16  Bazad /*/BBR- 3350 £90.50 7.18% 410bp  15-Now16 nc ne 654 12 0% 1.3x 2%
Ryerson Ine.’
12.080% Sr Sac Nis Huy 1-Nov-15 8218+ $425 39750 12.53% 904bp  1-Nov-15 J-Nov-11 5108,00 5245 2.4% B.ix §4%
10.176% SrSec FRNs Buy 1-Nov-14 B8+ 3150 na na nm am 3-Nov-09 $106.00 $245 2.4x 5 ix B4%

Noie: EBITUA is Adjusted EBITDA. intarest Expense is based on . TM values,

£ Freeport-McMoRen EBITDA presented pro forma for Phelps Dodge transaction,

2. Former Phelps Dodge noles now guaranteed by Freeport.

3. Fortescue (FMGAL values transiated using December 31, 2007 exchanga rates.

4, Matals USA enterprise valug astimated using a 6.5% multiple of LTM EBITDA. Inlerast expense al OpCo lavel.

5, Russel Metals data presented in SCAD.

6. Ryerson entarphse value estimated using purchase price at time of transaclion. Ryersen EBITDA reflocis exciusion of LIFO sxpense.

Sourtes; Company reponis and JPMomgan.
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Relative value analysis: ranked by YTW

L.TM Enterprise EBITDA/ Debt/ Debt/

Issuer Coupon  Maturity Qufstanding Moody's S&P Price YTW STW YTWDate EBITDA Value Interest EBITDA EV
indalex Holding 11.500% 01-Feb-14 18 Caal CCC+ 58.00 26.45% 2,323bp  O1-Feb-14 324 $270 0.8x 13.1x 119%
Alens Internaticnal Inc H0.000% 15-Dec-16 400 Caal B- 70.%3 .16.7?%. 1,312bp 15-Dec-16 $385 52,305 1.8x 8.0x 123%
Alens Intermational Inc 9.000% 15-Dec-14 600 B3 B- 76.25 14.92% 1,158bp  15-Dec-14 $355 52,308 1.8x 6,9x 106%
Wise Metals 10.250% 15-May-12 150 Ca CC 89.25 14.02% 1,1168bp  15-May-12 -515 nm nm nm

RathGibson 11.250% 15-Feb-14 200 B3 B §5.00 12,54% 931bp  15-Feb-14 $48 $310 1,9x 5.Bx 89%
Ryerson Inc. 12.000% 01-Nov-13 426 B2 B+ 97.50 12:53% 904bp  01-Nov-15 $245  §1.880 2.4% 51x 54%
Algoma Steel 9,875% 15-fun-15 450 Caat 8- 83.75 11.20%  778bp  15.Jun1% $135  $1,578 2.0x 6.8x 58%
Metals USA 11.125% 0%-Dec-15 275 B3 CCC 104.50 10.00% 681bp  0%-Dec-13 $199 31,294 3.5x% 3.3x 5G%
California Steel Industnes §6.1258% 15-Mar-14 150 Ba3d BB- 87.38 '805% 582bp  15-Mar-14 141 $719 11.4x 1.7x 26%
Movelis 7.250% 15-Feb-158 1,399 B3 B 82,00 [B.90% 552bp 15-Feb-18 5439 $4,500 2.2% 6.0x 58%
Steel Dynamics 7.750% 15-Apr-16 500 Baz BB+ $B.25 .:-'S.US% 450bp 15-Apr-16 31,154 §7,354 10.9x 2.2x 34%
Ceniury Aluminum 7.500% 15-Aug-14 250 Bt BB- 97.50 8.03% 473bp  15-Aug-14 35434  $2,446 32.7x 1.0x 18%
FMG Finance Piy Lid 10.000% 01-Sep-13 320 Bt B+ {0850 -7.92%  476bp  01-Sep-13 $1  $23,045 0.0x nm 16%
FMG Finance Ply Lid 10.625% 01-Sep-16 1,080 B1 B+ 116.00 ?_.90% 428bp 01-Sep-16 51 $23.,045 0.0x nm 16%
Steel Dynamics 6.750% 01-Apr-15 500 BaZz BB+ 94.25 . 7.88%  448bp 01-Apr-15 $1,154 57,354 10.8x 2.2x 34%
Gerdau Amensteel 10.375%  15-dul-114 405 Bat BB+ 103.88 7.82%  567bp 18-Jul-09 $1,473 58,932 9.56% 2.1x 34%
Russel Metals §.375% 01-Mar-14 175 Baz BB 93.75 7.78%  455bp  01-Mar-14 275 51,783 33,8x 0.7x 10%
Stee Dynamwcs 1.375% 01-Nov-12 700 Baz BB+ 98.63 . 7.768% 47%p O0%1-Now12  $1,154 57,354 10.9x 2.2x 34%
Massey Energy 6.875% 15-Dec-13 780 B2 B+ 97.50 _"_7.45%' 425bp  15-Dec-13 §516 85,667 5.9x 2.1x 18%
UCAR Finance 10.250% 15-Feb-12 39 Bad BB 103.00 S744% S541bp  15-Feb-09 5254 52,425 12,7x 0.5x 7%
Freeport-McMoRan Copper & Gald 8.375% O1-Apr17 3,500 Ba2 B&B- 105.62 __:_?.29'% 388bp 01-Apr-15 $9.620 545,158 15.4x 0.8x 16%
Freeport-McMoRan Copper & Gold 8.250% O1-Apr-15 1,500 Ba2 B8B- 105,00 (685%  390bp o1-Apr-13 $9,620 545,158 16.4% 0.8x 18%
Arch Western Finance 8.750% 01-Jui-13 950 81 8B- 98.50 ___56.87% 375bp 01-Juk13 §682 58,259 9.0x 2.0x 16%
Phelps Dodge 2.500% 01-Jun-31 194 Baa? BBB- 130.07 6:87%  256bp  Ot-Jun-31 39,620 S45,158 16.4x 0.8x 16%
AK Steel 7.750% 15-Jun-12 550 B1 B8B- 101,63 J6.78% 4389Lp 15-Jun-19 $236 $6,238 18.7x 0.7x 1%
Pheips Dodge 7.125% 01-Nov-27 115 Baa2 BBB-  104.00 '6,75%  255bp  O1-Nov-27  $9,620 545,158 16.4x 0.8x 16%
Pheips Dodge 6,125% 15-Mar-34 150 Baz2 BBB- 94.18 - 6.60%  220bp  15-Mar-34 $9,620 §45,158 15.4x 0.8x 16%
Peaboedy Energy 5.875% 15-Apr-16 250 Ba1 8B 96,00 ._E.'_SS%' 298bp 15-Apr-16 $1,170  §18,162 5.1x 2.8% 17%
US Steel Corp 5.650% 04-Jun-13 360 Baa3 BB+ 97.26 "6.32% 322bp  O1-Jun-13 82,205 519,158 16.6x 1.5% 17%
Allegheny Tachnologies Inc 8.375% 15-Dec-11 300 Baa3 BBB-  106.11 .631% 355hp  15-Dec-1t $1,100  $5,106 nm 0.5x 10%
International Stee! Group 6.500% 15-Apr-14 500 Baa2? BHB+  101.15 '6:25%  300bp  15-Apr-14 522,818 $150,358 17.2x 1.7% 25%
Frespori-McMoRan 6.875% 01-Feb-14 350 Baal BBB- 10225 ©64% 335bp O1-Feb-12 59,620 $45,158 16.4% 0.1% 1%
Phalps Dodge 8.750% 01-dun-11 108 Baaz BBB- 10684 B.05% 342bp  O1-Jun-1t 39520 545,158 18.4x% 0.8x 16%
Peabody Energy §.875% 15-Mar-13 650 Baj BB 102.25 °582%  334bp  15-Mar-11 $1,170  $18,182 5.1x 2.8x 17%
Massey Energy 5.825% 15-Nov-10 360 B2 B+ 102.25 - 4.09%  225bp  15-Nov-08 $516  $5.6687 9.9x 2% 15%

Sources: Company reports and JPMorgan,
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JPMorgan &

LTM Enterprise EBITDA/ Debt/ Debt/
|ssuer Coupon  Maturity Quistanding Moody's S&P Price  YTW STW YTWDate EBITDA Value Interest EBITDA EV
Alerss Internationat Inc 10.000% 15-Dec-16 400 Caat B- T0.13 16.77% 1,312bp  15-Dec.18 $355 $2,305 1.6x 8.0x
Indalex Holding 11.500% 01-Feb-14 198 Caald CCC+ 58,00 28.45% 2,323hp  O1-Feb-14 524 $270 0.8% 134 0
Alans International Inc 9.000% 15-Dec-14 600 B3 B~ 78.25 14.82% 1,156bp  15-Dec-14 $366 §2.308 1.6x 8.9x -
RathGikson 11.250% 15-Feb-14 200 83 B 95.0C 12.54%  831bp  15-Feb-14 $48 $31C 1.9x SBx L
Ryerson inc, 12.600% 01-Nov-15 425 82 B+ 97.5C 12.53%  90C4bp 01-MNov-15 $245 51,980 2.4% BAx
Algoma Steel 2.875% 15-Jun-15 450 Caat B- 93.75 11.206%  778bp 15-dun-15 $135 $1.578 2.0x B.Bx
Novelis 7.250% 15-Feb-15 1,388 B3 B 92,00 8.90% 552bp  15-Feb-15 $439  $4,500 2.2x 8.0x .0
Matals USA 11.125% 01-Dec-15 275 B3 CCC 104,50 10.00%  681bp  01-Dec-13 5199 51,284 3.5x 3.2x . S
Steel Dynamics 7.375% O1-Nov-12 700 BaZ BB+ 98.63 7.76% 47%bp 01-Nov-12 51,154 $7,354 10.9x 2.2x
Stee] Dynamics 6.750% 01-Apr-15 500 Ba2 BB+ 94.25 7.88% 448bp 01-Apr-15 51,184 57,354 10.9x 2.2x
Steel Dynamics 7.750% 15-Apr-18 500 Ba2 BB+ 98.25 8.06%  450bp 15-Apr-16 81,154 $7,354 10.9x 2.2x 0
Gerdau Amensteel 10.375%  15-Jub-11 405 Bai BB+ 103.88 7.82% 587bp 15-Jul-09 51,473 58,932 9.6 Zx Lo
Califorma Steel Industries 6.125% 15-Mar-14 150 Ba3 BB- 87.38 9.08%  58Zbp  15-Mari4 111 5718 11.4x 1.7x -
Internaticnal Steel Group 6.500% 15-Apr-14 500 Baa2 BBB+ 101.15 6.25%  300bp 15-Apr-14  $22,818 $150,358 17.2% s
Massey Energy 6.625% 15-Nov-10 360 B2 B+ 102.25 4.09%  225bp  15-Nov-08 $516 $5,867 9.9x 2.1x :
Massey Energy 6.875% 15-Dec-13 760 B2 B+ 97.50 7.45%  425bp  15-Dec-13 $516  §5,667 8.9x 24X
Century Alumsnum 7.500% 15-Aug-14 250 Bt B&- 97.50 B.03%  473bp  15-Aug-14 3434 52,446 32.7x% 1.0x -
Peabody Energy 6.875% 15-Mar-13 650 Bat BB 162.25 5.92% 334bp 15-Mar-114 51,170 $18,182 5.1 2.8x
Peabody Energy 5.875% 15-Apr-16 250 Bat BB 96.00 6.55% 29%bp  15-Apr-16 51170  $18,162 5.1x 2.8
US Steel Corp 5.650% ©1-Jun-13 300 Baa3d BB+ 87.26 6.32%  322bp  O1-Jun-13 52,205 §19,158 16.6x 1.5x 70
FMG Finance Piy Lid 10.625% 01-Sep-16 1,080 B1 B+ 116.00 7.80% 42%bp  01-Sep-16 3t 523,045 0.0x nm
FMG Finance Ply Lid 10.000% 01-Sep-13 320 B B+ 16850 7.92%  4V6bp  01-Sep-13 31 $23,045 0.0x nm
Freepori-McMoRan Copper & Gold 8.250% 01-Apr-15 1,500 Baz BBB- 105.00 6.86%  390bp 0%-Apr-13 $9,620 545,158 16.4x 0.8x
Freeport-McMoRan Copper & Gold 8.375% 01-Apr17 3,500 BaZz BBB- i05.62 7.29%  389%p 01-Apr-15 59,620 545,158 16.4x 0.8x
Phelps Dedge 8.750% O1-dun-11 108 Baa? BBB- 106.84 6.05%  342bp C1-Jun-11 $9,620 845158 16.4x 0.8x
Phelps Dodge 7.125% 01-Nov-27 115 BaaZz BBB- t104.00  8.75% 255kp 01-Nov-27 $9,620 §45,158 16.4x% 0.8x °
Phelps Dodge 9.500% 01-Jun-3t 194 Baa?2 BEB- t30.07 6.87%  256bp  C01-Jun-31 $9,620 $45,158 16.4x 0.8x .
Phelps Dedge 6.125% 15-Mar-34 150 Bas2 BBB- 94.18 6.60% 22Gbp 15-Mar-34 39,620 §45,158 16.4% 0.8x
Arch Wastemn Finance 6.750%  QO1-Jul-13 950 81 BB- 99.50 6.87%  37Sbp 01-Jul-13 5682  $8,2589 9.0x 2.0x
Al Steel 7.750% 15-Jun-i2 550 81 BB- 101.63 6,78%  438bp 15-Jun-1C 5936 $6,238 18.7% 0.7x:
Allegheny Technclogies inc 8.375% 15-Dec-11 300 Baz3 BEBB- 106,11 6.31%  355hp  15-Dec-11 51,100 55,106 nm 0.8x
Russel Metals 6.375% C1-Mar-14 175 Ba2 BB 93,75 7.78%  455bp  01-Mar-14 $275 81,793 33.9x 0.7x
UCAR Finance 10.250% 15-Feb-i2 39 Ba3 BR 103.00 7.44% 541op 18-Feb-(8 5284 52,425 12.7% 0.5x
Freeport-McMoRan 6.875% 01-Feb-14 350 Baa1l BBB- 102,25 6.14% 335hp 01-Feb-12 $9,620 345,158 16.4x 0.1x
Wise Matals 10.250% 15-May-12 150 Ca CC 88.25 14.02% 1,116bp  156-May-12 -515 nm nm nm

Sources: Company reports and JPMermgan.
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Source: JPmamgan and company reperts. Note: Fresprot-McMoRan exctuded from EBITDA graph for sizing purposes.
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{1-212) 270-4593 13 August 2008 JPiviorgan £y
dave.gdam.katz@jpmechase.com

Individual bond trading history

300 - Difference {bp) AKS 7.750% 2012 vs. HY BB Spread (bp Difference {bp) AGACN 8,875% 2015 vs, HY £CC Spread (bn} 1400
mh“ -84bp Source; JPMorgan 1 - 500 75 4 b=l ‘purf:a:JPMcrgan . I
250 4 ' 1200
+ 600
200 Qurrent diff, (12-Aug-08). -73bp
‘Qurrent (AKS 7.750% 2012): 4395p 1000
+ 400
130 2012): 101,63
800
100 L 300
500
50 1
- 200 °
425 X dift, {12-Aug-08): -599hp L 400
0 STy Cumrent (AGACN 8.875% 20415%: 778bp
R PP Current {HY CCCY: 1376bp
.50 4 = ~525 4 Current Price {AGACN 9,875% 2015): 93.75 - 200
-100 - L 525 Lo
88$Ss%5388$$$BB’§BSB§BB§BB$§$888§S 5 858 5 5 8 5B 5 8 8 8 3 8 8 B8
BEBFSSE553455555535555R55885533 £ 3 2 53 8 E 2 EE GGG
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Average: 80bp 375 | Average: Gbp - 1400
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275 4 Current Price (ARS 9.000% 2044): 76.25 Current Price {ARS 10,000% 201§): 70,13 L 1800
- 800
175 - - 800
600
75 L 500
- 480
- 400
i 25 | - S )
260 . 200
e s 5555555553838 8888 M s snssnsb5bs5sssss888
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E Pz 2 8> 2 880 2 3 2= < 2 5 ° B 2=z 4235 3 & =2 EgE 2 35
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individual bond frading history (continued)

250 Ditference {bp) CALLSTL 6,125% 2014 vs, HY Split BB

Spread {bp
Scurce: JPMorgan

Spread (bp 100 - Difference {bp} CENX 7.500% 2014 vs. HY BB

Tight: -81hp L 8oo 80 | Tlant: 788p Source: JPMorgan
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Average: 21bp L 700 &0 Avnragu Shp
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- 400 .
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300
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L 200
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- 600 300 4 p - B0C
275 ff:M2-Aug-08k: <13Tp {12-Aug-08): -900p
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E 200 Bl: §86kp
175 U 15625% 2016): 116.09 U 1¢§000% 2013}: 108.50
L 400 - 400
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75 - I
N - 300

- 300

.35 4

200
-125 4 =100 1 L 100
e s Es LSS5 E52 28888 e csss s 5555558888838
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Individual bond trading history (continued)

Difference {bp) FCX 6.875% 2014 vs. HY Split BBB Spread (bp 225  Difference (bp) FCX 8.250% 2015 vs, HY Split BBB Spread (bp
100 { Tigh: _125“_” Sowrce: JPMorgan - 450 Tight: -70bp Source: JPHorgan 500
P Widao: 218bp
S 400 75 Average: 24bp
L 350 . Cureent diff, {12-Aug-08): -53bp - 400
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| 100 125 YiCurront {HY Split BBB1: 443bp
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0 - 250
- 208
50 4 r 200
F 180
-100 4 25 2l 1o0
- 50 :
-150 4 Lo -75 Lo
$3§$$$88§§88 5555555555558 8388888 5 5 5 5 585 535 5 5 5 53 838 828 8 2 8 2
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235 1 Tight: -72bp Soures: JPMean | 450 Tight: -84p Sourcs; JPHorgan
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== Diffgrence - - --Avg Diff. =—————FCX B8.375% 2017 = HY Spiil BBB

25



Dave Katz
{1-212) 2734593
dave.adam katz{@jpmchase.com

13 August 2008

Individual bond trading history (continued)

Difference (bp) INDALX 11.500% 2014 vs. HY CCC
1550 'Tigh!: -245bp Seurca: JPHomgan
435p JWide: 16480p

Average: S3bp

Current diff, {12-Aug.08); 947bp

Current {INDALX 11,500% 2014); 2323bp
Current {HY CCCY): 1376bp

Current Price {INDALX 11.580% 2014} 58.00

1150 -

959 4

750

North America Credit Research

Spread (bp,

- 2500
+ 2000
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50 e :
-250 - Lo
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BEREFE35582485050535
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Individual bond trading history (continued)

Difference (0p)  RUSCN 6.375% 2014 vs, HY Split BB Spread (bp Difference (59)  RUSCN 6.375% 2014 vs. HY Split BB Spread (bp
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Individual bond trading history (continued)

s7s 4 Qifference () WISMET 10.250% 2012 vs. HY CCC Spread (bp)
Sgurce; JPMorgan + 1400
475 | L 1200
- 1000
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75 A wida: 576pp[ 500
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-325
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Dave Kalz
{1-213) 270-4583 13 August 2008

dave.adam.katz@jpmchase.com

Domestic steel prices: flat-rolled and scrap ($/ton)

Current Prices: " -
Hot Rolled Sheet: $1080.00 s
Scrap: 3BG. 00 | s Sheet Peak: $1125-05/2008_ |
$1.000 ‘Margin: $695.00 :
SB00 - - e e e Jo ettty - -
. ‘, "Margin® Peak: $665 - 05/2008 :

e e g = = e mea

$600 -

$400 Sheet Trough: $210 - 12/2001

$200 +5--TAL oo
Scrap Trough: $42 . 01/2002 |
"Margin” Trough: $168 - 05/2003

T g

JPMorgand)

t ¥ ¥

Jan-03 Jan-04 Jan-05 Jan-06

Jan-98 Jan-Q0 Jan-01 Jan-02 Jan-07 Jan-08
----- Hot-Rolled Sheet -~ Detroit Heavy Melt Scrap ="Margin"

Source: American Melal Marksl (AMM},
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Dave Katz

{1-212) 270-4503

North America Credit Research

dave adam. katz@jpmchase.com

13 August 2008

LME aluminum spot price ($/lb.)

$1.60 Max yly change since 1899: 7 3,500
!ncreya:e: (Sflg.}: . $0.65 Bloorpberg fl{nc:tlon. Peak: §1.48 - 07/14/2008
Decrease ($/lb.): -$0.25 Aluminum Price: LMAHDY <Index>
Increase (%): 82.4% LME Inventory: LSAH <index> !
$1.40 {pecrease (%1 21.3% $ per pound - left axis, miilion pounds - rightaxis =~ F----—--Jd---ccocouoo - & || -
Current: $1.23 .
$1.20 4
$1.00 1
50.80 3
$0.60 {-
$0.40 .
50.20
$0.00 4——= - . , ; i o 0
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source; Bloombarg.
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dave.adam keiz@jpmchase.com

LME copper spot price ($/Ib.)

$4.50 - - 2,500
Max yfy change since 199%: Bioomberg function:
Increase: ($ib.1: $2.48 P Peak: $4.04 - 07/02/2008
Decrease ($/lb.J- £0.61 Copper Price: LMCADY <index>
54.00 [lerease (%) Tl LME Inventory: LSCA <index>
. Decrease {%): +29 4% § per pound - left axis, milllon pounds - right axis
Current: $3.26 L 2,000
$3.50 1
$3.00 -
o - 1,500
$2.50 4
$2.00 {-
F 1,000
$1.50 4
$1.00{ 7
- 500
$0.50 1 R
Trough: $0.60- 1110712001 -
SG~DO L : B .. v . B . N . B x ['.' N . - - ., - . N G
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-08 Jan-07 Jan-08

Source: Bloombarg.
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{1-212) 270-4553 13 August 2008 JPMorgangy
dave.adam.katz@jpmchase.com

Gold spot price ($/0z.)

$1,200 Max y/y change since 1993: -
increase: ($/oz.): $358.25 Bioomberg function:
Decrease ($/oz.): -$55.85 GOLDS <index>
Increase (%): 69.2%
Decrease (%) ~171.2%
STOD0 1 e e e e e e e e e e s e - -
Current: $817.35 ]
B0 - o - e - S
4 I i i il | - e
7 11 Oy e e ]
200 b — m mm m o o g m s e e e —]
Trough: $252.55 - 0872511999
30 : : ; T T T : ; ;
Jan-98 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-08 Jan-07 Jan-08

Source: Bloomberg.
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(1-212) 270-4593 13 August 2008 JPiiorgan Cp
dave.adam. katz@ipmchase.com

Silver spot price ($/0z.)

525 Max yly change since 1999: -
Increase: ($loz.i: $8.17 Bloomberg function:
Decrease {§foz.: -51.61 SILV <Index>
increase (%) 110.2%
Decrease (%): -16.7%
590 Current: Ly I R o o
Peak; $20.82 - 03/05/2008
b I i T R % SR
1D = = == Fo g
$5.- A A e - S Y L e T ¥ e e e e e e
Trough: $4.06 - 11/26/2001
$0 T - " T T : - : -
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Sowrce: Bloomberg.
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Dave Katz North America Credit Research JPMoraan 5
(1-212) 2704593 13 August 2008 rgan oy

dave.adam. katz@jpmchase.com

Molybdenum (canned molybdic oxide) price ($/Ib.)

540 Max yly change since 199%:
Increase: ($Ab.3: $27.00 Bloomberg function:
gf; ;e: se (§/lb.y: - MBMOUSOX <Index> Peak: $38.50 - 06/22/2005
$35 Hincrease (%) 428.0%
Decrease {%): -36.6%
L1 T S e I I T
L T e
L B R il e e b i
L [ A e [ i
L 1 I e i
Trough: 52,28 - 04/31/2001
L e e [ i
30 ' T v ; : T - T
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bloomberg.
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Dave Kalz
(1-212) 270-4593
dave.adam.katz@jpmchase.com

Zinc price ($/1b.)

JPMorgan ©)

$2.50 Max yly change since 1988: B]oomberg functicn: 2,000
g‘::::::é gﬂz}, ;:gg Zinc Price: LMZSDY <Index>
Increase (%): 211.7% LME Inventory: LSZS <Index> Pealc $2.09 - 1112412005 - 1,800
Decrease (%): 52.5% $ per pound - left axis, milllon pounds - right axis /
k;
$2.00 JCurrent: $O.73 e . . L 1,600
- 1,400
1B 4 ---- - e - 1,200
- 1,000
BlO0 f-ommm - 800
- 600
200
$0.00 L A Bl SRR SR BEER o 0
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-07 Jan-08

Source: Bleombery.
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dave.adam.katz@jpmchase.com
Nickel price ($/lb.)
30.00 -
; Max yly change since 1999 Bloomberg function: 10
Increase: {$/h.1: $16.40 " PO
Decrease (/b $13.42 Nickel Price: LMNIDY <Index>
Increase {%): 245.6% LME Inventory: LSNI <index> Peak: $24.52 - 05/1512007
Decrease (%) .57.3% $ per pound - [eft axis, million pounds - right axis - 140
$25.00 1 e Y
Current; $8.19
F 120
$20.00 4 el L
-+ 100
S1B.00 § il - 80
$10.00 § -
$5.00 1
so’ee _"' ; _‘. . f . - ERSRNE : ‘ R e 0
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-G6 Jan-07 Jan-08

Souree: Bloomberg.
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dave.adam.kalz@jpmchase.com
Lead price ($/Ib.)
$2.00 500
Max yfy change since 1999: Bloomberg function: Peak: $1.61 - 10/10/2007
. . . eak: §1.81 - O
g;::ea::e ((g'!!z; :; ';: Lead Price: LMPBDY <Index> .
$1.80 increase {%); 243.1% b - m - mm - S LME Inventory: LSPB <Index> = ... .__._. = . L 450
Decrease (%): 46.4% § per pound - left axis, milillen pounds - right axis :
$1.50 {Current: $0.79 ; . _______ 400
$1.40 F-—---- ----------------- fi- - -+ 350
$1.20 +---- B : g -1 -+ 300
$1.00 --- o e L e e f- - it -4 250
0804 e e e e e 81 200
SO.B0 o L e R T L L e e e e e e _______________ 7150
3040 4 R L S R e T L Al : Smmmee e s - 100
50.20 4.5 - 50
o rough: $0.18+ : g
$G‘00 Lot e l:-- SRR --i ; iy 3 i = . . ' L L aE 0
Jan-39 Jan-00 Jan-01 Jan-02 Jan-G3 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bloomberg,

JPMorgan G
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Pave Kalz
{1-212) 2704593
dave.adam. katz@jpmchase.com

Coal spot prices ($/ton)

North America Credit Research
13 August 2008

$160 Max yly change since 1999:

Increase: ($/ton;:

$15.87

Decreass {$/ton): -
5140 512,50

increase (%)

281.9%

Max yly change since 1959;
Increase: ($/ton;:

$86.00

Decrease (§/ton): -
$24.00

Increase (%):

193.1%

Bloomberg function:

120 T COALPWDR <indexs

M U i
B o o
$60 -

L ny AT 0.4 W

Bloomberg function:

Maximum: $133,50 - 06/27/2008

COALBGSD <index>

$20 - T e ..
Trough: $4.20 - 0772812000 Peak: $21.50 - 01/27/2008
50 : - T . T : T T T
Jan-99 Jan-00 Jan-81 Jan-02 Jan-03 Jan-04 Jan-05 Jan-08 Jan-07 Jan-08

Source: Bloombarg.
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Dave Katz Horth America Credit Research e
(1-212) 270-4593 13 August 2008 JPMorganyly

dave.adam kalz@jpmchase.corm

US steel industry: monthly capacity utilization vs raw steel production

Capacily utilization {000s of lons}

US raw steel production {relfing 3 month avg)

100% 1 Capaciy utilization (blue fine, LHS) (gray columns, RHS) [ 12.000

Mindmum: 63.3%- 1212081 Maximum: 10,634- 05/2008
Maximum; 94.6% - 0972002 Minfmum: 5,872 - 07/2002

L 10,000
i i F : - xii,f E' S in b ==%:.,E’5~: i:;j! i
! fe BRI BN P R T L N

NI 8000

95% -

90% -

.
85% - f‘i%f-ii i
; ;
|

g0% + Akl i Lﬁﬂﬁﬁ

75% 1 il

A 4,000

70% 4 ||il]
65% 4 |l

ki “{-f_’»i‘.i“%f?i{f? AR ? Hilld

60% -LLLE '

i 2,000

Jan01  Jul01 Janf2  Jul0?  dan03 Ju03 Jan04  Jul04  Jand5  Jul05  Jan06  Jul0B  Jan07  Jul07  Jan-08  Jui08

Source: AISL
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North America Credit Research
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US sheet stock inventory vs months of sheet inventory on hand

060's netions mondis ofinvenbry
11,000 - Pook: 4.76 months - 1272008 - a0
10,500 - 45
tnventery/Shipments imonths) {rhs)
Poak: 10,388 tons - 1012006
10,000 -
- 4.0
8,500 -
- 35
8000 -
- 3.0
8,500 -+ .
- 25
8,000 - s
: ) Trough: 2.43 mm{nhs « 10f2005
. - 20
7500 4 -
7,00{) =1 End of menth sheet stock tons N 1 '5
Treugh: 6,563 tans - £4/26G5
6,500 r r r r r r ¥ : ¥ ; ¥ 1.0

Jan-02  Jukd2  Jan-03  Jul-03  Jan-D4  JukD4  Jan-05

Source: CRU Group,
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dave,adam kalz@jpmchase.com

Domestic steel: imports, exports, shipments, and apparent consumption

D Expor ports {ma tonss: h} Domesiie Stecl: LTM Exponisfimports {mn tonsimenth)
St At twosa a2
50 £
45 5
w " © F N / \

* 4 f\ A £ / f"\\/\ -\ / " \
2 AN NP/ AVAVE ATAN
AW/AVEERA Y /2 VA
N/ WY/ VY
| TN
\ et tn CAGT 3% ¥ 7 \/
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issuer’s credi position using standerd credit ratios such as cash flow to debt and fixed charge coverage (including and excluding capital
investment}. We also analyze the issuer’s ability to generate cash flow by reviewing standard operational measures for comparable
companies in the sector, such as revenue and earnings growth rates, margins, and the composition of the issuer’s balance sheet relative to
the operational leverage in its business.

Other Disclosures

JPMorgan is the plobal brand name for J P Morgan Securitics Inc (JPMSI) and its noen-US affiliates worldwide

Options related research: H the information contained herein repards options related research, such information is available only to persons who
have received the proper option risk disclosure documents For a copy of the Option Clearing Corporation’s Characteristics and Risks of
Standardized Options, please contact your JPMorgan Representative or visit the OCC’s website at

hitp:/fwww optionsclearing com/publications/risks/riskstoc pdl

Legal Entities Disclosurcs

U.S.: JPMSF is a member of NYSE, FINRA and SIPC ] P Morgan Futures Inc is a mentber of the NFA JPMorgan Chase Bank, N.A isa
member of FINC and is authorized and regulated in the UK by the Financial Services Authority, UK. ] P Morgan Securities Ltd (JPMSL)isa
member of the L ondon Stock Exchange and is authorised and regulated by the Financial Services Authority Registered in England & Wales No
2711006. Registered Office 125 London Wall, London EC2Y 5AJ South Africa: J P Morgan Equities Limited is & member of the Johannesbusg
Securitics Exchange and is regulated by the FSB. Hong Keng: | P. Morgan Sccuritics (Asia Pacific) Limited (CE number AAJIZ1) is repgulated
by the Hong Kong Monetary Authority and the Securities and Futures Commission in Hong Kong Koren: I P Morgan Secusities (Far East) Lud,

43



Dave Katz North Amierica Credit Rasearch W
(1-212) 270-4593 13 August 2008 JPi\Iiorgan $P
dave adam katz@jpmchase com

Scoul branch, is regulated by the Korea Financial Supervisory Service Australin: J P Morgan Austratin Limited {ABN 52 002 888 01 1/AFS
Licence No: 238188} is regulated by ASIC and J P Morgan Securitics Australia Limited (ABN 61 003 245 234/AFS Licence No: 238066) is a
Market Participant with the ASX and regulated by ASIC. Taiwan: J P Morgan Securities (Taiwnan) Limited is a participant of the Taiwan Stock
Exchange {company-type) and reguiated by the Taiwan Securities and Futures Bureau. India: } P Morgan India Private [imited is a member of
the Natioral Stock Exchange of India Eimited and The Stock Exchanpe, Mumbai and is regulated by the Securities and Exchange Board of India
Thailand: JPMorgan Securities (Timailand) Limited is a member of the Stock Exchange of Thailand and is regutated by the Ministry of Finance
and the Securitics and Exchange Commission Indonesia: PT J.P Morgan Securities Indonesia is a member of the Jakara Stock Exchange and
Surabuya Stock Exchange and is regulated by the BAPEPAM Philippines: J P. Morgan Securities Philippines Inc is a member of the Philippine
Stock Exchange and is regulated by the Securities and Exchange Commission Brazik: Banco ] P. Morgan 5 A is regulated by the Comissao de
Valores Mobiliarios (CVM) and by the Central Bank of Brazil Mexico: J P Morgan Casa de Bolsa, § A de C V., I P. Morgan Grupo Financicro
is a member of the Mexican Stock Exchange and nuthorized to act as a broker dealer by the National Banking and Securitiecs Exchange
Commission. Singapore: This material is issued and distributed in Singapore by J.P Morgan Securities Singapore Private Limited (JPMSS)
imica {p) 207/01/2008 and Co Reg No: 199405335R] which is a member of the Singapore Exchange Securities Trading Limited and is
regulated by the Monetary Authority of Singapore (MAS) and/or JPMorgan Chase Bank, N A, Singapore branch {JPMCB Singapore} which is
regulated by the MAS Malaysia: This material is issued and distributed in Malaysia by JPMorgan Sccurities (Mataysia) Sdn Bhd (18146-x)
which is a Participating Organization of Bursa Malaysia Securities Bhd and is licensed as a dealer by the Securities Commission in Malaysia
Pakistan: ] P Morgan Pakistan Broking {Pvt ) 1-td is a member of the Karachi Stock Exchange and regulated by the Securities and Exchiange
Comnission of Pakistan

Country and Regien Specific Disclosures

U.K. and European Economic Area {(EEA): Issued and approved for distribution in the U K. and the EEA by IPMSL.  Investment research
issued by JPMSL has been prepared in accordance with JPMSL s Policies for Managing Conflicts of Interest in Connection with Investment
Research which owutline the effective organisational and administrative arrangements set up within JPMSL for the prevention and avoidance of
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client circumstances, objectives, or needs and are not intended as recommendations of particular securities, financial instruments or strategies to
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HY Metals and Mining

June monthly: Aluminum sector focus

o In addition to our normal features, we focus this month on the
aluminum market.

o Although aluminum prices are 6% off of their early March
high, they remain high in a historical context. Aluminum prices
have increased over 25% since the beginning of the year. The last
time aluminum prices were around $1.30 per Ib. for a sustained
period of time Reagan was president. Price increases have been
exacerbated by increased energy costs, raw material shortages
(bauxite), and production outages.

However, underlying these dynamics is steady growth in
demand led by developing economies. World aluminum
consumption experienced 6% CAGR from 1998 to 2007. Global
consumption in 2007 grew 8% to 76.4 billion pounds and
worldwide stocks ended the year at 47 days of consumption, their
lowest ever recorded levels. Alcoa projects 2008 aluminum
demand growth rates of 24% in China and 8% in India, the Middle
East, and the CIS. This growth is balanced by the expectation of
paltry 1% growth in Europe and 5% shrinkage in North America.

o Still, Chinese growth may not be as robust as expected. Many
investors have expected Chinese demand growth to lead the
couniry to become a net importer of aluminum. As one of our
commodities research strategists points out (linked here), growth
in Chinese aluminum smelting capacity will likely delay China’s
evolution to a net importer. Downside risks to Chinese demand
aiso exist post-Olympics and if the U.S. economic malaise spreads.
China is over 23% of worldwide aluminum demand, so a fall in
Chinese demand could easily bring prices down sharply.

¢ The change to an upward-sloping aluminam forward curve
iflustrates the shift in market perception away from a
reversion to the historical long-term pricing. Figure 1, below,
illustrates LME aluminum price forward curves for each of the last
six years. Unlike in previous years, the current curve slopes
upward, indicating a belief in the underlying strength of demand.
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Figure 1; LME aluminum price forward curves
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Primary aluminuwm producers such as Century Aluminum and
Noranda should benefit in a rising price environment. Unlike
downstream companies that also have fo contend with local demand
dynamics, upstream producers can always seil at the global price (see
our June 17, 2008 initiation on Noranda linked here). In the worst case
scenario, an upstream producer could sell its aluminum to the closest
L.ME warehouse. This is a useful “out” to have given the 4% year-over-
vear fall in U.S. and Canadian aluminum demand during the first
quarter. Indeed, producers appear to have been making use of the LME
option, with LME warehouse stocks rising 15% since the end of 2007.
Upstream producers are still tied to the global demand market and
weakness in the United States may eventually force world prices down.
However, supply disruptions like the recent earthquake in China and
high oil prices (aluminum production is an extremely energy-intensive
process) should provide support in the mid-term.

On the downsiream aluminum fronf, we believe that the best
offense is a solid defense. Unlike primary aluminum producers,
downstream companies face the triple headwind of higher-priced
inventory, lower demand, and a general inability to increase their
margins due to pass-through pricing mechanisms. These pass-through
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mechanisms are invaluable in falling price environments as downstream
companies are able to largely maintain margins while primary
producers see their profits evaporate. But in times of rising prices,
downstream companies are unable to fully enjoy the benefit of selling a
commodity product. Ideally, in market downturns downstream
producers would enjoy the benefit of countercyclical cash flows as
working capital is released. However, in a weak demand/rising price
environment, downstream companies suffer from rising inventory costs.
We believe that these factors will continue to weigh on downstream
companies and would advise investors to steer clear of the space. We
believe the one exception in the space is Novelis (JPMorgan HY Buy-
rated 7.25% notes of 2015). In our view, Novelis’ exposure to
worldwide markets as well as its implicit guarantee from its parent
companty make it an good defensive play in this hard-hit sector.
However, we do note Novelis® parent has exposure to the primary
aluminum market.

o Bonds in the overall metals and minring sector continue to sharply
outperform the overall high yieid market. Year-to-date, the high
yield market overall has returned 0.96%, while the Metals and Mining
index has returned 4.58%.

High Yield Aluminum Bonds

Amt Market Data as of 18-Jun-08
Company Coupon  {$ mn) Maturity Ratlng Offer Price YTW STW Resommendation
Alesis Internationat Inc. $.00% $800 15-Dec-2014 8am- 84,25 12.65% S10bp NR
Aleris intermebional inc. 0.00% 3400 15-Dec20t6 Caalid- 1400 44.35% 1080bp NR
Canfury Alumirum 7.50% $250 15-Aug-2014 B1/BB- 101,00 7.20% 365hp NR
Indalex Holding 11.50% 5108 01-Feb-14 Caa3fCil+ 60.50 24.85% 2210bp Hold
Moranda Aluminum (OpCo)  6ML+400 3515 15-May-15 By/8- 91.50 8.85% nia Buy
Noranda Aluminum (HoidCo)  6ML+575 5220 15-Nov-14  Caal/CCC+ 81.50 10.80% nla Buy
Novelis {Mindalco) 1.25% $1399 15-Feb-15 B3B8 95.50 B.15% 460bp Buy
Wise Metals 10.26% $150 15-May-12 CalCC 88.75 13.75% 1080bp NR

Source: JPMargan
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Recent events

@ Aleris International, Inc. (ARS)
On May 14, 2008, Aleris reported 1Q08 results. Adjusted non-pro forma
EBITDA of $79 million decreased 25% from the same period in the prior year,
but increased 60% sequentially. Global rolled and extruded products shipments
decreased 7% year-over-year while global recycling shipments, driven by the
acquisition of Wabash Alloys, increased 14% over 1Q07. Free cash flow before
including the effect of the $276 million sale of the company’s zinc business was
negative $216 million. Debt increased $20 million to nearly $2.8 billion and
liquidity stands above $400 million. Gross leverage increased 0 3x to 6.6x at the
senior level and 7.7x at the sub level.

On May 14, 2008, Aleris announced that J. Steven Whisler had been elected to
the Aleris board of directors, expanding the board to seven members. Mr, Whisler
is the ex-Chairman and CEQ of Phelps Dodge Corporation and is currently a
director of a number of companies including Burlington Northern Santa Fe,
USAirways Group, and the International Paper Company .

Cn May 21, 2008, Aleris announced that on May 16, the employment of Joseph
Mallak, Senior Vice President, Finance, Chief Accounting Officer, and
Controller, had been terminated without cause. The company said that Scott
McKinley was elected Senior Vice President and Controller of the company
Prior to Mr. McKinley’s September 2006 employment with Aleris, he had served
as CFO for Lubrizol Corporation’s Specialty Chemicals Segment,

On May 23, 2008, the company announced that John Wasz, who had previously
been the Executive Vice President and President, Rolled Products North America,
would move into the role of Special Advisor to the Chief Executive Officer,
Steven J. Demetriou, beginning June 1, 2008. K. Alan Dick, formerly Senior Vice
President Manufacturing, Rolled Products North America, will succeed John
Wasz following Mr. Wasz’s promotion

Cn May 27, 2008, Aleris announced that Galdino Claro would join the company
on June 3, 2008 as Executive Vice President and CEO, Aleris Americas,
reporting to Mr. Demetriou. Previously, Mr. Claro had served as President and
CEOQ of Heico Metal Processing Group and as Vice President, Operations of
Alcoa Global Packaging.

o Algoma Steel Inc. (AGACN)
On May 14, 2008, Algoma Steel reported 1Q08 results. Adjusted EBITDA of $71
million was 33% higher than the same period in the prior year, driven by a 6%
increase in volumes (17% in plate steel shipments) and a decrease in SG&A
cosis. Free cash flow of $87 million was used to reduce debt balances by $66
million. The increase in LTM EBITDA and the decrease in debt decreased LTM
gross leverage 1.6x to 6.8x. Management remains “optimistic about Algoma’s
overall financial performance throughout the course of this year” and expects
“increased volumes will be sustainable over the long term

o California Steel Industries, Inc. (CALSTL)
On May 9, 2008, CALSTL announced that Vicente Wright will relinguish his
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position as Chainman of the Board to assume the position of President and CEQ
of the company, effective July 1, 20608 The current President and CEQ,
Masakazu Kurushima, will assume the position of Chairman of the Board. The
rotation is in accordance with the policy of the Company’s shareholders, JFE
Steel Corporation and Rio Doce Limited (CVRD).

¢  Freeport-McMoRan Copper & Gold Inc. (FCX)
On May 22, 2008, Standard & Poor’s released an analysis of Freeport in which
they noted that the rating outlook could be revised to positive “if the markets
remain strong and the company reduces debt further, or if [FCX] continues to
improve its peographic or commodity diversification.” However, the agency
noted that Freeport “remains burdened by exposure in Indonesia and the inherent
volatility of the commodity markets ”

On June 5, 2008, Freeport reported the results of its annual shareholder meeting
Shareholders voted to increase the number of authorized shares to 1 8 billion.

o Fortescue Metals Group (FMGAU)
On May 16, 2008, the company announced that it had loaded iron ore on its first
ship.

On May 20, 2008, Andre Bush, CEO of Port Hedland Port Authority, said that
the Authority does not expect any problems “even when Fortescue come{s] on
stream. . .there is plenty of capacity ™

Foriescue’s executive director of operations, Graeme Rowley, said on May 22,
2008 that the company was “still on track” to be shipping “probably 22 million to
23 million tons by year-end [2008]1 >

On June 16, 2008, Rowley said that “project completion™ was likely to be
achieved in July or August 2008.

On June 16, 2008, Standard & Poor’s released an analysis of FMG in which it
noted that its negative outlook for the company was predicated on the “the
potential for increased costs and working capital under the project’s remaining
construction contracting structure,” potential delays in the project’s completion,
and a weak liguidity position. The agency said that the credit tatings on the
project are unlikely to improve in the near to medium term

v  Gerdau Ameristeel Corporation (GNACN)
On May 12, 2008, Gerdau Ameristeel reported 1Q08 results in which adjusted
EBITDA of $387 million was 58% above the same quarter in the prior year,
principally due to the purchase of Chaparral Steel. EBITDA increased 23%
sequentially. Shipments increased 26% over 1Q07 and 9% over 4Q07. Cash
balances and debt were roughiy flat sequentially. The increase in LTM ERITDA
decreased gross leverage 0.3x quarter-over-quarter. During 1Q08, the company
took a $23 million write-down to the carrying value of auction rate securities to
their fair market value of $72 million. President and CEO, Mario Longhi, said
that the “outlook for the near term remains positive despite the unprecedented
level of volatility in raw material costs.”

¢ Graftech International Litd. (GTI)
On May 135, 2008, Standard & Poor’s raised the corporate credit rating on
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GrafTech to BB- from B+ The outlook is stable. The upgrade reflects
GrafTech’s “strengthening financial profile following sipnificant debt reduction,
good operational performance, and enhanced cash flow generation supported by
currently favorable market conditions ™ The agency also noted “management’s
commitment to preserve a conservative balance sheet and adequate lquidity.”

On May 30, 2008, GrafTech called for redemption on June 19, 2008 of 100% of
the $225 million agpregate outstanding I .625% convertible senior debentures due
2024 at par plus accrued and unpaid interest. Holders have the right to convert the
debenture into roughly 60.3 shares of stock per $1,000 principal ($16.58 per
share).

On June 3, 2008, Moody’s upgraded GrafTech’s corporate family rating to Ba2
from B1 and upgraded the 10 25% senior unsecured notes rating to Ba3 from B2
reflecting the company’s improved operating performance, positive free cash
flow, and significant debt reduction. The outlook is stable.

e Indalex Holding Corp. (INDALX)
On May 14, 2008, Indalex released its 1Q08 results. Adjusted EBITDA (as
calculated by JPMorgan) of $3 million was down 77% from the same period in
the prior year. Volume in the quarter decreased 10% from 1Q07; the first quarter
of 2007 was already 15% below the prior yvear’s quarter {1Q06). Additional
restructuring costs that we do not add back acted as a further drag on 1Q08
EBITDA. Free cash flow of negative $47 million was driven by a $30 million
increase in working capital. The revolver/overdraft balance increased $44
million. Gross leverage jumped 3.6x sequentially to 10.8x and will likely
continue to increase over the next couple of quarters as higher EBITDA quarters
continue to roll off. The CEO looked forward, noting that the company’s
restructuring activities “leave [Indalex] in a very strtong position for the future.”
Our latest report on Neutral-rated Indalex can be found here.

In April, the board approved the closing of its Modesto, California plant and
management stated that the closure of the 92-person plant would be completed by
the end of July 2008. The closure is expected to result in $3.3 million of expenses
in 2Q08, including $1.2 million of “future cash expenditures ”

On May 21, 2008, Indalex amended its credit agreement. The amendments
provided for: 1} a $15 million non-amortizing loan from an affiliate of Sun
Capital, the equity sponsor of the company; 2) a second $15 million non-
amortizing term loan to be provided at the sole discretion of Sun Capital; and 3)
an increase in the amount of real estate sales permitied as sale-leasebaclk
transactions from §3 million to $20 million. The new loans will bear interest at
L4750 (or a Base Rate plus margin if elected), with an additional 75bp margin
due if availability fails below $35 million and a LIBOR floor of 3.25%. The
loan’s collateral is subject to a waterfall provision. As of May 19, 2008, the
company had $12 7 million available under the capital lease/attributable debt
basket of the 11.5% senior notes due 2014 and $15.0 million available under the
general basket of the notes.

On May 28, 2008, Moody’s downgraded Indalex’s corporate family rating to
Caa2 from Caal and the 11.5% second lien senior secured note rating to Caa3
from CaaZ2. The rating outlook is negative. Moody’s said that despite the new
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terin foans, the agency “believes that continued weaker operating performance
combined with capital spending levels will likely result in negative free cash flow
generation through at least 2008 ™ Ratings could be downgraded further if Indalex
is challenged to meet interest payments or is unable to bolster availability under
its credit facility. The outlook could stabilize if restructuring activities stem losses
and “if the company were to generate sustained periods of breakeven cash flow.”

On May 29, 2008, Standard & Poor’s affirmed the B- corporate credit rating on
Indalex, lowered the rating on the second lien notes due 2014 to CCC+ from B-,
and revised the recovery rating to 5, indicating a 10-30% recovery of principal in
the event of default. The outlock is negative. The agency noted that although “the
company’s liquidity position remains precarious,” it expects “the company has
adequate liquidity to support its operations and working capital needs in the next
few quarters ”

On June 12, 2008, the company said that Clarence Terry resigned from the Board
of Directors and was replaced by David Finnigan, a Managing Director of Sun
Capital Partners, Inc. The company also confirmed that Sun Capital Securities
Offshore Fund, Ltd. owns $10.1 million of the 11.5% senior notes due 2014 that
the Fund had purchased on the open market in 2007

o Moetals USA Holdings Corp. (METALS)
On May 19, 2008, Metals USA filed an S-1 with the SEC for an IPO. For a
discussion of the filing and its possible implications, please read our May 20,
2008 report Metals US4 Holdings IPO filing could be good news for HoldCo
notes (linked here)

On May 19, 2008, Standard & Poor’s placed its B- corporate credit rating on
Metals USA on CreditWatch with positive implications. The agency noted that it
“could raise the ratings one rotch if the IPO is completed as planned and market
conditions remain sufficiently favorable to allow the company to keep its
financial risk profile at a level consistent with the higher rating.”

¢ Noranda Aluminum Acquisition Corp. (NRNDA)
On May 9, 2008, Noranda Aluminum and Century Aluminum announced that
Larry Holley had been named president and general manager of Gramercy
Alumina LLC and St. Ann Bauxite Limited effective May 8, 2008, Mr. Holley
most recently served as president of El Dorado Chemical Company, a
manufacturer and marketer of commodity chemicals.

On May 9, 2008, Noranda announced that effective May 3, 2008, I{yle Lorentzen
was appointed to the newly created Chief Operating Officer position. Mr.
Lorentzen was previously Vice President of Corporate Development with Berry
Plastics Corporation.

On May 16, 2008, Noranda released its 1Q08 results. External upstream
shipments decreased 8% over the same period in the prior year; however, total
upstream shipments were flat. Downstream shipments decreased 2% from 1Q07.
Revenues deoreased 13% from the same period in the prior year largely due o the
decrease in the average Midwest price for primary aluminum. Adjusted EBITDA
of $85 million decreased 8% from 1Q07 and increased 35% sequentially. Cash
balances increased 873 million and debt balances remained largely unchanged
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Gross leverage increased 0.1x to 3 1x at the OpCo level and to 3.8x at the
HoldCo level.

For our in-depth view of Noranda, please read our June 17, 2008 initiation
Noranda Aluminum - Initiating with an Overweight (linked here).

e Novelis Inc. (HINDAL)
On May 23, 2608, Novelis announced a price increase of two cents per pound on
certain of its alloy products, due to “the continued escalation of transportation
and energy costs.” The increase will be effective for all new, non-fixed pricing
North American contracts on sales made on or after june 1, 2008 for shipment on
or after July I, 2008

On May 26, 2008, Novelis announced that it was investing $30 million in its
Brazilian operations over the next 18 months in a number of projecis designed to
increase production capacity and infroduce new technology

On June 18, 2008, The Economic Times reported that Hindalco Industries,
Novelis’ parent, is considering a nearly $1 billion rights issue and a $1.8 billion
issuance in debt to refinance the $2 8 billion bridge funding from the acquisition
of Novelis.

@ PNA Group Inc. (PNAGRO)
On May 13, 2008, PNA Group announced its 1Q08 results. Adjusted EBITDA of
$40 million was 36% above the same period in the prior year. The meager 2%
increase in shipments masks a shift from tolled to non-tolied flat-rolied
shipments. The company’s debt increased $87 million sequentially to about $770
million at the HoldCo following the company’s $45 million purchase of Sugar
Steel, a processor and distributor of carbon structural products. The company
continues to expand, progressing on two new facilities in the Long Products and
Plate segment. Free cash flow of negative $46 million was driven by a §57
million use of working capital. Gross leverage at the OpCo level increased 0.3x
sequentially to 5.0x. At the HoldCo level, gross leverage is 6.4x.

Cn June 17, 2008, Reliance Steel & Aluminum announced that it had reached an
agreement to acquire PNA Group from Platinum Equity in a transaction valued at
$1.1 billion. The agreement calls for a $315 million payment for the outstanding
stock less certain adjustments. The transaction was expected to be completed
within 60 days, subject to obtaining regulatory approvals, and to be financed from
borrowings under Reliance Steel’s revolver and a $750 million combined debt
and equity issuance

Following the Reliance Steel/Platinum Equity announcement, Moody’s placed
PNA’s ratings on review for possible upgrade given “strategic benefits PNA
would be able to realize as part of a larger organization, as well as the potential
for an improved debt position given that the existing debt will be refinanced ”
Moody’s concurrently placed Reliance Steel on review for possible downgrade.

On June 17, 2008, Standard & Poor’s placed PNA on CreditWatch with positive
implications given that it expects “a portion of the proceeds from the sale [to
Reliance] to be used to repay all of PNA’s debt outstanding ™ The agency stated
that Reliance Steel’s ratings and outlook are unchanged following the purchase
announcement reflecting the expectation that the company’s growth strategy
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“will be pursued in a manner that maintains investment grade credit metrics
consistent with the rating.”

s RathGibson Inc. (RATHGI)
On May 9, 2008, Standard & Poor’s released an analysis of RathGibson in which
it said that the agency would consider a downgrade “if the company’s liquidity
position comes under pressure or if operating performance weakens further.”
Alternatively, the agency conld consider moving the outlook to stable from
negative “if the company’s credit measures improve to levels consistent with a
‘B’ rating "

On May 12, 2008, Moody’s downgraded RathGibson corporate family rating to
B3 from B2 and affirmed the B3 senior unsecured note rating. Moody’s noted
that “RathGibson’s performance has not improved significantly over the last fwo
years despite generally higher overall prices, reasonable strength in several end
markets, and two material acquisitions

On June 16, 2008, RathGibson reported 1Q09 results {period ending April 30,
2008). Adjusted EBITDA of $12 million was 21% below the same period in the
prior year. Shipments fell 15% from the prior year partially due to a decrease in
demand for exchanger, nickel, pressure coil, encapsulated wire, and general
commercial products. Free cash flow during the quarter was negative $5 million
Debt increased by $27 million sequentially to fund the acquisition of Mid-South
Control Line, a distributor of stainless steel and nickel alloy tubing and
accessories to the oil and gas industry. LTM gross leverage increased 0.9x to

5 8x

o Russel Metals Inc. (RUSCN)
On May 12, 2008, Russel Metals reported 1Q08 results. Adjusted EBTIDA of
$55 million was 7% above the same period in the prior year and 29% above 4Q07
driven by improved margin from higher steel prices. Free cash flow of $15
million and a $7 million increase in debt increased cash $18 million to $200
million. Gross leverage was flat at 0.9x. Liquidity remains strong at over $400
million.

On June 11, 2008, the company announced that the average analyst 2Q08
consensus earnings estimate of $0.78 per share was understated by 35% to 45%,
implying a “proper” estimate of $1.05 to $1.13 per share. Management said that
steel price increases have enhanced Russel’s margins in all of the company’s
segments including the service center segment. The company noted that “current
economic conditions and uncertainty on the sustainability of the stee price
increases make it difficult to project the earnings levels for the second half of
2008

# Ryerson Inc. (RY])
On May 13, 2008, Ryerson released its 1Q08 results. For our take on the
company’s earnings and the bonds, please see our May 20, 2008 report Ryerson
Inc  On track, 2008 should be even better (linked here)

o Steel Dynamics (STLD)
On May 22, 2008, CEO, Keith Busse, raised 2008 earnings guidance to $3.00 to
$3.25 per share from $2.63 to $2 88 per share while maintaining the company’s
$0.80 to $0.90 per share 2QQ08 guidance
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On June 12, 2008, Steel Dynamics increased its 2Q08 guidance from a range of
$0.80 to $0.90 per share to a range of $0.90 to $0.95 “based primarily on stronger
than anticipated shipping volume and selling values for flat-rolled steel products
and stronger volume and margins in recycling”

On June 16, 2008, Steel Dynamics announced that it had completed the
acquisition of Recycle South, a jarge regional scrap metal recycler. Steel
Dynamics hiad already owned 25% of Recycle South and acquired the remaining
75% for approximately $515 million.

On June 16, 2008, the company announced that Daniel Rifkin’s employment with
the firm wil} terminate no later than July I, 2008. Mr. Rifkin has not resigned as a
director of the company and indicated that his resignation as an employee “is
based both upon certain post-acquisition differences with Company management
over the operational and strategic direction of the Company’s scrap business, as
well as his desire to pursue other business opportunities”

e Wise Metals Group LLC (WISMET)
On May 19, 2008, Wise Metals announced its 1Q08 results. Shipments of 209
million pounds were 23% above 1Q07 from higher levels of can sheet volumes
driven by new foreign contract can sheet business. Adjusted EBITDA of $15.6
million was 212% higher than the same period in the prior year. Free cash flow,
driven down by a $60 million use of working capital, was negative $56 million
causing debt to grow by roughly the same amount to $383 million.

10
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in Case You Missed It: HY Metals & Mining Reports

Date Tiile

17-Jun-08 Noranda Aluminum ; Initiatine with an Overweight

20-May-08 Metals USA Holdings : IPQ filing could be sood news for HoldCo
notes

20-May-08 Ryerson Inc ; On track. 2008 should be even better

9-May-08 HY Metals and Mining : May monthly: Steei sector focus

29-Apr-08 Metals USA Holdings : Hold on to vour hats, Upserading HoldCo
notes due 2012 to Buy

10-Apr-08 Freeport-McMoRan Copper & Gold : Investment prade catalyst
achieved - Downgrading to Neutral

8-Apr-08 HY Meatals and Mining : April monthly: Aleris {Update). indalex
(Downgerading to Neutral), Ryerson (Reaffirming our Overweight)

31-Mar-08 Steel Dynamies : Hold on new 7.75% of '16. reaffirming our Neutral

17-Mar-08 HY Metals and Mining : March monthiy: Freeport {Update), Metals
USA (Initiation). Novelis/Hindalco (Update)

12-Mar-08 Metals USA. Inc : Looking for the right entry point, Initiating with a
Neufral

06-Feb-08 HY Metals and Mining ; February monthly; Indalex - Relish the
yield

16-Jan-08 Novetis Inc. : Upprading to Overweight

04-Jan-08 HY Metals and Mining : January Monthly: NRNDA. MUSA,
WISMET

06-Dec-07 HY Metals and Minine ; December monthly: Best bond pick (FCX)
and sector outlook (Neutral

09-Nov-07 November monthly: AKS (downgrade to Neutral) and FCX {uperade

to Buy of 6.875% of '14 noles)
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Metals and Mining STW credit tracker, ranked by Am/m

Bond and JPMorgan HY lndex STW

31-Dcc-ﬂ7

16 May—OS

17-Jun-08

Tightened by

Absolute A m/m'!  Absolute A yly

INDALX-11:500% 2014

METALS 11125% 20157

HY - Other Metals

ARS10:000% 2016

RYT 12.000% 2015

FEMGAT10:000% 201
HINDAL 7.250% 2015

{CALSTL 6.125%2014:
FCX 6.875% 2014

RUSCNEI75%2014

FMGAU 10.625% 2016

CENX-7500% 90147

AGACN 9.873% 2015
zFCX #37%0017

HY Metals/Minerals

G T0250% 3012

HY-§

HY Sp!
HY Split BB

STED 7375% 2012

STLD 6.750% 2015

HY Summary

RATHGI 11.250% 2014

FCX8250% 2015

AKS 7, 75(}% 2012 .

HY BB

HY Split BBB

MT.6.50090 2014

HY CCC

IATTB373%2010

Source: JPMorgan
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Stoal

Algoma  Cahlorata Beordau Hicor Tailk Staal
Company A Steel Steal Steel Steel Carp Gibson  Dynamics U5 Stoel
Equity ticker AKS GNA NUE STLD X
Bond tcker ARS AGACN CALSTL GNACN KUE RATHGI STLD X
Voluma and inconte stalemoent (LTI}
Shipments {000's tons} 6,461 2438 1.760 0039 22638 6,456 23.793
Revenues §7,075 §1,867 $1337 §6.485 $17.798 §357 $5,421 §18.313
EBITDA $908 35 554 $1,152 §3,042 548 3944 §1.624
EBIYDA margin 12.8% 17.2% 4.1% 18 3% A% 13.3% 17.4% 8.9%
Interest axpense $55 556 §10 s127 §33 515 578 5142
Net income 34728 834) 57 8567 §1.501 {§§1) §435 §a41
Cash Fiow {L.TV}
Caplix §126 $144 534 $150 §655 B 3435 71
CFO §307 §238 3133 §tz 51.953 5%} 5483 51,440
Dlscretionary FCF s228 $98 599 5677 §1,298 311} $450 5729
FCF S176 08 $89 5485 8677 $13) (§474) $504
Capitalization
Cash s272 16 §59 5641 §T34 53 559 S454
Senlor unsecured $116 8458 $0 $2670 §854 565 5781 §1.542
Tetal senior §665 3:73 §160 83676 $2.679 5276 §1.081 $3.282
Telal OpCe Stbs §824 5150 $3.676 $2.679 5276 s2.018 §3.282
Minority Interest 544 5287 812 $100
Shareholder's equity §1,154 $566 §337 §3,08¢ 85428 5210 51,616 $5.178
Capilalization $1.820 §1.487 5487 S7.00% §B,392 3485 53,645 $8,130
Enterprise valuo and fiquldity
Stock price §70.62 Private Private $18.69 $76.42 Private §39.16 $174.80
Enity markel capitatization $7.010 Privale Private §8,085 522040 Privala §7.397 §20,576
Entesprise valuo $8,303 §1,678 $354 §10,665 §24.2712 5310 $9,368 $23.414
Licuitdity $062 5203 S168 $1,244 $1.386 5§25 $786 §1.688
Crodit Statistics
EBITCAfnterest Expensa 16.4x 20x 54x 9.4x 82.2x 19x 124 114
EBITDA - CapEx ! Infere st Expense Hix -0 1x 20 B2x T dx 1 5x §5x 64x
Sanior secured lavarage LR 34x 0 Ox 2% 8.3 1.4x 0.8x 08x
Tetal seniorieverage Q7x 6.8x 2B 26x 9% 5.8 24 2.0x
Tolai OpColaveragn 47x §ix 2.Bx 26x £.0x 5.5x 2 26x
Sendor unsecured dabtisap 6% N% 0% 8% 1% $3% 2% 17%
Tolal senior dabticap 3% 62% 1% 44% 3% 1% 54% 35%
Total OpCo debloap % 62% % 4%, 3% §7% 55% W%
EVIEBITDA Aix H.Ix 6.5x B.9x B.Ox 6,52 98x 14 5x
Telal DebiEV 8% 53% 42% 8% 11% 89% 2% 14%
Evitlon $1,285 3632 5201 §1,384 $1.672 §1,347 5987
EBITGANen s141 354 3 5148 $134 §136 )
EViRevenues 1HT% L) 6% 163% 136% 7% 173% 128%
Bond Cne
Deseriplion Srhis S dis Srite St Nis. Sr Nis Sr Nis StNis Srils
Coupon 7.760% 9.675% 5.125% 10.375% 4.675% 11.250% 7.315% 5.650%
Maturity 06/1512 G655 0311514 071611 E1EEF i PR LTI $401A2 058113
Outstanding §550 §450 5150 $405 $350 3200 $700 $300
Ratirg Bi/BE. Caali@- BaldfBB- BalBh+ AllAs BB Hal/BB+  Baa3@B+
Qffer price $101.75 $95.50 §87.25 $104.60 591,25 $:00.75 $06.04
Yield B.7%% 10.51% 8.02% 403% 11.92% 7371% 6.60%
STW 38ibp 6956 530bp 228bp B215p 368hp 288k
Bond Two
Dascription Srits St
Coupon 5.750% 6.050%
Maturty 04101115 os0INT
Outstanding $500 $450
Rating SalMfis+  BaalkBB+
Offer ptice 597.75 $93.32
Yield 1.41% T07%
STW 333bp 289hp

1 Algoma enterprise vaiue estimaled using purchase price al ime of Fansaction Data presented in SCAD.

2. Catfornla Steel industnies and RalhGibson enterprise value estimated using a 6 5% multipte of LTM EBITDA

Sources: Company reporis and JPMargan
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Mining Alumbatm

" FrEepoR TORTaR Weranda Rovais
Company MctdoRan  Aletisinli Aiumlltlin indalex  Aluminum  (Hindelco} Wiss Mdtals
Enuity fcker FOX CENX
Bond ficker FCX ARS CENX IMNDALX RRNDA RINDAL WISMET
ihtame slatement (LT}
Ravonues 520,726 6,315 §1,822 $1.065% $1,32 511014 34050
ERITPA $10.476 §382 3378 52 5302 415 {515y
EBITDA margin A0% 8% 2% 3% 2% 4% 3%
Intarast sxpunse §626 s27 347 $3z $65 §264 535
Net ncoma 53870 {360) {8308) [$17) $13 {$251) {588)
Cazh Flow {LTH)
Coptx 2421 193 $3t 541 $44 13 sH
CFQ §68.471 5118 (345 527 5237 15286) (568)
Discrotionary FCF $4,702 3] 3185 §1 o] {3400) (890}
FCF $23% {875) 5188 $61 3168 {§357) (380
Capiialization
Cash 3483 ] $367 3] 34418 $133 $2
Fastrctod cash §1 32
Sanfor seourmd $700 51,651 58 §112 s&24 $1.283 5253
Totai senior debt STETL 52383 3433 5313 5934 S2.753 3383
Tola! QpCo $1EH 52702 $433 $313 $634 $2.753 5383
Total through HoldCo $1.152
Minaxty ilorost §1.60¢% 4156
Proferred slock 53,075
Shareholdor's oqully $15331 5803 $341 58} ($133} $3477 {5105)
CaElinimfnn 528,386 $3.675 5774 5304 55,048 50,386 §06
Enterpriso valuo and tiquidity
Stock price $122.18 Privista s70.1 Private Privaty Private Privala
Equity markel sapitatration §46,705 Prvata saga2 Private Privale Privats Privats
Enterprics value $5B,619 $2,356 §2.050 $200 §1.150 34,500 nm
Liquidly S0 $409 3464 $24 $394 3650 3478
Crodit Statistics
EBITDAAnbres Expenso 6.2 i 25 20 a 20x am
EBITDA - CapEx / Intarast Expense 12.8% 2.8 2075 D4x 27x 12 am
Sariof cecwoed bverags &1 482 0.0x 38x 14K 30 »m
Total sonior byorngs a7x G.6x 11 10.8x I 8.8% nm
Total OpCo levarage ox T 11k 10,6x Ix 8.0 R
Through HoldCo lavarage 38x
Sankor unsacured dabliep 2% 45% 1% W% A% 20% 148%
Total santer debticap 2% 85% 58% 103% 92% 43% 185%
Tolst OpCo deblicap 2% 6% 6% 103% #2% 43% 105%
Theough HeldCa dottienp 13%
EWEBITDA 5.7x% 8.5x T8x 8.3x 3.8x 10.8x
TatoiDobVEV 13% $18% 15% 155% £00% Gi%
EViRovorues 280% 37% 142% 25% 67% 4% nm
Bond One
Deserdpton Srits Srhts Sr My Srits FRNs SrNis S Mls
Ceupon 8.750% 2000% T.500% 11.660% LH00 7 250% 10.750%
Maturky 045 1215114 GaNnsiy 201114 05/152015 G215HE 0571812
Ouistanding §1,508 5600 §250 5108 $310 $1,400 $15
Rating Ba2/BEB- ByiB- BUBR.  CaaliCLC+ Ba/B- B8 Carce
Gffar prica §105.88 58400 5190023 560.0D 59400 $B0.75
Yiek! 4.78% 1265 TA2% 2516% B44% 072%
STV a2Bup 88%p ADDlyy 21450 462bp 1038kp.
Bond Two
Daseription Srhs SeNis HoklCo FRNs
Coupen 8.375% 10.000% L4575
Maturly 24minT $2115/%8 111152084
Culstarding $3.500 $400 §22
Rating Ba2/8B8- CaaliB- CaatiClC+
Offer prica $HL.50 §73.00
Yisld 867% 15.00%
STW 313bp 11B7bp

1 Froopor-MeMoRan ERITDA presented pro forma for Pholps Dodgo transaction. Lost quarter nlerast expenso nanuafized.

Olhor dala prosentad iy aches) historicals,

2 Alaris and Indulax enterprise valuos estimatad using n 6 Sx mutliplo of LTM EBITDA,
3. Noranda enterpriso value astimatod using purchaso price at ime of transaction
4 Novelis ontarprise valun ossumad of $4.5 billion

Sources: Company repotts and JPMorgan
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Othor Motals Companlas

Alegheny  GrarToch TAwaTs PAR Rekanca Wagsel . Ryersen
Company Tech et Usa Group Steel Hetals ine.
Equity $cker ATl Gt RS RUSCN RYI
RBend ticker AT GH METALS  PNAGRO R& RUSCN Rvi
Incomo statement {LTHM)
Revenues §5,423 $1,067 $3,872 $1,699 §7.322 $2.588 53,700
EBITDA 1.4 §301 $152 $126 §806 $2m 5228
EBITDA margin 22% 8% % % 1% b% 4%
Interes! expense 50 579 $63 548 §756 57 $93
Net income §691 77 bXH $32 5404 §112 $35
Cash Flow {LTM)
Laptx 5502 §53 519 §12 §135 §17 $55
CFO $701 5180 581 §3% §675 5235 §471
Discrelionary FCF $109 S §62 §23 5540 3218 447
FCF $136 177 351 (817) 3400 3105 $413
Topiatzation
Cash $468 57 523 56 557 $200 539
Restricted cash 52 56
Sonlar secured §21 §a2 §610 $348 542 514 $635
Totzl sentor debt §524 597 $610 §588 §1.127 5183 §.21
Total QpCo $524 31 $510 §589 §.i27 §183 5.2
Tolal through HokiCo §910 §760
Minority interest $0 §2
Prefemed sloek
Sharehalder's equity §2,286 5178 {SH18) 519 §2,003 5888 5502
Capitalization §2.811 $459 3784 §850 §3.220 §1,081 81,112
Erforprise value and liquidity
Stack price §63.97 §26.79 Private Piivate LYARE] §30.75 Privata
Equity market capitalization §6,467 §2.765 Privalz Private 85312 §5.042 Privats
Enterprise valug 56,524 53,078 §087 51,100 56,343 54,026 §1,980
Linuidity 5884 5205 §158 $119 5965 8424 3518
Credit Slatistics
EBITDA/Interest Expanse 2604 3x 10.4x 24x 2.6 $07x 27 25
EBITDA - CapEx / Intarest Exponse 2232.0x 862 24 2.2x B.9x 24 8x 1%
Senfor secured fevarage 0.0x Q1x 4 2.9 0.3x 0.4 28
Total seniot leverage 04x 03 4.0% 5.0 14x 0.9 5.3x
Tolal GpCo jeverage 0.4x 11x 4.8x 5.0x 14 039x 5.3
Through HeldCo leverage .0x G.4x
Senior unsecured debticap 1% 4% 1% 41% % 1% %
Tolat senior debifcap 18% 10% 7% % 35% 17% %
Total GpCo debyeap 19% 64% 7% % 35% 17% 1%
Through HoldCo deblicap 145% 81%
EV/EBITDA 56x 10.2x 6.5% $1x 7.9 9.6% A%
Total DebVEV 8% % 2% 70% 5% 10% 6%
EViRevenuas 120% 289% 3% 65% 57% 74% B%
Hond Ong
Doscripion Sr Mty Srits  SrSecMs Srhts Srhis SrNis  SrSechits
Coupen 8375% 10.250% 11 125% 16.750% £.200% 6.375% 12.000%
Maturity 116114 0215142 120815 OWAE  1/is2018 03101414 1110115
Culstanding 5300 $39 5275 §256 §350 §175 3425
Rating Bas/BBB- Ba3/aB- BICCC 83/8- Dan3 -/8R8- Ba?iBha Bag+
Cifer price $104.73 §163.75 §105.50 511656 §64.50 §90.75
Yietd 6.62% 5.85% 80% 6.49% 7.58% 12.04%
SIW I576p 446kp B1tbp Jibp J86bp B14bp
Bond Two
Description Dabentures Pi{ HoldCo  PIK HoliCo SrNis Sr Sec FANS
Coupeh 6.050% L4600 L4700 6.850% L+737.5
Maturity $215025 07R3NZ 2GR 111152038 15012014
Culstanding §150 $300 $170 $250 $150
Raling BaayBaB- Caal{CCC *+iaal {*+B. M+ Baal /*-/ABB- B8+
Offer price $94.78
Yield T4%%
STW 30Bbp

1 Medals USA EV estimaled using & 6.5x muilile of L¥ EBITDA. PNA Group represents propesed fransactian value

2 Russal Maotas data presented in SCAD

3. Ryerson antarprisa valuo estimated using purchase price al ime of ransacton

Sources: Company reporis and JPMorgan

15



David Common
(1-212) 270-5260
david.common@jpmorgan.com

North America Cradit Research

19 June 2008

Relative value analysis
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Ratings EBITBAS Dabt/

Mocdy's Reeent Quotes YT Next Cail Bate £8ITDA intorest ERITDA Deb/
Coupoen Doscription Recommendation Maturity 58P Current Offer Yietd Sproad Data Bafe Prica LK I.TM LTH =V
STEEL COMPANIES
AK Steel Corp,
7.750% Sriis Heald 15-Jun-12 ByB3- $550 5101.75 5.79% Hibhp  15-Jun-10 15-Jun-09 10129 5908 18.4x 0.7x B%
Algoma Acgulsition Gorp.!
0.875% Sriis NR 15-Jun-15 CaaliB- 5450 $55.50 10,81% 6asbp  15-Jun-15 15-Jun-11 5104.84 5135 2.0x G.8x 58%
Catifornia Steei industries, Inc.?
5.125% SrNis NR 15Mar-14 Ba3igs- 5150 587.25 9.G2% 530bp  15-Mar-14 15-Marlg $103.06 554 4% Z.8x 42%
Gordau Ameristes] Corp.”
10.375% SrNis NR 15-Jub-11 Ba/BbB+ $405 510400 4.03% Z23bp  153ulGB 15-Jul-0B $103.58 51,192 9.4% 26x 28%
Intornational Steel Groep [Mittal Steot, USAY
5.500%¢ Srpis NR 15-Apr-14 Bna/BBB+ 3500 599.94 £51% Z76bp  15-Apri4 no Ae 520,058 17.8x {.7x 26%
Nucer Cerp,
4.875% SrNis NR 1-0c1-12 AtAT $350 5100.78 487 127bp  1-Oct-12 ns fc 53,642 92.2% 0.9x 1%
RathGibson, ine.*
1.250% Sr Nis NR 15-Feb-14 BIB 200 §597.25  11.92% 821bp  15-Feb-14 15-Feb-10 $105,62 548 1.9 5.8x BS%
Steel Dynamiss Ine.?
7.375% Sr Nls Hold TNaw12 Ba2/BB+ $700 $I00.75 FAT 353bp T-Nowi2 i nc 5944 12.9x 2ix 2%
6.750% Sr Nis Hold 1-Apr15 Baz/BB+ 5500 897,75 AL 333p  1-Aprid i-Apr-1% $103.38 5944 12.4x 2ix i)
7.750% SrNis Hold 15-Apr16 BaZ/BB+ 500 510075 7.58% IB5p  15-Apri4 15-Apr-12 $193.88 5944 12.4x 2.4x 22%
United States Stesf Corp,
6.050% Sr Nis NR o7 Bas3/BB+ 5450 593,32 7.07% 288bp  Tedun1? e e $1.624 11.4x 2.0x 14%
ALUMINUM COMPANIES
Alesis International Inc.
8.000% SriNts NR 15:Dec-14 BB $800 584.00 12.68% Basbp 15-Doc-14 15-Dec-10 310450 5362 1.7x 8.6x 101%
10.000% Sr Sub Nis NR 15:Dect6 Caatii- 5406 373.08 1550% 1187bp  15-Dec-i6 15Dec-11 510500 5362 1ix T 118%
Century Aluminum Co.
T.500% SrNis NR 15-Aug-14 B1/BB- $258 $100.25 7.42% 400bp  15-Aug.12 15-Aug-08 510375 5378 22.5x 1.4x 15%
tndaiex Holding®
11.560% Sr s Hold i-Febr14 Caa3iCCC+ §188 360,60 25.16% 2i48bp  $Feb.a4 tFer10 $108.63 528 0.8x 19.8x 116%
Noranda Aluminum’
6.828% FRNs Buy 15-Mav-15 B3/ $5%0 aa na nro am Z1-Jul-08 s$1c2.00 5302 3.2x 3x 1%
§.578% HoldCa FRNs Buy 15-Nowid  Caal/CCC+ 5220 na s nm am 21-Jul-08 $i02.00 $302 X3 3,8x 100%
Novelis ne.”
7.250% SrNis Buy 15-Feb-15 s S513sg $34.00 B.44% 462bp 15-Feb-15 15-Feb-10 $103.63 5415 2 6.6x B1%
Wiso Motals Group LEC
10.250% SrMis NR 15-Mav-12 caicc 5150 588.75 1A72% 1036bp  15-May-12 15-May-09 §1C2.56 {515} -0.4x -25.8x et

Note: EBTDA is Adjusted EBITDA. Interest Expense is based an LTM values,
1. Algomun enterprise value oslimaled using purchase prica af lime of fransaction, Data prasented in SCAD.
2. Californin Steet industies enlerprise valua estimated using 4 6.5x multiple of LTM ESITDA.
3. Infernationat Sieel Greup credil melrics shown pio forma for Miltal Steel,

4. RathGibsen enterprise value estimated using a 6.5 multiple of {TM EBRDA.
5, Aleris EV estimated using a 6.5x muiliple of LTH pro forma EBITDA exciuding special items and inciuding synergies.
6. Indaiox enlerprise value estimated using & B.0x mwlliple of estimaled mid-cycle EBITDA
7. Neranda enterprise value of $1.15 biffion reflects purchase price.

8, Novelis enterprise vajue assumed a! $4.5 billian,
Sources: Company reporis and JPMomgan,
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Hatings EBITDA Daobt!

Moody's Recent Quctas YTW Next Call Daie ERITDA Interost EBITDA Debtf
Coupon o i R dation Maturity Sap Current Offer Vield  Spreas Date ate Fiod LM LTH LT TEV
COAL COMPANIES
Arch Westam Finance
6.750% Sr NS NR k13 81/8B- $850 35875 7.05% 3dtbp  1-Juki3 1-Jul-08 $103.38 5553 T.3x 2.8x 2%
#fassey Energy Co,
5.625% St Nis MR 15-Nov-1) BaB+ S350 598,50 £.85% 36Bbp  15-Mov-10  15-Now-08 $101.68 5437 8.8x 2.5% 14%
8.875% Srits MR 15-Pec-13 B2m+ S760 508,38 7.24% 355bp 15-Dec-13  15-Dec-08 5103.44 5437 8.8x 2.5x 14%
Peabody Energy Corp.
8.B75% Sr Nis NR 15-hMar-13 Bal/BB S650 5$100.25 §.77% 370bp  15-Mar-11 15Maro® 102,29 5984 4.3x Jdx 3%
5.B75% Srits NR 15-Apr-16 Bal1/bB $250 $94.75 6.75% 278bp  15-Apr-16 t5-Apr.08 $102,94 5594 4.3x J.4x 3%
MINING COMPANIES
Freeport-McMoRan Copper & Gold'
6.875% Sriis Held 1-Fed-14 Baal/B8E- 5380 $103.50 5.78% 248bp  1-Feb1Z 1Feb03 516344 $10,178 18.2x (LR} 1%
5.883% FRNs Held TApr-1s BaZ/BB8B- $1060 S101.25 7.56% am nen l-Apr0@ $1062.00 510,178 16.2x 0.7x 13%
8.250% Sr Nis Heid 1-Apr~18 Ba2iEsB- $1560 $105.88 8.78% 320bp  1-Apr-13 1eApr T 5104,13 $10,178 18.2x 07x 13%
8.375% Srits Hold 1-Apr-17 Baz/BBEB- 53500 $1G7.50 6.57% 3M3bp  1-Apr15 1-Apr-12 $104.18 516,176 16.2x 0.7x 13%
8.750% Sr s’ Hold P11 Baa2/BBR- $108 51G5.82 G.54% 342bp  fdun-il ne ne S1G176 16.2x 0.7x 3%
7.125% sr Nts? Hold 1-Nov-27 Baa2/BEE- §115 516143 6.89% 252bp  1Nowi¥ ne fc 510,176 15.2% 0.7x 13%
5.500% Sr Nis? Hold i-Jun-31 Baa2/BEE- 5194 $126.87 7.A1% 254bp  I-dunedl ne fae $10,176 16.2% Q.7 13%
B.125% srius’ Hold 15-Mar-34  Baaw/Bhe. $150 58833 T06% 24%pp  15:Man3d ne b $18,176 18,29 7= V3%
Fortescue Metals Group t2d*
10.825% St Nis NR PSep-T6 BB+ $1080 $117.59 7.70% af0bp  1-Sep-16 nc ne )] 0.0x NM 11%
10.060% S Nis NR 1-Sep-13 [i|+ 5320 $110.75 7.46% 3B0bp  1-Sep-13 nc ne 51 2.0x NM 11%
MISCELLANEQUS
Allegheny Technologies
8.375% Sr dis NR 150gc-11  HaaiBBE- $300 S104.72 6.83% 367bp  15-Dec-11 nc e 15171 3804.3x 0.4x 8%
Graftech Finanse Inc.
18.250% SriNts NR t5-Feb.12 BaiwR. 539 516375 B.85% 446bp  15-Feb08  {15-Feb-08 5101 5301 1048 1.1x 6%
Hetals USA*
11.125% Sr Sec ts Hold tDec-15 BMCCC 5275 $105.53 ©.80% §116p  1-Dec-13 1-Dec-10 5165.56 8142 2.4x 4.0x 62%
8.628% Hold{Go FRNs Buy I-Jul-12  C=2atiCCCr+ 5300 594,75  1C.42% nm nm 21-Jul-0B $102.00 5152 2.4x% 8.0x 92%
PNA Group®
10.750% Srits NR 1-Sep 18 Bye- 5250 511550 6.438% 330bp  1-Sep-i1 1-Sep-11 $108.38 $120 2.6% 5,0x 54%
5.676% HoldCo FRNs NR 15-Fep-13 Caalr+@-rm 5170 $100.50 .47% nm mn 21-Jul-0B $102.00 5120 2.6x B.4x 70%
Russel Metals®
B.375% St iNts NR 1-Mar-14 Ba2/BB 5175 $84.50 7.58% 3B6bp  -Mar-14 Mar-07 §103,19 £201 27.1x 0.8x 16%
Reliance Steel & Aluminum Co.
5.850% Sr Nis HR 15-Nov-36  Baz3 /-/BBB- 5250 §8z48 7.45% 28tbp  15MNov-36 ne fc SBOS $#.7x 1.4x 18%
Ryerson [nc.’
12000% SrSeciNis Buy 1-Nov-15 BYB+ 5425 599,75 12.04% Bi4bp  1-Nov-i5 1-Hov-11 $106.00 $228 2.5x §.3x 61%
10.248% Sr Sec FRNs Buy 1-Nov-14 BB+ 150 na na nm nm 1-higv-08 $106.00 §228 2.5x 5.3% B1%

note: EBITDA is Adiusted EBSTDA. inlerest Expense is based on LTM values.

1, Ereapart-MeMoRan EBITGA presented pro forma for Phelps Hodge fransaction.
2, Farmer Phelps Dodge notes now guaranteed by Freepost.
13, Fartescue [FIAGAL) values translated wsing December 31, 2007 exchange rates.
4, Motals USA enterprise value estimaled using a €.5x muitipla of LTM EBITDA. Interast expense at OpCo level.

5, PNA Group entarprise value rep
8, Russel Metals data presented in SCAD.

5 propesed ir

ion vajua,

7. Ryarson enterprise valus esymated using purchase price at tima of transaction,

Sources: Company reports and JPMorgan,
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Relative value analysis: ranked by YTW

LTM Enterprise  EBITDA/ Bebt! Debt/

Issuer Coupon  Maturity Quistanding Moody's S&F Price  YTW STW YTWoDate EBITDA Value Interest EBITDA EV
Indalex Holding 11.500% 01-Feb-14 198 {aald CCC+ 60.00 25.18% 2,145bp  01-Feb-14 529 $270 0.9x 10.8x 116%
Aderis International Inc 10.000% 15.Dec-16 400 Caat B- 73.00 1580% 1.187bp  15-Dec-16 $362 52,358 1.7x 7.7% 118%
Wise Metals 10.250% 15-May-12 150 Ca CC 89.75 13.72% 1.,036bp  15-May-12 -515 nm nm nm

Afens Infernational inc 9.000% 15-Dec-14 500 B3 B- 84,00 12.69% B8%bp  15-Dec-14 $362 52,356 1.7x 6.6x 101%
Ryerson Inc. 12,000% 01-Nov-15 425 B2 B+ 8075 '12.04%  814bp  01-Nov-15 $228  $1,980 2,5% 5.3x 61%
RathGibson 11.250% 15-Feb-14 200 B3 B 87.25 11.92% 821bp 15-Feb-14 548 5310 1.9x 5.8x 89%
Algoma Steel 9.875% 15-Jun-15 450 Caal 8- 9550 10.81%  B8Sbp  15-Jun-15 5135 $1,578 2.0x 8.8x 58%
Matals USA 11.425% 01-Dec-15 275 B3 CCC 105,50 '8.80%  &11bp 01-Dec-13 $152 $887 2.4x 4.0% 62%
California Steel Industries £.125% 15-Mar-14 150 Ba3d H©B- 8725 0.02% 530bp  15Mar-14 554 5354 5.4x 2.8x 42%
Novelis 7.250% 15-Feb-15 1,389 B3 B 94.00 -B.44% 462bp 15-Fab-15 $415 34,500 2.0x 5.6x% 81%
FMG Finance Pty Lid 10.625% 01-Sep-16 1,080 B1 B+ 117.50 7.70% 370bp 01-Sep-16 51 533,684 0.0x nm 1%
Russel Metals 6.375% 01-Mar-14 178 Ba2 BB 94.50 7.58%  388bp  Ci-Mar-14 5201 $1,926 27.4x 0.9x 10%
FMG Finance Pty Lid 10.000% 01-Sep-13 320 B1 B+ 110.75 7.46% 3B0bp 01-Sep-13 51 $33,8%4 0.0x nm 1%
Century Alumnmum 7.500% 15-Aug-14 250 81 BB- 100,25 -7.42%  400bp  15-Aug-12 §378 52,958 22.5% 1% 15%
Massey Energy 5.875% 15.Dec-13 750 B2 B+ 98.38 - 7.24%  355bp  15-Dec-13 5437 57,891 8.8x 2.5% 14%
Steel Bynamics 6.750% 01-Agr-15 500 Ba2 BB+ 9775 7.17%  333bp 01-Apr-15 $944 $9,368 12.1x 2.4% 22%
Steel Bynamics 6.750% O1-Apr-i5 500 Ba2 BB+ 97.75 7.17%  333bp  01-Apr-15 $944  $9,358 12.4x 2.1% 22%
Steel Dynamics 7.375% 01-Nov-i2 700 Ba2 BB+ 100,75 7.17%  36%bhp  01-Nov-12 £844 $9,368 12.9% 2.1% 22%
Pheips Dodge 9.500% 01-Jun-31 194 Baa? BBEB- 126,87 T.11% 254hp 0f-dun-31 510,178 558,018 16.2x 0.7x 13%
Pheips Dedge 6,125% 15-Mar-34 90 Baaz BBEB- 88,99 '_7.06% 241bp 15-Mar-34 $10,478 $58,01%9 16.2x% 0.7x 13%
Arch Western Finance §750% 01-Jul-13 a59 81 BB 98,76 -7.05%  341bp 04-Jul-13 $553 512,256 7.3x 2.8% 12%
Phaips Dodge 7.125% O1-Nov-Z7 115 Basz BB&. 10143 -§99%  252bp  O1-Nov-27  $10,176  $58,014 18.2% 0.7x 13%
Freeport-McMoRan Copper & Gold 8.3768% 01-Apr-17 3.500 Baz BBB- 107.50 6.97% 313bp 0t-Apr-18  $1G,476 $58.019 16.2x 0.7x 13%
LICAR Finance $0.250% 15-Feb-12 39 Bal BB- 103.75  8.B5%  446bp 15.Feb-09 530t 53,079 16.4x 1.1x 10%
Massey Energy 6.625% 15-Nov-10 380 B2 B+ £9.50 .6.85%  386bp 15-Nov-10 5437 57,991 8.8x 2.5% 14%
Allegheny Technaologies Inc 8.375% 15.Dec-11 300 Baad BBB- 10473 ~.6.83%  357bp  15-Dec-i1 $1,171 56,524 3804.3x D.4x 8%
AK Steel 7.750% 15-Jun-12 550 B1 BB- 101,75 . 6.79%  391bp  15-Jun-10 £808 58,303 16.4x 0.7% 8%
Freeport-McMoRan Copper & Gold 8.250% 01t-Apr-15 1.560 Ba2 BBEB- 165.88 5.79%  320bp 01-Apr-13  $16,176 $58,019 16.2% 0.7x 13%
Peabody Energy 5.875% 15-Mar-13 650 Ba1l BB 100.258 6.77%  370bp 15-Mar-11 $894 525789 4.3% 3.4% 13%
Feabody Energy 5.875% 158-Apr-i6 250 Bail BB 94.75 '675% 279bp 15-Apr-16 5994 525,785 4.3x 3.4x 13%
Us Steei Corp 5.650% O-Jun-13 300 Baad 8B+ 96.04 6.50% 298bp 01«Jun-13 51,624 $23.474 1.4 2.0x 14%
Pheips Dodge 8.750% 01-Jun-11 108 Baa2 BBB- 105,82 (8.54%  342bp  Of-Jun-11  $10,176 $58,01¢ 16.2x 0.7% 13%
International Steel Group 6,500% 15-Apr-14 500 Baa2 BBB+ 99.94 'B.51% 278Bbp 15-Apr-14 20,098 $173,734 17.9x 1.7x 20%
PNA Group Inc 16.750% 01-Sep-156 250 B3 B 118.50 ;"'6.49%- 330bp G1-Sep-11 $120 51,100 2.6x 5.0x 54%
Freepart-MciMeRan B.B75% 01-Feb-14 350 Baal BEB- 103.50 '_5.79% 245bp 01-Feb-12  $10,176 $58,019 18.2% 0.1 1%
Gerdau Ameristeel 10.379%  15-Jul-11 405 Bat BB+ 104.00 _4'.03% 228bp 15-Jul-08 $1,192  $10,565 S,4x 2.6x 29%

Soumes: Company feports and JPMogan,
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Relative value analysis: ranked by Debt/EV

LTM Enterprise EBITDA/ Deht/ Debtf
Issuer Coupon  Maturlty Outstanding Moody's  S&P Price  YTW STW  YTwWDate EBITDA Value Interest EBITDA EV
Aleris Intemational inc 16.000% 15-Dec-18 400 Caal B- 73.00 15.90% 1,187bp 15-Dec-18 5362 52,356 1.7x 7.7% 118%
Indalex Holding 11.500% §1-Feb-14 198 Caa3 CCC+ 60.00 25.16% 2,145bp  01-Feb-14 s28 $270 0.9x 10.8% - 116%
Alens Intemational Inc $,000% 15-Dec-14 800 B3 B- B4.00 12.85% 8a9bp 15-Dec-14 5362 52,356 1.7x 6.6x 101%
RathGibson 11.250% 15-Feb-14 200 B3 B g7.258 11.892% B21bp 15-Feb-14 548 $310 1.8x 5.8x 89%
Metals USA 11.125% 01-Dec-i5 275 B3 CCC 108.50 9.80% 611bp 0i-Dec.13 $152 087 2.4x 40x . “62%
Novelis 7.250% 15-Feb-15 1,388 83 B 24.00 B44%  462bp 15-Fab«15 54158 54,500 2.0x 6% . B1%
Ryerson Inc, 12,000% 01-Nov-15 425 B2 B+ 98.75 12.04% 814bp 0i-Now-15 5228 51.980 2.5 5.3x L B61%
Algoma Steel 9.875% 15-Jun-15 450 Caat B- 95.50 10.81% 695bp 15-dun-15 5135 51,578 2.0% 8.8x . 7 BB%
PNA Group o 10.750% 01-Sep-16 250 B3 B- 116.50 &.49% 330bp 01-Sep-11 $120 $1,100 2.6% 50x - 54%
California Steel Industries 6.125% 15-Mar-14 150 Ba3 BB- 87.25 9.02%  530bp  15-Mar-14 554 3354 5.4x 2Bx - 42%
Gerdau Amensieel #0.375%  15-Jul-11 405 Bal 8B+ 10400 4.03% 229bn 15-Jul-08 51,182 510,565 8.4x 2.6% - P9%
Steel Dynamics 7.375% 01-Nov-12 700 Bz2 BB+ 16075 7.17%  368bp  Of-Nov-12 $944 55,368 12.1x 2.1x 22%
Steel Dynamics 6.750% 01-Apr-15 500 Ba2 8B+ 97.75 7.17%  333bp 01-Apr-15 5944 $4,368 12.1% 2.1x (22%
Steel Dynamics 6.750% 01-Apr-15 500 RBaZz 8B+ 9775 TAT% 333bp 01-Apr-15 $944 58,368 12.1x 2.1 22%.
Intemationat Steel Group 6.500% 15-Apr-14 500 Baz2 BBB+ $8.94 6.51%  278bp 15-Apr-14 520,088 $173,734 17.9x 1.7x (20%
Century Aluminum 7.500% 15-Aug-i4 250 81 BB- 160,256 7.42% 400hp 15-Aug-12 5378 52,958 22.5x% 11X S 15%
US Steel Corp 5.6580% O01-Jun-13 300 Baa3d BB+ 86,04 6.60% 298bp B1=-Jun-13 31,624 523,474 11.4x 2.0x 14%
Massey Energy 6.625% 15-Nov-10 360 g2 B+ ©9.50 6.85% 386bp  15-Nov-10 5437  $7.991 B.8x 2.5x T 4%
Massey Energy 6.875% 15-Dec-i3 760 B2 B+ 88,38 7.24% 355bp 153-Dec-13 5437 $7.991 B.Bx 25x 4%
Freeport-MceMoRan Copper & Gold 8.250% O1-Apr-15 1,500 Ba2 BBB- 165.88 6.7%% 320bp Di-Apr-13  $10,176 558,018 16.2x 0.7x ) S 45%
Freeport-MchMoRan Copper & Gold 8.375% 01-Apr~17 3,500 Ba2 BBB- 167.80 6.97%  313bp  01-Apr-15  §10,176 §58,018 16,2x 07x o 13%
Phelps Dodge B.750% Of-Jun-11 108 Baa? HBB- 10582 6.54%  34Zhp  O1-Jun-11 $10,176  $58,019 16.2x 0.7% U A3%
Phelps Dodge 7.125% 01-Nov-27 115 Baa? BBB- 10143 6.99%  252bp  Ot-Now-27  $10,176 558,019 16.2x 07x - 713%
Pheips Dodge 9.500% 01-dun-31 194 Baa?2 BBB- 126.87 7.11% 254bp 01-Jun<31 319,176 858,019 16.2% 0.7x T 13%
Phelps Dodge 6.125% 15-Mar-34 150 Baaz BBB- 8899 7.06% 24%bp 15-Mar-34 510,176 558,019 16.2x 0.7x 13%
Peabody Energy 6.8758% 15-Mar-13 650 Bat 8B 160.25 6.97% 370bp 15-Mar-11 3984 525,788 4.3x% 3.4x 13%
Peabady Energy 5875% 15-Apr-16 250 Bat BB 9475 B.75% 27¢hp  15-Apr-16 5994 525789 4,3x 3.4x 3%
Arch Westem Finance 8.750%  01-Jul-13 950 B1 BB 88,75 7.05%  34tbp 01-Jul-13 $553 §12,256 7.3x 2.6% 2%’
FMiz Finance Ply Lid 10.625% G1-Sep-16 1.080 B1 B+ 117.50 7.70% 370bp J1-Sep-18 31 333,694 0.0x nm %
FMG Finance Pty Lid 10.000% 01-Sep-13 320 B1 B+ 11875 7.48%  38Cbp  01-Sep-13 $1 533,694 0.0x nm 1%
UCAR Finance 10.250% 15-Feb-12 39 Ba3 BB- 103.75 6.85% 446bp 15-Feb-08 3301 $3,079 10.4% 1.1x 10%
Russel Malals 8.375% 01-Mar-14 175 Ba2 B8 94,50 7.58% 386bp G1-Mar-14 5201 $1,826 27 1x oox - 10%
Aliggheny Technologies Inc B.375% 15-Dec-11 300 Baald BBB- i04.73 6.83% 357bp 15-Dec-11 §$1,171 56,524 3804.3x G.d4x - 8%
AK Steel 7.750% 15-Jun-12 550 Bt BB 10175 679%  38Tbp  15-Jun-i0 5908 58,303 16.4% 0.7x T B%
Freaport-McMoRan 6.875% 01-Feb-14 350 Baat BEB- 103.50 579% 2449hp 0i-Feb-i2 310,176 558,019 16.2x G.1x 1%
Wise Metals 10.250% 15-May-12 150 Ca GC 89,75 13.72% 1.,036bp  15-May-12 -$15 nm nm nm o

Sources: Gompany reports and JPMorgan.
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Relative value analysis: STW vs debt/EV
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Seurcas: Company reports and JPMorgan,

20



David Common North America Credit Research
{1-212) 275-5260 19 June 2008 4 PMorgan @
david.common@jpmorgan.com

Relative value analysis: STW vs debt/EBITDA
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Rankings
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Individual bond trading history
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Individual bond trading history (continued)
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Individual bond trading history (continued)
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Individual bond trading history (continued)
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Cument (PNAGRG 10.750% 2016}: 330bp Current (RATHGI 11.250% 2014} 821bp
375 - Current (HY Split BY: 798bpr 260 75 - Cusrent (HY Split B} 798bp; 200
Current Price {PNAGRO 16,750% 2016): 116,50 Gurrent Price {(RATHG! 11.250% 2014): 97.25
475 - L0 -125 4 L g
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Individual bond trading history (continued)

Ditference {bp) RYt 12, aoo% 2015 vs. HY Split B Spread {bp) Difiereace {bP}  RUSCN B.375% 2014 vs, HY Split BB Sread (bp) _
L 1000 Tight: -170bp . S?urca:Ji’Murlg;n 5
178 4 25 " Wide: 40bp ; Y
Average -25bp - 600
- BOG
125 4% 25 -
- 800
75 & - 75 A
i 400
25 : 125 4
- F 200
L 100
-25 4 Lo -475 4 Lo
5 5 & 3 3 = 3 ] 3 3$$8$$%S§SSSBESBBBBBBBBBS%%%%%
= < 3 = B % iy Y < C4ELTEZ S ﬁ>§éé$é$éé&ldﬁ>’$éﬁ%ai—-&
S = 8 B & = < = E RP=cEESZHO0BABILPL=cE2ISFEoEAEB2 =223
= Oifference. - - - -Avg Diff.  =———RY 12.000% 2015 ——HY Split8 == Difference - ~ ~ - Avg Diff, =————RUSCN 8.375% 2014 ———HY Split BB
5¢ -Difference {bp) STLD 6.750% 2015 vs. HY BB Spread (bp Litference (bp) STLD 7.375% 2012 vs. HY BB Spread (bp|
Seurce: JPMorgan 80 Sy¢gron: JPMorgan
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40 4
~10 4 400 - 400
-ap 0
¥ PR
.50 - 300 L_Jr*w‘ Em 300
g P T Tigh 5565
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Individual bond trading history (continued)

Difference {bp) STLD 7.750% 2016 vs. HY BB Spread (bp 675 4 Difference (bph  WISMET 10.250% 2012 vs. HY CCC Spread {bp)
20 4 Source: JPHogan Sexrce: JPMargan + 1400
- 560
575 4 - 1200
¥
L 1008
275 -
10 - 800
* Tight: -45hp’.
20 4 Wide: 13bp~ 75 W - 600
Average: -13bp . [ 200 e A Sfn
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-58 2 ~ 0 «325 - g
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Domestic steel prices: flat-rolled and scrap ($/ton)

Current Prices:
Hot Rolled Sheet: $1080,00 ) ;
51,000 Serap: LT Sheet Peak: $1125- 062008
! ‘Margin": $645.00 .
BBOO - = = = = = = = = = = = = = e e -
ol Margin™ Poak: $665 - 05/2008 '
BBOD - - = == = = % s ool e T

Sheet Trough: $210 - 12/2001

3400 -

JPMorgan £

$200 + -~ -~
Scrap Trough: $42 - 01/2002
“Margin” Trough: $168 - 05/2003
50 1 T T T - T : ; :
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-08 Jan-07 Jan-08
----- HotRolled Shest Detroit Heavy Melt Scrap "Margin”

Seurce: American Metal Market {AMM),
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LME aluminum spot price ($/lb.)

$1.60 Max one year change since 1999: Bloomberg function: 3,500
Increase: ($/1b.1: £0.30 . . Peak: $1.45 - 03/07/2008
Aluminum Price: LMAHDY <index>
Decrease ($/b.; -$0.08
Increase (%): 15.2%, LME Inventory: LSAH <Index>
51.40 - Decrease (%) A17% § per pound - feft axis, millfon pounds - rightaxis f-~-----~~
Current: $1.36
120 b m e Fi e b - --
S MO - 2,500
$400 b mmmmmmmmmm e e mmco DR - SR
' | 2,000
$0.80 + .~-- e : FR . LA
) 1,500
50.60 A
-} 1,000
$0.40 4 '
50200 500
Jan-89 Jan-G0 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bloomberg.
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LME copper spot price ($/1b.)

2,500

4.50
¢ Max one year change since 1353 Bloomberg function:
: 1 " Poak: $4.03 - 04/07/2008
g‘::f:::e (ég;'-‘)‘_ 55313: Copper Price: LMCADY <Index> sak: 3
$4.00 Jinerease (%) ) 83.7% | ___ . LME Inventory: LSCA <Index>
’ Decrease (%): 45.8% $ per pound - Isft axts, milllon pounds - right axis
Current: $3.74
-1+ B e T
$3.00 4= L s e e o
$250 1
$2004
51501
s1004 .
$0.50 4
$6.00 e i ; ey - e T - - - :
Jan-98 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-G7 Jan-08

Soure: Bloomberg.
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Gold spot price ($/0z.)

$1,200 .
Max one year change since 1588 - .
tncrease: ($loz.i: $178.01 Bloomberg function:
Decrease {$/ox): -$17.24 GOLDS <Index>
increase (%) 35.7%
Decrease (%) -6.0%
31 ,OOG X ol i e el _‘: -t
Current: $894.95 ; i
Peak; $1.007.80 - 03/17/2008
$800 4
$600 4
$400
$200
Trough: $252.55 - 08/25/1999
$0 : - : : . ; - - :
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bloombery,
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Silver spot price ($/0z.)

%25 Max one year change since 1989; -
Increase: ($/oz.): $4.52 Bloomberg function:
Decrease ($lox): -50.60 SILV <Index>
increase (%) 58.4%
Decrease (%) -12.1%
520 [Current: L L B . o - D

Peak: $20.82 - 0310512008

o e bl --§-------------------
ss L9l N O A e o o e e m = = m = e - = 1 —— - A - e e e e e e e e n e m e e e m e m e e o ek ke e e e e o e e o s s
Trough: $4.08 - 11/26/2001
50 ; T T : ; T - :
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-(6 Jan-07 Jan-08
Source: Bloomberg,
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Molybdenum (canned molybdic oxide) price ($/Ib.)

$40 Max one year change since 199%:
Increase: (SAb.i: $10.92 Bloomberg function:
Decrease ($/lb.]: $0.06 MBMOUSOX <index> .
Increase (%}: 160.0% Peak: $38,50 - 05/22/2005
235 Decrease (%) 0.2%
Current: $32.88
B30 o mmmm it m oo e e e
T e i i bl
L I e T S et
LY T S e
L e i e
Trough: $2.28 - 01/31/2001
LT e 2 T M
50 T T - 1 T T ; -
Jan-99 Jan-00 Jan-01 Jan-G2 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bioomberg.
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Coal spot prices ($/ton)

$120 Max one year change since 1999: Max one year change since 199%:
Increase: ($/toni: $1.52 increase: ($/toni: $5.10
Decrease {§fton}: -$0.09 Decrease (Sitonk: -$0.51 //—#
Increase {%}: 33.6% increase (%) 21.1% Maximum: $114.00 - 06/13/2008 )
Decrease {%): -1.6% Decrease {%): «2.0%
L 1o e T R
Current: $15.75 Current:
Bloomberg function: Bloomberg function:
COALPWDR <index> COALBGSD <index>
BB Jmmmm m i m o s oot o o e e e e e o o o s s S oo s m oo m s -
B0 == == == = = e s oo VY WA -

Trough: $21.75 - 0110712000

$40 -mmmmm o e Y
71 S
Trough: $4.20 - 07/26/2000
v/ Peak: §21.50 - 012712095
50 T T T ; 1 1

Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bleembarg.
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US steel industry: monthly capacity utilization vs raw steel production

Capacity ufilization
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US sheet stock inventory vs months of sheet inventory on hand

G505 nal fons

11,000

10,500 +

Inventory/Shipments {months) {rhs}

10,600

8,500

9,000 -

8,500 -

8,000 -

7,500 4

7.009 I gnd of month sheet stock fons {ths}

Peaki 4,76 months - 1/2008

Kb

Poak: 10,388 fens - 10/2008

' Trough: 2.43 months - 10/2005
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Domestic steel: imports, exports, shipments, and apparent consumption
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Chinese metals data
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HY Metals and Mining

July monthly: Metals USA (our thoughts post 2Q08
earnings)

o In this report, among other items, we provide an update of
Metals USA following 2008 earnings and the conference call,
We believe management will iry to complete the proposed IPO by
the end of September. If successful, the company is required to
make an offer for a portion of the HoldCo bonds. 1f unsuccessful,
we believe the company would consider paying a dividend. We
think the former is substantially more likely than the latter and
believe the HoldCo notes should trade at around $95.00 to $95.50,
reflecting the weighted average value of the outcomes.

e Spot steel prices remained at $1080 per ton, according to AMM,
but in the last few weeks, several mills have announced price
increases for September shipments. Scrap stayed at $435 per ton.

o Steel raw material pricing looks to remain strong, On 23-Jun-
08, Rio Tinto reached an agreement with Baosteel for greater than
an 80% increase in iron ore prices. On 16-Jul-08, Cleveland-Cliffs
proposed a $10 billion acquisition of Alpha Natural Resources
predicated on the value of metallurgical coal assets.

o Aluminum reached an all-time high of $1.48/lb. on 14-Jul-08
afier a Chinese industry association announced that the country’s
20 largest smelters, representing 70% of Chinese production, had
agreed to cut production between 5 and 10%.

¢ Three service centers have reported 2Q08 results (Metals USA,
Reliance Steel and Novamerican). Whereas all cite a weak
economy, metals demand seems to be proving more resilient than
the past month’s equity commodity seil-off would imply.

* We believe investors have become increasingly nervous that
global demand may weaken materially, following some
preliminary signs of weakening Chinese demand. Reading Chinese
demand tea ieaves likely should keep commodities volatile.

o Bonds in the sector have performed much better than the
overall high yield market. Year to date, the high yield market
overall has returned -3.08%, while the Metals and Mining index
has essentially returned the absolute value of the market at 3.09%.

www.morganmarkets.com
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Recent events

o  AK Steel (AKS)
On 15-Jul-08, AK Steel announced that it will increase its spot prices for carbon
steel products by 350 per ton for orders scheduled for delivery 1-Sep-08 or later,
citing increased global demand and “the need to recover increases in steelmaking
inputs.”

¢ Aleris International, Inc. (ARS)
O 26-Tun-08, Aleris Rolled Products Europe announced a 3% price increase on
the total conversion price of coil and sheet delivered to certain Specialty Product
segments. The price increase was in response to “increased costs for energy,
transport, materials and other items” and was effective for all new orders and
contracts booked on or after 1-Jul-08.

On 2-Jul-08, Aleris announced that it had declared force majeure on its
operations at the Cap de la Madeleine, Quebec aluminum rolling mill following a
lock out. The lock out resulted from an inability to produce a new agreement with
the unionized workforce who had been working without a contract since
1-Feb-08.

On 12-Jul-08, Aleris announced that it would permanently close the Cap de la
Madeleine facility “because of the permanent and irreparable damage suffered by
the operations as a result of the ongoing labor issues.”

s Caiifornia Steel Industries, Inc. (CALSTL)
On 15-Jul-08, California Steel reported 2Q08 results. Shipments of 432,771 tons
were 2% Iower than the same period in the prior year, driven by an 18% decline
in palvanized shipments. EBITDA of $80 million was 229% above 2Q07°s $24
million. The company stated a “continued focus on cost controls” enabled the
performance improvement. Cash flow from operating activities was $69 million.

o  Century Aluminum Company (CENX)}
On 7-Jul-08, Century Aluminum agreed with Glencore to terminate all of the
Century’s primary aluminum financial forward sales contracts in exchange for a
$730 million payment and the issuance of 160,000 shares of convertible preferred
stock by Century to Glencore. The total transaction value is estimated at 31.7
billion. Century had the option to defer $505 million of the cash payment until
31-Aug-08.

On 10-Jul-08, Century announced that it had issued 6.5 million shares of its
common stock at $62.25 per share. On 14-Jul-08, Century announced that the
underwriters had exercised the full over-allotment option, seiling an additional
975,000 shares at $62.25 per share. The $442 million total net proceeds were to
be used to pay a portion of the cash payment associated with the Glencore
forward sales contracts.

o Egsar Steel Algoma Inc. (AGACN)
On 23-Jun-08, Algoma Steel Inc. changed its name to Essar Algoma Steel Inc. in
conjunction with the launch of a new corporate brand for all member companies
of Essar Global.
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o Fortescue Metals Group (FMGAU)
On 26-Jun-08, Fortescue CFO, Chris Catlow, told the AAP that the average 85%
increase in benchmark iron ore achieved by Rio Tinto would enable Fortescue to
achieve EBITDA of $3 4 billion for the 2008/09 financial year. The CFO said
“with this recent iron ore price rise, we're selling iron ore at around $90 per tonne
and because it’s only costing us around $20 per tonne, we're making around $70
for every tonne that we ship.”

On 7-Jul-08, Fortescue said it had settled its long term iron ore contracts with
Asian producers at iron ore prices in line with those struck between Rio Tinto and
Baosteel on 23-Jun-08

o  Gerdau Ameristeel Corporation (GNACN)
On 2-Jul-08, Standard & Poor’s revised its outlook on Gerdau Ameristeel to
stable from negative and affirmed all ratings, including the BB+ corporate credit
rating, The revision to the outlook reflected Gerdau’s “strong recent operating
performance. .. solid credit metrics; and currently favorable industry conditions,
characterized by low import competition.” The agency noted areturnto a
negative outlook could follow a deterioration in financial metrics caused by a
decline in steel prices and volumes or an incurrence of “substantial” debt to
pursue acquisitions. A revision to positive outlook could occur “if industry
conditions remain resilient and the company is able to improve and maintain
leverage closer to its targeted levels of 35% debt to capitalization.”

On 3-Jul-08, Gerdau announced that it had approved the first two phases of its
previousty announced Jacksonville stee] mill expansion. The expansion project is
planned to create a melting and rolling capacity in excess of 1.0 million tons per
vear in rebar products.

& Indalex Holding Corp. INDALX)
On 18-Jun-08, Indalex reported that on 13-Jun-08, it entered into a real estate
sale-teaseback with NL Ventures VI Indalex, LLC with respect to the company's
City of Industry, California facility. The sale-leaseback generated cash proceeds
of about $14 million, which Indalex intends to use to temporarily reduce
borrowings under the revolver. The company confirmed that it would apply the
proceeds to purchase non-working capital assets within one year as stipulated by
the 11 5% senior secured notes’ indenture.

s  Metals USA Holdings Corp. (METALS)
On 1-Jul-08, Metals USA increased the Tranche A Commitments of the ABL
facility by $100 million. The facility now stands at $625 million. All existing
terms under the ABL. facility, including the facility’s low rate (as low as L+100)
remain unchanged.

On 14-Jul-08, Metals USA reported its 2Q08 results. For our take on the record
breaking EBITDA of $93 million, please see the section entitled Metals USH
Cur thoughts post 2Q08 conference call later in this report.

o Noranda Aluminum Acquisition Corp. (NRNDA)
On 27-Jun-08, Moody’s issued a report in which it noted that Noranda’s $103
million dividend payment would have no impact on Noranda’s rating or stable
outlook citing “high aluminum prices, good lquidity, lack of substantive debt
maturities, and the company's hedge position.” The agency said it expected the
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company “to continue to be cash generative and able to cover interest payments
and capital expenditures ”

o Novelis Inc. (HINDAL)
On 19-Jun-08, Novelis released results for its fiscal year ended 31-Mar-08. We
provide our take on earnings in a 20-Jun-08 report linked here.

Following earnings, we met with company management. Our thoughts from the
meeting are summarized in our 01-Jul-08 report linked here.

On 19-1un-08, the Novelis Board of Directors approved a long-term incentive
plan for key Novelis employees, including executive officers. The plan provides
for short-term incentives for the 2009 fiscal year tied to EBITDA, cperating free
cash flow and environment, health and safety improvement targets. Although the
EBITDA and operating cash flow performance thresholds are not disclosed, we
believe the plan helps to align incentives with bondholders.

On 2-Jul-08, Teff Schwaneke, Chief Accounting Officer, Vice President and
Controfler of Novelis Inc. resigned.

On 14-Jul-08, Novelis Europe announced that it would raise conversion prices of
all its aluminum flat-rolled products by up to 10% due to “the rising costs of
energy, alioys and various operating materials ™

¢  PNA Group Inc. (PNAGRO)
On 01-}ul-08, Reliance Steel commenced a tender offer to purchase PNA’s OpCo
10.75% senior notes due 2016 and the HoldCo senior floating rate togple notes
due 2013.

On 16-Jul-08, Reliance Steel announced that all $250 million 10.75% senior
notes due 2016 and $170 million senior floating rate toggle notes due 2013 had
been tendered
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In Case You Missed it: HY Metals & Mining Reports

Date Title

15-Jul-08 Metals USA Holdings : Good 2008. HoldCo notes still the way to
20

01-Jul-08 Novelis Ine, : Management meeting takeaways

20-Jun-08 Novelis Inc. : Good 4Q08. Reaffirming our Overweight
20-Jun-08 Noranda Aluminum : Timine is everything

19-Jun-08 HY Metals and Mining : June monthly: Aluminum sector focus

17-Jun-08 Noranda Aluminum : Initiating with an Qverweight

20-May-08 Metals LJSA Holdings : IPO filine could be sood news for HoldCo
notes

20-May-08 Ryerson Inc : On track, 2008 should be even better

9-May-08 HY Metals and Mining : May monthly: Steel sector focus

29-Apr-08 Metals USA Holdings : Hold on to your hats, Uperading HoldCo
notes due 2012 to Buy

10-Apr-08 Freeport-MeMoRan Copper & Gold : Investment grade catalyst
achieved - Downgrading to Neutral

8-Apr-08 HY Metals and Mining : April monthly: Aleris (Update). Indalex
(Downgrading to Neutral), Ryerson {Reaffirming our Overweight)

31-Mar-08 Steel Dynamics : Hold on new 7.75% of 16, reaffirming our Neutral

¥7-Mar-08 HY Metals and Mining : March monthly: Freeport (Update). Metals

USA (Initiation), Novelis/Hindalco (Update)
12-Mar-08 Metals USA. Inc : Looking for the right entry point. Initiating with a

Neutral

06-Feb-08 HY Metals and Mining : February monthly: Indalex - Relish the
yield

16-Jan-08 Novelis Inc. : Upprading to Overweight

04-Jan-08 HY Metals and Mining : January Monthly: NRNDA, MUSA,
WISMET



Dave Kalz
(1-212) 270-4593
dave adam katz@jpmchase com

Nonh America Credit Research o
18 July 2008 JPMorgan Cp

Metals USA: Our thoughts post 2Q08
conference call

o We view Metals USA 2Q08 EBITDA of $93 million as a phenomenal result,
bat, likely, an outlier. The EBITDA was more than double EBITDA in the same
period in the prior year and helped to decrease leverage 0.9x sequentially at the
OpCo level to 3 2x and 1.3x at the HoldCo level to 4.7x

¢ Management attributed the upside surprise to the company’s focus on
customers who would prove more resilient in an economic downturn, share
pain by seeking out customers whose needs were not met by competitors, and the
ability to “achieve price increases down the chain.”

s  We attribute a large portion of the EBITDA increase to inventory gains.
Metals USA accounts for its inventory on a FIFO basis. As we discussed in our
March 12, 2008 initiation (link here), during periods of rising inventory prices,
Metals USA will experience inventory gains. This inventory earnings windfall is
normally accompanied by a hit to cash flow; we calculate a $78 million working
capital use in 2Q08 at the OpCo level

o We do not view the inventory gait as a recurring component of earnings.
Management’s postulation on the 2Q08 conference call that “costs will continue
to put further upward pressure on future steel prices” may prove true. Several
mills have come out in the last few weeks with proposed September price
increases. Still, we doubt we will see another $400-plus per ton increase in steel
prices over the next six months.

o Service centers’ customers can only pay so much. Unlike mills who can take
advantage of export opportunities, service centers primarily sell to a domestic
market. Under normal circumstances, at extreine prices, demand begins to dry up.
The current economic malaise and credit crisis likely makes demand even more
elastic. For this reason, we believe that each $100 per ton increase in steel prices
provides marginally less benefit to service centers.

e Metals USA is required to use the proceeds of any IPO to make 2 purchase
offer for the $300 million HoldCo notes due 2012 at par plus accrued
interest. In the event Metals USA raises and receives the entire $200 million
referenced in its amended S-1 filed 17-Jul-08 (that is, no portion of the sale
represents sales of shares by Apollo), up to two-thirds of the issue would be
retired. Bondholders must balance the purchase offer payment and the pro forma
1.0x reduction in leverage to 3 7x {only 0.5x wide of the OpCo notes) against the
illiquidity of the remaining smaller issue.

e In the event the company does not complete an IPO by the end of
September, we believe the company would consider paying a dividend
payment to Apolio. The headline impact of this quarter’s earnings encourages
management to complete the IPO prior to the close of 3Q08. Although
notehiolders’ interest are somewhat protected by Apollo/affiliate ownership of
$91.4 million of the HoldCo notes (as of 16-Jul-08), we calculate that Metals
USA could at present pay over a $70 million dividend

o We believe the weighted average value of these outcomes implies a fair value
of $95.00 to $95.50 for the HoldCo notes. Please call for details.
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Metals and Mining STW credit tracker, ranked by Am/m

Tightened by
Absolute A m/m' Absolutc A yly

Bond and JPMorgan HY Index STW 31-Dee-07
MT6. 500% 2014 i St g
GT110.250% 2012
AGACNDB75% 2015 -
FMGAU 10.625% 2016
ATI 83759201
CENX 7.500% 2014
ICALSTL 6:125% 2014
RUSCN 6.375% 2014
THINDAL7.250% 2015
HY Other Metals

17-J un—OS

;HY Metafnginera]s
RATHET T 250% 2014
BB

‘GNACN 10, 375% 2011

Max

Min 239 229 306 (349) (1,177)
Median 458 442 526 (83) (71}
AvErage 561 582 684 (102) {122}

Source: JPMargan
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Metals and Mining dollar price credit tracker, ranked by Am/m

Price increased by (bp)
Bond and JPMorgan HY Index S"l hid 31-!)(:(:-(37 17-Jun- 08 17-Jud- 08 Absolute A mfm Absolufe A yly
VT 6:500% 2014 : 04 SE10N:
GNACN 10,375% 2011
GT110.250%2012

'5;105 25

CATSTE 6.155%01%
AGACN 9.875% 2015
WISKIEF 10350052015
RUSCN 6.375% 2014
EOK6875% 2014
METALS 11.125% 2015
iD; B00% 2014
FMGAU 10.625% 2016
THINDAL 7250% 201"
STLD 7.375% 2012

FMGAU 10,000% 2013 M' " M ) 100, ) (50.50)
[AKS 7.750%:2012 ¢ 1] 525 ($1.25)
CENK 75007 2014

LD ._;750% 2015
i‘CX 8.373% 2017

FARS 10.000% 2016

ARS 9.000% 2014 (37.75) ($7 75)
Max 3035 $1275
Min $7.75) ($29 50)
Median ($1 56) (%1 56)
Average ($1.93) ($2.73)

Source: JPMorgan
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Slosl

Kgomz . Lowtornia Tordau Tucor Hath STRET
Comgpany A( Steet Steal Stoel Staal Comp Gibson  Dynamics U5 Stost
Equity licker AKS GNA NUE 5TLD X
Band ticker AKS AGACN CALSTL GNACN NUE RATHGI STLD X
Veluma and incoma statement (£TH)
Shipments (000's tons) 6461 2458 1.760 8,039 24,965 6,956 23183
Ravenues STO7S 81,867 FARET §6,485 520721 S357 §5.42% §18.313
EBITDA §008 §435 §54 §1,192 §3.455 548 5944 $1,624
EBITDA margin 12.8% T.2% 4.1% H3% 16.7% 13.3% 17.4% 89%
Inerest expense 555 566 §i0 3127 553 525 §78 §142
Natincome §4726 (831 57 $507 51737 {511) 5435 8343
Cash Flow {LTH)
CapEx 5126 $i41 534 5§50 5623 $10 5435 §711
CFO 8307 $239 3133 §172 51918 $1) 3463 $1,446
Discretionary FCF §228 5498 558 5677 §1,004 511 3468 §729
FCF 5176 598 $59 $4B5 5407 513) {5414) §504
Capitakration
Cash §2r2 540 554 5641 52702 53 355 §454
Senior unsecured §116 §455 50 §2.670 §443 3§65 5784 51.542
Total senior 3665 §921 §150 §3,076 53,268 §216 §1.98¢ §3.252
Total OpCo 5665 §521 §150 §3.076 53,268 5276 §2018 $3.152
Minofity interest 544 $315 $i2 $16¢
Shareholder's equity 51,154 §566 5337 §3.801 $B,0B0 5210 51,616 §5.778
Caphalization 51,620 §1.487 §4B7 $7.001 §11,664 5485 $§3.645 $3.13¢
Enterprise valun and figuidity
Stock price §40.24 Private Private $16.51 $59.81 Private $31.08 §145.4%
Equity rmarket capilalization $5.403 Frivate Privats 37142 $18,754 Privale $5873 §17.089
Entasprise value $5,796 §1,578 §354 §9.62 $10.546 $310 §7,843 §19.08%
Liquidity $052 3263 $168 §1,224 $3.787 325 §786 51,688
Crodit Statistics
ERITDAnteres| Expanse 16.4x 2.0x 5.4% 94x 631x 149y 121x 11 4x
EBITDA - CapEx Hnlere st Expanse 14 1x GAx 20x 82x 48.1x 1 5x 6.5x & dx
Senior secured leverage 1% 3.4x 0.0x 28x 0x 14x 0.8x 08
Tolal senlyr leverage 0.7x 6.8x 2 Bx 26x 0.9k §Bx 21x 2.0x
Tetal OpCo levarage 0.7% 6.8x% 2.8x 26x 09x 58x FAH 2.6x
Senior unsecured debticap I N% % 8% 4% 13% 2% 17%
Tola! senlor dobticap W% 62% 3t 44% 2B% 57% 54% 36%
Total OpCu deblicay % 62% 3% 44% 28% 51% §5% 36%
EVIEBITDA 6.4x 1.7x 6.5x Alx 5.7% 6.5 B.3x 12.3x
Yolat DeblEV 14% 56% 42% 2% 1% 88% 26% 16%
EViton 3897 56532 §201 51987 5783 §1.128 5640
EBITDAOR L) §54 LX) §148 5138 §136 §58
EVIRavenues 82% B4% 26% 146% 04% 8% 145% 160%
Bong Onoy
Description Sr Nts SrNis Sr Nis §r Nts SzNts Srits Srivis Srits
Coupon T750% 9.875% B.125% 18.375% 4.075% 11,250% 1.315% 5.650%
Maturily GENsH2 0615/15 U514 s 16042012 0211514 110112 601113
Dutstanding $550 $450 5160 5405 §350 §200 $700 5300
Ratfing 818B- CzaifB- B23/BB- Ba1/ms+ AlfA+ 838 BaBB+  Bapd@a«
Offar price §80.25 $94.75 $86.50 §101.88 §95.50 $80.00 387.02
Yield 197% 10.08% 5.24% 7.98% 12.39% 185% 8.31%
STW 498bp Tddbp 58k 579bp 904bp 457bp Idsp
Bend Two
Description Srits SrNis
Coupon 6.750% 5.050%
Malrity 640115 oei0T
Cutstanding 3500 §450
Rating Ba2/BB+  Boad/BB~+
Offes price $94.50 591,76
Yietd T.82% 7.33%
STW 4310p 351bp

1 Algoma enterprise vaiue estimalad using purchase price atime of vansaction Dala presentsd in SCAD.

2. Caiifornta Sleet indastries and RathGibson enlerprise value estimated using a 6.5x muliple of LTM EBITDA

Sources: Company reporls and JPMorgan
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Hining Aldinintim

FrReRo- Tentary Tormnda Vel
Compny MchoRan  Aleda inll  Aluminum Isdalex  Aluminum  (Hindalco)  Wise Metals
Uity Uckor FCK CENX
Hond tickar FCX ARS CENX INBALX NRNDA HINDAL WISMET
income statemont {LTH)
Ravenuss 520720 $8,373 4822 §1.005 $1322 $11,248 §1,050
EBITDA $i8,178 5362 $318 §20 $302 $438 (815}
EAITDA margin 49% 5% 2i% I 23% 4% 1%
Intarest exponso 5620 san $17 s32 885 $109 535
Netincome $3.670 {368) {$3nm) {517} $it [569) (583}
Cash Flow {LTH}
Capkx L YA ¥ §163 Fxal $4% $45 §202 $2
CFO 38171 $118 {548) sar s237 S175 {$60)
Discrotionary FCF $4,702 318 5168 LH $193 $55 {387)
FGF 52,330 (875 S186 5681 $168 S (567)
Capitalization
Cigh $1.634 380 $367 i §148 3376 $2
Rastricled cash 51 52
Sondor secured 5700 S1.651 38 §152 §424 $1.184 $233
Total senior gobt 37,51 $2.303 543 $313 5934 s2.627 $303
Total Gpe 5751 sa7az §43 3313 §634 52,627 $383
Total through HoldCo §1.152
Minosity intorest $1.506 $140
Prolemod clock §3875
Shareholdar's agully $15.331 3893 $341 158 (8433) $3.538 {8366)
Capitatization 528366 §3.875 $774 5304 $1.01% §8.514 5106
Entomprise vidiue and fiquldity
Stack price 50545 Frivata $56.30 Privats Privata Privato Frivale
Equity morket capiazation $38.089 Privats 2348 Privala Privata Privala Priviria
Enterprisa valua $49.313 §2,358 §2,382 $270 $4,440 54,500 nm
Liquidity 50 $400 $464 324 5304 Stos $i78
Cradii Slatislica
ESITAARamst Exponse 6.2x 17x 225x L1 i 2% nn
EBITDA - CopEx 2interest Expenso $2.8x Otix ik £ B 2 2 nm
Sanfor socxred leveraga 0.1x 4.6x 0.0% ki 14x 27 nim
Tolal serdor boveraga 07x G.0x £ 108 34 6.0x am
Total OpCa leverage 97 77x 11x 10.8x Aix 8.0x i
Thiough HoldCo laveraga 3.6x
Senor tnsocured deblcap 2% 45% 1% 3% A2% 15% 19%
Total senior dabVcop % §5% 56% 103% B2% 42% 105%
Tolal QpCa detitcap 2% Te% 6% 103% 02% 42% 105%
Through HoldGo debtfcap 113%
BVEBITDA 4.8x 6.5¢ G.3x 2.3x 3.8x $0.3x
Total DabEV 15% 8% 8% 146% 100% 8%
EVRavenuos 238% 37% 138% 5% A% A0% am
Hond One
Doscription Srits 5 s Srits S Mis FRNa SrNts Sriis
Coupen 5.250% 2.006% 7 500% 11.500% L0l 7 250% 10.250%
Maturity G401ns rlitatd sS4 20114 05152015 DINENE 051512
Chaistanding $4.500 $000 50 $158 §0 $1.500 $150
Raling Br2/BBB- BiB- B1/8B. Caa¥CLC+ 23B- Bl ColCC
Cfter prics $103.00 §78.25 $97.63 $58.50 $92.38 388.75
Yield 7.48% 14.58% BR0% 28.08% 6.80% 14 15%
3w A28bp 1141bp 450bp 284bp 531bp 1118bp
Bond Two
Dascription SrNts Sr il #oldCo FRNs
Loupon 2.375% 10.000% L4575
Matrity 04017 121515 11715/2034
Ouistanding 53,506 5406 H]
Rating Bazmag- GoalfB- CantiCOo+
Qffor prica $403.56 $65.00
Yiekd 7.69% 17067%
STW dBbp  1332bp

1 Freopor-McMoRaon EBITDA presented pro forma far Phelps Dodgo transaction Last guartor intorest expense annualized
Other data pragented is aclual Hstaricals

2 Ajers and indatex anterpise vatios estimatsd asing a 6.5x multipls of LT EBITDA

3 Noranda enterprise value ostimatad using purchnye price ol $ima of transaction

4 Nevalis enlerprise vislue assumead st 54,5 bilion

Sources: Company reports and JPMorgan
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Othor Kolals Comparias

Allegheny  GriTech tlatala Hallanca Russal Ryersan
Company Toch nli iSA Steel Motals Ing.
Equbly icker ATl GTi RS RUS.CN RYl
Bond toker ATl GTi METALS RS RUSCN RYl
ncome statement (LTH)
Ravenuos $5.423 4067 §1,084 57,521 52,580 $5,708
ERITDA ST 3301 §189 $d58 $20% 3226
EBITDA mugh 2% 26% 0% 1% B% 4%
Inred oxpense 50 i §56 572 37 $83
Hotineoite $601 S1r7 560 437 §112 538
Cash Flow (LTH)
GCapEx §502 §53 §15 5454 97 $55
CFCQ $101 $180 §25 5507 8235 34N
Dieratonary FOF 5190 sz7 840 $442 §218 3447
FCF §136 812 {55} $302 $105 $413
Capitalization
Cuth 5488 §7 $18 550 5200 §39
Raskickd cash £
Sonlar sacornd s21 §22 $644 $268 57 $635
Totl sonlor debt $524 $o7 $G44 §5.15¢ $163 $1.21¢
Yot GpCe $524 3 56844 5148 5183 s
Toll hrough HoldCo $044
WMineriy nterast 56
Prafarrad stock
Shareheldar's oquily $2,258 $178 $221 $2.205 S688 $502
Cophak $Z,01¢ $480 §1,4065 $3,418 $1,083 $1,712
Enderprisa valus ant liguidity
Shck prico $5382 §24.30 Privala 566.13 $27.15 Privala
Equity market caplakzaton $5.441 $2.508 Privah 34,822 31718 Priva
Enbprise valio §5.468 $2622 51,204 55,083 $1.640 §1,880
Liculdity 3684 5203 §156 5868 $380 3510
Crodit Statlstics
EBITDANrost Expanse 3604 3x 10.4x 35y 12.0% 71 25¢
EBITGA - CapEx  InbresiExponse 22334x 8.6x A3 §.8x 24.8x $ i
Sonlor secured bvaragn oox G.1x 1 0.3x ¢0x 28
Tohl saniof lavorags adx G.3x I 13 00 93
Total OpCo byeraga Bz 11x I 13x 0.0x 53x
Through HoldCo bverage 41x
Sonlor ynsaoured doblieap 1% &% 55% 8% 1% %
Tofat sanlor dobfeap 0% 0% 5% 34% 1% %
Total OpCo debieap 1% 84% 85% 3% 7% 1%
Throegh HekdCo doblcap Bl%
EVEBITDA ATx D.dx 6.5x B.dx B.5x B.7x
Toksi DobVEV 0% 11% 73% L% % 81%
£ViRovenuas 101% 265% 85% 18% 6% J5%
Bond One
Dasaplon &1 N SriNb SrSecNu St Sl BrSochs
Coupon 8.375% $0.250% £1.126% 6,200% 5,375% 12006%
Mabriy 12151 821512 1280815 141572056 030414 110115
Cubandng $300 320 $215 5350 5176 5425
fatng Baa3/BEB- BaiBi BICCC  BaadmBe- Ba238 BB+
Ofiar prico 310426 $103 60 510400 $93.50 $47 b0
Yied 6.04% 682% 10.13% 183% 1263%
STW 409bp A80bp G82by 447bp G04bp
8ond Two
Doseripton Dobankras FiK HoWGo Sr Ny 8t SecFRNs
Coupon §950% L4800 6.850% |+737.5
Makriy $215825 BYOIZ 1415038 A4
Qubtnding $150 $300 5250 $450
Ratng Baal/gBB. CaalflSCC i+ BaafGha- 828«
Offr price 593.41
Yisd 7.84%
STW I43p

1 Matais USAEV ostimaded using a 6 5xmuttiple of LTMEBITDA
Z Russol Malals dats prosonted in SCAD
3 Ryerson enlerprise valus cstimaled using purchas e prisa atlima of ransacion

Sources: Company seporls and JPMorgan
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Relative value analysis

Ratings EBITDAS Dobt/

Moody's Rocont Quotos YTW Naxt Calf Dato EBITDA fntorost EBITDA Daby
Coupon Dascription  Recommetdation Maturity S&P Curront Qfor Ylold Sproad Bate Bato PHita LM LM LT TEV
STEEL COMPANIES
AX Stoel Corp.
7.750% 57 Nis Held 15-Jun-12 BYED- 8580 $96.25 797% 508bp  15-Jun-12 15-Jun-0g9 $101.29 $908 16.4% 0.7x 1%
Algama Acquisitlon Corp.’
9.875% Srits NR 15-Jun-15 Caals- 8450 59475 10.88% 748bp  15Jduna1s 15-Jun-11 £104.94 5135 2.0x 6.8x 58%
Callfarnta Stoof Industries, Inc.”
6.125% SriNts NR 15-Mar-14 B3B8~ 8180 588.50 9.24% 584bp  t5-Mart4  15-Mar-08 $103.06 554 S.4x 2.8x 42%
Gordau Amoristoo! Comp.*
10.375% SrNis NR 18-Ju11 Bal/BB+ 5405 $103.88 7.98% 584bp  15-Jul-09 15.Jul0% 5101.78 $1,192 9.4x 2.6% 325
{ntomationat Stoel Group (Mittal Steo), USA)
6.500% Sriis NR 15-Apr-14  Baa2/B8B8+ s560 £108,97 £6.28% 288bp  15-Apr-14 ne nc 520,098 17.9x 17x 23%
Nueer Corp.
4,875% Srits NR 1-0ct-32 AifA+ 5350 $101.42 4.50% 139bp  1-Oct-12 ne nc 53,485 63.1x 0,8x 17%
RathGlbson, lne.*
11.250% Srits NR 15-Feb-14 8318 5200 59550  12.38% 910bp 15-Feb14  15-Feb-10  S1G5.63 548 1.9% 5.8x B5%
Stoo Dynamics ine®
7.375% SrNts Hold 1-hov-12 Bu/BEB+ 5760 $99.06  T.65% 463bp  tNov.i2 Bt ne 5844 12.1x 2.1x 26%
6.750% SriNis Hold 1-hpr-15 Gaz/Ba+ 560 $94.50 7.82% 436kp 1-Apr-15 f-Apr11 $163.38 5544 12.1% 2.1x 26%
7.750% SrNis Hold 15-Apr-16 Ba2iBB+ 500 398.00 8.10% 44%bp  15-Apr16 18-Apr-12 5143.88 5844 12.9x 2.1% 25%
Unlied States Stosl Corp.
6.050% SriNis NR 1-Jun-17 Baad/Ba+ $450 38243 7.22% 344bp  tudunty nc nc 51,624 11.4x 2.0x 16%
ALUMINUM COMPANIES
Aleris Intornational Ine,
9.000% Srits NR 15-Dac-14 BaB. 5600 576,50 14.80% 1138bp 15-Dec14  145-Dac-10 310450 8362 17x 6.6x 101%
10.060% Sr Sub Nis NR 5-Dac-16 Caali- 5400 $69.50 16.83% 13220p 15-Dec-16  15-Dec-11 510560 5362 i7x 7.7% 118%
Contury Aluminum Ca.
1.500% Srits NR 15-Aug-14 B188- 5259 587.38 8.05% 46%0p 15-Aug-14  15-Aug-89 510375 5378 22 .5x 1.ix 18%
(ndalox Holding®
11.500% SrNis Hold 1-Feb-14  Caad/CCC+ 5198 858,50 26.08% 2280bp  1-Feb-14 1-Feb.18 $108.83 529 0.9x 10.8x 116%
Horanda Aluminum’
6.828% FRNg Buy 15-May-15 B3/B.e 5518 fa na nm nm 18-Aug-08  5S102.00 5382 3.2% 3.1x 81%
B.578% +HolgCo FRNS Buy 15-Nov-14  Cazl/CCCte 220 na na rm fm 18-Aug-08  5102.00 5302 3.2x 3.8x 100%
Novells Inc.,’
7.250% Se Nis Buy 1&-Feb-15 BIB 51369 £82.50 BT% 534bp  16-Feb-18  15-Feb-1G 510363 5439 2.2x 6,0 58%
Wise Matals Group 11.C
10.250% Sr Nis hR 15-May-12 CalCCe 51580 $88.75  14.15% 1128bp  15-May-12  15-May-08 310256 {515 .4% 258 MM

Note: EBITRA is Adjusied E8ITDA. Interest Expensa Is based on [.TM values,

1. Algoma enterprise vaiue eslimated using purchasa prica at ime of transaction. Sata presented in SCADL

2. California Steel Industries enlerprise valus eslimated using & &.5x multiple of LM EBITDA.

3. infernational Steel Group credit metsics shown pro forma for Mitlal Steel.

4. RathGibson entemmrise valug estimated using a 6.5x muliple of LTM EBTDA,

4. Aleris EV eslimated using a 8.5x muitipie of LTM pro forma EBITDA excluding special ilems and including synergies.
6, indalax entarprise value eslimated using & 8,0x multiple of es¥mated mid.cvcle EBITDA,

7. Noranda enterprise vaiue of $1.15 billion reflects purchase price.

8, Novelis enterprise value assumed at $4.5 billion.

Scurces: Company reperis and JPMoman,
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Rallngs EEITDA Geow

Moody's Recent Quotes Yiw Next Calf Date EBITDA interest EBITDA Debt!
Coupon Description  Recommendation Maturity S&P Current Offer Yield Tpread Date 3iE =3 LM LTM LTM TEV
COAL COMPANIES
Arch Westemn Finance
5.750% SrNts NR 1-Jui-13 B¢/BB- 5950 567.75 7.30% CANE: ] 1-Jt4-13 1-jul-G8 5182.25 5553 7.3x 2.8% 16%
Massey Energy Co.
5.625% SrNIs NR 15-Nov-10 BI/B+ $360 560,75 6.74% 4216p  15-Nov-10  16-Nov-08  S161.66 $437 B.Bx 2.8x 1Y%
6.875% SrNis NR 15-Decd3 Bss S780 395,75 7625 436bp  15-Dec-13  15-Dec-08  $183.44 5437 B.8Bx 2.5x% 17%%
Peabdy Energy Corp.
6.875% SrNls MNR 15-Mar-13 Ba1pB 86850 390083 8.61% 400bp  15-Mar-11 5-Mar-08 $102.29 5484 4.3x 3.4% 16%
5.875% SrhNts NR 15-Apr-16 Bai/BB 5250 $92.25 1.20% 359bp  15-Apr-i6 15-AprG3 $102,94 5984 4,3x 3.4% 16%
MINING COMPANIES
Frocport-McMoRan Copper & Gold”®
6.875% SrNis Hold $-Feb-14 Bza1/BEB- 5350 $102.76 5.95% 3i6bp  1-Fab-12 i-Feb-09 £103.44 810,176 16.2x 01x 1%
5.883% FRNS Hold 1-Apr-15 Ba2/BEB- 51000 $96,75 7.66% nm nm 1-Apr-0o $102.00 $10.176 16.2x 0.7x 15%
8.250% o1 s Hold \-Apr15 BaZ/BBB-. 1500 $03.00 T.68% A3TDp 1-ARTY3 1-Apr-1% 510443 510176 16.2% T 15%
B.375% SrNis Hold 1-AprT Ba2/B8E- $3500 5103.25 7.74% 42¢hp  1-Apr-15 1-Apr-12 $104.19 510,176 16.2x 4.7x 5%
B.750% Sr s’ Hold f-Jun-11 Baz2/BEB. 5108 516694 6.07% 340mp  1-Jun-14 fal= nc 510,176 B2 0.7x 15%
7125% Sr hits® Hold 1-Nov-27 Baa2BEB. s115 5163.60 6.79% 254bp  1-Nov27 nc ne 310,176 16.2% 0.7x 15%
9.500% S Nis* Holfd tojunadt Bas2/3BB- 5184 $124,59 6.91% #55%0p  1-Jun-31 ne [+ $10.176 16.2% 0.7x 15%
6.125% Srhits? Hold 15-Mar-34  Bas2iBBB- $150 563.73 6.54% 218bp  15-Mar34 nc ne 310,176 16.2x 0.7% 15%
Fortescue Metals Group Lid?
10.625% SriNis NR 1-5ep-16 BB+ 51080 S11E.75 7.95% 428bp  1-Sep-18 £ nc 51 0.0x N 14%
145.008% Sris NR 1-Sep-13 BB+ $320 $108.75 7.88% 466bp 1-Sep-13 ne nec 31 0.0x NM 14%
MISCELLANEOUS
Allegheny Technologies
2.375% Sriis NR 15-Dec-11  Baal/BES- 5300 5104.74 8.78% 395bp  15.-Dec1t ne nc $1,171 3804.3x 0.4x 10%
Graftech Finarce [nc.
10.250% Sy WIS NR 16-Feb-12 BaZsn $39 310350 5.84% 492bp  15-Feb08  1E-Febfig  S10LTY 9331 T0.4% 1% 1%
Metals USA®
1.125% Sr Sec Mis Held 1-Dec-15 B83/1CCC 5275 510400 1013% 688bp  1-Dec-13 1-Dec-1¢ $105.56 5189 3.5x 3.2x 50%
8.791% HoldCo FRNs Buy I-u-12  CaatiCCC e+ 5305 $82.50  11.17% nm nm 18-Aug-08  $102,00 5189 3.5x 47x 73%
Russel Metals’
8.375% Sr Nis NR 1-Mar-14 Ba2/BB 3175 $93.50 7.83% 453p 1-Mar-14 1-Mar-59 8103.19 5201 27.1x 0.8x 1%
Rellance Steel & Alumi Co.
5.200% Sriis HNR $5-Nov-16  Basi/BBB- 5350 $80,50 TT7% 3g98bp  18-Nov-18 ne ne 8858 2.0 1.3x 20%
Ryerson Inc.®
12.000% Sr Sec Nis Buy 1Mok B+ 5425 5G7.00  1283% 80%hp  fNow15 1-Nov-11 $106.00 $228 2.5x 5.3x B1%
18,248% Sr Sec FRNs Buy 1-Mov-14 B2/B+ 5150 na na nm nm 1-Nov-08 3105.00 $228 2.5x §,3x 81%

Note: EBITDA is Adjusted EBITDA. Inlerest Expense is based on LTM valuss.

i. Freepon-McMoRan EBITDA presented pro forma for Phielps Dadge transaction.
2. Fomer Phelps Dodge notes now gusranieed by Freaporl

3. Fortescus {(FMGAL) values ranslated using December 31, 2007 exchange rates,

4. Metals USA enterprise valus estimaled using a 5.5x multiple of LTM £BITSA, Interast expanse at OpCo favel,

5. Russel Metals data presented in SCAD,
6. Ryerson enferprise value aslimated using purchase price at tme of transaction.

Sewmes: Gompany repors and JPMomgan.

15



Dave Katz North America Credit Research
(1212} 270-4593 18 Jdly 2008 JPMOI’QE“
dave.adam.katz@jpmehase.com

gm.

Relative value analysis: ranked by YTW

LTM Enterprise  ERITDA/ Debt Debt/

Issuer Coupan  Maturity Outstanding  Moody's $&P Price  YTW STW  YTWDate EBITDA Value Interest EBITDA EV
Indatex Holding 11.500% 01-Feb-14 198 Caa3d CoC+ 60.00 2516% 2,145bp  D{-Feb-i4 529 $270 0.9x 10.8x 116%
Alens Infematicnal Inc 10.000% 15-Dec.18 400 Caai B- 73.00 45.80% 1.187bp  i5-Dec-18 5362 $2,355 1.7x 77X 118%
Wise Metals 10.250% 15-May-12 150 Ca <cC¢C Be.76 13.72% 1,036bp  15-May-12 -515 nm nm 153}

Alens International Inc 8.000% 15-Dec-14 800 B3 B- 84,00 12:68% 88%bp  15-Dec-14 $362 $2.356 1.7x 6.6% 101%
Ryarson Ine, 12.000% O1-Nov-15 425 B2 B+ 8875 12.04% B814bp  §1-Nov-15 5228 $1,880 2.5x 5.3x 61%
RathGibson 11.250% 15-Feb-14 200 B3 8 97.25 11.92%°  821bp  15-Feb-14 548 $31D 1.9x 5,8x 89%
Aigoma Stes! 9.875% 15-Jun-15 450 Caat 8- 85.50 10.81% 695bp  15-Jun-15 $135  §1,578 2.0x §.8x 58%
Metals USA 11.125% 01-Beg-15 275 B3 CCC 10550 "6:80% 61tbp  01-Dec-13 3189 51,794 3.5 3.2x 50%
California Stee! Industries 6.125% 15-Mar-14 150 Ba? BB- 87.25 '9.02% 530bp  15-Mar-14 554 5354 5.4x 2.8x 42%
Novalis 7.250% 15-Feb-15 1,308 83 8 84.00 B44%  462bp  15-Feb-1g $438  $4,500 2.2x 6.0x 58%
FMG Finance Pty Lid 10.625% 01-Sep-16 1,080 BT B+ 11780 770%  a7owp 01-Sep-15 51 525707 0.0x nm 15%
Russe! Metals 6.375% 01-Mar-14 175 832 88 94.50 7.58% 388bp  O1-Mar-14 $201 $1,699 27.1x 0.9x 11%
FMG Finance Pty Ltd 10,000% 04-Sep-13 320 Bt B+ 11075 748%  380bp 01-Sep-13 $1  $25707 0.0x nm 15%
Century Aluminum 7.500% 15-Aug-14 250 B1 BB- 100.25 7.42% 400bp  15-Aug-iz 3378 $2,382 22.5x 1.1x 18%
Massey Energy 6.875% 15-Dec-13 750 B2 B+ 98.38 -7.24%  355bp  15-Dec-13 $437  $6.348 8.Bx 2.5% 17%
Stesl Dynamics 8.750% 01-Apr-15 500 Baz 8B+ 97.75 717%  333bp  01-Apr-i5 5944 57,843 12,1x 2.1% 26%
Steel Dynamics 6.750% O01-Apr-i5 500 Ba2z BB+ 97.75 '-?,_1'7% 333bp 0%-Apr-15 $944 $7.843 12.1% 2.1x 26%
Steel Dynamics 7.375% 01-Now.12 700 Ba2 BB+ 100.75 7.97%  369bp  01-Nov-12 $944 87,843 12.1x 2.9% 26%
Pheips Dodge 9.500% 01-Jun.31 194 Baa2 BBB-  126.87 "7.11% 254bp  01-Jun-af $10,176  $49,313 6.2% 0.7x 15%
Phelps Dodge 6.125% 15-Mar-34 150 Baa2 BBB- 88.99 .7.08% 241bp  15-Maraq 310,176  $49,313 16.2x 0.7x 15%
Arch Western Finance 6.750%  01-Ju-13 950 Bt BB- 98.75 7.08%  3d4ibp  O1-Ju13 3553 59,798 7.3x 2.6x 16%
Phelps Dodge 7.125%  01-Now-27 115 Baa2 BES- 10143 8.89% 252bp  O1-Nov-27 $10,176 549,313 16.2x 0.7x 15%
Freeport-MceMoRan Copper & Gold 8.375% 01-Ape17 3,500 Ba2 BBB-  107.50 B87%  313bp C1-Apr15 510,176 549313 16.2x 0.7x 15%
UCAR Finance 10.250% 15-Feb-12 39 Ba2 BB~ 10375 [6.85% 4d6bp  15-Fab-09 3301 sz2.822 10.4x 11X 11%
Massey Energy 6.625% 15-Nov-10 360 82 B+ 99,50 "6.85% 386bp  15-Nov-10 3437 56,348 B.8x 2,5% 1T%
Allegheny Technologies Inc B.378% 15-Dec-14 300 Baad BBB- 10473 '683% 357bp  15-Dec-11 31171 55498  39p4.3x 6.4x 10%
AK Steel 7.750%  15-dun.i2 550 Bl BB- 0175 B79%  39tbp  15-Jun-10 $908 55,795 16.4% 8.7x 1%
Freeport-McMoRan Copper & Gold 8.250% 01-Apr-i5 1,500 Ba2 BHB- 105,88 16.7_9% 3I20bp 01-Apr-13 510,176  $49,313 16,2% 0.7x 15%
Peabody Energy 6.875% 15-Mar-12 650 Bal BB 10025 'B77% 370bp  15-Mariy $994 521,082 4.3x 3.4x 16%
Peabody Energy 5.875%  15-Ap-i6 250 Bal BB 9475 1 B75%  27%p 15-Apr-is 5994 521,082 4.3% 3.4% 16%
US Steel Com 5.650% O1-Jun-13 300 Baa3 B8+ 98.04 “6.60% 298bp  01-Jun-13 §1,624 $19,989 11.4x 2,0x 16%
Phelps Dodge 8.750%  O1-Jun-11 108 Baa2 BBB- 10582 654% 342bp  Of-dun-11  $10.176 $49,313 16.2x 0.7x 15%
intemational Steel Group 6.500% 15.-Apr-14 500 Baa2 BB+ 99.24 B5% 278bp 15-Apr14  $20,098 5147,829 17.9x 1.7% 23%
Freeport-McMoftan 6.875% 01-Feb-14 350 Baal BB&- 10350 E79% 24%bp  (1-Febe12 $10,176 549,213 16.2x 0.1x 1%
Gerdau Amenstesl 10.375%  15-Jui-11 405 Bat BB+ 16400 4.03% 225hp 15-Jul-08 St,182 39,621 9.4x 2.8% 32%

Sources: Company reports and JPMoman,
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I.TM Enterprise EBITDA/ Debt/ Debt/
issuer Coupon Maturity Outstanding Moody's  S&P Price YTW S5TW YTWDate EBITDA Value Inierest EBITDA EV
Alens International Inc 10.000% 15-Dec-16 400 Caal B 73.00 15.80% 1,187bp  15-Dec-16 $362  $2,356 1,7x 7T 118%
tndalex Holding 11.500% 01-Feb-14 198 Caa3 CCC+ 60.00 25.16% 2,145bp  D1-Feb-14 $2¢ $270 0.9x 10.8x - 146%
Alens Intemnational Inc 9.000% 15-Dec-14 600 B3 B- B4.00 12.69% BBSbp  15-Dec-i4 $362 52,356 1.7% 8.6x . 101%
RathGibson 11.250% 15-Feb-14 200 B3 B 97.25 11.92% B821bp  15-Feb-14 548 5310 1.9% 5.8x . B9%.
Ryerson inc. 12.000% 01-Now-15 425 B2 B+ 99,75 12.06% 814bp  01-Now15 $228  $1,880 2.5% 53x 7 E1%
Algoma Steel 9.875% 15-Jun-15 480 Caa1l B~ 9550 10.81%  685bp  15-Jun-15 $135 51578 2.0 6.8x 8%
Novelis 7.260% 15-Feb-15 1,389 B3 B 9400 B44% 462bp  15-Feb-15 $43¢  $4,500 2.2% 6.0x T 5B%
Metals USA 11.125% 01-Dec-15 278 B3 CCC 10550 0.80% 61ibp  01-Dec-13 5198 $1,204 3.5x a2x < 5D%
California Steel Industries 6.125% i5-Mar-14 150 Ba3 BB- 8725 9.02% 530bp  15-Mart4 $54 3354 5.4x 2.8x A%
Gerdau Ameristes! 10.375%  15-Jul-11 405 Bal BB+ 10400 4.03%  22%9bp 15-Jul-08 51,192 59,621 2.4% Z6x 3%
Steel Dynamics 7.375% 01-Nov-12 700 Ba2 BB+ 10075 7.17%  369bp  01-Now-12 5944  $7.843 12.1x 24x 0 26%
Steel Dynarmics 6750% 01-Apr-15 500 Ba? BB+ 97,76 7.17% 333bp  C1-Apr15 3844  $7.,843 12,1x 2.4x -7 28%
Steet Dynamics 8.750% 01-Apr-15 500 Ba2 BB+ a7.75 7.17%  333bp  O1-Apr15 $944  §7,843 12.1% 2% o 28%
Intematicnal Steel Group £.500% 15-Apr-14 500 Baa2 BBB+ 93,94 651% 278bp  15-Apr14  $20,088 5147829 17.9% 17X . 23%
Century Aluminum 7.500% 15-Aug-14 250 B1 BB- 10025 7.42% 400bp  15-Aug-12 5378 $2,382 22.5% 1% 0 18%
Massey Enargy 8,625% 15-Nov-10 360 B2 B+ 99.50 6.85%  38Bbp  15-Novw-10 $437 86,348 8.8x 2.5x 7%
Massey Energy §.875% 15-Dec-13 760 B2 B+ 98.38 7.24%  355bp  15-Dec-13 5437  $6,348 8.8x 2.8% 7%
US Stee! Corp 5.650% 01-Jun-13 300 Baa3 BB+ 96.04 6450% 298bp  O1-Jun-13  $1,624 519,989 11.4% 2.0x o 16%
Peabody Energy 6,875% 15-Mar-13 550 Ba1 BH 100.25 6.77%  370bp 15-Mar-11 $994 521,082 4,3% 3.4x% 16%
Peabody Enargy 5.875% 15-Apr-16 250 Bat BB 94.75 6.75% 279%bp  15-Apr-16 5804 $21.082 4.3x 3.4x 0 16%
Arch Westem Finance 6.750%  Oi-Jui-13 as50 Bt BB- $875 7.05% 341bp  01-Jul13 $553  §9,209 7.3x% 28x o 18%
Freepor-McMoRan Copper & Goid 8.250% O1-Apr-1S 1,500 Ba? DBR- 10588 §79% 320bp  OT-Apr13  H10,176 548,313 16.2x 07X 5%
Freeport-McMeRan Copper & Gold B.375% Ot-Apr-17 3,500 Ba2 8B8. 107.50 6.97% 313bp  01-Apr15 310,178  $49.313 18,2X 0.7x 7 5%
Phelps Dodge B750% 01-Jun-11 108 Baa2z BBB-  105.82 6.54% 342bp  Ot-dure11  $10,176  $49,313 16.2x 0.7x 15%
Phelps Dodge 7.125% 01-Nov-27 115 Baa2 BBB-  101.43 699% 252Zbp  O%-Nov-27  $10,176 549,313 16.2x 0.7% 8%
Phelps Dodge 9.500% 01-Jun-31 194 Baa2 BBB. 12687 7.11%  254bp  Oi-Jun-31  $10,176 548,313 18.2% 07x - 15%
Phelps Dodge 6.125% 15-Mar-34 150 Baa2 BBB- 88.99 7.06% 24ibp  15-Mar-34  $10,976 $49,313 6.2x 0.7%x o 18%
FMG Finance Pty Lid 10.625% O1-Sep-16 1,080 B1 B+  1i7.80 7.70%  370bp  {1-Sep-16 S1 825,707 0.0x nm 5%
FMG Finance Ply Lid 10.000% O1-Sep-13 320 B1 B+ 140.75 7.46%  3BCGbp  O1-Sep13 51 825,707 0.0x am o8t
AK Steel 7.750% 15-Jun-i2 550 B1 BB- 101,75 6.79% 391bp  15-Jun-10 5908 $5,786 18.4x 0.7x <0 1%
UCAR Finance 10.250% 15-Feb-12 39 Ba3 BB-  103.75 6.85%  446bp  15-Feb-09 5301 52,822 10.4% L%
Russel Metals 6.375% 01-Mar-14 175 Baz BB 94.50 7.58%  386bp  O1-Mar-14 §201  $1,689 71X 0.8x.0 o M%
Allegheny Technologies Inc 8,375% 15-Dec-11 300 Baa3 BBB- 104,73 6,83%  357bp  15-Dec-14 $1,471 $5.498 3904.3x 0.4% 7 10%
Freepori-McMoRan 6.875% 01-Feb-14 350 Baal BBB- 10350 579%  248bp  04-Feb-12  $10,476  $46,313 16.2x% 0.1x S L
Wise Metals 10.250% 15-May-12 150 Ca CC BS.75 13.72% 1.038bp  15-May-12 515 nm nim nm Ll

Sources: Company reports and JPMomgan.
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M aggsnssesssesssssasssssn82828sy '75'3835338388838shaaszsaasswsgsggg‘ﬁ
cALZLES md;>6:ﬁga%é-§mdg gg cAZLic3S E2nizisaas 13 RETETREZ m¢“>§2ﬁ$ [ M=
SPR2EESEZSEBFrI BRI SZRSESEeEEEES BPEEE3-ZROE8EP2LIEE~2 35288288 EXS

— Difference  — -~ -Avg Diff, =—————CALSTL 6.125% 2014  ~—-BHY Split BB = Difference e Aoy DX, CENX 7.500% 2014 -——HY BB
Difference (o} FMGAL 10.625% 2016 vs. HY Split BB Spread (bp} _ 400 4 Difference (bp)  FMGAWU 10.000% 2013 vs. HY Split BB Spread (bp) _
375 171 { ﬂgi{ Source; JPMorgan ﬂglﬁ”\‘-fglhfi Sourcar JENorgan
L 600 300 1 ' - 600
275
- 560 200 - 500
175 .
L 480 - 400
109 «
75
- 360 b 300
25 T ¢
200

-125 - ~100 4 1 100

s e e L5555 88888 88 e sgsssssssssasssss888 RS
222 :iSE3s 5323 iS8558 823 2 2 IS E2EEF 5202 R 2E2EE 523
q;&%Sz 2£E<Eﬂ"<ggz S=L4d == <£Ozm$£:§<§—w_’<£ﬂzg—q£2<z—=~ﬁ

~ Difference - - ~ - Avg Diff, =——FMGAU 10.625% 2016 ———HY Split BB = Difference - - - - Avg Diff, = EMGAL 10.000% 2613 ——HY Spiit B8
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Individual bond trading history (continued)

Difference (&p} FCX 6.875% 2014 vs, HY Spiit BBEB Spread (bp} 450 225 - Difference {bp) FCX 8.250% 2015 vs. HY Split BBB Spread {(bp
: ; - 500
100 4 Tighl: A25bp é‘. , Source: JPRorgan 1 .-. 40 Tight: -66bp Source: JPMorgan
Wide: 114bp . R 58 B L i Wide: 21Bbp
A i i 175 Average: 27bp A
- 350 . Current diff, {17~Jul-08); Gbp L 400
50 - . Gurrent (FGX 8.250% 2015 428bp
- 300 125 {iGument (HY Spiit BBBY: 429bp
Current Price (FCX 8.280% 20151 103.00
o L 250 \ - 300
75 4
- 200
50 - : - 200
S0 150 25 &
- 100 ! i
-0 A o 25 - - 100
T 50
-150 - Lo 75 4 Lo
%ﬁ‘@g%g%%%s38’5%555558%5’538%88882 5 &8 858 5 B Ei Eg 5 &5 & 2 § 3 8 g 8 8
Bk o = bt = S s =) o o= =4 5 =Ee3 = = = = = k=1 = e 5 = ) =
EBEEES3 558525 F 5555853528553 5 2§ 532 2538328533258 §8 573
= Differgace - - - -Avg Diff, =———wFCX 6.875% 2014 ——HY Split BEB = Difference. - - ~ -Avg Diff,  ——FCX 8,250% 2015 ——HY Split BEB
Differencs (bp) FCX B.375% 2017 vs. MY Split BEB Spread (bp}- 500 200 4 Difference (bp} HINDAL 7.250% 2015 vs, HY BB Spread (bp) 700
225 Tight: -5tbp Source: JPMargan | s50 Tight: -846p Source: JPEorgan
Wide: 230bp Wide: 178bp . 600
Average; 3Tbp | 400 150 | averago: 48bp
175 4 Current diff. {17-Jul-08}: -10bp
' Current [FCX B.376% 2017): 418bp . a5 L =np
!Cuerant (HY Split BEB): 4208p
125 1 - 300
- 400
- 250
- 200 T 300
- 150 "1 200
: e N a s o AP
-25 - + 100
- 50
-75 - 0 RULE Lo
555 35 3 53 55 888 388 8 8 88888 REEREREEEE5555555588888283
§ 5§53 P52 iiEEEiEo SEEEESS 83545355553 9535458555353
— Difference - - --Avg Diff. =—FCX8.375% 2017 — MY Spiit B8 = Difference -~ ~ Ay Diff.  =——QHINDAL 7.250% 2015 —HY BB
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Individual bond trading history (continued)

Difference (bp) INDALX 11.500% 2014 vs. HY CCC Spregd (bp Spread (bp)
1550 ‘Tlght: -245bp Source: JF¥organ 9500 L 1000
1350 Wide: 184Bbp }
Average: 66bp
{Current diff, (17-Jul-08}; 927bp P
T150 1 ront (INDALX 14.500% 2014); 2274bp b | 2000 809
950 |Gurrent (HY CCCY: 1347hp Current {HY Spli tBl 935hp
Current Price {{INDALX 11,500% 20141; 56.50 Currant Price (METALS 11.125% 2015): 104.00
75 4 - 600
1500
-125 - Rhes
10048 S 400
175
“F 200
225 -
L g -275 4 -0
5EEEE55555553888888 B8 88888 eReREEE5055555552883833
BPEEES3 9385858258853 BBEEEERS3E585885553 g’gségéggggéé
= Difference - - - - Avg Diff, INDALX 11.500% 2014 ——HY CCC = Difference - - - -Avg Diff,  ww—METALS 11.125% 2015 e HY Split B
ifference (bp} RATHGI 11.250% 2014 vs. HY SplitB Spread (bp) 20 - Difference {bp) RYI 12.000% 2015 vs, HY Split B Spread (bn)
175 4 5] Source: JPMorgan 1600 a1 J I 1000
150 -
L 800 - 800
100
- 600 - 660
f . 400 50 I 400
[
‘ Ciirrerit {RY] 42.0006% 2018): endbp . :
75 | - 200 U T Current {HY SPHTEFE 93557 T S
- Current Price {RY] 12.000% 2015): 87.00 R
125 - -9 -850 - ~ 0
§8$8$&$%%8885%8555§5%§8‘58§§%88§ 5 =] 5 3 § 2 2 3 3 st
PEEFSS 5255582553558 85858585583 § 2 & § § & & § 5 =
*Difference - - - -Avg Dif, =———RATHGI 11.250% 2014 —HY Split B = Difference. — - ~-Avg Diff.  w——RY1 12.000% 2015 ———HY SplitB
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Individual bond trading history (continued)

Cifference {bpj RUSCN 6.375% 2014 vs. HY Split BB Spread (bp) _ 50 4 Diference (bp) STLD 6.750% 2015 vs. HY BB Spread (bp
Tight: -470bp _ $uur=g:JPB[orgzn 49 Seaurce: JPMargan
2 " Wide: 40bp : A L 500
; \verage: -2Bbp ; : ifl i - 600
2014} 447bp ML 560 400
-25 +E54bp—=
6.375% 2014): 93.50
400
50 300
75 - : . B
- 300 7G4 Wide: 30bp
: : Average: -35bp | 260
L 200 -98 - Curmnt diff. [17-Jul-08): -70bp
4984 | Cun—ent {STLD 6,750% 2015k 431bp
-110 4
Curmrent {(HY BBY: 50tbp & 100
- 100 ~430 4 Current Price (STLD 8.750% 2015): 84.50
—175‘588%8%88888““8““8““88“83%88%%‘”8“0 450;6 5 5 5 5 8B & 5 58 5 8 8 8 8 3 @ °
?.d‘;;@g&¢3¢¢~>giégggiga¢§3§éhga%ggg % E 3 &£ = ® & ¥ : § T » Z L % B
BP2REIRIFSEEELERERT Lo 2L = £ 8 535 2 &6 £ 48 3 g 2 2 2 =2
=T Differgace - - - -Avg Diff, = RUSCN 6.375% 2014 ——HY Split BB == Diiference - - = Avg Diff. —STLD 6.750% 2015 e HY BB
Difference (bp} STLD 7.375% 2012 ys. HY BB Spread (bp, 25 - Difference (bp) STLD 7.750% 2016 vs. HY BB Spread {bp
50 Source: JEBogan Soures: JPMargan

40 4

r/n)‘- 550 181 " . 500

20 - - 400 400
-15 4
o : :
y—v 25 A= L I, 300
-20 < Fight--86hp— Tight: -68bp
Witie: 5%hp -35 7 Wide: 13bp
~40 4 Average; «22bp Avarage: -24bp 200

Current diff, (17-Jul-0

45 % Current diff. {17-dul-08%; -57bp
-6 4 Current {STL.D 7.375% 2012}

Gurrent {STLD 7.750% 2016); 444bp

Current (HY BBI: 501bp™ L 100 58 1 Curvent (HY BB): 501bp
.80 - Current Price {STLD 7.375% 2012k 99, an 65 - Currant Price (STLD 7.750% 2016}: 88.00
-100 - - - < - - a - o U0 75 - = - Lo
> % % § § § § 1 % % % 2 . 2
S 2 2 & = < = = = = = = -
‘Difference -~ - Avp DI,  weewe ST 0 7375% 2012 — WY BB = Difference - - - -Avg Dif,  ———STLD 7.750% 2018  ~———HY BB
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Individual bond trading history (continued)

Difference {bp)

North America Credit Research
18 July 2008

675 WISMET 10.250% 2012 vs, HY CCC Spread (b}
Source: JPHorgan 1408
475 i) 1200
- 1000
275
- 800

: 228bp

Curront {(WISMET 10.250% 2012} 1118bp

-125 | Cuprant {HY CCC): 134Tbp
Current Price (WISMET 10.250% 2012): 88.75
325 A L g
EEEE88E88EsEEEELEbEEE55855833s
= =1 T3 > & H 5> - -4 b A ey
EB32553235 5888855532558 5888885583
- Difference - - ~ - Avg Diff.  ~————VWISMET 10.250% 2012 =Y CCC
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Domestic steel prices: flat-rolled and scrap ($/ton)

Cutrent Prices: .
Hot Rolled Sheet: $1080.00 :'
1,000 {Scrap: $435.00 | e _.__._SheotPoak:$1125-0512008  :
! ‘Margin's $645.00 .
$BOO = = = == = e e TR v
o “Margin® Peak: $665 - 05/2008 :

_____________________

$600 - .

Scrap Pealc $460 - 06/200

$400 Sheet Trough: $210 - 1212001 -

--------

Scrap Trough: $42 - 01/2002
“"Margin” Trough: $168 - 05/2003 o

¥ f f

S0 : r -
Jan-98 Jan-G0 Jan-01 Jan-02

Hot-Rolled Sheet ~ - Detroit Heavy Meit Scrap s "Margin”

Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: American Metal Merket (AMM}.

JPMorgan €
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LME aluminum spot price ($/1b.)

$1.60 Max yly ch ince 1999 B} b funct 3,500
ange s : oomberg function: ;
Increase: {$/b.): $0.55 Aluminu QP ice: LMAHDY <Index> Peal: $1.48 - 07/14/2008
Decrease ($0.): -$0.28 inum rFrice: naex ————e
Increase (%): 82.4% LME Inventory: LSAH <index> .
$1.40 1ppcrease (%) -21.3% |~ 1S per pound - left axis, million pounds ~rightaxis F- - - -~ --f T - - oo s s o ; 3000
Current: $1.40
$1.20
100 F-mmm
$0.80 + -
$0.60 4
$0.40 -
$0.20 4
Jan-99 Jan-G0 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Sbombemg.
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LME copper spot price ($/1b.)

$4.50 - 2,500
Max yly change since 1999; Bloomberg function:

Increase: ($/b.) $2.48 .
Decrease ($/b.1: $0.61 Copper Price: LMCADY <index>

$4.00 4 Increase (%) 174.7% Lo . LME Inventory: LSCA <Index>
Decrease {%): -29.4% $ per pound - left axis, million pounds - right axis

Peoak: §4.04 - 07/02/2008

Current:

$3.50 +

$3.00 f---

$2.50
$2.00 -
$1.50 | !
$1.00 1

$0.50 {

Jan-g9 Jan-00 Jan-01 Jan-02 Jan03 Jan-04 Jan-05 Jan-08 Jan-07 Jan-08

Sourcs: Bloomberg.
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Gold spot price ($/0z.)

$1,200 Max yly change since 1999:
Increase: ($foz.): $358.25 Bloomberg function:
Decrease {$/oz.); -$55.85 COLDS <Index>
Increase {24): 69.2%
Decrease (%): -17.2%
$1,000 - R RREEERREEELS- s ity b
Current: $964.50 !
Peak: $1,002.70 - 03/17/2008 i

$600

$400 -

$200 -

Trough: $252.55 - 08/25/19%9

50 . ; : : : ;
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Scuree: Bloomberg,
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Silver spot price ($/0z.)

25
3 Max yly change since 1899: -
Increase: (Sioz.): $8.17 Bloomberg function:
Decrease {($loz): «51.61 SILV <Index>
Increase (%): 110.2%
Decrease {%): «16.7%
$20 | Current: $18.63 -
Peak: $20.82 - 3/05/2008
L T Tt I S ~~~~~
S0 b = = e e e e s [
55,_ W A=~ — = = = = o ———— b -~ PR ¥ .
Trough: $4.06 « T1/26/2001
SO T G T T T T T T T
Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan(6 Jan-07 Jan-08

Source; Bloomberg,
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Molybdenum (canned molybdic oxide) price ($/Ib.)

$40 Max yly change since 1999:
Increase: ($Ab.): $27.00 Bloomberg function:
Decrease ($/1b.): -$13.00 MBMOUSOX <Index> Peak: $38.50 - 08/22/2005
increase (%) 428.0%
335 Jpecrease {%): -36.6%
Current: $32.88
B I e e I R
I e Tl T T
Y i e i PR
L B e S T e
o L R et D i L e T
55 Trough: $2.28 - 01/31/2001
30 : + ; - : " - - T
Jan-99 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bloombarg.
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Zinc price ($/1b.)

$2.50 - 2,000
Max yfy change since 1999: Blcomherg function:
Increase: {$fib.): $1.36 . .
Decrease ($/lb.): 51,02 Zinc Price: LMZSDY <index> poak: $2.09 - 111242005
Increase {%): 211.7% LVE Inventory: LSZS <Index> - 1,800
Decrease (%) -51.1% $ per pound - [eft axis, million pounds - right axis

$2.00 JCurrent: $0.B3 e e . _____________________ ! L 1600

31,50

$0.50 4.

5 i - EERE

- 1,400

- 1,200

L 600

- 400

1 200

Jan-8g Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07

T

Sourcs: Bloomberg.

Jan-08

JPMorgan )
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Nickel price ($/Ib.)
30.00
s Max yiy change since 1989: Bloomberg function: 160
Increase: (§b.1: $16.40 s s |
Decrease ($/lb.): $13.42 Nickel Price: LMNIDY <Index> '
Increase (%) 245.6% LME Inventory: LSNi <Index> Peak: $24.52 - 067152007
Decrease (%) -57.3% $ per pound - teft axis, million pounds - right axis - 140
o300 [ T
Current: $9.35
- 120

$20.00 -
$15.00
$10.00 1 ;-

$5.00 4=

-+ Trought $1.76 - 01/06/1999

T g

o b 100

$0.00

Jan-899 Jan-00 Jan-{1

Source; Bloombem.
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Lead price ($/Ib.)
$2.00 - 500
Max yfy change since 199%: Bloomberg function:
Increase: ($Mb.y: $1.13 Lead Price: LMPBDY <Index> Paak: $1.81 - 10/110/2007
Decrease (5/ib.j: -50.61 ead Frice: naex \}
$1.80 JIncrease (RAT 2434% [---—-----1 LLME lnventory: LSPB <lndex> = = |-----------"Tq--oo-- - 450
Decrease {%): -45.4% $ per pound - {eft axis, milllon pounds - right axis
51.60 4Current: RS- T T s RNV | - [ L 400
$1.40 4 - - - - o= -I- 350
$120 f--~~- . -+ 300
$1.00 +--- L L 250
$0.80 { 200
$0.60 - 150
$0.40 - 7} 100
s0.20 $7° 8o
Jan-99 Jan-00 Jan-01 Jdan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

Source: Bleombery.

JPMorgan €
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Coal spot prices ($/ton)

$160 Max yly change since 1999: Max yly change since 199%:
Increase: (Sfoni: $15.87 increase: ($/tony: $86.00
Decrease {$/ton): -$12.50 Decrease ($itoni: -$24.00
$140 Increase (%) 281.9% Increase (%): 183.0%
TDecrease (%) 584% [T Decrease (%) 427% | T T T TTToTToToTTTooToT o mm e mmmmmm T
Current: 8;17.75 Current: 5:119.50 Maximum: $133.50 - 06/27/2008
$120 1 - Bloomberg funetion: | | Bloomberg function: |
COALPWDR <Index> COALBGSD <index>
S 1 I e e e
L i e et
B I e e e I Y i ¥ i R e
Trough: $21.75 - 01072000
R R e ot B R e S e i ¥ <4
24 3 g 7,‘—_—:-_‘:71—:5 e e e
Traugh: 54'20;7’28'””" Peak: $21.50 - 0/27/2008 N -
30 1 ;

Jan-89 Jan-00 Jan-01 Jan-02 Jan-03 Jan-04 Jan-05 Jan-06 Jan-07 Jan-08

]

Spurce: Bloomberg.
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US steel industry: monthly capacity utilization vs raw steel production

Capacily ulilization {000s of lons}
100% US raw steel production (rolfing 3 month avg) 12.000
¢ Capacity utilization {blue line, LHS) {gray columns, RHS) [ e

85% -
~ r 10,000

20% -

il i
e IR R
85% - E_f;; i

B0% -

‘
%4 i

70% 4 I

: ., ; 1l 11
ELS H ik 3R EEE H H
FHHE B S R A
it
Ll R a i il Rl
il dils anleet
LR A B | | i

60% 'H LR T - I il il Ii
Jan01  Jul01  Jan0Z2  Jub02  Jan03  Jul03  JanG4  Jul04 JandS W05 Jan06  Jul06 JanddF Jul7 JanB

65% 1 |
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US sheet stock inventory vs months of sheet inventory on hand

000's netions monhs af invenbry

11,000 - Peak: 476 months - 1212006

\—0

10,500 -

InventoryfShipments {months} {rhs}

—

Poak: 10,380 lons' - 16/2006

10,000 +

9,500 -

9,000 -
8,500 -
8,000 -

: ,Trough: 2.43 months - 1012005

7500 - -

7(900 ~1 End of month sheat stock tons

Trough: 6,888 tons - $1/2005

- 5.0

- 4.5

- 2.0

Y

1.0

6,580 T T T T 3 ¥ ¥ H T T
Jan-02  Julk02  Jan-03  Juk03  Jan-04  Jul04  Jan05  Ju-05  Jan-08  Julb0§  Jan-07  Jul07  Jan-08

- Steel sheet stocks

Months of inventory

Source: CRU Group,
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JPNorgan £

Domestic steel. imports, exports, shipments, and apparent consumption
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Chinese metals data
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Spot Coal Indices vs. Spot Monthly Aluminum Prices
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WKE Unwind

Comparison of Aluminum Price increases to WKE coal cost increase since 4th QTR

Note: The following information is approximate and for discussion purposes only

4th Qtr of 2007 2008 2009 2010
Aluminum LME prices
Aluminum ($/Metric T) 2,443 67 284592 2986100 297600
% change over 4th QTR 2007 16.5% 21.2% 21 8%
Revenue impact
Alcan
Production 198,000 186,000 196,000
Revenue Increase (3M) 79 101 104
Fuel Cost Impact 3 12 i8
Net Impact 76 89 86
Century
Production 244,000 244 000 244,000
Revenue Increase ($M) a8 126 130
Fuel Cost Impact 3 16 24
Net Impact 95 110 106
WKE Fuel Price Forecast {coal only) 2007 Coal Avg.
$/mmBTU 1.53 1.60 1.98 220
% change over 2007 avg 4 8% 29 4% 43.8%
Fuel Cost Increase (8M) 8 48 72

Comparison of Aluminum Price increases to WKE coal
cost increase

Note: Percent change form 4th QTR 2007
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RINCOS Releases a New Report- US Aluminum Market Analysis

RNCOS has recently added a new Market Research Report titled, "US Aluminum Market
Analysis" to its report gallery. The report is an elaborate study of the aluminum market in
the US.

/24-7PressRelease/ - NEW DELHI, INDIA- RNCOS has recently added a new Market
Research Report titled, "US Aluminum Market Analysis" to its report gallery. The report
is an elaborate study of the aluminum market in the US. It rationally discusses the past
and current performance of the market and looks into its future prospects. This report
helps the clients to analyze the irends and the developments in the US aluminum market
vis-a-vis the global scenario.

The US aluminum industry depends on a variety of economic factors and its future
performance is difficult to predict. The forecast given in this report is not based on a
complex economic model, but is intended as a guide to the direction in which the market
is likely to move.

For our research purpose, the market has been defined in terms of primary aluminum
production.

Market Analysis

In terms of both its positive economic and environmental impact, the aluminum industry
remains one of the most significant success stories nationally as well as internationally.
Due to its benefit, the aluminum industry will shine in future. The global consumption of
aluminum products, both upstream and downstream, is expected to double by 2020
annually.

The aluminum industry of the US is the world's largest single producer of primary
aluminum. The US industry operates over 300 plants in 35 states, produces more than 23
Billion pounds of metal annually, and employs over 145,000 people with an annual
payroll of about US$ 5 Billion. Aluminum is one of the few products and industries left
in America that truly impacts every community in the country, either through physical
plants and facilities, recycling, heavy industry, or consumption of consumer goods.

Key Findings

- By volume, the US aluminum industry is projected to grow by 210,000 Metric Tons
(nearly 9%) during 2007-2011, attributed to enhanced energy supply capacity, new cost
efficient production technologies and government support.

- Market demand is largely fueled by the need for aluminum by various industry sectors,
particularly transport and packaging sector.

- The aluminum consumption market is highly relied on imported aluminum.

- Aluminum is chiefly imported from a number of countries, such as Canada, Russia,
China and Mexico, where the cost of production is relatively less. This makes imported
aluminum cost effective, thereby posing a significant challenge for the domestic
producers.

- Positive outlook for the construction industry in the US will definitely boost revenue



growth of the aluminum industry.

- The industry offers huge opportunities for production equipment manufacturers as it is
projected to enlarge its production to meet out domestic consumption demand.

- In spite of the lowering demand from automobile market, aluminum use in automobiles
will continue to grow as aluminum content per vehicle is increasing.

Key Players

This section provides an overview of the key facts and financial position of players like
Alcoa Inc., Alcan Inc., Century Aluminum Company, Aleris International Inc. and
Novelis Inc.

Key Issues & Facts Analyzed

- What are the trends in the US aluminum market with respect to market value,
production, consumption, price etc?

~ What is import and export situation of aluminum in the country?

- What is the cost of energy and labor in various US states?

- What are the various avenues for growth for aluminum industry in the US?

- What are the challenges associated with this industry?

Research Methodology Used

Information Sources

Information has been sourced from books, newspapers, trade journals, and white papers,
industry portals, government agencies, trade associations, monitoring industry news and
developments, and through access to more than 3000 paid databases.

Analysis Methods
The analysis method includes ratio analysis, historical trend analysis, linear regression
analysis using software tools, judgmental forecasting, and cause and effect analysis.

For more information visit: http://rncos.com/Report/IM581 .htm
Current Industry News: http://www.rncos.com/Blog/

About RNCOS

RNCOS, incorporated in 2002, provides Market Research Reports for your business
needs and aims to put an end to your information pursuit. Our expertise in gathering
global business information for industry research, corporate training, growth consulting,
and business consulting, brings reputed companies and firms to us for business
enhancement solutions. We can be your one-stop-shop for Industry research information
and niche market analysis.


http://rncos.com/ReportM58
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E.ONUS.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 99

Witness: Rusty Hudson

Q-99. Provide the amount and date of any asset book value write downs or other
valuation write downs since 1997, which exceed $500k, and pertain to Lease
Agreement facilities.

A-99. There have been no write-downs on individual assets since 1998 (when the BREC
lease started) that exceeded $500k. There was an impairment charge recorded to
WKE for $195,013,211 in September, 2008, based on a comparison of the
forward market prices to satisfy the contractual sales requirements for BREC and
the smelters, to the estimated loss on disposal for when the unwind occurs






E.ONUS.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 100

Witness: Counsel / Paul W. Thompson / David Sinclair

(Q-100. Provide E.ON/LEM current view of operating budgets (cost and revenues, multi-
year forward looking) for facilities operated under the Lease Agreement.

a. Calculate and state the extent to which unit costs of power produced by the
leased facilities are projected increase or decrease under this operating budget
view.

A-100 The E.ON/WKE 2009 Medium Term Plan (budget) is still in process, and will not
be approved by the E.ON Board until later in November or December. The
operating budget data provided in the attachment is information from the
E.ON/WKE 2009 Medium Term Plan Working Budget that was used to update
the BREC financial model. The information contained in this attachment is
confidential and is being filed pursuant to a Petition for Confidential Treatment.
BREC used the E.ON/WKE budget to update their financial model, but they also
made changes to it to reflect a different outage schedule and other changes in
assumptions. The unit cost of power by year for the E.ON/WKE 2009 Medium
Term Plan Working Budget, compared to the 2008 forecast, is as follows. The
unit cost includes labor, non-labor, fuel and reagent costs, the smelter margin
payments, and the lease payment to BREC. It does not include depreciation or
interest expense.

Year Cost of Power Per Mwh
2008 $37.87
2009 $41.96
2010 $47.46
2011 $42.53







E.ONU.S.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 102

Witness: Rusty Hudson

(Q-102. Provide documents which show the prices of power provided to Big Rivers by
E.ON under the relevant purchase power agreements versus the cost of producing
that power, for the years 2005 to current.

A-102. The average price per Mwh of power sold to BREC compared to the variable
production cost per Mwh for that power is as follows:

Per Mwh
Year BREC Price Variable Production Cost
2005 $19.48 $18.61
2006 $19.57 $18.66
2007 $19.88 $19.10
2008 (YTD September) $20.10 $20.92

Note:
BREC Pricing includes revenues for the base sales, revenues for volumes in
excess of the maximum on-peak take of 597 MW, and any penalties for volumes

below the minimum off-peak take of 297 MW, divided by total BREC sales
volumes.

Cost of production includes fuel costs, pet coke, fuel oil, natural gas, propane,
fuels department, fuel handling, scrubber reagent, other cost of sales, and
transmission, divided by total generation. It does not include the cost of SO2 and
NOx emission allowances. The exchanges of current and future vintage
allowances in 2005, 2006 and 2007 resulted in the expense numbers for SO2 and
NOx emissions not being meaningful by year from a true production cost
perspective.







EONUS. L1LC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 103

Witness: Dan Arbough

Q-103. Provide all reports or presentations prepared by investment banking advisors for
E.ON pertaining to the Unwind Transaction/Lease Agreement termination.

A-103. The E.ON Entities have not requested the preparation of reports or presentations
from investment banking advisors pertaining to the Unwind Transaction/Leage
Agreement termination.






E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 107

Witness: Paul W. Thompson / David Sinclair

Q-107.Please reference the Application at page 17, paragraph 33. Describe the
negotiations to date with Henderson. In the description include dates, people
mvolved, and all matters discussed.

A-107. A description of the negotiations among E.ON U.S., Big Rivers and Henderson to
date is provided in response to AG Question No. 10 dated October 24, 2008,






E.ON US.LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 122

Witness: Paul W. Thompson / David Sinclair

Q-122. Please reference the testimony of Burns E. Mercer, page 9, regarding “fuel and
environmental costs will fluctuate up or down depending on actual costs.”

a. Provide documents which show the variation in fuel costs, by type of fuel, that

has been experienced by E.ON since the inception of the Lease Transaction;
and,

A-122. The fuel costs per MMBTU by year are as follows:

Period Coal Pet Coke Combined
1998 $0.94 $0.77 $0.92
1999 $0.89 $0.74 $0.86
2000 $0.89 $0.58 $0.83
2001 $0.94 §0.75 $0.88
2002 $1.07 $0.73 $0.96
2003 $1.04 $0.78 $0.95
2004 $1.11 $0.71 $0.98
2005 $1.35 $0.78 $1.17
2006 $1.48 $0.90 $1.32
2007 $1.54 $0.80 $1.36
2008 (YTD 09/30) | $1.65 $0.95 $1.48







E.ON U.S. LLC

UPDATED Response to the AG’s Reqguest for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 126

Witness: Rusty Hudson

Q-126. Provide the most current SFAS No. 144 impairment review pertaining o the Big
Rivers generation facilities.

A-126. The Impairment reviews from the third quarter of 2008 are attached. As noted on
the questionnaire from Reid/Henderson Station 2, Items Al, A3, and A5, the
reheat section of the HMPL 1 unit is slated for replacement in March, 2009. It
will be handled as a normal asset replacement at that time, and is therefore not
considered an impaired asset, since the current asset will still function up to the
point in time of that replacement.






Q-134.

A-134.

E.ONUS. LLC

UPDATED Response to the AG’s Request for Information
Dated February 1, 2008

Updated Response filed November 7, 2008
Case No. 2007-00455
Question No. 134

Witness: Ralph Bowling

Regarding the “Environmental Matters™ and “significant financial impacts on the
use of fossil fuels for power generation” referenced in the Big Rivers 2005
Annual Report to Members (Exhibit 41), please provide any documents or studies
performed by or for E.ON since January 2005 which address and/or estimate costs
associated with the Big Rivers generating facilities and compliance with:

a. The EPA’s Clean Air Mercury Rule (CAMRY);

b. The EPA’s Clean Air Interstate Rule (CAIR);

¢. Performance goals of the Clean Water Act Section 316(b);

d. Regulation of carbon dioxide as a pollutant under the Clean Air Act; and,

e. Any other state or federal rules likely to cause additional cost in order to meet

pollution standards or otherwise comply with those rules.

The Multi-pollutant Position Report and Proposed Compliant Plan (SO, NOx,
Hg) And Multi-Media Compliant Evaluation was updated and modified on
September 12, 2008. This updated report was included in BREC’s motion to
amend and supplement the application dated October 9, 2008.
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