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Introducing the BldcBox:a snapshot o&lencore

GlencorePLEFNRBR Y y2¢ 2y | faz2 GKS
and market maker of many commodities, operating over 50 countries through more than 200 offices,
mining sites, offshore dicilities,and other processing facilities all over the ldoAs the many other
commoditiesplayers, the Company has headquarter located irSwitzerlandg Baar,Canton Zug
integrated (producing, smelting, refining, gsioge and

Glencore is highly vertically

storage/transportation related activities) many commodities markets (cover®® commodities

Why Should We Be Interested in Glencore?
In order to make the reader understand whlencore is important and whye havedecided to analyze

Glencoe, and not another commoditgompany it is beneficial toquickly illustrate how the
commoditiesmarket is structuredpow Glencore operates in this matrkand with which facilities) and
which are its main sources of inconehe commoditiesndustry canbe proxied with twomain

dimensiong (i) sectors and (ii) business liaghich can besplitinto the following sullimensions:

0] Sectors: (a) Agriculture (e.g. cropsgal, (b) Energy (e.g. coal, oil and gas produ¢t3)
NonPrecious Metals and Mindsa(e.g. copper, zindd) Precious Metals (e.g. gold, silver);
(i) Segment: (1)Industrial activities (e.groduction, processing)2) Marketing activities (e.qg.

logisticsdelivery), (3) Financial Trading (e.g. contango, rolling futures).

Hence, ifyouh @S S@SNJ KSIFNR 2F Df SyO02NEB

globally integrated and divsified player in the commoditidsy Rdza G NE ¢ = KA OK az2d

but it cannot be deeply understood till someone puts you in frontefltita. Here are the data:

82dz Ydaa G KI @

GLENCORE Agriculture Energy Metals&Minerals
(a) (b) (c+d)
|I’1d UStrial Handling of originating

activities (e.g.
production,
processing)

Marketing
activities (e.g.
physical
trading)

Financial
Trading
activies (e.g.
derivatives
strategies)

and handling of grain,
pulses, sugar rice, cotton

vegetables oil, protein

meals and biodiesel

Processing and marketing
grain, pulses, sugar rice,
cotton vegetables oil,
protein meals and
biodiesel

Represents a small
percentance of
Glencore’s business,
whose maximum VaRsg, is
about USS100

Coal Mining and oil
productions

Supplying and shipping
thermal coal (utilities),
coking coal (steel
producers), oil, refined
products and natural gas

Represents a small
percentance of Glencore’s
business, whose
maximum VaR5% is about
US$100

Mining activities for
Copper, zinc, lead, nickel,
ferroalloys,
alumina&aluminium

Copper, zing, lead, nickel,
ferroalloys,
alumina&aluminium and
ironore

Represents a small
percentance of Glencore’s
business, whose
maximum VaR5% is about
US$100
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Thegrid above is showing ho@lencore i®perating at each single step of the supply chain of each
sector of the commodity industrfrom mining activities to the physical and pure trading activities
Moreover, as the chart blow illustratesGlencore istte onlycommodities playewhichis significantly
present on each single squaretio¢ above illustrated gridconfirmingthe importance of Glencore not
only with respect to its role in the international trabiat also withrespect to its role isheddingsome
lightson the dynamics o&n industry which, even though is one of the most relevant systematic risk

generator,often results a black box for many people outside the industry

; : Traditional

GLENCORE
elelIsx

Traditional )
Miners Traders
g T noble
&8 bhpvititon : - @ group
\”\\\\”a", A &
W reeeees - Gargill
Mining/ Mining/ : !
RioTinto producing etlEl] -~ BUNGE

P ing/ P ing/ P TRAIIGURA
X rocessing rocessing i
@ AngloAmerican refining refining l\\ A

~.~ [ Vitol

Marketing & Marketing &
trading trading

[ ye—

SourceReelaboration of GlencorXstrat .
South Africa presentation, 2013 Sar

Henceour attempt to understandhe features of Glencore somehowequivalent to understand the
dynamics of &entral yet opaque, market which is often in the limelighthe newsand despite that

is never deeplunderstoodfrom people outside the industry

In order to do spwe did not fdlow a top-down approach, but we have focusedinlyon a bottomup
approach, whichiirst led us under§ I y R D f bigin€s2 N&i€bi analyzing each square of the
previous gridand thenenabled us to give aame, a number and a value to #isategictangible and
intangible assetef eachsegment. Howevedisaggregatedata are not easily availablespeciallyust
usingD f Sy Gara r@pibrtswhich are not first in class for transparency and disclobignece we
had to collecdata (all the refeencesand source$ NB LINE Refeiri®és A ¢pf R dzNGOS a
journal articles (e.g. Financial Times articlésmpass Maritime weekly reportsilydata available on
a Bloomberg terminal, Antitrust documents (European @@sion, Case NACOMP/M.6541¢
GLENCORE / XSTRAiliAgsand investor presentations of Glencore af® S y OraiNfeddsi(e.g.
BHP Billiton, Anglo American, Rio Tinto, ,\Ndéle Groujp On the next pagewe providea concise

outline of the mairfindings,which will be thoroughly illustrated in thellowing paragraphs:
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Main Assets Main Activities

Extraction and Production:

-.! GE Wandoan CCS (Coal extraction and storage); Open Pit
and Underground Mines
p = Storage, Blending, Processing and Refining:
i I Metals Refineries; Global Refineries
. Logistics and Delivery:
—rce—

Bulk Carriers (portarinfuse); Tankers (petroliere); Coal Rail
Assets (e.g. Grail)

Note: Re-elaboration of outlines available
inDf Sy GerN& 1@ports

Strategic Assetsxtraction and ppduction

Dt SYyO2NBEQa& NB&a2dzZNOS& Ay H jovated idEdddbitriels codBrig BRI the dzi 2 @ S
continents,and amounted to abau75,000metric tons Mt). The resources were mainly concentrated

in Africa and Oceania respectively hase metalsind coa® h @SNI f £ = Df Sy O2NB Q& NF
by areas was as follow@ Oceania (23.85 Mt), (i) Central and South America (@99 Mt), (iii) Asia

(3,625 Mt),(iv) North America (1,953 Mt) ari@ Europe (39 Mt). Furthermor&he resources controlled

by Glencorewere mainlyMetals & Mineralsproducts represening66% ofii 2 G £ Df Sy 02 NS Qa

in 2016 In terms of volumesGlenco Qa NBsagindmtbhi@skdwn was as follows: (Yetals &

Minerals (4668 Mt), (i)Energy (28321 Mt).A detailed breakdown follows:

74.989 25.321

Source Reelaboration of fragmented
data available on Bloomberg terminal

Df SYyO2NBQa NBav&dgpr@dioutlower 260mmines located36 countries. Thereserves

were concentated indCentral and South Americand in Oceanieespectively fobase metalgproducts
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and coafelated products, which alsorepresediit KS Yl 22NA (& 2F Df SyO2NBQa C

we provide a more detailed breakdo@re LINE RdzO( efeWesiD2088y O2 NEQa NJ

15637 5.404

2.946

682

N ot > e o g S N & 'Y 1y
© & & o AS & oS ¢ 3 »
0 R © < v ¢ & & &
) ) 5

C © & © @ o

SourceReelaboration of fragmented data
available on Bloomberg terminal

Strategic Assetstorage, blending, processing aediming
Glencore also owns many con@dstreamassets in sategic locations, which enalencore to create

a perfectly structured and integrated network with whitle Companytransforns its inputs into

marketable productseadyto be supplied to its customers all around the world. The combination of

these assets, used for storing, blending, processing and refining commodities, are ciofitiahize

iKS

| 2 Yrlalkeying Qclities and are those assetasually not undethe radars which set up

Df Sy Omtegdatiari synergies. As already mentioned, these assets are located in strategic spots

A ¥ 4 A x

GKAOK I NB Sraite O2yySOiGSR G2 Dt Sy OmonBogistivsl Ay R2

facilities. Below we provide an outline of the major findimgstorage and smelter facilities

)l

= 4 4 -2

Australia (i) GE Wandoan C¢8oal storage facility in QueenslaiMbunt Isa Smelteg copper
and smelter in Queensland

Canada (i) Sodliry Smelter¢ copper and nickel smelter in Ontari@) Horne Smeltein
Quebeg (iii) Kidd Creek Smeltercopper and zinc smelter in Ontar{tv) Belledune Smelter
lead smelter in New Brunswijgk) Gaspe Smeltey copper smelter in Quebec

Chile Atanorte Smelte copper smelter near the port of Antofagasta

Germany Nordeanham Smelterlead smelter in Lower Saxgny

PhilippinesBantagas Termingl200km global storage facility accessible from the sea
United Arab Emirate€hemoil Corp Fujairaferminalk; 330km global storage facility accessible
from the sea in the Oman Gpolf

United States of Americdi) Vancouver Smelteg aluminum smelter in Washingtorij)
Hawesville Smelteyaluminum smelter in Kentucky;

ZambiaMufulira Smeltex, coppersmelterin Copperbelt
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Additionally Glencoreowns 4é6refinery facilitieswhose main features are outlined below:

19%  100%
17%
17%
14%
10%
7%
5% Central and South
29 2% 5% America
2% ’ 20%
X Y )
@ 3 \zf'?' @ \\5\ _\}6\ & \ @b Oceania
& e & & & 3 N L OQ N
W & S & &« 4%
é\fa (}00 & ke q@
& )
Q Source Reelaboration of fragmented

data available on Bloomberg terminal

Strategic Assettgistics and eivery
So far we have illustratl assets which are part B2 6 Yy a G NSFY YR YARAa@&NBI Y Df

such as mining, processing, optimizing, refining and so on. Howelve®,y O2 NS Qa ad NJF 6 S3A 0
toitslogistics andommodities delivergre the real difference maker between Glencore amdverage
mining players These assets aessentidly what we can think as thessentialinfrastructure of the
international trade, which idaily managed and operated by Glencore ahd other commodities

traders.

In 2015 GlencoeQia itsnotesto the financial statements specify that the Compamginlytraded iron

ore, alumina/aluminum, copper and zinc, whiatmountedfor more than80% ofDf Sy OtatalB Q a
marketingvolumés2 KI & ¢l a y20 RA&AO0Of2aSR 2y Df Sylgcdls Qa | yy
how Glencore did its marketing activities. Indege D f SaginOe? rbiddri3 do not go intbesedetails,
justmentioning that the Company leases and owngpshg assets (e.g. vessels) aadlage asset (e.qg.

locomotives)

After a bottomup research which had as main sources Bloomberg and marindictriacbckers
database% we have been able to come up with an estimatibGlencore tradable volumes, which was

about2.1 milliontons ofproductspotentially transportedin eachvoyage(about the 0.0002% of what

1 Marketing volumesi 2015 were in total about 67,500 metric tons (Mt)

2First, e usedr . £ 22 Y0 SNAB Tdzy ©Oé X plgsedergKan@niingiassets, and allows you to

filter for the results and look for the assets with a specific owner. Once we filtered for Glencore, we were able to
write down all the IMO numbetrernational Maritime Organizatipof eachvessel owned by Glencore. Then,

6S AYASNISR (GKSaS dzyAljdzS ARSYGAFASNE Ay 2FFAOALE YI NA
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can be transported in a year blyet entire globalmerchantfleet, i.e. 14 billion metric tos®). Also
interesting was to finthe main routes that Glencore has taken for its marketing actidtigag 2016

In particularD t Sy QieliBy Qdiivitiesvere realizedia seamainlyby bulk cargrs and tankers, and

via landmainlybywagon locomotiveusedespecially in Australia for traportinginternallycoal related
products.t is also interesting to see th&xt Sy O 2 NB Q & basichllfinyolvétRhdzéndira globe
with Asia playing fitdiddle with its 45% weight9 @Sy Y2NB Ay GSNBadGAy3a gt
from their departure to their destination to understand which products, and in which amount, were
goingfrom a location to anotheBelowwe providedetailedinformation abait our findings in terms of

most tracked routes with their correspondicgpacityexpressed iDWT:

468,566 1,752,178

302,652
300,000
182,571
155,303
105,304
1751 o
47,147 ALz ‘
46,147 g
South Africa  Panama Arab Indonesia  Singapore Netherlands Togo (Lome) Brazil (Ponta  Japan Taiwan (Sha  Others Total
(Capetown) - (Balboa)-  Emirates (Anyer)-  (Pwbga) & (Rotterdam) - India de Madeira) (Hakata) - Lung) -
St Lucia (Plt Mexico  (Hamriyz & South Korea Lagos (Sza) - Storage & (Sikka) - South Unknown  Unknown
Stn) (Corpus  lebel Ali) - (Ulsan) Unknown Africa
Christi) Unknown (Richards Source Reelaboration of fragmented
Bay) data available on Bloomberg and offici:

maritime trackers
Furthermore, m order to have some reference pointgse have done the same analysis &her
commoditiesplayers Small competitors hardly own fleetathcan be used to trade, since vessels such
Aframax Tankers or Capesize Bulk Carnengch are owned by Glenconepresent an extremely
expensive investmer® dzNJ Sa G A Yl GA2Yy T2 NJ DfaSsgihgngBataavailhledrsS (

vessels satereport and last market offer for Glencogdl assets, is about US$ 1.5 hillid’ herefore,

3 SourcenThe Merchant Fleet: A Facilitator of World Téadle 6é& 5b. . Iyl !'!{Z HAMH
4 The overall ranking &s follows(percentages have been roundedp% Asia, 15% Oceania & Indonesia, 14%

Africa, 13% Americas, 8% Europe

5 We cannot know exactly effectively how many tons of the products were transported from a spot to another.
T dzf £

Our numbers and estimations adel a SR 2y Iy FaadzylLliazy 2F O2yadl yid

deadweight tonnage (DWT) as reference point. Note thatiDB easure of a vessel's weight carrying capacity
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some players, Glencore includéeiase vessels for their marketing activitidswever, we found that

Dt SyO2NBQa YIAYy LISSNHESZ &da@Knglo Americhr, do oiaft bf shéi2 y = wA :
fleet.! y3f2 ! YSNAOIYyQa IyR .1t .AfftAlG2yQa 26ySR FtS
On the contrary, Rio Tinto and Vale, even though they own less numerous fleet, both potentially have
highercpaciie@ Ay (SNX& 23Beldwwiprbovide drdNdet&ils abduSourdirdiyigs:

PEERS Vessels Owned Tracked Overall DWT Main Routes/Destinations

‘ I‘ wcore’s owned tr i':i :I\“ ‘\”hd“ 210 10’ 148 \I\ Lu ‘2‘,‘:: ?I‘ :.“\‘I.“rfl \'I.w‘\:: (South Africa)

GLENCORE \amax, Long
3ulk Carrier tonnes
&l 480,693
bhpbilliton to nn e S
RioTinto 214121336 I\l 1 ‘.“ aofeidan (China)
tOI’H’]ES uc na), lingtang (China)
v.. i tacked st 3,568,268
~.Y\5=1:‘\.I|k‘ |||.;~'~ tonnes
@:;@-_ﬁm | v 2561438 :;I ] !‘\.Il--\l'l:l-l‘-r.4 ‘I‘ _\‘I‘ el

Itaguai (Brazil)
tonnes ‘
Source Reelaboration of fragmented
data available on Bloomberg and offici
maritime trackers

Strategic Assets: conclusions
In the previougparagraphswe wanted to shed some lighksy G KS | OO02dzyia 2F GKS /

sheet which represent thbreeks2 ¥ Df Sy O2 NB Q dThesedifidings $aveéi a nvrabBr &uidd

YIEYS (2 DfSyO2NBQa& YIAYy &GN} GS3IAO aasSiaz oKAOK
We have understood how Glencore represeatrelevant portion of the globahining andtrading
commodityinfrastructure which makes international trades possible every. #agm the analysis we

have illustrated, warealready able t&K A 3 K f A 3 K @ommén$oguSed AtBa@nilevel of the supply

chainin terms of productgcopper, coaljron ore, zinc and leadand in terms of geographies (Asia,

Oceania and South Americllpweverwe want to underline thathere are other facilitiesve did not

focus onwhich are used by the Company in its operatidhese facilities are not directhwwned by

Glencoreor cannot be capitalizedrepresentingjust leasingexpenseswhich arereported by the

Company in its income statemenBome of these assets still represgni NI § SIA O o NBS1a 21
business linedn this respectye point outGley 02 NEQa Y Iyl 3SYSy G Laion aA3y
Metal ExchangeLMB warehouses.These facilities are not directly owned by Glencore, but are

managed by Pacorini MetaisGlencor® subsidiary(100% ownership) warehousing company.

Products and Busingines
l'a fNBFRe YSYlA2ySRY KA&AG2NRAOFItfte& DfSyO2NBQa | C

products, metals, minerals, coal. Recently, Glencore has extended its business to agricultural products
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and got more related with food procgag industries as well. However, still today metals and minerals,

such as aluminum, coal, copper, ferroalloys (used to produce steels and alloys), lead, and nickel,

NB LINE & S y (i maid fofug @iowelailcaahd coppe)y. ¢ | 60 f S dab dmé  ALYA | WRASYE L
LINP RdzOG &> 6KAES ¢l o0fS abonég AffdZAGNI GSa GKS YAy

Agricultural Metals & Minerals Energy Service
Wheat Alumina oil Mining
Corn Zinc Coal Processing
Barley Copper Coke Logistics
Rice Lead Table M2
Qilzseeds Ferroalloys
Meals Nickel
Edible Qils Cobalt
Biofuels
Cotton
Sugar
Table M.1

Source Reelaboration of data available
2y Df Sy02NBQa | yyc

Metals and Nherals
¢CKS F2fft2Ay3 3AINFLKA FYyR (FofSa AtfdaAaGNIriS GKS (
the division Metals and Minerals:

Main Metals and

Minerals

Zinc, Copper
Gold

Kazazhstan Congo, . South :
Mutanda, Zambia Australia e Colombia

Cobalt Lead Coal

Argentina,

Australia,
Katanga, Chile

Argentina
Bolivia

Source Reelaboration of data available
2y Df SYyO0O2NBQa | yy«

To complete tk blocks we should addVauritania and Republic of Congo, si@encore is now

studying the feasibility of the new iron ore projects Askaf and E(Mauyitanig, and Zanagdgpublic
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of Cong9. The productiortevelof the above mentioned commoditigsextremely high. Table.Bishows
some numbers from the end of 2014, which are likely to give the reader a better itieasttd of this

company:

Precious

Metals: Main Metals: Main Minerals:

Zinc: 1386.5 kt

Ferrochrome:
307.5 kt

Silver:34,908 Copper: 1,546 k

koz

Nickel: 100.9 kt

Platinum: 91 Palladium: 50 ko Cobalt: 20.7 kt
koz
Source RF G+ F @F At ot
Table N.3 annual reports

Thesevolumesmade reportin 2014 US$3.9 billionrevenues forthe Metals and Minerals division,
whichaccountedfor almost 30% oGlencore'sotal revenues, \wich went significantly down in 2015,
given the lower demanith particularfor these productge.g. coppeand coal related productand the
consequentiadt T 2 Nd@8rRrbductionThe most signifant drops were related twopper production
whichwent down to about 1.5 Mt, mainly due to the temporatigpsof production activities at Katanga
and at Mopani, and cogroduction, whichwent down to 131.5 Mtmostlyfor the strong decreasim
Chinese irports of thermal coalin 2015 due todwer economic growthandrelevant deviationgrom

their manufacturingactivities which characterized the Chinese economy for the several previods years

Energy Poducts
The Energy Products are mainly coal, natural gaide oil, oil products, including fuel oil, heating oil,

metallurgical coal, steam coal and coke. These products are sold by Glencore to several governments
and industrial customers (among which different oil companies). The main products of tiois dieis

coke and coal, which are produced in more than 30 mines in South Africa, Colombia and Auittralia,

6 These findings are based on what was disclosed directhgbgd® in its notes to its 2015 financial statements

| SNBEZ ¢S 2dzald YSyiliAz2ySR (KSa$S 7T LudkiorSkiisdthe BRIGBI 0BMNSB RS G A
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a relevant focus on the latter which was even more intensdfienl the merge between Glencore and
Xstrata. Moreover, Glencore owns other stgatefacilities, such as ports, plants, vessels and tankers,
which are used to store and transport these prodgotainly coal and oil/chemical related products)

In the FY2014, Glencore prada around 146 million tons @bal €oking, semsoft and therm8,

gereratingrevenues for US$31.2 billion, which accounted for almost 60% of the total revenues.

AgriculturalProducts
The Agricultural Products KA OK | N3 Ay Df Sy O2aiéStieafolldwRdibadayzt ( dzNJI €

biodiesel, corn, ethanol, mealksgar, oilseeds and edible oils. Also for this division, Glencore owns
several facilities which are used for the storage, farming, processing, handling and transporting, which
is done for its main clients as the processing indudtrg, @ S Ny anigsiad docal importers. In
FY2014, Glencore produced 10,863 kt of agricultural prodgetsgrating around $US 26 billion

revenues, roughly the renrmang 10% of the total revenues.

IncomeStatement Beakdown
In the previous paragrapiWhy Should We Be Interested in Glencére® have focuseddd f Sy 02 NS Qa

strategicassetswhich represent théstock levél2 ¥ Df Sy 02 NBEQa Weéngwmb@iol f &G
AAPGS + RSGIFIAE SR O0NBI |, Rigich yepresdit (i BISS IS RBQ # BNIDD Sy 2
financial statemers Later h the next paragraphs, we also focus on other accowiteh are more
fA1Ste G2 NBLINBaSylG DfSyO2NBQa LINBPFAGIOATAGEST ac
O2YLX SGS Dt SybD2pBQaybAal ANBDGdzKME FANBRG AyLdzi 27
statemens. As we have done earlier for the stock dimensions (resources, reserves, logistics facilitie

and other strategic assetsi), the next tables we will provide and illustratemebreakdowrsin terms

2T Df Sy 02 NBefed ard Yebiiépkids coverdd this way, we canompleteDf Sy 02 NB Q&
overallmapping of whatcan be considerethe main exposures dhe CompanyTable N.4 illustrates

GKS GAYS aSNASa 2 gakdovin Dy it BB BegmedB ahevy idz8e3FY2018J

Df Sy 02 NB Q sEnei)bMEWIS & Miaieralé and Agriculturehiave contributed to the total
revenues(respectively47.3%, 39.5% and 13.1%/lore interestingly the table is also showing a clear

pattern n the sources of revenues, which was mainly driven by the increase in the revenues coming

from the agricultural segment and the misteand minerals segment. Especially for the latter, a
significant increase started betwe@0122013 (28627%), year ofhe merger with Xstratato 2015
(399%640%).The time seriegto compute all the time series presented in the following tables we have
dzZaSR .t 22Y0SNH Fa YIAYy a2d2NOS> aAyOS Al aleINPIARS
showing aclear patternbf Sy O2 NBQa NBEOSydzSaz 6KAOK Aa 2NRARSYy(dS|
2F SIOK Df SyO2NBQa asS3avySyidy
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Date Energy Products Metals & Minerals Agricultural Products

Semester % on Total &/enues

2007s1 56.17% 37.88% 5.95%
2007S2 61.6% 30.26% 8.11%
2008s1 64.2% 27.1%% 8.6
2008S2 64.79% 26.1% 9.02%
2009s1 57.8%% 32.98% 9.18%
2009S2 59.27% 33.4%% 7.2%%
2010s1 61.88% 31.80% 6.32%
2010S2 61.40% 30.61% 7.99%
2011s1 63.02% 27.38% 9.60%
2011Ss2 62.75% 28.46% 8.7
2012s1 63.43% 27.82% 8.7%%
2012S2 64.29% 25.02% 10.6%%0
2013s1 58.62% 27.09% 14.29%
2013S2 60.99% 27.38%0 11.63%
201481 61.7%% 27.35% 10.90%
2014S2 55.9%% 31.80% 12.21%
201581 49.48% 36.8™0 13.6%%
2015S2 47.34% 39.51% 13.15%

Table N.4

TableN.5 and Table NiBustratethe time seriesofif KS 352 ANJ LIKA OF f soeNdiked R2 6y
from 2007to 2015 anchow intheC, H anmp Df Sy GerdBeatéd intheAimeridas, Earépa,
Asia,Africa and Oceania (respectively 19.5%, 32.2%, 37.7%, 3,7% and 7%). Here, we can spot another
interesting pattern,whichshows how Asia and Oceania has clearly increased since 2012 (year of the

mergerwith Xstrata)with an overall increase of 23% (Asia from 20% tq @t¥ania from 1% to 7%)

Date Asila/ A a fOceania ope AMmerica
Year % onTotalRevenues

2007 29.66% 40.13% 30.20%
2008 30.76% 42.49% 26.74%
2009 38.52% 35.39% 26.07%
2010 40.05% 32.91% 27.02%
2011 37.60% 37.77% 24.62%
2012 29.49% 50.78% 19.72%
2013 42.64% 33.85% 23.49%
2014 46.68% 31.93% 21.38%
2015 48.47% 32.17% 19.34%

Table N.5
Date Asia Oceania Africa |
Year % on_Asia / Africadceania Aggregafeevenues
2009 29.22% 0.76% 8.54%
2010 29.53% 0.88% 9.63%
2011 25.65% 0.91% 11.03%
2012 20.64% 0.95% 7.88%
2013 29.16% 2.45% 11.03%
2014 39.18% 3.79% 3.71%
2015 37.71% 7.08% 3.68%
Table N.6
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Table N.7illustrates the breakdown done by line of busingsslustrial activities and marketing

F OGAGAGASED Ly (GKS C, nwnmp GKS fFGGSNI NBLINBASY (S
clear majority, remember that Glen®r a i+ NI SR Ay GKS 1nQ& & | LlJzNB

time series once again are showing us another interesting pagtefmA OK A& f Ay 1 SR (2 Df

integrationprocessstarted betweertheend ofthey n Q&4 | YR (G KS o @BAGlefidogd 2F
boughtan US smelter (1987), a Peruvian mine (128&lits first stake in Xstrata (1990)), and ended

recentlyafter completing thanerger between the Company and Xstrata.

Date Industrial Marketing
Year % on Total Revenues
2007 n.a. n.a.
2008 7% 93%
2009 8% 92%
2010 8% 92%
2011 8% 92%
2012 7% 93%
2013 19% 81%
2014 20% 80%
2015 21% 7%
Table N.7

Conclusions
In conclusionwe havespottedthree mainpatternswhich characterized Glencore business evolutions

on three different levelqi) segnents; (ii) geographies; and (iii) business liegsn though itsi not the

goal of this chaptehere we want to introduce briefly the topic of Glenc@distress angbrovidewhat

can be considered a link between each of these processes and the deémationearly touchedy

Glencore between 2014 and 2015 (Bodetailed analysieefer i 2 G KS f IPasic M&det LJG SNJI &
Glencor@@structuring &abthe moment, it is sufficient to say that Glencore went through reallly har

times between 2014 and 2015, when the Company basically risked to destroy each pienequify

market value (incurring in adrop wiic £ SR D Sy O pNE@ffomitd IRO dpBningd. jixide OfS

558 pencen 2011to about 80penceg 90 pencen 2015). Why are we talking about this now? Simple,

we kelieve thatthe three processeslustrated above had a significant role in making Glencore getting

close and closeto a default scenaridelow we provide an outline, which summarizes for ed¢hese

procesgsits description and its potential link to a default scenario:

1 Dimensionsegment
Process Glencore was involved in a lodgersificationprocess, whichurned | GaAyYLXx Sé
commodity trading housénto the most globally diversified player in thearket, with a

coverageof more than 90 commaodities;
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Linkto default a prioridiversification is everything but something can be considered harmful in

term of default probability, since it is a process that enadobgscompany to bkess correlated

with single factors/industrieshus reducing the risk of default triggered by the cdléajpf

specific factor/industryiHowever, this is not a normal case. Glencore did diversify its business

but the diversification process involved only sectors which are etindhesame market, i.e.

the commoditiegnarket. In 99% of the cases, this kind of diversification can still give a partial
beneficial effect, given the positive correlatian yet not unitary ¢ between these
sectors/subsectors. The problems come whepmpany has to incur into the 1% of the cases,

the dblack swaa of the commodities marketyhenthe agriculturalsector, the energysector,

the minerals and metalsectorall collapse at the same time. Unianately for Glencore, the

more unlikelyscenariois exactly what happened,;

Dimensiongeography

Processhy Ala KA&aid2NEB Df Sy OQchdbia dd Asia nténSiwe YL2/NIS SIRZR
firstly Glencor€ &rades have been yedny-year more concentrated in the Asian market

secondly Glencorewentfi2 dzZ3 K |y SEGSYy&aA @S LINRPOS&as &l NI
acquisitionof a stake in Xstrata (a bigesmining firm mainly operating in Austrafigfer to the

OK I LXh&NergérGlencore & Xstrata T 2 NJ T tiNdhish3eNEI&n&oteltomergéth

. AGNI G YR G2 0S8 adNepy3fte SELRASR (2 GKS ho
SELRASR G2 ! aArly O2dzyiNASaE SO02y2YA0 KSIfliKo®
RN} 32y ¢ | Saradut20% 6f thdifeiimal coal exported from Oceania

Link to defauttgrowth of the importance of geographies @seania and Asiin terms of

volumes tradedmeant higher exposures to Asideveloping countries, whichs we will show

later, were exactly the amtries whichriggeredthe commodity market collapse between 2014

and 2015again Chinalayed the most important role);

Dimensionbusinessihe

Proces¥ Df Sy O2NXQa 0 dza Ay S aiadusoid Ongide > NMdshidught y R Y 2 |
Glencorgrom beinga puretrading house tdoecomethe most globallyntegratedplayer in the

commodity marketCrucial in this process was again the merger with Xstrata and other minor
acquisitions which gave Glencore an extremely sophisticated network of mining facitities an

other downstream assets

Link to defauttas we early said for diversification, a priori thexergot clear cons in starting a

vertical integration process. On the contrary, if well managed tAerehance to build an

unique entity in the mining markewhich carbenefit from significant synergies by creating a

perfect infrastructure which efficiently links exploration and extraction activities, trading
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activities and arbitrage strategies. However, industrial activities are muchcometated to
mowvements of the commudities prices(while a trader is more affected by changes in terms of

volumes)since a mineis structurally long on their inventoriés

Ly GKA&a OKIFLIISNE ¢S KIF@S FT20dzaSR 2y Df Sy0O2NBQa
Df SyO0O2NB Q& 0 Indomme/sttBmeatc8dbiits) ang tReir evolution through time on a three
analysidevels(segments, geographies and business ling®. evolution of these featurexplairs a

part ofwhat brought Glencore closer to a defadtnaria However, this analysis cannot be considered
complete without a deep study of the main eventsotigh which Glencore went in the last yedns.

this regard,each of the next chapteiis focused on a single event which had a relevant impact on
GlencoeQldistory. The events we have selected and analyzed are the follgvingjal Public Offering

(19" of May2011),(ii) themerger with Xstrata (20122013),(iii) theoverall restructuringf Glencore

(2014¢ 2015).

"Even if we assume that Glencore is hedi#igng positionthis hedge canndie perfect and it must leavame

unhedgedlongpa A G A2ya 2y Df SiywédmeRulass iOantsri@dodeitsinBning activities)
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The IPOthe birth of a giant
Gencore was foundetly March Rick £ a2 (y26y & dkeSSerthersid o2 T 2 A f

Marc Rich & Co AGh its early days, Glencore was famliexclusivelyon physical marketing of
commoditiegmainly focused on minerals, metals, fferrous and ferrousand crude o)| and so it was

for the entire decade, when the deals carried by the Company were only related tadiMitfesmeant

to enlargeand diversifyits marketingousinesssuch as the acquisition completed in 1981 of a Dutch

grain maketing firm which exposed Glencore to the agribusiness sdotothe first time It is only
0Sti6SSy (GKS SyR 27F (KS whed6lencoyeRtaried§t@erticaSriefratignA y 3 2 F
process just lately ended withthe merger with Xstrata)y buying an US smeltét987),a Peruvian

mine (1988) and a stake in Xstrg@90)! . G KS o6 S3IAY YAy 2 ThaigedSvithdbn Qa =
more than 300 years in prison for evasion, wire fraud, racketeering, and trading with Iran during the oil
embarg, which basicallied Rich to live as a fugitive. The sentence put together with a Bigfftle

trading house brought Glencore very close to its default. Hence, in 1994 Rich ddltdtiich& Co

AG to its management f&fSs 600 million (from that moment on March Rich will be never mentioned

by the company neither in public documents, nor in its webgf&dr the Management Buy Out (from

y2¢ 2y (i Ki&cRica&Cb AGbecar@encore, whose meaning and origin are still unkfown

Indbn Qa Bdolipuedtddxpansion at the mining level by buying its first stakes in what today are
a2YS 2F Df Sy 02 NB Q4 , sddh asyProtdh® f&r dr@lirelage pro@ucts) And Kazzing, &
for zinc related producthen,the third millennium penedii KS 6 S3IAYyyAy3 2F Df SyO2|
process, which startemh 2004 with first Glencore issuef pullic bonds for a total value &fS5 950

million and ireached its peain 2011with the IPO of Glencore, concluding an era of private partnership
which led the Company to be valu&iss 60 billion from its initial value (considering the MBCite

starting point) of aboutUS$ 0.6 billion, an incredible value creation pg$900% growthreachedin

less than two decad®d compared with average equity nket performances, such 8&&P500 and FTSE

100 (respectively 102% and 50%

Glencore prdPQO Why Od Glencore ist?
In the introduction of this dcipter, we briefly explainedhe proceseswhich broughtGlencore from

beinga smalimedium sizdrading houseo a public global comndities giant However, what is really

interesting is to understand wigylencorewvent publicin 2011 In general there are many reasons why

8 March Rich invested aboltSs 1 billion trying to control the price of the zinc. Howewdis strategy did not
payoff and yielded a loss of more th&ig 170 million.
® The main assumption is that Glencore standsfifst two letters of thefollowing words global, energy,

commodities andesources.
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a company should want to be listeahd here we report some of the most important: ggures of

capital are much more easily accessible; (ii) cost of capital usually lowers its average value; (iii) the
market might trust more a company listed because of the enhanced availability dadbsacessibility

to market values and so oAnyhow, tiere must be some reasons to make these points real pras of
listingdecision For instanceit is true that listed companies average have an easier lifiecollecting

capital, but if a company does not need extra sources of capital it is reallyuhiiteal private structure

which is used to work in a partnership frafoeyears coulde willing to dilute their ownerships and

voting rights for some extra capital which is not effectively neetlddS NS F 2 NB X & oKBé RAR
becomes, did Glenconeeed additional apital? Od Glencore nee@dditional liquidityAf yes, were

these needs in line with the executigigerests2What we found made us answ@es at eachof the

previousquestions In the following paragraphve are going taexplainthe reasoning behind outr & S & £

Did Glencore dedAdditional @pital?
As we already said, the answerthis title is dyes. Now let us telyou why. e period that goes

between 2002and 2010 is a period that is characterized by strong stwtthe demand &le of the
commoditiesmarket. The entire world was speeding up its growth both in tern@rags Domestic
Product GDRP and in terms of industrial production. Most of these growth was driwer\sian
developing countrieswhich kept growing almost with ddole-digit percentages for about 6 years
(especially from 2003 and 2009heurbanization, industrialization arggneral development of these
countries, and above all the sizetloése eventscame quite unexpectedly for the commodity players,
which werenot ready forsuch ashockbeingdzd SR G-h-UR Y& 2 dzy @ S yngvalp, if yag2 f A O & € «
put together a supply not ready to adapt to new sizes of demand and a demand which is gtowing
doubledigit rates theonly possible result issignifcant ncrease in commoditigwices, which is exactly
what happened. For many of the commodity playersithckgroundvas a oncén a life train and many

of these playerssome of them sooneand some later, diceverythingwaspossible to accommodate

the upturn. If what were are saying is corretten we would expect to find the following indicators:

1 Seadily growing assets to support higipeoduction levels: growing delta assets;
1 Higher percentage ofan-current asset®n total assets: growing ratio betweeomcurrent
assets and current assets;

1 Higher capital intensity: K A GalgitalEXpénditures (CAPEX) on number of emplonaties

The chartprovidedy G KS ySEG LI 3IS GStt dza S HUa® BHRRBIltoK A & & G
Rio Tinto andAnglo Americanhetween 2002 and 2010 put great effort in growing their asset base,

increasing the percentage of nonrrent assetsespeciallyintensifying their investments in intangible
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assets (such as software and licenses) and significantly entthegechpital intensitysee thein the

AppendixiThe IPO: the birth of a gi@nt @a2aNgferring to the overall market)

Peer

VVALE

2]

bhpbilliton

Peer

100000

50000

o]

Current vs Non-Current
Assets and growth

129139

- H
2002 2003 2004 2005 2006 2007 2008 2005 201020112012

2013 2014 2015

W Non-current assets (%) NN Total Assets s Non-current assets growth (%)

200000

150000

100000

50000

0

154553

2006 2007 2008 2009 2010

2011 2012 2013

100%
8%

40%
20%
0%
-20%
40%
2014 2015

m— Non-current assets (%) mmmm Total Assels = Nor-current assets growth (%)

Total Intangible Assets

2006 —

2012 CAGR_-» 432

683

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Softwares&Licences

2007
2012CAGR % 1357

2003 2010 2011 2012 20

“Bllll |II
-
2008

Peer

RioTinto

B B8

Peer

B 2secn

B vsocan

Currentvs Non-Current
Assets and growth

150000 200%
115457

150%
100000
100%
50000 S0%
0%
0 -50%

2006 2007 2008 2009 2010 2011 2012 2013

2014 2015

— Norn-current assets (%) mmmm Total Assels emhon-current assets growth (%)

80000 75987 100%
80%
60000 60%
40%
40000 205
20000 00%
-20%
4] 40%

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

m— Nor-current assets (%) mmmm Total Assels ==hon-current assets growth (%)

Total Intangible Assets

2006 —
o 2012 CAGR

m >
3000
2189
2000
1000 I
2007 2008 2008

4569

0
2006 2010 2011 2012 2013 2014 2015
Softwares&Licences
e 2006 - 1615
1500 2012 CAGR/,J
1000 —
500
28
a - - | - -

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

CAPEX/Number of CAPEX/Number of
Peer employees Peer employees
045 0.20
2002 - 040
w 2011 CAGR_—¥ 035 g 015
< 0,30 E
025 E 0,10
0,20 :
015
010 0,05
005
2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 - 2006 2007 2008 2009 2010 2011
B CAPEX/# of employees B CAPEX/# of employees
2006 — 012 2006 - oY,
2011 CAGR_—» o1 2011 CAGR_—» 006
0,08 0,05
oo 3 0.04
’ = 003
0,04 i3 0,02
002 @ 001
2006 2007 2008 2009 2010 2011 2006 2007 2008 2009 2010 2011
B CAPEX/# of employees W CAPEX/# of employees
SourceReSt F 62N GA2y 2F RFEGE F@FAELFot ¢
L YSNAOIYQa y238a G2 FAVIYOALE &t

Pagel9



LG Aa AYLRNIlIyG G2 y240S GKIFG Fff GKS&aS Ay¥oSadysS,
only in 2011Now imagine you are the CEO of Glencareredible doublaligit growth rates in the
market,many macroeconomics indicators (e.g. GDP, industrial production, inflation) saying you are in

the middle of an upturrsteadily higher growth in deand for commodities especially coming from the
unbelievablgrocess of growth dhe Asian developing countries. Thadd that all your biggestining

competitors, which at that time were aited, have proved that they wee serious about trying to
acommodate the upturn in the market by making significant investments in terms edunant

tangible and intangible assetsiven this background,enarequite sure that many of you wouldave

thought to try to do the same, following your competitors, asgwdating new levels of demand and

growth in order tonot be left outside alonerinally for those of you who were positive on following

your competition, now it is time to actuafyllowthe marketand make several investmetitsterms of

marketing infastructure, production plants and so ¢towever, hese investments areally expensive

and Glencore at that time hgdst US 1.4 billion liquidity in its pockets. Hence, the problem becomes

G KSNBE R2 ¢S Defbitely, seliif) le3s2tiatBgissew® in order to buy more strategic ones

could be a possibility, but the point is not to have only better assets, here the point is to make
investments to enable Glencore to have higher levels of production and to build an infrastructure which

is able © handle higher volumes and a more globalized international trade mé#rket.take into

account thatGlencore already had NBt SO yi LIR2NIA2y 2F RSodG>X KAIKSH
and thatD f S y (hantI&tQhat time is increasing in valuschksingleday, you might end up with just

three words: initial public offering.

Besides the fact that we canriatow whetherdvan Glasenbergy, KS | Ol dzZ- £ Df SyO2NB Qa
really had this pattern in minee know that Glencore did list in 20dfhdwe have data that seem to

confirm our beliefsindeed, the data areonfirming that:

1 Glencorewas already trying to increase their assets between 2008 and 2010, but Glencore
started growing its no®W dzZNNB y & | & & S (i lBetweet 20A1(asd 2BIS SNE Q f SOS ¢

1 Even though Glencore did not adopt IASUB8I the year of its IPO and therefore we have a
limited time seriesf intangible asset accourgtarting from 2011, we can still see an incredible
IANRSOGK Ay Df Sy 02 MmiBhRassetsy(3BERELG281¥ CAGRWhgse mafni I
accounts were warehousing, port righticenses ansbftware expenses

1 Dt SyO2NBQa AyidSyards 27F OntilRowg whch agdirddol veiyd Ay O
familiar and similar to the process through which mosbdf Sy 02 NEQa Yl Ay LISSN
before Glencore (some of them, e.g. Vahel Rio Tinto,-% years before Glencore and other

later, e.g. BHP Billiton, just few months before Glencore).
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For more detailedbservations refer to the graphs which are preserteidw:

Currentvs Non-Current Intangible Assets
Assets and growth S o o

18000 17341
o 16000 2010-2011
14000 Glencore adopted IAS
38 — Intangible Assets
12000

for the recognition and
accounting for goodwill

o o and other intangible
8000 assets
6000
00
00%
2000
210
-20% 0 W
2008 2009 2010 2011 2012 2013
® Intangible Assets
Intangible Assets
Growth
Breakdown (excluding goodwill)
4000 5
' 2011-2013 53 Salo
3500 CAGR v
e g9 2604 380% 1964
2500
2000
1500 —_— 1252
1000 I
s 438 376 485 326 315394
500 160 . - I 2,186 =
o .- 1238 ﬁ . . .
2011 2012 2013 2014 2015 2011 2012 2013 2014 2015
[ ] A %0 S ol g2 m  Future warehousing and royalty fees (scaled)
. Li ares o
. . . CAPEX/Personnel costs
Capital Intensity Ratios
Growth
2009 - 2013
e CAGR P
“0 19 —
17
15 15
13
™ 800
0 1.0 .
08 . e 08
Icnz Iuoa 0,05 0,04 I 0,04 I 0,04 IID_oa
2009 2010 2011 2012 2013 2014 2015 2009 2010 2011 2012 2013 2014 2015

W CAPEX/Provisions W CAPEX/Personnel Costs W CAPEX/# of employees and contractors ® CAPEX/Personnel Costs

SourceReSf  62NI GA2y 2F RIEGI
notes to its financial statements

In conclusionthe graphs above ar@clear proof of our assumptiondence it is plausible to state that
Glencore went public in 2011 in orderitave a faster and easier accessdarces of capitathich are
necesary to go through any stainablegrowth in terms of volumes produced and tradéthsthisthe

only reasonAbsolutely not. Definitely, there weatleasttwo other reasons to go public at that time:

9 To get enough liquidity for the planned merger with Xsttamerger with Xtrata, as we will
4SS Ay y STeé Me@&riGleditd®eNd Xstraga was an all equity merger, i.e. no
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additional liquidity was necessdigyr the acquisition of Xstrata. However, this liquidity was
necessary tchandle Xstrata financial debindeed, Glencore itself already had a relevant
exposure to financial debt (about 104% book levefagend the acquisition of Xstrata meant
also the acquisition Astrat®da FAY Il YOAIl f RSo600G3X 4 Keaddét 40800 & SN
book leverage, with @S 17,407 millioi! of net financial debt

¢ 1a + OF&aK 2dzi &adNF GS3e GleAch® da2 308 fronMarDRicB ytO 2 NB Q
founder, in 1994 to its management \Aamanagement bugput for aboutUSs 600 milion.
Df SYyO2NBQa Sl dzA (i earandenf 480%enseB30péntedper Ehare, aatidR |
put together with the numbers of share issued at that moment (and to be issued for the IPO)
gave an expectkequity market value of aboldSh 60 billion A 10,000% return, or 84%
CAGRover 16 years is something way above any a priori imaginatmy type of investment.
Moreover, nitial public offerings, mergers and acquisitions are the most common forms of exit
strategies for investors, which inthisBas 4 SNBX Df Sy 0O2NB Q& SYLX 2e8SSao
them decided to cash out tireshare&?, the IPQn few hours mad&00D f S y GehpldyeRst
millionaires and some @ Sy GeedUEv@si Ivan Glasenberg includationaires

The IPOE S give & avalue
Officially, Glencore went public wiain offer of a maximum up 1,250,000000 shares, whosaffer

price rangewasexpected to be between 480 pence and 580 pefitee nhumber of ordinaryhares
expected to be issued and sold in the @ldbfferwere1,132,075,472 of whicB893,292,886 new offer
shaes and 238,782,586 sale shatiess yielding 6,893,292,886 total shate®NB F SNJ (i2 &#KS F2 2

for the actual numbers)ThelPO initiativeraised more than expected with an opening price of 548

10 Book leverage is defined as book vaitifinancial debt on book value of equity. Glencore before the merger

with Xstrata had US$ 35,526 of financial debt and an equity book value &4 18%

11 Xstrata financial statements are available until 2D012. The merger with Xstrata, even if wasted in 2012,

gla O02YLIX SGSR 2yft& Ay Hamod CKSNBFTF2NB:I GKSasS RFEGE F N2
320 GKAA AYTF2NXIGA2Y FNRY (GKS F2tft2Ay3a aidlasSyYSyid oK
aidl GS yaSaf ZAe¥embier 2013 increased to B5$810 million fronS$15,416 million as at 31 December

2012 of whichUS$17,407 million of the increase was due to the debt assumed on acquisition of Xstid# and

2,872 million related to the net additional funding riegqment in excess of FFO required to fund primarily the

various ongoing expansion activifies

2 In the global offer of shares (1,250,000 shares), only 261,026,766 shares were available by the selling

shareholders.
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penceé?. In this paragraph, we want to understand which assumgtinterms of numbers, which could
have made investoesvaluateGlencore at a higher price than the expected official Glencore sharg price
whose valuatioin turnwe believe, as the time has praMestfew months laterwas already dzLJg I NR
a1 S ¢ Bdeéd®dwe computethe average closing prigethe following seven months we get a share

price 0of436 pence, which is far below the floor of the expected price ret&fepence).

800 600
548
I,
.il |}
0 | | ! 500
L= it 1T | b I 436
..!.ll. ............ peesjiend bosspis 1 ..... b it i e mnnnns el
400 li |“|i !l [ T ol it 400
il |
300 300
200 200
100 100
0 0

19/05/2011 19/06/2011 19/07/2011 19/08/2011 19/09/2011 19/10/2011 19/11/2011 19/12/2011

W Open High Low =Close
Source Bloomberg terminal

Ironically, Glecore IPO opening priceirned out to beDf Sy O2 NB Q& Y| E soYfazY & K| N.
Thereatfter, its share price, on asge, kept falling each year more andre, dropping to 400 pence by

the end of 2011 and reaching its bottom price-@80pence) in 2015.

In arder to check which assumptions were in the mind of the investors/market, we decided to run a
discounted cash flows (DCF) valuation. However, we want to underline that our exercise was not to try

to give a value to Glencore. Our main goaliv@s 0 daA ff d&l & Avitlfomeztandard corporate

finance toolsto put inthis boxsome reasonable assynions, which will be detailed ithe next sub

paragraphl YR (2 YI 1S &42YS &aSyairdAgradAirsSa 2y (GKS Yzal
usually are tk difference makers in a valuation, such as the expected growth of the revenues for the
mid-term. In this way, with a backward engineering approach, we can see implicit values of the average
investor estimation of interesting features in terms of the etgmbaeturn (e.g. 5 year expected

revenues growth, long term growtQYisk(e.g. cost of capital) profile.

Backward Engineering \&CF/aluation
Our assumptions are really standard hypotheses, which are commonly used in practice to price the

equity of aA NY® az2ai 2F 2dzNJ LINPEASE IINB ol&aSR 2y 0dza}
performancesor 1 KS S @2f dziA2y 27F Df &ndOR éxBronk variddles, ysuct ds & (i S R

13 Very simplistally, Glencore assumédK I (i D fefpygctea sh&edpiiomasa simple average between the

extremes of the offer share price range, i.e. pg8fice
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regulations (e.g. emissions regulation) or ma@oables (e.g. inflmn targets). All the main
assumptions, and their evolution throughout the estimation period, anengd up in the outline
below.Some others standard assumptions, which are not provided ioutfieed a I Ay | & & dzY LJ{ A 2

Main Assumptions

Variable Driver ; Reason ; The evolution
i Averages reduce outlier’s 22,00%
; : e 1 17,00%
ooy | AT
—2015 CAGR ("Discounted”): 16% "discount\;d” to take inté) I I . CAGR

account potential BRICS

“cool down”’ 2012E 2013E 2014E 2015E

96,10%  96,10% 96,10%  96,10%

COGS as stable % of COGS are na‘rurall\_f linked to
sal ! Sales; Glencore has !
ales ? structural low margins

2012E 2013E 2014 2015€

| 239,10% -
It turned out to be a stable driver 220,30% 226,60% 208%in
CAPEX as % of D&A among Glencore’s peer; set to 214,00% I I 2010
i reach peers’ average by 2015 | . . I

2012E 2013E 2014 2015E

2010-2011 average target 3.5%

Long term inflation of the countries where | 3%
growth § Avg Target Inflation: 3% Glencore mainly operates (long § 2.5%

term stable driver)

Higher administrative
i because of (i) being public;
Transparency and (ii) Glencore’s sustainability
emissions costs ' program (to mitigate
i emissions costs) will increase
monitoring and reporting

Even though usually SG&A account is
quite constant over time, we consider
an increasing account reaching public
peers’ accounts by 2013 and then
stable as % of revenues (0.7%)

NWC, for both Glencore and

| g " —
Net Working | NWC as % of ] Glencore’s peers, is
i H 0 "
Capital | Glencore's revenues 3 empirically and “by |
| ! construction” linked (directly | 2011E 20126 2013 2014E 2015€
proportional) to revenues | Revenues MNWC

are for e;lample: (i)Glencore tax expenses: Glencore actual taxes paid in the 3 years prior to the IPO
have been lower than the official Swiss corporate tax rate in 2011 (18.31%). Since it is almost impossible
to forecast the actual tax rate for each year in the imedong term, we just considered, as it is done

in the practice, figurative tax expenses for E2012 till E2015 (tax expenses were computed by applying
18.31% on the Earning Before Taxes accounts) and the average previous years actual tax rate for E2011;
(A0 Df Sy OweNfe dused & iinlevérdelveraged beta approach to compute the implied

Dt SyO2NBQa (iifDd SSNG CRPINS (0aS wé Baaeiassanted GapitdzMssé Pricing Model

6/ 1 tav FT2N) G§KS Ssicashordquity gyt SO DNBO20BNDG 2F RSodyY
SalAYLFLGA2Yy 2y (GKS 51 Y2 Rl NI ywbdiah isGeeg@hSusdd @rSyoingldpublic 2 A G S

companiegsee next page see how we got to the estimation of the cost of debt).
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Given the set of assumiphs and estimations illustratechdhe previous pages and in tA@pendixwe
got to the following three main results, which are the main ingrediérdgs 3Sd G2 SadA Yl S
FYR |yeé 2dukyInsikeFvaldel Q &

2010 2012E 2015E The evolution

4,90% .
- 4,40% 4,15%

Cost of debt 6.3% 4.9% 3.9%

WACC 9.19% | | | 7.77% 7.63% I I I l

4,21

9
=
=]
=
o
o
e
=
rrd
Q
-
'
-
v
=
W
[<3]
=
[o]
o
c
Q£
(]

Net income £4.218B £6.5B £9.48B

In order to get to the expected equity value, we just needed to do some standard adjustongetso

operating cash flowsThe adjustments that we have done considered natynalizedforecastablé*

items amon-cash items included to get to the net incof{ienet working capital, (idepreciations and
amortizatiors) andcash items not included to get to the net incofeapital expenditureskirst, we

have deducted/added increases/decreases of net working capital, which is made of inventories, plus
receivabbs, minus payables. Secondig have added back depreciation and amortization accounts,
LINS@A2dzaf @ RSRdzO(G SR { 2Finaly we dédicteD cadity] ExpeNdug@gting S A y O

the following expected operating cash flow

Accounts\Year 2011E  2012E 2013E 2014E  2015E

EBIT 5,087 7,477 10,138 12,059 13,264
less: Taxes (326) (1,369) (1,856) (2,208) (2,429)
Taxes on EBIT 6.4% 183% 18.3% 183%  18.3%
EBIAT 4,761 6,108 8,282 9,851 10,836
add: D&A 1,139 1,389 1,625 1,869 2,056

less: CAPEX  (2,366) (2,974) (3,581) (4,236) (4,917)
lessPNWC (2,709) (3,037) (3,397) (3,790) (4,215)

UFCF 825 1,486 2,929 3,695 3,760
Discount period 1 2 3 4 5
Discount Factor 93% 86% 80% 75% 69%
PV of UFCF 764 1,280 2,350 2,754 2,603

14 There are other nowash items which should be added back, such as increase/decrease in deferred tax
liabilities/assets, and ber cash items which should be deducted, such as gain on sale assets. However, we did
not consider these accounts which are too complicated to be forecasted, since are mainlyydexgadydinary

factors/events.
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Applying the estnated series of the discount factor (sitee Appendixfor WACC computationsthe

discounted series of cash flows plus the discounted value of the termina(U&&8 billion)gave us

an enterprise \alue of U 68 billion from g KA OK 06 & & dzo ( NJ1 @difngt Anamdial Sy O 2 NB
position we gotan equity ®lue ofUS 53 billion Given the number of sharesxpected after the IPO

(6.9 billion, we got a share price bf$ 7.76 which given the exchange rate of the day befoeel RO

($/£ 1.62 gaveusa share price df 4.79.This value is sensible to significant changes in its main inputs.

For this reason, we have run a sensitivity anatysthe main sources of uncertainfgomingout of

estimation processgs WACC, perpetugitowth rate and E2014 E2015 C&R of revenues growth:

E2011 - E2015 CAGR
14.00% 1450% 15.00% 16.00% 17.00% 17.50% 1800%  perpetual Growth Rate Share Price
453 475 499 f 5.46 594 5.20 6.44 250% £ 431

7.1%
7.2%

4.42 4.66 487 £ 533 5.79 6.03 6.24 2.75% £

78%
80%
8.1%

3.78
361
3.52

3.9
3.79
3.72

418 £ 4.58
388 £ 4.38
350 £ 4.28

5.04
4.80
4.69

5.23
5.01
4.50

5.46 3.50% £
521
5.09

W

A 74% 4.14 441 461 £ 5.00 5.56 5.75 5.97 3.00%
c 7.6% 391 4.16 436 g 4.79 518 5.40 5.62 3.25% £
C

oMo rh
M| oo
el el e B el )
o m o
mlm momom mm
oMo rh

The Sum dhe Parts Valuation
In order to check our discounted cash flow approach, we have used two multiples as control methods:

EBITDA and EBIT multiples. We have selected EBITDATahddaBsef two main reasons:

1 EBITDABIT multiple& S G NI O1 SR niatkévdld@anNds loetiein Stljedykaise
1 Other multiples do not work properly for Glencore. Inde@&tkncore even if slwgs similar
levels of net incombas revenues much higher thas peers shows lower levels. Signifibant

different levels of margins makes revenues comparison quite pointless in terms of valuations.

In order to make Glencofe&quity market valuation reliable, we need listed comparable firms.
However, as other giafirms, it is impossible to find a perfect comparable for Glencore. In these cases,

it is much better to divide the company into parts, to breakdown their corresponding accounts in terms

of EBITDA and EBIT and to find comparable firms for each of theXpartO2 YY 2y f & Ol f f SR 6
With all these data and once the multiples of the comparable firms have been computgdistitiis

matter of simple algebra. We had two ways to do this computatiaplitifzlencore intandustrial and

marketing activigs, or (ii) divide Glencore into its main industries (Agriculture, Energy, Metals
Minerals). However, there were just few companies which can be considered comparabldgrend at

same time are listed (e.g. NobleoGp). Inadequacy of data led us to choase second way to

decomposeGlencoreThelist of theselected comparable firrtsare provided in thé\ppendix while

(V)]
Q
o
P
&
puli
(@]
(@p)

15These comparable firms were also usedtO2 Y LJdzi S Df Sy 02 NB Qa f
WACC estimations (sé@pendiz Thé& IPOthe birth of a giarit 0 ©
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KSNB 68 LINREOARS (KS ydzyo S NSEBITOAMAEBR Bbreakdidwasliads Df Sy O
multiples, ad the resultsDf SY O2NBQa AYLIX ASR 9YGSNILINARAS I fdzSx
RSRAzOGAY I Df SyO2NBQa yS&iG FAYIYOALt LRAAGAZY Affd

3 A e e

Med
GLEN EBITDA EW:B::E}A Enterprise GLEN EBIT Median EV/ Enterprise
£2011 o Value E2011 EBIT 2011 Value
\ 1 . J (. J J
) ses36 | S| mam = | 15372 saa9 | $% | e B sw936
<
\ qr 9r
‘ — —
$3,642.8 83 10.16x & | s370107 $8,846 g@ 10.5x E5 | s29,6082
| i I
) son3s | $% 9.65x = | sso146 sa000 | $2 12.8x & | g6
s o
s1a894 | $73 9.55% = s14.2234 s1ass | $73 12.4% & 150834
 — | | — |
/ Share Price Equity Value — Share Price Equity Value —
£4.81 $53,603.8 $67,685.8 £4.86 $54,272.3 $68,264.3

Note that Glencor@ &inancial statements report EBIT@Ad EBIT accounts divided for its three
industries However, these three accou®sA Ry 2 I RR dzLJ (2 Df SyO0O2NB Q&

g2

in the years before the IP@he rest is usually explained by Glen@agie &/ 2 N1LJ22 NI S .39 h{GKS

In our valiation, for simplicity, we have assumed that this segment has multiples which are simply the
averddS 2F Df SyO02NBQa | I Nhetabizhniitighd f > 9y SNHe&X aSial

For graphical simplicityhé graphbelowsumsup our results

I IPO opening price
Q1 £4.80 5 £5.80
s 2
w2 ca79 £4.86
== . L ]
:G =4
> £4.18 £5.56
3
K3 ‘
el
1 Q i
PO
Minimum share Expected share Maximum share

price price price

1%\e have applied the same method also using EBITDA and EBIT accounts fromR201Sy 02 NB Q&
statements. The results epresented in theAppendixd & STRe IRD the birth of a giart.0The comparison
0SG6SSy (GKS Gg2 NBadzAZ & Aa |y lukgfdatoNBidg 200y adcoud Bidled 2 F

share prices close to £ 400 pence, whicturn yieldsan expected value creation of about 80 pepee share
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We can see thatach appoach(Discounted Cash Flows, EBITDA multiples and BBles)yielded a
share price lower than the opening IPO price. Only the sensitivity arsigsassa window wherehe
opening IPGhareprice was somewhat possible (in the upper part of the etguerangs). As we said

at the beginning of the paragraphis interesting to use our valuation tools with a backward engineering
approach.Ceteris paribusand usingour set ofvaluationtools, estimations2 ¥ Df Sy 02 N5 Qa
perpetual growth rate to gettoD f Sy O 2 M@ fricelwméeda E2011c E2015 CAGR of [17%
18%], which is significantly higher with respect to our estimatioobviously to what really happened
Interestingly, a E2014 E2015 CAGR of [17¥8%)] was about the 20062010 CAGRf the mining

2 |

/

AYRdAzZAGNE Ay 3ISYySNIf FyR 2F Df SyO2NB Q& YIAYy LISSNE

alreadyhave seerthis unique growth path was mainly driven by sensational growth of demand for raw

materials, especially coming¥o ! Ay RS@Sft2LIAy3 O2dzy iNASaz 3I22R

high level of GDP and industrial production and sdiomever, we have shown how there were some
potential evidences of BRICS and Asian developing cowddbdown We tried to accout for this
potential cool downby reducing our expected growth in revenues with respect to the recent past
NEO2NRa 2F Df Sy 02 Nain gehetlyoOtBeNoketall minhy mdastMa® &k
each commaoditieboom in history, with a similgath ofthe 2003¢ 2011 ae, lasted for no more than

3-4 years (as the 19401953 and the 1972 1975 booms)Evenif we have to pretend to be right

before the IPO, we would be in front 062003¢ 2010 boond = KA OK g1 & | f NBI R@&

boomin the history of the commodity market. Hence, we would have had a hard time to believe that

18% CAGR path&re sustainable for othér years, which cumulatively means a 12 year lasting upturn.

Overvalued or Perfectly Timed?
Today we can say that the s yielded by the valuationgere probably showinthe truth, but this

does not mean that Glencore was clearly overvalOadhel9" of May 2011, Glencore was considered
one of thediamonds of the commoditiesnarket Therefore, far be it from us to sthat Glencore was
overvalue | 26 SOSNE AlG Aa Ot SIFNJ GKFEG Dt SyO2NBQa
the overall peak of the market. The graphssented o the next pagavellillustrate the reasons which
led us toconsiderthe IPQperfecty timed Each grapehowsone of thethree commoditiessectors (i)
Agrtulture; (i) Energy (iii) Metals& Mineral(whichalsoincludesprecious metals for simplic)tyAs it is
clear from the graphs, basically each sector reached its histpea8l between 2008 and 201ih,
particularMetals & Minerals and Agriculturendiceswhich reached their peaks exactly around imid
2011.In order to show howhe valuef those indicebave never again came cldsemid-2011 values,

we included in the grdps their maximum drawdown ankeir running maximurat each observatidi

17These variables are defined by formulas which A f f dz& G NI (G S R TheyPOth&lfirth of adiiadity0 RbA E
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Luck or Skilts
b2¢g Al aK2dZ R 0SS Of SINJ GKFd Df SYyO2NBQa&tisstflA GAl f
interesting to understand whether, at that time, it wasgibleto know thatthe 19" of May 2011was

the perfect timingor whether they were just luclgnoughto go public at the right time.

Luck or Skills: Glencore fundamentals
In order to do so, the only way to understand whether Glencore could have grewriugther is to

FyFrfel S AGa o0dzaAySaa FdzyRIYSydl f aINBamsS iINEIEKSy d3Sal S
ordeclinel SyO0S> ¢S ail NISR {irancial t&gments iThelfikstShing @eyhadle y & Q &
done was to breakdown their revenuasd EBITaccounts into three pieces corresponding to their

segments (Agriculture, Energy and Minegaldetals):

2011 2012 2013 2014 2015 Average (%)
re: 1
Revenues _—
AMine
Breakdown .
EBIT Agriculture: 12
Breakdown Metals&Minerals: 64%
Energy: 24%
Source:R&f 02N A2y 2F RIGI
Metals&Minerals annual reports

Energy
Agriculture

G\ @Sy (KSaS NBadzZ Gaz FANRG ¢S o Rcat&ENMiRral baedd v I f & &
eventhough energy isrepresengmm2 & & 2 F (1 KS NI @ditgbii@is Aainlp febeya@@ NB Q

in the Metals& Minerals segment. Therefore, a significant drop pfiee of metak/minerak has a

greater impact compared to a drapthe price oknergy commoditiesThen, we moved tbreak down

these accounts even further to be able to focus on specific products. If the prbvéaksiown was
SIaate | @I A &finantidhstakeyientdis viay rd2abléasy and it required a collage Wwprk

putting together the information of GSY O2 NS Q& ¥ A y(mgiryAvbldmesapiotudef)Y Sy (i &
Bloomberg articléél Yy R Df Sy O2 NBQa Wi tliege dlatavel 3B eényatiid taibkegky &

down even further their industriaxposuresby specificproducts. Furthermore, in order to haee
NEFSNBEYyOS LRAY(G ¢S KI @S dzaSR GKS &aryYS oNBIl1R2gY

results are really interesting and illustrate that Glencore has an enormous exposure to copper, thermal

8 The reference to the articles used follows: (i) Glencore Credit Primer, by Richard Bourke; (ii) Glencore Primer,

by Kenneth W Hoffman and Sean Gilmartin.
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coal and zinc compared to its mining pe&rsich havean exposure about three times smallas, the

followingpie chartsshow:

16%; .
Copper| | <1%;
Thermal
Coal
Other 3%; Zinc
1%,N|cke|
/‘ Met Coal
Lead Aluminum
Mining Industry
SourceBloomberg terminal
hyd®S T2dzyR (KS / 2YLJ}

Aluminum Lead Other

Qil

Met Coal A0%;

Copper

6%; Nickel \

17%; Zinc
21%:;

Thermal
Coal
Glencore — Industrial
Y8Qa YI Ay SB & vakzBrderstayid § S NI a

how copper, thermal coal and zinc markets work.

Luck or Skills: demand drivearket and the BRICS role
It is safe to say for copper, ttmeal coal and zinc markets thidwey are pretty much demand driven,

differently from crude oil and oil related products, whose markets have much more frictions and

complications. Hence, we focusedthe main demand drivers of these markétsorder to do this, we

needed to know which are the main usages of these products and which are the most important net

importers.Here we provide the main results related to their main role in various indsistrie

Product % of industrial revenues

Industry
GLENCORE

s wonno
bhpmlmun

W

,

1

[

#

Industry

GLENCORE el woTino

bhpbilliton

e

&
o

\:

Industry
2% 8l riotine

g, &

GLENCORE
hhpbllluun

SourceReSt 62N} A2y 2F RIGF
CAYyi2Qa yR ! y3f2
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Demand driver

1 Building Construction: corrosion resistance, durability,
low thermal movement, light weight, recyclability
Power Generation and Transmission: copper wire
Electronic product manufacturing: electric wiring
Telecommunications: copper cables

Transportation vehicles: [20 kg-45kg] for cars and
trucks (mators, radiators, connectors, brakes, etc.)

Others
Copper

moa

1 Zinc galvanizing: 50% of produced zinc is used to add
thin layers of zinc to iron or steel to prevent rusting

2 Zinc as an alloy: zinc is combined with copper (to form
brass) and other metals to be used in automobiles,
electrical components, and building fixtures

3. Production of zinc oxide: zinc oxide is used in rubber
manufacturing and protective skin ointment

Others
Zinc

1. Electricity: Coal-fired power plants currently fuel 41%
of global electricity

2 Steel: 70% of steel production uses coal (Met Coal)

3. Cement: Cement is made by mixing calcium carbonate,
silica, iron oxide and alumina into a coal fueled kiln

4.  Transport: Coal-derived fuels, coal-based electricity,
and raw material (steel, cement, aluminium) to build
transport infrastructure

Others
Met Coal
Thermal Coal

I G Abl
' YSNAOFY Q& y




The outline shows how these three products are crucial for many industries, in which often they are
used as main inputs or, in the case of thermal coal, as a source of energy which is necessary to fuel

machines, kilns aneariousdeviceaused in theproduction process.

As we said earlier, in order to have a complete view of the market we need to know which are the
countries represeiigmost relevantopper, thermal coal, zimet importers. In this way, we can build

a grid based on two dimensiorisdustry and country) and analyze its most relevant squares in terms
of demand drivers. Here, we provide the main results relatade@ountries which play a significant

role in the international demand of these three products:

Product Top Importers Top Exporters BRICS — Key Findings
Asia China, South Korea, Japan, China, South 1.
Taiwan, India Korea, Taiwan
. N . 2.
( onl‘r.]\ z!‘ld. ngZlLé\ngc"U:iR Ehrf- ';E'“' Brazil, 3.  India: netimporter
South America olombia, Costa Rica clombia 4,  China: net importer
N South Africa, Egypt, Zambia, Congo, South 5.  South Africa: net exporte: frican
Africa Moracco, Tunisia Africa, Namibia importer
Asia China, Taiwan, India, South Korea, India,
Indonesia Kazakhstan, China 1. Brazil: net exp
o 2. Russia:doesnc
= Caribbean and Brazil, Colombia, Peru, Brazil, Argentina, 3. India:
H South America Argentina, Chile Guatemala 4. China: netim
South Africa, Cote Namibia, Burkina Fasa, 5. SouthAfrica: netimporter 5US0.22 b 17}
Africa d'lvoire, Ethiopia, Kenya Algeria, South Africa
China, India, Japan, Indonesia, Australia, 1. Brazil ﬁ'j s hot play a relevantro
] South Korea, Chinese Russia, United States, 2. Russia r p3
8 Globe Taipei, Germany, Colombia, South 3.
United Kingdom Africa, Canada ;

SourceTrademapa platform whictprovidesfor each countryhe
$ amount of imports and exports related to any tradable produci

All findings show aedr two clear common factors: Asia and BRIGSparticular Chin& and India
alone play a dominant role as drivers of the demahdhese commodities. Let us give you some

numbers to make you understand the size of the role of these economies irctnes®dity markets:

B owL/{ A& Fy | ONRyeyY G(KAINZ aAlKNYRIATZ FTRNAzEK NI ¥ WK G dvdtiza a A | X
20 Just to give an idea in terms of commodity consumpi@itinese2011 consumption accounted foalmost

overall 50% of the aggregate global consumption of zinc, lead, copper, nickel and cobalt. Here for the details we
quotetheiF 2 NY I GA2y 3FABSY Ay (KS 9 dzNB LIS of glabar Ahk éodcandafe | LILINE
production, 41% of zinc metal production, 62% of lead concentrate production, 44% of lead metal production,

18% of copper concentrate production, 39% ofnedi copper production, 39% of nickel production, aB&hf
NEFAYSR O020Ffd LINPRdAzZOGAZ2YE D
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CountryProduct Copper Zinc Coal

China 15 netimporter 2" net importer First importer
(US$$38.3 bn) (US$1.4 bn) (292 Mt)

India 9™ net importer Top 10 importer Second importer
(US$3.3 bn) (US50.44bn) (239Mt)

SourceTrademapa platform whictprovidesfor each
countrythe $amount of imports and exports related
to any tradable product

In corclusion, our findings enabled us to build a grid whose interceptionsabancan be considered
the main demand drivers d@he prices ofcopper, thermal coal and zincn@ne axis we have the
RAYSyYa&A 2y, whode ¢dingements Bré the industries tudheut to have a copper, and/or zinc,
FYRKk2NJ GKSNXYIf O21 f coisyfudtibng drangpSrtatiol BpenaaQransristian A ¢S @

Gelectronic products manufacturingand dtelecommunicatons ® hy (KS 20GKSNJ | EA &

RAYSyYaA 2y whas® eletmgniishiie ¢he most relevant net importers of the three commodities
under exami.eA Y 2 NRSNJ &/ K éBsatiésTRerefore, yhR grdwéaid tHe gvBlutiorof each
block of these dimensions may have a significant impact on the globalfpragger, thermal coal and
zinc. h the next paragraph, we will show how close is the relation betwdsan happened to these

commoditiesprices and the evolution of blocks of the grid previously illustrated.

Luck or Skills: the BRE0SI down
The historyf the commoditiesnarket has been characterized by mainly three booms, which happened

in different timesbut all sharedhe same three common factors: strong growth in GDP, strong growth
in the industrial production and significant positive levels ddtiof. If for the first two boom$ we
have not reliable data for BRICS, we do have them for the last ftacied around 2003 and ended

(

around 2011¢ KS RF G GStf dza GKIFIG AF h9/5 O02dzyiNAS&aQ D

developing Asiaotintries were flyingiearlyat doubledigit speedt YR S@Sy AF h9/ 5 02dzy/

a bigger weight icomputingthe global GDP (52% for OECD countaesis27% for Asian developing
countrie$?), BRICS Asian developing titans, such as India and ®@hieamoving through their
macroeconomic expansion, industrial maturation and urbanization process which are much more
copper, zinc and coal intensive thanseevolutions of thentangible developed OECD countriésina
alonecould almost explain theverall doubledigit expansion in 2008 2008. Indeed, between 2000

and 2005 the Chinese economy was moving about 28% of the overall global oil demand growth, 50% of

21 The first commodity boom weeferrer tostarted in1949and it ended by the end 4B53,while the second one
started in1972and it ended in 1975.

2 gourcedThe antgomy of three commodity booiss 6& al NAFYy wlk RSGT { A
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the aluminumdemand 84% of the steelemandand 95%of copper demand?®. Therefore, BRICS
devdoping Asian countries swallowed at least twite demandthan developed countries have done
in that period, since they not onlyere in the middle of a raw materials intensive evolution, but also
their were growing at a much higher speed compared to QiEGhiries (around 3% average growth
between 2002 and 2005 for OECD countries and about 8% average growth caterétideveloping

Asian countries)

Thereforewe now can assume th#tte fundamentaldell us that there is a strong and direct relation
belil 6 SSy GKS SO02y2YAO0 O2yRAGAZ2Ya 2F GKS .Ifthikis { O2 dzy
the case, then we must find a significaositive correlation for examphetweenthe Chinesémports

growth (for copper, zinc and thermal coal) @hd change in price of the respéee commodities. This

result isconfirmed by the numbers which illustrate a strong positive correfiti@iween the Chinese

imports growth and the growth of copper, zinc and thal coal prices during 2003 ap@11(e.q.42%

correlation between China copper imports and the copper price series compared with just 2%

correlation between US copper imports and the copper price 3eries

Now that is clear how BRICS, and especially @hthéndia aremain drivers of the copper, zinod
thermal coal prices, we wartb understand, by looking at the macroeconomic and industrial
background of these countrieshetherit was somehow possible forecasta BRIQ®ool downand a
potential consequential slowdowim the growth of the prices dhe commoditiesunder analysis. In

order to do so, we examined each square of the virtual grid previously illustrated, with a specific focus
on Chinasincethis countryrepresents what we could define the principal component efthtire grid,

i.e. theelement which iable to explain much of thariancdinformation of the entire datasét Hence,

first we show aggregate data for thggregatBRICS |y Rsquarésh theyf we provide the results of

the analysis separately for tihedian squares and iragticular for theChinese squares.

First, we analyze the main drivers of copper griédove all (as we have already explained), the main
driver of copper price wapperdemand coming from BRICS countries and Asian countries. If we look

at aggregate dat from 2000 to 2011, avjust see an incredible doubdiégit growth throughout all the

23 SourceiEA Oil Markewonthly Repors.

24 We used as source for the impoifsademap Kttp://www.trademap.org, a platform which gives for each
country the time series of the dollar amount of importsl @&xports related to any tradable product.

25 We adapted the definition to fit the metaphor. The proper definition of the first principal component is a
variable/object which represent the largest variance of the dataset, i.e. it accounts for the mdjdfity o

variability of entire dataset.
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years under analysis. Nevertheless, if we bdeakn the entire period into three smaller blocks we can

see something really interesting. The charts (see key findingjenfalicity) below show that the average
between the CAGR of the copper demand of BRICS net copper importer (China, India azdBreeil)

CAGR of the copper demand of the Asia zone is always positive between 2000 and 2011, but it has been
deceleratingoetween 2008 and 2011 after an unique growth between 2000 and 2008: (ix; 2005

CAGR (24.34%), (i) 2002008 CAGR (25.71%), 2002011 CAR (16.45%). Moreover, the graph

G/ 2 LILIS NJ L Yilluigrads Yow!thie Msiah share of the global copper atenreached its

maximum when Asia started having its econaraa downthus increasings impact on copper price

Net Importer: BRICS Copper Import: Asia

Key
Findings

CAGR %
2000-2005 CAGR  24.34%
2005-2008 CAGR ~ 25.71%
2008 - 2011 CAGR

2011 - 2015 CAGR —=758%

mpartgrowth (%)

SourceReelaboration of data available on tradema

A similar path is possible to be spotted for zinc demand growth for BRICS net zinc importer (China, India
and South Africa) and tleggregate Asiaone. Again, an aggregate 2602011 CAGR of 11.21% does

not leave many doubts about the sign of the health of the zinc derrtvadever, if yolook atthe key

findings we notice thathe averagebetween the CAGR of tlrincdemand of BRIC®trzincimporter
countriesand the CAGR of tlencdemandof the Asia zonéas beerclearly decelerating between
2005and 2011 after aimcredible growth between 2000 and 2005: (i) 2Q@D05 CAGR (16.24%), (ii)
2005¢ 2008 CAGR (4.53%), 2@08011 CAGF0.50%0Y°.

Net Importer: BRICS Zinc Import: Asia

5000000 50,0 Key
oL Findings

CAGR %

00000 o 2000 - 2005 CAGR 16.24%
0,00% 2005 - 2008 CAGR 4,53%
— ZOZ]S!-ZCIHCAGR
2011 - 2015 CAGR 0%
0 P PP T ED PP DD DD P

B Asianzincimport M Shareof global demand (%) Import growth (%)

SourceReelaboration of data available on Tradema

26We used as source for the impoftsademapwww.trademap.org)
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All the graphs and the data we have illustrated so far are related to aggregate data relative to BRICS and
Asia. Both of them have twomuntriesin common: China and India. Tdeveloping processes of these

two countriesalone have been abte sustainasteady growth in many commoditipgces (in particular

for our analysigopper, zinc anthermalcoal). In the same way, they were able to make the market
collapse when these processes had cometod G SYLI2Z NI NB Sy Ré @

For China, we have brokdown the period that goes from 1990 till 2G1ito 5 pieces (1999 1995,
1995¢ 2000, 2005 2010, 201Q; 2014) and we have analyzed proxy variables both foe¢baomic
health of the country(GDP, employent, ubanization) and for the health of copperal and zinc

intensive industries (energy consumption, telecommunications and transportation).

For hdia data were less available and for many industries they were fragmented. For this reason, we
decided to focus on the most common proxies for comnyodtiirket upturnshigh GDP, industrial
production § y 0 KS IBENdndiilatiord &

China Analysis
Macrovariables show a decreasing patter in the health of the country at any level (GDP, employment
and urbanization)Overall energy consumption hs§2 ¢y | & f 2 ¢ R 20ty natuglRasl a O2 |
ydzOt S NE @gAYR¢ &adzoadAddziazy LINRPOS&&a> YSEyfteé RNRAL
generation capacity. Indeed, if we compare CAGRs before 2005 to the 2006 CAGR we notice a
clear slowdwn for oil and coal consumed energy, but a clear increase of the hydro, nuclear, wind and
(especially) natural gas consumed eneRBglow we provide the graphs that sum up our findiogs
economic health and coal intensive industries

Energy Consumption Macro Variables
(CAGR) (CAGR)

11

19,44
y 18,18%
1 7% % 13,259 .
1 18 1%
] 4,01% 4,139 3,54%
- - B - 2.74%
6 I I 05y . 708 114 a4 o
. od y t

SourceReelaboration of data available on the databases of the
Nationd Bureau of Statistics of China

2TFor China data&vused as sourdbe National Bureau of Statistics of Chimalatform which gives for eagkar
the data related to Chinese nraevariables and data related to many industries, among which we have selected
the ones which are more copper, zinc and coal intensive.

BFollowingd KS T A yTRelayaibeny of tAree dommodity boanisy Marian Radetzki
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We can spot theamne pattern in copper and zinc intensive industries, such as telecommunications
(especially coppentensive and transportation industrieBor the formerall the variables thate have

selected are showing a decelerating growth, with some of them repehnegative growth between

2008 and 2011 The variablesvhich we have selectedo proxy the growth of the Chinese
telecommunications industrare the following (i) capacity of londistance telephone exchanges
(expressed in circuit), (ii) capacity oficg# telephone exchanges (expressed in lines), (iii) capacity of
mobile telephone exchanges (expressed in subscribers), (iv) length of copper cable and fiber optics lines
(expressed in km) and (v) length of long distance optical cable lines (expresseéar the latter, we

Oy aSS GKS ar YS dasédNd piokyéthe Chinesé Kahspaitatidthinddstry s (i)

number of locomotive railways, for railways, (ii) length of highways and (iii) the expressway for routes.

Telecommunications Transportation
(CAGR) (CAGR)
Railways Routes
2,15%
m B =

SourceReelaboration of data available on the databases of the
National Bureau of Statistics of China

India Analysis
Marian RdetzkQQ &  LdFheJanhtbmy of three commodity boanilkistrates some really interesting
findings about the main predictors @ontemporaneous evidences ofsignificant upturn in the
comnmodities market. Briefly, Marian Ratzki shows not only that GDiRdustrial production and
inflation are positively correlated with the commodity market, but also that high levels of GDP, industrial
production and inflation are all common factors to each of the threa ommodity booms of the last
70 years (1949 1953, 1972¢ 1975 and 2008 2011). As we mentioned before, sirmdydiscontinued
datawere accessible for Indian industries, we decided to run our analysis on the basis of the findings of
Marian Radeztkand use her variablesvhich insteadfor India were available for subscribers of
G L y R A as @roxiesiséfulfor our analysisOnce more, we can see that tgeowth of these proxies
has been always significantly positive, but if we use our breakdown approach wWefihs growth
path started @celeraingsince 2008Even though for India is less evident that for Caimdhthe other
BRICS countriewe can still see a decreasing path in the inflation (yet onlyuthitaQ1 2011 should
be considered) and clear difference in the level of industrial mtoxu (IIP) growth between 2004
2008 (12.32% average growth) and 2q@®11 (5.34% average growth).
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Industrial Production Inflation

200 177 18% 14,00%

120 1655 1702 172 172 1 12.40%
152,9
160 , 14% 12,00%
140 6 12% 10,40%
120 100 p 10% 10,00%
100 2% 8,40%
80 6% 8,00% 7,37%
& 4% 5,97%
40 2% 6,00% ’
20 0%
0 2% 4,00%
o A S 9 (8] o ! 2 b o
& F S S S S S S S 2,03%
N Y T S S e 2,00%
& & F & F F O O S O O
A SR AT
0,00%
= P (scaled!) Growth (%) 20092010 2010-2011 20112012 2012-2013 20132014  2014-2015

SourceReelaboration of data available on Indiastat

Conclusions
In conclusion, we can say that there were some evidences which could have itlespatentialcool

down of the commoditiesnarket, inparticular evidences which were coming from BRICS and Asian
countries, such a€hina and IndiaHowever, these evidencesvhich areaggregatelyreported for
simplicityin the outline providedt the bottom of the pagé, cannot beconsiderecenough to conltide
GKIFIG GKA& Lth gla AyidSyidazyltte LISNFSOGfe GAYSR
cash out strategy. Why May 2011 and why not end o1 2@.combination of necessitiedated to the
need of new sources of capital (e.g. in oresustain (i) the strong growth of BRICS countries, (i) the
increase in the demand of the those commaodities which Glencore mainly extracts and trades, (iii) the
capital intensity evolution of the market, etc.) and the awareness of knowing that Glemsoiteating
at what potentially could have been the historical peak of the market, led Glencore set its initial public
offering in May 2011.

Key Factor Findings

Key
" Product ™

Ores and coal are mainly demand driven products, as opposed to
energy related products, such as crude oil, which strongly depend
Coal \ on other factors (e.g. technology shock related to extraction

"\\ techniques, international organization such OPEC, etc.)
. BRICS cool
down
Zinc

BRICS, and in particular China, have represented since the 90's
large shares of the global demand for copper, coal and zinc, with
peaks of about 50% of the overall global demand for these
products. Our statistical computations confirmed this strong
Copper "\ relation, showing that BRICS demand are the most correlated with
these products’ prices (e.g. copper-China 42% vs copper-USA 2%)

BRICS, and in particular China, stopped their incredible double-digit
growth (in particular 2000-2008), starting to slow down in their
BRICS cool GDPs, employment rate growth and other macro variables, which
down had a direct impact on BRICS imports and in turn on BRICS demand
for these products. Not by chance the peak of BRICS cool down
coincides with these products’ lowest price in the last decades

Distressed Market

PTheoutlinesumsupallthgfiRA Yy 34 2 F G KS LI NI 3 Nlphskgraphp. Tr@de firdlifgs eteA £ £ & ¢
also very usefulor the analysis carried ouh the last chapte(in which they will recalledPostc Merger.

Glencor@ @structuring @
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Ivan Glasenberg, the CEO of Glenattkat time, probably knew that ivas the right time to go public.

HowevEZ (G KSNB Aa aGAff || RAFFSNBYOS 06SisSSy GKS a
the former was in the mind dfan Glasenberg and otheiS y O 2 NB Q & N&ver®aleds)itis@jdita ®
unrealistic to assume that lvan Glasenberg and hislarew that they were sitting on the highest point

of their massive gold pile.
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The MergerGlencore & Xstrata

PreMerger
In the previous chapters, we have already talked about Glencore before the merger with Xstrata. In this

paragraph, before moving to thealysis of the merger, we introduce Xstrata-prerger.Xstrata was
founded in 1926 in Switzerland under the name of Siudelektra AG with a business model based on
infrastructure and energy projects mainly located in Latin Amdrearelationship betwee@lencore

and Xstrata goes back to 1990mhen Glencore acquired a 34.5% stake in Xstrata's equity and
legitimately became one of its major shareholéernn 1999 Sudelektra was renamed Xstrata and the
company started to focus on miniagtivities. &eadyd @ (1 KS S, thaiksdo amapid stradegyy of
acquisitions and investmegiXstratawas one of the major mining groups in therldoSome of these
acquisitionswvere: (i) the coal assets purchase of the former Enex and Duiker in 2002 for which Xstrata
paid Glencore more than $2.5 billion after a faile®, (i in 2003 the purchase &fIM Holdings,
ldza NI €A Qa fFNBSAd YAYAYy3 INRdzZLI ¢ KA Dokompleté | (
this deal Xstrata paid $1.7 billion, a really loffeo for manyanalystsbut due to the company's financial
status the deal went through(iii) Falconbridge acquisition, the world's number 3 nickel and zinc
producer and one of the world's largest basetals producersThe alliance betweeXstrataand
Fdconbridge made Xstrata the fifth largest mining compparsg behindBHP Billiton, Rio Tinto, Anglo
American and CVRIhese acquisitions are just a few examples of the crucial actions that led Xstrata in

its path of evolution and growtln the table bedw we wil see other significant moves:

{2YS 27 reled@mitatduisiiodsdetween 2002 and 2011

Duikerand EnexCoal . 2.5 2002  Thermalcoal
MIMHoldings . 2.9 2003 Copper, coking coal, zi
Falconbridge 18.6 2005-2006Nickel, copper

33% Stake in Cerrejon 1.7 2006 Coal

Elan Platinunm Holdings 1.0 2007 Platinum

Resource Pacific Holdings 1.0 2008 Coking and thermal coa
24.9% Stake in Lonmin 1.8 2008 Platinum

SourceReelaboration oMarketlin€'s reports

Thanks to the success of these acquisitions, Xstrata jumped into the spotlight lzeooenof the giat
mining groupslisting in 2002 its ordinary shares at the London Stock Exchange and thet&kiss S

Exchangevith a presence (operations and projects) spread out in more than 20 countries: Argentina,

30 Souce: "Investors protest over Xstratacoaldedl o6& wSo6SOOF . NBIFY FyR YIFQGS
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Australia, Brazil, Canada, Chilen&hColombia, the Dominican Republic, Germany, Mauritania, New
Caledonia, Norway, Papua New Guinea, Peru, the Philippines, the Republic of Congo, Singapore, South

Africa, Spain, Tanzania, the United Kingdom and the United States.
In terms of business cagXstrata’s operations at that time were divided in five main business units:

91 Alloys: one othe world’s largest producers, witiperations baseci South Africa;

1 Coal: largest exporter dhermal coal, withmines in South Africa, Australia and Colombia,
projects in the countries mentioned and Nova Scotia and Canada. This unit alsodrtheage
group's iron ore business;

1 Copper: world's fourth largest copper producwith main operations in Soutand North
America and Australia,;

9 Nickel: fourth largest pradter of nickel and one of the mamportant producers of cobalt,
with operations in Canada, Dominican Republic, Australia, a refinery in Norway and huge
development projects in Cada, Tanzania and New Caledonia;

9 Zinc: one of the world's largest minergslgroducers of zinevith operations in Spain, Germany,

Australia, United Kingdom, Canada and development projeatssinalia, Ireland and Canada.

As we can see Xstrata became one of the leading players in each one of the manlteth was
operating As a whole Xstrata reported revenues of US$ 33.9 billion , EBITDA of US$ 11.7 billion (growing
at a 9 year CAGR speed of 45.5%, from a value of UB#idndn 2002) and equity market value of

about US$ 29 billion (100 times greater if compared witi 2@0ues).

Besides Xstratafpredato strategy,another philosophy that hpked the company becoming a mining
giant wadts emphasis on cost reduction, which is by far one of the most important profitability drivers
in the mining industry. Indeeistrataand its commoditiesompetitors are unable to set market prices
Therefore for a mining playethe ability to reduce costs is crucial to achikigherprofitability targets

and competitiveness goalslainly, Xstrata achiewkthis cost reduction by focirgy on productivity.
Decentralized managementsohelped the company reaching the desired productivity standards by
believing in its peoplegivingthem power to takedecisions within their commoditiesegment since

they are the ones who know bettdre bcal business environment, makihgm responsible for their
adions, in turn motivatinghem by being involved in every step of the process. This management style

is pretty unique in the mining industtyut it turned outto bereally effective for the copany because

1 002 NRA Yy 3 Reommkrsed Bardansder df equals of Glencore International PLC and Xstrata to

create unique $90 billion natural resources géd@p12)
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it allowed Xstratato hire fewer employeesbased on motivation and qualitather than thousands.
Y2y 3 - aGNF Gl Q& 0 dza Ay $alréprebetsyh® adin casthsavigenz( a & BIE ( IR@ dzo
ability to export enormous volumes thermal coal thus allowing Xstrata to &ke advantage of
significanteconomies of scale. In the table belome can see howstrata's productivity approach

helped the company savilgindreds of millionsf dollars.

Cost savings, US$ m Cost savings, US$ m
600 4,00%
400 3,00%
2,00%
200
1,00%
0 0’00%m<rmcor\ooc>o\—|
5 F O O QPO O N
Q7 L O O O & L & © © © © 9O O O d
O N S S S SO SO SRRIRIKIKIKIRKRRR

SourceReelaloration ofMarketlin€'s reports

In order to keep growing, Xstrata also focused on investsigpitegicfacilities and Greenfield projects.
For examplethe Antapaccay projedta copper mine and was part of the Tintaya open pit mine
purchased by Xstrata 2006 for the amount of US $75&in Peru proved Xstrata's ability to create
value for its own beyond acquig existing mines and companigsfter fiveyears of study and
development of the project, the mine started copper production in November 20&Xirst year of
operations the mine generated over US $2.5bn EBIfiD#é recuperatinghe purchase fee innly 18

months:.

For the sake of completengsse providey GKS (Fo6fS o0St2¢ - adNIGlFQa Yl

Glencore Xstrata mergérin the next paragraphsye willshowhowthe merger changethis structure.

Shareholders Dec07 Dec08 Dec09
Glencore 34.40% 34.45% 34.38%
Capital Group 5.27% 4.94%
AXA 3.06% 3.06%

Black Rock 4.21% 3.02%
Qatar Holding 12%

SourceReelaboration oMarketlinedatabases

32 Sairce Marketline.
BSAZNDOSY RI G Fwwiv.dihidgtedhriolbdy.comiprojéctsantapaccaycoppermine-LJS NHzk ¢ ®
34 Note that any data of Xstrata prior to 2011 are not publicly available. For this reason we had to rely on various

odanalysNB L2 NI Ad | SNBZ 6S NBFSNI (G2 al N SGtAYySQa NBLERZ2NIao
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TheDeal
In this paragraph, we are going to illustrite mainfeaturesof this M&A dealFirst, we introduce the

deal byexplainingits origination. Secondve focus on the termef the deal and the factorghich
usuallycan bethe difference makers in any merger, such as the form of payragnérgies and so on
Finally we analyze theerticalintegrationgenerated by the dealyhichcan be considered the most

relevantand unique featuref this transaction.

TheOrigination and th&fargetSelection
Before starting to talk abotkhe results of the vertical integration generated by the meffem now

2y 3> Mergek 0a 0 S 6SSy Dt SyO2NBE | GRug B3 N& S I ¢ loyFiINRBY2 yRHC
it started, on the main benefits aisgnergies behind this deal, and on why it took much more time than

planned.

The Mergerre-opened the apparentlyfc2 & NB ¢ d S\ Yy  dukell © Kreake $dmimaditgiining

giants suchas BHP Billiton and Rio Tinto. The Merger was announced in earlgriFel@ii2 by the
correspondig drectors of the firms. At théeginning the Merger was announced as ansilbre

merger of equals, whose duration was estimated to be around two or three quarters (expected to be

done by Q3 2012). However, thead did chang in the nerger process and it has been completed as a

LJzZNBE Df Sy O2NBQa (I 1S20SNJ 2F - a i ahbuidb@days)l Besidgsa Y dzO ¥
the form and the terms, what did not change was the substance. Indeed, the deal really created what

at that time was considered a minimgihmmodity titan spread out over more than 50 countries and

dealing with more than 90 commodities.

There were many reasons why Glencore wanted this deal to be done. First, the combination could
create aUSh 90 billion fuly integrated group with &S 200 billion sales business, which could really

ar1S I asSrd rd dkKS dAdlryaQ d1FofS I yRankiagketgd Y dzOK
peer. Second, the coal industry was still living a partial upward soemainly driven by the emerging

markets, whose extreme slowdown was not reached yet (just in 2014 startedlzabe slowdown in

iKSaS O02dzyiNASAaQ INBGgUKO® LYRSSRI UGKS 021t O2yac
to kick in at CAGR sk of around 5.1% (5.09% and 5.12% respectine910 and 2018}, which in

turn helped Xstratdo register an incredible doubligit growth between 2010 and 2011, bahthe

EBIT (19.3% growth rate) and at the net income (19.7% growthlea&) Thid, the compatibility

between the two groups. After all, the deal started as a merger of equals. Undoubtedly, there was a

perfectfit in the integration process$ we mentioned befor&lencore already owned a relevant stake

®Source9 Yy SNHe LYy FT2NXYIFGAZ2Y !VARWRIgEAR2®NI GA2Yy S @At ofS i ¢
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of Xstrata and the vertical egration and collaboration between the two was already significant), which
basically gave the chance to the complementary businesses to complete trsdin tbEesupply chain.
Furthermore, the two companies had masther features in commorfconsiderabldessdrelevant ,0

such aghe fact that both Xstrata and Glencone disted on thd_.ondon Stock Exchange, both have

low-tax headquarter in Switzerlansharinga similar competitive management culture, beyond the fact

that their CEOs share the sameha&y I f A& 0020K aAOl 5 @Aaz - aidNt
Df SyO2NBQ& / 9hE INB FNBY {2dz2iK ! FNAOI O ®

Synergies and Benefits
Ly GKA& LI NI} INILKI 6S LINPDARS | -NBRUAIRE Y8 £ A OS¢z F D
synergies that were behirtble idea of this deal. What is sure is that a wide set of benefits and synergies

could be activated by finalizing this deal. Let us illustrate you what we believe are the most relevant
LR2AyGa 2F GKAA a0oSYySTAG yR aedgySNBe ftAadéy

1 The Merger was clearly ctéeag a new entitywhich could create value at each step of the
commodities chain, starting from the extraction of the raw materials to merchant activities at
an international and really diversified level. Such vertical integration would take years to be
made internally by each of the firms. However, time here is not the only asset that was acquired.
Indeed, besides the extension of their business procgsellergercouldallow Glencore and
Xstrata to share their business experience, network, strateg@tsaand operational excellence.
Thusthe Merger wagreating a new group based on an improved and fully integrated business
model which ensuigmore flexibility, an enhanced optionality (a corporate structure which
would have allowed the Group to addpeir trade flows quickly and more easily to changes in
the demand level or growth) and the joint of compésrtary project pipelines whichoald
allow higher level of growth, especially coming from the emerging markets;

1 The new group wouldavebeen the new global leader in many commodities markets both at
the marketingand production levelThe dobal leadership wouldaveallowed the Group to
exploit enhanced economies of scale and a geographic hedge mainly ensured by their global
presence whichin turn would have also ensured the Group to capture market insights via
superior market intelligence, information and opportunities not accessible for other market
players.In other words the Merger ould create a Group whose operations woludve been
perfectly establisted in most of the industrial and emerging markets with more than 150
facilities (including offshore oil facilities mining and metallurgical facilities, farms and
agricultural facilities for a net asset value of US$ US$69.6 billion) buildingwtmeenchant
leader in ferrochrome and thermal coalpew leadein integrated zinc productiorthe third

global copper producer artte fourth global producer of nickel
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1 The combination of two firms represewt a perfect fit both in terms of cost structa and
apparentlyfinancial strategylater we will illustrate why only apparentlindeed, regarding the
cost structure both firms have shown a clear cost improvement track record, which confirms
their ability and will to enhance theiiperating efficieny each yearlRegarding the financial
strategy they have also shown consistent and compatible financial strategies whigkdallo
stronger access to equity adgébt marketf 'y R Fy AyadlydlyS2dza SyKtl
NI GAYy3 6F OKASOAY IATNR Y. I ;. &. .A.YR diaNINR $ ND

9 Besides the strategic side of the deal, there are many others operational diinensave worth
to be mentioned:
i) Improved marketing and trading interfaces and logistical infrastructures;
i) TKS FoAtAdGe (2 dzaohveRdisSrgnOraorelamanewt straeBicSocaidns S (i

and geographic baseand

iii) Broadened flow of products with more differentiated and diversified produn#) in

terms of quality and in terms of specifications;

In numbers, these synergies generated abo8&2 billion which were achieved viang-standing

benefits and on@ff savings. Regarding the formers, Glenaeareonly estimated additional US$ 500

million EBITD®A(on an annual basevhich was later downward adjusted to US$ 450 mjjljgrincipally

coming from the optimization of freights, contract pricing terms, blending opportunities, custom fee
procurement and marketing overheablyt alsoachieved a reduction in credit spreads, due to the
repositioning of the enlarged group’s credit profile, ro@ BB RA 0 G ¢ NI RAy 3¢ . .. G2
(S&P rating rankings), which ensured a US$ 145 million savings in terms of financial interests. Regarding
the oneoff savings, Glencore generated significant cost savings (about US$ 1.4 billion) resulting from
three main phases: (i) closure of Xstrata's head offices in ZugratwhL (ii) rationalization of divisional

head dfices structure, and (iii) egoing operational efficiency among other benefits for example:

1 Enlarged marketing activities and volumes asréhe copper, coal, zinc, nickel and
FSNNRIftt2ea a || NBadAdG 2F GKS YAE 0Si6S¢
trading and marketing structure;

1 Enlarged volumes euring cost savings, whiclwere mainly provided by the

exploitation of higher ecamies of scale at several stagé the production process,
SALISOALEte& FT2NJ Df SYO2NBQa FTNBAIKGE tf23A4ad

®¢KS ! {P pnn YAftAZ2ZY 9.L¢5! | RRSR OFftddS s1a O2YLddi SR
by implementing | yFfeaira 2F LI ad YINJ]SGAyYy3I orvakeNmigesdandtby R - & (i N

assumingipfront costs realized in S2 2012.
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1 Increased ability to exploit arbitrages in their marketing business given by the
opportunity to accesw an enlarged geographicalgtture, improved logistics, a more
extensive mix of piucts and new blending ability;

1 Reduced corporate inefficiencies as a result of the removal of redundant expesditure
such as duplicated head office costs and other expenses which are not attrihatable
a specific business unit.

All these points put together have created a new entity with unprecedented feHtuvesich

positioned Glencore imaunpopulated side of the commodities markat the chart below illustrates:

@ Integrated monolists

@

@ Globally integrated players
(3)  Focused locals
4

3,
O Diversified players

Number of geographies

'

/ol\/lost of Glencore’s and Xstrata’s
competitors are conceptually positioned in
this area. However, none is diversified
across all the sectors (e.g. mining) and
business lines (e.g. marketing activities)

Number of commodities

£ o
'\J The size of the circle represents the market capitalization of the player corresponding to the circle

Building a Global Commoditi@smpany
The merger between Glencore arXstrata was completed after 451 daysn May 29 2013 - and

formedthe fourth biggest mining company and the biggest commaodity trédesmbined entity which
was soorranked twelfth in the Fortune Global 500 listtbe largest companielsy revenuesin the
world. Todaythis alliancemploys 200,000 people@ind the world and hasperations irf0 locations

and 50 countries.

Ownership and board reconstruction
The Merger hadeveral impacten the two entities espedlly in terms of business model, corporate

governance and ownership structure. The next graph shows the main shareholders of Glencore before
the Merger (December 2012) and the ownership composition after it (December 2013). As we can see
if we comparehe shareholders aKstrata before the Merger to the finalvnership compositiorthe

ySg O2YLI yeQa YI 22N &Kl Kb Radadk @igis (Qatarinvestingh® aindzR S a

Black Rock), with combined stake of 14.15%. Othetevantinvestorswere the Norwegian pension

37 @This(referring to the MergerWwould create such a different animal in the space, with huge flexibility and

optionalty to get value from exploration to delivery of proddct.company has that capabiéfyMr. Mick Davis
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fund NBIM, Scottish Widows, Threadneedle, Standard Life Investmentsjesshemdthe US fund
Knight Vinke.

Major Decl2 Deecl3
Shareholders

Ivan Glasenberg 15.52% 8.3%
Daniel Mate 588% 3.17%

Telis Mistakides  5.84% 3.12%
Tom Peterson 5.16% 2.76%

Alex Beard 4.51% 2.41%
Qatar investments 8.42%
Black Rock 5.73%

SourceReelaboration ofAthens Jarnal of Business and Econorffics

Glencore has always been a really particular case in the industmpgdeownershigtructure Indeed,
I 6A3 LISNOSyidl3S 27 Dt Sy G2 dhagemerdsometBingireally tare na O 2 y (

the industry as we can see in the graph below:

Management’s ownership

0, 2% 0,3% , 3%

AngloAmerican gl bhpbilliton RioTinto X e e T Fovmees \‘
b i ov. BB | GLENCORE
Source: Reelaboration of Glencore CE®an Glasenberg. Miami.May, 2012 and GlencoreXstrata Global Metals,
Mining and Steel conference.May, 2013
This structureg I & S @Sy FdzZNIKSNJ AYyONBFraSR o0& (GKS aSNESNE
24.86% (from 16.82%) of Glencore Xstrata shares, at which we skidutd10.84% of shares owned
o0& DfSyO2NBQa SYLX 2eS8Sao Dt Sy Oawds, ol chrbtdké@s off KA a

38 Source:"GlencoreXstrata. The Profitable and Untethered March to Global Re@mmirance'by Nina

Aversano and Titos Ritsatos.
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assets Aside from lvan Glasenberg, Glencore’s CEO whanslifiduabiggest shareholdevith 8.3%
of Df Sy OsPakds, @theinternal owners arethe zinc division head Daniel Mate with 3.17he
copper marketing boss Telis Mistakides with 3.1R&«oal marketer Tor Peterson with 2.76% &mel
oil division head Alex Beard with 2.41%.

The board also experienced some imporimnges after the Mergefor exampleSimon Murray left
as Independent NoExecutive ChairmanmAnthony Hayward (Senior Independent Director) also
assumed the position as Interim Chairmanlevidoking for a permanent on@eter Coates, former
IndependentNon-Executive DirectoiNED)pbecame Executive iBctor along Glasenbergi Ning left
his position as INED aS8teven Kalmin also left his@#&utiesFurthermorethe Groupwelcomed Peter

Grauer and John Mack msw INEDs.

The new entity’s boarid notincludeXstrata representatives, Chairman John Bond, Steve Robson, Con
Fauconnier, Peter Holley and lan Strachhn either resigned orv& R 2 F ¥ & - MickDavis I Q& / 9
and CFO,Trevor Reidresigned in late 2012, getting millionaire golden parachirtecash payments

(e.g.Mick Dauvis left the company receiving £14.2 million in cash payrlentsnclusionthe fact that

the new boardwvas composed exclusively by @lere’s members is one of the clear prothest this

deal was guretakeoverof Xstrda, despite thedeconomicé  awhiBhSnmader it £ 221 & | & Y

S |j dzl(efgasémilar net income values).

Vertical integration
Vertical integration has been the reason behind many acquisitions in numerous industries around the

world. However, his mer@r represents the first largecale test of vertical integration in the mining
industry, bringing together a commoditiémder and a miner trying to secure their supply of resources.
On this matter, the history is against Glendm@nd Xstrat® decision Indeed, thebusiness model
targeted by the Merger was in the mindrafiny large mining companieser the past two decades

and almost the totality of them héeft behind their trading divisions as we will review later on.

These companiewhich tried such vertical integration in the mining industry failed in their model
turningout not to be profitable enougfihereason is easy to understargiyen thatthe profitability of
trading companies is nothing compared to the earnings of mining comp@miase hand, for the ones
which have tried, it turned out to be too complicated to combine the two different approaches and
business models. On the othleand many did not even try thinking that such a combinati@as not

worth it.
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In the next grapjwe can tearly sedhe results of the vertical integratipplacing the Groun every
single step of the value chain, from exploration to marketing and trading, unlike its donspetiich

have found success focusing on its core business either as minerseos.trad

If Glencore and Xstrata succeeded in their strategy, this alliance could have meant a reshape for the
whole industry forcingampetitors to follow their lead. The commodities market collapse started in
2014 made quite complicated to evaluate this tetgg. Besides the fact that the market so far seemed

not to appreciate this business model (Glencore among its peers is the one which suffered the most in
the peak of the distress, as we will deeply illustrate in the last chapteprolvably still havea wait

for calmer waters to know whether this initiative was a real success or a failure.

Traditional Traditional

GLENCORE
E‘] II1SX

Miners Traders
- T noble
&4 vhpvittiton i 5 st
VVA LE et >

Mining/
producing

Mining/
producing
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'\\ A trading trading
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SourceReelaboration ofGlencoreXstrata Souttifrica presentation (2013)
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Glencore Xstrata: combined volumes and market positidning
in the next graphswe will ke able to appreciate Glencdpaind Xstrat® &  Zalibrie goRitioning in

copper and zinc before the Merger and the newnbinedpositioning after this alliance. These graphs
support the benefits provided in the previous section showing that for both cdeythe Merge
resulted in growth and better positiing in the worldwide commoditiéadustry.Further below, &

will review in more detaleach commoditynarket share of th&roupaccording to an investigation
conducted by the European Commission (frgré@ ¢  the/invastigation U ose urpose wago

identify any type of position of dominance that would have affected the market and its competitors.

3% The source of thelata providedin the tables of this paragrapire based on the reports of the antitrust
investigations carried out to find potential excessive levels of concentration. In particular we will refer to the
F2ff 26 Ay 3CaBe2NO COMPYMI654dGLENCOREXSTRATA, European Commissibimerefore, if not

specified elsewhere, the data are based on this source.
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Market positioning before anafter the Merger (million ta)
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Source: Glencore Xstrateredit Suisse search 2011

Zinc

Zinc is mined as an ore, typically it contains copper, lead, silver and iron. Zinc ore usually contains only
3-11% zinc and is rarely rich enough in zinc to be used directly in a zinc smelter. Therefore, the ore is
processed into zinc ceoantrate. This zinc concentrate is then transferred to a refinery for the

production of zinc metal.
For theabove reasonsye will dividehe zinc analysisto two sections zinc concentrate and zinc metal.

Zinc concentrate
Zinc concentrate is transpodefrom mines to smelting facilities across the globe but its price is

determined globally based on LME quoted prices which means transport costs do not represent a
significant proportion of the total cost of zinc concentrate. In other words, the zinc ihtankebe
considered global in scope. Therefore the Merger bargain power doesisetconcerns in this

commodity market

The next graph illustratdsow Glencor€ and Xstrata's 2011 production market shares (in volume)

exceead 10- 20% only on a potentiatorldwide markeexcluding Chinese production.

Worldwide excluding

Worldwide Chinese production
Glencore Kstrata Combined Glencore Xstrata Combined
Zinc concentrate [0-5] [5-10] [10-20] [0-3] [10-20] [10-20]
production
Indeed, he production market of zinc is really fragmented worldwide. Gletcarg R - & U NI G I Qa

competitors in this market are Vedata resources0%, Teck 8%, China Minmetals Group5@o,
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Votorantim 65%, New Boliden-81%, Minera Volcan-®%, Sumitomo Corp®% and Chinese state

owned enterprisesvhich all together sum up-8%.

On the other hand, on the nextaph is represented the combined market shares of the supply market

in 2011
Worldwide excluding

Worldwide Chinese production
Glencore Xstrata Combined  Glencore Xstrata Combined

Zinc concentrate [10-20] [0-5] [10-20] [0-5] [10-20] [10-20]
supply

Some of the most important competitors mentioned previously are also active inghly soarket,

including Trafigura, Transamine, Louis Dreyfus, MRI Trading and Ocean Partners.

According to the investigation conducted by the European Commission the majority of the zinc markets
participants did not expect the Merger to have an impacthenglobal price of zinc concentrate and

customers stated that even after the Merger it will still remain enough zinc concentrate suppliers.

Zinc metal
Zinc is a standardized product which means it can be traded easily because it fulfills numerous

customerswithout being adapted. Among other things, zinc is used for galvanizing, die casting alloy,

oxides and chemicals, and in the brass industry.

In the case of zinc metal the European Commission put special attention. The combined market shares
of Glencore ad Xstrata ould be above 40% on the market for the supply of all grades of zing metal
especially in th&uropean Economic Ar@aEA)Indeed Nyrstar which isne of their main competitors

in the EEAsigned an off take agreement with Glencore excludifrgin the EEA market, resulting in

an even greater share for the MergButting all togetherGlencore and Xstrata after the Mergeere

expected tchave acombinedmarket share in excess of 50%.

According tdhe European Commission theresaarisk thathe Merge between Glencore and Xstrata
could give them certain degree of market control and it would be capable to restrict output in the EEA.
The Merger would have such dominance, ttieg risk of increasing zinc metal prices could not be
eliminated not even with pertinent action from competitors and customers. Therefore, for the
Commission, the alliance eten Glencore and Xstrata raisgerious doubts about the degree of

power and their consequences to related markets.
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Copper
We will divide this comnatity in three market segments: copper concentrate, secondary copper

products and copper metal.

Copper concentrate
The market for copper concentrate is worldwide in scope. The market sharesGrotlgare shown

in the next table:

Production shares 201: ww Excl. China Supply shares 2011 ww Excl. China
Glencore‘ [0-5] [0-5] Glencore‘ [5-10] [5-10]
Xstrata‘ [5-10] [5-10] Xstrata‘ [0-5] [10-20]

Combined‘ [5-10] [5-10] Combined‘ [5-10] [10-20]

Regarding copper concentrate, the European Commission condhatdte market share of the new
merged entitywould havenot been more than 1620%. This result considered the projects for mining
and concentrate production that we still in development process. Therefore the Merger would not

affect the internal markiewith their operations in copper concentrate.

Secondary copper products
This market consisof copper blister and spent copper anodes. GlenQaired Xstrat@ @arket shares

in the production and supply of secondary copper proslaict as the next tablghows:

Production shares 201: ww Production shares 201: ww
Glencore‘ [0-5] Glencore‘ [0-5]
Xstrata‘ [0-5] Xstrata | [0-5]
Combined‘ [5-10] Combined‘ [0-5]

The Merger’s market share in the production of secondary copper products will remain mititl&st
10%. Other producers in this market are Codel&0%, Jiangxi Copper Compary086 and Aurubis-0
5%. Talking aut the supply market, Glencedstrata allianceauld have a market share o0f509%,
similar to the size of the sharesather suppliersuch aChina Nof-errous Metal mining with-50%
and Trafigura with-8%. Moreover, Xstrata is not active in this markkerefore, he Mergercouldnot

represent a threat for the worldwide market regarding copper secondary products.

Refined copper
Coppe metal is used as an input in various production processes: the production of copper rods (wire

and cables), rolled copper products (tubes and sheets) and copper alloys.
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On a worldwide market for copper metal that is not further segmented byisaedr grade, Glencaea
and Xstratd) énarket share remains below [F2D]% in production and supply of refined copper as

shown in the next table:

Productiorshares 2011 Ww Excl. China Supply shares 2011 WwW Excl. China
Glencore‘ [0-5] [0-5] GIencore‘ [5-10] [5-10]
Xstrata‘ [0-5] [0-5] Xstrata‘ [0-5] [0-5]
Combined‘ [5-10] [5-10] Combined‘ [5-10] [10-20]

The European Commission considered the comhimadket share of the merged compafimodest

to raise substantial doubts.

Lead
Lead typically contains otheretals such as copper, zinc and silver. It has to be processed (crushed and

grinded) before being floated and filtered to produce lead concentrate (40% to @@ oM will divide

lead into twomarkets: lead concentrate and lead metal.

Lead concentrate
On a worldwide basis the market share of productind supply of lead concentratemaired modest

for the Merger.

Production shares 201: ww Excl. China Supply shares 2011 ww Excl. Chia
Glencore‘ [0-5] [0-5] Glencore‘ [5-10] [10-20]
Xstrata‘ [5-10] [0-5] Xstrata‘ [0-5] [0-5]

Combined‘ [5-10] [5-10] Combined‘ [5-10] [20-30]

The numbers tell us that there might beplausible threat is on a worldwide level of supply of lead
concentrate if wdook at the shares excludihina, market share of GlemeoXs$rata would be up to
20-30%. Howeverthe newborn company will face big competitors who are involved both in the
production and supply of lead. On a worldwide basis excluding China some of the largest competitors
at the productionsideare BHP Billito ([1020]%), Doe Run {80]%), Hindustan Zinc {§}%), Teck
Resources ([8]%), JSC Gorevsky-§]0o), Sumitomo Corporation {§}%) and Goldcorp {B]%).

On the supply side on a worldwide basis the main competitors excluding China are: BHP ilbton wi
10%, Trafigura, R0%, Teck resourcesl®%, Sumitomo Corporation39 and also there are many
third party trading companies active in the supply of leading concentrate like Ocean Partners,
Transamine, Louis Dreyfus and MRI trading which all togeghersent a big competition for the new

entity. In conclusiorthis mergerdid not raise further concerns in the lead concentrate market.
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Lead metal
Both Glencore and Xstrata are active in the markets of production and supply of lead metal. Additionally,

Glencore owns 32.1% share in Recylex which produces and recycles lead metal and has majority of
G20Ay3 G GKS O2YLI yeQa & khlakte pdvé Sailte Gryupvoildh y 3 ¢ K
havehad in the lead metal market wamportantalsoto take into account the operations and market

power of Recylex as shown in the next graptiste thatlead metalis divided according to its

purity/grade since each one has different, applications, quality and price.

Production of lead metal in 20orldwideexcluding China

99.7% lead metal 99.985% lead metal 99.99% lead metal
Parties Volume  Shares Volume Shares Volume Shares
(In KMT) (%) (INKMT) (%) (In KMT) (%)
Glencore [0-5] N/A N/A
Recylex [0-5] N/A N/A
Xstrata [0-5] N/A N/A
Combined [0-5] N/A N/A
Production of lead metal in 201HEA
99.7% lead metal 99.985% lead metal 99.99% lead metal
Parties Volume  Shares Volume Shares Volume Shares
(In KMT) (%) (INKMT) (%) (In KMT) (%)
Glenore o [0-5] e N/A e [0-5]
Recylex [5-10] [10-20] [0-5]
Xstrata w [0-5] o [0-5] v [50-60]
Combined 5-10] [10-20] [50-60]
Supply of lead metal in 204orldwide excluding China
99.7% lead metal 99.985% led metal 99.99% lead metal
Parties Volume  Shares Volume Shares Volume Shares
(In KMT) (%) (In KMT) (%) (In KMT) (%)
Glencore [5-10] [0-5] [0-5]
Recylex [0-5] [10-20] [0-5]
Xstrata v [0-5] . [0-5] v [50-60]
Combined [0-5] [10-20] [50-60]
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Supply of lead metal in 201HEA

99.7% lead metal 99.985% lead metal 99.99% lead metal
Parties Volume  Shares Volume Shares Volume Shares
(N KMT) (%) (INKMT) (%) (In KMT) (%)
Glencore [0-5] [10-20] [0-5]
Recylex [5-10] [5-10] [0-5]
Xstrata e [0-5] . [0-5] . [40-50]
Combined [5-10] [20-30] [40-50]

As the numbers show, the only case which the Merger could have a serious impact on the market
wasthe supply overlap betvem Glencore/Recylex and Xstrata in production and suppadimetal

in the EEA. Howevdhe European Comission stated thia¢ Groupwould still face huge competition
from companies involved in both production and supply process, for example Ec@®8I0CM 10

20% and Umicore-50%and trades such as Trafigura and Traxys.

Nickel
Nickel is characterized for being really resistant to corrosion and oxidation. Nickel concentrate is

processed to obtain nickel matte or nickel oxiadjch are refinedin order to get finished nickel

products.

Since Xstrata consumes internally all of its nickel concentrate production, the company is not involved
in the supply marketHence the only markets that will be analyzed terms of the impacts generated

by the Meper,are the productia and supply of refined nickel.

Regarding the production of refined nickel, Glencore and Xstrata specialize in producing different purity
levels of nickel meaning that themeas not a pur@verlap in the production activitieslencethe only

market which could be impacted by the Mergesthe supply market of refined nickéhdeed, i we
subtract China from the production market the Merger would have a share-20%0worldwide.
Neverthelessin this market therarebig competitordike Norilsk tih 14£20%, Vale 1:20%, Jinchuan-5

10%, BHP BillitonB%, Sumitomo-8%, Anglo American®, Tsinhshan®% and Eramet-6%.

From the supply side, theumbers prove that the Mergeoald not be in alearposition to influence

the refinednickel worldwide pricesince customers could switch to other competitors in the market.

Worldwide supply Worldwide supply excl. Intra China sal
Glencore  Xstrata Combined Glencore ‘ Xstrata Combined
Refined nickel‘ [0-5] [5-10] [5-10] [5-10] ‘ [0-5] [10-20]
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Cobalt
Cobalt is a metal obtained by refining other metals like copper and nickel. Xstrata does not participate

in the market of cobalt intermediates so the only market we will foaus production and supply of

refined cobalt.

The merged ampany could have a combined production share by volume o20%, and both
companies specialize in different purity levels of colialis reducing the doubts about tdeminance
impact that the Merger could have had on the mareen that there wasot a pureoverlap in the

production activities.

As mentioned previously, Xstrata acquired Falconbridge in a@@dliancewhich enabledXstrata’s
incursion in the cobalt market. In 2007 Glencore and Xstrata signed a five year agreement albvering
of Xstrda's production of itkel, meaning thatthe relationship between the companies was already
extremdy close even before the Merger. Furthermofee igreement signed in 2007 haal effect in

the worldwide price, given the significant presence of competitidence,the EU Commission

concluded there waro reason to believe the Mergeould have aignificant impaconthe market.

Worldwide supply Worldwide supply excl. Intra China salt
Glencore  Xstrata Combined Glencore ‘ Xstrata Combined

Refined coba|1 [10-20] [0-5] [10-20] [10-20] ‘ [5-10] [20-30]

Ferrochrome
Ferrochrome is mainly used in steel production and it is classified according the amount of carbon and

chrome it contains: low, medium, high carbon and charge ferrochrome. Glencore dgaeduce
ferrochrome and Xstrata only supplies charge ferrochrome, which is marketed by Glencore so this is the

only type of ferrochrome under discussion in this case.

Also in this caséefore the Merger it already existed a marketing agreement betwénc&e and
Xstrata regarding ferrochrome, sddt the European Commission the Merger could not raise doubts in

terms of enhanced dominance of the market. In the table below, we provide the share of the Group:

Supply shares
‘ Glencore Xstrata Combined
‘ Ww Ex China EEA Ww Ex China EEA Ww Ex China EEA

Ferrochrome‘ [0-5] [0-5] [0-5] [10-20] [10-20] [20-30]  [10-20] [10-20] [20-30]
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Furthermore, there were relevant competitors in this market, which had shares equivaldre to t
D N2 dezbdtbined market sharef 1020%,such asENRC with 220%, Samancor 120%, Ehuj
Metallurgical 86%, Sichuan Tianghbo and Hernic with-8%.

Thermal coal and coking coal
Coal is one of the most affordable and diverse natural resources of energy available and it is\divided i

two types:(i) brown coal, which is not traded internationally since it is not profitable to do so, neither
Glencore nor Xstrata participate in this market &éndlack coal which is processed to fulfill customer
needs. Both compani¢aking part to tle merger are active in this mark&istrata has mines in Australia,

South Africa and exploration permits in Canada. Glencore has mines in Colombia and South Africa. From
their respective mines both companies sell to the EBé&refore, hey do not have mis in in the EEA

but they do have aignificanttustomer basén the EEA

In addition to the division previously mentioneddid coal is also sudivided into thermal and coking

coal.

Thermal coal
This type of coal accounts for 5,294 million MT out eftttal black coal production of 6,185 million

MT according to data from the World Coal Association in the year 2010 and it is mainly used to produce
heat in combustion processes. Thermal coal is often shipped through seaboras ovet large
distanceswhosecosts are typically really low (accounting for less than 20% of the final price). In the
investigation, costumers indicated that they can easily switch their purchases between cofintties.
competitors said they can easily change the destinatitimedf sales, meaning the relevant geographic
market is the worldwide market for the seaborne supply of thermal Mo&. that Xstrata had 33.3%
non-controlling interest in a mining operation cdll€errejon in Colombia which hadproduction
capacity o82million tones. This operation wag/ned in equal part to BHP Billiton and Anglo American,
which means &trata hadno control over the Cerrejon operation. Therefdrethe analysis of market

shareCerrej6rf2 @roduction capacity iattributed to Xstratés market share.

Glencore hadan exclusive agreement with PT Kaltim Prima Coal and PT Arutmin Indonesia, both
companies from Indonesia controlled by BUMI Resources Rlii@pla terms, Glencore providdtem
with market intelligence and business opportunirherefore, Glencore does not halieect control
over theproduced volumes. For the same reasdhsre is no reason to attributthese volumedo

Glencore’s market share.
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Indeed according to th&uropeanCommission the market share of Glencore anth¥ésshould only
include the volumes they have sold as principals, which meB&3or Glencore andB% for Xstrata

giving us a combined market share of2086 in 2012.

Even though, His new entity create the largest producer of seaborne thermal metworld the
EuropeanCommissiotpelieved thathe marketwasstill fragmented enough with big comiitors that
couldface the new entity poweisuch af\daro (Indonesia) with-50%, Anglo American (Australia) 0
5%, Arutmin (Indonesia}3%, Banpu (Thaild, Indonesia, China}3%o, Berau (Indonesia)5%6, BHP
Billiton (USA, South Africa, Australidy%@, Cerrejon (Colombia)506, Drummond Coal (Colombia) 0
5%, GBP (Indonesia)5®, Glencore (Colombia, South Africdy?4 Kideco (Indonesia}5@, KPC
(Indoresia) 510%, Peabody (Australia, USAPE, Rio Tinto (Australia, USA%, SUEK (Russig§%,
Tanito (Indonesia)-8%, Xstrata (Australia, South Africd)86 and others with 480% combined.

Regarding port and rail infrastructure it was concluded &lahcore and Xstrata do not have overall

control in any facility that could block or restrict exports of thermal coal.

Coking coal
This type of coal is mainly used to produce coke, which is then used in the production of steel. Coking

coal is usually divedl in two segments: hard coal and soft coal.

The Merger’s combined market share in the worldwide seaborne supply of coking dd@®hsvih an
increment of 85%. Both companies have small market shares and a minimahé@rdreneaning that

the alliance ould have no significaminpact onthe market.

In conclusion,tte investigation conducted by the European Commission concluded that the only sub
sector in which the Merger raised serious doubts about power bargains and supply concentration levels
was zinc ratal business, since at that time Gleneisrata combined entity could reach a market share

in excess of 50%, with almost 20 zinc mines and projects from Canada to Burkina Faso and responsible
for the production of about 11.5 % of the global suffpln response to theseoncerns and in order to

speed uphe negotiation(already delayed more than once as we will illustrate in the next paragraph)

Glencore ageed to sell some zinc assets ahdnge the terms of theompany’s zinc supply contraéts

40f 2 dzNGeBdore therger set to put shine on dullézibg Jack Farchy.
“1SourcedGlencore to offerto sell zincasgses o6& ! f SE rBlasNREXNI I yR W A S
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Why It Dok MuchMore
As we have already mentioned earlier, the deal was expected to be done by Q3 2012. However, as

always one thing is expectation of an event and another is realization of the event. Mostly, three main

problems delagd the Merger.

The first proltlem was regarding the retention package. The initial proposal comprisearfli@o for

the 73 Xstrata key executives, including the three Xstrata Executive Directors and the other members

of the Xstrata Executive Committee, whose positions were condideiical for the successful

integrdion of the two businesses. The £170 millgatkagewvas rejected byhe shareholders and in

June 2012 Xstrata and Glencorgée the process of negotiatiofhe second problem was the takeover

price. The initial offes I & Hdy Df SyO2NBEQa akKlINBa F2NJ SI OK ak
SALISOALEte o6& vIdl N | 2 bpRosifod whichiF INBuM slgh2downzthe dav I G|
negotiation. Qatar was Xstrata’s second largest shareholder at that time, owning ¥a% &{J G I Q&
equity, meaning that its support was crucial for any intended deal between Glencore and Xstrata. Qatar
was aiming for an increase in the offer, and proposed a starting exchange share ratio of 3.5 to support

the deal. Eventually, Glencore agreeddise the offer from 2.8 to 3.05 of its shares for every Xstrata

share and to reduce the package to £140iom With these terms finallthe deal went througtt

The third problem wathe inevitable interests of the regulators, whastgention was soon caght by

the fact that a world leading trader of commodities was about to merge with a leading producer of the
same commodities. For many global competition authorities and feveéhe European Commission

this dealwas in many ways not trustflio have andea of the scale of the company that was about to

be createdis worthto mention that the combined entitywould haveaccouned for about 2.1 per cent

of the FTSE 100 ind&xAlso, this deal, in the history of natural resources, represented the fifdstarg
takeover, being compared with megeergers like Exxon and Mobil, BP and Amoco, Chevron and Texaco
and Total and EIf that transformed the oil industry in the late 1990s and early*2@@0we illustrated
earlier, the Merger caught special attention frothe European Commission which concluded that the
Merger raised serious doubts about power bargains and supply concentatéds was zinc metal
businessforcing Glencore to sell some zinc assets in order to continue méttistencoreXstrata

negotiaton, which was concluded few monthféer the arrival of the @opean/ 2 Y YA da A 2y Qa | LI

42 Source!'Glencore increases Xstrata megarger offerpy Josephine Moulds (2012).

43|In other words, Glencore & G NI (F Q& &A1 S | ( inére than ivitevaSlargeldsS SaE LESSONT S-S ¢
FTSE 100 compani&ourcetAn overvie of the Glencore XstratamergeE 6& DS2NHA Y2 NOKSOod
441 2 dzN@Eedcore finishes takeover of Xstéatay Javier Bb.
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TheSum of the Brts Exercise

Placing the Merger into thdistory ofCommodity Deals
The commodities industry has seen many relevant deals in the Agriculture gexidetals & Minerals

sector and above all in the Energy sector. These deals usually involve-oag/bampanies, given that

these sectors are highly capital intensive due to the enormous infrastructure and facilities which are
necessary to run thesaibinesses, which most of the times are operated internationally or globally. For
iKSasS NBlazyas 3JIAlyd RSIHfta KIFI@GS 0SSy ljdAadS 402y
GKFyYy | OSyddz2NE 323 Fd GKS (A Y Sesddistnii K merderO i dzl
between Glencore and Xstrata takes part to these kind of deals and legitimacy, with an overall enterprise
value of about US$ 90 billion, is to be included in the list of what can be considered the giant deals of

the history of thigndustry. The deal started (2012) and it was completed (2013)gariod of high

activity in the field of M&A deals related to the commodity businessethie charts below illustrate.

Agriculture Deals Energy Deals Metals & Minerals Deals

Product
Breakdown
Grain '(.)i.l o
10.0%; palm . .
Cotton s Zine Nickel
Main Deal Size: 0.36 Deal Size: 8.7 Deal Size: 5.3
Average Target's Enterprise Value: 0.5 Target's Enterprise Value: 12.7 Target’s Enterprise Value: 7.9
Statistics Target's Revenues: 0.6 Target's Revenues: 6.3 Target's Revenues: 2.8
" @ e
Number of . petween 2005 and
Completed
Deals
W Agriculture mCoal W Oil&Gas Metals & Minerals
Source:R&ET 62N GA2Yy 2F REGE @At 0tS 2y aSNHSNNYIENYSGQE RIGlLoF &8

Note: main average statistics are expressed in US$ billion

We have selected M&A deals whose target firm was either involved ibusgresses, or in metals &
minerals businesses (both at the mining and at the marketing/tradied) |@r the energy busesses.
However, this deal has something really particular that the majority of the other deals did not have: full
vertical integration. Yet, there were some companies which tried to go throughout this verticalization

process. We recathe following attenpts™: (i) Peabody Energy, one of the top global thermal coal

450 2 dzNGeBcore and Xstrata deal could reshape industry 'y | NI A Of S Lldzof AAKSR 2y (K
Blas (07/02/2012).
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miners, partially went throughout this process by building an internal trading department; (ii) Japanese
industrial and financiabusiness conglomerates triethis kind of mixed business modelii) (
aSiltf3asasSttaoKIHTad FyR . NARGA&AK aSGlf /2N o620GK
YAYAYy3é o0dzZAAYSAaaT O6AQG0 t SOKAYySes |y I|fdzYAydzy YA
trading department for notfierrous metals in thd970s; (v) Anglo American tried to implement some
GNFRAY3I T OUADGAUGASKE2025BSYNKTF ANyOSarg2al & yNidef yo &
owned by Anglo American via a strategic stake in Philipps Brothers, which in turn was a top tiesnmodi

trader between the 1950s and 197%0s

However, the majority of these attempts either did not have a long life or turned out to be quite not
LINEFAGIOES 62N y24G Sy2daAKoe | Sy0Ss S@Sy AF Df Sy
is somehing which is not unique in the history of the commodities industry, the size of this process is a
G2yS 2F | 1{AYyRé LASOS® LYRSSR> Ittt GKS FGdSYLWa
a S NH S NX higtdiSnfapistra vitae d ¢ K & agdidstihistary? The main problem with this kind

of integration is that there is a significant differebetween the profitabilityf a trading business and

the profitability of a mining business, with the latter having much higher margins. Howevendéke m

is not by construction a failure, it is just hard to build a sufficiently profitable integrated entity and the

2yt e gl & fomssérble diskidng trading bugirkeand not to start from scratcfihe latter

was a common factoof the previousfailed attemptscarried out in the industry), as Mick Davis
explaing®. Glencore and Xstrata believed that via their infrastrusfuiailities, volumes and global

presence couldctuallya F aaSYo6tS | AGNRY3I GNIRAYy3I odzaAySaaéod

TheSum of the Partgaluation
In this paragraph ,we want to see whether the value at which the Merger was completed was in line

with implicit market valuesn ordertodso,6 S KI @S dzA SR GKS al Y Sreadydzy 2 7F
used for the IPO valuation. Again, we have congid8tencore as the sum of its Agriculture business,

Energy business and Metals & Minerals business. The data whichsgdesinput for our valuation

were picked fronthe dataset which we have shownd illustratecbefore. However, since we wanted

tofindd O2 YLI NF 6t S¢ RSIFf & Ay 2 NRiSdide ankxpéctetiBicitiRadkett & & KA
value of the combined entities, iave appliedome filterswhichwe sum up in the outline provided

in the next page.

46 it is bloody difficult to build up [a trading arm] fromscratéh a A O] 5F @A & o6- a0 NX GF Qa / 9h
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Agricultural

Glencore’s Main Businesses

Mainly copper, zinc, lead, nickel, ferroalloys (chrome,
ferrom di lybd: ), aluminum, bauxite,
alumina, primary aluminum, aluminum alloys v No minority interests: v Data Type;
> 30% stake for Asian Based on the
— countries, > 15% for the rest announcement date
G Mainly crude oil, refined products and natural gas and coal. v’ Size: v’ Focus:
Glencore also owns assets related to petrochemicals (e.g. ethanol $1,000,000,000 — Multiples (e.g. EV/EBITDA)
S plant Rio Vermelho); “Oil and gas exploration and production”; $90,000,000,000 and premia
“Exploration and drilling services and equipment”; Z : g !
\ v “Petrochemicals — base and derivatives” v Type of deal: V' Deal:
o Domestic, cross border, Public acquisition or merger
transatlantic v"  Geography:
Mainly wheat, corn and barley, oil seeds products (including v Years: Africa, Americas, Asia,
A soybeans, soft seeds, edible oils and meals), pulses, cottonand 01/01/2005 2 15/10/2016 Europe, Middle East
Agncultural sugar. All these products are included in the list of crops, pe:
therefore we have considered “Crop cultivation” as an industry to
include in the analysis

Hence by filtering the dataset fotarget and bidder firms whOK ¢ SNB Ay @2 fa@iSR Ay
A0NY G Qa Yandhy applyirg btyeSfistelisSsiich as size filters in order to find deals which

are somehow comparable to the Merger, we were left out with 191 deadsle of33 deak for

Agriculturé’, 80 dealsfor Energy and 7&leals for Metals & Minerals. For these deals have

collected® their main multiplesavailable in order to have a significant set of comparable transaction

multiple to be used for the valuation. Finally, wednaomputed the average and the median values of

each multiple for eactiealand we got the following time series:

EV/Revenues - Median Values EV/EBITDA - Median Values
6 25
5 2,84 20
. 2,63 273 5,82
15
8,98
3 )
10
2
0 1 0
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
P/E - Median Values EV/EBIT - MedianValues
30 30
25 25
13,71 8,57
20 11,7. 20
9,23
15 0,18 15 g
10 10
0 [0}
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016
B Agricultural B Metals&Minerals M Energy W Agricultural B Metals&Minerals B Energy

47 Given that the average size of the M&A deals for the Agriculture was about US$ 600M, we had to be more
flexible for the Agriculture in terms of simeorder to have a significant number of deals which could proxy average

YN]SO YdzZf GALX S& F2NJ Df SYyO2NBQa& ! ANR Odzf G dzZNB | NY o

48\We have used amainsource the Mergermark&platform. We thank KPMG for allowing us to use the platform
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In the graphs, ware showing median values since for the valuation we have used median values to
mitigate the effect of some outliers whigvere many standard deviations above the mean. With same
fashion(and source, see footnote n. 4®e have collected all the premiar each deal and we have

computed for each year the overall median value and for each segment. The table below provides the

results:

Premia Agricultural Metals&Minerals . Energy Overal
Year Oil&Gas Coal Mean

2005 14.60% 10.30% 18.30% na 14.409
2006 8.40% 24.40% 27.40% 1.20% 15.359
2007 21.70% 15.20% 5.70% 29.10% 17.93¢
2008 15.85% 8.90% 8.30% 13.02% 11.529
2009 10.00% 36% 16% 34.60% 24.159
2010 18.60% 13.50% 12.90% 7.50% 13.13¢9
2011 16.55% 17.70% 21.90% 21.10% 19.319
2012 14.50% 3.20% 28.50% 15.20% 15.35%
2013 19.80% 5.55% 19.90% 17.39% 15.66%

AAAAA

Thek ¢S KI @S Ydzf GALX ASR (KS &EBEachSEepin&iwhich wasS slrée2hyNB Q& 9
accounting fosynergies which were expected to generate an extra USS#@ at theEBITDAevel

by the median EV/EBITDA multiptorregponding to the same segment. Finally, we have summed the

values by weightingeOK LIt NI A f @ fdzS F2NJ 6KS O2NNBalLRyRAyS3
Agricultural EBITDA/Total EBIT&W so on) and to the overall value we have added the median
premium observed in the market between 2012 and 2013 (the selected premia are highiligbbee

in the table provided above).

(" Glencore’s (“Median EV/ ) (" Weighted
Glencore’s Segments EBITDA EBITDA ‘ Partial ‘
~ \__E2013 \__E2013 Value
\\
$568 $ x| B 21
9P

$9,034 $X | 100x = | $59,893

$12,649

il

$4,232 | $% 8.9x

V4 —
4
Note: (i) values in million, (i) EBITDA has been selected since historically it has always

shown that prices Glencore in @ more accurate way

$84,158

4 EBITDA has been selecsidceits multiplehistorically it has alwaysicedGlencore in a more accurate way.
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CtKAd YSOK2R @ASftRa& F+ @l tdzS 2F o2dzi ! {pP yn OAf ]
representing about a 2 LINBYAdzYy 2y (GKS SELISOGSR YINY SO LINR
EBITDA for 2013 already includes US$ 0.5 billion EBITDA (which redréeeekpected synergies

valueat the EBITDA leyeA reason for this high premium can be found in the higiwigroate which

Glencore has shown in the years before, increasing its revém@sunbelievable value of US$ 232

billion, 30% more than the aggregate revenues of its main mining pedet)S$46,767, BHMBIlliton
US$3,860,Rio TintdJS$H1,171,AngloAmericarlJS$9,342). A doubledigit 20122013 CAGR (11.8%)

in revenues compared to negative CAGR of the market could jistiéy-11.8% BHRBIlliton: -2.9%,

Rio Tinto-8.1%,Anglo American2.0%) some extra premium with respect to the value yielyethe

median market values.
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Postg Merger. Glencor& i@structuring

The graph below illustrates quite clearly how Glencore not only lost most of its equity market value in

the last years, but also constantly underperformed the overall minaiket (hee represented by the

AYRSE C¢{9 opn

2F Df Sy GaumiidhiestedtUBN100 in the spread between Glencore and the Mining Index and

aAyAy3d LYRSESZ T NER YW ofMay2021batdl K S

you had cashed out your investment the 31 of December 2014, this strategy would have yielded no

profits or losses. Nonetheless, we cannot say the same thing for the following twelve months, which

coincide with the most distressed months for the commodity market, when values of a GEochre

and the Mining Index reached about 60% divergenith Glencore touching its historical bottom price

at 8090 pence per share.

120

100

Distressed market

®

18 May 2011 31 Dec 2011 31Dec2012 31Dec2013 31Dec2014 31Dec2015

e FTSE 350 Mining Index

Glencore

Source: Relaboration of data available on Bloomberg terminal

The mail goal of this chapter is to examine the daid @ try to find some plausible reasons to
dzy RSNA UGl YR @K

Dt SyO02NBQa

Slj dza G &

YI N S

Glencore significantly underperformed the mining industry between 2014 and 2015

gt dzS

Before starting to dig intdata, in the next paragraph we firgiive you thenacroeconomitackground

in which Glencore, and the entire commodity market, sditethe last years, which we believe in

necessary to deeply understand what happened to the commodity market, and dgpebalit

happened.
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A Distresseddtkgroun&®

The Commodity Industry and the MaeconomidBackground
The globalkonditions in the last years habeen mainly driven by economic weaknesses, volatile

financial markets and the unpredictability of a recoveeyd. For instance, in 2015 World GDP has

grown at 2.5%, percentage that is still quite below its past 15 year average. GDP that has been backed

by the partial recovery of some advanced economies, whose GDP turned into positive for the first time

after seweral years, and has been lowered by the deterioration of the of the conditicusnef of the

emerging markets9 4 LISOAF f t 8> GKSNB gl a | adNBy3a g2NBRSYAY
deficits, which was followed by a shrinkage of domestic consomiggimand, higher and higher
AYFElLGA2Yy @a&adzZJi2 NI SR ¢ eciatidns in lodakclriddci&sNI | y R a4 K NLISNJ R

Lately, China has been a big protagonist. Its big role has mainly been due to the its strong financial
market turbulences, kept up by negativepi LSOt a 2F | RSONBIFasS Ay GKS
continued Yuan depreciation, which in turn led to a significant decrease in the imports. Decrease that
RSLINBadaSR S@Sy TFdzaNIKSNJ 6KS SO2y2YASa gKAOK | NB
saomehow subject to foreign exchange rate risk with China, such as Australia, Brazidn@kiexico.

Downward outlook pressures which led to an oversupply and sell in mineral commodities markets
(aluminum, coal, copper, lead, nickel, zinc) yielded lykafademand and usage of such commodities,
especially in the Chinese industry and Chinese construction sector, which are both highly dependent on

the mentioned raw materials.

To complete the picture, oil prices stood at the minimum level of the last&t§, ydter a literal collapse

in the prices. The drop in price has bewainly driven by the fear af deeper oversupply. Fears that

were enforced after Iran has seen taking away its sanctions. Fact that enhanced the possibility of a
further oversupply scwrio driven by &urther increase in the suppl§learly, the oil price collapse has
almost shatteed some commaodity exporters, such as Australia, Chile, Colombia, Peru, Russia and South

Africa.

Good news came from thenled Sates which achieved a GIORowth of 2.5%, confirming its recovery,
which has been made possilldy an increase in employment.9%) that in turn increased the
internal/domestic consumption. Good neuhat allowed the Fed to stdfs expansionary monetary

policy (QE) and start agtitening monetary policy. Howevex very erratic stock market together with

50 This paragraplis heavily inspired on EIA reports, and imarfcial statemerstof commodity firmsas ENI,

Glencore,aR Df Sy O0O2NBQa YI Ay YA yHPBHlitord, MESNED antl VafeBf 2 | YSNA Ol y X
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a flatter YC and strong uncertainty in the prolonged depression in the commodity markets and Chinese
SO2y2Ye 3L @S az2yYyS F22R T2NJ (K2 dz3 KShal £F 2NN8 QK355 AKRyL
thatshackedhe FR Q& Y2y SGF NBE (GAIKGISyAy3d LRfAOe G f

z

- au

(p))

The situation irthe Euro Area has been quite different.eTtombined depreciation in the Euro and
commoditiesprices, with the former mainly causedthg extension of the European QE, enabled the

9dzNP ! NBI G2 2dzad NBIFOK AGa FT2NBOIaldSR wENRgGIK 2F
RQ! GKAF2ANI G KS 9dz2NR | NB linflandd Yelels,ywhich (dée$ not prowidedainy 1 S NP
pompaus for at least the next twthree years, maybe achieving the 2% target by 2018. Situation that

should be quite alarming at least from a macroeconomic point of view, considering that this time cutting
deposit rates t0-0.15% was barely enough to contrake trecession. Next recession, especially if
temporally close, a further cut is almost sure that would not be enough to contrast a recession. The
graph below illustrates directly this idea for the US economy, but it does as well for the ECB whose policy

effects have been very similar to those of the Fed below shown:

Pilot of US short-lerm deposit rates

Source: Relaborationof lectures slide of Eric Jondeau (HEC Lausanne)

The circles are highlighting three main financial events that required an expansionary monetary policy.

The firg circle is poiring at 1987, which required a drop in the interest r&ae3.5% level. Level that

went backto higher percentagesnce the market has reached a stable recovery. The second circle is
underlining the IT bubble burst. Again, this huge cdllagighe financial markets required a prompt

action of the Fed, which indirectly decreased the rates to 2% levels, which went back to the previous
@SIENRQ F@SNIF3IS I FGESNI 6KS NB O2 @ SGheht BinahcklrislBRGA NR | Y R
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which as weall well know made the Fed proceed with a strong expansionary QE that led the short
term deposit rates to 8% levelJust in the second half of 201%e couldstart seeing an increase of

the shortterm deposit rags, which are approachitigemorS &G LI2 & A GA PSS aARS¢ 2F (K

From the graph and the analysis should be quite obvious that the Fed, as well as thieds€PRolicy

effects have been very similar to those of the Fed just described, has already completely worn the QE
tool. Indeed another sharp drop in the shetdrm deposit rates would bring the interest rates to more

and more negative levels. However, this tool has a structural limit which is given by the simple cost of
holding cash. In other words, the tool that so far has hi®med as the most efficient and fast solution

to contrast a recession, unfortunately seems to be at the end of its days, and most likely other tools will

have to be chosen/found.

Employment is another very important parameter that well describes theAfeacconditions. Indeed,
even though in relative terms the employmeashimproved, in absolute terrttee unemployment rate
still stays at (11.4%) significantly far levels from the pre-2008 levels (8%). Similar considerations

are possible for both prate consumption and investment.

Japan is not much different. The country is facing a heavy environment, mainly dominated by the drop

in consumption and production, and the adoption of negative gieom deposit interest rates@.1%),

which in turn hadh downward pressure on inflation levels, which are expected to stay at very low levels

(Bank of Koredorecasts 0.8% for 2016). MoreovegnR of Japanadopting a negative shetérm

interest rates policy had asaaineffect the drop in medium/lorgerm tNB | & dzNRA Sa & S OdzNR G A ¢

yield, which consequently gave birth to a disinvestimisk for the Japanese debt.

Better performances and higher growths are observable in the main emerging economies (2.7%).
However, these statistics are far below the prevdza &SI NARQ adl dAadAOa o6nodm:
drivers are the collapse tife commodities markets artie sharp Chinese slowdown. To complete the

guite negative background, other important natural factors for emerging markets, such as delst intere

rates and exchange rates, did not help much. Indeed, unsustainable levels of debt, high interest rates,

and extreme volatility in the exchange rate, all together wadehe outflow of (foreign and non)

capital both from a pure investment and corporateestment point of views. In this sense, Brazil and

Russia are really goegamples.

The former, with an estimated 3.7% drop in GBIL6) and a current inflation of about 11&#015
2016) is carrying out a 9.3% budget deficit of GDP. Moreover, thieg@alincertainty, especially caused
by weak and poor coordination between the Brazilian government and the Congress and the inability of

cutting public spending and making the necessary strategic reformsasueforms fothe pension
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structure. Alsgthis economic condition does not find any support in the central bank, which, instead of
giving stimulus to the economy, keeps on carrying out a tightening monetary policy with the purpose of
controlingthe current inflation risks, by targeting a 6.5%atndh within the end of 2016, so making a

recoveryfor Brazil even more unlikely.

The latter(Russiahas seen a contraction in its GDP and is expecting a further contraction of 3.7%.
Basically, this was inevitable and mainly caused by the collapse nmoditi@s prices (especially in

energy commodities, such as oil prices). Indeed, Russia plays a huge rule in these markets, being the
most relevant exporter of natural gas! @roducer of oil and having thé*argest coal reserves in the

world. Conditionghat wereeven more exasperated by the shocking 60% depregiat the ruble and

by an inflation rising to doubldligit levels.

Among other countries in Latin America, Chile, Colombia and Peru are showing the worse prospects of
growth. The former registed a GDP growth of about 2% in 2015, just half of what on average its growth

used to be irthe recent years. The reason for this halving esmnce again from the commodities

markets. In fact, Chile was significantly damaged by the drop in the prigepef cavhich represenst

Fo2dzi KFEfF 2F GKS O2dzyiNEQa 20SNIff SELRNIA&AZ | OO0
in exports came from a lower level of imports coming from other countries, among which China,
together with Brazil, representatie main change (Chidad G KS LINAYIF NBE / KAf SQa (1
AYLERNIIFYyG F10Ga | NB OSNE KAIK fS@St 2F AYyTFELlFGAZ

relatively lower consumption level and demand.

Colombia is not exempt from this neyatoutlook. Indeed, its GDP dropped from 4.6% in 2014 to 2.8%
in 2015. About 50% of total exports in Colombia are related to oil, and not surprisingly this significant
exposure to the oil market cast the country a drop in its GDP growth. Lack of graivh severely
affected the fiscal balancehich turned into its negative sidet(1%) froma positive level (2.3%) in

2014, stressing the overall economic condition and loweriaghiances for a quick recovery.

TheseGDP deceleratiopaths affected Peras well. The maiprotagonistA ¥ t SNdzQa D5t RSO
has been the decline in gold and copper mining activitiegch in turn weredirectly caused bthe

drop in their prices. However, Peru is showing some hope for a positive o(2@bk) which

suwpported by a very recent increase in mining activitlesen by a better outlook for gold and copper

prices and an expected growth in the construction industry, is gtnghow significant

advancements/improvements in the neaid future.
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Back to the Dmand and Supplyektture
The price of almost all the commaodities collapsed in 2015. This deomesily due to the broadening

gap between demand and supply. The resulting drop in prices is easily explained by the bottom line of

economics and finance:

Lower

Demand

Demandside factors in the collapse included mainly the slowdown in global economic growth,
especially in China and the emerging econopaied concerns for environmental constraints (COP21).
Nevertheless, if the explanation is pretty straight forward, #@sons behind this widening divergence

is everything but limpid. The bricks below represent what we think are the main fuels that sparked the
G§O02YY2RAGEE FANB 2y (G(KS RSYIYR aARSY

China and Emerging Markets Warmer Temperatures &
Downturn the COP21

Slowdown in Growth and Environmental Constraints

Volatile Markets on Consumption

Increase in Pressure to Sell D dp
(Sales of Risky Assets in OWAwar re[s)sures ((j)n
Portfolio) S

Supplyside factors were higmvestments marginal investor behaws and technology shocks. In
particular, thesupplysideof cil KI R 'a GKS YIAYy LINRBGOlI3I2yAada GKS
production, a consequential increase in production by some of the OPEC countries and the Saudi Arabia
IranUSA oil fight. All tlee factors contributed to increase the volume of oil production in 2015 and

consequently to reduce the oil price.

The US@ and Canad@ #éncrease in oil production has mainly come from the boom in the fracking
processes to extract shale oil (also knowKe®gen shale), which in particuked the United Statet®

be ranked as the first country in the world for oil production, with 13,973,000 barrels a day. In addition,
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this drop in oil prices wassa supported by aignificantly increasing oil productionsome of the OPEC
countries, with Saudi Arabia and Iraq playing the biggest roles. On one hand, Saudi Arabia unwilling to
decrease oil production to maintain their market share and to make unsustainable any further oil
production, especially coming fronew unconventional processes. On the other hand, Irag increased

its oil production by around 250,000 barrels/day since Q4 2015. Volumes that have been even further
increased by the return of Iran in the game, after the annulment of Iranian sanctiongyi2@&E6.
Supplementary increase that has been targeted to potential extra volumes of more than 500,000

barrels/day.

All these variables together yielded a systematic collapse in the Brent price of aroujodre0tative

for the lasttwo years, reachinthe bottom in Q4 2015 (arourldS$ 30 a barrel) and closing the year at

USH 36 a barrel Drop which has not been overlooked and that created a sharp increase in the volatility
2F GKS FAYFYOALFf YIFENJSGaszs 6K2aS LirexdBSnNat@they | Ay
commodity markets by hedging and selling their positions on these ashets started to be viewed

as risky assets, which in turns created new downward pressures on commodity prices.

Downward pressures on the Brent that in conjunctiath ihe downturn in industrial activities, the
global warming and the COP21 jointly led to the decline in the price of other energy commodities, such

as gas and coal.

Coal prices dropped by 33% from the end of 20 71.3/metric ton) to the 20154Sh 47.9/metric
ton). Depreciation mainly due to demasidle factors, such &%) the fact that the overall energy
demand growthwasabout to turn negative sinamany of the countries which had led the growth in
past years we currently facing a significant emmic deterioration, andii) other factors linked to

regulations and constraints on production/consuimp for environmental reasons.

This pice contraction which was shared by the gas prices. Nevertheless, the overall impact on this
segment of the energyarket has been less significant. This has mainly come from an improvement in
the technology used in power genation by gas sources, which gaeene room for a positive outlook.

This enabled the gas prices to have as maximum drawdown of about 15% 018, after falling in

Europe to 32.2 pence/therm in 204%m 48.4 pence/therm in 2014.

Moreover, it is worth to underline that the COP21 and the significant climate changegl¢bal
warming will likely lead the future global energy market todmiEed on renewable sources of energy,
allowing a higher and higher penetration of renewable in the energy market, which, from our point of

view, will be the main competition in the market in a medlong term future.
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A Distressed Giarfundamentalsan®f SY O2NBE Q& daO2y i NRBf é¢ G NI
Glencorewent through very hard times mainly causediuy fact ofoperating in alistressed market

andeconomic backgroundnainlydriven bythe emerging markets where Glencore owns the majority
2F Ada I aas iapdice Bropfed DyBObIMthe la8tlyers, in particular between Q2 2014
FYR vH Hnanmp 6KSy DfSyO2NBQa &AKINB LINAROS KIFa aFNB

Distressed market

600000000
500000000
400000000
300000000
200000000 -
100000000 100 m

Volume
B Closing share price

0
19/05/2011  19/05/2012  19/05/2013  19/05/2014  19/05/2015  19/05/2016

Source: Bloomberg terminal

Given this background is interesting to investgahether and how Glencore reacted to these events.
Ly LI NGAOdz NI ¢S olyilG (2 F20dza 2y Df SyO2NBQa (22
GKAOK FT2NOSR Df Sy0O2NB G2 NBFOGET FTNRY y26 2y GaSE?

Before all else, Glencore reactéedl®? G KS GFNBS FlLifé o6& GNRBAYy3a G2 NBI
Specifically, Glencore, after buying up assets near the peak obtm@odities boom (including the
a | ${29 billiort al-share deal for Xstrata Plc started®Bil2) waseeking to rduce debt to stave off a

potential credit rating cut and to sell underperforming raame/nonstrategic assets.

Q12016 | 127,854.00 Q12016 | 22,217.00
v 2015 | ﬂ.
Market .\ Eﬂ ) det
collapse | N .| Asset ™ 01 | Deleveraging
sale
14 | 14 I
01 | ol _____________________________________________|
The ' “ 2013 I, 154,862.00 2013 | 35, 798.00
Merger Increasing
| — s | leverage
2012 2012 I
Q1 I 93,665.00 ) I 14,466.00

{ 2dzNDSY Dt Sy O2 NdBridalrepoysy dzt £ F YR & SYA

In a second moment, Glencore tried to react to the market collapse by optimizing its stayitaire

in order to achieve a stronger financial positions and some short term savings to cover the loss of
YENBAYyad ¢2 3IAGS GKS o0A3 LAOGIINBE 2F Df SyO02NB Q4
Df SyO0O2NBQa | OGA2ya anskif S0efti SR (2 YAYAYAT S GK
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1 Glencore refinanced it®volving creditRCIlrof USS 8.45hillion with a new deal of a value of
US$ 7.7 billion extending the maturityo May 2018 andkeepngthe same convenient clauses
for Glencore, such as the abseméeollateras and covenants @mks includedh the deal were
() ABN AMRjji) Bank of Tokyo Mitsubisliii) HSBQiv) ING (v) Santanderetc.);

1 Glencore deferred some negtrategic investments, thus reducing Capex ftd® 8 billion to
USE6 ¢ USH6.5 billion ad implemented severahles of nonperforming assets to cash in some
assets (e.g. Glencore sold precious metals assets to F¥awveola, a Canadamsed firm, for
US$500 millioh Ay 2NRSNJ (i2 NBRdzOS Df SyO0O2NBEQa RSoild o

1 Glencore did at pay a final dividend for 2015, which saved akdé#t 1.6 billion, while about
US$ 800 million were saved in 2016 from the suspension of the 2016 interim dividend, for total
savings oS5 2.4 billion;

f Atotal of 1,307,794,600 nelv t Sy GordiN&ByGkeeshave been placed texisting and new
institutional shareholders and certain directors and employees of Glencore at a price of 125
pence per new share, raising gross proceeds of approxima®Ig.5 billion(about 10% of
Df SyO02NB Q& Y InMithatdimedl LIAGF € AT I GA2

tatle
25
billion

Sale of non
Reducing performing

Targeting
! a stable
= EBIT
; ~$2.5
billion

Dividend Capital
cut off raise

revolging assets and
credit reducing
Capex

510
billion
debt
reduction

Given the set of tools used by Glencore to mitigate its default risk, it is interesting to see whether these
FOGA2ya RAR | OlGdzrtte KIFI@GS Iy AYLI OG 2y Df SyO2NBC
by implementing an extéhS R GSNEA2Y 2F GKS aSNI2y az2RSf>X FNR)
Df Sy 02 NB Qa defaN@ncalfie yebriwindow.2 F

A Distressed Giarghocks andexogenous ari@bles
In the previous paragrap S T2 OdzA SR 2y Df Sy Oladl, @lihese QaigbléesNB f ¢ O

ddzOK +Fa FraasSda yR OFLAGETE &0 NHzO drdaddiyconddlighle 6 S 02y

by Glencore. Now we wamd | y I £ 8T S SEGSNYIt &aK2014z 2N aSE23S

[N
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controlled 6r just partially catrolled)by Glencore. We decided to focus on specific commodity prices,

2y Df SyO2NB5Qa& RSTFldzZ G LINRPOlIoAfAGE YR FAYylLfte 2y
Defining the Variables under Exasalected commodities

Based on our findingseferi 2 G KS T AP Otheikth of Aighianditothe next paragraph
éQuantifyingd f Sy Ca2atitBaninodity Exposuréswe selecteaopper, zinc and coabGlencdNB Q a

main commodity exposureShe World Barfkdatabase was the only one to provide access to not
discontinued (and reliable) time series of copper, zinc, and coal spot prices (since May 2011). However,

the data is available only at monthly frequency. Therefore, we were forced thmkanalysis with
Y2yGKfe RIFIGF® b2GS GKIG GKS lylrteaira 2y Df SyO2NB
basis, becausa this cas¢he data we needed was available daily and the other-s®uts which were

necessary also could halveen estimated aa daily basis.

2 KFG Aa NBFrffte AyuSNBaldAy3a Aa dKIFId GKSasS GKNBS
commodity exposuré§ but also are the commaodities whibhve fallen the most together with oil and

iron ore related productand that still today are showittigat anon-completely safe track. On one hand

the growth of the demand for cocking coal, thermal coal and iron ore still today has a negative sign. On

the other handthe market balance (demand nois supply) of other basmetals even though thie

demandhas gone back to shgpositive growth ratesgither is close to zero (e.g. copper) or is negative

(e.g. nc). Rlowthe graphiBA £ £ dza NI GS (GKS A&aadzS F2NJ I ff Df Syoz2N

Demandfor Glencore’s Main Market Balance in Kt (Mt for Iron Ore)
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Soure: Glencore’s Global nait, mining, & steel conference. Miami 10th May, 2016

SIDf Sy O2NBQa SELR&dAINBE (2 (GKSasS O2YY2RAGASA A& Y2NB (K

52SourceGlencore’s Global ma$, mining, & steel conference. Miami 10th May, 2016
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QuantifyingD f S y CBaaticSominodity Exposures

Ly G KS ILckNdr SkiNst Gléikcoré fundameritils Fdzy R YSy Gt a Fylfteaaa ;
is more exposed to coppemal and zinc than any other paeas Our final goal is to estimate dynamic

exposues of Glencore to the commoditignarketand c LJF NB G KSY gA0GK LISSNEQ
exposuresHowever, the model we are going to uéed S S LJI QliardfNdgD IKS yoO2 NBE Qa 58 vy |
Commality Exposures is quite sophisticated and running this model on 93 commaoditieSlércore

and foreachof its peerscould be an independent research. For this reason, we want to see if an
econometic analysis and our fundamental analysis speak the same landhagebr simplicity, we

Nbzy GKS ReylrYAO SELRA&AMINB lylfteara 2y GKS O02YY2RA

exposure, in both the analyses.

Hence, we have constructed amléx which proxies agricultural products, energy products, and metals
and minerals products. The indic® a simply average of tmeonthly spot price8® of the following

components:

Agriculture Index(i) BeveragesCocoa, Coffee, Tefii) Fats and QiPalm oil, Soybean meal, Soybean
oil, Soybean; (iii) Grains: Barley, Maize, Rice, Sorghum, Wheat; (iv) Other Food and Raw Materials: Sugar,
Cotton; (v) Fertilizers:Phosphatelndex (average of i@mmonium Phosphate, Phosphate Rock,

Potassium Kloride andTriple Superphosphatg Urea

Energy Indexi) Coal; (ii) Crude Qil (average of UK Brent, Dutsdi, R8SNest Texas); (iii) Natural Gas

(average of Europe, US and Japan liquefied natural gas);

Metals & Minerals Indext) Aluminum; (ii) Copper; (iii) IromeQ(iv) Lead; (v) Nickel; (vi) Steel (average
of coldrolled coil/sheet, hotolled coil/sheet, rebar and we ord); (vii) Tin; (viii) Zinc; (a) Gold; (b)

Platinum; (c) Silver.

CKSY>S dzaAy3a Df Sy Ceadilese inGideith the/sAmeankriilyNBqudniywe Bave

computed monthly returns for the four series and we have run a constrained OLS regression. The idea

Ad AAYAEEFNI G2 | aadetsS lyrfearaéds gKAOK Ay LINI O
same technique to see whidndex proxies Glencore in the most accurate way. The iglen
minimization problemwhich can be divided in three main steps: (i) to replicate the OLS regression

algorithm by creating a new varial§ég) which is defined as the error term of a regresdionto set the

53 Source: World Bardatabases
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betas as parameters (a, b, c) of our minimization problem; (iii) to constrain the minimization problem,

by forcing the parameters to sum to dfheThe results we got are summed up by the outline below:

This analysis confirmed us what wavé found with the fundamental analysis, i.e. Glencore can be
accuratdy proxied by Metals & Minerals and that no other combination can proxy Glencore better than
the stand alone Metals & Minerals related products. Hence, we will focus our dynamic exposure
FylFfteaAras LINE JA RQBtiyingD t 5K/ 2 NIE RE 3 Nftia0BxpoduGs >/ 22\ 2
Df Sy $htiNBddals & Minerals related producksise metals asopper and zinc.

QuantifyingDf SY 02 NBE Q& HiyPlposed / 2 YY 2
Ly GKA& LI NI} INF LKZI grnamisexpoduresatiieicofimadiiesikét, Dy fitse NS Qa |

running rolling window betas and then by filtering these estimati@na tailor made Kalman Filter.

Even though the Kalman filter (invedtby Rudolf E. Kalman) started to have some applications in the
SO2y2YAO YR FAYlIYOALf FASEtR&A aNBOSylGfteés GKAA
Mpcd 61 a GKS YIAY aY220KAyYy3a (G22f Ay WESApbISAT | NI
to the moon) in many other fields and it is one of the most common tools for the optimization of GPS
devices, laptop trackpads, videogames and smartphones. The reason behind its success is linked to its
optimality in the estimation process.dmain application of the Kalman filter in economic and financial

fields are estimation of parameters and smoothing of noisy data.

54 A constrained on the positive sign of the parameters is possible as well. However, Glencore is by construction
long on these commodities and there is no chance that a combination of short positions can proxy better Glencore

than a combination of fig position.
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