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» One of the four futures exchanges approved by the State Council and regulated by the CSRC
* Founded on February 28, 1993

» As of now, a total of 17 futures and 2 options have been listed on DCE
» Covering six sectors: grains, oils, petrochemicals, energy and minerals, livestock and forestry
» Industrial futures (7): LLDPE, PVC, PP, coke, coking coal, iron ore, ethylene glycol

» Agricultural futures (10): corn, corn starch, No.1 soybean, No.2 soybean, soybean meal, soybean all,
palm olein, eggs, fiberboard, blockboard

« Options (2): soybean meal (the first commodity futures option in China), corn
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» Important futures trading center in China

In 2018, DCE’s annual trading volume reached 969 million lots (unilateral, same below), and its turnover
totaled RMB 52.19 trillion

According to FIA, DCE was the 12th largest exchange in the world by trading volume in 2018

The world’s largest agricultural futures market as well as the largest futures market for plastics, coal,
metallurgical coke, and iron ore
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President Xi inspects DCE

DALIAN COMMODITY EXCHANGE
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—SRREINZER” .

On August 29, 2013, President
Xi visited DCE and encouraged
us to “discover a way to
success for the development
of China’s futures market by
standing on solid ground while
exploring audaciously”.
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1.1 The volatility of shipping freight rates has a huge impact on international trade
» China is a major player of international trade
« The world's largest exporter, exports in 2018 was about 2.5 trillion dollars, accounting for 12.8%
« The world's second largest importer, imports in 2018 was about 2.1 trillion dollars, accounting for 10.8%
» Ocean freight is an important cost component of commodity prices

* Iron ore: from 2012 to 2018, ocean freight accounted for 18.9% on average, and in 2018 it reached
36.7% ($24/ton)

« Soybean: from 2012 to 2018, ocean freight accounted for 7.0% on average, and in 2018 it reached
17.3% ($80/ton)

« Container: from 2009 to 2018, ocean freight averaged 7.5% of the value of goods, up to 11.9% in 2010
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1.1 The volatility of shipping freight rate has a huge impact on international trade ( continued )
» The fluctuations of ocean freight directly affect commodity pricing

« Mainstream pricing model for international commodities such as energy, non-ferrous metals and
grains: “Futures price + premium/discount”

« Ocean freight is the main factor affecting the premium/discount

« Futures prices can be locked in the futures market, however the premium/discount (ocean freight)
fluctuation risks lack related hedging tools

LRIV, WML R R R B AL T RSV, WA BAE IS M R
(price of Shanghai-America West route container freight and Shanghai-Europe route container freight ) (price fluctuations of Shanghai-America West route container freight and Shanghai-Europe route container freight)
| #p(Shanghai-America West ¥k#(Shanghai-Europe
3,000.00 2010 95% 62%
2.000.00 2011 51% 97%
2012 59% 172%
1,000.00 2013 48% 25%
2014 34% 153%
0.00 2015 196% 513%
09/10 10/10 11/10 12/10 13/10 14/10 15/10 16/10 17/10 18/10 2016 181% 488%
EFAACE T FRR) = I A TR AR 81% 88%
America West route (USD/FEU) Europe route (USD/TEU) 2017 105% 64%
2018 176% 71%

SOURCE: WTO,Wind
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1.2 Shipping carriers' existing pricing methods face
greater risks 500%

» Long-term negotiated pricing: Large cargo owners and shipping
companies lock forward cabins and prices

200%

 If the freight rate rises, the shipping companies will suffer losses. H00%

 If the freight rate falls, the owners will suffer losses 0%
2012 2013 2014 2015 2016 2017 2018
» Follow the market: SMEs passively bear the risk of freight -=-8bI o
== 1 [H] - PHEELEFFIZ /) (Sino-America West route container price)
ﬂ uctu ations == 11 [ - KR JH £E R 46 iZ 41 (Sino-Europe route container price)
— 25" F (Iron ore)

> Shipping price volatility far exceeds that of general commodity A7 (Soybean)

8
SOURCE: Wind
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1.3 Futures market generates open and transparent prices, providing end-users with
hedging tools
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hedging tools (continued)
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1.3 Futures market generates open and transparent prices, providing end-users with

Risk-Management

» Carriers: Sell capacity in advance and

» Cargo Owners :
advance and lock in costs

lock in profits
Buy capacity in

> Freight Forwarders: Buy/Sell capacity

1650

1600 -
1550 -
1500
1450 -

1400 -

1350

G

in advance according to orders of

customers

- yuan/ton

Physical delivery is the key mechanism to guarantee price convergence
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1.4 Futures play a core role to help end-users “going abroad”
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Freight futures help end-users lock in freight costs.
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2.1 Features of domestic and international shipping index
> International shipping index market: Baltic Freight Index (BFI) . Baltic Dry Index (BDI)

« Baltic Exchange launched BFI index futures in 1985 and BDI index futures in 1999 , while
BFI index futures ceased trading in 2002

« BDI index is the barometer of international dry bulk market trends and the global
macroeconomy

- It combines different types of bulk cargos, different types of ships and different routes
« Defect : Based on enquiry, low representativeness and weak pertinence

12
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2.1 Features of domestic and international shipping index (continued)
» Domestic shipping index market: Container freight index. Bulk freight index
« Barometer to reflect relevant markets.

- Defect : Based on enquiry, weak pertinence and low frequency (daily or weekly) .

» There is a long way to go to design and develop tradable index
« Resistance to manipulation
* Release Frequency
« Market Test

13
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2.2 Feasibility to implement physical delivery of ocean container freight futures.
» 18 subdividing shipping markets

According to the categories of bulk cargos and ships : Container shipping, dry bulk shipping,
liquid bulk shipping

According to the sail schedule and routes : liner and tramp

According to the navigation interval : ocean, coastal and inland river

14
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» Ocean Container Shipping Market: high degree of standardization, large market scale and perfect competition
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VLCC\ ULCC) , ﬂ%ﬁé

Sail schedule
Conveyance Cargos
and routes

Liner Container Container Standard Box Irrelevant Fixed

Ship type (Cape-size carrier. Panama

bijlolleEsen | ool handy-size carrier) , Vessel age

Multiple kinds Not fixed

Tram
& Liquid bulk  Ship type (Panama carrier. Aframax carrier.

cargo SUEZMAX,VLCC,ULCC) ,Vessel age

o 20174F, FEEVFEIEFIEHIMALET 200012, &5 T VE (73012) FEE (10012)

* In 2017, the freight volume of ocean containers in China was over 200 billion yuan, far more than

coastal(73 billion) and inland river (10 billion) 15
SOURCE: Wind

Fixed Not fixed
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2.3 The China-West Coast of North America route is Beneficial for Industry Clients’

Precise Hedging

» China-North America route and China-Europe route are two major container export routes of China

* In 2017, China-North America route had a volume of 12.3 million TEUs, with the total freight of
114 billion yuan

* |In 2017, the China-Europe route had a volume of 11.41 million TEUs, with the total freight of 60
billion yuan

16
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2.3 The China-West Coast of North America route is Beneficial for Industry Clients’

Precise Hedging (continued)
» Compared to other North American export routes, China-West Coast North America route is preferred

 |n 2017, the actual volume of West Coast North America route was 8.17 million TEUs, about twice
the East Coast North America route(4.13 million TEUS)

» The choice of loading ports (Shanghai, Yantian, Ningbo) and destination ports (Los Angeles/Long
Beach): need to reach a certain market scale

EEESMAEEEHEER (TEU) /The container capacity of different America
West routes (TEU)

EFEELACEE Los

Angeles/Long M= ERE S/ Tacoma EIEE Seattle
SAuckland
Beach
E#msShanghai 1.5732.000 153000 166.000 112,000
T/ Mingbo FAE, 000D 51,000 55,000 37,000
& B Yantian 1.584 000 10E.000 118,000 79,000

EESMEEFEEER (TEU) /The container capacity of different US West
routes (TELU)

EFSELACTE Los

Angelesslong mE= ERLE/Tacoma BEEE Seattle
FAuckland
Beach
F#rshanghai 145 14 15 10
T MNingbo 69 5 5 3 17
EEYantian 146 10 11 7

SOURCE: Clipper Maritime
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3. Design Ideas of Freight Future Contract

X % 131 60 32 53 Ph

DALIAN COMMODITY EXCHANGE

3.1 Subject Routes: Shanghai-Los Angeles/Long Beach, Shenzhen-Los Angeles/Long Beach, Ningbo-Los
Angeles/Long Beach

Shanghai-Los Angeles/Long Beach
Container capacity future contract draft

Port of Departure

Shanghai Port

Shenzhen-Los Angeles/Long Beach
Container capacity future contract draft

Ningbo-Los Angeles/Long Beach
Container capacity future contract draft

Port of Destination

Los Angeles Port/Long
Beach Port

Port of Departure

Yantian Port

Port of Departure

Ningbo Port

Port of Destination

Los Angeles Port/Long
Beach Port

Port of Destination

Los Angeles Port/Long
Beach Port

Trading Unit 1FEU/Lot
Price Quote Unit CNY/FEU
Minimum Tick Size 1 CNY/FEU

Daily Price Limit
Range

5% of last settlement price

Trading Unit 1FEU/Lot Trading Unit 1FEU/Lot
Price Quote Unit CNY/FEU Price Quote Unit CNY/FEU
Minimum Tick Size 1 CNY/FEU Minimum Tick Size 1 CNY/FEU

Daily Price Limit Range

5% of last settlement price

Daily Price Limit Range

5% of last settlement price

Contract Months

January to December

Contract Months

January to December

Contract Months

January to December

Trading Hours

9:00 a.m.-11:30 a.m.,
13:30 p.m. — 15:00 p.m.,
Beijing Time, Monday to
Friday, and other trading
hours announced by DCE

Trading Hours

9:00 a.m.—-11:30 a.m.,
13:30 p.m. - 15:00 p.m.,
Beijing Time, Monday to
Friday, and other trading
hours announced by DCE

Trading Hours

9:00 a.m.-11:30 a.m., 13:30
p.m. —15:00 p.m., Beijing
Time, Monday to Friday, and
other trading hours
announced by DCE

Last Trading Day

The 4t |ast trading day of
the contract month

Last Trading Day

The 4™ |ast trading day of
the contract month

Last Trading Day

The 4t |ast trading day of the
contract month

Minimum Trading
Margin

7% of the contract value

Delivery Form

Physical delivery

Minimum Trading
Margin

7% of the contract value

Minimum Trading Margin

7% of the contract value

Ticker Symbol

SW

Delivery Form

Physical delivery

Delivery Form

Physical delivery

Ticker Symbol

YW

Ticker Symbol

NW

Listed Exchange

DCE

Listed Exchange

DCE

Listed Exchange

DCE 19
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3.2 Delivery Form-Physical Delivery

When the contract expires, the buyer and seller complete the delivery of the container capacity according
to the prescribed procedures

The seller provides the buyer with on-time services, including booking, providing empty containers, issuing
of bills of lading, shipping and other services

The buyer provides the seller with booking information, empty containers pick-up, delivering container and
customs clearance services

20
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3.3 Key Issues that Require In-depth Researches

» The choice of subject routes may be influenced by the Sino-US Trade Conflicts

» Delivery process design: determine when to cut off the responsibility of the seller and the buyer
» The delivery process of physicals is complicated and has lots of nodes
« Multiple parties are involved, including buyers, sellers, yards, docks, customs, etc

21
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3.3 Key Issues that Require In-depth Researches (continued)
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