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Strategies for tackling the market
risk of EMM in 2010
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The current report will discuss the main strategies for handling the
market risk of EMM and to provide reference for enterprises to
Improve or innovate their operation model.
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— | 2010F B T IE M2 2L 1. The complication of EMIM market risk
in 2010
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== X, Price of EMM fluctuate between 12K to 14,800RMN per ton,
which is very volatile and greatly increase the operation and production

risk of manufacturers.
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. Macre-economic environment:; 2009 is a tough year while 2010 will be a
complicated year. Demestic asset bubble, stagnation of the economy.
and inflation are the three hidden crisis. And' in the international market,
the Interest rate conflicts, trade conflicts and cost competition led by
America have been ignited.
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. Market demand: There Is excessive surplus in terms of preduction
capacity. On one hand, the EMM market has been turned frem a seller’'s
market to a buyer's market. On the oether hand, the diversification in
market demand has increasedi the difficulty in determining the: tetal
demand for EMM.
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. Raw material supplies: Raw material supplies is far from sufficient. And

Withithe continuous Increase of raw: material and energy: price; the slim
prefit margin: o EnterpriSes are continuously. offset by the Increase in

raw: material cost.
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Production TTechnology: With the acceleration in applying new.techneloegy and
technigue, the production cost of EMM IS always on the change and the
pricing standard of enterprises Is alse undergoeing constant adjustment
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Industrial policy: Change in the industrial pelicies is speeded up. New: policies

In terms of environmentall protection and enterprise elimination have
continuous Influence on the market supplies off EMIVL.
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Substitute products: low-canben fermomanganese and oversea ENMM Is gradually.
replacing the demestic EMIVIL And the market share IS constantly: changed.
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4G 51 AL AT S 1R 2122 55 As a basic metallurgic raw material, EMM is
related to lots of factors in both the upstream and dewnstream. The change
ofiany-factor will-entail drastic fluctuation in the market price of EMM.
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Main strategies for controlling the market
risk of EMM
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Professional market information collection and analysis system
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The market information collection system covers all the infermation and data
flrem every: part of both the upstream; and dewnstream of the EMM' industrial
chain. And continueus efferts should be paid te the collection and moniter of
these informaiton and data.
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Enterprises can establisih communicationand coeperation scheme with
ENtErprses In otier parts of the Industial chain te ektaln Infermaiten and data,
Ol CoepErate with prefessional Infermatien Sernvice provider 1o ohtain infermation
and data.
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Professional market information collection and analysis system
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Prefessional market infermation collection and analysis system
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TE R, DA S PR RIZ 5 A4, BRI &5 XK . By sorting out,
classifying, and conducting logical analysis of the massive EMM market
iInformation and data collected, professional and accurate conclusion and
research report can be generated. Such conclusion can provide reference for
the price trend of EMM, help the enterprises to control market risk so as to
have a reasonable planning of their operation and production, and reduce

their operation risk.
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Strat. 2: Make use ofi Professional Hedging Electronic Exchange
Platform
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We conduct deals in two opposite direction in both the forward and
spot transaction market on the electronic exchange platform. In this way,
a profit and loss offsetting scheme can be established between the two
markets, and the loss in one market can be offset by the gain in another.
Thus we can lock in a cost and retain our profit.
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SR 5 Traditional

trade
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SE A%
Transfer risk
and lock in a
cost
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Avoid risk of price fluctuation, lock in a
expected cost or profit

W& Z RN

Passively endure risk of price
fluctuation

Bt
Capital
occupation

Tilf110-209%630 /4. FIFEtR, HH%ED.
Prepay 10 to 20 % as guarantee, rapid
turnover and only takes up a little capital

43k 4 1% pay in full amount

A 5y A
Transaction
cost
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Electronic exchange platform can help you
to expand trading channel and greatly
lower the trading cost.
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Involve high labor, traffic and
trading cost.
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Credit
Gurantee
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A5 % Solialized credit system forces
related parties to honor the agreement; the
guaranty money and daily settlement
system can help to confine their
commercial behavior and reputation.

AMEER BAPITA™

Lenient in honoring agreement
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Strat. 2: Make use ofi Professional Hedging Electronic Exchange Platferm
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The owner of a nonferrous metal enterprise Iis worried that the price off EMM

will increase when Spring cemes. He wanted to by 500 tons of EMM.
IHewever, he cannot purchase in advance due to a temporary financial strain.
Therefore, he chose to take advantage of the erder guarantee money.
system of the electronic exchange platiorm, that'is, to buy 100%) goods with
20%) guarantee money for erdering. He bought a contract ofi S00i tens, of
EMM at a price of 12,000 per ton to do a buying hedging on the platform.
And en 19th, Dec, the resulis ofithe nedging Is as fellows,
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Inithis way, the less at the spot transaction market Is offset by the
profits on the electronic exchange platform. Moreover, the enterprise in
this particular case can also reduce or even save the stock and
Insurance cost resulting from: storing spet EMM in advance.

B8 178 spot market BT #1113 electronic exchange

market

_ 12,0007c/mE, = 5000
1A28%5 11,9007c/ Buy 500 tons at

. 14,6000/, 32 H 50004
12H19% 14,5007G/" Sell 500 tons at

524 (11900-14500) *500= -130
Change in bl (14600-12000) *500=130J7
profit & loss 1.3 Million

ST
Total Profit 130/7-130/7=07C
& Loss
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Strat. 2: Make use ofi Professional Hedging Electronic Exchange Platferm
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A dealer expected that with the worsening ofi the financial crisis, the surplus
of production capacity of EMM preducers and the pressure brought by
excessive inventory, the market price off EMM woeuld decline. In order to
retain the value of its' 500-toen iInventony, the dealer sell a contract off 500 tons
off EMM In the electronic exchange market. On Oct., 23rd, the price declined
as expected. And by the date, the proefit and loss status of the dealer Is as

follows,
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TR g, AR T 2005 JuldEsiAlE. In this way,
the dealer won a profit of 3.85M on the electronic exchange
platferm through hedging. He not only aveid the loss
resulted from the decline in-EMM:price, but also-gained an
additional profit of 200K RMB.

BT R

Spot market Electronic exchange market

9H19% 19, 1007G /M 19, 7007G/M, SEH 5008

12, 000G/, A 50004
10H23% 11. 8007/ W Buy 500 tons at**to close
position

%%Sféfiiiﬁfife (11800-19100) *500=
36577

Loss

(19700-12000) *500=385J]

BT -
Total P & L 3851-365/1=20/7 7t
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Case 3: Cross hedging between EMM and other products.
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Altheugh the 200 series stainless steel is totally different from EMM in terms of
category, the factors influencing the prices of the two products are almost
the same. We can calculate the correlation between the prices of the two
products and set a certain hedging ratio, so as to conduct hedging on the
electronic exchange platform.
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Oni4th, Sept.,2009; a dealer had 1K tens of 201 high copper hot-rolled steel
coll produced! by a southernn factery, Whose spot price Is at 9,300. The EMM
electronic price then stoed at 14,100 RVIB per ten. The dealerworred that
Wwithi the decline in demand for steel in the ceming menth, the price of the
201 steel he pessessed would decline. To prevent the 1K tens of Inventory.
fliom depreciating), the dealer sell a contract o 870 tens off EMM. On 10th,
OC% Ip;ric:e off EMM declined as expecied. And the P&I. status of the dealer is
as fiellows,
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Tfhe cross-product hedging enabled the dealer torearn a profit off 522K on
the electronic exchange platiorm. He not only successiully: avoeided the loss
resulted from the price decline of steel, but also gained an additional profit
of 122K.
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Electronic Exchange market
Spot market of SS Of EMM

93007C/ME, 745 1000ME 1410076/, 32870

Owns 1K tons at-.* Sell---at 14, 100

1350070/, EA8TOMEF4
Buy 870 tons at 13,500 to
close position

89007./M, 210000
Sell 1k at 8,900

(8900-9300) *1000= -40/ (14100-13500) *870=52.2J1

-40/5+52. 2 3=12. 27t 122K
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As the economy IS expected to recover, dealer A and B expected the
market price ofi EMM to increase inithe near future. A chose the
traditienal trading method while B choese te deal on the electronic
exchange platferm. Oni 17th, Aug, the price off EMM increased as
expected. Andibelow: Isia comparisen of the P & L status between
Dealer A & B:
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Under such circumstances, although dealer B earned the same profit as
Dealer A, he used the leverage off mere 20%, guarantee money, Which
only accounted fior 20% of the Investment cost off Dealer A. Moreoever,
Other costs In terms ofi stock, logistics and labor were saved and the
ROI was/ impreved by a large margin.
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A deals in spot market
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B deals in Electronic exchange
market

TH15%

130007G/WE, IJ= A 50003k B¢
Buy 500 tons of--;at 13, 000

131007T/WE, EA500WEE 44
Buy a contract of 500 tons of

EMM at 13,100

SH1TS

149007T/M, K500 H 57
Sell 500 tons at 14, 900

150007G/Mf, SZH 5006
Sell 500 tons at 15K to close
position

oM

(14900-13000) * 500 = 953

(15000-13100) * 500 = 953

B H+ 3%
H
The capital

occupied and
the cost

6505+ 2.5/

1317 + 0.1965);7

BB IR
ROI

Return on
investment

( (1.49-1.3) *500-2.5)/652.5
=14. 2%

( (1.5-1.31) *500-
0.2)/131.2=72. 3%
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Maini strategies for contrelling the market risk off EMM
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{.; Build professional market information collection and
analysis system to correctly forecast the development and
change of market price.

(2) [ER B ERRERTRZ Z S, EXREBLR =S

= . Transfer risk torspeculators or arbitragers by making use
of profiessional hedging electronic exchange platferm.
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TThe combination of strategy. one and two: can perfectly help
you te control the market risk of EMM
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Service provider for risk control
in EMM 1industry
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Service previder for risk centrel i EMM industry.

FEEREeERE FfmiaEEaRAE (Huacheng Nonferrous Metals
Electronic exchange shanghai Ltd.)  CEL T fa#R“4Ei") =20054F38 Z &
B LEEdE, BB (KEREmE TR ZHE) UKEKREEEMCIEZER
BFx Zhizn. Hereafter referred to as Huacheng, is established in March,
2005 upon the approval of Shanghai Industrial and: Cemmercial Bureau,
and It's a electronic exchange market in accordance with Bulk Stock
Electronic Transaction Specification and other related laws and regulations.
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Huacheng Metal Exchange Welsite Is the only domestic professionall on-
line platform fior EMM products which not enly provide information but alse
offer electrenic transaction| Service.
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% % . Huacheng is devoted to provide EMM enterprises with the most
professional and persenalized infermatien and the senvice selution for
electrenic transaction. It Is aimed (o create and Improve the market price
discoevering scheme andl te) premete the healtny develepment ofi the Industry.




EBEmiEES—: TEERETIA %5t Fiist Senvice providedi by HC, a
System, of collectlng and analyzing market infermaton
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SH HC establishes comprehensive information and data coellection
channels across all the parts from the upstream to the downstream of
the EMM industrial chain, including representative enterprises.in
industries like EMM, Mn ore, Se Dioxide, Mn alloy, steel and stainless
steel Industries, etc. Famous financial website and the website of
other related industries are also the source of Information.
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SH HC collects infermation and data frem varieus channels on daily bhasis.
Noew: preducts like HC Guiding Price Teday, HC 7-day Climate Index,
Timely Updates, Market Price, Analysis & Comments have heen
launched. And other new information preducts like industrial data,
special column and sulbscribed research report will'be launched soon
to meet the customer’s demand! in understanding the change of market
price.
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s Service teols/media:; SH HC provides all-rounded service fon
cllents threugh website, mehbile media message, SMS and magazines,
etc.
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Second service provided by HC: a professional hedging electronic
exchange platform
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On Jan., 18th, 2010, the forward electronic exchange platform was
officially reopened. The dealers, on condition that the terms of
agreement have been mutually confirmed, can freely trade on the
platform, including quoting and bidding, etc.
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SH HC, with the principle ofiopenness, fairness and justice, establishes a
technolegically advanced bulk stock electronic exchange platfiorm,
whichiis aimed at previding a hedging platform for producers and
traders, and a platform fer speculators and arbitragers te pursue risk
returns.
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The reopening off SHIHC ferward electronic exchange platform prevides
the basic Infrastructure for the ferward and spot transaction ofi the
EMM Iindustry. And HC has made an important contribution for building
the EMM price discovering scheme and for promoting the sustainablie
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Professional information collection and analysis system
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Professionall Hedging electronic exchange platform
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