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Mainr Compoenent

This report discusses the major strategy of EMM market risk control,
and provides reference for the enterprises of improvement and

Innovative management methods.

1, 1012010, the risk of EMIM market is complex

2, the major strategy. for risk control off EMIM market
(1) Professional industry information collection and analysis system
(2) Authoritative hedging of the electronic trading platform

3, Kisk control service agency off EMM Industry.
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EIrst, the risk off EMIVIFmarket 1s complex 1n 2010

EMM prices is alternate during 12,000-14,800 Yuan/ton. Market volatility
frequency has increased , and it greatly increased the risk of production
and operation.
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Eirst, the risk of EMIM market isi.complex in 2010

2009 was a difficult year! 2010 1s a complex year!
Domestic asset bubble, economic stagnation and inflation, the three major crises
are lurking. Inrinternational market, the exchange rate war, trade war and the cost
war led by the U.S. has been ignited !

: I he overcapacity Is serious, and EMM market has changed
from a seller market to buyer market. The diversity of market demand Increases
difficulty of judging the EMM demand.

Inadequate supply. of raw. materials, the main; raw material
and energy: power prices are continued to rise, and raw. material costs eroded the
meager profit margins of enterprises.

: Theapplication of new technoelogies continues to
accelerate, EMM production costs being changing, and enterprises will also
continue to adjust pricing standards.

: Changes In the pelicy envirenment Is speeding up;
and mew: policy of envirenmental protection and eliminate backward willfcontinue
to affect the supply off EMIM market.

;. LLow-carhoen and micre-carbon
ferromanganese and foreign EMM continueusly take place of our EMIVI market,
and the'shares ofi the market demand are changing.
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EIrst, the risk off EMIMImarket 1s complex i 2010

with this complex factg

Macro-economic: -
how can we do?

Finance, Policy, Related metal,
International Economy

Supply-side: Demand:
EMM Company, Output, Stainless Steel, Downstream

ventory, Price, Technologyj Procurement of Al-Mn Alloy,
Market Launch \ Output, Price, Technology;
' Export

Cost:
giierData and Dynamic of Manganese @le;
Pewer, Sulfuric Acid, Selenium Dioxide 2nd

Other Material Industry RaE Pk & E3R S M
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Strategy 1: Establish professional information collection and
analysis system for the market

Market information collection; system covers various sectors of the upstream and
downstream information and data of EMM Industry chain. It Is need to keep up
collection and tracking against all aspects of information and data.

Enterprises can use the various components and industrial chain, establish;the
cooperation mechanism, to access the information and data, or co-operate With
professional information Services agency to access to information and data.
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Second, the major strategy: for risk control of
EMM market




Strategy 1: Establish professional information collection and
analysis system for the market

For the collected mass of EMM market information and data,
to collate, classified, Logical analysis and modeling analysis,
form professional and accurate analysis findings and research
reports. Provide price trend information, controling risk, and

provide enterprises the reasonable plan of the management of
production, reducing the business risk.
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Strategy 2: Use tihe authoritatve hedginglelectronic trading platform

Using electronic trading platform, do the opposite trade of two

transactions of traditional and long-term spot trading, and thus, establish a
mechanism to offset profits and losses between the two markets. As one
profitability of a market to make up losses in another market, to achieve the
purpose of lock-in costs and stable income.

The main advantage of hedging electronic trading platform

The use of hedging electronic trading platform liracitionalispot

trading
Transfer risk, and | To avoid the risk of price changes, lock the Passive bear the risk of
lock the price expected cost or profit. price changes.

10-20% of pre-paid guaranteed payments and

Funds used . :
turnover are quick, and eccupancy of costs is small.

Full all-cargo section

Require sales staff and
transport costs, and the
trade costs and human
costs are high.

The use of electronic trading platform, expand
Transaction costs | trading channels, and dramatically reduce the
trade cost.

Community-based credit system, strict compliance;
guarantees payment system and the daily : : )

) : compliance is not strict
settlement system being very well constrained

business practices and reputation. I el
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Individual reputation and
Credit guarantee




Strategy 2: Use the authoritative hedging electronic trading platform

On Noevember 28, 2008/, Jishou EMIVI spot price'was 11.9 thoeusand
Yuan/ton, and one electronic trading price was 12,000 Y uan/ton. A nen-
ferrous metal enterprise was worried that price would rise with the coming
of spring. Wantng to buy 500 tons of EMM, however, because of a
temporary. cash-flow poor, they. could not purchase in.advance. So.they
used electronic ordering guarantee deposit system (20% of the orders
guarantees to buy 100% of the goods) to buy the hedge. As 12,000

Yuan/ton, bought 500 tens of contract in May. On December 19, the effect
of hedge:

At this situation, a loss of the spot market just has been ofifset by the
profitability of electronic trading platform. For the spot traders, It has
reducedi or even removed firom the storage spot fior early accumulation of
Insurance and other expenses.

SIOINIEIEED E-rplarKeiolace

Novemnber 28 11,900 Yuan/tor) 12,000 Yuan/ior, Buy 500 torns

14,500 Yuan/:or| 14600 Yuartll‘to‘n, ,.-Se," 500 tons
Licuiclatior)

Chiarnges of grafit 2l (11,900-14,500) *500= - ' AN
[ 1,300,000 (14,600-12,000) *500= 1,300,000

Total galins and logses 1,300,000-1,300,000=07t




Strategy 2: Use therauthoeritative hedging electronic trading
platiorm

On September 19, 2008, Jishou EMM: spot prices was 19.1 thousand
Yuan ton, and electronic trading; price was 19.7 thousand Yuan/ton. One
dealer expected a worsening economic crisis, and EMM ' plats were
overcapacity, the stock pressure being large, and the post-market price would
decrease. In order to prevent 500 tons ofi Inventory devaluation, the trader
sold the contract of 500/tons EMM in the electronic platform: . By October
23, the price dropt, the dealer's profits and lesses were as follows:

At this situation, the dealer did hedging operations throughithe
electronic trading platfiorm, making a profit of 3.85 million Yuan. Not only.
avoldedilosses caused by falling prices, but also received 20 million profits
[N excess.

Segiamyer 19 19, 100 Yuan/tor 19, 700 Yuan/ton, s2ll500 fons

Ceteler 22 11, 800 Yuan/or L Yua?]/rﬁiﬁ’,,%? 200 tons

Criairiggs of (11, 800-19, 100) *500= - (19, 700-12, 000) *500=
oraflt aind Joss 3, 650, 000 3, 850, 000

3, 850, 000 - 3, 650, 000 =200, 000

ne
lossas




The croess-hedging between the twoispecies; off EMMiand related

Althouwtia200ySkriksstainlesbriecire Vv aredifferert i factarofiprice
that afifect themare same:. \We can calculate the correlation hetween the two prices
to set up a certain proportion of hedging, and thus operate the hedge by using

electronic disk.

On; September 4, 2009, a trader holding 1,000 tons ofi 201 high-copper hot-
rolled coil of one south factory, and the spot price was 9,300 Yuan. At this peint,
EMM:ielectronic trading price was 14.1 thousand- Y uan/ton. I'raders worried about

the weak demand in the next week, and the holding 201 steel prices would'decrease.
In order to prevent the devaluation ofi 1,000 tons of inventory, the traders sold 870
tons of EMM contract on electronic trading platform. On Octeber 10, the price was
sure to decling, the dealer’s profit and loss position are:

= Cross-product operation oft cross-hedging, make 522,000 Yuan profit on the
electronic trading platfiorm. Not only succeeded te avold losses caused bythe steel
price, but alse received 12.2 million Yuan excess profits.

Sizlrllgss sieel sgot rreriet

Mlzingzingse E-prlariceiglace

Sgotaroer 4

9, 300 Yuan/ton, holding
1, 000 tons

14, 100 Yuan/ton, sell 870 tons

Octogoar 10

8,900 Yuan/ton, sell
1, 000 tons

13, 500 Yuan/ton, buy 870 tons

Liejuiclztion)

Crizifiges uf
orofit and loss

(8, 900-9, 300) *1000= -
400, 000

(14, 100-13, 500) *870= 522, 000

-400, 000 + 522, 000 =122, 000




Strategy 2: Use the authoeritative hedging electronic trading| platform

OnJuly 15; 2009, Jishou EMM spot price was 13,000 Yuan/ten, and electronic
trading price was 13.1 theusand Yuan/ton. As the better economic situation, A
and B, twos dealers were expected that post-market prices will rise. A chose the
traditional trade patterns, and B selected the electronic trading platform. On
August 17, electrolytic manganese prices raised as expected. A and B dealer’s
profit and loss situation Is contrasted:

At this situation, B dealers through the operation of electronic trading platform,
although the amount of B’s profit was the same as A, the traditional trader,
however, the use ofi 20% security deposit only teok the equivalent of 1 /5 input
costs off A. And because eliminated the need for warehoeusing, logistics, labor and

other expenses, greatly increased Its rate of return on capital investment.

A trailg et sgot rreriet tracling B tracle ait 9ot riariet tracling glatforir)
July 15 13, 000 Yuan/ton, buy 500 tons 13, 100 Yuan/ton, buy 500 tons
August 17 14,900 Yuan/ton, sell 500 tons 15, 000 Yuan/ton, sell 500 tons
Changes of profit (14, 900-13, 000) * 500 = » _
and loss 95, 0000 (15, 000-13, 100) * 500 = 95, 0000
Trie
izl orodriziion of 6, 500, 000+ 25, 000 1,310,000 + 1,965
furicls ard cosis,
FHeillfr) of) ( (1.49-1.3) *500-2.5)/652. 5 _ _ _
T —— =14, 9% ( (1.5-1.31) %*500-0.2)/131. 2=72. 3%




Second), the major strategy fior risk controel off EMIV market

At present, the main strategy of EMM market risk control :




Third, risk control service agency off EMM
Industry.




Third, risk control service agency off EMM industry.

Huacheng Nonferrous Metals Electronic Exchange
shanghal Ltd. (Huacheng) Is approval by Shanghal- Municipal
Industrial and Commerual Bureau in May, 2005; In
accordance with " Commodities Electronic Transactions
Standard ™ as well as relevant laws and regulations to: create
the electronic trading market.

Huacheng metals trading networks , 1S
the only EMIVIcore professional network: platform oy both
collecting infermation and electronic transactions as one.

IHUBChEeng IS focused oni providing the moest professional
and personalized infermation and electronic transaction
service selutions; for supply and demand of EMIMI enterprises.
And gradually burldfand improve: the market price discovery
mechanism, Wit the promotion of the: erderly: development of
the Idustry.
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Thirdl, risk controliservice agency off EMIM 1ndustiry

Information channels:

Shanghail Huacheng around the EMM various sectors of the
upstream and dewnstream industry chainestablish the nformation
and data collection channels, including EMM;, manganese, selenium
dioxide, manganese alloy, steel, stainless steel and other industry.
representative enterprises, well-knewn financial websites and welsites
related industry.

Products:

Shanghai' Huacheng continue to get information and data from the
Various sources every day. Now, we have introduced Huacheng teday’s
guide price . Huacheng 7 days® business Index, timely dynamic,
market prices andanalysis. Wewill introduce 1ndustry data, special
report and custom research repolts and other Infermation; products,
toadapt te customers” needs to determine the changing market.

Service mode:

Shianghail Huacheng threugh the welsite, moebile phone, MIMS, SMS,
publications and' ether channels to provide custemers withia full range
of services.




Trhirdl; risk controllservice agency off EMIVI industiry

On January 18; 2010, Shanghai' Huacheng long-term electronic
trading platform has had a formal resumption ofi plate. Dealers under
the convention of , both: buyers and sellers can trade by pricing,
bidding and auctien-driven.

Shanghai Huacheng electronic trading platform for the spirit of
“openness, fairness and impartiality** principle, adopt a technology-
leading electronic trading platform for commodities, to provide a
platform of hedge for manufacturers and dealers, and alse provide a
platform of risk-lbenefit for speculation and arbitrage.

Shanghar Huacheng long-term electronic trading platform has had a
formal re-plate. Eor the manganese Industry, te establishia electronic
trading platform, provide the basic security fiacilities for traditional
spot trading and long-ternispot trading, and has made Important
contributions te construct EMIM price discovery mechanism and
promoeting|sustainable development off EMIM.




Trhird, risk control service agency of EMM Industry.

Professional information collection and analysis system;

Authority of the hedging electronic trading platform ;




Trhirdl; risk controllservice agency off EMIVI industiry

Shanghai Huacheng efficient organizational structure

C1 &7

Marketing
Department

Huacheng S —

internal
environment

Information ‘ Trading <:>

Department Department Logistics




Thank you!
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