Aluminum Trade Operations Manual (2008 Edition)
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Product Overview

1. Natural Properties of Aluminum
* Aluminum is a light metal, and its compounds are very widespread in nature. The aluminum resource in the earth's crust is only next to oxygen and silicon, occupying the third place. Among all the metal species, it is the second largest category of metal, only next to iron and steel.

* Aluminum has special chemical and physical characteristics. It has not only a light weight and hard texture, but also good ductility, electrical conductivity, thermal conductivity, heat resistance and resistance to nuclear radiation, being an important basic raw material for national economic development.
* Aluminum has a gravity of 2.7, and a density of 2.72g/cm3, which is about 1/3 of a general metal.
* Aluminum has a good plasticity and ductility, which means it is suitable for a variety of hot and cold pressure processing. It can be made into aluminum foils only 0.006 mm thick, and can also be made into fine wires through cold drawing. By adding other elements, it can also be made into aluminum alloys with hardness and intensity which can even exceed structural steel, while still maintaining the advantage of light weight.
2. Classification of Aluminum and Aluminum Products 
* Electrolytic aluminum production process: bauxite →alumina → electrolytic aluminum.

* In accordance with the main ingredient contents of aluminum ingots, aluminum products can be divided into three categories: high-level pure aluminum (with aluminum content of 99.93% -99.999%), industrial high-level pure aluminum (with aluminum content of 99.85% -99.90%), and industrial pure aluminum (with aluminum content 98.0 % -99.7%).
* In accordance with the types of aluminum ingot market products, aluminum products can be divided into three categories: one is processed materials such as sheets, strips, foils, tubes, rods, forgings, powder, etc.; one is cast aluminum alloys, wire rod, poles, cables, etc.; and one is the various types of aluminum products for use in daily life.
3. Main Applications of Aluminum
Over the past 50 years, aluminum has become one of the world's most widely used metals. Especially in the three major industries of construction, transportation and packaging, the aluminum consumption accounted for generally about 60% of total aluminum consumption in the year. 

Because of the stability in the air and excellent appearance of anodized aluminum, aluminum is increasingly widely used in construction industry, especially in aluminum doors and windows, aluminum pipes, decorative plates, aluminum curtain walls and other aspects.
In transportation and shipping sector, to reduce the weights of transportation vehicles  and the environmental pollution of exhaust emissions, motorcycles, all kinds of motor vehicles, trains, tube trains, airplanes, ships and other transport facilities began to widely use aluminum and aluminum alloys as components and decorative pieces. With the constant increase in the hardness and intensity of aluminum alloy materials, the proportion of aluminum alloys use in aerospace field began increasing every year. 
In packaging industry, all kinds of flexible-packaging aluminum foils, aluminum cans, various caps and EOEs, pharmaceutical packaging and other packaging materials also increasingly widely use aluminum.
In other consumption areas, the usage and prospect of aluminum in electrical and electronic products, household appliances (refrigerators and air conditioners), daily hardware and other aspects are becoming broader and broader. 

Market Distribution and Characteristics 
Ⅰ. Supply and Demand 

(1) International market
* Bauxite resources
The countries with proven bauxite reserves over 1 billion tons include Guinea, Australia, Brazil, China, Jamaica and India. The total bauxite reserves of these countries accounted for 73% of the global bauxite. Among them, the bauxite in Australia, South America, Africa and other regions enjoy a good quality, large reserves, and low cost in exploitation.

* Alumina production and trade
Alumina is a major raw material of electrolytic aluminum. Most of its production geographical locations are close to the areas with bauxite resources. The regions with rich bauxite resources include Oceania and Latin America. Since the dependence of electrolytic aluminum production on alumina raw material is very high, most of the world's alumina (about 80% to 90%) is sold through long-term contracts. There is rarely alumina available in spot market.
* Production of aluminum ingots
The real beginning of the global aluminum industrial production was in 1886, and global aluminum yield began to exceed copper and then jumped to the first place of non-ferrous metals in 1956, becoming the second largest metal next only to iron (steel). In recent years, the rise in the technology and equipment levels of global aluminum industry, especially the rapid development of China's aluminum industry, has driven the rapid growth in global aluminum production. By the end of 2007, global primary aluminum output reached 38.15 million tons. Aluminum production is mainly concentrated in China, the United States, Russia, Canada, Australia and other countries. 
* Aluminum ingot consumption
With the yearly increase in electrolytic aluminum yield and the decrease in production costs, aluminum and aluminum alloys are widely used in various fields, driving the rapid growth of aluminum consumption. In 2007, global aluminum ingot consumption was 37.81 million tons.
Outputs of major primary aluminum producing regions and countries in 2007
Unit: 10K tons
	Country 
	China 
	United States 
	Western Europe 
	CIS 
	Latin America 
	Australia 

	Output 
	1261 
	255 
	464 
	455 
	254 
	230 


Aluminum consumptions of major consuming regions and countries in 2007
Unit: 10K tons 

	Country 
	China 
	United States 
	Western Europe 
	Japan 
	Latin America 
	Middle East 
	Other Asian countries 

	Consumption 
	1205 
	574 
	724 
	241 
	133 
	133 
	388 


Global aluminum supply-demand balance (2000-2007)
Unit: 10K tons 

	Year 
	2000 
	2001 
	2002 
	2003 
	2004 
	2005 
	2006 
	2007 

	Output 
	2444.7 
	2447.7 
	2609.0 
	2798.4 
	2986 
	3192.6 
	3397 
	3815 

	Demand 
	2477.7 
	2397.2 
	2531.1 
	2716.8 
	3038 
	3209.2 
	3433 
	3781 

	Balance 
	-33 
	-50.5 
	77.9 
	81.6 
	-52 
	-16.6 
	-36 
	34 


Source: IAI, CRU, National Bureau of Statistics
(2) Domestic market

* Aluminum resources
China is one of the major countries with bauxite reserves, among which 97% of the bauxite is located in seven provinces, i.e., Shanxi, Henan, Guizhou, Guangxi, Sichuan, Shandong and Yunnan, characterized by a low alumina-silica ratio and a complex production process. With little strip mines, the mining costs are relatively high.

* Alumina production
China's alumina production increased from less than 1 million tons in the 1990s to the 19.18 million tons in 2007, thus becoming the country enjoying the world's fastest growth in alumina production. China's alumina production capacity increased significantly, resulting in the obvious falling of global alumina price which had consecutively risen for many years, significantly reducing the cost of domestic electrolytic aluminum production enterprises.
* Production of aluminum ingots

China's aluminum industry was begun in the 1950s. After 50 years of development, especially the rapid development since 1992, it has become a focus of global aluminum industry. From 2001 onwards, China's electrolytic aluminum production has ranked first in the world. From 2002 to 2007, each annual growth in output exceeded one million tons, consolidating the place of world first.
* Aluminum consumption

China's sustained and rapid economic development drives the high growth rate of the industries related to aluminum consumption. Especially in the three major sectors of construction, electrical and packaging, aluminum has gradually become a main consumer object. With the consumption increasing from 0.83 million tons in 1990 to 12.05 million tons in 2007, China has become the world's largest consumer of aluminum. For the consumer regions, South China and East China are the major regions of domestic aluminum consumption, and some major provinces of electrolytic aluminum production are becoming the new aluminum consuming regions.
Basic structure of China's primary aluminum consumption
	Industry 
	Construction 
	Electrical  
	Packaging 
	Durables
	Machinery 
	Communication 
	Others

	(%)
	32 
	23 
	11 
	10 
	9 
	8 
	7 


China's aluminum supply-demand situation (2000-2007)

Unit: 10K tons 
	Year 
	Outputs of primary aluminum 
	Imports of aluminum and aluminum alloys 
	Consumptions of primary aluminum 
	Exports of aluminum and aluminum alloys 

	2000 
	281.9 
	93.1 
	353.2 
	20.9 

	2001 
	341.9 
	52.9 
	412 
	40.8 

	2002 
	432 
	58.1 
	425 
	78.0 

	2003 
	542 
	88.1 
	502 
	124.9 

	2004 
	667 
	103.3 
	601.4 
	168.4 

	2005 
	784 
	63.7 
	715 
	132.4 

	2006 
	940 
	51.18 
	867 
	118.27 

	2007 
	1261 
	69 
	1205 
	185.31 


Source: National Bureau of Statistics, China Customs, China Nonferrous Metals Association

Outputs of China's major electrolytic aluminum enterprises in 2007
	Factory 
	Aluminum ingots output (10K tons) 

	Aluminum Corporation of China 
	348.86 

	Qingtongxia Aluminum Group Co., Ltd. 
	57.47 

	Yugang Longquan Aluminum Company 
	54.51 

	Shandong Xinfa Aluminum & Power Group 
	47.46 

	Chalco Guizhou Branch
	43.74 

	Yunnan Aluminum Co., Ltd. 
	40.09 

	Henan Wanji Aluminum Corporation 
	40.06 

	Chalco Qinghai Branch 
	39.51 

	Henan Shenhuo (Group) Co., Ltd. 
	37.13 

	CPI Huolinhe Coal-power Group Co., Ltd. 
	36.46 


Ⅱ. Factors Affecting Aluminum Price Changes

* Supply-demand relationship
 As supply-demand relationship directly affects the market pricing of goods, when the market supply-demand relationship is in a temporary balance, the commodity market price will fluctuate in a narrow range; when the supply-demand relationship is in an imbalance, the price will fluctuate wildly. In the futures market, investors may pay attention to inventory, an indicator reflecting the changes in supply-demand relationship of aluminum. Inventory is divided into reporting inventory and non-reporting inventory. The former is also known as "dominant inventory", which refers to the stock quantity of the aluminum in the certified delivery warehouses regularly published by the futures exchange. Non-reporting inventory mainly refers to the amount of aluminum held by the manufacturers, traders and consumers across the globe. Because there is not specialized agencies to count and release these stocks, these stocks are also known as "shadow inventory".

* Alumina supply

Alumina is the main raw material for aluminum production. As the international aluminum market is highly concentrated, and most of the alumina (80%~90%) are sold through long-term contracts, little alumina is available for spot-market trade.
* Electricity price 
Aluminum industry is also known as an "electric tiger" industry. The current average power consumption per ton of aluminum of aluminum manufacturers at home and abroad are controlled at 15,000 kwh/t or less.
 In recent years, China's aluminum ingot production enterprises have lowered the integrated AC power consumption to 14,000kwh/t or so. As China is an energy-deficit country, the enterprises experienced several times of electricity price increases in recent years. In addition, the National Development and Reform Commission has recently canceled the preferential electricity price for aluminum enterprises. So, the average electricity price for the enterprises will reach around RMB0.4/KWh. Therefore, the power factor restricts the development of China's electrolytic aluminum industry.
* Economic situation
Currently, aluminum is a kind of non-ferrous metal with very wide application range, especially in the developed countries or regions, where aluminum consumption has been highly correlated with economic development. When a country or region enters a stage of rapid economic development, the aluminum consumption will experience a simultaneous growth. Similarly, an economic recession will lead to a decrease in aluminum consumption in some industries, resulting in the fluctuations in the price of aluminum. In addition, the price fluctuations in some metals related to aluminum, fluctuations in international oil prices, and the changes in national industrial policies will also have an impact on the price of aluminum. 
* Import and export duties, international exchange rates 
 Internationally, trade of aluminum is generally priced and settled in U.S. dollar. In recent years, the impact of U.S. dollar trend on the price of aluminum is obvious.

 The impact of import and export duties on aluminum price is particularly prominent in China. China is a major importer of alumina, and in order to protect the domestic alumina industry, it implemented an import tariff of 18% before joining the WTO. According to the WTO agreement, China shall adjust the alumina tariff to 12% by 2002, to 10% by 2003, and to 8% by 2004. Aluminum export used to be able to enjoy an export tax rebate of 15%, but from November 2006 onwards, not only the rebate was cancelled, but also a tariff of 15% was imposed.
 Obviously, the changes in tariffs and international exchange rates affect the market price of aluminum.
* Changes in the application scope of aluminum

The changes in use scope and amount of aluminum ingots in automobile manufacturing, construction, wires and cables and other major industries will have a significant impact on the price of aluminum.
Ⅲ. Aluminum Futures Trading
1. Aluminum has the following characteristics suitable for the carrying out of futures trading: stable quality, being easy to store and not perishable; standardized specifications, and clear quality standards; large market capacity, broad range of applications (with a number of production companies, distribution companies and consumers); large and frequent fluctuations in market prices, no monopoly.
2. Since the London Metal Exchange (LME) first launched aluminum futures contracts in 1987, aluminum futures trading has been recognized as a mature commodity futures product and an indispensable investment tool for international nonferrous metal industry to avoid risks and discover prices. Although aluminum futures contracts trading is exactly one hundred years later than that of copper, yet in recent years aluminum futures trading was very active. With the trading volume increasing steadily, it has become a futures contract with the largest trading volume on LME. Its price has become a main base guiding the price trend in global aluminum spot market. At present, in the international markets, except the LME, the New York Mercantile Exchange, the Tokyo Commodity Exchange and Shanghai Futures Exchange (SHFE) are all involved in aluminum futures trading.
3. Currently, the SHFE is the only exchange listing aluminum futures contract in China. With the constant expansion of trade scale, the market participation scope and amount are also growing. Now, aluminum futures are becoming an ideal investment instrument for market investors as well as a hedging tool for aluminum businesses to find prices and avoid risks.
SHFE Aluminum Futures Contract and Relevant Regulations 

I. Aluminum Futures Contract
1. Contract Text
	Product
	Aluminum

	Trading Unit
	5 MT/Contract

	Price Quote
	CNY/MT

	Tick Size
	5 CNY/MT

	Daily Price Limit
	No more than +3% of last settlement price

	Contract Months
	Monthly contracts (12 contracts per year)

	Trading Hours
	9:00 - 11:30 am, 1:30 - 3:00 pm Beijing Time

	Last Trading Day
	15th day of the delivery month (postponed in the event of statutory holidays)

	Delivery Days
	5 consecutive trading days after the last trading day (postponed in the event of statutory holidays)

	Deliverable Grades
	Standard product: aluminum ingots with no less than 99.70% aluminum content as stipulated in GB/T1196-2002 Standards. Substitute product: LME registered aluminum ingots in line with P1020A standards.

	Delivery Location
	The warehouses certified by the Exchange

	Minimum Trading Margin
	5% of the contract value

	Trading Fee
	No higher than 0.02% of the amount of transactions (provisions of risk included)

	Minimum Delivery Unit 
	25 MT

	Delivery Form
	Physical delivery

	Ticker Symbol
	AL

	Exchange
	SHFE


Note: As stipulated in Shang Qi Jiao Fa Zi (2006) No. 28 Document, from April 18, 2006 onwards, the daily price limit for aluminum futures contract will be adjusted to no more than +4% of last settlement price.

In addition, as stipulated in Shang Qi Jiao Fa Zi (2007) No. 85 Document, the tick size of 5 CNY/MT will be implemented starting from the Al0805 contract.
2. Contract Appendixes

Appendix 1: SHFE Registered Trademarks and Packaging Standards of Aluminum
	No.
	Manufacturer
	Registration Date
	Trademark
	Deliverable Grade
	Dimension(mm)
	Weight /Piece (KG)
	Piece /Bundle

	1
	Lanzhou Liancheng Aluminum Co., Ltd.
	November 5, 1993
	Sanle
	Standard
	805*185*85
	20
	54

	2
	Aluminum Corporation of China Limited
	November 5, 1993
	Haihu
	Standard
	805*184*85
	20
	54

	3
	Fushun Aluminum Plant
	November 5, 1993
	Yinjian
	Standard
	805*184*85

660*172*90
	20

15
	54

44

	4
	Baiyin Non-ferrous Metals Company
	November 5, 1993
	Honglu
	Standard
	805*184*85
	20
	54

	5
	Lanzhou Aluminum Co., Ltd.
	November 5, 1993
	LL

LL2
	Standard
	805*184*85

795*165*85
	20


	54

	6
	Baotou Aluminum Co., Ltd.
	November 5, 1993
	Baolu

BTL
	Standard
	805*184*85

660*172*90
	20

15
	54

43

	7
	Shandong Aluminum Industry Co., Ltd.
	November 5, 1993
	Shanlu
	Standard
	740*180*88
	20
	59

	8
	Qingtongxia Aluminum Holding Co., Ltd.
	November 5, 1993
	QTX,QX
	Standard
	820*190*85
	20
	54

	9
	Hubei Danjiang Aluminum Co., Ltd.
	November 1, 1994
	Danjiang
	Standard
	805*184*85
	20
	54

	10
	Tongchuang Xinguang Aluminum Co., Ltd.
	November 1, 1994
	Yuhua
	Standard
	805*184*85
	20
	54

	11
	Aluminum Corporation of China Limited
	November 1, 1994
	Xueshan
	Standard
	805*185*85
	20
	54

	12
	Gansu Wanxuan Aluminum Development Co., Ltd.
	December 1, 1994
	Ganlu
	Standard
	805*184*85
	20
	54

	13
	Zhejiang Huadong Aluminum Industry Co., Ltd.
	February 1, 1995
	Lanjiang
	Standard
	805*184*85
	20
	54

	14
	Sanmenxia Tianyuan Aluminum Co., Ltd.
	April 1, 1995
	Sanmenshui
	Standard
	650*176*85

805*184*85
	15

20
	49

54

	15
	Jiaozuo Wanfang Aluminum Manufacturing Co., Ltd.
	January 1, 1996
	WF Wanfa
	Standard
	805*184*85
	20
	54

	16
	Henan Shenhuo Aluminum & Electricity Co., Ltd.
	January 1, 1996
	Rugu
	Standard
	740*180*88
	20
	54

	17
	Aluminum Corporation of China Limited
	January 1, 1997
	Youjiang
	Standard
	740*180*88
	20
	54

	18
	Aluminum Corporation of China Limited
	June 1, 1997
	Huaguang
	Standard
	740*180*88
	20
	54

	19
	Gusu Huaxing Aluminum Co., Ltd.
	October 16, 1997
	YBESTD
	Standard
	805*184*85
	20
	54

	20
	Shanxi Guanlu Co., Ltd.
	November 1, 1999
	Guan
	Standard
	805*184*85
	20
	54

	21
	Yunnan Aluminum Co., Ltd.
	November 1, 1999
	Yunhai
	Standard
	805*180*90

660*172*85
	20

15
	54

44

	22
	Zunyi Aluminum Co., Ltd.
	July 26, 2000
	Qianxing
	Standard
	805*184*85
	20
	54

	23
	Henan Wanji Aluminum Co., Ltd.
	July 26, 2000
	Wanji
	Standard
	805*184*85
	20
	54

	24
	Zhengzhou Longxiang Aluminum Co., Ltd.
	July 14, 2003
	zz, lx
	Standard
	805*184*85
	20
	54

	25
	Mianchi Aluminum Factory of Henan Huanghe Aluminum & Electricity Group
	July 14, 2003
	Tiantan
	Standard
	805*184*85
	20
	54

	26
	Sichuan Guangyuan Aostar Aluminum Co., Ltd.
	May 27, 2005
	Aostar
	Standard
	805*184*85
	20
	54

	27
	Shanxi Yangquan Aluminum Co., Ltd.
	May 25, 2005
	Baiyang
	Standard
	805*184*85
	20
	54

	28
	Hunan Chuangyuan Aluminum Co., Ltd.
	May 25, 2005
	CYL
	Standard
	790*180*90
	20
	54

	29
	Sichuan Aostar Aluminum Co., Ltd.
	September 19, 2005
	AAC
	Standard
	815*170*65


	20
	54

	30
	Alcan Ningxia Aluminum Co., Ltd.
	September 19, 2005
	ALCAN
	Standard
	805*184*85


	20
	54

	31
	Henan Yugang Longquan Aluminum Co., Ltd.
	September 19, 2005
	Yugang Longquan
	Standard
	795*180*85


	20
	54

	32
	Shanxi Zhaofeng Aluminum Co., Ltd.
	December 2, 2006
	Zf
	Standard
	760*180*90
	20
	54

	33
	Sichuan Qiya Aluminum Industry Group Co., Ltd.
	September 25, 2007
	WQMI
	Standard
	730*180*90
	20
	54


Appendix 2: List of Deliverable LME- registered Aluminum
	Country
	Brand
	Country
	Brand
	Country
	Brand

	Argentina
	ALUAR
	Germany
	AE
	South Africa
	BAYSIDE

	Australia
	ALCOA

OF AUSTRALIA
	
	HAW
	
	

	
	
	
	
	Spain


	ALCOA

	
	
	
	VAW
	
	INESPAL  AV

	
	BSL
	Ghana
	VA
	U.K.
	AAM

	
	
	
	VALCO
	
	

	
	COMALCO
	Greece
	ADG
	
	

	
	PORTLAND
	Hungary
	HUNGALU
	
	ALCAN

	
	TOMAGO
	Iceland
	ISAL
	
	BACO

	Bahrain
	ALBA
	India
	BALCO
	USA
	ALCAN

	Brazil
	ALBRAS
	
	INDAL
	
	ALCOA

	
	ALCAN BRASIL
	
	HINDALCO
	
	CFAC

	
	ALCOA BRASIL
	
	NALCO
	
	EASTALCO

	
	CBA
	Indonesia
	INAL
	
	INTALCO

	
	SAO LUIS(ALCOA)
	Iran
	IRALCO
	
	GAC

	
	
	Holland
	DELFZIJL
	
	

	
	SAO LUIS

(BILLITON)
	
	PNL
	
	

	
	
	New Zealand
	NZAS
	
	MT HOLLY

	
	VALESUL
	Norway
	HYDRO (Ardal)
	
	NSA

	Cameroon
	ALUCAM
	
	HYDRO (Karmoy)
	
	NWA

	Canada
	ABI
	
	HYDRO (Hoyanger)
	
	NORANDA ALUMINIUM INC

	
	ALCAN
	
	
	
	ORMET

	
	ALOUETTE
	
	HYDRO (Sunndalsora)
	
	REYNOLDS

	
	LAURALCO
	
	
	
	VANALCO

	
	
	
	SOERAL
	Venezuela
	ALCASA

	China
	AL
	Poland
	WR36
	
	VENALUM

	
	FL
	Romania
	IAS
	Yugoslavia
	KAP

	
	G*L
	Russia
	CAA3-P
	Egypt
	EGYPTALUM

	
	LL
	
	
	
	

	
	LLL
	
	HA3
	Slovakia
	SLOVALCO

	
	QHAS
	
	
	
	

	
	QTX
	
	HKA3
	

	
	SML
	
	KAZSUAL
	

	
	YLYL
	
	ID
	

	Dubai
	DUBAL
	
	
	

	
	
	
	KPA3
	


Note: The discount for aluminum Ingots produced in Russia is RMB150/ton.

 Appendix 3: SHFE Certified Delivery Warehouses
	No.
	Warehouse Name
	Office Address
	Storage Site
	Business Telephone
	Contact

	1
	Shanghai Guochu Tianwei Warehouse Co., Ltd.
	Room 2205, Futures Building, 300 Songlin Road, Shanghai
	3965 Jiaotong Road, Shanghai
	+86-21-68402666

Fax: +86-21-68401286
	Lu Li; Tang Jiming

	2
	CMST Development Co., Ltd.
	Shunyi Road, Beichen Districst, Tianjin
	495 Tieshan Road, Baoshan District, Shanghai
	+86-21-56123941

Fax: +86-21-56123941
	Ding Simin

	
	
	
	257 and 310 Nanda Road, Baoshan District, Shanghai
	+86-21-62500165

Fax: +86-21-62500166
	Hou Chunli; Jin Zhenjia

	3
	No.830 Department of Guangdong Material Reserve Administration
	28 Huanghua Road, Guangzhou, Guangdong Province
	Western Side Of Sanyanqiao Goods Yard, Yanbu Town, Nanhai District, Foshan, Guangdong Province
	+86-757-85760802

Fax: +86-757-85760803
	Yu Jiaxi; Wu Genming

	4
	China Nonferrous Metals Shenzhen Warehousing and Transportation Co.
	Eastern Side of Sanyanqiao Goods Yard, Yanbu Town, Nanhai, Guangdong Province
	Eastern Side Of Sanyanqiao Goods Yard, Yanbu Town, Nanhai District, Foshan, Guangdong Province
	+86-757-85756502

Fax: +86-757-85787078
	Liu Xi’an

	5
	China Nonferrous Metals Guangzhou Supply, Marketing and Transportation Co.
	4/F, New Comprehensive  Building, 48 Zhongshan No.2 Road, Guangzhou, Guangdong Province
	Hubang Section, East Sanhe Road, Western Side of Sanyanqiao Goods Yard, Yanbu Town, Nanhai, Guangdong Province
	+86-757-85785606

Fax: +86-757-85785806
	Ma Jianjun; Xue Yanfang

	6
	Guangdong Nanchu Repository Management Co., Ltd.
	46 Foluo Road, Chancheng District, Foshan, Guangdong Province
	46 Foluo Road, Chancheng District, Foshan, Guangdong Province
	+86-757-88015018

Fax: +86-757-88015022
	Li Junbin; Yu Chaorong

	7
	Shanghai Qisheng Storage & Transportation Management Co., Ltd.
	2280 Jianchuan Road, Minhang District, Shanghai
	2280 Jianchuan Road, Minhang District, Shanghai; 376 Xichou Road, Minhang District, Shanghai
	+86-21-64305295

Fax: +86-21-64629397
	Zhou Haimin;

Gong Rongde

	8
	Shanghai Jinghong Industrial Co., Ltd.
	68 Hedan Road, Waigaoqiao Free Trade Zone, Shanghai
	68 Hedan Road, Waigaoqiao Free Trade Zone, Shanghai
	+86-21-50640027

Fax: +86-21-58668857
	Cao Zhilin

	9
	Wuxi Zhongchu Logistics Co., Ltd.
	183 Xihu Road, Wuxi, Jiangsu Province
	183 Xihu Road, Wuxi, Jiangsu Province
	+86-510-82407262

FAX: +86-510-82401755
	Hu Jian

	10
	Zhejiang Kangyun Storage Co., Ltd.
	98 Gongkang Road, Hangzhou, Zhejiang Province (in Kangqiao Goods Yard at Railway Station)
	98 Gongkang Road, Hangzhou, Zhejiang Province (in the Kangqiao Goods Yard at Railway Station)
	+86-571-56725585, +86-571-56725565

FAX: +86-571-88026467
	Huang Libing


II. SHFE Detailed Business Rules and Relevant Regulations

1. Trading
(1) Position Limit 

Position limit refers to the Exchange-set limit on the maximum quantities of speculative positions of a certain contract held by a member or a client unilaterally.

The detailed proportions and amounts of position limits on brokerage members, proprietary members and clients at different phases of the aluminum futures contract are as follows:

Table 1:
	
	From the day of listing to the last trading day of the second month before the delivery month
	The first month before the delivery month
	The delivery month


	
	
	
	

	
	Open interest of a certain futures contract
	Proportion Limit (%)
	
	

	
	
	Brokerage members
	Proprietary members
	Investors
	Brokerage members
	Proprietary members
	Investors
	Brokerage members
	Proprietary members
	Investors

	Aluminum
	≥120,000 contracts
	15
	10
	5
	10,000
	1,500
	1,000
	3,000
	500
	300


Note:

1) The above new standards for position limits will be implemented starting from the Al0709 contract.
2) The open interest of a certain futures contract in the table is calculated bilaterally, while the position limits on brokerage members, proprietary members and clients are calculated unilaterally. The position limits on brokerage members are set as the base, which can be adjusted by the Exchange according to the registered capital and business condition of the brokerage members. 

(2) Hedging Business

To apply for hedging business, an Application (Evaluation) Form of Hedging of Shanghai Futures Exchange, which is uniformly formulated by the Exchange, should be filled out and submitted together with the relevant evidence documents that are in accordance with the trading products, trading directions, trading quantities, and the hedging time. 

The application for hedging should be submitted no later than the 20th day of the first month before the delivery month of the hedging contract. Otherwise, the Exchange will not accept any hedging application for the delivery month’s contract. The Exchange will send out a written reply within 5 business days upon receiving the hedging application.

Traders approved for hedging business should open positions within the time limit set by the Exchange (no later than the last trading day of the first month before the delivery month of the hedging contract), and in accordance with the approved trading direction and limit. The hedging limit cannot be used repetitively from the first trading day of the first month before the delivery month. The hedging positions and physical delivery volumes are calculated separately by the Exchange, and in normal situations no position limit is imposed.

2. Settlement
Settlement refers to the business activities of calculating and transferring members’ margins, profits and losses, transaction fees, delivery payments and other funds, conducted by the Exchange, and subject to the results of transactions and the relevant rules and regulations of the Exchange.

(1) Daily Settlement
The Exchange opens a designated settlement account in each settlement bank for the deposit of members’ margins and relevant funds. Members should open a designated capital account in settlement banks for the deposit of margins and related funds. The Exchange manages the margins deposited in the designated capital accounts of the Exchange by the members separately. The Exchange adopts a mark to market system. That is, at the end of a trading day, the Exchange clears the profits and losses, margins, transaction fees, taxes and other funds on the basis of the daily settlement price; and transfers the receivables and payables in net amounts and accordingly increases or decreases the settlement reserves of the members.

Additional margin: at the end of each trading day, after the daily settlement, if the settlement reserve of a member is below the minimum level, it should be supplemented before 8:30 of the next trading day. If the margin is not supplemented in due time, and if the settlement reserve is above zero and below the specific minimum, no new position is allowed to open; if the settlement reserve is less than zero, the Exchange will close out the member’s position by force in accordance with relevant regulations.

(2) Trading Margin

Trading margin refers to the capital deposited in the Exchange’s account by a member to ensure the performance of the contracts. It is the margin occupied by the contracts.

1) The Exchange sets up different levels of margins according to different phases of a futures contract (from the listing day to the last trading day) and the quantities of positions. The specific levels of margins for aluminum contract are as follows:
Table 2: Margins of Aluminum Futures Contracts with Different Sizes of Positions

	From the first trading day of the third month before the delivery month, if the total positions (X) reach the following amount:
	Levels of margins

	X≤120,000
	5%

	120,000＜X≤140,000
	6.5%

	140,000＜X≤160,000
	8%

	X＞160,000
	10%


In the trading of the day, when the open interest of a certain futures contract reach the interface of two levels, the level of margin remains unchanged. In the settlement of the day, when the open interest of a certain futures contract reach a certain level, the Exchange will adjust the margin level according to the total positions. If the margin is not sufficient, it should be supplemented before the opening of the next trading day.

The Exchange adjusts the levels of trading margins at different phases of a futures contract (near delivery period).
Table 3: Margins of Aluminum Futures Contracts in Different Phases

	Trading Date
	Levels of Margins

	From the listing day
	5%

	From the 10th trading day of the 2nd month before the delivery month
	7%

	From the 1st trading day of the 1st month before the delivery month
	10%

	From the 10th trading day of the 1st month before the delivery month
	15%

	From the 1st trading day of the delivery month
	20%


2) When an aluminum futures contract touches the price limit at closing, the level of margin should be raised at the daily settlement. The specific rules are as follows: when the situation of one-sided market occurs on the first trading day (D1), and when a contract reaches the price limit at settlement, its margin rate should be raised to about 7% of the value of the contract. If the original margin rate is above 7%, it remains unchanged. If one-sided market in the same direction occurs on the second day (D2), and the contract touches the price limit again, the margin rate should be raised to 9% of the contract value at settlement. If the original margin rate is above 9%, it remains unchanged. 

The margins that brokerage members charge their clients should not be lower than the trading margins that the Exchange charges the members. 

(3) Documents of Title
Upon approval by the Exchange, members can use their documents of title as margin, but losses, fees, taxes and other payments should be settled by currency funds.

1) Documents of Title stipulated in the Exchange’s Detailed Settlement Rules
◆ Standard warehouse warrants registered at the Exchange, and other Documents of Title determined by the Exchange.

2) Value Calculation of Documents of Title
◆ In case of a standard warehouse warrant as margin, its market value will be calculated based on the settlement price on the very day of the futures contract with the nearest delivery month of the product. The amount as margin shall not exceed 80% of the market value of the standard warrant.
◆ Benchmark prices for other Documents of Title as margins are subject to approval of the Exchange.
◆ Benchmark prices for Documents of Title will be re-determined by the Exchange for daily settlement according to the above-mentioned calculation method, with the discounted amount also adjusted.
For details, please refer to Chapter VI “Certificate” of SHFE Detailed Settlement Rules".

3. Delivery
Holders of open contracts shall perform physical delivery after the last trading day of the contracts.

(1) Delivery Unit: 25 tons. The weight of aluminum ingots underlying a standard warrant is 25 tons. The difference in scale weighing shall be ±0.1% for domestic products, and ±0.2% for imported products.
(2) Delivery Settlement Price: the settlement price on the last trading day
(3) Certificates Required for the Deliverable Commodity
· Domestic product: Product Quality Proof issued by the registered producer
· Imported product: Product Quality Proof, Origin of Production Proof, Commercial Inspection Proof, Customs Import Duty Completion Proof and Customs Pre-collection VAT Proof. These certificates are not valid unless they are acknowledged by the Exchange.
(4) Delivery Workflow

The Exchange adopts a 5-day delivery system as follows:
1) On the 1st Delivery Day

· The buyer calls for delivery. The buyer, on the 1st delivery day, submits to the Exchange a letter of intent for desired commodities, which includes product, trademarks, quantity and name of the certified delivery warehouse etc.
· The seller submits a standard warrant. The seller, on the 1st delivery day, transfers to the Exchange a valid standard warrant of which the storage fees have been cleared. 
2) On the 2nd Delivery Day

The Exchange allocates the standard warrants. The Exchange allocates the standard warrants to the buyer according to the principle of “time priority, rounding of quantity, matching in the vicinity, and resource availability”.

(3) On the 3rd Delivery Day

· The buyer pays for the delivery and collects warrants. The buyer shall pay for the delivery by 14:00 to the Exchange and obtains the standard warrants.

· The seller collects the payment. The Exchange shall extend the payment by 16:00 to the seller.

(4) On the 4th and 5th Delivery Days

· The seller submits VAT invoice.

(5) Fee Standards for Delivery Warehouses

Table 4:
	
	
	Price
	Main Operations

	Warehousing Rent
	Warehouse
	CNY0.40/MT/Day
	Calculated from the day when the commodities are delivered to the warehouse on a daily basis

	
	Freight Yard
	CNY0.25/MT/Day
	

	Warehouse-in Charge
	Special Line
	CNY24/MT
	Unloading to cargo space, including marking and tallying, surface inspection, number and weight check, document inspection, lifting and palletizing, measuring, establishment of account card, issuance of warrant, etc.

	
	Self Delivery
	CNY15/MT
	

	Warehouse-out Charge
	Special Line
	CNY24/MT
	Verification and delivery, loading, issuance of out permit, packing list and warranty book accompanied with the goods, warehouse internal write-off, etc.

	
	Self Pick-up
	CNY10/MT
	

	Transfer Fee
	CNY3/MT
	Replacing warrant username, recovering original warrant, issuing new warrant, adjusting warehouse accounts

	Sorting Fee
	CNY5/MT
	Bulk bundling, mixed loading, sorting, palletizing 

	Agency Wagon Application
	CNY5/MT
	Implementing wagon plan

	Agency Lading
	CNY2/MT
	Goods receiving, lading, handover (excluding transportation cost)

	Expedited Fee
	CNY3/MT
	For the amount of work that can not be completed during normal operation, additional fee will occur for expedited processing according to client’s request.

	Packing Charge
	CNY35/MT
	


4. Exchange of Futures for Physicals
(1) An exchange of futures for physicals (EFP) is the process that members (clients), who hold the same month contracts with opposite directions, apply to the Exchange after forming an agreement, and under the approval of the Exchange, mutually offset the positions on the price that is prescribed by the Exchange and exchange the warrants that bear the same amounts, same products and the same direction with the underlying futures contracts on the price that is agreed by the two sides.
(2) Time limit of an EFP: An EFP shall last from the first trading day after the last trading day of the previous month of the contract month to the second trading day (included) prior to the last trading day of the contract month.
After the buyer and seller members (investors), who hold the contracts with the same delivery month, reach the agreement, they shall go to the Exchange to apply for handling EFP procedures by filling in an EFP Application Form issued by the Exchange before 14:00 on a trading day within the above-mentioned time limit.

(3) EFP Delivery and Settlement Price: it is negotiated by the buyer and seller members (investors)。

(4) The handling of futures positions applying for an EFP: The original positions of the futures contracts matured in the corresponding month, and held by both sides applying for an EFP should be closed out by the Exchange before 15:00 of the day of application, on the basis of the settlement price of the trading day before the day of application.
(5) The margins for an EFP (delivery margin) shall be calculated on the basis of the settlement price of the delivery month’s futures contract on the trading day before the day of application.
(6) Exchange of notes for EFP (including payment for the goods, and warehouse warrants) shall be completed in the Exchange before 14:00 on the trading day after the day of application.
(7) Payment Transfer: Delivery payment for EFP is by internal transfer.

(8) VAT: The seller shall submit the VAT invoice to the Exchange within seven days after the completion of the procedures for EFP. The Exchange will issue the VAT invoice to the buyer and refund the trading margin of the seller for EFP within the 1st working day after it receives the VAT invoice from the seller.
(9) EFP of Non-standard Warehouse Warrant

◆ When applying for non-standard warrant EFP, copies of the sale and purchase agreement and the bill of lading must be provided in addition to the application form issued by the Exchange.
◆ EFP notes exchange of non-standard warrants shall be conducted between relevant members.
◆ In case of dispute over delivery quality of non-standard warrant, relevant members shall handle the dispute themselves. The Exchange will take no responsibilities in this case.
5. Warrant Market
(1) The warrant market is an information platform built on the homepage of the Exchange, which aims at providing chances of information exchange for both buyers and sellers who intend to trade and exchange warrants so as to reinforce the organic connection between the futures market and the physical market. The transaction details are negotiated by both sides on their own initiatives, and the Exchange disclaims any legal liability arising from it. 
(2) Click on the “Warrant Market” module on the homepage of the Exchange (www.shfe.com.cn) and you can enter the warrant market directly.
(3) Both standard and non-standard warehouse warrants of the products traded on the market can be used for quote.
(4) Anyone who wants to post quotation information in this market is required to register at first for a user name and password.
(5) Online account registration steps:
1) The client enters account information online.
2) The client sends copies of ID card and business license by fax to the Delivery Department. Fax: 021-68400340; Tel: 021-68400347 or 68400332

3) The Delivery Department will notify the client of successful registration after review by emailing the user name and the initial password to the client.

(6) Trading Quotation
1）Quotation on the warrant market are in two categories, namely, warrant trading and warrant exchange.
2）Quotation for warrant trading can be a bid, an ask or a bid and ask quote.

3）Quotation for warrant exchange shall have two prices quoted in different trading direction in accordance with different warrant trading locations, and be displayed as two pieces of information. 

4）The quotes can be modified and deleted.

(7) The warrant market also features information inquiry and feedback functions.
