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2018.3.15 ® INE was approved as Automated Trading Services (ATS) by the Securities & Futures
Commission of Hong Kong.
Shanghai crude oil futures became China’s first commodity futures product open to overseas
2018.3.26 investors.
2018.4.12 The daily trading volume exceeded 50,000 lots.
2018.5.9 The daily trading volume exceeded 100,000 lots.
2018.5.3 The open interest exceeded 10,000 lots.
2018.6.20 The first ship of deliverable crude was unloaded into the designated delivery storage facility of
" Dalian PetroChina International Warehousing & Transportation Co., Ltd.
2018.8.8 The daily trading volume exceeded 200,000 lots.
2018.11.15 INE was approved by the Monetary Authority of Singapore (MAS) as a Recognized Market
B Operator (RMO).
2019.3.26 INE launched the crude oil price index.
2019.6.24 Overseas investors covered 12 countries and regions across 4 continents.
2019.10.30 Sinopec Hainan company became a storage site of crude oil futures delivery, with an approved
e capacity of 1,000,000 cubic meters and an active capacity of 400,000 cubic meters.
2020.3.11 The trading volume in the day trading session exceeded 200,000 lots.
2020.3.12 The open interest exceeded 100,000 lots.
Dalian North Oil Petroleum Logistics Co., Ltd. became a designated delivery storage facility,
2020.4.16 and Dalian PetroChina International Warehousing & Transportation Co., Ltd. became a storage
site of designated delivery storage facility.
2020.4.17 Sinochem Hongrun Oil Staging (Weifang) Co., Ltd. became a designated delivery storage facility.
2020.4.20 The open interest hit a new high of 188,400 lots.
Sinopec Petroleum Reserve Co., Ltd. Zhanjiang Branch at Lingang Industrial Zone, Xing—
gang Avenue, Zhanjiang, Guangdong Province, and Sinopec Petroleum Reserve Co., Ltd.
2020.4.24
s Caofeidian Branch at Caofeidian Industrial Zone, Tangshan, Hebei Province became the
storage points for designated delivery storage facility.
2020.5.19 The trading volume hit a new high of 494,800 lots.
2020.6.3 The Shanghai Futures Exchange and INE were added to ESMA post-trade transparency
e positive list as third-country trading venues.
2020.81 The monthly delivery quantity hit a new high of 13.86 million barrels.
Guangxi PetroChina International Reserve Depot of Dalian PetroChina International Ware-
2020.9.7 housing & Transportation Co., Ltd. became a storage site of designated delivery storage
facility.
2020.10.12 INE launched TAS order and released the Marker Price.
2020.12.1 Murban crude oil was added as another deliverable crude oil, eligible to be loaded in for the
s e issuance of standard warrants and futures delivery from June 1, 2021.
2020.12.31 Overseas participants covered 23 countries and regions across 5 continents (Asia, Africa,
e (I) Europe, North America, and Oceania), 58 countries are in INE’ s white list for trading.
To be continued------
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| Honors |

On November 16, 2020, INE was honored “Commodities Exchange of the Year,
Asia” by Risk. Net at the Energy Risk Asia Awards and Conference 2020. The
jury remarked, “INE continued to progress its global ambitions this year despite
Covid-19 causing national lockdowns and logistical turbulence. As well as
expanding its roster of overseas traders, the bourse showed its agility by increas—
iNg its storage capacity in a swift reaction to client demand. These and other
achievements led Energy Risk to select it as the commodities exchange of the
year in the 2020 Energy Risk Asia Awards.”
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2021 Shanghai Crude QOil Futures
Market Development Report

Navigating through the extreme events in 2020, Shanghai crude oil futures (SC) has
witnessed steady and sound growth, with positive development momentum. Its price
independence has been preliminary formed, which better reflects the supply and
demand of crude oil in Asia and forms a good complementary relationship with crude ol
futures in Europe and the United States. It also withessed increasing trading volume and
open interest, improving investor structure, better market functions, and wider interna-
tional recognition for its trading rules.

I. Improved Market Operations after Extreme Events

In 2020, the global oil price plummeted due to the Covid-19 pandemic, the collapsing
OPEC+ oil negotiations, and the production boost and price cut by Saudi Arabia. On
March 9, both the WTI and Brent crude futures prices slumped up to 30%, the sharpest
drop ever. On April 20, the WTI price even crashed into negative for the first time in histo-
ry—bottomed at USD - 40.32/barrel, and triggered more than 30 circuit breakers. Oll
price then rised in the wake of several good news including OPEC+’ s output cut and the
vaccine launch.

Figure 1 Price Comparison with Main Global Crude Oil Benchmarks
Unit: USD/bbl

100

OPEC+oil talks
collapsed

OPEC+agreed on the
largest output cut

80
60
40
20

WTI price
went negative

R RO S SRS G SIRY CARCAR A
@@\ \o,\ A\ Ky \%\\'1' o o \co\ \q,\ ,\0\ ,\q,\ \q,\ \b<\ \co\ \q,\ \,\Q\ R

S IR
R I I N S P ’L& o) m@’ &
0 DS D D

0

e \\/T| emmBrent Oman  emmm|NE-SC

14



Despite extreme market conditions, SC has demonstrated fairly strong resilience and
self-recovery capacity. Since March 9, this product saw a limit-locked market for two
consecutive days and hit the lower price limit on the third day. Delivery capacity was
also under constant pressure. To prevent potential risks, upon careful analysis of the
market, the Shanghai International Energy Exchange (INE) timely adjusted the price
limit, trading margin, and storage fees of SC, and expanded the storage capacity of
designated delivery storage facilities for crude oil. This set of measures effectively
mitigated risks, contributed to helping the prices of global crude oil futures back to the
rational level, maintained market stability, expanded market size, and improved
market operation.

1. Expanding market size brings increasing influence in the global market

In 2020, both the trading volume and open interest of SC increased significantly. Specifi-
cally, the cumulative trading volume reached 41.58 million lots, and the cumulative
market turnover totaled RMB 11.96 trillion. The average daily trading volume (ADTV) was
171,100 lots, up 20.04% from 2019; the average daily open interest (ADOI) was 118,900
lots, up 312.93%. These two figures were respectively 8.14% and 2.48% of the aggre-
gate of the world’s top three crude oil futures, marking an increase of 1.42 and 1.84
percentage points from last year. Since the resumption of night trading sessions in May,
the proportion of average daily trading volume in the day trading session has increased
from 27% in 2019 to 44%, playing a more active role during the Asian trading session.
According to the Futures Industry Association (FIA), SC was ranked the 16th among
global energy futures and options by trading volume and was second only to WTI and
Brent by crude futures market size.

Figure 2 SC Daily Trading Volume
Unit:10,000 lots
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2. Increasing participation of institutional clients improves the market structure

In 2020, general legal persons and special legal persons respectively recorded a YoY
increase of 38.19% and 36.29% in ADTV, and together contributed to 40% of the total
ADTV. They also respectively recorded a stunning growth of 484% and 146.24% in
ADOI, and together accounted for 60% of the total ADOI. The figures showed that
domestic and overseas oil companies, trading houses, and financial institutions were
increasingly willing to use SC in risk management and asset allocation. Moreover, inde-
pendent refineries and airways have also begun to use the product for hedging purpos-—
es.

Thanks to the active participation of institutional clients and market makers, SC has more
liquid forward—month contracts and an improving market structure. This year, the
proportions of ADTV and ADOI of nearby—month contracts decreased from 85.39% and
63.50% in 2019 to 57.45% and 38.84%, respectively. This change means more liquidity
flows to forward—month contracts. In addition, the continuous active trading months have
been extended from the most recent three months to the most recent five months.

3. Increasing international participation boosts greater recognition

As of the end of 2020, the number of overseas clients has grown by 85.7% YoY, cover—
ing 23 countries and regions across 5 continents. Their ADTV and ADOI have each
increased by three percentage points YoY to 20% and 25% of the total. Sixty—six over—
seas intermediaries and one overseas special brokerage participant have been regis—
tered with INE. Mainstream overseas media such as Reuters, Wall Street Journal, Sputnik,
and South China Morning Post reported SC in a positive light, commenting that China’s
regulatory system has protected SC from excessive price volatility, and the RMB-de-
nominated contracts are gradually accepted by the market, with active participation from
large overseas brokerage agencies and trading houses. All these contributed to the
growing influence of China. In June 2020, INE was included in the positive list of
post-trade transparency of the European Securities and Markets Authority (ESMA) as a
third-country trading venue.

4. Leapfrogging delivery quantity underpins the market

Since April 2020, INE has focused on expanding the delivery regions by deploying new
storage facilities and enlarging existing ones, despite limited storage capacity across the
market. At the end of 2020, the number of delivery facilities has increased from 9 of the
previous year to 15, and the storage capacity from 3.55 million cubic meters at the begin-
ning of the year to 11.90 million cubic meters (about 67.88 million barrels), ensuring
smooth delivery. A total of 85.16 million barrels of oil were delivered in 2020, 4.8 times the
2019 figure.
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Figure 4 Crude Oil Delivery Quantity (by Contract)
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Figure 5 Crude Oil Delivery Quantity (by Deliverable Crudes)
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Il. Enhancing price representation, and fostering the real economy

1. SC price reflects domestic supply and demand, and is shifting from a CIF
price to a distribution center price in the Asia-Pacific, becoming more represen-
tative during Asian trading hours.

In 2020, the SC price was highly correlated with the global oil prices and reflected the
fundamentals of China’s economy, showing emerging signs of price independence. As
China brought the pandemic under control and resumed work and production since
mid—-to-late March, the SC price recovered earlier than overseas markets, which indi-
cated that China was taking the lead in economic recovery. After June, the price became
slightly lower than the international price as a result of abundant domestic supply and
inventory. During the year 2020, the difference between the SC price and the theoretical
spot price was as high as RMB 94.64/barrel and as low as RMB -45.58/barrel, averag-
ing at RMB -5.48/barrel. Crude oils settled at SC prices have been shipped to South
Korea, Myanmar, Malaysia, and other countries. The price of SC has attracted more ol
companies from relevant countries, and has become as a distribution center price,
reflecting the Asia—Pacific market.

Figure 6 SC Price vs Spot Price
Unit: RMB (Left), USD (Right)
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From the perspective of intraday trading, the proportion of average daily trading volume
in the day trading session has increased from 27% in 2019 to 55%, capturing the
features of Asian’s market supply and demand more efficiently.

2. SC helps industrial enterprises through the difficulties, promotes the sound
development of spot market, and ultimately supports the real economy.

First, industrial enterprises manage price risks by selling SC contracts. China’s oil
importers face substantial price risks during the period between purchase and sales,
including the 20-day period of transportation from the Middle East to China. If the price
drops during that period, the oil importers will lose profit. To avoid price volatility risks
during transportation and lock profits, they create a same-sized short position in a corre-
sponding SC contract upon purchasing oils.

Second, oil companies expand their sales channels by selling SC contracts for delivery.
From March to April 2020, due to the combined impact of the pandemic and Saudi
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Arabia's massive increase in production, the international demand for crude oil shrank
and the ail price collapsed sharply. Oil companies experienced enormous difficulties in
selling their long-term contracts and equity oil. Despite reduced oil processing capacity,
the expectation of production recovery pushed the SC price higher than overseas prices.
Nevertheless, by selling SC contracts, these oil companies protected and increased the
value of their equity oil and found a way to sell the surplus from shrinking demand.

Third, oil companies lower their cost of raw materials by buying SC contracts for deliv-
ery. In June and July, the SC price was significantly lower than the international price. Oll
companies hence bought SC contracts to take the underlying oil to their refineries. This
effectively reduced their purchase cost and generated extra earnings.

Fourth, SC helps to improve national energy security by expanding commercial oil
reserves.Thanks to the scaling up delivery capacity and price advantage of SC, domes-—
tic and overseas companies actively engaged in selling SC contracts for delivery, rapidly
building up the commercial oil reserves.

Fifth, SC promotes bonded spot trading. In 2020, the transfers of SC warrants and
exchanges for physicals (EFP) totaled an astounding size of nearly 50 million barrels.
Industrial enterprises have in this way optimized their resource allocation and promoted
bonded spot trading.

lll. Launching Innovations in Trading Mechanism to Meet Industry Needs
in Line with International Practice

On October 12, 2020, China’s first Trade at Settlement (TAS) order was launched for SC
contracts. Domestic and overseas oil giants, trading houses and refineries have since
increasingly participated in TAS trading. As of the end of 2020, 758 lots were traded, and
the cumulative market turnover totaled RMB 206 million.

The launch of TAS order has improved the efficiency of hedging trades which are based
on the SC settlement price. Take a warrant hedging as an example. Two companies
traded 305 lots of SC contracts under TAS order in the first session on October 19,
hedging against possible risks from their warrants transfer to be concluded on October
20. Earlier, Company A held the warrants and had shorted SC2011 to hedge them, while
Company B intended to buy the warrants. According to the rules on warrants transfer,
the transfer price of SC standard warrants was *2% of the SC settlement price prior to
the transfer application day. The two companies agreed to complete the transfer on
October 20 at the settlement price of SC2011 on October 19. On October 19, Company
A closed its short positions in SC2011 through a TAS order, and Company B opened a
short position in SC2011 through a TAS order to hedge the warrants to be bought.

As institutional clients learn more about TAS and use it more often, the SC settlement
price is expected to be increasingly adopted by spot trading and financial product invest-
ments.

IV. Conclusion

In 2020, SC has weathered through extreme risks, achieved better market operation and
larger market size, and provided industrial enterprises with a reliable, stable and effective
risk management tool. In 2021, we will accelerate the launch of crude oil futures options,
further research and develop natural gas and refined oil futures, as well as enrich our
product offerings. Also, we will continue to optimize the TAS order, study the feasibility of
contract for differences, innovate the trading mechanism, and keep improving our
market services.
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2020 Figures
of Shanghai Crude Oil Futures

Table 1. Price Performance

Opening Highest Lowest Closing 30-Day Volatility (%) Basis (RMB yuan/barrel)
Price Price Price Price Highest | Lowest | Average | Highest | Lowest | Average
483.7 529.8 210.6 301.7 13.81 2.55 7.66 94.64 -45.6 -5.48

Table 2. Trading
Trading Open Interest
Average Proportion
Cumulative Cumulative dail g Highest of trading Highest
trading turnover ADTV turnO\}/,er trading volume in ADOI daily open
volume (RMB trillion) (10,0001ots) (RMB 100 volume the day (10,0001ots) interest
(10,000lots) o (10,00010ts) trading (10,000lots)
million) .
session (%)
4,158.6 11.96 17.11 492.23 49.48 55.23 11.89 18.44
Table 3. Delivery
Cumulative | Contract Highest oo nghest Stora'ge Highest
. . monthly Oil with delivery facility ;
. . delivery with the . . . . delivery
Cumulative delivery . delivery the highest | quantity with the .
. amount highest . . . . quantity by
quantity (10,000 barrels) f quantity delivery by oil highest .
(RMB 100 delivery . > storage facility
million) | quantity | (%000 quantity | (10,000 delivery | 14 400 parrels)
barrels) barrels) quantity ’
8,515.9 233.5 SC2008 1,385.9 Basrah 7,555.6 | Sinochem 3,622.9
Light Hongrun
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DBS Bank Ltd.

STRAITS FINANCIAL SERVICES PTE LTD

J.P. Morgan Securities plc

REFKZEREBRAE

ABN AMRO Clearing Bank N.V.

KGI SECURITIES (SINGAPORE) PTE. LTD.
EOsmMERA T

TTREIR(&FB)BRAE

Orient Futures International (Singapore) Pte. Ltd.
EEERIPEERAE

Phillip Futures Pte Ltd

Societe Generale International Limited
H—HIRBIRAE

HGNH INTERNATIONAL FINANCIAL (SINGAPORE) PTE. LTD.
ELIBT‘:E%EHE%EBE“?

HER(EBS)BRA

SRERARERAE

Goldman Sachs International

ITREBER (&) ﬁBE’\_

AR (&) BRA
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List of 2020 INE Outstanding Member Awards

Yong'an Futures Co., Ltd Zheshang Futures Co., Ltd

SDIC Essence Futures Co., Ltd Guotai Junan Futures Co., Ltd
Huatai Futures Co., Ltd Haitong Futures Co., Ltd

BOC International Futures Co., Ltd Nanhua Futures Co., Ltd

Orient Futures Co., Ltd Xinhu Futures Co., Ltd

Founder CIFCO Futures Co., Ltd Hongyuan Futures Co., Ltd
Minmetals& Jingyi Futures Co., Ltd Industrial Securities Futures Co., Ltd
GF Futures Co., Ltd International Trade Futures Co., Ltd
Galaxy Futures Co., Ltd China Merchants Futures Co., Ltd
CITIC Futures Co., Ltd COFCO Futures Co., Ltd

List of Excellent Team/Analyst Awards

Excellent Industrial Service Team Award

Orient Energy Research Group of Derivatives Research Institute

Founder CIFCO Petrochemical Team of Futures Investment Consulting Department
Energy Team of SDIC essence Futures Research Institute

Energy Service R & D Team of Guotai Junan Futures Industry Service Research Institute
Haitong Futures Energy R & D Center

Excellent Analyst Award

Haitong Futures, Yang An China Securities Futures, Li Yanijie
SDIC Essence Futures, Gao Mingyu Huatai Futures, Pan Xiang

Guotai Junan Futures, Wang Xiao Shenwan Futures, Dong Chao
Hongyuan Futures, Zhan Jianping CCB Futures, Li Jie

Founder CIFCO Futures, Sui Xiaoying Guoyuan Futures, Zhang Yupeng



Top 20 Members List
By INE Crude Oil Futures Trading Volume in 2020

Huatai Futures Co.,Ltd Huawen Futures Co.,Ltd

CITIC Futures Co.,Ltd Huishang Futures Co.,Ltd
Guoxin Futures Co.,Ltd Founder CIFCO Futures Co.,Ltd
Orient Futures Co., Ltd Nanhua Futures Co.,Ltd

Galaxy Futures Co.,Ltd Yongan Futures Co.,Ltd

Guotai Junan Co.,Ltd Shenwan Futures Co.,Ltd
Haitong Futures Co.,Ltd China Securities Futures Co.,Ltd
Guofu Futures Co.,Ltd Zheshang Futures Co.,Ltd

SDIC essence futures Co.,Ltd Everbright Futures Co.,Ltd
Xinhu Futures Co.,Ltd Hua An Futures Co.,Ltd

Top 20 Overseas Intermediaries List
By INE Crude Oil Futures Trading Volume in 2020

DBS Bank Ltd.

STRAITS FINANCIAL SERVICES PTE LTD

J.P. Morgan Securities Plc

China Xin Yongan Futures Co., Ltd

ABN AMRO Clearing Bank N.V.

KGI SECURITIES (SINGAPORE) PTE. LTD.

BANDS Financial Limited

Yuanta Futures (Hongkong) Co.,Ltd

Orient Futures International (Singapore) Pte. Ltd.
HGNH International Futures Co., Ltd

Phillip Futures Pte Ltd

Societe Generale International Limited

Zhongyi Futures Co., Ltd

HGNH INTERNATIONAL FINANCIAL (SINGAPORE) PTE. LTD.
Direct Access International Financial Service Limited
Capital CSC Futures (Hong Kong) Limited

Bright International Futures Co., Ltd

Goldman Sachs International

GF Futures (Hong Kong) Limited

Jinrui Futures (Hong Kong) Limited
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