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The Strategic Plan for 2013-2017
of the Shanghai Futures Exchange

Over the past five years, China has experienced numerous tests and made
significant achievements in many enterprises. Under the leadership of the
China Securities Regulatory Commission, and owing to the support by all
partner entities, the Shanghai Futures Exchange (hereinafter referred to as
SHFE or the Exchange) has prospered and excelled through her deepened
commitments to the Scientific Outlook on Development and the organizational
motto of "sound operation and well-paced progress". In particular, SHFE
has, with down-to-ground attitude and entrepreneurial spirits, taken good
care of the market participants' interests, made most of the challenges and
opportunities, and served the economy in much greater depth and breadth.
That was the task she has fulfilled. The five years to come will be a promising
and productive period of time because it implies great potential for China's
growth. Therefore, SHFE will embrace the guidelines that were set down by
the 18" Chinese Communist Party Congress with a view to contributing more
to the mission that a well-to-do society is to be established by 2020 in China.

The Strategic Plan as this is made for SHFE to get further engaged in the
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endeavours of reforms and opening-up, the exercise of stronger self-regulation,
the maintenance of a transparent, equitable and just market, the insurance
of the market integrity and functions, and the satisfaction of the investors'

legitimate interests and benefits.
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It was not unimportant five years from 2008 to 2012 that witnessed the
Chinese economy developing in a sound and fair way, and the nation's
enterprise of reforms and opening-up gained a significant momentum. It has
been translated into opportunities for SHFE to grow with. In 2009, China
became the world's largest exporter, and in 2010 the second-largest economy,
putting it in closer economic ties with the globe. The world financial crisis
struck hard on the global financial system, of which the rippling effects were
much felt by the Chinese economy. The increasing exposure of the economy to

risks has contributed to the fast growth of markets for risk management.

Observing that the economic functions shall be well served and holding
onto the Scientific Outlook on Development, SHFE fulfilled her commitments
that were categorized in The Strategic Plan for 2008-2012 of the Shanghai
Futures Exchange as the Four Strategic Pipelines, the Five Priorities (trading,
clearing, information, technology and R&D), and the Eight Foundations (risk
surveillance, investor education, market services, organizational structure,
human resources, financial growth, public relations, and cultural development).
SHFE has reached the status as a major futures marketplace in the Asian-
Pacific Region that lists primarily commodity contracts like base metals,
precious metals, energy, chemicals, as her five-year objectives maintained, and
continued therefrom towards a regulated, efficient, transparent, comprehensive

and international derivatives exchange. In summary, for the past five years

03



SHFE has managed to:

1. Increase listing of products, size of the market and

enhance the price benchmarking status

Contracts on gold, rebar, wire rod, lead, and silver were listed on SHFE,
doubling the existing products, with the market coverage and the product lines
expanded closer to its full horizon. The market size grew to 731 million lots
and 89.2 trillion yuan in 2012, from 171 million lots and 23.13 trillion yuan
in 2007, up 327% and 285%, respectively. The successful pilot scheme on
bonded delivery for the copper and aluminium futures was awarded the Top
Prize of Shanghai Financial Innovation of the Year 2011; more foreign brands
were registered for good delivery on the Exchange. The contracts traded on the
Exchange increasingly served the functions of price discovery for the "China

factors";

2. Promote services, lend support to members and improve

composition of the investor base

SHFE amended and improved the exchange rules and contract specifications
in response to market demand. The number of hedgers rose steadily, with
11 new members added from the financial sector such as banks. SHFE built
up links with the physical businesses and promoted herself to the public and
financial institutions to enhance her services for the industrial development.

Furthermore, SHFE provided incentives for the market intermediaries through

04
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means like I'T support and financing to the joint research programs;

3. Conduct IT innovation, system optimization and secure

an edge over peer exchanges

SHFE applied the ISO9001 and ISO20000 management systems for the
construction of the IT infrastructure and completed the New Generation
Exchange System (NGES). Central IT systems like trading, clearing, risk
control, and information dissemination were revamped and a Two-Town-
Three-Center mode for disaster back-up was established as the first of its kind

among peer exchanges;

4. Lower costs for capital efficiency and improve the

clearing system

The futures fund management system on SHFE has become an industry
benchmark. A multi-currency settlement scheme was designed for the crude
oil futures. The functionalities of the standard warrant system were expanded
to assist the banks in the dealings of the standard warrant collateralization.
Furthermore, SHFE explored the possibility of introducing foreign-funded

custodian banks to the market;

5. Apply a scientific approach in risk surveillance, intensify

risk control and guard against an avalanche of risks

SHFE improved the risk control mechanisms to enhance her market

supervision performance. Real-time risk monitoring and analysis of investor
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behaviour were applied. The operational compliance with regulations was
urged so that risks could be mitigated in due time, which enabled SHFE
to weather the global financial turmoil and prevent systemic risks from

happening;

6. Build on platforms to strengthen R&D cooperation
initiatives

SHFE focused efforts on the research and development of options,
commodity index futures and carbon emission rights futures, and paved the
way to the legislation of The Futures Law. In 2010, the Shanghai Non-ferrous
Metals Index Research Project was awarded the Second Prize of the Shanghai
Financial Innovation of the Year, and the Post-doctoral Research Working
Station won the Prize for Excellence in the Pudong New Area. SHFE set up
a financial engineering laboratory and the Shanghai Futures and Derivatives

Research Institute in order to support the futures industry development;

7. Adjust the organizational structure, intensify the corporate

management and stay in a sound financial profile

SHFE created departments to optimize business functions as regards the
services, IT maintenance, production innovation, and corporate cultural
development. The business and corporate management systems were
established. Execution was improved. The electronic archive management of

SHFE won the Exchange Shanghai Model Entity for Archive Management
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(secondary level in the municipal ranking). With a gradual rise in net assets
over years, SHFE enjoyed a stable inflow of revenues and a sustainable

financial vitality; and

8. Develop the workforce, strengthen the CPC construction

and generate a cultural "soft power"

SHFE established an integrated incentive program for the executives and
step up the recruitment of high-calibre and much-needed professionals. Plans
for human resources allocation and development were made, and a sound and
comprehensive talent evaluation system was put in place. SHFE made more
efforts on the cultivation of the CPC grassroots presence, embraced the core
values as Strength, Integrity and Excellence and published The Guidelines for
Cultural Development and The SHFE's Booklet for Cultural Development.

As the five-year period drew to an end, however, a number of SHFE's
strategic initiatives were still in operation, due to constraints from the national
financial and fiscal policies, capital market's degree of international integration,

the futures market's phase of development.
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A further look at SHFE's strengths, weaknesses, opportunities and threats,

with respect to the Chinese and international macro-economic situation, the

futures industry landscape, as well as the Exchange's corporate resources

and competence, will help us make the new Strategic Plan from a scientific

perspective.

Strengths

Geographical strength. Shanghai is China's financial metropolis and

economic engine.
Product strength. A full-blown product structure established.

IT strength. Excellence over the peers in development and maintenance

of IT systems.

Rules and Systems strength. A set of exchange rules and risk

management systems established on the Chinese market realities.

HR strength. A crew of executive, IT, regulatory and R&D specialists.

Weaknesses

08

Lack of diversification in investor's structure. Markets inaccessible to
foreign investors. Low degree of financial institutional investors in the

composition of market participants.

Lack of diversification in product lines. Options and the crude oil



@ EENE2LE

SHANGHAI FUTURES EXCHANGE

futures yet to be launched.

- Lack of international integration. The Exchange's rules and regulations

foreign to the international prevailing practices.

- Lack of international corporate governance best practices for the

market-oriented business development and performance evaluation.

- Lack of capital efficiency. Trading fees cut significantly, but still higher

than those leading international exchanges.
Opportunities:

- Continued growth of China's economy. A stronger futures market

demanded.

- The 12" Five-Year National Development Plan. The Plan proclaims the

need for the steady development of the futures industry.
- Shanghai's construction of an international financial center.

- Booms in the centrally-cleared derivatives markets in the post-crisis

era. New niche for the Exchange.

- Widened sense of recognition of the public towards the futures market.

A bigger role that the market is expected to play.
Threats:

- From international exchanges. The global waves of M&A among

exchanges has created scale-economy edges for them.
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From Asian-Pacific regional markets. Heightened market influence of
the fast-growing futures exchanges out of emerging markets such as

India, Hong Kong, Singapore.

From domestic peer futures exchanges. They have made impressive

innovative efforts on the development of products and services.

From all types of local commodity exchange markets. They are

potential competitors.

From international and local exchanges, following the gradual

convertibility of RMB under capital account.

Therefore, the next five years will see challenges and opportunities

confronting SHFE. SHFE will get ready in the following areas:

The Exchange will make most of the existing product lines and the
institutional guarantee; ride on the momentum of global centrally-
cleared derivatives markets; broaden the reach for other futures and
derivatives products, and will improve services for the market, so that
it can confront the threats posed by the exchanges or markets from

home and abroad;

The Exchange will apply her geographic advantages; grab the historic
opportunities that the Chinese economic growth promises, and will
accelerate the Exchange's pace of integration into the world, so that it

can establish herself as an international derivatives exchange; and
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The Exchange will innovate her corporate governance; promote her
management efficiency; demutualize to become a modern incorporated
entity; streamline the corporate management process, and will optimize
her human resources allocation mechanism, to lay a solid foundation

for her take-off.
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| 1II. Goals and Strategi

1) Goals

[ The Mission ] SHFE will dedicate herself to the reforms and opening-up
endeavours in China's capital market by providing quality instruments & services
and will commit herself to the establishment of a risk management and price

discovery center by satisfying the needs of the economy and market participants.
[ The Core Values ] Strength, Integrity, and Excellence

[ The Long-term Goal ] SHFE will become a regulated, efficient,

transparent, comprehensive and international derivatives exchange.

[ The Goal for 2013-2017 ] SHFE will become an Asian-Pacific leading
exchange of commodity futures, options and derivatives products with a major

global influence.

Il) Strategies

In order to achieve the goal for the next five years, SHFE will commit
herself to the idea that innovation is the engine for progress and, transformation
is the essence to development and will realize, in a proactive and prudent

manner, the Trinity Transformations as follows:

- Product Transformation. SHFE will, through innovative initiatives

on products and services, transform herself from a commodity futures
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exchange to a comprehensive derivatives bourse. The product lines on
the Exchange will be covering commodities not only of industrial raw
materials but those of much significance to the economic development.
The services the Exchange offers will be more integrated with the
investors' needs for functions as price discovery, resources allocation
and risk management, which will enhance the Exchange markets' price
benchmarking status and enable the futures market to be functional in
a wider and deeper dimension. Additionally, SHFE shall, as a provider
of expertise and services, collaborate with a number of regulated
exchange venues, so as to promote the construction of a multi-tiered
capital market and to expand her services for the economy in more

breadth and depth;

Market Transformation. SHFE will integrate herself with the
international markets and will extend the reach of the Exchange markets
to a global investor base. In the trend of economic globalization, asset
securitization, commodity financialization and trade virtualization, the
world's economies being increasingly intertwined welcome a futures
market that allows investors to allocate resources and manage risks on
a global scale. A roadmap for the Exchange's markets to be opened up

shall be designed; and

Governance Transformation. SHFE will make further efforts

on her restructuring from a membership-owned entity to a modern
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incorporated enterprise. Demutualization has become a major trend
that most of the exchanges in the world are following, so as to allow
themselves to be more flexible in making decisions and exercising
incentive schemes, to be more oriented towards innovation and market
services, and to gain more resources for development. Therefore, for
the purpose of facilitating innovations, enhancing services for the
economy and getting integrated into the global markets, the Exchange
will improve the way the futures market is organized and will adopt a
more scientific methodology in corporate governance, as to promote

market performance and the exchange's core competence.

Along the journey of the Trinity Transformations, the Product
Transformation is the vehicle, the Market Transformation is the destination,
and the Governance Transformation is the power supply. In the next five
years, the Exchange will rely on innovation as a never-ending generator of
momentum and the integration into the global markets as a critical stepping

stone.
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I IV. Strategic Executio

I) Restructuring

The Modern Enterprise System requires the Exchange to press ahead with
efforts on restructuring towards an internationalized exchange conglomeration
of enhanced effectiveness and standards in management and market operation,

to be competent enough against global competitors. The exchange will:

i-Attempt to advance the Exchange's adoption of a modern management

system in place of the membership-owned structure;

1i-Exploit the existing resources to explore the conglomeration-based

method on management and development for the Exchange;
11i-Attempt to set up overseas arms for business expansion;

iv-Optimize organizational structure to establish a modern enterprise

management system within the Exchange; and

v-Promote the Fine Management Concepts internally to enhance the

management performance.

IlI) Trading

The Exchange will tap into the potential of the existing products and
exert her pricing influence over the world markets. Her product lines will be

extended to their full horizon while her derivatives innovation and trading
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infrastructure will be promoted to enhance the Exchange's status as a central

marketplace in the Asian-Pacific region. The exchange will:

i-Increase the international recognition as pricing benchmarks of the listed

products that includes base metals, precious metals, energy, chemicals;

i1-Spare no efforts launching crude oil futures, developing futures contracts

on refined oil products, so as to form up a multi-tiered product structure;

1i1-Extend product pipelines and launch options, commodity indices futures;
for trading infrastructure, introduce a Continuous Trading System; proactively
explore into the trading on swaps; study the feasibility of a market making
system; for trading facilities, explore into the construction of a multi-centered-

and-layered international trading platform; and

iv-Establish an internationalized trading infrastructure, including a globally-
friendly rulebook, which will facilitate the international investors' access to the

Exchange's markets.

lll) Clearing and Physical Delivery

The Exchange will extend her clearing services to the cross-border
transactions and a multitude of market types and set up a safe, regulated,
efficient and comprehensive clearing service center and will manage to apply a

network of physical delivery services all over the world. The exchange will:

1-Rely on the crude oil futures to build an internationalized clearing
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infrastructure that is open to various currencies and cross-border transactions,

in pace with the opening-up of the Chinese futures market;

11-Study the feasibility of providing clearing services for various types of

marketplaces;

11i-Study the feasibility of a multi-tiered clearing structure for different

classes of membership;
iv-Explore into the establishment of an independent clearinghouse; and

v-Plan and apply a reasonable distribution of delivery warehouses in China,

and explore into the setup of overseas warehousing facilities.

IV) Information

The Exchange will apply the potential of her information resources on
which value-added information products are to be developed, and, in a trial
manner, to be marketed, so as to promote the futures market's growth. The

exchange will:

i-Consolidate the Exchange's information resources, and realize a
reasonable hierarchical-authorization information-sharing structure within the

Exchange;

ii-Advance data processing and information development to provide

fundamental information support for the Exchange and regulatory authorities;

1ii-Apply the information development technology to generate competitive
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information products; and attempt to market the information resources; and

iv-Set up new types of information facilities for the foundation of an

information hub.

V) Services for Members and Investors

The Exchange will serve her members and investors in a committed way;
extend the base of hedging and institutional investors to optimize the market-
user structure, and will improve services for the market participants. The

exchange will:

1-Provide intensive services, in accordance with the attributes of the existing

products, to increase the participation of hedgers in the existing markets;

ii-Intensify efforts on market education and promotion, to increase the
commercial investors' recognition of futures market's functions and to get

more of them involved;

i1i-Make efforts developing Chinese and foreign institutional investors,
to raise the proportion of institutional investors in the whole market-user

structure; and

iv-Encourage the innovative efforts of the futures brokerage firms; and

provide tailor-made services for them to grow stronger.

VI) Self-regulation and Risk Management
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The Exchange will strengthen her efforts on self-regulation, on innovation
of risk management concepts and methods to get integrated into the world's
prevailing best practices, so as to prevent any systemic risks taking place. The

exchange will:

i-Intensify self-regulation; observe the Transparent-Equitable-Just Principle
for market operation and development; bring new approaches to compliance
education; develop the perception of risks, compliance and responsibility for
the local and overseas investors to advance the foundation of the creditability

system;

ii-Check the Chinese regulatory practices against the international ones;
come up with regulatory approaches for cross-border, trans- or inter-market
transactions; step up regulatory collaboration; and promote a standardized and

program-based market compliance mechanism;

iii-Draw on the internationally prevailing best practices; and build a new-
generation risk monitoring system, so as to become competent to prevent

market risks and act against market abuses;

1v-Strengthen efforts on pre-market analysis and scenario study; bring
rationale to the investors' trading behaviours, so as to ensure the functions of
price discovery and to control the trading and clearing risks in a scientific way;

and

v-Intensify the risk management and maintain the market integrity, so as to
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protect the investors' legitimate interests.

VII) Technology

The Exchange will input more resources for the IT development and
innovation to support the execution of the Exchange's Strategic Plan; cement
the leadership position of her IT strength and will serve the Exchange's

consolidation of corporate governance. The exchange will:

i-Follow the developments on business and technology of the world's

leading exchanges and intensify R&D efforts on fundamental IT systems;

1i-Initiate and finish the R&D on upgrading of the New Generation
Exchange System to put in place the flexible infrastructure and architecture of
application systems; establish a heterogeneous trading system with cutting-

edge qualities by international standards;

iii-Establish the operation mechanism and error-trial mechanism which
are based on the methodology of independence between development, test,

operation & maintenance; and

iv-Enhance competence for IT management and operation & maintenance

management.

VIIl) Research and Innovation

The Exchange will build on the Shanghai Futures and Derivatives Research

Institute, with an aim to innovate on management mechanisms for research and

20
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development; build a premium brand of research services, and will become a

think-tank for the futures industry. The exchange will:

1-Set an incentive and accountability mechanism in conformity with her
research functions; and establish a scientific and rational system for the R&D

administration;

11i-Consolidate the research human resources from within and without, to

build a sophisticated research team;

111i-Work more closely with various schools and institutions, to promote the

foundation of a futures talent hub;

iv-Invent new models for academic exchanges; hold high-end
comprehensive conferences; and launch exchange programs for research staff;

and

v-Expand the coverage of research area, inclusive of theoretical and

pragmatic studies; and foster brand recognition within the research community.

IX) Human Resources

The Exchange will make innovative efforts on the concepts and methods, in
order to implement a strategic methodology for human resource management.
Special attention will be paid to the overall process from people selection,
allocation, cultivation to retention, and every employee will be provided with

a respective career development plan, so as to develop the whole workforce to

21
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be competent for further challenges. The exchange will:

i-Improve the HR management system, and launch innovative projects

along the HR management process;

ii-Set a fair and transparent talent elimination mechanism, to make sure
that the competitive selection of talents allows a sound flow of people between

various levels of, into or out of, the organization,;

iii-Improve the HR assessment system to set an incentive and accountability

mechanism that fits with the job requirements and attributes;

iv-Pay attention to employees' career development planning, and set up a
sustainable talent development program through methods such as domestic and

overseas training projects, working-shadow training initiatives; and

v-Intensify efforts, in due timing, on the exchange, introduction and
cultivation of talents who have international exposure, or expertise in areas of

specialization.

X) Finance

The Exchange will improve her finance management and optimize the
balance sheet, so as to establish an economic administration system that
fits with the need of the Exchange's development into a conglomerated and

internationalized organization. The exchange will:

1-Set up a dynamic and integrated economic administration system that

22
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covers financial management functions ranging from forecasting, accounting,

control, analysis to assessment;

ii-Explore into the setup of a financial risk warning mechanism to be more

capable of risk prevention; and

111-Optimize asset allocation and improve effectiveness of asset application.

Xl) Corporate Culture

The Exchange will vigorously promote the core values of Strength,
Integrity and Excellence and will have it embedded in every employee's code
of conduct. Professional ethics such as diligence, effectiveness, devotion
and conscience will be cultivated and a employees' sense of belonging and

cohesion with the Exchange shall be developed. The exchange will:

i-Promote the core values within the Exchange, so as to improve the

Exchange's overall performance;

11i-Strive to launch the quality and varied culture programs that will assist in

the development of the Exchange's corporate culture;

iii-Increase the employees' recognition of the corporate culture by having it

centered on the Exchange's major business objectives and core values;

iv-Require every employee to exercise the core values-Strength, Integrity

and Excellence-in performance of his or her assignments; and

v-Focus on people; and take care of the employees' development and
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increase their sense of belonging and ownership.

XIll) Public Relations

The Exchange will give more care to her brand name and maintenance of
public relations, so as to establish a good public image. The exchange will:

i-Make brand planning and promotion strategies;

1i-Promote recognition and reputation of the Exchange through various

media;

iii-Launch an international market promotion strategy, in pace with the

Exchange's global integration; and

iv-Properly coordinate with various partners, and shoulder more social

responsibilities.
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