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In a world of increasing volatility, customers around the globe rely on CME Group as their premier
source for managing risk. Formed by the 2007 merger of the Chicago Mercantile Exchange and
the Chicago Board of Trade, CME Group is the largest and most diverse exchange in the world. We
offer futures and options on the widest range of benchmark products available on any exchange
— interest rates, equity indexes, foreign exchange, commodities and alternative investments —
providing you with the tools you need to meet your business objectives and achieve your financial
goals. CME Clearing matches and settles all trades and guarantees the creditworthiness of every
transaction that takes place in our markets.

CME Group offers the widest range of commodity derivatives of any U.S. exchange, with trading
available on a range of grains, livestock, oilseed, dairy, lumber and other products. Representing
the staples of everyday life, these products offer you growing liquidity, transparent pricing and
extraordinary opportunities in a regulated centralized marketplace with equal access to all

participants.




Wood Pulp Futures and Options

WOOD PULP FUTURES AND OPTIONS

Wood Pulp futures and options are base@ash-settled Wood Pulp futures and performance bonds, regulates delivery

on the PIX NBSKP Europe Index by  options are cleared through CME and reports data. CME Clearing provides
FOEX Indexes Ltd. and trade exclusivel\Clearing. As the counterparty to every world-class risk management of the credit,
on the CME Globex electronic trading trade, CME Clearing settles accounts, operational and legal risks that customers
platform virtually 24 hours a day. FOEX clears trades, collects and maintains  face in OTC trading.

Indexes Ltd. is a private, Finland-based

independent company that specializes ir

providing audited, trademark-registered

pulp and paper price indexes. FOEX %;3;?_‘. ?
indexes are widely used in the global . S8

forest products industry as benchmarks E < ' B

for cash market transactions and !
over-the-counter (OTC) trading. The
PIX NBSKP Europe Index provides the
benchmark price for northern bleached
softwood kraft pulp (NBSKP), the larges
category of market pulp in the European
region ! the largest consuming region
for NBSKP market pulp ! supplied from
either North American or European
sources to their European buyers.

The PIXNBSKP Europe Index provides the benchmark price for NBSKP, the largest category of
market pulp in the European region.
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ABOUT THE WOOD PULP INDUSTRY

Wood pulp is the term used to describe along and narrow with a thin wall, providing 40 percent or 20 MMT of global market

range of products that are derived from excellent raw material for many paper

pulp production, but only about

treatment of plant materials taken from products. NBSK pulp is the benchmark grad® MMT or 20 percent of global market

trees. Trees are stripped of bark and thenfor pricing market pulp around the world.

subjected to chemical or mechanical
treatments that separate the cellulose
Pbers. The dominant method is the
chemical sulfate (kraft) process. The pulp
then usually bleached, dried and baled fo
sale on the market.

Global wood pulp production
of 175 MMT is composed of
several different types.

> 9¢\XZ j¥lknff[biX]k
pulps (including NBSKP)

> 9c\XZ_Mi[nffpiXdcgj
> LeYc\XZbhiY]Klicgj

> JIcOkhcgj

> J\d " $Z_\dXe{c
mechanical pulps

Global wood pulp production of 175 millio
metric tons (MMT) is composed of severe
di"erent types ! bleached softwood kraft
pulps (including NBSKP), bleached
hardwood kraft pulps, unbleached kraft
pulps, sulbte pulps as well as semi-chem
and mechanical pulps. There is a high

degree of positive price correlation amongjA bout 70 percent of global pulp

these dierent types production is integrated with paper

production; about 30 percent of pulp or

NBSK pulp is produced from coniferous treggout 50 MMT is sold on the market.
growing in colder climates. The principal Canada is the largest supplier and

growing areas for these trees are Canada, produces about 11 MMT of market pulp
annually, most of it NBSKP, while U.S.
Scandinavia, parts of Central Europe and market pulp production is about 9 MMT.

the northern and western United States,

northern Russia. The Pber in this pulpis  Together, they account for about

pulp production is consumed within

North America. At $750 per ton, North
American production is valued at

$15 billion. The United States has a
largely balanced export-import trade while
Canada has net exports of almost 10 MMT
yearly, about 30 percent to the United
States and 20 percent to Europe. Europe is
a major source of demand for global market
pulp with about 20 MMT, or 40 percent of
the world production, consumed annually.

Pulp is used to produce numerous
products. Printing/writing papers

(55 percent), towels/tissues (15 percent),
packaging (13 percent) and sanitary goods
(9 percent) are the main product areas
consuming market pulp. Large
consumer-goods bPrms are prominent
participants in all four of these product
areas. The specialty paper and paperboard
segments are made up of mostly smaller
paper mills.
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CONTRACT SPECIFICATIONS

Products Northern Bleached Softwood Kraft Pulp (NBSKP) ! Europe
Trading Venue CME Globex

Contract Size 20 metric tons (MT)

Minimum Price U.S. dollars per MT

Increment

Daily Price Limit $0.50 per MT ($10 per contract)

Ef$91jkXen\ $5 per MT

Block Trade Threshold 25

Months Traded Every calendar month extending out 24 months

Last Trading Day Last Tuesday of contract month

Ticker Symbols WP

Settlement Cash-settled to PIX NBSKP Europe Index monthly average
Strike Prices $5 per MT (in $100 range)

Membership Division IOM

Position Limits 1,000 contracts in any month

Trading Hours 5 p.m. to 4 p.m. Central Time (CT) next day (expiring contract closes at 2 a.m. CT on last trading day)
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HEDGING WITH WOOD PULP
FUTURES AND OPTIONS

In April, a papermaker wants to lock in  If the futures price is higher than $750, a loss will be realized when the futures

a purchase price for 1,000 MT of pulp the papermaker will close out the futureposition is 0"set and the loss will be

to be bought in September. It buys 50 position by selling 50 contracts at the applied against any decrease in cash pulp
September futures contracts at $750 (ealigher price, realize a gain and then  prices since April. In either case, a net
contract for 20 MT). In September, it willapply this gain against any increase in tparchase price will arrive in advance of
arrange shipment from the pulp market cash price of pulp since April. However,the September shipment.

supplier and negotiate a price. if the futures price is lower than $750,
(buy $750 futures) - (sell $800 futures) = $50 gain
(buy $800 cash) - ($50 futures gain) = $750 net purchase price
(buy $750 futures) - (sell $700 futures) = $50 loss
(buy $700 cash) + ($50 loss) = $750 net purchase price
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Each contract for

20MT.

Alternatively, the papermaker could useis lower, the calls would be allowed to
call options to protect against a price  expire. By purchasing calls, the

hike. It buys 50 September 750 calls (thpapermaker has insured against a price
right to buy futures at $750 per ton) at ahike but can gain from a price decline.
premium of $20. If the futures price has

risen by September, the calls can be sold

at a higher price. If the futures price

($800 Sep futures) - ($750 strike price) = $50 gain
($50gam) ......................... _ N : S
(buy$8000a5h)_($3onetgam) ................... =$77onetpumhaseprlce .................
OR
(buy $700 cash) - ($20 premium) = $720 net purchase price
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Sell Hedge Example

In April, a pulp producer wants to lock
in a sale price for 1,000 MT of pulp to b
sold in September. It sells 50 Septembe
futures contracts at $750 (each contract
for 20 MT). In September, it will arrange
shipment to a customer and negotiate a
price. If the futures price is lower than
$750, the papermaker will close out the
futures position by buying 50 contracts
at the lower price, realize a gain and the
apply this gain against any decrease in

In either case, a
net sales price will
arrive in advance

of the
shipment.

cash prices. However, if the futures price
is higher than $750, a loss will be realized
when the futures position is 0"set and the
loss will be applied against any increase in
cash pulp prices since April. In either case,
a net sales price will arrive in advance of
the September shipment.

(sell $750 futures) -

(buy $700 futures)

$50 gain

(sell $700 cash) +

($50 futures gain)

$750 net sales price

OR

(sell $750 futures) -

(buy $800 futures)

$50 loss

(sell $800 cash) +

($50 loss)

$750 net sales price
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Alternatively, the producer could use put
options to protect against a price decline.

It buys 50 September 750 puts (the right By p u rC h a S I n g p u tS y

to sell futures at $750 per ton) at a

premium of $20. If the futures price has the prOducer haS iI’lSU I’ed agaiﬂst
fallen by September, the puts can besolda price fa” but can gail’] from a

at a higher price. If the futures price is
higher, the calls would be allowed to p ri ce rise.
expire. By purchasing puts, the producer

has insured against a price fall but can
gain from a price rise.

($750 strike price) - (700 futures) = $50 gain
($50 gain) - ($20 premium) = $30 net gain
(se”$7ooca5h) ................. +($3onetgam) ................... :$73onetsalesprlce ......................
OR
(sell $800 cash) - ($20 premium) = $780 net sales price
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FOEX INDEXES

information and to order historical price The prices are reported for regular
FOEX Indexes Ltd. is a private, time series, visit the FOEX Web site or business for delivery during the current,
independent Finnish company contact FOEX directly. or at the latest, the following month.
specializing in operating as a provider
of audited, trademark-registered pulp,
paper and recovered paper price indexed.he PIX NBSKP Europe Index prices areThe monthly average of any of the PIX
FOEX Indexes Ltd. is continuing the indgublished on Tuesdays at 12 p.m. Helsinkndexes is calculated by FOEX as a
publishing activity started by Finnish  time (4 a.m. CT). They are available on straight arithmetic average from the

Options Exchange in 1996. the FOEX Web site and from various newseekly PIX Index values of the month in
services such as Reuters and Bloombergyuestion. The average value is published
How do | contact FOEX? together with the last weekly index value

Web site: www foex fi (included in the monthly average).
' o FOEX receives real trade information

Address: Mannerheimintie 40 D 85 L
from parties in the pulp and paper

=@%$'"'@\cj e"CcXe[ .
$dX cle]f7]f\o%O industry, from buyers, sellers and agents.
< (0] H .
The highest 10 percent and the lowest 1N€ main uses for PIX Indexes are:

Ph : 358 94391030 -« . R . .
- o Y 10 percent of the prices are eliminated, S 9WIi"# IVkijtxpdvideZtj _edi
ax: ~ . . .
and the PIX value is calculated as an S ImWédjhVEYRWhalj
§ 8Wiefih_YdhcW)ewd

average from the remaining prices.
physical trade in a customer/supplier

relationship
Yes, FOEX provides historical price time CWhd[jWwWMewW halj

series and other pulp and paper market The PIX Index is calculated from prices information needs
data; however, it does not project future for real sales traded during the reporting 5 7\Wh [\[h[je&db
price development. For further week, published the following Tuesday.

(7213
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current month or at the latest, during as troubleshooters. There is a balance

(7513

FhWY W \H[i§ W h dkjpjfh W Z [i All prices in the index carry equal weight,

only B no prices against integrated and 10 percent of the lowest priced

O O/ the month following the trade between contributing buyers and sellers.

shipments nor prices tied to PIX or  transactions and 10 percent of the highest
The highest 10% and the any other index priced transactions are eliminated from the
IjWdZaodZ[i$]&f[hY [WjZh o data prior to calculation of the index value
W d ZgW[RZY"™WhW Y j[h_ijto¥void possible misprints and to create a
8h_]7jdEilt _]"[heij W dZ W Wery credible and reliable cash index.

lowest 10% of the prices S
are eliminated. S
S

ECF/TCF)

The contributors are pulp, paper,

JNXh_YleWe _d_chkécekal
100 metric tons of prime quality

The high reliability of PIX is achieved  paperboard and recovered paper suppliers
through a large number of contributors, and buyers, as well as agents and trading

market pulp NBSK in USD f’;md by the fact that. FQEX i§ an hou_ses. In order to guargnteg anon){mity,
J[helz[b_|@womehj” !ndepenFIent org_anlzatlon with no self  the |dent|_t|es of the contributing parties
Atlantic or North Sea port interest in the price level. are not disclosed.
(European port) The method of index calculation is Pxed.
J[hefWoc[dgaWdljeh”[ The rules forindex calculation and method
most frequent have been approved by FOEX regulators
FhXMewWdokijec[h#if[Y _@nd by the European Commission DG IV
rebates (antitrust). The index calculation method

Fhlevwh []k bWk hje c\[enhk b f  is audited by PriceWaterhouse, and bve
intended to be delivered within the  well-known industry experts are available
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BLOCK TRADING, EFR AND EFP

A block trade is a strictly regulated 5. The sellerOs clearing Prm must then  to each other. The actual physical
privately negotiated futures transaction contact the CME Globex Control Center commaodity is not actually exchanged in
executed apart from the public auction (GCC) within 15 minutes of the agreementhe EFR transaction.
market, either on or 0" the Exchange  to provide specibc details of the trade.
trading 3oor. Additional information on block trading is

available atww.cme.com/blocks. An EFP is a transaction which couples a
futures trade with a cash market trade.
The quantity in the cash market must be
An EFR is a transaction in which a futureequivalent to the quantity covered by the
1. Become an Eligible Contract Participant?0sition is coupled with a swap trade.  futures trade. The buyer of the futures

Traders interested in engaging in block
trades in Wood Pulp futures and options,
should follow these bve steps:

(ECP) as detailed in CME Group Rule 52638vap contracts are customized position must be the seller of the cash
and as debned by the Commodity Futuresagreements in the OTC market. position and vice versa. Prices of the cash
Trading Commission (CFTC). market and futures market positions can

An example of a swap is an agreement in )

. . o be arranged by the parties.
2 Trade a minimum number of Wood  Which the parties make periodic payments
Pulp futures and options on futures

contracts according to the block trade

thresholds shown below.

3. Come to a clear agreement with your
counterparty on a fair and reasonable ~ Contract el el

price for the pulp contract and the Futures 5p.m.to 4 p.m. CT next day. 25 contracts
number of those contracts. Expiring contract closes at

2 a.m. CT on last trading day.
4. Ensure both counterparties to the

trade call their clearing Prm to let them  Options 5p.m.to 4 p.m. CT next day. 25 contracts
know they have engaged in a block trade. Expiring contract closes at
. 2 a.m.CT on last trading day.
Include all relevant details so that the
trade will be able to clear quickly.

10
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GETTING STARTED ON CME GLOBEX

Trading on CME Globex is e#cient and

easily accessible. Orders are placed throuhhnectivity is available direct to CME Group or indirect via an FCM, IB or third-party data cente
a connected front-end application and areror more information on indirect connectivity, contact your FCM, IB or third-party data center.

immediately received and acknowledged.pirect connectivity to CME Group is initiated through the following steps:
The orders are then matched at the CME

Globex trading engine with match/pll
information immediately disseminated to

1. Contact CME Globex Account Management (GAM) to be assigned a personal GAM
account manager and begin the connectivity process

the trading parties, CME Clearing and the % K$1$0)'()*.-&&
market at large. § ;khefpO(&-/,-'&&
§ ;#cW ]beX[nWYYekdjcWdW][c[dj6Yc[]hekf$Yec

There are a variety of ways to trade
electronically on the CME Globex

platform. Even without access to a persorgl Select a network connectivity option:

computer, traders can still execute orders § O9Ob:PHj;9IBAdadd[IlYMif[YjmI[Z[#& hhwhai
electronically via a broker, who will place 9b ?D);HD;JRA9edd[lY J#[?dj[hH[j F[YKkhFDkdd[b
CME Globex orders on the traderOs behalf. 9CbeXxf{hXA9edd[lY ¥ oi YWY kd ijiwWwg CZ = h e kfk X

In addition, traders can place orders and facilities located in Europe and Singapore
receive market data directly through a

variety of third-party software application
available from participating Futures 5. Complete preproduction testing

Commission Merchants (FCMs),

Introducing Brokers (IBs) and

Independent Software Vendors (ISVs). WWW.cmegroup.com/gIobex.

2. Review and complete the CME Globex Connection Agreement

we e n

S4. Schedule production (connectivity) date

» Identify a CME Group Class A clearing firm that will be guaranteeing your orders
* Have your clearing firm approve your third-party vendor selection
» Choose a connectivity method

* Determine the method by which the clearing firm will establish credit limits for your application

11
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CME GROUP COMMODITY PRODUCTS

CME Group offers the widest range of commodity futures and

options of any U.S. exchange, with trading available on a range
of grains, livestock, oilseeds, dairy, lumber and other products.

Prices of these primary products are subject to factors that are di#cult or impossible to control, such as weather, disease and political
decisions. In addition, they are also short-term bxed supply products o"ered in a context of growing worldwide demand and global
economic expansion. As such, CME Group Commodity products serve commodity producers and users seeking risk management and
hedging tools, alongside funds and other traders looking to capitalize on the extraordinary opportunities these markets o"er.

Commodity Indexes Grains and Oilseeds Livestock
§ e@ed[i®RZTTeZ?2{d?n § 9ebhdkhyideZj_edi § <[[AWj)k[khWidZAj_edi
Excess Return futures § C_d_+Miemp&kikhl[i S BOIWVj)B[khWyideZd]_ edi
§ | FzebZcWd'%écceZ_jo § ;j"Wdkelbhéif)_eWidizh Wi § B[WalkjkhWideZj_edi
Index® (GSCI) futures and options § EWjkhyidedj edi § <hepé¢dBd bb\kjik h\Wided|j _edi
§ | EI9?2nY[H[jkdlZYkjkh[i§ HeldAYKjkhWiddj_ edi

& leoX\[WykdhWideZj _edi Lumber and Wood Pulp
Dairy Products & C_d_#eop{PNjkh[i § HWdARBEL]BkcX{kjkh[i
§ 8kjlkhkhWidedj_edi § leoXC\WdkjkhwideZj_ edi and options
S OWir#igKhlEjkhWVidd]_edi § |eoXEWHjkhWideZ| edi § MeEKbkjkhfyidZ]j_ edi
§ C_eWiARjkhWiddj_edi 5§ jekje[h_Y&bK[Wikh][i
§ C_ SbaWilkjkhwideZj_edi & MANWjkhWideZj_edi
§ DedWdf_Bejkhwidedj_edi § ¢Cc_ d_MApWEjkh[i
§ :hM/[okjkhWideZj_edi
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For more information, visit www.cmegroup.com/pulp
or call Customer Service at 1 312 930 2316.

Futures trading is not suitable for all investors, and involves the risk of loss. Futures are a leveraged investment, and because only a percentage of a contract’s value is required to trade, it is possible to lose more than the
amount of money deposited for a futures position. Therefore, traders should only use funds that they can afford to lose without affecting their lifestyles.And only a portion of those funds should be devoted to any one trade
because they cannot expect to profit on every trade.
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