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Traditional values. Innovative ideas.

Commodities

Quanto futures

SAFEX quanto futures — in which RMB is an active market maker — are suitable for businesses -
seeking pure commodity exposure without the associated exchange rate risk. Our quanto Commodities referenced
commodity futures are listed on SAFEX and are available to South African entities.

Energy

Why choose quanto futures? Brent crude ol
Quanto futures are immune to exchange rate fluctuations, allowing you to invest and derive geampg ol
a payoff purely from the performance of the underlying commodity. Quanto futures are also N:tSSrI;IZas

flexible enough to facilitate or enhance a wide variety of trading strategies.

Precious metals

Examples of a quanto future payoff Platinum
Palladium
Investor one Svar
T=0 T=1 Result Gold
Bought gold at US$1,300 Gold price = US$1,690 Percentage increase in Base metals
Quanto futures USD/ZAR = R10 USD/ZAR = R8.50 position value = 30%

" " Copper
Position value = R1,300 Position value = R1,690

Explanation:-

The value of the investor’s position is only dependent on the value of the gold price in US dollars. Soft commodities

Since gold increased by 30% in US dollars, the value of the investor’s position increased by 30%. Sugar #11
The performance of the rand relative to the US dollar did not affect the value of the investor’s Coffee
position. Cotton
Cocoa
Investor two Corn
T=0 T=1 Result
Bought gold at US$1,300 | | Gold price = US$1,690 Percentage increase in
Standard futures USD/ZAR =R10 USD/ZAR = R8.50 position value = 10.5%

Position value = R13,000 Position value = R14,365

Explanation:-

The value of the investor’s position is not only dependent on the value of the gold price in
dollars, but also on the USD/ZAR exchange rate. Since gold increased by 30% in US dollars, but
the rand strengthened to USD/ZAR 8,50 from USD/ZAR 10, the value of the investor’s position
only increased by 10.5%. The performance of the rand relative to the US dollar affected the
value of the investor’s position.

Trading and hedging strategies using quanto futures

They are used in a wide variety of risk mitigation strategies, for example:

Trading strategies

e Energy e Precious metals
— Crack spread — Gold/platinum ratio Prodiie profile

Producers
Quanto futures allow producers to protect themselves from any downward price movements in

the underlying commodity. Ideal for producers selling the physical commodity in US dollars. )
Aggressive

Consumers
Quanto futures allow consumers to protect themselves from any upward price movements in the
underlying commodity. Ideal for consumers buying the physical commodity in US dollars.

Contact details

Investment manager/investor

An investor owns shares in an oil producing company. The investor is bullish on the prospects
for oil as a commaodity, but is concerned about the impact of aspects such as strikes, operational
risks, environmental disasters, etc. on the company’s share price. The investor can buy quanto
Brent futures to ensure continued exposure to the oil price without currency and company risks.

For more information please contact:

e +27 269-9400

e commodities.trading.and.hedging@rmb.co.za
* www.rmb.co.za

E Follow us on Twitter @RMB_GM

Please refer to the disclaimer overleaf Rand Merchant Bank is an authorised financial service provider



Historical returns

Figure 1: Rand gold return vs. US dollar gold Figure 2: Rand Brent crude return vs. US dollar Brent crude
50% - mRand gold return Dollar gold return 60% - mRand Brent crude return Dollar Brent crude return
40%
40% A
30% -
20% A 20% A
o c
é 10% é
2 g 0% 4
= 0% - E
> >
c C
c c
< -10% A < -20% -
-20% ~
-40% ~
-30% A
-40% - -60% -
2001 2003 2005 2007 2009 2011 2013 2001 2003 2005 2007 2009 2011 2013

Definitions

Quanto
“Quanto” is short for “quantity adjusting option”.

Crack spread
The price differential between the price of Brent crude oil and the petroleum products extracted from it.

Product profile key

Conservative product profile
? You wish to protect your investment portfolio and aim to generate returns in excess of inflation over time. As a conservative investor,
your risk tolerance ranges from low to moderate.

o

more risk than those aimed at capital preservation or current income and are therefore suitable if you have
a longer time horizon plus a degree of risk tolerance.

Growth product profile

You are seeking assets with “good growth potential”. These investments may be volatile and deliver negative returns at times, but
would be suitable if you have a longer time horizon and a higher risk tolerance than investors who invest in a balanced investment
product.

Aggressive growth product profile
l You expect very high capital growth by taking very high risk. These investments are sometimes viewed as being speculative and you

|

Balanced product profile

You are looking for an asset allocation and management method aimed at balancing your risk and return. These investments carry
3 E A
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would need to have a much higher risk tolerance than those investing in conservative, balanced or growth products. The higher risk
profile of these products means that you may be subject to value fluctuations, including the loss of your invested capital.

Disclaimer

All the risks and significant issues related to purchasing RMB products are not disclosed in this fact sheet and therefore, prior to purchasing or transacting, you should fully understand
the products, any risks and significant issues related to or associated with them. The products may involve a high degree of risk including, amongst others, the risk of low or no
investment returns, the potential for capital or principal loss, counterparty or issuer default, adverse or unanticipated financial market fluctuations, inflation rate risk, exchange

rate risk and interest rate risk. The value of any product may fluctuate daily as a result of these risks, market conditions, general sentiment and other factors. RMB does not predict
actual results, performances and/or financial returns and no assurances, warranties or guarantees are given in this regard. FirstRand Bank Limited or any of its associates or subsidiary
companies does not guarantee the performance of its funds and past performance is not indicative of future performance.

The information provided in this document does not constitute investment advice. These products may not be appropriate and/or suitable for your particular investment objectives,
financial situation or needs. Investors should ensure that they fully understand any transaction that they enter into and should obtain independent financial, taxation and legal advice
before making any decisions about any investment in securities.

This document is for information purposes only and you should not regard this as a prospectus for any security or financial product or transaction.

The information and views expressed are given as at the date of writing and may change without prior notice. Although the information herein has been obtained from sources
believed to be reliable, FirstRand Bank Limited or any of its associates or subsidiary companies does not guarantee that it is accurate or complete and does not guarantee the
reasonableness of the assumptions made. The information provided in this document is to be used at your own risk.

RMB expressly disclaims any liability for any damage or loss as a result of errors or omissions in the information, data or views contained or expressed herein even if notified of the
possibility of such damage or loss. RMB does not warrant or guarantee merchantability, non-infringement of third party rights or fitness for a particular use and/or purpose.

This document is intended solely for clients and prospective clients of members of RMB and is not intended for, and may not be relied on by persons to whom this report may not
be provided by law. This document may not be reproduced or distributed to any other person without the prior consent of a member of RMB. Unauthorised use or disclosure of this
document is strictly prohibited. By accepting this document, you agree to be bound by the foregoing limitations.




