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CRU services cover the entire steel value chain
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Questions
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Alook at YTD trading in HRC — Volume, volatility, term structure
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Alook at YTD trading in HRC — Volume, volatility, term structure
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o
A look at YTD trading in HRC — Volume, volatility, term structure
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Recent records — March 2020 record total volume (30,709 contracts) and record screen volume (9,835
contracts). May18th, record daily volume of 5,392 contracts
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A look at YTD trading in HRC — Open Interest

Time structure of Open Interest: June 12t 2020 versus June 12t 2019 (net change +4,939 contracts)
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Current volatility levels in the market

Volatility
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HDG premium futures — an new risk management tool for the industry

Spread between HDG coil (base) and HRC, $/st, nominal
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Differing fundamentals have led to a more volatile spread
between HDG coil and HRC starting in 2016
 HRC prices negatively impacted by reduced oil sector
demand
« HDG demand protected by appliances and
automotive sector
The HDG premium has become much more volatile,
meaning that a risk management strategy proxy-hedging
HDG via HRC futures may not work as well as it did in the
past.
By introducing HDG premium futures, participants are now
able to directly hedge HDG basis risk for the first time.
HDG Premium futures represent the price difference
between HDG coil (Base) and HRC basis U.S. Midwest as
assessed by CRU Group — a “premium contract”.
* Deliberate choice to not list a HDG outright contract in
order to protect liquidity in HRC trading.
« HDG Premium trading activity will add to the HRC
liquidity pool.



m Annual New York Steel Briefing - Managing through volatile markets
Hedging use cases

HDG Premium Futures

» Ability to lock in the price difference between HRC and HDG Base for HDG Base versus CR
intermediaries and inventory holders 1100
« Fix future selling price to limit the impact of volatility of spot sales or + 1000
index-linked term contracts % 900
il i g 5% R = 0.9927
* For end-users, ability to hedge HDG price, no need for HRC proxy- D 700 -
hedging Q600
I
* High correlation between CR and HDG Base price means that HDG 200
premium is efficient proxy-hedge for CR-HRC premium 400400 500 800 1000 1200

CR colil $/st
Source: CRU Group

Example trading mechanism

« BUY 1x HRC + BUY 1x HDG Premium = Net exposure profile is Long 1x HDG Base, no HRC price exposure
* Long HDG Premium means Long HDG Base, Short HRC

« HRC & HDG leg can be hedged separately, or can aim to execute simultaneously to eliminate legging risk
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CME Group Disclaimer

Neither futures trading nor swaps trading are suitable for all investors, and each involves the risk of loss. Swaps trading
should only be undertaken by investors who are Eligible Contract Participants (ECPs) within the meaning of Section 1a(18) of
the Commodity Exchange Act. Futures and swaps each are leveraged investments 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 either a futures or
swaps 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 traders cannot expect to profit on every trade.

CME Group, the Globe Logo, CME, Globex, E-Mini, CME Direct, CME DataMine and Chicago Mercantile Exchange are
trademarks of Chicago Mercantile Exchange Inc. CBOT is a trademark of the Board of Trade of the City of Chicago,

Inc. NYMEX is a trademark of New York Mercantile Exchange, Inc. COMEX is a trademark of Commodity Exchange, Inc. All
other trademarks are the property of their respective owners.

The information within this communication has been compiled by CME Group for general purposes only. CME Group
assumes no responsibility for any errors or omissions. Additionally, all examples in this communication are hypothetical
situations, used for explanation purposes only, and should not be considered investment advice or the results of actual
market experience. All matters pertaining to rules and specifications herein are made subject to and superseded by official
CME, CBOT, NYMEX and COMEX rules. Current rules should be consulted in all cases concerning contract specifications.

Copyright © 2020 CME Group Inc. All rights reserved
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Economic forecast, North America

Anissa Chabib, Economist
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Macro updates

(0=

e

Overview Unemployment, End-use sector: Risks and key
GDP forecast private consumption, construction, takeaways.
personal income manufacturing and
autos.
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Overview June forecast: recession more than x2 as large as GFC

USA GDP - CRU June forecast
% change yly, quarterly

mm Government = Private Consumption == Fixed Investment = Stockbuilding mmNet Trade -==GDP Growth
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US unemployment rate forecast: unexpected rebound in May

US Unemployment rate
%, quarterly SA

GFC forecast « Data: 13.3% in May from 14.7% in April
16 :
« CRU Forecast: 13.7% in Q2 2020
14
12 What’s behind the unexpected May data?
10 \ » Temporary layoffs (~75%), decreased
o /\\‘\ \ « Permanent layoffs increased

. ]\ \
_/ ~_ | N

‘ Recessionary level for some time,
2 unemployment rate to go back to 5-6% by the
0 end of 2022.

2006 2008 2010 2012 2014 2016 2018 2020 2022 2024
Ql QT Q1 Q1 Q1T Q1 Q1 QI Q1 Q1

DATA: FRED, BLS, Oxford Economics and CRU 21
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Personal consumption expenditure and savings, at record levels

Personal consumption expenditure: -13.6% in April Personal saving rate: 33% in April
US Personal Consumption Expenditures US Personal Saving Rate
Bn $, Monthly SAAR %, Monthly SAAR
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Personal income: +10.5% in April up from -2.2% in March, thanks to tax rebate and Ul benefits

Retail sales: +18% m/m in May. Strong early rebound

DATA: FRED, BEA, US Census Bureau
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Construction, manufacturing and autos: show some resilience

IP Manufacturing vs. ISM Mfg
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Key takeaways

Deep
recession in
2020

Good news this
month:
unemployment,
personal income,
retail sales...
beginning of a quick
recovery?

(00>

I

Housing sector is
resilient, auto
plants resume
operation quickly.

Some risks:
permanent layoffs
increased in May,
more government
help is needed,
second wave?
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2020 / 2021 Steel Sheet and Plate Outlook

Josh Spoores, Principal Analyst
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Further IP downgrades in 2020, yet stronger growth in 2021

US light flat rolled consumption by industry segment Specific US IP sector growth, yly
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Sheet consumption will not return to 2019 levels until 2022-2023

North America apparent consumption, Mt
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North American sheet consumption
will fall 12.4 Mt y/y or 17.6% in
2020.

In North America, Longs and Plate
products will fall by near 11% vyly.

This is the largest total decline since
the GFC...

...Yet, the underlying economic
forecast suggests consumption will
rise at a strong rate in 2021 and
2022.
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o
16 Mt of BF capacity was taken offline due to Covid-19...

Blast furnace capacity idled during Covid-19

Bank AK Steel Dearborn C : July-20
Blown Down AM Dofasco Dofasco #3 0.79
Blown Down ArcelorMittal Cleveland #6 1.36
Bank ArcelorMittal IH #4 1.6 TBA
Blown Down ArcelorMittal BHC 2.45 AMUSA [H #3
Closed ArcelorMittal IH #3 0.827 End of Life : |
Bank US Steel Edgar Thompson #1 1.14 Jun-20
Blown Down US Steel Granite City A 0.907
Blown Down US Steel Gary #4 1.36
Blown Down US Steel Gary #6 1.258
Blown Down US Steel Gary #8 1.092
Closed US Steel Great Lakes 1.27 End of Life

USS Great Lakes Works
DATA: CRU
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From 2020-2024, up to 8.1 Mt of new flat rolled capacity is coming online
New flat rolled EAF-based capacity, Mt

m Big River Steel = Nucor m Steel Dynamics

= North Star Bluescope = Nucor Plate .
8 » Slight delays have been announced,

but we expect all new capacity listed
here to come online.

6 » As this capacity comes up, there is
. a high likelihood that some BF-
based production is closed or
A altered.
* Furthermore, due to recent blast
? furnace shutdowns and slow return
5 to prior levels of demand, some
idled furnaces may not ever return.
1
0

24
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Flat rolled prices set to rise, yet gains tempered by rising capacity

US Midwest flat rolled prices, nominal, $/st
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2020 / 2021 Steel Scrap Outlook

Ryan McKinley, Senior Analyst

23 June 2020



m Annual New York Steel Briefing - Managing through volatile markets
Scrap prices have faced persistent downward pressure since 2018

US scrap prices delivered Great Lakes, $/t

500

*  While Section 232 tariffs on steel
—#1 HMS —Shredded —#1 busheling Imports bOOSted_ scrap prices,
finished steel prices increased more

400 — significantly.
_/—/\/ » Since 2018, prices have come under
/\’\ persistent downward pressure,

200 v/\v/\ bottoming out in October 2019.

* The Covid-19 pandemic caused steel

demand, and by extension scrap
demand, to evaporate in April.

$212/t (2019 low)

200  Even so, scrap prices never reached
even a six-month low, let alone levels
$123/t (2008 low) that were reached during the Great
00 Financial Crisis in 2008.

Jan-18 May-18 Sep-18 Jan-19 May-19 Sep-19 Jan-20 May-20
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o
Scrap demand fell rapidly during lockdown, but supply fell faster

US scrap consumption
LHS: by steelmaking process, Mt (bars); RHS: EAF g/g change, % (line/markers)

24 20%
mmm EAF consumption mm BOF Consumption Total scrap consumption EAF change qg/q, %
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Pig iron demand in China has helped stablilise prices

LHS: US and Chinese pig iron imports, kt
RHS: North Brazil pig iron export average quarterly prices FOB, $/t
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Scrap prices will likely come under pressure Q3 before recovering

Scrap prices delivered Great Lakes, $/t

350

—#1 HMS —#1 busheling Before returning

Supply returns to the _ _
market as finished steel seasonally in Q4 and into

prices fall. early 2021

/\ ___
250 N ~

_ g

e

Prices bottom sometime
In Q3 at levels near the
low of October 2019.

Q/Q ,‘7:\ fL'\

Data: CRU, IHS 37



m Annual New York Steel Briefing - Managing through volatile markets
Key risks to near-term forecast

Upside Risks Downside Risks

* Unexpectedly strong return in demand for finished « Adramatic decrease demand from the construction
steel, especially for flat roll (automotive) and tubular sector as local/state governments come up short on
products (oil and gas). budgets, sinking long product prices and EAF outpult.

« Stronger demand from the international market pulling + Weakening international demand allows supply to

additional US scrap to the export market. build up domestically, especially on the east coast.

« A second wave of Covid-19 infections results in * Pent-up supply rushes to the market as demolition
renewed lockdowns and limits scrap supply— although activity resumes and peddlers increase collection
demand would be impacted as well. activity. Automotive manufacturing adds more supply.
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As more EAFs come online in the US, scrap volatility may increase

US #1 HMS delivered Great Lakes and Turkish HMS 1/2 (80:20) import CFR prices, $/t
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CRU services cover the whole steelmaking value chain

Steelmaking Raw Materials

Raw materials preparation

MONITORS MARKET OUTLOOKS
Coki Pellet N Pell . .
« Steelmaking Raw Materials + Iron Ore
v v v + Bulk Ferroalloys + Long-term Iron Ore
* Metallurgical Coal
v . v * Long-term Metallurgical Coal
Ironmaking * Metallurgical Coke

« Manganese

[mm e e — e e e e e - ——
1 Blast Furnace Smelting

1
I Hot metal?

Steelmaking and Finished Steel

I -l
-> MONITORS MARKET OUTLOOKS
Steelmaking » Steel _ . Crude_ Steel
» Steel Metallics * Metallics
+ Steel Long Products + Steel Long Products
| ~ » Steel Sheet Products » Steel Sheet Products
e e ) 2 fmmmmm e e N - * Global Steel Trade Service ¢ Steel Plate Products

I Basic Oxygen Furnace (BOF)
|

I
|
|
: Liquid steel |

Stainless Steel

.
o
=
a
v
—+
)
@

Cast d rolli MONITORS MARKET OUTLOOKS
asting and rolling
* Stainless Steel Flat » Stainless Steel Flat Products
Products

1 Also includes concentrate
2 Often referred to as liquid iron, virgin iron, crude iron



m Annual New York Steel Briefing - Managing through volatile markets
For further information on CRU services

Aaron Pollock, Head of Sales, North America
aaron.pollock@crugroup.com
+1 724 759 7865

Jessica Callaghan, Director of Financial Markets
|lessica.callaghan@crugroup.com
+44 207 903 2144

Katherine Wright, Key Account Manager, USA
katherine.wright@crugroup.com
+1 724 720 1015
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Ryan McKinley, Senior Analyst Chris Houlden, Head of Steel
chris.houlden@crugroup.com

+44 20 7903 2115

ryvan.mcKkinley@crugroup.com
+1 724 759 7873

Anissa Chabib, Economist
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+44 20 7903 2083
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Next webinar...

CRU Metallics Q&A Session
10 July 2020, 10:30 AM — 11:00 AM US EST

Save the date for the LIVE webinar where you can ask CRU analysts questions
about scrap pricing, price drivers and market forecasts.

Invitation to follow. For questions, contact webinar@-crugroup.com
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