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A sample commodities trade

Energy | Moving Dubai Crude to Singapore

A typical transaction will be buying Dubai Crude and
moving it into Singapore, Asia's largest commodity
trading hub. So let's assume you are buying a million
barrels of oil from ADNOC, the Abu Dhabi National Qil
Company. Negotiations have come to an end, con-
tracts have been signed and a bank has confirmed
finance.

To pick up the crude and take it to Singapore, you will
have to deal with all the logistics and invoicing rele-
vant to the movement of goods from point A to point
B. To bring the goods to the named port of destina-
tion you have to hire a vessel on a voyage or time
charter basis (CFR') and contract for insurance
against the risk of loss of or damage to the goods
during the carriage (CIF2). Because of the cargo you
have purchased but not yet sold, you are also con-
cerned about falling prices. To protect yourself
against a possible price drop, you can establish a
short hedge so any loss incurred in the cash market
will be offset by a gain from the hedge in the futures
market.

Now, imagine that during the tanker's voyage to Sin-
gapore, the price of oil goes up 50 per cent. The value
of your cargo will increase but the price increase will
also result in a futures loss. Any losses on your fu-
tures position may result in a margin call, requiring
you to deposit additional funds. To maintain the short
hedge until the crude is sold in the cash market you
have to cover day-to-day losses. Immediately upon
the sale of the physical crude, the risk of falling prices
no longer exist and the futures position is no longer
needed.

1 Cost and Freight

2 Cost, Insurance and Freight

Crude oil is one of the more

volatile commodities. During
the trip, its value will move up
and down.

1/3



As long as you get everything right, at the end of the
day, the oil will be discharged into a storage or con-
tinue its journey on another vessel.

Further information

You can find further information in our Resource Cen-
tre “Publications” which is available online at
promercium.com/publications.

Promercium is an independent commodity trading
and logistics house.

Every day, we source and supply commodities that
enable the world’s growth

because access to energy underpins economic pros-

perity.

Find out more at promercium.com
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The disclaimer applies to all pages of the document. The information provided herein constitutes marketing material. It is not investment advice or otherwi-
se based on a consideration of the personal circumstances of the addressee nor is it the result of objective or independent research. The information provi-
ded herein is not legally binding and it does not constitute an offer or invitation to enter into any type of financial transaction. The information provided
herein was produced by Promercium Ltd. and/or its affiliates (hereafter “Promercium”) with the greatest of care and to the best of its knowledge and belief.
The information and views expressed herein are those of Promercium at the time of writing and are subject to change at any time without notice. They are
derived from sources believed to be reliable. Promercium provides no guarantee with regard to the content and completeness of the information and does
not accept any liability for losses that might arise from making use of the information. If nothing is indicated to the contrary, all figures are unaudited. The
information provided herein is for the exclusive use of the recipient. Neither this information nor any copy thereof may be sent, taken into or distributed in
the United States or to any U. S. person (within the meaning of Regulation S under the US Securities Act of 1933, as amended). It may not be reproduced,
neither in part nor in full, without the written permission of Promercium. Your Personal Data will be processed in accordance with the Promercium privacy
statement accessible at your domicile through the official Promercium website https://www.promercium.com. In order to provide you with marketing
materials concerning our products and services, Promercium Ltd. and its subsidiaries may process your basic Personal Data (i.e. contact details such as
name, e-mail address) until you notify us that you no longer wish to receive them.
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