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China’s Iron and Steel
Industry amid the
Financial Crisis
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However, the industry 1s now facing several challenges, notably conunuous price
hikes of raw riaterials such as iron ore, inci2asing compettion trein Joinestic
rarket players, and the expanding presence of large foreign steel corporations.
These have 2xposed some weaknesses, mc:uding the fact that the industry does
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While wniting @ davelopmant report on Ching’s rining equipmsnt sector in June
2008, KPMG Chira’s Industrial Merkets team mentioned the restructunng of
the eoniastc miring irdustiy and the grow.ng prasence of fare:gn mvestors in
China, factors which b2ar upon China’s iron :nd steel industiy. Ta learn more,
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Chna's ion and steel indusiry is bz ed. In

2007, 1.3 percent of crade stag! arcduction was diractly e<portsd, incregsing

CrUng INcieasingly =

11 2008 13 'ne with Chira's wider valopraert,
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In 2007, indiraci crude stesl sxports acrount2d for 14.9 percant of tha
dorneztic wruds steel nraduction, 12s<:ning 10 12.9 parcent in 2008 Direct

and indir: ports cdded up 0 253 percent and 244 pIacang for 2007
and 2003 visly, withous teking nto accouni the my, 25 of China’s
steel-ccnzaming cduct exserts In geneal, about 0.e-fourt™ of steel was

produced for overs2as carvere With the onset of t~e “nancial ¢tisis, Chi~a's
axport growth has slowed, aesing a graater threat to stesl markets relisrt on
export praducis.?
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w3l estmation, China's steel consumption level has. under the financial crisis,
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Ciug io the shany dacling in steel prices, domestic sizel producers ng
1g5ses owairts th2 end of the year, & surprising tunasiound froms previous profits
They had re2hsed profits of RME 17.23 billion and AMB 3.221 bilhon in Jun2
end Septarber of 2008 respeciivaly, but sufterad losses of RME 5 335 inlkon
and BMB 12 72 bilion 1n D¢ ober and November of 2008, respectively. Ti:ough
prizas want o 89"ty in Decerns+ 2008, steel pinducs s stil. faced 3 det ot

of RME 29 122 t:l.on *or the month. Altogether, 44 ste producers were i the
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Curr=ntly, Austrahia’s BHP 8illiton and Rio Tto, ani brazil's Valz (the three
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yearly iron ore tiading.® As the worid's largest steel produce and iron ore
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stance, sub;ectng all large sieel nakers 10 high na~ cres piices. Tie Chira Iron
and St

Asscciation has been organising and caoranati-g imported iron-ore
N with comnpetani

GMCING Az it WANG 100 I0AG-1271 2GIERIDENTS 1t Sy ng

authoities and eni:

wises Judging from the negonsuun resuls for the past tew
yRr = is sl raon for impravemsnt it giving h 2 gtz2l produceis incie
POWET I won-or nsgotiatons. Thess industry-wids coonlination sfforts hava
been undarmined to 3 Lertain 2xtant by 3 lack of further regulations over import

I3

trading of iwon ares

Srompuad Ly iha current drastic reduction in stesl cansurnstian, glotal quarry
nang: steoity

SOMPERIET fave reIafied 10 iaiting pio

i

Nipicover, iitey Stermiatng 10 farther ncreass cuncer iratan through N & A
Y Yy
~£S8 5138

regotarons

ac.avity Iniess sucic prod.ems affecting thz=m are rasak

precucs s wit not b2 wel-pos:tig-ed 1o taks

9 Chng MadTag cdl Marvs 10 hovemder 2X3




PUBLIC

through sffectve EDA VAT Tl )

is aradually undsirning ths porsuit of an acuve rols for stes T mn
209Ng by moans of markst price adjusims:nis,
2 sddress these 1:suss, Chin t2el produce 'S Neve i 3 e its
industry canceniation and contnns M&A actvity w boi barg *ming

210 AEZOiBIONS f0F iroN-0re 1Irpor ts

o
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t2ced with dectingg market d=mand, China’s si2ei maksis and their
2SN an atenipt to survive the

downstrean industeies are now taking chay
currant gitficulties. Or ore hand, stea! miis have shiftzd a heavy Cost burden to 0 orea

ob las and household i Drecoures art cagees
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n turn Jdeveloped an

downstreamn consarmears (nciu-lng manufacturars ot aut
electrical epphances) when market demand has not wea
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adverse situation (a3 llustrated by high cost end low demandg) for stee! makers

Source China Metalluigeal News
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sponse, Ciina’s steel makers are graduslly changing their operaung

s under the Ntensifying 'mpact of the tnancial crsis. More new rmodels
3 COTING LP *07 CoCoeraln: Belween sien Mmates &rd automobile makers,
shippuilders and mach:nary praducers, In other words, the cuizent financial crisis
fay 0ring a few positive davelopments for China’s iron eénd steet industty as a

result

FILE ’(6 .




PUBLIC

FILE ls;

caninbuicd @ tha dechne i

probigrns still iy wy .

ndus:ry, the most mporart and unusual
trated by =

aduery digpceiton, e

taciive internai ndustry Structurss oS demor

low Imaustry Cortentiatic -, Lnie2s,

IBSOUICE Luntiol.

i need of highar indu
in 2008, glebal crude siee! wutput reached 1.373 Dilion onnes whil- China’s
ron and stest indusiry procduced a total of 500 mulion wnnes of cruds

Sl86., acCoUrting iuf 37.57 percent of e waild's calput ' .0 that yoar the
concentrauon of Cama's iron and stee! industry increased after undergoing -+
spate of reorganmisation. According to ieleased duta, the top ten domestic steel
ma :@:s ny ouvlput produced a total of 212 rut:on tantes of c'ude size n 2003,
accounting for 42.5 parcent of the national aggregste output and representing a
year-on-year increase of 5.71 perceni.”
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? Hetei 'ron & Steel Group 3.328
3 Wanan 101 an0 Stze (Srou, 2773
3 Anben lroa & Steel Groug Co Lin 2.384
5 Jiangse Shaga~g Sroue 2.230
5 Skargojranaic s Group Ce ot 2132
7 Magang {Groud) Holding Company Limited 1504
8 Shougang Corporaiizn 1.218
3 2130 Huauag lion & Steal Croup So .1d 1.126
10 2aotou lion and Sieel (Groupi Co (1d 28¢

Source Ciung Algtaiiuigal News

10 Chung Meiaturgront News 17 June 2003
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Corporation had i=organissd Liuzhou lran and Steel. Hzb Iron and Sieel Group
was creatad vut of the merger of Tangshan tron and Steel and Handan lion

snd Steel, and Shandong Iran znd Steel Group Co. Ltd. was formed oui of the
nerge: of Jinan 'ron a~d Steel Group and Laiwu Stge! Group

nid Stee! Group and Guan

In 2008, some large steel makers also undarwent techiiclogical ienovation,
resulung in significant progress in plant disposition adjustment and optinusation
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other industiies, butis far pehind those of oil 2nd coal szctors. internationally,
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Conzequently, the atility for China’s individual stesl makers 1o innovate
technalogically 13 nat repirzsentative of the industry’s R&D strenath This
explans why more MRA actwities ére nesced icr Chira's 1207 and steel ndustry
Currently, omy Banstes! has cutting edge iessarch mstituies, whareas Nippan
Ste sl Corporation in Japan and Pohang Iron and Steel Co. Lid. in Korea are
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PUBLIC
FILE 152

E TN P Py v}

D GduC hon -

TRUVH Cu pav nMB

N T R G DI UE RS T B

DIvote . M fuwrs

Tha nzcd for sirangihened condol over i
Tira tag

with iron

st botinrachk ot
iESOL
sl cenosits xtana at 160,000 taiton tanres, rclud ng 79,060 r'han to~res with
0,000 wal' o tnnes, reluding 130,000

- prven iron Ar2 Jencs 16 ran maet the

wvelapmien of Cor

Sy hes

s The waorld s abuncant :nron ore: sceording 10 statstics,

101

LS, L

VY ale

<3Nt 00 whit

Bivea & Iz

ST Sy 3. A

BRI

y ewih of sieslreducenn,

ted

S0y an o




PUBLIC
FILE ‘S‘,

[N

R PR VAT

Toafe

2

P
K

TIUMEA vt

porcant By 2005,

arecord growth of 53.50 mihion oeres

Gr 20 July 2005,
(NDRC)
Vv EW 10 TWanacingG
To suppart these

arren ¢ e vrgausting. Chita's s

uad 10 Dovelopment Policies for the fron and S

ar

ar

ot

O sereime a

i o aonees

SREERE- B )

133,

izalngian, Uz oLt Aficsare oo

fob OV OVETSEAT AN NIE

hed 100 il on to e

danzed o3
~of Chng's ag -

a» oute, ¢ 2t 15 v hon e

-

Lup 23

15 - JUiCut 1C1£3Sed al an artua:

27.2 parcant, 11 20047

Cheaa’s Maronsl Develepmen:

2 d sjcinted deve'onment ¢t
Nl

Was, Valiol s Goversiment gepartigris ate. i

Fex tews
rere
TR

158
19 a2
Dacerou 1033

%

0. e hrst

o=@l o Lon tne

‘ate of aver 20 D2

f Ingdustry. v

1 COLMILED

2107 WL D

-4 Reform Cenvniss.o”

the

e 1ndusty or a magt evel

reducec




pPUBLIC
FILE

TiEt 0 dampsn

(in areas of local @nviron DIONECTION, 1z

qy SavIngs
zrak sian raducunn, as well as bank kvans), with 1|r C plications for ther

cw ik a e

SUDSSUETT

arganis e NAATE

Apari frosn excs

sive expansion of capacity and dsordedly daveloprinent, China's
wron and steel ndustry has also wiingssed intansified competitun between
smlar products rmong large steef makers.

Foo axarnple, Cruna’s averali canzcily for cold-<oitng and sieel-str o M13c une'y
soated from 13 mllion tonnes it 2001 to 75 amilon tonnes by the end of 2008 &
The dornestic iron and steel industiy (which rapidly expanded at the base level)
falled to compete with other market players in 4 differential raanner through
wstmarts o DrC'dL ot rmix. Instgad, the industry was threatened with thz

tesult, the marl:
f.20acity

; ding o nwinstiy develop:usri cycles
3 pezk levzl foi 2n unlinited p2nnd, and buildnig up production capacity will
tzka some time. Tharefore, the demand peak will subside and ~
holtor leve wi Ces Operation, missing il

ssid g, This car b2 best d

et demand will not reman =

N reach ¢

a 2lant corr

JpUMUr MG

fo

Aisa DY e cevelapmen: of e

wobulding and ship-plate manutfactunng sectars

Jspan’s iron and st23b ndustiy provides an effectve diract compaiison. As one
of the world's 110" 3teei-productg courtnes, cagan domrnsted Asia's stael
nrod.ct:on and <ale |or much of ihe twentiety cantury. With the amergence of
China’s iron and sieel industry, Japan’'s sector has maintained 3 leading pesiton
nindustry structures, product grading, and technological know-how, despite no
chznges in outost

13 Cmag Macskugcal Nov:s. 4 Decen' oo 2008
19 Crng Meuhrgpic News. 3 Aoni 1003
20 iy kg 2rocal News. 3 Apel 2003

21 Chong Mot Ragool Nows. 4 Docenber 3008
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ted fr.r 50.GC

in) P-sdacuan of Japan's four largest ¢ Production of Jagan's six argest
s'ce’ Masess as o oercentage of the

naiioral outon?

stecl makers a3 a cecentage of tre
ritional puiput
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81 06%
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2477%
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‘s ron ard stzelindastiy dispesition is che
concant'auos o large stealmil's Most of thase

engsd oy coasts!

=l eonglomiorates are
cantred around the five largzst industnal iegions (Tokyo-Yokohain:s, (1saka-
Lok, Chukyo, S=to Flakzn, and Morth kyushu tzgions) Thess clustars formsd
tha wand’s lighest concentrated woa and steel industry region

a

Suilt on coasta!
eclarvied 1o ihe s5a, with a water depth oi over 15 meirns, these stee
rulls =0y great log.sucal convamsz

Anothear feature 13 a Jizpersed distrb

ion of small and madiun ed staa!

p'aris zcrass ths conniry. Clus

Wasthar 16 Lartain degre s, sy can
350 2chisve ner= it of Induastry o T2 subsistenae s e resu't
of the following: mmany saall plans are zrnexed 1 'arge steel nulis, lergs

stesl cnterprises have directly nvested in smell firms ofr controlled ihe latter’s

and srall snd madiura-sized plants act as contractors for laige mills
Complemanting thess large nuils, 3 lot of smal: a4 medium-sized steel 0la~ts
aisu erjoy good reputations n Japzr

22 Chma Astegrest Nows. 6 Avgut 2008
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e, Iz thel: peers i e

At irarn private aad foreig

£as:Ng oM
y arown 12 3 sizable scelz within 3 isw yeaie. For
aple, Shagang i diangsu and hanlong 1 Heben, whh ars lesdsfs i 12gional
rarkets, have employed maorz flexibla 1acucs, posing a threat 1 somme small and
medium and even Iarge state-ownsd stzel enterprises. Yet Ching's staie-ownad
steel inills remain constrictad by inflexible aperating rmecheansms and low
cumpetiiveness. In these crcuristances, as the manager of thase ctate-owned
s5sels, the Chinese Qoveran shou'd sxpedits reforms to
growin It should encourage large-scale M&A activ.ty amorg siate-owned stee:
srrough polcigs to en”anca g 2 varksT Jesence

safeguard asset

0n & July 2003, the NDRC 1ssusd ihe Davelopmeni Policies ivr ihe lron
ard Steel Inclustry, which gpecifi-= ihat dusby
tration by means of aid

ere is 3 need io
tructural adiu
Wsinivy stiengths. By 2010, ¢
anificantly reduced, whi
suc steel makers will account for aver 50
o over 70 parcent by 2020 7

praduction of tha ten largest dor
pereent of the nationa ouiput

rooarnsular, the folowiag 1z satout 1 Chaote 3 "Stuctue Acustiments of

Fntzmases” of e Devalopinent Policies for the ron ang Siezl indesiry

13 goveriment will support sieel makers 1o implernent struciural Sdustmeainis
snd mdustry upgrades by groupiig them as conglomerates thiough strategic
iestructunng in the form of parmerships, M&As and cross-holding of shares
Many other market players will be hminated. In addition, it will support and
promote cross-reqional M&As for capable large steel makers, aiming to create
two market haavyweights z2ch with a production capacity of 30 inillion tonnes
and several other giant players, 0ach with @ production capacity of 16 mullion
overseas players by 2010.7

‘onnes, thai can compete aganss
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“After meiging Jgang vath lagang.

Shandong lron and Steel Group vail then
cestructvie Aiuhao lor and Siee! Gr6up.

09 aud [ 3:9600.
and tnally move 10 coastal iacatiens Having

mogerately devnses

reduced copacines, hgeng and Lageng

will no ienger expa eir produchion.
Dut vali 1nsiead focus an Guality an

vanely They viil subsequenitly eng

differant sperations Shandung fren and
Steel Greup targels 10 actueve production
capacities which ve:li tgpresent 86%:-96%
Hoe ik eatire group, and about 55% (for
<) of the provancial utput

15 c0asta! pl.

natives can help the grovo save

. and arg aiso

conducive 16 8Custing 13 iN0Suct mix
3nd e
capaciy ™

Zeu Zhorqehen. Chg ~nan of Skanaeng 'ron
ang Steal Grs

nating lanis with g backwed
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Czntrsl South Clinz hzs rich water resources and convament water

HARTTERR Ich=ng &
warz should vpgre.

Ny 387 Chis s A2 S0IE0 10 G 073 30l Wt ieSouryds. Iis ity playars

Fnculd tesainrs focus on niceling reg

thar than ¢

ASICH,

g

Seiuee srunzal esc

7 M&As e C ror &nd stexl v

No-:neas: Spenial Stee Grouo

ne grous 2004 140 25
‘MNugang Group * Restruciuniny cf bigang 1205 273538
2 Restructunng of <uigang 2 2007
3 Restructunsg of Ligang 1o lorm Ceangx Iran ang Steel Graup 3 2008
4 Fangcharg Pori Project 4 2008 (2pproves)
Baosteel Grouz 3 Acguisthion of Xinjiang Bay: Iron and Steet 12007 35443
2 Hangarg New Zone 2 2007
3 Guangdang lron 2nd steel Grout 3 2008
4, Zhanjiang Base 42008 {approved)
S Restrectunng of Ningto Iron and Steel 5 2009
Anben Grovp 1 Joint ventere with Lingaang io form 3 new base 2 2007 2343583
2 Beyuquan Base 1 2008 {in pperaucn)
3 Eguity paricipation in ji1antie Group 3 2008
Kualing lron & Steel Conitrol over Jiangsu Xsgang Gioup 2007 112569
Taigang Group Jownt veniure between Taiyuan lron ang Steel (Greup) Co . Lid and 2007 - 92017
T-arpn Sieel Tubz (Group) Co . 1:d 1o form Tranpn Taigang Tianguan
Stanless Steel Co . Ltd
Magang Group Merg:ng with Anng: Hefer Iren and Steel Grsup, ard 71% interesied 2007 15038
n Magang (Hete'l Irce 26 Sieel Do . Lid
Fargang Group Rest-cctuney of X.chang New Steal (Geo.0iCo . L1d 2007 5101
Sn2gang Crovd Merg.ng with Jizn2s Hua.21g, Yonggang, Heran Yo gx n Steer wer 2330 45
Plant
Janarg Greup Lquiv cartiz panon i icescang Group 2007 55426
~etailc~ ad Steel 3roun Fzum3e3 3y 210 1t veriure setween 131ccang Cioup ard Haigang e} 332239
Group
Sma~dong r3r anc § ‘cunded by @ josat verture amor g Lnar For g1 Size Greud. Lewy 2JC8 218478
“rar ard Steal 3roup. and Snandang Frov rag Metah,
$ro.gang 91atisr ‘nziar 0797 Stekl Tage preect Comm ssic25 i Ay 22C9 121928

Soutce Thutg Mataiurgizal News
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1o fier Liver g e z2omg soles of €

1, Anbzn, end Wugano,

I opwrhng Anhen, Supdong hon snd Steel, Cuenged fron angd Steel, Habzt
Ll Shandong lior and

for unifrtzd man

Iron o St-=1,

o complets substantive

3

12 IATIES qeraant of praduction, supply and marl:eting,

weoll as human zad imancial resoufces and physical assats;

DIOMIGING S0y S-raquon2l reeIrug i acvities among Anben, Fangang and
Northeast Special St22l, as wall as among Baosteel Baogang and Ningho fron
gnid Steel; and

“

SupLot g 16dional resiructunng acthvities smong Tianjin Steal Tube, Tiante,
Tranivang, 3n:i Tianun Metalluigy Co., as well 35 between Taigang and other

won oad sigel enterpnsas i Shanxt province

NS (0 Cresl2 saver

Anbon and W

Neraationally comgeatiiive merket gianis such as
ag, @ach wath a production capacity of over 50 mithon
ond some other larae stael mak ach wath a production capacity of

> Couniy v 20117

sveloprent nesd

2nse grkai competito + and ncreasingly stringeni

SIVED MHEN& 12U T 2MEnLs, 2sm

they CoN e Aecoinpetiove wihout O

NMEA, markoi positeering, or coniral of upstiean, strategic resources

zralind

ry visw that M& 4
neble industry <ti

VS INGUSTY
he size of some

s with enhianced competitiveness. Tois translates into impioved
r2source allncston, continued technologics: upgrading, massive environimental
investment, stabls industry chaing, end u'timztely, sustainable development of
the won and stecl mdustry

for v

28 2Nd INCragss

entsrpns
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Policy rules on foreign direct
investments in China’s iron
and steel sector

naccordarce with the “Catalogue Gurding
Foreign Owect Investment in industry (2004
Revisedf . effective 1 January 2005. the
Chirese government will exempt foreign
gdirect investments in the following
designated projects trom customs Guties
on imported equipment and import VAT
“uning ang dressing (Emited 1o 2quity

and cooperative joint ventures) of low-
grade. difficult-to-dress minerat are. wron
ard manganese eploration, mining, and
diessing: as well as direct reduced and
fusion-reduced izon producton

A-uc'z 23 of the Development Policies for
the lron and Stee! Industry (released by the
Chirese goverrmen: on 20 ,Jly 2005) a'se
sels cul the fol cwing requie-tents for
‘creign ‘nvesimert 'n China’s izcn anc sizel
ndist'y

® Cor con- 07 st2ei-smelt ng or steel

rclrgpr
prise’s own capital she.ld reach 4C
nercent ¢ ahove

ecls, the orapcruion of an

Overseas siee make's interaing to
irvest e China's indusicy must Fave
p:oprieary intel ectual prcperty ang
techralcgy. vvth the r commrer steel
output for the prior year exceeding "0
million torres or their spesia a-loy stees
output exceecing cne mllion tonres

Fo:eign rion-steel make's iniencing to
invest in Ching's industry must have
capial strength ard high cred:bility, ang
be able to provide captat vetification
reports and performance preof 1ssued
by accounting {izms or barks

Foreigr investors must comply with
national plans for the industry’s
upg:ades or factlity relocation withoct
opening new siies in principle, they are
forbidden to take a controlling siake 1 a
domestic ron ang steel enterpnse
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Thz naed 10 compsic 2gainst oversses plavars

(‘hnna s Iapldly growing anyl low concenirated nan znd stzel industry has halped
=l mal-ere with compatitive strengths and Jreat M&EA snp=ri-
undartale M&A actvives in China Foreign ivastors’ M&A activitise targsung
doimastc ¢le2l makers gatha Mo years. Forirsiance,
Aice orMimal brugnta sta® oAue ng ron & S Graup e 2005 an Lag
biuary 2006 Q:ner tarmg ™ enihies su 1 3s Poliarg are proact vely
‘Nereas:ng their presence m hma through equity and cooperative |oini veniures
and M&A Market competition in China’s industry 12 incizasing intensely.

1BNLLIM 1IN 13C2)

Current status of foreign steel makars’ investments in China

ArceiorManal

Hipizon Stee: Corp

JFE Group

Zvia? Group

For 13 to”schgaton. A
Lararg. 32yt lron and St
ors” arG.aneg a czninll ng s0a<e w gomest 2 ke g and Sieel Bigusiey In Carcery Z00h,
13rM.t13l tecame Sor an Healng licn § Stear Sroup’s <2000 13- gesi shareholder by buyweg ¢ 38 67 e cent sieest n Huaag Valr
Steel Tubs ano Wrre at a consiceration of USD 338 mithon 13 Nzvemrber 2007, ArcelorMittal becere Chana 0 nental Group's secarc ia-gest
sharahaicer by buyng a 22 pe:ceil lecest (rom Nng Ning [Lhs latter's second largest shasehokicr) and otters for a corsiceratan ol USD
647 millign -

A2al was Pighlv o
a1 Bay

slecir gl STHapesence T Chivasvar a3 stael g_siry "1 37T dsproac™oe
E e¢ MEA L1z sacimng Irn, mzve *ailed <@ to the Der °n La-eizn

Lte (BNA). 2 poini veni.re amang

.y as At g Leg of By
*9 [ \-L ur Sl IC:lp 8ansi2al aro Asc
disteheten a1 38 neccent €0 cetent 2ne 12 per(enl. restectr

JFE made Jmesimenis i1 Cisa 1n “2sporse (o competiton fom Nicgon Stesl Co-p In Octoter 2000 JFE arc: Guargenos Ion arg Stiul iraup
agreed to anth se: Lp Guangou JE Sieel Prate Ca . L n the Naasha Developrr et Zone with a tialinvesiment ol RM3 1 3 bil
reg:stesed capnal of AVIS 627 millgd J7E F3s a S1 gercentictarestin the Sirtventuee 27 Inight S its sxmalar clant mvestments ond (7ng of

ather 0peraliors. as wedl as piacue! specitalians and anclicaiicns agamst those af BNA. Pz joint venty ¢ fepresents. 12 @ greater ertni. a move
10 CaMPeIR agaiast Nczon Si

E+-a7 Gro.; enterec fa.-s"e¢ Jelong
Hokg ngs [1d, vi TR a cTee londl 55901 "0 42°2asa I's share a g ¢ 1D 31 pesentw b r aquemalt pe o attre saTa envg e o0 Toe
MBITAT (AT €7D 5N 2ached abe .t USNT L5 T

e Nonvs. ) Dees
hnGical Hgws, 37 A Do,
<ol Hiws, 5 Povey e
Hews. * Mac 2003
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\4r H|Iu<h| Ito, Chief Hep.esnmatlve of the Japar Iron ard Steal Feu’erahon Representative Office in Betiing,
red the following views during an interview in September 2008:

2 iCH0W! VS SUning

articelas, the estabhishment of Heber

"1 2008, China's spate 0f M&A actvities aitracied much a‘tention f:om Japan's ircn 2ec sieel industry
Iron and Steel Group, Sha~dcrg Iron a2 Siee! Group, and G.argeory rom 2nd Stee Group, 35 weli as Guangu Ircri and Stee: Gro.n, markad the
large progress of MI&A acivites ir Crana’s ‘on 2nd steel .ndusiey. Turthermore, the conist-ucticn of four coastel steel protul
Cacle ¢ian. 7=aniang. and Fangeheng Po:: have bel

p se¢ 10 Bayuge
th2 iimehght bezaise of thei 9'eat impicauiors fo the cispesitior of China’s industry

sapen’s sieel make's bave vaner op n ors towards China's M8A activities Some sil believe that the corient develepmerss in Chira are not rea: M&A
activ ties cLe 1o the ‘ac’ that en’iuies involved are allied witheu: cerse .dation Others have oprred that the M&A activities conce.ited by seme large
Jomestic steel makers such as Baosteel have nci only cemphied w th the Gevelopment Folic'es for the I:an and Steer ndusiry, Eut also rep-esenten 3
cheice of iInc-easec market sat cr: 2naer peact cal c-rcumstanzes  Tre second viewdoint has row become manstrears in the market “ecenty, cetain

cases have ril.stiatec thai China’s 1o~ ang stee indusiry 1s preactive'y and prigmat caty umcery

At nresent.

1’5 stee. Makers as prospective 1rvesto's facus or: Lhe steel co~saTpr.en Tarke: it Ch~g Unlike A-ce'oMitta . Japar’s key p
have made cverseas ivest

vers
's mostly it "esponse 0 local actual market needs. but witheLtinvesting 0 canst-uct-on of prod.cton bases s rice thay
z-e 1rexparienced ir these £'c,ects .apan’s market pees deheve that AicelorMuttal's current investments 1n China [13-geting large v smal anc ~medium
steel maker only evaced Cr'na’s policy restict.ors. but alsc conformec weth 1s leag-ter Cevglepment inierasts

n ne w (I Jaganese :nvastment patterns, Japan's stee mraxers wl not invest untl

@7 Panasomic Moreove'. the - ments are nace vamly in tbe ‘ot of ecuity

neve s 2 local demand “om ¢
c.palior 1 ]Ol'il venres Ing

creers s.ch as Toyota, Fonda,
d of M&A, whie* ae not r2é;

uncertaker.

Consequentiv. Japanese steel makers” .rvastments in the ~ea fui. e w. | deperd or Ch.na's marke: demana arc espesia ly that of Lapanese
a:lerob’ mariiaci.ong ‘ne.stres ar sing f-om the Chinese maiket Take, for exampe
Ching, t~e ‘eve of ctanges in cavanese stee. make's  irvesimants ir Ching 1s subject to the demgeds of dow

ments cf JFE and Nippon Sieel Corp in

~J Chna's cusrirg ep

g the i

[n} cs:)al: WES Oy CONRTatng
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| ior control over resourcss

utzby rzed 1 Yave

Chra's stee maxess las pait of the mausiry chaw s} .
a say 0 JhCe NegotEtnns with tore ur t2ading playe:s. Given the hrnited

1esG,Les 1 Cring, Jumast ¢ key playe's have also atempted to gars ceatrol

ove netiong! g ¢l resources through ME&A s

egies
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Question: Recently, Chinese entities have completed several acquisitions of overseas resources. According to
market sources, Hualing Group will become FMG's second largest shareholder after acquiring for cash the latter’s
outstanding 16 48 percent shares Does this miean that there is a growing trend of Chinese entities purchasing
overseas resources and mineral ores?

Mr Crm 3 Fas made “he nght reves ‘n s M&A aczivities. as some fereign ~uneral comparies have ru~ -nio firancia: 9:% coluies For irstance,
lzden with cebt aurdens of USO 40 brlhicn, Ri0 1.0t was anx.0.s:y workirg oJt repaymer: plans eeiy this vaar when 1is firanciaily capable Chirese
pees ware w16 1o make cash ¢ifers 1o boy its shares Thisirtended tra

t:0r was benefic al ¢ both parues

Th-augh paricipation in ‘creign rireral compal
ore pricing, which w Il helg stab hise procactisr costs
" nto’s sutsidiaryi and s:gred an ag-eement with

ies car not Ay 2Cq..7¢ prime 2ssets a: low prces. but also have 2 say on
contg's This year Chingleo bought & 15 percent interes: n Hamessley iRic

‘or its “ixec anrwal supp'y of H0 millicn tonnes of iwon o'e This has pait y lessenec the pressare ¢f
d g so seived he long-terT ceve sprent nievests of Tnina’s steer makers

negolial:ors cve’ 1N a°e paechas

€2ty reguoed ob,ections f-om overseas goverrments, 1 oror yeass, s.miar activities preved
asicns Aacng these, Shougang's frevicus takecve of‘er for Mauat Gison ron Lic. was ence re,ecied ny the Aust-a’ian

ceverrmert ‘cr @ egecly breaching local M&A reg.laticrs and compzany law New tnat foreige merera companies have becore f.nanc
sreirinseivancy issues will if ne: du'y addre:

y distressec,
u tin greater sccisl mp! cations In response, the: Chingse buyers are making accep:ab e c'fes.
3ng oversaas geverniments wil e very mwuch un.ke'y tg 'ntervere in these transacticrs

In view of the adcve. new s 25 0dpo-ture Ume for Chirese steel makers to ac:ire foreigr mine<al compaes

Question” To what extent can overseas M&As help China to have more say on ore pricing?

N: Chim Qverse:
cnly or gre p
theee largest

a s wil!

e:tain'y he p Ch.ng to have mee say on cre ancing. but wili not comp eiely tharge the states cud This 1s becacse
g 15 negoliatec derweer buye’s and sel ers while onzes ¢f other = nerals are celzimi~ec in oper o futuves markeis, The wo' &
cn ore supples are BE? B-liton, R0 Tinte. 202 Va e, ascount ng fo: §0 perzent of 5
merke: *o° ton cre Mor2ove’ fLemazes ¢f boyers (sieel makerst cannot sspenc ope-zton. iterety raking their cemare :nelastc. whi g se fers
have ' opticn rot i se 1f cre pr ces are exsassively ow. This has fusther *npa ‘ed buyers ngtt 10 have 3 say on o' pre'ng

cba seabor2irenove trades 11 s ‘rdeec @ se le”’s

wsaaly teke treanit atve inron ore pnize negot 2Lions, Chinais in g disscvantagecus pos.ticn Wiha
comoete y chan

uge demanc for ron cre, Shing st |

1ts passive role by taang the -ruatve in pice trowLgh *t now bas mare say oo these activ s thanks ¢ iis

Qot:ations,

A activ 2z have & 0 Lvolved va S the ormo’

=

SUATRQIC CouReraton Letwes2n steel makers and 1o

& (2sQuIca

Serve of
at¢o

A

o* Chia's "go-cut”

PysSIMert 0DPClunes I {3raign rMiners

tors have blessaned amd 2
widening waorle fnenc.al crisis
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The iron and stasl ndustry in Ching faces gifficulties in devslop

and forcas frony the government an: driving the industry to changs «s in

steuctures. The adjustingni process, howsver, 1s rough end protler
gradua-ly =merging

13’8 won and steel custry needs o reswucture, but confhicung subjeciive
resic and ohiactve factors ir rmost entarprices Tdy PAse abstacles m s
orocess. Major probleras obse vea undei domestic circumsiances mluds the
conphcated e of suthoirty 8nc taxation, comg'icatons of statt .
and cuiturel integratior

'oyrment,

L nes of eutho 1y ad taxat on are comnp .cated as the .ndust'y nvalves cortral
stag-owned e vierpiises. P ov ncal evie prses and m mises Waan
rese snlerp ses are restruciured ‘o a by enteranse. the stncate centlicts

of 1itorest wil pose huge ohstacles 10 the res ructuiing of assets. When
siate-owed enterpiises restiucture cross-regional ana cross-departinental
lusinasses, the wyiad of 1nterests seerms 1¢ have becorms an -;1slvable

I pal 2

al. M&A activity, whethar in the #airs o' 'ans’ e 9 gcisiion oy
arnen:, 3 contiolied by the regulatory bodies. For this 3i&te-dormmated
1nd stry, the mergers of enterpinses arg substantiaily an iniar ancing

nrecess, The key to salving this prablery 1s the governmant’s awaninecs of 1z

necessity ard waporiance of M&A and the need to maks cercessions for tha
indusiry’s long-term develeniment

The redeployrment of large numbers of staff and senior marzgers who are
mads redundant through festivctuing i alss a complicetad issus This
conczen also holds the industry back from intagration. Instead of =mbracing
M&A, the management of the acquired enterprises tend to resist it which
1s understandable since there will be significant changes in the existing
management and they may end up holding minos positions when their
compantes are turned into branches
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advaniages and disadvantages of M&A for the acquirar’s strateqic develapriznt,

and whather the timing i the trans 10100 1S apprepriats

Financial, tax or marketing profescionals spacislising in M&A piavide
independent sdvice ard sssistance: and per
he results o° tie due Jdilgence, air acguire: o

iy due dilgence. Sased on

G aetect polertal ns'is of the
taraat 2arly in the proccss, or adjust the scope and msnner of acquisition Due
diligence car uncover insjor issues that have even escaped the attention of e
argei’s manzge-vient or discaver businesses uaderval.ed by the acquirer

Pricing )
Pric.ng :s the focus of both parties n the entra transar 1'o process While
= shoild be 3¢t at tha taiget’'s a1” va'us

SVEIyaNY 3giwas IN2L 15 ansaction pr:

af 112 clnsagst value, potzntial risk anses 3¢ <och anteipnse may vary in thair

dsterng Ffar values ard nicroetauan of firancie! obons N Majn rsks

AT requIrs

zthad, the -juaty
fmancial foreczsts, 2and the valuation of conungent liabilittes énd non-operaang

seymte

According to internationzl practices, 107 valuaton, the i
discounted future cash {lews) and ihe maricet approach are generzlly consilered
in2 best etods 1D atesure an enlerpise’s ‘ar ve s In S0 e (FansEcilinns,

acjuirees may usé other veluation: methnds:

some spproach {e.y

&

The cuaiity of *he fnarcizi fore
industry has 3 .ow degr

3515 can vary greaty hina’s ron ard st
z¢ of coacentration, with many ornvate 2uteiprises .n

tha rnarket, and tha capebilities of therr finance functions differ widely. Some

enterprrses may lack exoerience in preparing financial farecasts. Jthers
nterzonally provioe unclear or rasleaang f nancial forecasts to counterpartres.
Such forecast information could influence the outcome of a deal

Pivata enierpiises te~d to v xde value corugent 1abi:ues and antic.pated
latilities {such as outstanding lingations, envisonmentsi obligations, and
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The iron znd steel industry is a cormplex netwark comprising suppli=rs and

custornears, Restiuctunng through M&A car halp antzipeses improve their

ndus el s eiares atd suzpyy chams, oy econo viss ol io ond

sharpaniag internatcnal competitiveness Stbsequent ) r201ganisation,

the industry can upgrade its production t:chi
cnens and

ot ndusty uaderoartariners and low-prcdud: vity @Juism &0t through

compeutian ailows for reore efiiciant alloceton of resonreas and division of

NENCE sl

labour based on speciahisation Froductivity 2nd econcnuc benefits consegquently
icreass while the iegrauon 1akes full effect Sood post-deal mtsaration
e‘fectvey enharces 1on ore and charcoal buyers’ nargaining power over
procuiement prces. The industiy &lso stabiises mzrket prices of iron and ste2l
by formulaung production plans in Ime with anticipated market deniand, which

is based on ‘e develcpment of relatec ind.sstries; for sxample, rea estaze,

shiphurding and autormobile Furtheimore, Chanese entarpiises acduire equiiy L
iron ore suppliers o ensure stable supply and prices of raw materials
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12gIonal, County and town gavermi=nts Cross-isgn gl M&A inevitably atiects
relationships 2rnong various 12 of governmzint, sntsrpnses and staff
Theretore, an ideal mechamsm for cross-regional M&A 1s needed to conidinate
and balance ihe interests of all narties, and arouse th=ir anthusiasm Only

then wil' the Industry’s festructuring pace pick up Given the ‘ngustry’s cuifent
cond uors and ~eeds, we an 2xpeCi 10 $68 I

SACIPA,

vernant in the neci
i the near future, w.th M&A activit-es visibly acceleratng unider the conceitad
affort of both the central and loc:l governments.
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Throughoui (he industry, larg terpnsec have advancad and efficeent
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production squiprs

“gse state-own:ad
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of goverinnent. Hance, capitshsing the dominant market posiiion of larg2
entarprise: ]
the mest 21 13792 enterpnises” 4o wiirant pasition i M&A sctivitias always Lo
Tuitbut o S

2 a guarantee of success in restructuring. Ovar the years, m

The idea of capitalising the domunznt pasition of farge enterprises amphasises
the assumpiion of responsibiliti

and obligations by large enterpnses in the
M&A and restructunng process o ansure that all preset gosls are attainad
These responsibilities and obl:gations include:

> mnroving the restructured group's preducton technclegies

> saeking 1nNOvalIoN IN Manager et

3 anhancing research and deveiaprngnt capacity
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Th: Adjustraents and Revitahsation Planning for ihe lron and Steel Industry
provides guidance to “increase financial support to leading iron and steel
eneprses. Snec y, it SUDPO IS ProjeCts Mesting ‘egu alery requiriments ¢f snvironmental protactior, 'ard iaws
and mvestment manag sraent measures, as weil as enterprses ermbracing M&A, rastructuning, ‘go-oui’ strateqies ard
advanced technology to 1ssue shares, corporate bonds, mediuny-i«rm notas, and short-term financing Lills, obtain bank
I2a -5, and absarh ale eguity v ie2ding =g pns b oh= by subs
loan nterssts, whers necessary. It Continues to IMPEs: stICtive Ineasures on (i provisian of financing o unlawfut and
irsgular constructicns, proje: horizzd approval and =nternrass wath low production canaoity.”
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As & recent exampla of increasad financial support, H2oo1 Iron & Sieel Group and Chma Canstruction Banic (CCB) entzrad
iNto 3 Stratzgic cooperation 2gresment in Shipazhuang, Hebei in 2008, in which CCH aoreed to providls 3 cradis kne of RME
50 adlion 0 the gre.n ovai the ‘2iow.ng thize y=a's ™

of LCB, wil g2 CL3 35t

10 usng C06's financial products and

MOEK

to Jrov.ding the grouy ard its mentbe: Hrms with fugh-guality, prsferant
exiens.on, cash rratagertent ad cepital operation seivices. Tha credit Ine gran N the aylesnent 1s app ICadls to 'aens
denominated in rennunbi and foreign currancies, and to other credit servic 5. Specifically, the tinancing services includ2
fixed assat loans, trade Yinance far import ard axvort. 3nd g dity leans. In tizlly, the groap g'ars 10 nsa the loans on areas
such as adiusting 1ts PrOGUCT Structure, explditing nun:ng resourczs and M&A
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glabal finznoicl crisis has y a1 to hiotter 2ug, difficult tines st ewait
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industry. If vioblzrias surroun
Tturs,

colves sifect

2 mdust'y st0
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ow, and the apporumities may ckp away

O S Mlovermber 2005, Ching iniroduced ten measurss 16 stirnulaw- the 2cononn
es of ‘ovesime  tpars wil be wo'th BV B < 1ilion by the =nd of 2010
Canese market wiict is under the threat of the financial ci:sis, these
asuias will hav~ direct, positive 2tfects on boosting demestic femand and
stimulating econonuc growth, as well 3s promoting structural adjustinents in
ndusiies

i

Industry opportunities

Power industiy - China plans to construct 260,000 kilormetres of iransrission
iines (110 kiiovolts eruj up with a transformer capacity of 135 biltun kilovolt/

n RAMB 1

e 2v iwo 0 tuege years T he lvlal wvestroent wll rrac

i

Ratlway industry - The industry arn: 1o complzt: RVIB 600 bihon worth of
infrastructurs investment in 2009, surpassing the pieset target vi RMB 50
3.0 Qnginacy, Chona plenred & worove the canztuctien of 10,060 kit
of new iaillways ai ¢ cestof RMVE 1 m! . 2009 and 201N According

10 the revised plain, by 2013 (seven years earler thun the original plan), the
industry will coraplate the constructivn taiget of 120,000 kilometres, with znnual
nveatment doublng ¢ RVIB 600 h
of 9 a1 tonnes of

arNeIrss

n. Thig rnphes an additong! consumption

26l 2acr

Real ==tate industry - Over a timz=framea of roughly three years, Ching 1s building
over 2 million low-r=2nt housing units and over 4 rmillion econorny housing units,

with tota! investment I kely 10 ‘each RMB 900 oilion. 1t is expactsd o stniuiate
nzary RMB 60C bil o2 of 1nvesimiang each year *3

Energy industry - The State Council spproved an aggregate investment amount
of AMB 95.5 billion for the Guangdung Yangjiang Nuclear Power Project and ths

31 wonug Nows Aaany, bt Noveaer 2008
22 Pyipia’s Dety. 11 Hovembes 2008
SVnghy e News, 15 Hovember 2003




2mshsn Mucl Plant E ien Proj n Zhejia iME >t for
iho zastarn saction of the Secend \/\I~<I fast 538 °| eling Project. . nuriber of
=gy wiirgstructure projecis will

aunched iy 2009, includinyg 3 IaxJe il
city of

vebinery plant in Chengdu with s

oA il e

Weiel ‘nd.stry - Ching

RAMB 20 bil on®

scc2larats wator
= o ects 1t 2083

R s"y - Cwna wlninves, BVIB 10 bfhor s transpos t mf:zst-uctue
3 feurih quar and strive to raise anaual fixed agsei nvasuvient
n llanOH to RMB 1 titlion in the next two years. Expedited developrient

in transport infrastructurs not only <irsctiy fuels the demand for construction
stesl, but also stimulates the d=mand tor construction machinery, including
engineenng machinery and heavy duty trucks. This wiltin turn increase the
demand for rmachinery steel about 35 percent to 40 percant of engincering
machmery in Ching is used in wifrastructure construction 1n areas hit by
2urthquaces ard floods *

Frsiber

goveran:

tha FME 4 nllon =y

ANIHVR

ATILLR 0A8 A0 TNGTIND 2L ha

percent will be s o ra lwas
ruial powzi gnid transtormatoin. This 1s expectad te dirsctly stimuias= akbout 20
parcznt of investimeni m construction sizgl, especially in trangpoit and 2nargy
witastructurz, Dw-income housing projzcts and post-disastar reconstrutiun

Following the announcernent, goveinienis at all levels propoased ther cwin

2sures 1o stimulate their locst zcononuss, On initial calculations, these
nvastmants, niainly 1n co uction 2nd the infrasiructure dave:l 1t
of tratsoor: and erergy, wiil arnount 2 RME 18 wnilien. Fast scoromne

deveiconent in € na shows th:at hoosting rvestmert s mast sifesnve i
SrOMOUryg ecoromic Grow:> Whila uve -invastme 2 cou J bring frs
etfects on st

roklems,

nalatng economic growth s urderianle Ar expansion
Lvastment ¢ar GIrectly INCreasé steei consumption. The construction of
ralways, highways and other infrastrusture supports the domestic steel markat
Censtruction steel accounts for 54 1o 55 percent of total steel consumption,
Therefore, stabilising the consumption of construction steels an important
faasure for realising the goals of the steel market.
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In the Adjustinents and Revitahs 2tion Planning for the Iron 2nd Stesl Industry,
the goveinraene promulyates adinustrative measur =3 and palicies to vigorously
suppt 1he nousty's M&A activites. opeing up a nurhar of oRpor
Large nterprises with abundant huraan and financial resources often take the
lead and play tmportant roles in M&A projects In tha restructuning process,
ke engagemient of professional avisary service 1s oo dutive 1o smoother
transactions. It also helps enterpnsas adopt a good management pattern and
2nhaice their post-deal compentiveness.
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We bahzve that the inc:zased tiend of M&A activity will not be without its
chaitenges, out wil h2lp 10 develop Ch ng’s iron and steel :industry into a Mar:-
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