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|1 _EXECUTIVE SUMMARY ]

The Australian Customs and Border Protection Service (Customs and Border
Protection) is continuing its investigation into whether alleged dumping of certain
hollow structural sections (HSS) exported to Australia from the People’s Republic of
China (China), the Republic of Korea (Korea), Malaysia, Taiwan and the Kingdom of
Thailand (Thailand), and the alleged subsidisation of HSS exported to Australia from
China, has caused material injury to the Australian industry producing like goods.

This investigation involves an assessment as to whether there was a situation in the
Chinese domestic market for HSS during the investigation period’ such that selling
prices of HSS in that market are not suitable for the determination of normat.value
under s.269TAC(1) of the Customs Act 19072 (the Act) (i.e. a ‘market sitﬂgtion“s\r\

A

‘particular market situation’ existed). - \ W
Lormariin

After having regard to all relevant information, Customs and Bor r\P/rdtégtiog\has
preliminarily formed the view that it is satisfied there was a sit}; tion~l{rﬁa Chinese
HSS market during the investigation period such that sales{in that rka/t are not
suitable for use in determining normal value under s.269TAK(1). |

RN
This preliminary position is due to a determination tl‘\at the Gavemment of China
(GOC) has significantly influenced the Chinese '}‘bn ahd steﬁndustry, and this
influence is likely to have materially distorted, mp/e;itlv};qo itions and affected
supply within that industry. This in turn is con\sper d likely to have impacted domestic
selling prices of HSS such that they arefﬁt\iubs{qﬂt/?fy’the same as they would have
been if they had been determined in a/cf)mp ﬁtiye rket (considered likely to be
artificially low). N

D

Due to the nature of the GOC iﬁuénce and its likely impact, Customs and Border
Protection considers that §ale§‘of HSS’t‘o third countries are unsuitable for determining

normal value in respect of Ss\%@pg/ed to Australia.

Customs and Bord_er%rotection tierefore considers that the normal value in respect of
HSS exported t/o)Au}Hr;h f\rC}n'(China should be constructed under s.263TAC(2)(c) of

the Act. N /{\\

This paper outlines \u}to/ms and Border Protection's assessment of these matters.

It is'/o@ck that the’ éonstruction of normal value under s.269TAC(2)(c) will be
undertaken in“accordance with the conditions of Regulation 180 and 181 of the
Cust%s Regulations 1926 (the Regulations), as required by s.269TAC(5A). The
Regulatug}ns provide for an examination of the reasonableness of exporters’ recorded
costs.

Customs and Border Protection’s assessment as to costs reasonableness, and the
exact method of constructing normal value under s.269TAC(2)(c) will discussed in the
investigation’s Statement of Essential Facts (SEF), which is due to be placed on the
public record by 23 April 2012.

1 The investigation period in this case is 1 July 2010 to 30 June 2011,
2 All references to sections, divisions or parts of legislation cortained in this document are references to the Customs
Act 1901, unless otherwise specified.
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[2 INTRODUCTION |

2.1 Background to the investigation

On 12 August 2011, OneSteel Australian Tube Mills Pty Ltd (ATM) lodged an

application under s.269TB of the Customs Act 1901 (the Act)3 for the publication of a
dumping duty notice in respect of certain hollow structural sections (HSS) exported to
Australia from China, Korea, Malaysia, Taiwan and Thailand, and a countervailing duty
notice in respect of HSS exported to Australia from China. Additional information was
received from ATM on 26 August 2011 in support of its application.

This application alleged that HSS has been exported to Australia from C qurea
Malaysia, Taiwan and Thailand at prices lower than its normal value, andthat HS ?h
exported to Australia from China has received countervailable subsi K}t is
dumping and subsidisation has caused material injury to the Au ianjpd ust

producing HSS. T,
Following consideration of the application and additional in Qatio ) &toms and
Border Protection initiated an investigation on 19 Septemb . Public notification
of this initiation was made in The Australian newspa meer 2011.

Australian Customs Dumping Notice (ACDN) No? ides further details of
this investigation and is available at www.cu

2.2 Allegations of a mark <s/i/t\\ati

In its application, ATM alleged that during investigation period, a particular market
situation existed in the ChinesdHSS marke “that rendered sales in that market
unsuitable for determining northal valu\e)under $.269TAC(1).

This claim focussed on allegalions-tiat the Govemment of China (GOC) has heavily
influenced the domeséiic HSS mayket in China through:

e provisi of§ materials (hot rolled coil (HRC) and/or narrow strip) at
less than Quate remuneration (alleged subsidy Program 20);

e the prgkl‘en 'SOEs involved in the manufacture of HRC and narrow strip in
C& a tha \\e ive benefits for the production of these materials resulting in

2 mf%)o{/v raw material input prices for HSS manufacturers in China;

v\; uced-and/or subsidised energy (electricity) input prices in the manufacture
of HRC, narrow strip and HSS itself; and

+ “fenefits received by HSS manufacturers from the GOC including reductions in
taxes, exemptions on duties and VAT, the provision of grants, and
concessional interest payments (i.e. govemment subsidies) that impact the
selling prices for HSS manufactured in China.

ATM's allegations strongly relied on the findings of the Canada Border Services
Agency (CBSA) in its 2008 investigation into carbon steel welded pipe (CSWP) from

China (a sub-set of HSS), during which the CBSA conducted a ‘Section 20" inquiry.

3 A reference to a section or subsection in this report is a reference to a provision of the Act, unless otherwise
specified.
4 Of the Canadian Special import Measures Act 1985
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This inquiry resulted in the CBSA finding that:

.. the GOC has substantially determined the domestic prices in the welded pipe
sector through a number of methods, namely:

e by controlling the export levels of welded pipe sector through various tax
mechanisms to maintain domestic prices in the welded pipe sector at a
certain level;

o by influencing the price of the main raw material input, hot-rolled sheet and
strip that is used in welded pipe sector, and by doing so maintaining the
domestic prices in the welded pipe sector at a certain level;

e through various VAT tax policies that have affected the level
producers in the welded pipe sector which will affect domesti
prices; and -

e through various means regulated the number of and @o/ th
production of producers in the welded pipe sector in or the

. . 5
domestic prices. ( \
Further, ATM relied upon the findings of the 2008 Eygxea /\lon (EC)
investigation into welded tubes and pipes of iron or nipn-alloy steef-During this
investigation, 6 Chinese exporters of the investiggted \goods tlaimed ‘market economy
treatment’ from the EC, however the EC did find that-th exporters qualified for
this treatment, as they did not meet the followipg )gf eria:

|4|,53

(i) business decisi%{a?q\magg/%esponse to market signals, without

significant State r(et{eren , and costs reflect market values

(i) firms have. oge cIear‘gt of independently audited accounting records;

and /,/
(iii) no distdptions haye been carried over from the non-market.

It is noted that both the EC an Z:anadén tests applied in the above-mentioned
investigations are dist ]{\ctlve fron{/that applied by Customs and Border Protection in its
assessment of whe er Qma t situation’ exists in a particular market. However, it is
considered that certdin: conyi rations of the EC and CBSA are relevant to Customs
and Border rote ittﬁn s assessment, and have been taken into account in this
assessment wh e ?{Ie}?

In In}ematlonal Trade Remedies Branch Consideration Report No. 177 (CON177), it

2 ted\tha ATM provided sufficient evidence in the application to support its
cIan t domestic sales of HSS were unsuitable for the purposes of determining a
normMak a\lue in China under s.269TAC(1), given the degree of government
interference and the likely impact on competitive conditions on the domestic market in
China.

2.3 Australian legislation, policy and practice

2.3.1 China as a market economy

5 CBSA, Statement of Reasons Concerning the making of final determinations with respect to the dumping and
subsidizing of Certain Carbon Steel Welded Pipe Originating in or Exported from the People's Republic of China,
August 2008 at page 64.
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Australia treats China as a market economy for anti-dumping purposes and Customs
and Border Protection conducts its investigation in the same manner for China as it
does for other market economy members of the World Trade Organisation (WTO).

Irrespective of the country subject of the investigation, the Australian anti-dumping
framework allows for rejection of domestic selling prices in market economies as the
basis for normal value where there is a situation in the market making the sales
unsuitable, as outlined below.

2.3.2 The Act and Regulations

Market situation

. VAN
S.269TAC(1) of the Act provides that the normal value of any goods eprQe to

Australia is the price paid or payable for like goods sold domestically-in-thecardingcy
course of trade in arm’s length transactions. </y Q) e&\\/
T
However, .s.269TAC(2)a)(ii) provides that the normal value;&-t és exported to
Australia cannot be determined under subsection (1) wherg:the relakal WMinister® is
satisfied that: .
Yt -

‘...because the situation in the market of the gountry ( export is such that

sales in that market are not suitable for gse in@arr/n ning a price under

subsection (1)’. g

Where such a market situation exists, @va not be established on the basis
of domestic sales. Instead, the normalwalu be‘determined on the basis of a cost
construction’ or third country sales.? Theréfore, a'determination as to whether there is
a market situation has potenti l’éﬁnsequenc\e/s for the assessment of normal value and
dumping margins. A

S.269TAC(2)(c) provides that-a stgér/\struction of normal value comprises the sum

of what the Minister etermines\ﬁ%be the cost of production or manufacture of the
exported goods an (o?(the as: ption the goods were sold domestically in the

ordinary course f’frz, e rQ.Qp/ an being exported) the administrative, selling and
general cost \a Voi}tej)w tr/the sale and the profit on that sale.’

S.269TA\ (Zh&o%es that where the Minister directs that third country sales be
used.for rrgal V\)—le. it will be based upon the price paid or payable for like goods
sl i ordi\n_ajy course of trade in arms length transactions for exportation from the
couhtry-9f export to a third country.

Determination of costs

In constructing normal value based on costs, s.269TAC(5A) provides that these costs
must be worked out in accordance with the Regulations.

6 n this case, the Minister for Home Affairs.

7 Section 269TAC(2){c)

8 Section 269TAC(2)d)

9 The inclusion of an amount for profit is conditioned by s. 269TAC(13), which provides that ‘where. because of the
operation of section 269TAAD, the normal value of goods is required to be determined under subsection (2), the
Minister shall not include in his or her calcutation of that normal value any profit component under subparagraph
(2)(c)(ii)." Section 269TAAD applies to sales deemed not to be in the ‘ordinary course of trade’ due to sales being at

below cost prices.
’ PUBLIC RECORD 8
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Note: in calculating the cost of like goods for the purposes of conducting
ordinary course of trade tests under s.269TAAD (to establish sufficient sales in
the ordinary course of trade for determining normal value under s.269TAC(1)),
these costs are also to be established in accordance with the Regulations.

In terms of costs of manufacture or production, Regulation 180(2) requires that if:

1. an exporter keeps records relating to like goods that are in accordance with
generally accepted accounting principles (GAAP) in the country of export; and

2. those records reasonably reflect competitive market costs associated with the
production or manufacture of like goods;

the Minister must work out the cost of production or manufacture using onnati&n\ set

out in the exporter's records. /%

In terms of administrative, selling and general costs, Regulation 1 1(2};521:\44% that if:
3
1. an exporter keeps records relating to like goods th are}\ (\;éxdanoe with
generally accepted acoounting principles (GAAR) i th couptry of export; and
2. those records reasonably reflect the adminiﬁ itive, sellir d general costs
associated with the sale of like goods;

the Minister must work out the cost of selling%&?l and"aj%\inistrative expenses
using information set out in the exporter‘s;eo\sr

Where the conditions of Regulation 16Q§2) 181(2) are not met, it is Customs and
Border Protection's position that the costs records’kept by that exporter are not
required to be used in working glGt.their oos&\)and Customs and Border Protection

may resort to other informatioKto calc?l\ate these costs,m
Note: this paper does not%\c‘ _I/Waddress Customs and Border Protection's
application of the ulation @)ca/cu/at/ng normal value in relation to HSS exported
to Australia from CQ/ This assessment will be contained within the investigation’s
SEF. L

<o
2.3.3 Policyrancpragtice
M?yt%\

Inta ﬁgn to mar:<et situation, the Customs and Border Protection’s Dumping and
1
Subsi 9~\|¥|anua| states:

‘Sales that would otherwise be relevant for determination of normal value may be
unsuitable because the price does not reflect a fair price in normal market
conditions. The legisiation does not define market situations that would render
domestic sales as unsuitable. The investigation and analysis of each case must

10 For example, in the recent investigation into aluminium extrusions from China (REP 148). Customs and Border
Pratection found that the conditions of Regulation 180(2) were not met as, although the records of Chinese exports
were kept in accordance with the GAAP, the cost of primary aluminium in these records was not reasonably reflective
of competitive market costs. Customs and Border Protection instead substituted the prevailing London Metals
Exchange {LME) price of primary aluminium for the costs of Chinese manufacturers.

1 Available online at ¥
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fully set out the reasons for the unsuitability of sales before determining normal
value under succeeding provisions of section 269TAC of the Act.

In considering whether sales are not suitable for use in determining a normal
value under s. 269TAC(1) of the Act because of the situation in the market of the
country of export, Customs and Border Protection may have regard to factors
such as:

o whether the prices are artificially low; or
o whether there is significant barter trade; or
o whether there are other conditions in the market which render sales in
that market not suitable for use in determining prices under
s. 269TAC(1) of the Act. P
Government influence on prices or costs could be one cause oj Qmﬁ ially e/v
pricing’. Government influence means influence from any leve/ of gove (9/0

In investigating whether a market situation exists due tcrgm&
Customs and Border Protecr/on will_seek to determin wheth

competitive cgngmons
dlstorfed ma z

[Emphasis added])

It is considered that the underlined quote r ects the nature of Customs and Border
Protection’s assessment in th:{s report in relation to the existence of a market situation
in the Chinese HSS market B 0\

SO\
It is considered that the ass\es ent as/to whether a market situation exists in a
particular market cor@ntutes a pQsitive test. That is, before actual selling prices are

rejected, Customs rde rotectlon needs to identify a ‘market situation’, and be
satisfied that e\snt \;tmn renders the sales in that market not suitable for
normal value p es , \

conseq ‘market situation’, including an evaluation of whether there is an
|m acl domeshc prices, it is oonsndered that the pricing effect does not have to be
quantlfl

Although\ Ksz{ qs oms and Border Protection to establish the nature and
of

Determination of costs

In relation to the determination of reasonableness of costs under Regulation 180(2)
and Regulation 181(2), it must be assessed:

12 Customs and Border Protection Dumping and Subsidy manual June 2009, pp 26-27

131t noted that Customs and Border Protection considers it is possible for a degree of government influence to existin
a market without rendering the situation in the market such that sales are unsuitable for establishing normal value
under $.269TAC(1). However, Customs and Border Protection considers that significant government intervention in
relevant market factors could distort prices to a degree that those prices may be unsuitable for normal value.

PUBLIC RECORD 10
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1. whether the costs of manufacture are ‘reasonably reflective of competitive
market costs' associated with the manufacture of like goods; and

2. whether selling, general and administrative costs reasonably reflect costs
associated with selling like goods (i.e. are these costs generally reasonable).

It is noted these Regulations specifically relate to the costs of like goods, rather than
the price of the goods themselves (the price of these goods is what is examined for a
market situation assessment).

Customs and Border Protection considers it is possible that govemment influence on
these costs can be such that these costs are not reasonably reflective of competitive
market costs (costs of manufacture) or not generally reasonable (administrative,
selling and general costs). Again, it is considered that this is a question of@gree
of the influence. \

h

2.4 Previous HSS market situation investiga o@\ /
- T

2.4.1 2006 investigation (No 116) / -

In 2006, Customs and Border Protection conducted an-inyé tLgatio) nto HSS from
China (and other countries/regions). o Nl

That investigation also involved an assessmen {S\f w&:&e\r}@re was a particular
market situation in China that made domesti(g{i? unsuitable for determining normal
incfud
ppoc

value. The final findings of that investigati ¢ ingsi/be assessment of market
situation) are contained in Trade Meagdres p%‘kj’ (REP116).

\ > ) -
In REP116, Customs and Border Protectiafi concluded that it was not satisfied that
such a market situation exista?n’n@hina durig that case’s investigation period.
\

N
a\g ly)st!gation (No 144)

2.4.2 2008 review (No«&i

In 2008, Customs ankBorder R \%ection conducted an investigation into HSS from
China and Malaysia&ce\hai\nyponers) and a review of HSS exported from China.

This investigation-a FeNiew also involved allegations and a subsequent inquiry into
whether theré\\vg St g%?it’:ular market situation in the Chinese HSS market during the
investig&tion andYeview's investigation period. However, both the investigation and
review wereterminated on the grounds that Customs and Border Protection was not
sa\t/ fied\tpat%ju had been caused by dumping, and consequently no final
assessfiént was made as to whether a market situation existed.

25 }ﬁormation relied upon

In addition to the information contained in ATM’s application for this investigation,
Customs and Border Protection has also received the following information relevant to
the assessment of the existence of a particular market situation in China, and the
reasonableness of Chinese exporters’ costs for the purposes of the Regulations:

s various submissions from interested parties;

« responses to the Chinese Exporter Questionnaire;

« aresponse from the GOC to the Chinese Government Questionnaire (GQ),
and

PUBLIC RECORD "




1y s
LG T AR

PUBLIC RECORD

¢ aresponse from the GOC to the Supplementary Chinese Government
Questionnaire (SGQ)

In addition, independent research into these matters has been conducted.

This information has been analysed, assessed, and considered in arriving at the
conclusions in this paper.

2.6 Background — HSS production process and materials
2.6.1 Production process

HSS (certain electric resistance welded pipe and tube) is manufactured ffom oo||s of
flat-rolled steel in varying thicknesses and coil widths. - I

This coiled, flat-rolled steel is first slit lengthwise from its large col| ﬁe\rv,re rt}led into
smaller coils that are loaded onto pipe and tube mills, unrolied-and Thito-the mills via
an accumulator or similar mechanism (which allows a contij uousLlow.of slit coil into
the production process). The width of the slit coil is the circmferente orperimeter of
the finished pipe or tube. /';7
a

The slit coil is then “cold formed” through a series of\(bllers aﬂd oontlnuously welded
along the seam in an ‘electric resistance weldlp/g pro% lrﬁo a hollow round tubular
shape.

The round tubular shapes are further f rmewhro@hﬁers into round, square,
rectangular and other shaped pipe or o ( ~Z

The pipe or tube is then sudao@ﬁfshed by applymg various protective coatings such
as paint, varnish, oil or galvam\smg (mel ding in-line galvanising, repair galvanising of
the weld where the steel cfjl |$xkr\—ga§msed or hot dip galvanised).

The pipe and tube |s<%t11t to Ienglts(e»ther before or after the finishing process

depending on the finis )
R \ \\/ 7
2,6.2 HS§.r ,matqqlals

Itis Cu§t\ms an({\Bor er Protection’s understanding that HSS can be made from
elther \

'\/HRC

\\sold -rolled coil (CRC); or

e narrow strip.

This can either be unfinished (black) or pre-galvanised.

It is further understood that narrow strip (narrow hot-rolled flat steel produced directly
from heating and rolling billet, as opposed to HRC, which is made from heating and
rolling wider steel slabs) used to manufacture HSS is a raw material somewhat unique
to China, and is a distinguishing feature of the Chinese HSS market from the markets
of the other investigated originating countries/region.

It is understood that narrow strip has a different production process and a different cost
structure from HRC (including higher scrap output and lower production efficiency).

PUBLIC RECORD 12
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During the current investigation, importers, exporters and the Australian industry have
expressed the understanding that the use of narrow strip is decreasing in the
production of HSS in China.

Customs and Border Protection is not aware of any instances in China where HSS
manufacturers use CRC.

2.6.3 HRC and narrow strip raw materials

As part of its examination of the Chinese HSS market, Customs and Border Protection
has also examined the Chinese markets for HRC and narrow strip, and the raw
materials for these products themselves.

For the purposes of this repont, it is considered usefu| to briefly outlt@t}e p\ooess of
making these raw materials.

As discussed above, Customs and Border Protection unders ’n?:s\t\ RC |s
produced by the heating and rolling of wide steel slabs. Th result m'};ge wide steel
coils. Conversely, narrow strip is made from heatmg and rolling narmwer steel billets,
which results in smaller, narrower steel coils. \ ?

In terms of the production of HRC and narrow stnp |i§§lt is\understood that:
eel-thdl

« steel billets and slabs are made from. hqund
certain form; 2

e liquid steel is made by combini Iro\ varying;amounts of steel scrap and
fluxes in a furnace; \

s ironis smelted by combining iron ré coke and limestone in a furnace; and

e coke is produced from efkiilg ooa(\/ruch is converted to coke through a
heating process ('coklrf ) o

Customs and Border Protect thderétands that it is common for steel billets in China
to contain a higher progortlon oncrap steel than steel slabs. For this reason, narrow
strip (made from bnllets) Js com only of a lower quality than HRC (and is expected to
be lower in pncc./as a\res t).

as been cast into the

It is further um@rst d tHat, in relation to coke, the practice in China is generally to
import cQ |ng coil\an éonvert it to coke in country, for use in domestic iron smelting.

7< B‘e\por&structure

Inun ertaklng its assessment of the Chinese iron and steel industry (including the
HSS mal:ket) Customs and Border Protection has identified and examined various
GOC influences in the Chinese iron and steel markets, and assessed their likely
impact on the price of HSS.

PUBLIC RECORD 13
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This report therefore takes the format of:

1) outlining the major identified GOC influences and measures in the Chinese iron
and steel markets;

2) assessing whether a particular market situation was created by this influence;
and

3) assessing whether the reasonableness of exporters' costs for the purposes of
the Regulations were affected by this influence.

The report then concludes by outlining Customs and Border Protection’s proposal for
calculating normal value in China.

2.8 The ‘iron and steel industry’ RS

\. "\
This report focuses on an assessment of the Chinese iron and steelihd\qu\and/wes
this and related terms throughout (e.g. ‘iron and steel enterprises’y”  /, <

N
The GOC's Development Policies for the Iron and Steel Inqlfstry{ t\ew%tional Steel
Policy or NSP)“‘defines the ‘iron and steel industry’ as follaws. \

~ sty a5 merffards W ihe 4
The term “the iron and steel industry” as meritfoned in the:present

Development Policies covers: \ \\
Y A
e

the selection of iron mines, mangane’ /min’\s and-chromium mines and
working techniques and relevant glo;fghﬁg tecg“niques such as agglomeration,
. . . 7 s ‘e . A .
carbonization, iron alloy, carbor{r Cts, @-feszst/ng materials, iron smelting,
steel rolling and metal products:
The NSP is discussed in detai}';h'§éction 3}«1 of this report.

Y N
The NSP definition of the CQin‘e\\se\irory'énd steel industry is broad, and extends from
raw material mining through'tQ-the production of steel products themselves (including
HSS).

The term ‘iron g@’s\éel%ggéy}' and related terms is therefore used in this report by
Customs an \Bo@e{rP‘ ec ion in the broad sense that the GOC uses it - ranging
from the minin&of‘s@aw materials, through to the manufacture of HSS and other
metal prﬁducts.\\

4/’/ '§\ . //

N
AN

14 GOC response to the GQ, Attachment A11.
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3 GOC INFLUENCE ON CHINESE IRON AND STEEL

INDUSTRY

3.1 Introduction

As mentioned in Section 2.7, Customs and Border Protection has identified various
GOC influences that relate to the Chinese iron and steel industry. These take the form
of:

1. broad, overarching GOC macroeconomic policies and plans that outline aims
and objectives for the Chinese iron and steel industry; and

2. more specific ‘implementing measures’ that go towards actively €; e/cutm%the
aims and objectives of these policies and plans. N

These identified policies, plans and implementing measures are nQume s, andrit is
considered that it is not practicable to undertake detailed dlscussn\ ¥ each-ientified
item. Instead, Customs and Border Protection has sought out

most prominent of these in this report.

assess the

3.2 Broad macroeconomic policies

3.2.1 The National Steel Policy //
On July 8 2005, the GOC's Order No. 35 of tion Deve/opment and Reform
Commission and the National Steel P NS )Were promulgated, after the

approval of the GOC'’s State CounciIA15

The introduction to the NSP rea/(f?a;s f9\|lovok‘>

..In order to e/evai\the\(hole /techn/cal level of the iron and steel industry,
promote the §tructur27 ad justment, improve the industrial layout, develop a
recycling econory, Iower\the consumption of materials and energy, pay
attent/og r/TQe eriviro ﬁenta/ Protection, enhance the comprehensive
compem\ né/ss o eoplerpr/ses realize the industrial upgrading and develop the
iron am( &l indystry into an industry with international competitiveness that
may baSQallksatlsfy the demand of the national economy and social

e/opmz t itf terms of quantity, quality and varieties, we have formulated the
/ dqvelopm nt policies of the iron and steel industry according to the relevant
/a s and- regulat/ons and the domestic and international situations the iron and
\steel industry faces so as to guide the sound development of the iron and steel
rndustry

The NSP goes on to outline the GOC's aims and plans for the Chinese iron and steel
in Chapter | as follows:

« maintain steel production capacity of iron and steel at a ‘reasonable scale’ and
have the ‘comprehensive competitiveness’ reach an ‘internationally advanced
level’,

15 China's Cabinet, which has the power to enact and amend administrative regulations at the national-level pursuant
to national legislation. and in areas where there is no legislation enacted by the NPC, the State Council also has
powers to enact or amend administrative regulations in any other aspects of economic and social affairs under the

Constitution.
PUBLIC RECORD 15
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e by 2010, elevate the production proportion of ‘good’ iron and steel products and
satisfy the development requirements of other national industries;

« increase the size of ‘backbone’ enterprises by acquisition and reorganisation,

- increasing industry concentration, so that by 2010 the top ten enterprises
account for over 50% of national production (70% by 2020),

e change ‘unreasonable layout’ by 2010 through ‘layout adjustment’ and form a
‘comparatively reasonable industrial layout’ by 2020;

« elevate environmental Protection and resource utilisation, and waste
management (setting targets for energy and water consumption per tonne of
coal and steel by 2010 that ‘shall’ be met); and

e meeting standards for ‘wastes as discharged’ and controlling volume of this
waste. .

PN
The policy continues by outlining matters that go towards meeting the alms of the\
NSP. These appear to be more tangible ‘action-items’ rather than brSaYe\po]ws

Of note are:
e cutting of production and relocation of enterprises u) certam\R |ons whlle

encouraging establishment in other regions;
« elimination of ‘backwards capacity’; -y /
e prescribing equipment levels ‘technical and eénomic‘mdexes and industry

access conditions;
o offering support for research and devevg?ne t\\
e encouraging the use of domestic techrblogies and ‘equipment and prohibiting
the use of second-hand 'backwa. ﬁoduWulpment that has been

‘eliminated”; <a

e encouraging mergers and reorgaQi flon-of iron and steel enterprises;

» closely scrutinising new steel projeots (subject to examination, approval or
verification by the NDR )

e setting minimum Ieggls o\f ‘self-Gwned ca capital’ in certain projects and limiting
foreign investment iR thejran apb steel industry (foreign investors prohibited
from having a.controlling.sharée); and

o restricting expolts of ‘preliminary processed products' such as coke, iron alloy,
pig |ron,, steel anft'steel ingot with ‘high energy-consumption and serious

pO”UtIO\ \\

The NSR further s/the repercussions for not adhering to its policies (for
enterpns @ th> dustry and administrative entities as well) e.g. relevant GOC

dep rtne ts\ Q. d y registration, not issue production permits, not process import tax
reft{nd étc for ehterprises that do not comply with the NSP, and financial institutions
are nokfo provide finance to these entities.

3.2.2 National and regional five-year plans/guidelines
National FYPs
At the Central Government level, the GOC develops and issues five-year plans (FYPs)
for the economic and social development of the nation. The first of these national

FYPs was issue in 1953, and subsequent FYPs have been issued periodically since
this time.

PUBLIC RECORD 16
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Customs and Border Protection understands that China's National Development and

Reform Commission (NDRC)‘6 plays a primary role in the development of these FYPs,
and they are debated and given final approval by the National People’s Congress
(NPC), the Chinese legislature and highest GOC body.

Further, each FYP is compiled in accordance with the ‘suggestions’ of the Central
Committee of the Communist Party of China on the formulation of that particular FYP.

The current national FYP is the Guidelines of the 12th Five-Year (2011-2015) Plan of

the People’s Republic of China for the National Economic and Social Development
(the 12" National FYP), which was approved by the NPC in March 2011, a few months
prior to the end of the investigation period.

AS
The previous plan, the Eleventh Five Year (2006 — 2010) Plan of the Peoge s \\
Republic of China for the National Economic and Social Develop ﬁm"\}u\a\t@an
18
FYP) was promulgated in 2006 and relates to the years preoed%g,\;l)

the_majority
the investigation period itself. The 11" FYP is therefore oons'P ed Ridst re gant to
the investigation into HSS. /. N
\ }
The stated purpose of the 11" National FYP plan is }o‘;? \\\ //

*...clarify the national strategic /‘ntention,,yeﬁ% key eniphasis in the
government work, and guide the behavidur of m $ubject’.

The plan's introduction notes it is: NN
'L

‘...the common program of action ofFour bb‘ople. ..and is the important basis for
the government to fulfil the. cesponsipility of economic adjustmenl1 9market

control and surveillance, social management and public service’.

The 11" National FYP (ané}Jlio\th\en.EYbs) sets out the GOC's general aims,
principles and objecl‘Qlees for deyelopiment of the Chinese economy of the following
five-year period, as.welbas specific development aims for regions, social groups (e.g.
peasants) and i Ush’i@_sf e\c/trﬁé in China.

N\ .

In relation to stgel mgustry, Chapter 13, of the 11" National FYP refers to the
adjustment of l% a%ﬁnaten’al ‘structure and distribution’. Section 1 of this Chapter
outlines. %Oc/s aims and objectives relating to the iron and steel industry
s;{eéﬁi?a Iy N\ /

\\’ dhere to domination of domestic demand, make efforts to resolve surplus

gr_qduction gapacity, strictly control additional iron and steel production
capacity, accelerate the elimination of backward technology, equipment and
product and improve iron and steel product grade and quality. Push iron and
steel industry to develop recycle economy and exert the product manufacture,
energy conversion and waste digestion and treatment function of iron and steel

18 The GOC submitted in response to Part C1 of the GQ that the NDRC is "China’s high-level macroeconomic and
social development strategy planning agency. it has been responsible for introducing and tacilitating the implementation
of China's macroeconomic and overall social development strategies.’

17 Goc response to the GQ, Attachment 143
18 GOC response to the GQ, Attachment 22

19 41h National FYP, page 1.
PUBLIC RECORD 17




PUBLIC RECORD

enterprises. Encourage enterprises to carry out transregional collectivised
restructuring and form several enterprises with international competitive force.
In combination with the relocation of urban iron and steel enterprises such as
Shougang and elimination of backward production capacity, construct

Caofeidian iron and steel base. Actively utilize low grade iron ore resources.

Further, Chapter 19 of the 11" National FYP outlines specific development goals for
certain regions of China, noting that the Central and Northeast regions should focus on
the development of the steel industries in those regions (and iron in the Central region
as well).

These statements clearly articulate the GOC's desire to re-structure, develop. and in
some cases ‘control’ aspects of the domestic iron and steel industry, and dfspla the
importance placed by the GOC on the development of its iron and steeli ustne\g

/
Further, many of these aims goals, and objectives have been cleg/d{camed /he

current (12™) FYP, in fact noting the GOC has issued an mdustry-s c-12th Five-
Year Plan of Iron and Steel Industry?'that operates in conj lth e 12"
National FYP, listing objectives such as ‘accelerate produ pgra g promote
energy conservation and emission reduction in dept then technology

innovation and technology reform’, ‘eliminate backw d produSt capacity’, ‘optimize
industry layout’, and ‘enhance resource safegu/d ablllty )

Regional FYPs /\ ‘

At the provincial (and in some cases r;numcn%l) Ie}elﬁ GOC develops and

disseminates subordinate FYPs, which neﬂ#uhg -GOC's objectives of the national
FYP as they apply specifically to that provm\ ce/region.
Y

As with the 11" National FYP/ Customs.and Border Protection has observed multiple
references to developing a“Qd ananclng the Chinese iron and steel industry in the 11"
FYPs of various provinces, a§ -outlingd-below.

th%‘iv -Ye\'P n for the Economic and Social Development of

Acco%'h fo h/g ‘end, high-quality goods, specialization, deep processing
Gire ctlon atching a variety, grasping quality, to grasp integration, supporting
S cellent and eliminating inferior, optimize enterprise organization structure,

<

S pr/oducf ‘Structure, technical equipment structure and industrial layout, improve

\gndusmal concentration and the level of technology. Build Tang gang and Han
Sang two enterprise group with millions tons level, and Caofeidian hrgh-quallty
plate Chengde vanadium and titanium products two big base, strengthen six
products series of board strips, wire rods, pipe, section bar, special steel and
steel processing. Speed up project construction of overall plan of optimizing
industrial update and Caofeidian steel, Han Gang structure, and realizes big
province of steel to strong province of steel.

20 11th National FYP, page 16.
21goc response to the SGQ, Attachment 144,
2goc response to the SGQ. Attachment 147
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Outline of the Eleventh Five-Year Plan for the Economic and Social Development of
Shandong Province:23

Strictly execute the state iron and steel industrial policies, encourage
combination and restructuring, enhance industrial concentration, develop high-
efficiency steel products, consolidate large-scale iron and steel bases,
strengthen market competitiveness, and by 2010, the sales revenue of the
material industry will reach RMB 760 billion.

This FYP includes a specific reference to the central iron and steel industry industrial
policies, i.e. the NSP.

Outline of the Eleventh Five-Year Plan for the Economic and Social
Development of Jilin Provinge (2006-2010 :24

Transform and update metallurgy industry cluster. Use hi
technology actively; strive to develop high quality and hig
metallurgy products, form relative thorough metallur§y inc s{ry\\system, and
construct important high-quality fine steel productio'r\xbase in the*hortheast.
Focus on supporting three series products: st/a}htess te\el and products, and
actively promote reorganization of ferroalloy group and-earbon group, on the
basis of strengthening reconstruction any/*en'l cging c\g acity of ferroalloy and
carbon products, and promote the copgxructi )nb\imill‘ n tons high-quality
goods steel project, extend to develop. sl\a/?ﬁss gel series products; Special

steel, rely on Jianlong firm acce//eﬁt&%e\mp}eﬁenlaﬁon of million tons of steel
i

project, and plan and constru %n/ i metal products industrial park...
\_\\_.7
Outline of the Eleventh Five-Year Plan for-the Economic an: ial

Development of Tianjin Qim:zs//—\/
o A N
Strengthen competitive It gu:sgy

Metallurgical (ikdustry - Acgording to principles of controlling total amount,
expandingffv?gp—q}(a//ty/ﬁoods, reducing energy consumption, speeding up
restructf({e of)h xp>6/ﬁote adjustment of metallurgical industry structure
activély, &gpt/'@ advanced technology and equipment, accelerate transform

an updal oQ el pipe capacity, "TianSteel” move to east, build plate base

an high-glade metal products and other important projects, form commanding
/f ‘F\e%)it\s\qf/lﬁdustry‘ Build tubular product base with seamless steel as leasing,
N h‘iéh quality steel production base with cold rolled sheet, galvanized sheet,
{:’olor-coated plate, cut deal and stainless steel plate as leading, and high
qy)a/ity steel products processing base with special wire rope, and tyre cord,
prestressed steel strand of low relaxation as leading, and build petroleum steel
pipes and fine steel deep processing base in the downstream of Haihe river. By
2010, obtain capacity of 2.6 million tons of seamless steel tube, 10 million tons
of plates, 1 million tons of high-grade sheet metal products.

HSS enterprises that manufactured and exported HSS to Australia during the
investigation period were located in all of these provinces/regions.

23 GOC response to the SGQ. Attachment 146
24 goc response to the SGQ, Attachment 148
25 goc response to the SGQ, Attachment 145
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The statements made in these provincial and municipal FYPs closely align with
objectives outlined in the 11™ National FYP in relation to the iron and steel industry.

3.2.3 Blueprint for Steel Industry Adjustment and Revitalization

In March 2008, the Chinese State Council released the Blueprint for Steel Industry
Adjustment and Revitalization (the Revitalization Plan).

The Revitalization Plan, which identifies the importance of the steel industry to the
Chinese national economy, states its purpose and objectives follows:

To cope with the impact of intemational financial crisis on the naﬁﬁé‘l\\\
economy, malerialize the general principle by the State Council o stabilizihg
growth, enhancing domestic demands and adjusting the str) a(e, sure
stable operation of steel industry, accelerate structural adj slmer)t and”
facilitate industrial upgrading, this blueprint is hereby formilatee-asan
comprehensive action plan of measures for the steel indu deal with the
current situation, which is valid from 2009 to 2011 \Y

The Revitalization Plan goes on to highlight the ch ges facetﬂg/the Chinese steel

industry at the time of formulating the plan, |Z?|n % ucfion capacity exceeding

demand, weak innovation (with high-end produsts bel fed rather than
domestically made), poor geographlcal loca rtaineriterprises (restricted as to
resource access), low concentration in @du tgo ith‘major producers accounting
for less than 30% of total production), rfiestic resources (in particular,
limited domestic sources of iron ore). — -/

The Revitalization Plan is aimed-at-addressing these matters, and sets out principles
and targets of the plan. { a

Q S
The Revitalisation Plan oums 8-brga/J ‘achievements’ (which have also been
referred to as 'tasks‘)‘designed%carry out the plan. These are:

1. Stabl|l§ Ie] t\e d\ e%émarket and improving climate for export,

2. speedingny) tha dlsmantllng of ‘backward capacity’ while ‘strictly keeping the
total standsill’ g;:ontrollmg production levels);

3. dncreasing industry concentration and ‘enhance’ reorganisation (through

i \p@notlng mergers and acquisitions including promoting specifically-named
erg
<4 éncouraglng technical innovation and progress;

5: \r\atlonallsmg the location of capacity (including building a ‘coastal steel base’
and ensuring the Shougang and Caofeidian Steel projects are finalised),

6. raising product quality and changing product types produced (e.g. developing
‘key' steel products (high-speed railway, high-strength automotive, etc) and
raising the ‘certificate standard’ to promote steel quality to ‘reach advanced
international level');

7. stabilizing the import of iron ore (including normahze the market order —

including building an ‘import pricing mechamsm - some sources have said
P . . . 28
this is aimed to go as far as reducing the price of iron ore), ~ and

%6 Goc response to the GQ, Attachment A12.
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8. develop resources domestically and interationally (increasing the level of iron
ore exploitation, encourage ore exploitation abroad, etc.).

The plan further outlines ‘policy options’ for the Revitalisation Plan:

« rescheduling import and export tariff rates — continuing the policy orientation of

controlling the export of ‘two high, one resource'z9 and low value-added goods;

o raising VAT refund rates for ‘steel products featured with high technical content
and high value-added’; )

« ‘severely’ enforcing environmental and resource management policies;

« improve the ‘Steel Industry Policy’ (the NSP) including updating the ‘Catalogue
of Structural Adjustment of Industries’ (thought to be the ‘Directory Catalogue
on Readjustment of Industrial Structure’ — see Section 3.3.1); \\\\l}e

o establishing an information-sharing system for GOC departments-ta provi
information for future decision-making; ™~ /

» providing grants to iron and steel enterprises for various K/né&research and
development, cash flow management); and o '\% ~>

« ‘discriminate financially’ enterprises that build in voolahon\%h
regulations, or who have ‘backwards capacnty i

S Or

Many of these aims and objectives closely align wit those o the NSP and the 11
Nationat FYP. Specffically, the aims to direct t ural agjustment of the domestic
steel industry through the merger and consolidation st@e terprises, the
elimination of backwards capacity, the settmgg ndards for the industry and
establishing technological development

In many ways, the Revitalization Plan a rs toﬁe a continuation and a reiteration of
many of the aims and objectlve/set}he NS \a\nd the 11" National FYP, in response to
the challenges highlighted dun;( the global financial crisis (GFC).

3.2.4 Alignment and IApo\lé\ )GOC policies

The 11™ National FYR w\as issu ¢forthe period 2006 — 2010, shortly after the
promulgation ofrty 00 while the Revitalisation Plan was promulgated in
2009 for the d 2! 1 Each policy/plan is complimentary, and consistent in
their aims amtcht\)(gduves or the Chinese iron and steel industry, with many common
aims and obje eS\@tween the three documents observed, such as to:
\
elhminate/bfckwards capacity;
\- ntrol préduction levels;

o éncourage mergers, restructuring and relocation;

« ‘promote technological and product quality improvement; and

« implement and encourage environmental measures.

It is considered that the 11'" National FYP, the NSP and the Revitalization Plan
comprehensively and collectively outline the GOC's macroeconomic policy for the

27 nis response to the SGQ, the GOC submitted that there has been 'no detailed progress’ on implementing this
mechanism (Question 33(cXii)).

28 ci5A Unveils revitalisation plan for Chinese steel industry, hitp./iwww.mineprocessing.com/News/detail-a738-b0-c0-
d0-e0-f.html

29 The GOC has advised this refers to High emission, high energy consumption, resource commodities (response to
$GQ, Question 33(d)).
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Chinese iron and steel industry from 2005-2011, and that these policy aims and
objectives have been continued past 2011 in the 12" National FYP and the 12th Five-
Year Plan of Iron and Steel Industry.

It is further observed that multiple GOC policies, plans and measures issued prior to
the NSP in 2005 have similar goals and objectives to the NSP, 11" National FYP and
Revitalization Plan. These include the:

o Tenth Five-Year Plan for the National Economic and Social Development of the

People’s Republic of China (2001 — 2005);30

« the Directory Catalogue on Readjustment of Industrial Structure (discussed in
Section 3.2.4 of this report); and -

o the State Economic and Trade Commission’s (SETC)*' Develop ﬁ?%< for

the Metallurgical Industry (2001 - 2005).32

Customs and Border Protection observes that the Chmese iron a ste u:dustry has
been a focus of the GOC for over a decade.

in addition to outlining the GOC aims and objectives in rel n to th Chlnese iron and
steel industry, these macroeconomic plans highlight lJénanw of the
industry to the Chinese economy. For example, the NSP ldej‘t.ltfies'the iron and steel

industry as ‘an important basic industry of the n?on Lea;ono/ y’, the Revitalization
su%/?or national economy, which is

Plan identifies the industry as a ‘pillar industry’dnd stat
widely influenced to the whole j/h/g errelated between industries,
and significantly stimulated the mption, and plays a crucial role in the
economy, social develo /@t finan e and taxation, national defense
construction and emp/g/{ment stab/l/t

Steel industry is an lmponant

Customs and Border Proté&\io\n« serves that the importance of the iron and steel
industry to the entire Chinese@conomy and development is consistently
acknowledged by the*3OC.

N2

N
3.2.5 Imple \n/tzltw f GOC macroeconomic policies

GOC position

In/lt:{«respon e to- le GQ and SGQ, the GOC has indicated that the importance of its

d macroeoonomlc policies is limited, suggesting that they are somewhat intangible
and s{vout the GOC's aspirations for the steel industry, rather than act as enforceable
plans { \at the GOC sets out to achieve.

30 soc response to the GQ, Attachment 23.
31 This entity no longer exists. The functions of SETC were absorbed by the NDRC in 2003.
32 Although Customs and Border Protection has been able to access the text of this plan, Asia Times Oniine reported
in its article Execution plan for China’s industrial revolution of July 20, 2001

tto./fwww, alimes.com/china/CG20Ad04.html) that it was ‘based on China’s 10th Five-Year Plan ...(and) is aimed at
promoting the restructuring and upgrading of the industrial sector. The article further reported the objectives of the plan
include advancing the product quality of certain enterprises (Baosteel, Anshan Steel, Wuhan Steel and Shougang) up
1o the ‘world's advanced level’ and enable them to clinch a certain share of the international market, and to "improve the
quality of steel products and further explore H-shape stee! market, to strictly control the construction of new welded
tube units and speed up the pace of eliminating backward high-frequency welded tube units.’
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In relation to its FYPs, the GOC has submitted that:

An FYP is an aspirational guidance document, and does not set mandatory
targets for the steel industry. Moreover, industrial policy aspirations of an FYP
are relatively macroeconomic and vague, rather than being specific and

quantifiable aims.
Similarly, the GOC has submitted In its response to Question C2.9(a) of the GQ:

The National Steel Policy is an aspirational document, not a legal document. It
sets out the means by which the steel industry can modernize its operation and
remain competitive and efficient in the future. As such, the objectives o\f the
National Steel Policy are to elevate the levels of technology used ) the{ron
and steel industry; to promote structural adjustment, to improve(t e_indu.
layout; to promote recycling and to minimize the industry’s e w‘(on ental/ /
impact; and generally to guide the sound development ofAEre iron andxg/{éel
industry. ) \\// R

{way et
This is despite the fact that the NSP itself is written in such a way tlét icates its,
importance and binding nature. Indeed, the ‘Other Mgtters\ cludec/i)h Chapter IX
state (among other things): : ‘\F_--'
\ §

e persons or entities that violate the poh%hallhg glvgn punishments’ by
relevant GOC departments (Article 36) ;\an

o the policy ‘'shall be observed by alL thve departments of the
people’s govemments’ (Amcle 9)

174
e the NSPis an |solated\document is not specifically monitored by the GOC
e there are no addmonal Ia s, de rees, rules, promulgations, edicts, opinions,
measures requlations Q’ directives developed or implemented as part of the
NSP ®and \ §>
e there are40 on tgqn mechanisms in place which specifically relate to the

reallsa\o%of thabjectlves outlined in Chapter 1 of the National Steel Policy. %
Customg.and B r\dér,Protectlon's assessment

Custom\and B‘td/er Protection consider that the ‘aspirational’ nature of these
p&lc\ s/plans does not necessarily mean that the aims and objectives they establish
are no@empted to be realised by the GOC, or their progress monitored.

Significant evidence has been observed to suggest that the aims, objectives and
action items/measures in these policies are actively implemented and monitored by the
GOC, and adhered to by Chinese steel enterprises.

3 Goc response to the SGQ. Question 10(a).
3 Goc response to the GQ, Question C2.9(b)
35 1big

36 Goc response to the GQ, Question C2.9(f)
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For example, during its recent investigation into aluminium extrusions from China
(REP144), Customs and Border Protection undertook verification meetings with the
GOC. During this verification, the GOC’s NDRC was queried about FYPs in China
generally.

This discussion was summarised in Customs and Border Protection's Government of
the People’s Republic of China Visit Report, February 2010, which observes:

The NDRC stated that GOC’s FYPs' is (the) most important plan of China, like
a blueprint for the next five years of development of the country. The NDRC
noted that the national FYPs are the leading document in planning the
economy and social development of China.

s

. AR
However, the NDRC stressed that FYPs are only guidance docﬁrr{e\nts rather
than an operable documents, and there are no details for o i %

implementation in the FYPs.

The NDRC noted that implementation of the oly’;gis of the)FYPs is at the
GOC-agency level, whereby each area will rf lease specificpolicies and
regulations (i.e. each responsible area develgrs and ‘i}nplements its own

policies to implement the FYPs).38 S

Additionally, during that same verification’\'/i‘s\it, tt\C?'r(a\ State Reserve Bureau noted
 nee A4S "30
the 11" Nationa! FYP was a legally bmgl\ng/ dacument.

While the NDRC confirmed the guidance or\\‘qspirational‘ nature of these FYPs, the
above statement is clear evidtla ce that/\the GOC makes efforts to achieve the
outcomes of the plans through various sub-policies and measures in the sphere of

responsibility of each IeveI‘SfQG\ C.and its relevant departments.

Specifically, it is note(c}{h\at GOC has issued numerous sub-policies, directives,

notices, etc. ang'ﬁn\oseanytiﬁle measures since the promulgation of the NSP, the

410 National\FY\%a/%:Ltr{e\ Qpﬁtaliza(ion Plan that appear to go Mgowards achieving at

least some 6f\th oa\ls/a d aims outlined in these documents.

These in’\\} de: \
N ‘ . .
»_measures to eliminate backwards production capacity and encourage technical
\a\nd environmental improvement,

market entry criteria and industry operating conditions;

measures to curb ‘production capacity redundancy’;

guiding industry mergers and restructuring;

import and export measures on coke; and

subsidies in the iron and steel industry.

37 In reference to the national-level FYP.
38 Page 39

39 customs aﬁd Border Protection's Government of the People’s Republic of China Visit Report, February 2010, page
49

400 some cases, theses macroeconomic policies are stated specifically in implementing documents.
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These measures are discussed separately in more detail in Section 3.3 of this report.
3.3 Implementing measures

During its investigation, Customs and Border Protection has identified numerous GOC
measures that it considers go towards meeting at least some of the objectives of the
above-mentioned GOC macroeconomic policies in relation to the domestic iron and
steel industry.

The most prominent of these are discussed below.

3.3.1 Measures to eliminate backwards production capacity and to encourage
technical and environmental improvement N ‘\\
\

The elimination of ‘backwards production’ or ‘backward technology is.a.co mon’
theme observed in the GOC’s macroeconomic policies relating tcﬁ/ He ;}1 ana‘sfeel
industry.

Conversely, the encouragement of certain more advanced t chrm ‘hi-tech’
products, and environmental improvements are also comm iu\bje)Wes of the GOC's
macroeconomic policies and plans. //\/

Specific measures that are considered to be a \i\glejntlng these policy
objectives are discussed in this section.

The Directory Catalogue on Read]usgﬁnt of zal Structure and the Interim
Provisions on Promotion Industrial @ umA ustment

The GOC has promulgated the-Directory Catglogue on Readjustment of industrial
Structure (the Directory Catal ue) wk:\ch is issued and updated by the NDRC.

The GOC provnded the revns Dl@ry Catalogue (issued in 2011) as Attachment
173 of the SGQ original) version at Attachment A6-1 of the GQ.

Qe
In the Directory e€t§o @m industry activities, products and equipment are
listed into three eatégori

. B courag d Investment Industries’;
G

o tngte/d nvestment Industries’; and

Y

/‘Ehmﬁ\ated Investment Industries’.

Custoims and Border Protection has observed the following items of note in the
Directory Catalogue (original and updated version) in relation to the iron and steel
industry (among other items).

41 customns and Border Protection notes this 2011 revision i1s cansistent with an aim of Section IV(6) of the
Revitalization Plan to 'Update the Catalog of Structural Adjustment of Industries’.
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Encouraged Investment
Industries

Restricted Investment
Industries

Eliminated investment
Industries

2005 Directory o Construction of new-

¢ Hot-rolled steel sheet

¢ Hot-rolled narrow

Catalogue generation coking ovens. projects of below strip steel mills.
¢ Development and 800mm.
application of modern hot- | « Hot-dip galvanising
rolled broad-band steel sheet project of
rolling mill and key part below 250,000 T/per
manufacturing. annum.
¢ Production of oil well
pipe.. .high-pressure boiler
pipe....and steel pipe used
in the long-distance
transpon of oil and gas. PAPSRN
2011 Directory * Special steel bars and ¢ Melted iron for steel- olled na['row
Catalogue wires and high quality making. lnp(s1eel mlllj
stee! forged materials o Hot rolled strip PN \ \

used for technology of
high-performance, high
quality and upgrade and
update steel product
development and
application

« Non coking iron making
processing and coke oven

gas.

¢ High-performance oil and
gas transmission pipeline
steel.

* On-line quality testing
technology applicatioR i
productive process

project less than
1450mm.

sheet rolls profect
less than 300,
ton /year—

/

Hot galvanized steel

- L
The original and updated Direct/6ry Catalogue’also categorises certain items of coal,
power, and petroleum and natiral gas@s encouraged, restricted or eliminated.
\

From the above, it ap)
the manufacture of nar

ars as\thougrrthere is a desire to discourage and/or eliminate
stnp i China (a possible raw material for HSS), as well as

restrict the mvestrﬁ_\m ih. Qa)}}-scale galvanised hot rolled steel (another possible

raw material for

The ori nal (ZO\Dlrsct/ory Catalogue was issued alongside the Decision of the
State Co cil on Rqomu/gatlng the “Interim Provisions on Promot/n Industrial

Str fure r‘\&)ust
oon exty the Directory Catalogue.

The InteQ;n Provisions note:

ljent for iImplementation (the Interim Provnsnons)

which provides

The formulation and implementation of the “Interim Provisions” is an important
measure to implement the spirit of the fifth plenary session of the 16th CPC
Central Committee, to achieve the objective of the “Eleventh Five-year”
planning, and is of great significance to ensure the all-round implementation of
the scientific view of development, to strengthen and improve macro-control, to

42Goc response to the GQ, Attachment A19. Customs and Border Protection notes that the GOC has submitted that
the Interim Provisions are ‘abolished’. however the date of abolition is not clear. In any event, Customs and Border
Protection merely relies on the Interim provisions in this case to demonslrate the importance of the Directory Catalogue
to the GOC and the reasons for its imposition, noting the original Directory Catalogue has bee in force from 2005, being
updated in 2011 (i.e. in force in the years prior to and during the investigation period)
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further transform the ways of economic growth, to propel industrial structure
adjustment, optimization and upgrading, and to keep the stable and fast
development of the national economy.

The people’s govermnments...shall take the promotion of industrial structure
adjustment as an important reform and development task at present and within
a period in the future, establish the liability system, lay emphasis on
implementation, and shall, in accordance with the “Interim Provisions” and in
light of the local situation on industrial development, formulate specific
measures, rationally guide the investment directions, encourage and support
the development of advanced production capacities, restrict and eliminate
outdated production capacities, prevent blind investments and low-level
redundant construction, and effectively propel industrial structure ptrﬁxation
and upgrading. )

The Interim Provisions go on to outline specific objectives, pnnmes{
for adjustment of the Chinese ‘industrial structure’. This includes sQue! Jm\n}nd steel
industry-related aims and objectives, including: /

We shall support the development of cold ro//ed sta Iess steel sheets, cold
rolled silicon steel... We shall urge the mdu fosof oﬁl ﬁn}zg, ethylene, steel,
cement and paper making to develop towar those

large bases and of large scale. We sha/l stre en th geological survey of
important resources such as iron . /n fea the%/ logical reserve of

resources, and practice rational equlra /d ‘comprehensive ut/l/zat/on
The Interim Provisions make direct refe}encito\ky Directory Catalogue, observing:

s The “Catalogue»ﬁr the Guidanee of Industrial Structure Adjustment”
(the Directory Qatalogue) is the important basis for guiding investment
directions, an fb\Kthe go\/ernmems to administer investment projects,
to formulate ard enforce’ policies on public finance, taxation, credit,
land fr)zpon and'eyport, etc.

. r?stn ted cgtegory .need to be transformed or prohibited from

e/ng wly bu1/t

-\\Th //m ted category mainly include the outdated techniques,

& /p 9/’! and products which do not conform to the relevant laws and

\ regulations, seriously waste resources, pollute environment, do not

/< AN mée/t the work safety conditions, and need to be e//m/nated
The Inter{m Provisions go on to state:

« financial institutions shall provide credit support to encouraged investment
industries; and

o investments are prohibited towards projects in the restricted and eliminated
categories.

43 Chapter I, Article 6

44 Chapter IIt, Article 12
45 Chapter 11, Article 15
48 Chapter 111, Article 16
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In its response to the SGQ, the GOC confirmed that:

Investments are prohibited for projects under the ‘restricted” or “eliminated”

categories. Relevant departments shall supervise projects of the eliminated

category to exit the industry within the prescribed time limit in accordance with
47

law.

The GOC also noted:

The encouraged category enjoys sogre corresponding preferential treatment
with regard to imported equipment.

It is observed that the Interim Provisions make direct reference to the 1 "//Néﬁo\na\l

<

FYP and its role in implementing the objectives of that plan. Further, Anls@tes:
If any enterprise of the eliminated category refuses to e/il@e_ Qrodu{lion
technigue, equipment or products, the local people’s gavi ent ateach level
and the relevant administrative department shall, in/accor \% ith the
relevant laws and regulations of the state, order it tQ'stop pr ucgon or close it,
and shall take appropriate measures lo resetllg. e@@e 's of the
enterprise, and guarantee the safety of finantfal institgtiene”credit assets, etc.
If its products are subject to the administr?tid by pﬁit for production, the
relevant administrative department sh aw/fu revaje its permit for
production; the administrative depart t fr industry and commerce shall urge
it to lawfully go through modificatk Qg' tﬁWr nullification registration; the
administrative department of egfvironmenta \Protection shall revoke its permit
for pollution discharge; and the eleﬁz%wer supply enterprise shall lawfully
stop supplying electricity to.it. If a nterprise violates the provisions, its
persons directly held /iaﬁfe"gnd the \rE evant leaders shall be subject to liabilities
in accordance with the, lz\aw. N

The interim Provisions therefo e&'e’-wide-ranging powers to GOC agencies to impose
the requirements of tﬁq{)irector}&atalogue to eliminate certain production processes,
equipment and p}oducts\ and encourage others.

PR\
Notice of thQ%\(Co\\ cil on Further Strengthening the Elimination of
Backward Prod\uc%r} apacities

Fu;t éri(o\ thg\DiLégtory Catalogue, the GOC's State Council issued its Notice of the
State C/ouncil o1 Further Strengthening the Elimination of Backward Production

Capaciiés” (the Backward Capacities Notice) in 2010.
In its response to Question 35 of the SGQ, the GOC has explained that:

“Backward production capacity” means the out-dated techniques, equipment
and products which do not conform to the relevant laws and regulations; which
seriously waste resources; which pollute the environment; or which do not meet
work safaty conditions (same as those in the “eliminated category”).

47 n response to Question 32(bXii)
48, response to Question 32(bXu)
49 coc response o the SGQ, Attachment 176
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Customs and Border Protection notes from the above that the concept of backwards
production capacity' is linked directly to the category of eliminated items on the
Directory Catalogue.

The Backward Capacities Notice focuses on the elimination of backward production
capacities ‘on schedule’ by:

...focusing on such industries as electricity, coal, iron and steel, cement,
nonferrous metal, coke...in accordance with the scopes of and requirements
for elimination of backward production capacities as prescribed in such
documents as the Decision of the State Council on Promulgating and
Implementing the Interim Provisions on Promoting the Industrial Restructuring
(No. 40 [2005] of the State Council) [the Interim Provisions]...Cal, %gr
Guiding Industrial Restructuring [the Directory Catalogue] and t lans C
restructuring and revitalizing industries including iron and steet-qo rrou}y
metal, light industry, textile, etc. @, \?
It is considered these ‘plans’ for restructuring and revitalising thé.jso éd stéfal
industry include the NSP, the 11™ National FYP and the R{i'taliz,a\%‘\r}ﬁlan.

- I
The Backward Capacities Notice states there has bqﬁ"‘%mafkgb&brogress' been in
China in terms of the elimination of backwards produ\ tion capacities, but notes the
targets for eliminating this capacity have not ya’geer&n\g_t. ﬂ

The Backwards Capacities Notice outlines hg \l is’ goakis to be achieved, through

measures such as: @\/—\//

« strengthening the ‘Policy Constrat Mechanism' — controlling market access,
strengthening the ‘econg#nic and legameans’, ‘intensifying’ law enforcement
and punishment (inclu%{ng revising the Directory Catalogue),

e improving policy incen '\(es - s§§ngthening fiscal support of backwards
capacity eliminatio&e ing’employees, supporting the transformation of
enterprises (sgience ana*\technology upgrading);

i 'S rv?n%nd inspection mechanism' — including each region

and the.&entr I.MiRjstryof Industry and Information Technology (MIIT)

N — . . M "
prodqqn a anﬁual‘ ist of enterprises with ‘backward production capacities to
be eliminated, the/backward technologies and equipment, the deadlines for
a’Qm/nat/‘ and the overall progress’ and the monitoring and reporting on the

; progress of the elimination of backward production capacities;
& s /engthe/né\g GOC organisation and leadership of the elimination of backward
\/6roduction capacities;

. ‘§upponing competitive enterprises in elimination of backward production
ca\)acities through merger, acquisition or restructuring of enterprises with a
backward production capacity;

e relevant GOC agencies and govemment levels shall ‘eamestly work out
implementation plans, divide the objectives and tasks among cities and
counties, assign them to specific enterprises, and timely submit lists of to-be-
eliminated enterprises with a backward production capacity to the Ministry of
Industry and Information Technology and the National Energy Administration’,

e improving the regulation and control of land use plans, and prohibiting land
supply for construction projects of backward production capacities and in
industries with severe overcapacity;

e giving ‘full play to the role of pricing mechanisms, such as differential prices for
electricity and reform of prices for resource products, in eliminating backward
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production capacities... and raise the costs for energy, resources, environment
and land used by enterprises and projects with a backward production
capacity’.

The Backwards Capacities Notice further outlines that, if an enterprise fails to
eliminate its backward production capacities before the prescribed time limit:

« its pollutant discharge permit shall be revoked,

« no banking financial institution shall provide any form of new credit support to it,

« the investment management department shall not examine and approve new
investment projects of the enterprise,

« the land and resources management department shall not approve. new | land
for use by the enterprise, and // \\

« the relevant management department shall not issue any producte n Ilcense for
it or shall withdraw any production license or production saf}/tyaermu\ /
previously issued.

The Backwards Capacities Notice further provides for ente rises k\ not ehmmate
backward production capacities according to the relevant provnsnons ‘o & closed

down. // z \\ //

Customs and Border Protection’s assessme \\ /

The Directory Catalogue, Interim Provisions a B/gekward’ Capacities Notice are
examples of sub-policies and measures f6F | O(‘(macr economic policies that are
designed to implement the ‘aspirationa alys of th\s/ policies.

Further, evidence exists to demonsirate thatthe GOC actively monitors the elimination
of backwards production, and fréasures the'success this objective. For example,
General Steel Holdings Inc General S?eel) in its Form 10-K (annual report) filing with
the United States Secunt:es*an{Exchange Commission (SEC) for the period ended 31
December 2007 observed:

the nation'stop €60no i planner, reported that to date 29.4 million tons of
outdatedJ\ron 3 éltin capacity and 15.21 million tons of outdated steel smelting
capa/g:ty ha t{ n efiminated.

In Novemb?g ( the Natg)nal Development and Reform Commission (NDRC),

Gen;rar\s;%ks a'United States-incorporated company that, through a 100% owned-

A 50
supsidiary, operates a portfolio of four Chinese steel companies with various focuses.
One\ eral Steel subsidiary, the Baotou Steel Pipe Joint Venture, produces spiral
steel Ided pipe, but not HSS itself.

General Steel went on to state:

...{the NDRC) also later announced obligation contracts with 18 provinces,
autonomous regions and municipalities to eliminate 49.31 million tons of outdated
iron smelting capacity and 36. 1 million tons of outdated steel smelting capacity.
The obligation letters involved 573 enterprises.

50 Daqiuzhuang Metal, Baotou Steel - General Steel Special Steel Pipe Joint Venture Co., Ltd., ("Bactou Steel Pipe
Joint Venture™), Shaanxi Longmen Iron and Steel Co.. Ltd. ("Longmen Joint Venture®). and Maoming Hengda Steel

Group Co., Ltd..
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This again demonstrates the GOC's measures (which appear from General Steel’s
statement to be binding in nature) and commitment to ensure the implementation of
this particular aspect of its macroeconomic policies and plans.

Further, in response to the GQ, the GOC provided listings of companies that have
been affected by the elimination of backwards capacity since 2005, specifically:

o Attachment 27 - List of Closed and Disused Iron & Steel Production Capability
of Enterprise; and

o Attachment 28 — 2010 Enterprises list of Elimination Steel-making Production
Capacities.

In these attachments, the GOC has provided details of ‘closed and disusg&" ~
equipments’ including details of types of furnaces and their capacities. fQis\ listing,

included enterprises that, from their name, appeared to be involve: }f{e{ﬁ@and
R

steel products, including:
manufacture of steel pipes; //
manufacture of ‘special steel’ products; i \
// 7 \

steel rolling;
iron casting and smelting;

z?s:‘r;wéking and casting; and //\ \\ 2 )

S~
It is observed that these closures have th/é?éfore\invol /éa a variety of iron and steel

enterprises, including those involved irl/malg\n_\g_pipé nd tubes (potentially including
HSS) and rolled steel (such as HRC and ndrrow strip).

The GOC has submitted, in rql.’{ﬁ’éih’to these listings, that:
X
Closure of these c&{rp\ahie\s cgiy be due to any one of a number of factors, or to
a combination of factors, These factors would include bankruptcy, increasing
competition, Sl equipment, inability to invest, local protectionism, increasing
overheads; enfor emen/bof environmental regulations. Their closure was not
h

forced o\/ thg\m_‘ )fdecision made by the GOC outside China’s legal
framéwo o@ \and regulations.

Itis noge(\a\tbat thig'statément by the GOC does not indicate that it has not been

involy‘e&\iﬁtr\\e\ closure of these enterprises, merely that these closures have not been

fofcéd on enterpriSes outside China's legal framework of laws and regulations.
N

It ismbe\r noted that the GOC has included ‘old equipment’ as one such factor, which
is considered is likely to relate to the elimination of ‘backwards’ equipment.

In response to SGQ, the GOC emphasised that the Directory Catalogue is essentially
an environmental measure:

The GOC defends its right to legislate for the Protection of its environment and
the health of its people. The Directory Catalogue is not an instrument of
industry intervention with the commercial intention of making Chinese
industries the most competitive in the world or of forcing the industry to conduct
its business as dictated by the GOC. It is a regulatory document which
articulates how environmental laws are to be applied.

PUBLIC RECORD 3




PUBLIC RECORD

Customs and Border Protection agrees that certain measures of the Interim Provisions
and Directory Catalogue would reasonably be considered to be environmentally-
focussed, particularly those that relate to the elimination of older, environmentally
harmful technologies and techniques.

However, it is considered that all of these measures cannot be considered to be purely
environmental, particularly when the nature of some ‘encouraged' items on the
Directory Catalogue are observed.

In particular, the Directory Catalogue can reasonably be considered to go towards
meeting the GOC'’s policy aims of encouraging technical innovation, raising product
quality, and changing the product mix, as well as encouraging environmental
improvements. BN

3.3.2 Market entry criteria and industry operating condrtlonS/ Q

Standard Conditions of Production and Operation of the IronqQnd I}ldustry

The Standard Conditions of Production and Operation of t| Iron a I Industry
(the Steel Standard Conditions), dated 21 June 2010, were\ rowd by the GOC as
Attachment 160 to its response to the SGQ.

The Steel Standard Conditions state their purpc/é is: \ //

To further strengthen management af Ir
production and operation of the§l66Nnddstcy<,-to practice standard norms of
production and operation for existing ente és in iron and steel industry and
to be used as the basis for re/evant\éep\anmems and agencies in project
approval or filing, resou alloca(/oﬁ\,vapprowng and issuing Production
License of Constructioff Steel, providing norms for iron ore business and
advancing eI/m/naI@n Kbackwplrd capacity etc.. Condttions of production and
operation of the /ron%g eel-industry shall be combined with mergers and
reorgan/zar/on\e//m/nat n of backward capacity and etc., in order to reduce
the quantity. ofst\eel ent;rpr/ses step by step, lower the proportion of backward
capacity; implpve: ndconsummate industry management.

N7
The Steel S@\a@ltions go on to state they are:

e basla condition for production and operation of existing iron and steel

// /ndus??y glfd it is the transitional norms which is in line with current

NV zﬁve/opment level of our iron and steel industry and will be constantly improved
‘with the improvement of the overall level of our iron and steel industry. The
hlgher Admittance conditions required for the construction and reconstructions
projects of iron and steel industry shall be implemented in accordance with the
requirements concerned in “Development Policies for the Iron and Steel
Industry” [the NSP).

and sl/eel industry, provide norms to

The conditions then outline a muititude of requirements for enterprises in the Chinese
steel industry. These specifically relate to:

product quality standards;

environmental protection;

energy consumption and comprehensive utilization of resources;
workmanship and equipment;
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s production scale; and
« safety, sanitation and social responsibility.

Of these, some notable conditions include the below.

o lron and steel enterprises ‘shall posses sound environmental Protection
management system, be equipped with complete monitoring and management
facilities for pollutant emission, install automatic monitoring system networked
with the local environmental Protection department.!

e The volume of blast fumaces shall be more than 400m3. the normal capacity
of converters shall be more than 30 T, the normal capacity of electric. fumaces
shall be more than 30 T, the area for Sintering machine shall be rjofé than 90
m2, the height of Coke oven chambers shall be more than 4.3m; aII of\
these shall comply with the Directory Catalogue.52 :)\

« lron and steel enterprises shall eliminate backward produch ,ia‘ciﬁliés in
accordance with the NSP, the Revitalisation Plan an?the vised Directory
Catalogue .53 o

e 'Crude steel production of common steel entg/rpnses hall{g1 000,000 ton or
more, of special steel enterprises shall b /30Qs000 tom'or more, and the
‘proportion of alloy steel' is to be moref;f n 60%\& élallzatlon enterprises
such as HSS manufacturers that use’™ OO/ozpercent alloy steel’ are excluded

from this provision).54 //\ \ /

The Steel Standard Conditions further %hat-
Enterprises does not m/ eﬂhe Standard Conditions shall be reformed in
accordance with the S ndard ndmons Where the enterprises still fails to

meet the Slandard n ns, t) shall exit steel production gradually.

For enlerpnse\(l;\at d t meet the Standard Condmons relevant
departm ot w ect

[Emphast added

/
It |§J1/ote\ thatthe Steel Standard Conditions align with the NSP in many ways (in fact
mentiofi g it explicitly in Article 1((D)(2)).

Admittance Conditions for Coking Industry

The GOC has provided the Admiittance Conditions for the Coking Industry (the Coking
Admittance Conditions) as Attachment 160 of the SGQ.

51 Anticte 11(BY2)
52 pnticte INDX 1)
53 Asticle INDX2)
54 Article E
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The GOC has not provided a full translation of this document as requested. From the
document as provided, it is understood the Coking Admittance Conditions were
promulgated in 2004.

These conditions set conditions for entry to the coking industry, including:

e industry layout;

* techniques and equipment used, including production scale and environmental
measures;

s product quality standards; and

* resource and by-product utilisation standards.

The conditions also include provisions for ‘Supervision and managemer)t’;f“
enterprises. The translation provided by the GOC, though incomplete, indicates s
adherence to the Coking Admittance Conditions is monitored, and thay do
not meet the conditions shall have action taken against them by ?gg%’%

It is noted that the Coking Admittance Conditions are direc /d %5 in the Ministry
of Commerce's 2008 Not/ce Regarding Declaration Conditions rosedure of 2009
Trade Coke Export Quota, dlscussed further in Secti i%{_)/} conditions
provide that only enterprises that meet the Coking Amittan rditions could apply
for an export quota for coke (i.e. enterprises thatgo
export coke). (g

Customs and Border Protection’s as%ﬁm@

)

Customs and Border Protection wnside\aﬁ%GOC‘s measures for market entry

t meet the conditions could not

and industry operation for the iron and stespindustry and coking industry can
reasonably be considered to g towards the'GOC’s aims of making environmental
improvements, and to encou e tech Ioglcal and product quality advancement and
structural adjustment in thﬁ\ e 9;1 and steel industry.

The linkages betweefit ] Stce&jandard Conditions, the Coking Admittance
Conditions, and O s megsures to eliminate backwards production capacity and
to encourage t e ni FanJ ironmental advancement are observed.

Customs and ection notes the potential impact these market entry and

mdustry eratlo cn fia may have on enterprises operating in the iron and steel
o/u;ﬁé (ex ple iron and steel enterprises that do not meet the Steel Standard
ditio mayﬁave to upgrade their facilities to remain in operation, or face potential

closx y the GOC.
3.3.3 Measures to curb production capacity redundancy

Circular of the State Council on Accelerating the Restructuring of the Sectors
with Production Capacity Redundancy

In 20086, the State Council promulgated its Circular of the State Council on
Accelerating the Restructuring of the Sectors with Production Capacity Redundancy

(the Redundancy Circular)‘56

55 GOC response to the GQ, Attachment 44
%6 goc response to the GQ, Attachment A20.
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The Redundancy Circular notes the

...major and difficuit task’ of the 11th National FYP to ‘promote the strategic
restructuring of the economy as well as to elevate the international
competitiveness of all sectors.

The document goes on to note that some sectors

...make such blind investment and inefficient expansion that they have incurred
production capacity redundancy, which has turned into a predominant problem
in the economy. .

/ SN

The Redundancy Circular singles out the iron and steel industry as onexﬁg is
particularly affected by this problem. The Redundancy Circular furtag;u Qegslh

observed downfalls or ‘aftermaths’ of production capacity redundaficy, :hd o es

Ay
. >
If such situation is let go at random, the conflict rootinﬁfi?a@di\r@ force of
resource scarcity will pop up further, the issue of st{ icturalitnbalance will be
worsen off, there will witness an obvious increase. in\ nterprise bankruptcy as

well as in unemployment. So we should reso/IUféT maRe-effprts to solve all the

problems. \\ )j\
The Redundancy Circular continues by outli 1zhef‘reqw en{ents and principles’ and
‘key measures' to accelerate the restructuring ‘F@ with production capacity
redundancy. A\

The Redundancy Circular notes:

The key to promote th -(e;'uc\turing. _.is to give full play to the fundamental
role of the market inallgcating tosources and fully exert the market strength to
promote the survival-of th \ﬁltgsf

but goes on to?\e
...we, s @E?eans of restructuring, reform and elimination through

selectin, agge/;: te the restructuring process in the sectors with production
eapacit 4\10@ ncy.

-
In<rélefti\o\q to-the-ifon and steel industry, the Redundancy Circular states the GOC's
key‘g\s ures to do so will include:

. ictly control newly-initiated projects, including generally not granting approval
for the establishment of any new steel plant; .

e eliminate outdated production capacity including in iron smelting and coking
industries;

« ‘promote the joint restructuring between a predominant large-sized iron & steel
enterprise and other iron & steel enterprises in the same region so as to form
several iron & steel enterprise conglomerates with an annual production
capacity of more than 30 million tons’,

« ‘earnestly’ implement the Directory Catalogue; and

« make efforts to implement iron and steel industry policies and strengthen their
‘examination’.
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Customs and Border Protection considers that these measures are inconsistent with
the notion of giving ‘full play’ to the fundamental role of the market in allocating
resources.

Circular on Controlling Total (Capacity), Eliminating the Obsolete (Capacity) and
Accelerating Structure Adjustment of Iron and Steel Industry

The iron and steel industry-specific Circular on Controlling Total (Capacity), Eliminating
the Obsolete (Capacity) and Accelerating Structure Adjustment of Iron and Steel
Industry (the Steel Industry Capacity Circular) was issued by the GOC in 2006.

The GOC has been requested to supply a copy of this document, but has declined to
do so, observing the document has been superseded in 2009 by the Noyfo\f(he
State Council on Ratifying and Forwarding the Several Opinions of the A( tional\\\\
‘Development and Reform Commission and Other Departments on /C/u%{'r%\ J )
Overcapacity and Redundant Construction in Some Industries and Guig mg\tﬁgf/Sound
Development of IndustriesS7 (the 2009 Overcapacity Notice). N7 v

Despi . 67 =\ Q

espite not having access to a copy of the Steel Industry \a\pacnty Q{rc lar, Customs
and Border Protection understands from the CBSA’s nays%/document within
its 2008 CSWP Statement of Reasons report that thig'GOC db nt outlined
improvements observed in the iron and steel in9ust Adue to ‘GOC macroeconomic
controls (e.g. reduced investment, reduced con Gmp\ti R, improving product mix to

high value goods, increase mergers and elimn@a sackwards production).

It is further understood that the Steel | d/(st\D/\/Cap\a\cyyﬂCircular further noted that

‘powerful measures’ should be implem tetto-Backward capacity,58 which the circular
notes are important aims of the/1.1l“) Natiohal FYP.
—

2009 Overcapacity Notice (' W\

/
The 2009 Overcapac;i\ty Noti \whpibﬁhe GOC has provided as the replacement
notice for the Steel Indystry Capagcity Circular, notes that, at the time of its publication,
issues of overcaycj\lz n{inu to cause problems in the Chinese economy. This
includes “seriou&pro IerQ ifefuding vicious market competition, low economic
benefits, bustnes: faifurd or underproduction, unemployment and increasing bad debts
of the bank”. \V/

The'/rfotlgc\;a gg%_s,o/bto outline ‘guiding opinions’ designed to

/

\// fulfil the Party Central Committee and the State Council’'s package plan
‘coping with international financial crisis, consolidate and develop good
eronomic situation, promote structure adjustment, curb overcapacity and
redundant construction in some industries and guiding the sound development
of industries and guide new industry in orderly development.

The GOC has declined to provide a full translation of this document as requested.
However, the transiation provided shows these 'guiding opinions’ relate to taking

57 Goc response to the SGQ, Attachment 150.

58 as quoited in CBSA, Statement of Reasons Concerning the making of final determinations with respect to the
dumping and subsidizing of Certain Carbon Stee! Welded Pipe Originating in or Exported from the People's Republic of
China, August 2008 at page 59
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seriously’ the issue of curbing overcapacity, and implementing certain ‘measures’ to
curb this overcapacity.

3.3.4 Guiding industry mergers and restructuring
Evidence of restructuring

The GOC has not provided any specific circular, notice or other GOC document
subordinate to the above-identified macroeconomic policies that directly relates to the
implementation of mergers in the iron and steel industry. However, it is noted that the
macroeconomic policies themselves are comprehensive in terms of these aims,
outlining specific mergers that should occur, geographic areas that are to be built up,
and GOC measures that should be implemented to facilitate these mergers:

RN

Formulate measure to facilitate merger, acquisition and/or
steel mills, i.e. to make things more viable for enterprisesin,
reorganization, such as relocate or resettle extra wotkers il
or refer assets to some other entities out of ori inaf)i\:age ent scope,
evaluate and settle the debts, and resolve iss/?a of th cgl interests therein.
Prioritize in sequencing decision making an fepewing®r upgrading project by
those enterprises out of interregional reééan ion. fb better implement the

o

favorable taxation policy for reorganizf!?%)nongsfee/ mills.
N

N Ve,
In light of these policies, evidence has(t;e/én\p se}(eg,th)at demonstrates that the GOC
aims of industry restructuring, relocatioyan cnggtjon of large iron and steel
enterprises has occurred. ’

S

Loy
/ >
In response to the GQ, the G& provic\ie‘ad a requested (non-exhaustive) listing of steel
companies that have merged ( \beenﬁcquired by other enterprises) since 2005
(Attachment 29). This list diSb\ ¢mattiple mergers of iron and steel enterprises

since 2005 (the yearof promulgation of the NSP), including mergers involving large

SIEs. -
3N\
Further, in A{tache/nt ﬂé_tothe GQ, the GOC provided a report by KPMG entitled

China’s Iron ahgséggvyuyw Amid the Financial Crisis, which included a (non-
of

exhaustiye) listir h and steel industry mergers and acquisitions for the period
2004-- 2009.(at p9 e 24).

Lo
This\gtye is reproduced below.

S
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Chart 7. M&As for CF ra’s 1167 and steel secicr cetween 2004 end 2009

Mergers and acqulsmons in Chma siron and steel sector between 2004 and 2009
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Souce Chra Mool poa News

Additionally, the following fher&rs of &lnese iron and steel enterprises that occurred
in the year prior to 30 June 21)\ 9\ha,ébeen reported by General Steel Holdings in its
Form 10-K (annual report) filing\ ith the SEC for the period ended 30 June 2009:

. Wuhan{gﬁ & 'Steal:Gfoup (WISCO) (referred to in the above table as ‘Wugang
Gro ired\hiuzhou Iron & Steel Group and established Guangxi Iron &
Steel p\l purpose of building a new mill in Fangchenggang city,

ov Rce;

ngxi
[ G% an n & Steel Co., Ltd (Baosteel), a state-invested enterprise (SIE) and
ma '3: rgest steelmaker, acquired and recapitalised Guangzhou lron & Steel
terpnses Group and Shaoguan Steel Co. Ltd. with the goal of building a new
a\cnllty in Guangdong province; and
e Tangshan Changcheng Steel Group and Tangshan Bohai Steel Group
incorporated in late December 2008 (though further evidence suggests that
Tanshan Bohai Steel Group was not physically formed until early 2012).

Customs and Border Protection also notes evidence exists to display the following
additional recent mergers.-
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The creation of Tianjin Bohai Iron & Steel Group Corp in 2010 through the
merger of Tianjin Pipe (Group) Corp (TPCO), Tianjin Iron & Steel Group,
Tianjin Tiantie Metallurgy Group and Tianjin Metallurgy Group Co.*®

The formation of Angang New Co. in July 2010 after Anshan Iron & Steel
Group won government approval to take over Pangang Group Co®

The China Steel Yearbook 2011 (the Stee! Yearbook, published annually by the China
Steel Development Research Institute) includes reports of the ‘improved concentration
ratio’ of the Chinese iron and steel industry. Reporting that the ‘concentration’ of the
Chinese steel industry (by production output) in the ‘top 10’ Chinese producers has
increased from 35.4% in 2005 to 48.6% in 2010.61

Types of merged enterprises \

It is noted that these mergers have involved a variety of enterprises§ n an
steel industry, producing varying types of steel, steel products ang stee

fenals

Customs and Border Protection’s research indicates that products 0 aéhuges of

merged steel enterprises include:

steel plate;

HRC;

narrow strip;

pipe and tube;

steel bars and rods;
steel wire;

CRC;

steelmaking and casting; -
mining, smeiting and proces/smg ofl n and
coking. S

Specifically in relation to p%\ktube )the sector that HSS falls within), Tianjin Pipe
(Group) Corp (TPCO is a |arg foduder of pipe and tubing in China that focuses
largely on Iarger-suzed oil pipe (nAn-HSS). However, the company's website indicates

that it is also a p

In addmon C to
shown t

Seat»on\’}\A\Tx i

hoerhi\s\t/n/f:\ural tube in the parameters of HSS 62

an} Border Protection notes that Baosteel, which has been
inthe structural adjustment of the Chinese iron and steel industry

elf a manufacturer of HSS.63

via merge and};qulsmons (see below and extracts from Baosteel's annual report at

X

59 Chmammmg org in 4 Steel Compames in Tianjin starts merger to form 20 miltion tonne giant,

€0 Bloomberg, China's Top 10 Steelmakers in 2010 Ranked by Production,
26/ching-s-top- 10-steelmakers-in-20 10-ranked-by-production-1abie- mi

(accessed 2/4/12)

{accessed 2/4/12)

61 China Steel Devetopment Research Institute, China Stee! Yearbook 2011, Beijing Metallurgical Industry Press. 2011
at page 19.

62 http://www.tianjinpipe.com/about-test.htm

63 g gi

played in I's Electric Resi! e Welded Pipe product catalogue. available at

hitpJ/tv.baosteel.com/web/pic/p-pdi/1103C0104.paf (accessed 6/4/12).
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GOC position

At Question 2.9(r)(i) of the GQ, the GOC was asked to describe how it had (if at all)
encouraged or requested mergers to take place amongst iron and steel enterprises in
China.

The GOC submitted:

The National Steel Policy sets out the vision for the future landscape of the
steel industry, consistent with the macro-economic goals of sustainability,
resource efficiency and land use. The GOC does not request mergers or
consolidations at the commercial level. In fact, the GOC has an /merest in the

maintenance of commercially desirable conditions in the /ndus m(he
point of view of sustainability, social objectives, infrastructure c and\ \
welfare costs to the community. The government itself does, r;o&dé min: the
situations of market for the purchase and sales of steel o ﬁS The QO does
not play a “commanding” role. Instead, the GOC's ro/e /s t\\tbp/cdagdm tion
level. Any mergers or consolidations would take p/a (porate level,
because the enterprises involved consider for them, /ves policy
environment that the government seeks is conducn)% the/)qevelopment in
that way.

Customs and Border Protection’s assessmefit \\ //

Despite the above submission of the GOC,.eV exists to indicate the GOC has
played a guiding role in the restructunp oﬂ irob-arfd steel industry through
enterprise mergers, and has closely mdnito! (he progress of this structural
adjustment.

Firstly, it is anecdotally ewden(/ from the\number type and entities involved in these
mergers that this consolidatio n l?ln fadtithe realisation of certain aims and objectives
of the macroeconomic pollc% Lhe OC (e.g. construction of the Caofeidian iron
and steel base,$* lhe'\teorgams tion of TPCO .85 and the concentration of production
capacity in the 'to emé\ rises88y That is, several GOC policies have specifically
stated that oertaienterp ses’will merge, and these mergers have in fact occurred.

Secondly, a\g! bléﬂd hce suggests that this structural adjustment has in many
cases b n pro éﬁ};nd in some cases led by GOC-owned and invested large
|ron and st | ent9 rises. Many of the larger-scale mergers that have occurred have
bee}\ thi the eonsolidation of SIEs and acquisitions by these enterprises (e.g.
Bae@tvee /WISCO Anshan Iron and Stee! (referred to in the above table as ‘Anben
Group.{Hebei Iron and Steel Group and Shougang Corporation).

Indeed, Baosteel notes its role as a leader of industry restructuring in its 2010 Annual
Report:

As one of the engines of domestic iron and steel industry, Baosteel has been
taking an active part in the reorganization of the industry in accordance with the
national policies on iron and steel industry. By way of various capital operation

64 An aim pf the 11" National FYP, the Revitalization Plan and the Outiine of the Eleventh Five-Year Plan for the
Economic and Social Development of Hebei Province.

65 An aim of the Revitalisation Plan.
66 Aim of the NSP.
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including acquisition, merging, and transfer for free, Baosteel has quickly enlarge
its production scale, and strengthened its comprehensive power, enhancing its
core competitive power.

[Emphasis added]

Note: in its assessment of Chinese HRC and narrow strip producers for the
purposes of its countervailing investigation into HSS from China, Customs and
Border Protection has closely examined Chinese iron and steel industry SIEs
and determined they are in fact ‘public bodies’ of the GOC, as evidence exists
to demonstrate the GOC exercises meaningful control over these entities.

Additionally, following observations made by General Steel in relation to i '"ahd\steel
industry mergers, noting the GOC's goals in relation to industry oonsoh tion, and its
actions to achieve this are noted: ;i

The central government has had a /ong-state\?goal toeq
domestic steel producl/on among the top en%}roduce’(‘{s by 2010 and 70% by

the end of 2011.68

s In 2007, the government held ﬂr)\n, lts resolve to consolidate the highly
fragmented domestic steel indust %oug coerced mergers and heightened
operating reggirgmemsﬁg v

[Emphasis added] \\\

Further, General Steéks Form 10K SEC filing for the period to 30 June 2009 observes
that ‘major mergers-and.acquisitions have been government-directed’.
\\ N\

Additionally ;ts“to demonstrate that the GOC actively monitors and
evaluates the rogr sS, dF'this industry consolidation, and feed this into further policies,
plans ant measu S (mcludlng outlining measures to be taken by the GOC to further

Sup| r\t{ nestru}turmg)

For: -gxa ple the Revitalisation Plan, at Section 1l C.3 observes the 'Significant
progre: §ooncemmg reorganization and integration’, noting:

Some super large enterprises emerged which are stronger in self-innovation of
technologies and in competitive edge in the intemational market, the capacity
of top 5 steel producers accupy 45% of national total, and the capacity located
along the rivers or in the coastal areas account for 40% or more of the national
total, industrial location remarkably optimized and pollution by steel makers in
key centre cities substantially decreased.

67 General Steel Form 10-K SEC filing for the period to 30 June 2009
68 General Steel Form 10-K SEC filing for the period ended 31 December 2010
69 General Steel From 10-K (annual report) SEC filing for the period ended 31 December 2007
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It is therefore considered that there is evidence to determine that significant
restructuring of the Chinese iron and steel industry has been (and is still) oceurring,
and that this is led by, monitored and encouraged by the GOC (and certain evidence
exists to display that this restructuring is in fact GOC-mandated and directed). Itis
considered that this restructuring has occurred as a result of factors other than basic
market forces (i.e. government influence).

Customs and Border Protection further notes the linkage between this industry
restructuring and the elimination of ‘backwards capacity’, as mergers appear to also
contribute to the elimination of backwards capacity (e.g. Tangshan Bohai Steel was
formed (after MIIT approval) by amalgamating 12 private steelmakers, and will
undergo ‘restructuring work’ and the elimination of ‘inefficient’ facilities tiy e-apd of
2012 ‘in accordance with the 2011-2015 steel industry development plaf‘releasad by
inistry’ 70 :
the ministry’ (MIIT). / \\ V

3.3.5 Export measures on coke \N / /-\Q.
The GOC has provided requested schedules of its import {d e%o t}dﬁs. and VAT
rebate rates for coal (including coking coal)’! and coke fro N July 2006 to 30 June
2011 (among other items). The GOC also provided n the:tot ﬁmpon and export
volume of these products for that period (though the\ OC dig\not provide import data
on HSS itself), as well as information on expo otaﬁ(_pg)licensing' and
restrictions in processing trade.

From this data, it is evident that, in the/@/%\\t?re ding'the investigation period, the
GOC imposed a suite of export measurps o1 ‘coke, key raw material in the
production of iron (which is a major inputgfo liquid steel, that is itself cast and used to
make HRC and/or narrow stn'p/)?' i

These measures included \\\\ /\)

e« export taﬁffs;({@ 72
e export quo 828 an/ae mpanying export licensing system (2009 — 2011).

Throughout this'Re! d?e GOC offered no VAT rebate on exports of coke from
China.

Ex;&tt{a%(\\\ W /

The\é{é\fof export tariff over time is summarised in the below table. ?

2011
2006 2007 2008 2009 2010 (January
- June}
Export
tariff (%) 0 5 25 40 | 40 40

70 piatts, China approves consolidation no 2 units into Tangshan Bohai Stee! Group, 9 February 2012, available at
www,olatss com (accessed 7 April 2012).

71 S code tariff classification 27011210

72 GOC response to the GQ, Question C3.5 and GOC response to the SGQ. Attachment 155.

3 Goc response to the GQ, Attachment 42.
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Further, the GOC had low levels of import duty (5%) on coke from 2006 to 2008. This
was eliminated in 2009 and remained at 0% for the rest of the examined period.

The GOC has explained the rationale behind the changes in export tariffs outlined in
the above table as being:

...to remove excessive incentive to produce and export “two high” (high energy
consumption and high pollution) products, in order to meet the ultimate purpose
of environment Protection.

Export quota and license

In relation to the export quota and license, as mentioned in Section 3.3.2 MOF\COM
issued the Notice Regarding Declaration Conditions and Procedure of 2009 Trade
Coke Export Quota in 2008. This document established an export quota fo(ooke)rom
2009 onwards (correlating with a large increase in export tariff fron‘r25% to 41{%)

These conditions provide that only enterprises that meet the Cokmg <mmance
Conditions can apply for an export quota for coke. The oondmons also btace further
restrictions on which enterprises can apply for a coke ex%o quota meet certain
product quality standards, be of a certain production $ize; hav-en ronmental
Protection measures, and position of certain levels { d types of insurance). The
conditions also set out application and appnoval/p\roceyesﬁr the coke export quotas.

In relation to the rationale behind the export qx}Q dn coke, the GOC has submitted
that similar reasons to those behind the)apr\t tar{/rﬁooke were also behind this
measure, and noted: \\/

Enterprises failing to conform to environment Protection standards, or to
honour common practices in promot/ng social responsibilities, may be denied
export quotas. {&

Over the year\s\Ihe aboye management approach has obtained achievements:
the growth . of ke indusi ry investment and production has slowed down, and

the Indu ‘hgs Iﬁ\ducgd its backward capacity and achieved upgrading of its

lnvestm ayd lnsttr/aI structure.

I(n\term\s Qeny/onmenta/ improvement, the effects have been obvious. In
P S\h nxi province, the dom/nant province of coke export and production, air
s Qja//ty has/ improved great/y

AN
Export Qeasures on coking coal

Customs and Border Protection notes that, during the period of 2006 — 2011, the GOC
also changed rates of import and export tax on coking coal as identified in the below
table.

74 GOC response to the SGQ, Question 25(a).
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2011
2006 | 2007 2008 2009 2010 | (January
- June)
mﬁ:fp(‘:/:;,s 0 5 5 10 10 10
t;"r;f';':/ss 3 3 3 0 0 0

As observed in Section 2.6.3, it is Customs and Border Protection understanding that
the practice in China is to import coking coal (which is seen to be imported in
substantial volumes in the GOC's provided import and export data), and convert this to
coke in China for use in domestic iron production. / \

dh

These import and export tariff rates on coking coal, though much lower.{l those,
noted for coke itself, appear to correlate with the GOC's shift to h \ort iff on
coke, whereby imports tariff rates on coking coal decreased as e iffs.on’coke
increased.

Traded volumes of coke and coking coal @

The export volume data for coke provided by the G C in |ts response has been
charted below.””

J>
Chinese Coke Export Volume (T)
— .
\
AN
N\
N\
\ O ol
N\, e .
N
2006 2007 2008 2009 2010 2011
<
=Y ——— ExportVolume (T)

Ch|r1$\se imports of coal over the same period (noting this data was provided for coal
collectWQ/y and not split into coking and other coal, though it is considered the general
trend of coal imports into China is relevant nonetheless):

5 goc response to the GQ. Attachment 42.
78 goc response to the GQ, Attachment 43
77 This data was pro-rated for 2006 and 2011, as the GOC was only asked to provide data from July 2006 - June

2011,
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Chinese Coal Import Volume (T)
e
/
/
_.Al - [, o
2006 2007 2008 2009 2010 2011 \
——— Import Volume (T) 4
T N
It is noted that China’s export volume of coking coal and the j timeof coke are

consistently much lower than the import volume of coking ofal an rt volume of
coke, which suggests the understanding that coking coal i Tporte and converted to
coke in country (rather than importing already ‘coked. reasonable.

i fﬁal s\

World Trade Organisation (WTO) Dispute 0?4;\595 and 398

China's export tariffs,’® and export quotas an |ng of coke (and other raw
materials) has recently been subject to agg g% ut efore a WTO Panel and then
the Appellate Body, the findings of w ha qée down in July 2011 and January
2012 respectively.

This dispute also involved objﬁlons to the setting of minimum export prices (MEPs)
for these raw materials.

h

Both the Panel and /}ppellate xy-(a peal on certain matters) found that these
Chinese measures we e WTO-intpnsistent, with the Appellate Body finding in
conclusion:

e B ly recommends that the DSB request China to bring its
measures n this Report and in the Mexico Panel Report, as modified by
!h Repo to'be inconsistent with China's Accession Protocol and the GATT
9 't\/nto 5;onform/ty with China's obligations thereunder, such that the "series

f measurés” do not operate to bring about a WTO-inconsistent result.”®

pa ular note is the fact that the Panel found that China had not demonstrated that
the appllcatlon of export restrictions on coke are justified pursuant to Article XX(b) of
the GATT 1994 (i.e. the general exception to allow parties to adopt or enforce
measures that are necessary to protect human, animal or plant life or health’ by any
contracting party of measures) — noting that the Panel found that the export duties on
coke were inconsistent with China's WTO Accession Protocol in any case and the
exception under XX(b) was not available in any case, hence the findings in relation to

8 Particularly Ihat from 2009 onwards.
€] Reports of the Appellate Body, China - Measures Related to the Exportation of Certain Raw Materials (AB201-5) at
363.
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export tariffs on this matter were made arguendo. This point was not appealed by
China to the WTO Appeilate Body.

Customs and Border Protection’s Assessment

Customs and Border Protection observes these measures on coke appear to be
consistent with the aims of the NSP to restrict exports of coke (see Section 3.2.1) and
the aim of the 2009 Revitalization Plan to Continue on policy orientation of controlling
export of “two high, one resource” and low value-added goods (see Section 3.2.3).

It is considered that the GOC's export measures on coke (particulariy from 2009

3.3.6 Subsidies in the iron and steel industry

Subsidies to HSS producers

During its investigation, Customs and Border Protection h: / premm . found that
HSS producers in China have benefited from 18 identmed erv9| dable subsidy
programs, while multiple other programs are still bel{ §ses!

The amount of benefit received under these pr ramsis beung assessed. However, it

is anticipated that the largest of these progra: ”the program that is anticipated
would have provided the greatest benefit taH rod cers) is Program 20, which
concerns the provision of steel raw maf rf’l§ (H narrow strip) to HSS

producers by state-invested enterpnse @}s eierred to previously as state-owned
enterprises) at a price that is considered*txbe Iess than adequate remuneration.

)
Other subsidies that have beqn/prellmmanly identified as being countervailable include
grants for research and d velo ent, brand excellence, hi-tech industry investment,
and holding specific patents %Ljsrtax reductions based on location and
enterprise type.

Itis reasonableto cE]snde{\??at least some of these subsidies will assist with the
implementatj n U macro-economic plans for the steel industry (e.g.
encouraging Ri-te @enterpnses and steel product research and development).

‘Upsueth\subsn ies
N

in a%@ to these investigated subsidies, Customs and Border Protection notes that
the tified GOC macroeconomic policies and implementing measures it has

examin %have made multiple references to the provision of grants, financial support
and other subsidies to enterprises in the iron and steel industry generally (i.e. including
‘upstream’ enterprises to HSS manufacturers) to assist with the implementation of
GOC policies and plans.

For example the Backwards Capacities Notice outlines that the GOC will strengthen
“fiscal support of backwards capacity efimination’ and support the transformation of
enterprises (science and technology upgrading). Further, the Revitalization Plan

80 These are the subject of a separate preliminary Customs and Border Protection report Preliminary Assessment of
Countervailable Subsidies. available on the public record.
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mandates the provision of grants to iron and steel enterprises for research and
development, cash flow management, and other reasons.

Although Customs and Border Protection notes evidence of these upstream subsidies
in the context of this assessment of market situation in China, it is not considered that
sufficient evidence has been found that suggests that there are reasonable grounds for
the publication of a countervailing duty notice in relation to these programs, as

required by s.269TC when initiating investigations into alleged programs.

Specifically, sufficient evidence has not been found that suggests:

» that these subsidies could reasonably be considered to be countervailable; or
« that benefit received under thee subsidies by upstream producer/s aspassed

through to HSS manufacturers. \ \ )
" T NN
For this reason, these subsidies have not been further investigated by Customs’and

Border Protection for the purposes of the concurrent oountervalhﬁ‘g\ 'ﬁ@apon

3.4 Further evidence of |mplementat|on |m act of GOC
policies k

Further to the above-outlined measures, Custo Ear\ Borde /\Protectlon has
encountered more general evidence that highlfghts the-ppo Ance, widespread
implementation, and mandatory nature of the! Gec policies. This is outlined below.

3.4.1 Implementation by SIEs <//

Customs and Border Protection observes rtlcle 36 of the Law of the People's
Republic of China on the State “Owned Assets of Enterprise,8' which requires;

industrigl policies, and. conducr’ feasibility studies according to the state
provisions; and-shall conc(yct a transaction on a fair and paid basis, and obtain
a reasoza JENAQ stderanon

[Emeas1 4{(1/3&

Publicl <z}(allal:hahkenoe displays that large Chinese SIEs in the iron and steel
sect/(r ve\goinr/:) with this Article, and play a leading role in implementing and
acfuevu) the aims of the NSP, the Revitalization Plan, and other GOC policies. In
parti @r Customs and Border Protection has observed the following remarks in
various. g\r}mual reports of Baosteel.

2006 Annual Report:

...in order to achieve the restrictive target of enerqy saving, consumption lowering
and pollution reducing, the Chinese government has promulgated a series of
policies and regulations, explicitly pointing out the direction and timetable for the
structural adjustment and elimination of the outdated capacity or the steel industry,
and it is becoming common understanding to realise the adjustment of industrial
layout by replacing the outdated capacity with the advanced capacity.

81 Goc response to the GQ, Attachment B27
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Baosteel firmly set up the scientific outlook on development, solidly implemented
the state's policies for the development of steel industry, adhered to the

ainable development, strictly controlled the investment scale, rationall
arranged the construction projects and optimized the investment structure. ..

2008 Annual Report:

In 2008, guided by Policies for Development of Iron & Steel Industry and Circular

China’s domestic ed; the strateqiccQa
deployment of major gteel enterprises has basically formed, optimizingthe
industrial layout; the technical equipment of these enterprises has bden dpidly
boosted, improving the mix of products; new development in obsoléfEcapacit
shutdown, energy conservation and emission reducti n as-be chieved.

2010 Annual Report: s \ \

///’ - \ i

As one of the engines of domestic iron and [ industry Baosteel has been

taking an active in the reorganization of the intjustry 0 rdance with the

national policies on iron and steel in By y ofVarious capital operation
isition, merging, and t [ h uickly enlarged

core competitive power.
[Emphasis added]

The extract from Baosteel's 206\8\;\nrﬁ| Repont, reproduced in Section 3.3.4, is also
.S

noted. \

These statements co\n\ﬁ(m that B‘;osteel, a leading enterprise in the Chinese steel
industry, a know| ma\)ufa\gtgr;?of HRC used by HSS exporters in manufacturing HSS,
and a manuf\aél rer f's\trpdural pipe and tubes itself (see Section 3.3.4), is aware of,
and actively iRjple nts{/éspects of the GOC macroeconomic iron and steel policies
(includin particigqt»o\{ﬁndustry restructuring through mergers, eliminating outdated
capaci %\ ckwards), and implementing environmental measures).

AN

Fﬁdpgr(" aosteél notes the restrictive nature of the GOC's policies, and the progress
that has been made ‘guided’ by these policies.

3.4.2 General influence on enterprises

Customs and Border Protection has also observed evidence (in addition to the above
Baosteel comments) that demonstrates the impact or potential impact the GOC
macroeconomic policies, plans and implementing measures can have on iron and
steel enterprises operating in China. It is noted that these are both potentially positive
and negative.
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General impact

The general impact of these GOC policies, plans and measures have on iron and steel
enterprises operating in China is observed by General Steel in its Form 10K Annual
Report filing with the SEC for the period ended 31 December 2010:

We face the risk that changes in the policies of the Chinese government
could have significant impact upon the business we may be able to
conduct in China and the profitability of such business.

The economy of China is transitioning from a planned economy to a market
oriented economy, subject to five-year and annual plans adopted by the
government that set down national economic development goals, Poligi f
the Chinese government can have significant effects on the ecofémi 5\\\
conditions of China. The Chinese government has confirmed that e\qono ’?:
development will follow a mode! of a market economy un socz/}lisn?i\ der
this direction, we believe that China will continue to strenbf@njl&eggﬁ mic
and trading relationships with foreign countries and pgisifess gevelopment in
China will follow market forces. While we believe that this treén e%i// continue,
i\A ch in policies

there can be no assurance that such will be the_cgs A\

the Chinese govemnment has been ihg economic reform policies for
approximately two decades, the-Chinése ge{?nem may significantly alter
such policies, especially in the’ v.ggt/ _Fachaﬁge in leadership, social or
political disruption, or other circumﬁc?s%ffecﬂng China's political, economic

and social climate // iy
{!

[Emphasis added] ‘\ ‘-\‘

~ .
This statement (which.is mirrored thorough General Steel's annual reports from as far
back as 2006) ingicat ‘the potential impact of GOC policies on Chinese iron and steel

enterprises ge{ra’lly B 9
entyl constraints

Impact of envu\ron

irquatft?)f‘ nvionfriental measures on its Chinese operations in its Form 10-K Form for

the\pg/n'}f ended 31 December 2010.
AN
We are subject to environmental and safety regulations, which may
increase our compliance costs and reduce our overall profitability.

General Steel haj/jlso made the following observations in relation to the specific

We are subject to the requirements of environmental and occupational safety
and health laws and regulations in China. We may incur tantial costs or
liabilities in connection with these requirements. Additionally, these regulations
may become stricter, which will increase our costs of compliance in a manner
that could reduce our overall profitability. The capital requirements and other
expenditures that may be necessary to comply with environmental
requirements could increase and become a gignificant expense linked to the
conduct of our business.
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[Emphasis added]

Impact of industry operating conditions, elimination of backwards capacity, and
consolidation

In its Form 10-K Form for the period ended 31 December 2010, General Steel made
the following observations.

On July 12, 2010, the Ministry of Industry & information Technology
Commission issued the Steel Industry Admittance and Operation
Qualifications. The new standard specified requirement for all aspects of steel
production, which include: size of blast furnace, size of converters, emission of
waster water, dust per ton of steel producmg, quantity of coal used/!oﬁe\ch

ualify potential acauisition targets // \/j

In its Form 10K filing for the year ended 3LD

noted: 7N
We believe the government wil/ ceqti’h&a\ nd likely strengthen, its industry
consolldat/on effort. A fr n\q\ eak r market players is removed

companies, such as our Longmen

Joint Venture.82

We be//e -3 I."at thé.go Jérnment will continue to strengthen its industry
consolith t(on effdrt s excess capacity from weaker market players is
nated capacity WI// be reassgng_d_ to steel companies which

[Emp/I'Ta\}isa q«_eg]'7
N .
3.5 \%oncluswn

After reviewing the identified GOC macroeconomic policies in relation to the iron and
steel industry, and related implementing measures, Customs and Border Protection
considers there is extensive evidence on the record to show that the GOC plays a
significant role in the iron and steel industry in China, through its various policies, plans
and implementing measures (including through the implementation of these policies by
iron and steel industry SIEs as public bodies).

82 General Steel Form 10-K filing for the period ended 31 December 2007.
83 General Steel Form 10-KQ filing for the period ended 31 March 2008.
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For ease of analysis, it is considered that these GOC influences can be broadly
categorised as follows:

measures to drive structural adjustment;

technological, efficiency and environmental development measures;
export restrictions on coke; and

subsidisation of encouraged practices and products.

PN =

In categorising the above, it is noted that there is some degree of overlap between

these categories (e.g. subsidisation is considered to be used to encourage

technological and efficiency development).

The likely impact of these measures, and whether they have created a* /a’d’(ét\\

situation’ is examined in the following chapter. \\
' /

Y

7
\/"\

%\\//
O
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|4 ASSESSMENT OF MARKET SITUATION

After identifying numerous GOC influences on the iron and steel industry, Customs
and Border Protection has undertaken an assessment as to whether it is reasonable to
consider that a market situation existed in the Chinese HSS market during the
investigation period, such that sales in that market are unsuitable for determining
normal value under s.269TAC(1).

41 Approach to assessment

In assessing whether a market situation has been created by government influence on
an industry, it is considered that several approaches may be open to Custgms and
Border Protection.

In examining whether a market situation existed in the Chinese HSS//rF\ke u/éé)ms
and Border Protection has focussed particularly on an economic absegsment of the
likely impact of these GOC influences on the determinants of SUp| SS,’and the
resulting likely impact on the price of HSS in China. K 0&

In doing so, the likely impact of these GOC influenc?or?ihe jznants of supply of
HSS has been outlined below in relation to each identified ca\t?gory of influence.

4.2 Economics of supply //

It is generally accepted that demand an su Iy S‘Q/gctors of a market for a product
influence prevailing prices for that prod

It is accepted economic analy sthatif a fac(pr that influences supply (other than the
price of a product) changes, thiwnll se a change in supply. A change in supply, or
a shift in the supply curve<can effect of:

e increasing supply, whuch causes producers to supply more products at any
given pnce of

. decreasmg stpIy\\\\wglch causes producers to supply less products at any
given:pfice.” "\

In each Gkthese s/he equilibrium price (the price at which the quantity demanded
equals Q@huantltysupplled) will be different to the price before the shift in supply.

Iti |$\ thné context that we explain whether the GOC policies and measures have led to
HSS pu\ces that are considered likely to be significantly different to what they would
have been without GOC influence in the iron and steel sector.

4.3 Determinants of supply

The supply of any given goods can be shifted by changes in the determinants of
supply. These determinants include:

the costs of the factors of production;
technology;

the price of related goods;

the number of suppliers in the market; and
expected future prices.
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It is considered that, of these determinants of supply in relation to HSS:

« the costs of the factors of production;
« technology; and
¢ the number of suppliers in the market

have likely been impacted by the GOC influences outlined in this paper.
4.3.1 Cost of the factors of production

The term ‘factors of production’ relates to the inputs of production of a good,.including
land, labour and capital goods. Y A

Itis generally accepted that if the price of a factor of production decréayes) upply/of
the product increases, while if the price of a factor of production i /cfeaseis_, ) 5’3 of
the product decreases. Ty
(& overdinde
It is considered likely that the impact of GOC influences haVe overalhincfeased supply
in the iron and steel industry - as discussed in Sectic}:-i}"\ g
TS

! A
4.3.2 Technology % \\\\ /;
o

It is accepted that changes in technology are~/ /d\/eée/\rmini-nté supply.

Generally, it is accepted that adoptio ne?v} gies enable producers to use
fewer factors of production to produo&g -whigh lowers the cost of production and
increases supply.

L

)
It is considered likely that the \ pact of GOC influences have increased the use of

more advanced ted\nology\\eq men},a"nd production practices in the iron and steel
industry and this has increass su\pply/— as discussed in Section 4.4.

433 Number'o\ S liers in the market

Itis acceptec(th<a<,\4fotz\>rt ings being equal, the greater the number of firms in the

market producn\ﬁ%\a the larger the supply of that good.

It is/cbﬁ§ig' ed @9Iy that the impact of GOC influences have decreased the number of
m rget pgrticnpants throughout the iron and steel industry (though this has not had the
effesgffreducing production overall, see further discussion at Section4.5.1).

4.4 Impacts of GOC influences
4.4.1 Structural adjustment

As noted in Section 3.3.4, significant evidence of the implementation of the GOC policy
of restructuring, re-locating and consolidation of the Chinese iron and steel industry
into larger, more favourably located enterprises has been observed. Further, evidence
that the GOC has implemented measures to eliminate redundant capacity in the iron
and steel industry has been observed.

Consequently, structural adjustment has been seen both in ‘upstream’ producers of
HSS raw materials (and the upstream inputs of these raw materials as well), but also
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in the Chinese pipe and tube sector and amongst enterprises that themselves produce
HSS and other pipe and tube products.

Furthermore, it is considered that the merging and consolidation of the iron and steel
industry is likely to be more widespread than those mergers listed in Section 3.3.4,
which are non-exhaustive listings. It is therefore considered likely that numerous other
iron and steel enterprises (including HSS manufacturers and other pipe and tube
producers) have undergone mergers and restructuring in line with these GOC policies.

it is considered that the effects of this structural adjustment for enterprises are likely to
include: ’

greater cost efficiency through the creation of economies of scale;” y
tax benefits; \
shifts in market share; -

improved profitability; / \ \7
improved research and development through oonsohdale
resulting improvement in production processes and ﬂ‘ de
product quality and output levels),

s increased administrative efficiency;

e improved ease of access to funds; and

» reduced number of competitors.

Many of these effects are considered to be b ef I for enterpnses involved, and the
industry overall. These benefits appe e\/ﬂﬂhe GOC aims and objectives
to:
...realize the industrial upgradln x@(elop the iron and steel industry into
an industry with /nternatlonal com, t:veness that may basically satisfy the
demand of the nat/ona/ economy and cial development in terms of quantity,

quality and varieties \\

as stated in the NSP.

Indeed, Customs- rder Protection notes General Steel’'s comments in its 10-K
filing for the pefi¢d ended 1’6écember 2007, and Form 10-KQ filing for the period
ended 31 Magch 20| (re‘}l:roduced in Section 3.4.2), that identify this restructuring and
shifting in cap eaker market players' to larger enterprises as an opportunity
for Genéra SteeK \/

N\
4/4.2/ echnolo/gical, operating efficiency and environmental development
asures

As outlined throughout this report, many of the GOC's macroeconomic policies and
implementing measures for the iron and steel industry focus on achieving goals of
technological advancement, increased industry efficiency (noting the overlap of this
with the above-mentioned mergers and restructuring) and environmental protection. In
many ways, these measures appear lo overiap (e.g. technologically advanced
machinery is also more environmentally friendly), so have been considered
collectively.

The impact of these measures on the iron and steel industry and the enterprises

operating within it are considered to be manifold, and are considered may have a
variety of impacts. Some likely impacts are outlined below:
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e increased efficiency through the use of more modermn equipment and
manufacturing processes (resulting in lower costs and increasing industry
competitiveness globally),

« decreased supply of certain materials and the need to use altematives (e.g. the
elimination of narrow strip mills in line with the Directory Catalogue will likely
decrease the supply of narrow strip and force HSS and other metal product
producers to use HRC or other altematives — which may itself require
technological upgrades, etc),

s increased capital expenditure (e.g. having to invest in new environmentally-
sound equipment or newer production technology),

o further consolidation of the industry as enterprises that do not meet
environmental, production capacity, or use of non-backwards production are
forced to close/merge with compliant enterprises; ™

« improved product quality; and \ \

« effects on decision-making of enterprises to comply with enﬁo}@\mert\a\!/
requirements. /

—7
While Customs and Border Protection considers that it is r’n‘o\fo vemments to
impose measures on their industries designed to protect thg dome: \,c and
international environment, it nevertheless considers measyres likely directly
impact the operations and business decisions of en rises, hacodts incurred by
these businesses, and subsequently their profits-gndfor selli? prices.

N
Indeed, Customs and Border Protection note{G{ﬁ?al Steel's comments in its Form
10-K Form for the period ended 31 De 0, whith notes the ability of GOC-
enforced environmental measures to siﬁnifi thy ct the business’ costs.
NS /:::::7
4.4.3 Export restrictions on Dcoke

Customs and Border Protectidn considars export restrictions on coke® are likely to
have acted as a strong baler tQ-expo $ of coke from China, as the competitiveness
of Chinese exports of coke ouldhave been seriously eroded by the export taxes and
lack of VAT export réate, and 't ability of enterprises to be involved in the export of

coke was restrai%

These barrie%e:\ﬁ/pf)-r\t, ould reasonably be considered to have an impact on the
_volume of cok X ried” which has been observed in a correlating significant decline
in exports of coke frohn'China, resulting in an increased supply of coke in China (see

S‘*f{?a R )

|n}u /th/ls increased volume of coke retained in China could reasonably be
consil eQ=,>d to have resulted in decreased prices.

Note: publicly available cost models (available at www.steelonthnet.com)
demonstrate that:

o the cost of coke represents a significant proportion (over 20%) of the
cost of cast steel (being first used to smelt iron, and this iron then used
to produce steel);

84 Particularly from 2009 onwards when export licensing, quotas and a significant increase in export tanffs were
imposed by the GOC (discussed in Section 3.3.5
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« steel represents the majority of the cost of HRC (the proportion of cost
for narrow strip will depend on the amounts of scrap used to produce
the billets that this strip is rolled from, though it is considered that a
significant proportion of this steel scrap will also be attributable to
coke), and

o verified information of Chinese exporters shows that HRC and/or
narrow strip represents in excess of 90% of the total cost to make HSS.

It is therefore considered that the cost of coke represents a significant
proportion of the cost of HRC, narrow strip, and HSS itself.

4.4.4 Subsidisation /
It is noted that Customs and Border Protection has found that Chlnese e rD f
HSS have been in receipt of numerous countervailable subsidies fry C,
that evidence exists to suggest that upstream suppliers of steel a; ste ena|s

have also potentially been in receipt of subsidies. \?

The likely impact of these subsidies on the iron and steel i dus sidered to be
diverse.

For example: <

o direct injections of funds into enterpriges res |n lower factors of
production being passed on to thef ersfy reduced selling prices;

s grants for research and devel n greater operating efficiency
through technological innovati ased product quality;

e GOC funds to assist with_the consdlidation and merger of enterprises (such as
those outlined in the Béckwards Ca i

adjustment of the industry ay\e potential impacts of this outlined in Section

4.4.1).

45 Impact ofvsupply-and price of HSS
In examining t sidered that a combination of the likely impacts of

GOC influe \inese iron and steel market are likely to have affected the
determl ms oksupflyHf HSS in China.

lad]ustment is likely to have impacted on the supply of HSS and hence the
pnce SS in the following ways.

Ik ly impact on each determinant
Stru tg

« Reducing prices of the factors of production of HSS including the price of HSS
raw material inputs due to increases in supply brought about in the HRC and
narrow strip market (as well as changes in supply of upstream steel, iron and
other raw material manufacturers).

« Improving the technology used by consolidated enterprises (including as a
result of consolidated research and development) and hence reducing the cost
of production and increasing supply.

¢ Increasing operating costs through the costs of compliance with environmental
standards and industry operating conditions which would likely decrease
supply (this influence would likely also have the effect of decreasing supply in
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upstream industries due to their own compliance costs, decreasing the supply
of HSS inputs and increasing the cost of these inputs)..

« Eliminating redundant capacity and consolidating production into larger,
merged steel enterprises. It is noted that, while this may, in terms of economic
analysis, be expected to decrease supply, this is not likely given the
circumstances — that is, the structural adjustment is aimed at eliminating
redundant and backward capacity and, while the shift of demand to larger
more efficient producers may have reduced the number of producers and
some overall capacity, it is unlikely to have resulted in significantly less
production and a decrease in supply.85 This is confirmed by statistics
published in the Steel Yearbook that demonstrate that both crude steel out put
and steel product output grew each year from 2006 to 2010 (approximately
50% and 70% in the period respectively).86 !

Technological, and operating efficiency measures are likely to increase /the
supply of HSS (and hence the price of HSS) through the eliminat of back
capacity and adoption of more technologically-advanced produ_ctib\(x sShATLES,

reducing the cost of production (both of HSS manufacturersy X" N&f?‘r HRC and
e@; S those
)

narrow strip manufacturers and in upstream industries, aff
pagted thetupply of HSS and the

industries as well).
throtigh the/impact of the reduced
— .
through effects of supply in

Export restrictions on coke are likely to have i
price of HSS through the reduction of input pri
price of coke on the supply of iron, and then gfl

steelmaking and casting, HRC and nazw»sg \du/ct n, then HSS itself.
Subsidisation is likely to have impactelt n@g f factors of production of HSS and

hence the price of HSS through:
£
y used-by HSS manufacturers, decreasing the cost of
ef@cting he supply and hence price of HRC and narrow
industries that are also likely to have received

subsidies),

. decreasi}at@%t\?nputs of HRC and HSS through the encouraged
struct adjustment fHRC, narrow strip, and upstream industry entities (see
abos(&nd’/\\

o directhyr ing,input prices of products at each stage of production if the
é\:iidie \\a\re\passed on by the recipient enterprises.

C 6m\s nd\ao‘r/&ar Protection therefore preliminarily determines that the price of
HSQ&W/{Z ina is likely to have been influenced by changes in the determinants of
supply.leading to increased supply and consequently lower prices in both the HSS
and upstream industries.

» improving the technol
production, as weltas
strip enterprises (anslu

4.5.2 Overall impact

Itis noted that some of these influences could-reasonably be considered to have
increased the price of factors of production and (in isolation) create a shift in the supply
curve to the left, which would likely have the impact of raising HSS prices. However, it

85 Refer to the comments within general Steel's Form 10-K tiling for the year ended 31 December 2007 (reproduced at
Seclion 3.4.2) that discusses the shifting of capacity amongst industry members

86 Supra, note 61 at p11.
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is considered that the majority of these GOC influences on the prices of factors of
production, and improvements in technology, would have resulted in an overall shift in
the supply curve to the right, resulting in a lowering of the price of HSS.

In noting the above, Customs and Border Protection has undertaken comparative
analysis of the domestic Chinese selling prices of HSS by exporters that have co-
operated with this investigation, and the selling prices of the co-operating exporters
from other investigated countries (taking into account product mix). In doing so, it has
been observed that the Chinese domestic HSS prices were consistently below those of
all other countries (with the exception of one pipe type from one Chinese exporter,
though this was not significantly greater than the price of similar pipe from exporters
from other countries).

While it is noted that this disparity may be due to several reasons, it is
this analysis correlates Customs and Border Protection’s assessme
in China are likely to have been suppressed overall, as outlined . - e

Customs and Border Protection observes that the changes j su HSS and
resultant impact on HSS prices have been brought about i a sng part by the
GOC influence within the iron and steel industry.

4.6 Conclusion — market situatio

Customs and Border Protection considers thgkthe. C ha xerted numerous
influences on the Chinese iron and steel ingus higttare likely to have materially

distorted competitive conditions within, i qus &?ﬁ(affected the supply of HSS,
hts grd matérials

HRC, narrow strip, and upstream pr

The impact of these GOC influghces on supply are extensive, complex and manifold,
and their resulting impact on the price gf HSS is not able to be easily quantified.
However, as discussed in‘Qec 2.3.3) it is not considered that the quantification of
price effects is necessary in %sjg&)he suitability of prices for normal value under
s.269TAC(1).

-

Customs and Q:ﬁ} tigri's analysis of the information available indicates that
prices of H /Cﬁln s& market market are not substantially the same (likely to be
artificially low Wuld have been without the GOC influence. Customs and
Border tectlo ders that GOC influences in the Chinese iron and steel industry
have- % rket situation’ in the domestic HSS market. such that sales of HSS
in, ﬁat market rénot suitable for determining normal value under s.269TAC(1).
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5 PROPOSED METHOD OF CALCULATING NORMAL
VALUE

After finding that there was a market situation in the Chinese HSS market that renders
domestic selling prices of HSS unsuitable for normal values under s.269TAC(1),
Customs and Border Protection must consider alternative methods for calculating
normal value.

As stated in Section 2.3, where normal values cannot be established under
$.269TAC(1) due to the existence of a market sntuahon nomal value may be
determined on the basis of a cost construction® or third country sales.®

Customs and Border Protection preliminarily considers that the GOC in%oex\\
outlined above, their likely affect on supply, and the likely resultant j Q:h priog's,
would similarly affect the selling prices of HSS by Chinese expoﬂ{s\ to third tries.
it is therefore considered that third country sales are not suitable Tardéternining
normal value -

calculated on the basis of a cost construction under /ZGQTA !! !la /

Consequently, Customs and Border Protection consid,
O{2HC

value should be

As noted in Section 2.3.2, this cost constructio /mus\t }aken in accordance
with the Regulations, which provide for an e reasonableness of
exporters’ recorded costs. [t is considered-thah e to nature of the identified GOC
influences on the Chinese iron and ste, r/a try\pa ular consideration will need to
be had to the reasonableness of costs LC HSS exporters.

Customs and Border Protectiop’s-dssessmeny as to costs reasonableness, and the
exact method of constructing formal V;Je under s.269TAC(2)(c) will be discussed in

the investigation's StatemeO\Qisen | Facts (SEF).

87 Section 269TAC(2Xc¢)
88 Section 269TAC(2)(d)
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