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1. GLOSSARY

Abbreviation/Term

Main Subijects (in order of selection and reporting)

Full Name

Hebei Steel Group

Hebei Iron & Steel Group Co Ltd (7] AbHX 4k 5 [ 5 PR A 1)

Baosteel Group

Baosteel Group Corporation (5 494 B4 R )

Shagang Group

Jiangsu Shagang Group Co Ltd (YT.75 V>R 4E 14 FR A )

Ansteel Group

Ansteel Group Corporation (¥8X4E 4123 7])

WISCO

Wuhan Iron and Steel (Group) Corporation (I ENEL (BEH]) 24 H])

Shougang Group

Shougang Corporation (&4 &2 &)

Shandong Steel Group

Shandong Iron & Steel Group Co Ltd (1l Z= 4Nk 4 14 TR 2 1)

Magang Group

Magang (Group) Holding Co Ltd (54 (LR AR A )

Tianjin Bohai Steel

Bohai Steel Group Co Ltd (N k4 B IR A 7))

Benxi Steel

Benxi Steel Group Corporation (AJZ40Ek (F£HD HIR T A )

Valin Steel Group

Valin Iron & Steel Group Co Ltd (i #2280 2k 4E B4 BR 5TAE A7)

Jianlong Steel Group

Beijing Jianlong Heavy Industry Group Co (b 5 2 % 5 T & [ 45 IR 23 7))

Fangda Steel

Fangda Special Steel Technology Co Ltd (Y176 J7 KAWk 4 B4 R 2 7))

Rizhao Steel

Rizhao Steel Holding Group Co Ltd ( H F& 4R &4 % 45 445 FR A 1)

Anyang Steel

Anyang Iron & Steel Group Co Ltd (% PN & 4E B4 BR TTAEA 7))

Taiyuan Steel

Taiyuan Iron & Steel (Group) Co Ltd (KJEMEk (FEHD) HERAF)

Baotou Steel

Baotou Iron & Steel (Group) Co Ltd (fu3kEk (LEHD AR LA F)

Hebei Jingye Group

Hebei Jingye Group (il AbAOILAE F145 IR 54T 2 7])

Jiuguan Steel

Jiuguan Iron & Steel (Group) Co Ltd (SR 4M 8k (LMD HIR (LA )

Zongheng Steel

Zongheng Iron & Steel Group Co Ltd (7] b B4Rk 45 [F1 45 PR A 7])

Dongbei Group

Dongbei Special Steel Group Co Ltd (ZILRFIRAIE I IR 571E A 7))

Tsingshan Group

Tsingshan Holding Group (7 11145 B4 F1 4 BR A 7))

Yongxing Special Steel

Yongxing Special Stainless Steel Co Ltd (7K 345 Rl AN 40 473 43 IR A =)

TPCO

Tianjin Pipe (Group) Corporation (40 42 B i 43 47 BR A 71)




Other Entities / Organizations Referenced in the Report (listed alphabetically, by abbreviation)

CBRC China Banking Regulatory Commission (7 [ 847V B HE 25 51 42)
CISA China Iron and Steel Association (7 [E X%k Tk 3 43)
CSRC China Securities Regulatory Commission (1 [E1IE 75 W5 B85 P 2% (71 4)
MEP Ministry of Environmental Protection (4 A E&H AT R 855 {47 #5)
MIIT Ministry of Industry and Information Technology ("4 A BRILATE Tk Al
& L)
MoF Ministry of Finance (F 4 A Bt AT [E I B
Ministry of Commerce of the PRC (4 A\ [ LA [F 7 45 3), formerly
MOFCOM known as Ministry of Foreign Trade and Economic Co-operation or
MOFTEC (Fh 4 N\ R ILFNE ST 4157 5 &5 S 5E)
MLR Ministry of Land and Resources (F1 4 A [ 4 5 5 #5)
NDRC National Development and Reform Commission (H# A\ R FE AN E FH 5 &
R D1 4%)
SAIC State Administration for Industry & Commerce ([ & T i 47 EUE HLER)
SASAC State-Owned Assets Supervision & Administration Commission of the State
Council (|E 5% B A7 5% 7= B #2251 2%)
SAT State Administration of Taxation (& 5 i 45 & /)
SSINA The Specialty Steel Industry of North America
Commonly Used Terms
RMB or CNY Chinese Renminbi or Chinese Yuan

US$ or USD

United States Dollar




2. EXECUTIVE SUMMARY

Comprehensive research was conducted to obtain available information and intelligence regarding the Chinese steel
industry, in this part specifically focused on government support. This is a summary of key findings.

Overview of the Industry

China has engineered remarkable growth in its steel industry over the past 20 years, producing over 822 million tons
in 2014, which accounted for half of the world’s steel production. The rapid growth has been both supported and
fueled by government subsidies and preferential policies, and this has led to enormous overcapacity in the industry
while also creating a highly fragmented domestic sector made up of many weak, inefficient, and heavily polluting
companies. But despite these trends and increasingly challenging market conditions for China’s steel producers, given
the importance of the industry to the economy, steel capacity is expected to continue expanding in the short term as
new production under construction comes online.

Specific Type of State Support Identified in the Chinese Steel Industry

e State support used by the Chinese steel industry includes: cash grants; equity infusions; government-
mandated mergers and acquisitions; preferential loans and directed credit; land use subsidies; subsidies for
utilities, raw material price controls; tax policies and benefits; currency policies; and lax enforcement of
environmental regulation.

e Pressure from international steel producers and the WTO has forced China to adjust how the government
uses subsidies and preferential policies; it has shifted away from unconditional cash grants, tax rebates and
protectionist price controls, to using these same tools to reform the industry into being more environmentally
and economically sustainable. The government seems to be using the economic slowdown as an opportunity
to restructure the steel industry, and will likely gear its support toward industry consolidation and
environmental improvements over promoting growth ahead.

Overview of Types and Amounts of Steel Subsidies Received by the Steel Producers

e The most common subsidies received by the Steel Producers have been a variety of cash grants and capital
infusions. Many have also benefited from tax payment subsidies and preferential loans. We note that several
of the Steel Producers have sizeable subsidiaries, some of which have directly received subsidies. It is further
noted that the amount of subsidies has generally been increasing over time, with a lower amount received by
the Steel Producers in 2008 compared to 2014.

o  Examples of subsidies received by a few selected Steel Producers are as follows:

o Hebei Steel Group: Reported to have received a total of RMB71 million in governmental subsidies
in 2014, in addition to RMB15 million as deferred subsidies. These included a large number of
subsidies for technology-related upgrading, and development and environmental protection. It also
had tax benefits, preferential loans, and energy and water subsidies.

o Ansteel Group: Reported to have received total government subsidies amounting to RMB385
million in 2014. In addition to many cash grants and capital infusions, the company has received tax
benefits and utilities subsidies each year. It has also benefited from other subsidies on land use and
loan interest.



o Shougang Group: Reported to have received a total of RMB655 million in subsidies from the
government in 2014, in addition to deferred subsidies amounting to RMB935 million. These
included cash grants and capital infusions, tax benefits and preferential loan subsidies, and other
subsidies on land-use and utilities.

o Valin Steel Group: Reported to have received total government subsidies amounting to RMB386
million in 2014. In addition to cash grants and capital infusions, it also received government support
in the form of tax benefits, land-use benefits and preferential loans.

o Jiuguan Steel: Reported to have received total government subsidies of RMB324 million in 2014.
These included cash grants and capital infusions, as well as loan interest discounts and land-use
subsidies. It subsidiary has also received cash grants and land-use benefits directly, including
through special funding for rental housing.

o TPCO: Reported to have received total government subsidies amounting to RMB5.4 million in 2014.
It received cash grants and capital infusions for various purposes such as market expansion,
technology research and transformation, and preferential loans and tax subsidies.

Most Commonly Used / Favoured Support at Different Levels of Government

e The most frequently seen forms of support in important national-level programs directed toward the steel
industry are cash grants, preferential loans and tax benefits. At the national level, subsidies have increasingly
been focused on environmental protection, energy-savings, technology upgrading, and industry consolidation
and restructuring. Government bodies and subordinate administrations often allocate cash grants via ‘special
funds’. The authorities usually publish a regulation of how each special fund should be managed and forms
of subsidies disbursement; funds should not be used for other purposes. However, review of the corporate
filings of China’s largest steel companies revealed that fewer companies have been receiving large subsidies
in recent years.

e The 12" Five-Year Plan (2011-2015) for the steel industry includes region-specific guidelines. For northern
and central areas the focus is clearly on restructuring the steel industry through M&A, removing obsolete or
unused production capacity, and upgrading technology. Industry development is still encouraged in western
China to take advantage of resources and to accommodate relocated production from the east. Border regions
meanwhile are encouraged to explore and utilize mining resources, energy and markets beyond China’s
borders. In relation to issues of overcapacity and environmental pollution in the steel industry, Hebei province
is especially important; it shoulders more responsibility for capacity reduction and has received more
subsidies for environmental protection from the national government than any other province.

e Local governments are required to implement the overall policies set by the central government. However,
there persists some parting between the central government’s policy directive and implementation at the local
level due to divergent interests of the local and central governments. While the central government wants to
reduce overcapacity, steel enterprises usually are responsible for much social stability in local areas, including
through providing employment. Subsidies from local governments can be divided into two categories: those
tied to special funds local governments budgeted to meet directives from central government, and other
subsidies directly from the local governments. The main forms of subsidies include loan repayment support
and cash grants for projects related to R&D, energy-efficiency and environmental protection.



3. INTRODUCTION

China has engineered remarkable growth in its steel industry over the past 20 years, producing just over 92 million
tons of steel in 1994! and over 822 million tons in 2014.2 Production has grown 68% from 489,712,000 tons in 2007,
and accounted for half of the world’s steel production in 2014.

China Vs. Global Steel Production
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Source: The World Steel Association3 based on statistics for 86 counties4

This rapid growth in China’s steel industry has been supported and indeed fueled by government subsidies and
preferential policies. China’s steel industry significantly contributes to the country’s GDP and steel producers are
among the largest taxpayers. In addition to being one of China’s ‘strategic industries’ underpinning growth, steel
production plays an important role in maintaining local employment rates, especially critical for a country with the
world’s largest population and whose government takes great effort to reduce (or suppress) public dissent. As a result,
it has long been common practice for the government to provide substantial support in the form of subsidies and
preferential policies.

Overcapacity Issues

This strong governmental support is also responsible for generating enormous overcapacity in the industry. Combined
with China’s slowing economic growth, and reduced real estate and infrastructure development, demand for steel has
weakened considerably, which has exacerbated the problem. Li Xinchuang, the president of China Metallurgical
Industry Planning and Research and Deputy Secretary General of China Iron and Steel Association, estimated that
China’s capacity utilization rate in 2014 was as low as 65.8%.5 It was not unexpected that 2014 saw the first contraction
in domestic steel consumption for almost two decades, with a fall of 3.4% from the previous year.

Due to the weakening demand, production is slowing. Crude steel production in China only grew 0.9% year-on-year
in 2014.7 Production has been falling in 2015; production dropped 4.7% year-on-year to 65.5 million tons January,®
and contracted month-over-month from January to February, March to April and again from May to June, according

1 https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-
2013/document/steel%20annually%201980-2013.pdf

2 https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-
2014/document/Steel%20monthly%202014.pdf

3 https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-
2013/document/steel%20annually%201980-2013.pdf

4 ibid.

5 http://www.wsj.com/articles/chinas-steel-demand-falls-1422526887
http://www.slideshare.net/informaoz/li-xinchuang-china-iron-steel-association

6 http://www.ft.com/cms/s/0/e8216b60-a152-11e4-8d19-00144feab7de.html#axzz3gQhGpBpS

7 https://www.worldsteel.org/media-centre/press-releases/2015/World-crude-steel-output-increases-by-1.2--in-2014.html

8 http://www.zacks.com/stock/news/165552/steel-production-shrinks-in-january-as-china-japan-slump


https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-2013/document/steel%20annually%201980-2013.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-2013/document/steel%20annually%201980-2013.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-2014/document/Steel%20monthly%202014.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-2014/document/Steel%20monthly%202014.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-2013/document/steel%20annually%201980-2013.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-2013/document/steel%20annually%201980-2013.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-annually/steel-annually-1980-2013/document/steel%20annually%201980-2013.pdf
http://www.wsj.com/articles/chinas-steel-demand-falls-1422526887
http://www.slideshare.net/informaoz/li-xinchuang-china-iron-steel-association
http://www.ft.com/cms/s/0/e8216b60-a152-11e4-8d19-00144feab7de.html#axzz3gQhGpBpS
https://www.worldsteel.org/media-centre/press-releases/2015/World-crude-steel-output-increases-by-1.2--in-2014.html
http://www.zacks.com/stock/news/165552/steel-production-shrinks-in-january-as-china-japan-slump

to data from the World Steel Association. Overall, crude steel production in the first half of 2015 declined slightly
(0.4%) from the first half of 2014.°

China's Monthly Steel Production in 2015
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Source: World Steel Association10
Industry Inefficiencies

Despite the steadfast support the industry has received, high levels of debt are pervasive among Chinese steel
enterprises. By the end of the first half of 2013, 86 large and medium-sized steel enterprises nationwide faced more
than RMB 3 trillion in debt, including RMB 1.3 trillion in bank loans. The entire steel industry had a debt ratio of
69.347%, which was very close to the critical line of 70% above which banks generally do not provide lending. At the
same time, these steel companies only realized a collective profit of RMB 2.2 billion. As many as 35 steel companies
had deficits, some with losses reaching 40%.* As of 31 August 2014, debt in the entire steel industry was still around
RMB 3 trillion, with the debt ratio passing 70%, according to data from China’s most widely-used statistics aggregator,
Wind Information. In particular, six listed steel companies had debt ratios surpassing 80%: Bayi Steel (J\—#%%),
Fushun Steel (3LI454N), Shaogang Songshan (FR4X#A111), Xining Steel (78T 4#4K), Valin Steel (f£2£4%%%) and
Chongging Iron & Steel (EEPCsi%E).12

A large part of the problem is that subsidies and preferential policies have created inefficiencies in the industry,
according to Liu Haimin (x1J#f# ), the deputy director of Metallurgy Industry Economic Development Center. This
has created a highly fragmented domestic sector made up of many weak, inefficient, and heavily polluting
companies.*

Changing Use of Subsidies

In spite of these trends, many analysts in the Chinese steel industry expect state support to continue, and even increase,
since it is still an important part of the Chinese economy.**

Research located recent examples of subsidies including cash grants and capital infusions, equity infusions and
conversions, government mandated mergers and acquisition, preferential loans and directed credit, discounted land-
use, subsidies for utilities, raw material price controls, tax policies and benefits, currency policies, and lax enforcement
of environmental regulations (please refer to the sections below for descriptions of these subsidies and policies).

However, we did not find any indication that the government has provided benefits to steel producers for the purchase
of domestically-made equipment and inputs since 2008, though it had been a tool that was frequently utilized prior to

9 https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-
2014/document/Steel%20monthly%202014.pdf

10 https://www.worldsteel.org/statistics/statistics-archive/monthly-steel-archive.html

11 http://www.chinairn.com/news/20130928/100956281.html

12 http://finance.china.com.cn/stock/bkjj/20140905/2657949.shtml

13 http://finance.sina.com.cn/chanjing/gsnews/20140820/041920062254.shtml

14 http://money.163.com/special/view377/


https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-2014/document/Steel%20monthly%202014.pdf
https://www.worldsteel.org/dms/internetDocumentList/statistics-archive/production-archive/steel-archive/steel-monthly/Steel-monthly-2014/document/Steel%20monthly%202014.pdf
https://www.worldsteel.org/statistics/statistics-archive/monthly-steel-archive.html
http://www.chinairn.com/news/20130928/100956281.html
http://finance.china.com.cn/stock/bkjj/20140905/2657949.shtml
http://finance.sina.com.cn/chanjing/gsnews/20140820/041920062254.shtml
http://money.163.com/special/view377/

that. The change in the use of this tool reflects how pressure from international steel producers and the WTO has
forced China to adjust how they use preferential policies to support the industry, shifting away from the unconditional
cash grants, tax rebates, and protectionist price controls that inevitably lead to anti-dumping disputes, and more toward
using these same tools to reform the industry into being more environmentally and economically sustainable (i.e.
providing support for technology upgrades, environmental protection programs, industry consolidation, etc.).

The government seems to be using the economic slowdown as an opportunity to restructure the steel industry.
According to Draft Steel Industry Adjustment Policy (2015), the state plans to restructure the large steel producers
and ultimately eliminate 80% of small, substandard steelmakers from the steel industry.*> The central government is
now seeking to decrease capacity; it seeks to cut up to 80 million tons of steel capacity and consolidate its ten biggest
steel enterprises so that they are responsible for 60% of China’s total steel output by 2017. In addition, the
government appears to be trying to make the steel industry more environmentally sustainable.’ It released a revised
Environmental Protection Law that allows for stricter enforcement of regulations and makes it more difficult for
pollution offenders to evade punishment.'® The government is allowing smaller, non-competitive steel mills to go out
of business and is administering closures of those that do not meet environmental standards.*®

Domestic Challenges, Focus Shifts Overseas

Amid weakening demand for steel both globally and domestically, Chinese steel firms are also facing price pressures
on iron ore imports. Since China has limited ore output, Chinese steel producers must rely on iron ore imports, making
them vulnerable to fluctuations in market prices. Despite slowing steel production in China, the price of iron ore has
been rising quickly over the last four months to August,? due to a decline in stocks of imported ore at China’s ports.
Although many analysts had forecast iron ore prices to moderate as steel production and demand for imports continues
to slow, 2 an explosion on 12 August 2015 that shattered one of China’s the most important ports in Tianjin, where
most iron ore imports come into China, has significantly disrupted supply.? This may mean continuing upward
pressure on iron ore prices.?® The Tianjin port is also extremely important for import and export of steel and domestic
steel transshipment; its steel throughput ratio accounts for 9.87% of the total nationwide.*

Furthermore, China’s central bank allowed a sharp devaluation in the RMB between 11-13 August 2015, which will
mean further price pressures on iron ore imports (while any benefits to exports will be tempered by weak global
demand). There is to date, however, no indication that the government will do anything to support the steel makers
with the increasingly expensive iron ore imports.

Despite the increasingly challenging market conditions for China’s steel producers and decreasing investment in the
sector, China’s Ministry of Industry and Information (“MIIT”) predicted in February 2015 that China’s steel capacity
would likely continue to expand in 2015 as new projects start operation.?® China is slowly reining in the expansion
that 20 years of incentives and preferential policy set into motion, by providing state subsidies to reduce capacity. But

15 http://www.96369.net/news/201503/channelid-14-columnid-34-329741.html

16 http://www.oecdilibrary.org/docserver/download/5js65x46nxhj.pdf?expires=1438830076&id=id&accname=guest&checksum=03BA1D21A07821807AD4
5DBF1C35DC3C
http://www.reuters.com/article/2015/03/28/china-steel-idUSL3ANOWUO2W20150328
http://marketrealist.com/2015/01/massive-overcapacity-plague-steel-industry-2015/

17 http://www.bloombergview.com/articles/2015-05-14/china-decides-big-steel-is-too-big

18 https://www.uschina.org/revised-environmental-protection-law-has-teeth-will-it-bite

19 http://www.cnbc.com/2015/03/22/stricken-china-steel-mills-look-to-state-to-ease-exit-strategy.html
http://www.bloomberg.com/professional/blog/chinas-tough-environmental-laws-drive-steel-mill-closures/

20 http://www.platts.com/news-feature/2015/metals/steel-raw-materials-pricing-analysis/index

21 http://www.reuters.com/article/2015/06/19/ironore-china-steel-idUSL3N0Z324J20150619

22 http://www.mining.com/shrinking-chinese-steel-market-will-drag-down-iron-ore-price/

23 http://www.wsj.com/articles/explosions-rocked-one-of-worlds-busiest-ports-1439482353
http://www.wsj.com/articles/tianjin-explosion-creates-logistical-hurdles-in-chinese-port-city-1439556345

24 http://www.sxcoal.com/coal/4216738/articlenew.html
http://www.platts.com/latest-news/metals/london/explosions-at-tianjin-port-delay-some-iron-ore-26 176906

25 http://www.reuters.com/article/2015/02/05/china-steel-capacity-idUSL4ANOVF43T20150205
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the government cannot stop production abruptly. It is intended that the new production lines to be rolled out in 2015
incorporate better technology, are more efficient, and have reduced environmental impact.

China is also looking to develop markets overseas. In 2014, it released its new “One Road, One Belt” action plan
aimed at creating fresh demand for Chinese goods by increasing trade and infrastructure investment, particular
focusing on Southeast Asia. Given these trends, it seems likely that the government will maintain preferential policies
and subsidies for the steel industry, though backing will be selectively applied to the enterprises the government favors
to remain in the market. Policy will be geared toward industry consolidation and restructuring over promoting growth.



4. DETAILS OF STATE SUPPORT IN THE PRC STEEL
INDUSTRY

This section of the report provides details of specific types of government support identified in the Chinese steel
industry, including descriptions of the subsidies and analysis of their usage based on comprehensive research. Specific
amounts of each subsidy received by selected steel producers are detailed in the subsequent section.

4.1. Cash Grants and Capital Infusions
Description of the Policy / Action

Cash grants and capital infusions are subsidies in the most conventional sense. They are essentially an injection of
government capital to provide support for steel companies’ commercial activities and specific programs that fit with
the country’s wider policy agendas, according to Chinese Government Subsidies to the Steel Industry, a paper released
by the Specialty Steel Industry of North America in 2007.26 As such these are the most direct form of subsidy that the
government uses to promote its policy initiatives in the steel industry.

The steel industry has been one of the largest beneficiaries of cash grants and capital infusions from the government
for many years. All levels of the Chinese government, from national to provincial and municipal tiers, provide this
type of subsidy. These subsidies typically involve financial support for technology innovation and commercialization,
technology renovation and upgrading, environmental protection (incl. energy conservation, pollution clean-up,
emission reduction, waste water treatment, desulfurization of gaseous exhaust), transformation and adjustment of the
industrial structure (e.g. M&A, relocations, compensations for enterprises leaving industries with high overcapacities),
employment and training (e.g. re-settlement of displaced workers, social security premiums, housing and amenities
for employees, maintaining staff levels), etc.?’

Examples of Usage in Recent Years

In 2014, Hebei Steel Group received a RMB 600,000 subsidy from the Ministry of Industry And Information
Technology for Deep Intergradation of Information Technology and Industrialization Funding (HF 4 A\ 3L A1 E T
AP AFIE BAL S BALAT TV A R B Rl 5 T ¥ 42) (“MIIT™).28 This subsidy was provided in the form of a cash
grant to encourage firms “to innovate any constructive means to support industrial transformation and development.”
This fund was in accordance with the Industrial Transformation and Upgrade Action Plan (2011-2015) and the
Industrial Transformation Upgrading Investment Guideline to subsidize domestic firms for innovation in e-
commerce.? When Hebei Steel Group, as well as Baosteel Group, Shagang Group, and Linggang Group, set up their
own B2B platforms, they were subsidized by the aforementioned cash grant for the innovation of e-platforms.°

In July 2012, the Ministry and Finance (“MoF”) and National Development and Reform Commission (“NDRC”)
issued the “Circular Economic Guiding Funding” (fE# £ F 5| 5 %% 4¢), aimed at improving resource utilization and
environmental protection, especially for recycling steel, nonferrous metal, precious metal, plastics, rubber and glass.3!
This policy was to be implemented by local governments. In line with this circular, the Wuhan Development and
Reform Commission (i ¥ & J& Al 2 %= 25 51 £5) and Wuhan Finance Bureau granted Wuhan Wuxin New

26 Prepared by Kelley Drye Collier Shannon
http://www.ssina.com/news/releases/pdf_releases/chinese_govt_subsidies0407.pdf

27 Taube, Markus. Assessment of the Normative and Policy Framework Governing the Chinese Economy and Its Impact on International Competition. Munich:
THINKIDESK China Research & Consulting, 25 June 2015 (“MES China Study”)

28 Hebei Steel Group Annual Report

29 http://www.miit.gov.cn/n11293472/n11293832/n12843926/n13917012/15474732.html

30 http://www.steel178.com/hxweb/newsAction.do?method=getWebNewsInfold&newsid=25372

31 http://jjs.mof.gov.cn/zhengwuxinxi/zhengcefagui/201209/t20120918_683365.html
http://www.whxhjj.com/news/732.html
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Construction Material Co Ltd (73 #7381 L 28 4475 PR /A /1) RMB 1,450,000 in Circular Economic Guiding Funding
in August 2014.%2 The funding was aimed at subsidizing projects related to energy-savings, pollution prevention and
retreatment, or carbon emissions. These would either a) be expected to save up to 1000 tons of standard coal or b)
involve total investment of at least RMB 10 million.

Developments and Trends in Usage

The Chinese government continues to provide cash grants to Chinese steel producers. The figures in the table below,
from a research paper released in 2014 that compiled data from China’s listed steel companies” annual reports, show
an upward trend nationwide in the number of listed steel companies covered by government cash grants from 2006 to
201234

Total # Of Listed Steel Total # Of Steel Companies % Of Listed Companies
Companies In The PRC Receiving Cash Grants Receiving Cash Grants

2006 29 24 82.76

2007 32 25 78.13

2008 32 29 90.63

2009 33 31 93.94

2010 33 32 96.97

2011 35 34 97.14

2012 35 35 100

The increasing number of listed companies receiving cash grants seems to reflect sustained government support for
the industry over the past several years. Except for the slight drop in 2007, the percentage of listed steel companies
receiving cash grants increased annually, showing that the government provided support to a growing number of steel
companies.

The number of listed steel enterprises that continued to receive cash grants after 2012 was not available, but more
recently, 2013 analysis found that the Chinese steel industry still benefitted from this type of subsidy.*®

Statistics about the total value of cash grants the government provides to the steel industry are unavailable, but direct
capital support to large companies appears to have grown overall since 2008. Hebei Steel, for example, received just
RMB 1,958,600 in cash grants in 2008, but RMB 70,346,400 in 2010. In 2012, the company received a total of RMB
171,900,800 in cash grants, and by 2014 it received almost four times that amount with cash grants totaling RMB
654,862,052.%8 In the first half of 2014, Baosteel, Xinxing Tube (%44 %) and Zhongqing Steel received government
cash grants of RMB 130 million, RMB 397 million and RMB 509 million, respectively.¥’

Despite this funding support, estimates from China Steel Association for the profitability of the overall steel industry
are low: 2.4% in 2011, 0.04% in 2012, 0.62% in 2013 and 0.9% in 2014.%8 Many steel enterprises appear to rely on
these government subsidies to counteract what would be an overall deficit in their actual operations. Moreover, the
government seems to have continued to prop up some companies with the largest losses. According to statistics from
China Steel Association, the top five loss-making steel enterprises in 2012 were Ansteel Group, Shandong Steel Group,
Magang Group, Ansteel Group, and Valin Steel Group, which recorded losses of RMB 4.38 billion, RMB 3.84 hillion,

32 http://info.glinfo.com/14/1120/09/E6FCF201ED7D8254.html

33 http://www.wuhaneca.org/view.php?id=13950

34 http://www.docin.com/p-903150620.html

35 Haley, Usha C. V., and George T. Haley. Subsidies to Chinese Industry: State Capitalism, Business Strategy, and Trade Policy. Oxford: Oxford UP, 2013.
36 http://data.eastmoney.com/notice/20150428/2eErX6ylczgtP8.html

37 http://www.chinaccm.com/22/20150401/2201_2554292.shtml

38 http://www.chinaccm.com/22/20150401/2201_2554292.shtml
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RMB 3.8 billion, RMB 3.5 hillion and RMB 3.46 billion for the year, respectively. Despite this, these companies
received cash grants in 2012 of RMB 442 million, RMB 77.9 million, RMB 70.18 million, RMB 63.39 million, and
RMB 365.02 million.3® That some listed steel companies continue to run a deficit despite receiving government grants
underscores their operational inefficiency.*

4.2. Equity Infusions and Conversions
Description of the Policy / Action

The Chinese government sometimes provides a direct cash injection or debt relief in exchange for equity in the
company, usually in the form newly created shares. In the case of equity infusions, the simplest form of support in
exchange for equity, the government simply “buys” more shares in a company as a way to inject capital. This
straightforward exchange of equity for cash seems to have occurred much less frequently in recent years, though
according to an investigation notice by the European Commission, they still occurred as of 2014.4

More typically the government will provide debt relief in exchange for these shares, which it usually does either by
requiring state-owned banks to forgive the debt*? or by arranging for non-performing debt to be transferred somewhere
else, such as asset management companies (“AMC”).** AMCs, although technically run independently of the
government (because one of their main purposes is to remove bad debt from local government financing vehicles and
SOES), are regulated by the CBRC.

As explained in a Specialty Steel Industry of North America (“SSINA”) paper, since steel companies are already state-
owned, the government is essentially just increasing the number of shares it holds in a company without changing its
ownership position in the enterprise. As such, an equity infusion or conversion is essentially a direct cash grant or debt
relief for the company; the only difference is the nominal exchange of equity.*

Examples of Usage in Recent Years

In May 2014, the state-holding enterprise Baotou Steel (Group) LLC announced that it was seeking investment for a
debt-to-equity swap amounting to RMB 830 million. The company is owned by the Inner Mongolian government
(73.77%), Huarong Asset Management Company (16.98%), Xinda Asset Management Company (7.05%) and Oriental
Asset Management Company (2.19%).45 Further research confirmed that the investment was made by Shanghai
Security Exchange in August 2014 and the investor was Inner Mongolia Baosteel United Steel Co Ltd (P4 5% & 44
NI B 13 A7 B 2 7] ) 28

According to a corporate announcement, Xinyu Steel Co Ltd (i &8Nk 345 BR /A &) converted the debt of RMB
2.76 billion into the equivalent amount of shares between 2008 and 2013. The debt-to-equity swap was approved by
China Securities Regulatory Commission and implemented by Shanghai Securities Exchange.*’

In May 2011, Hebei Steel was approved by China Securities Regulatory Commission to convert debt of RMB 3.8
billion into 3,741,822,429 shares and this was implemented by Shenzhen Securities Exchange *® While there is no

39 http://www.docin.com/p-903150620.html

40 http://www.chinabgao.com/info/79568.html

41 http://trade.ec.europa.eu/doclib/docs/2014/august/tradoc_152719.init.en.C267-2014.pdf

42 http://www.cecc.gov/sites/chinacommission.house.gov/files/CECC%20Hearing%20-%20WT0%20-%20David%20Horn%20Written%20Statement.pdf

43 http://english.caixin.com/2014-01-08/100626405.html

44 http://www.ssina.com/news/releases/pdf_releases/chinese_govt_subsidies0407.pdf

45 http://www.cfae.cn/pro/1399179524197976583303.shtml

46 http://stock.stockstar.com/notice/JC2014080700003113.shtml

47 http://www.chinairn.com/news/20130928/100956281.html
http://quotes.money.163.com/f10/ggmx_600782_1195430.html

48 http://stockdata.stock.hexun.com/2009_ggzydetail_000709_60237644.shtml
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information to confirm which entity / body bought the shares, it is assessed likely that they were acquired by the
government.

Developments and Trends in Usage

Since fundamental changes in the financial system in 1994, many SOEs have conducted state development projects
under “planned economic principals” with the support of capital loans, but the explosion of financial crises worsened
the economic environment. With the fall in exports and produce price slump, a number of SOEs started to face deficits.
To guide the enterprises through this difficult period, the State Council encouraged the SOEs to optimize debt structure
and launch debt-to-equity swap in 1999.49

According to statistics from the State-owned Asset Supervision and Administration Commission of Hebei Province,
a total of 28 SOEs in Hebei Province were approved to convert debt to equity amounting to RMB 17.5 billion in early
2000. Nationwide, 601 SOEs were involved in debt-to-equity swaps worth RMB 459.6 billion in 2000. These SOEs
included Tangshan Steel Group Co Ltd, Chengde Steel LLC, Handan Mining Bureau, and Feng Feng Mining Bureau,
amongst others.°

In more recent years, the equity infusion and conversions subsidies remain used in the form of support for corporate
expansion, restructuring, and debt-relief.5* Given the high levels of debt in the steel industry as discussed above,>? we
assess that it is highly likely that the government will continue to use equity-to-debt swaps in the future to mitigate
the growing debt. Also, given that the 2015 Draft Steel Industry Adjustment Policy Guidance emphasizes industry
consolidation,> debt-to-equity swaps are likely to be conducted in conjunction with mergers, favoring companies that
the government has selected to remain in the industry.

4.3. Government Mandated Mergers and Acquisitions
Description of the Policy / Action

As problems with overcapacity have become increasingly acute in recent years, so have the government’s actions in
response. The Chinese government has not just encouraged, but required mergers and acquisitions within the steel
industry.54

Since the government owns most of the large steel companies in China, it has the authority to orchestrate M&A and
industry consolidation through the State-owned Asset Supervision and Administration Commission (“SASAC”) and
its local divisions, which are responsible for oversight and management of all SOEs.5® To facilitate this policy, and in
return for consolidating, the government has administered cash grants, ordered the banks to give preferential loans,
and provided support by other means to its favored entities, according to comments the American Iron and Steel
Institute submitted to the Office of the US Trade Representative in September 2014 (“2014 AISI Paper”).%

Examples of Usage in Recent Years

In 2007, the Hebei government announced that it would accelerate the integration and consolidation of the Hebei
provincial steel industry due to excessive production capacity in the Chinese steel industry, according to Hebei

49 http://www.hbsa.gov.cn/YanlJiuZhongXin/2014-06-11-175212.html

50 http://www.hbsa.gov.cn/YanlJiuZhongXin/2014-06-11-175212.html

51 http://www.chinairn.com/news/20130928/100956281.html

52 http://www.chinairn.com/news/20130928/100956281.html

53 http://www.96369.net/news/201503/channelid-14-columnid-34-329741.html

54 http://www.96369.net/news/201503/channelid-14-columnid-34-329741.html

55 http://www.uscc.gov/sites/default/files/Research/10_26_11_CapitalTradeSOEStudy.pdf

56 https://www.steel.org/~/media/Files/AlSI/Public%20Policy/2014/AISI%20Comments%20Regarding%20Chinas%20WT0%20Compliance%20Final.pdf
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Economic Daily and a media report from Xiben New Line Stock. Specifically, the Hebei government planned to register
one new group company (namely the current Hebei Steel Group) by merging Tang Steel Group (JEF4¥#£[4]) and Han
Steel Group (HF#N£E [41).5” As Hebei Steel Group explained in the fund-raising account of its 2008 annual report, these
two companies had merged into the group and Hebei SASAC coordinated the merger.*®

Research identified seven major steel enterprise restructurings in 2014. Of these, four were in Hebei Province, one
was in Shanxi Province, one was in Sichuan Province, and one trans-provincial between Hebei and Ulanhot.>® Some
examples of recent mergers conducted to meet policy requirements and improve production capacity are provided
below, noting that as smaller players they would otherwise have been eliminated in the next three years:®

e In May 2014, Hebei Yongnian County Yongyang Steel Co Ltd (7] b7k 5 B K FE4N 2L 24 7)) merged with
another seven steel mills to establish Hebei Yongyang Tegang Group Co Ltd (J] 1t 7k 454 45 B BR 2
Al).

e In December 2014, Tangshan Guofeng Steel Company (& 1L [E =448k A 7]) led a merger with another nine
steel companies and established Tangshan Bohai Steel Co Ltd (JF 111408k A B2 7).

e In September 2014, Fanda Steel Group transferred 100% shares of its wholly-owned subsidiary Ulanhot
Steel LLC to Hebei Jingye Group LLC.

The government has also encouraged capable steel companies to seek opportunities in overseas markets. In 2012, the
National Development and Reform Commission (“NDRC”) approved Hebei Steel Group, China’s largest steel plant
by output, to acquire 19.9% shareholding in the Canadian iron ore miner, Alderon Iron Ore Corporation, and a 25%
interest in its principal asset, known as the Kami project.®* However, the government has also previously used its
influence to postpone mergers between local and overseas steel companies that were viewed to interfere with its plans
for the industry. For instance, Evraz Steel Group intended to purchase shares of Delong Steel Co Ltd (1% 884k A (R
2~ +]) based in Henan in January 2008, but the plan was postponed indefinitely by the local government due to
“concerns for the safety of the industry.” Another example is when the government barred a planned merger in 2007
between Mittal Steel Company and the Chinese Orient Group (4 /7 ££[41).%2

More recently, in 2013, Tangshan Iron & Steel (Group) Co acquired 10% of Switzerland’s iron and steel trader
JCDecaux Co. At the same time, there was a signing ceremony between the two companies for a capital agreement on
steel product exports worth US$1.2 billion. JCDecaux sold 30 million tons of iron and steel products through its global
sales networks.®

Developments and Trends in Usage

An enduring problem with China’s steel industry is that production is fragmented and distributed in a manner that
makes transportation and logistics difficult. By restructuring the steel industry, China seeks to improve efficiency in
the supply chain as well as strengthen new production capacities and eliminate companies with substandard production.
While the State Council began to encourage M&A in the industry with the 1997 the Reform and Development Action
Plan for State-owned Enterprises (51 1997 4 45 Al 2l 7 5 & Fe 1) & L), efforts to restructure the industry have
accelerated in recent years due to pressures from overcapacity in domestic steel production and the changing
international market.®

57 http://paper.hbjjrb.com/htm|/2008-06/12/content_24269.htm
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58 http://www.chinamoney.com.cn/fe/Info/10421777

59 http://www.steel178.com/hxweb/newsAction.do?method=getWebNewsInfold&newsid=25406
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61 http://www.chinaccm.com/8/38/3803/Content/2012/0709/380302_772099.shtml

2 http://blog.sina.com.cn/s/blog_4b1d9f8f0100d6va.html

3 http://www.chinadaily.com.cn/m/hebei/2013-03/22/content_16337336.htm

64 http://info.hktdc.com/report/indprof/indprof_060402.htm
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As of 2012, the ten largest Chinese steel producers accounted for just less than 50% of total steel production.®® The
Chinese government continues to encourage mergers and acquisitions within the steel industry and aims to have the
ten largest steel producers account for 60% by the end of 2015, according to the 12™" Five-Year Steel Program at Art
[11(111)6,% though this deadline was extended to 2025 when it became clear that the targets would not be met in time.®”

In addition to the 12" Five-Year plan, a draft of China’s Steel Policy released in March 2015 encourages mergers and
acquisitions in the industry to “form an industry structure of coordinated development between major leading
enterprises and specialized small and medium enterprises.” The pace of these mergers and acquisitions should be
“accelerated,” presumably with government support and supervision, according to the policy.®® Another steel policy,
the Steel Industry Transformation and Development Action Plan (2015-2017), expected to be published before the end
of 2015 by the Ministry of Industry and Information Technology (“MIIT”), aims to eliminate 80 metric ton/year steel
capacity in three years, encourage M&A, and eliminate substandard producers to reduce the number of steelmakers
from the current 2,460 to around 300 in the next three years. This plan also aims to maintain zero growth in energy
consumption and further reduce overall emissions.®

The focus of the government’s efforts to consolidate has been on an interprovincial level. The chart below shows the
regional distribution of M&A of steel producers from 1997 to 2014. M&A of transnational steel mills (in green)
account for 10%, trans-provincial M&A (in red) accounts for 38%, and interprovincial M&A (in blue) accounts for
52%.7° This indicates that more M&A activity in the steel industry has occurred within a given province rather than
between different provinces or on a national level.

B1 1997 2014 $HEAFERATELEREAEAETLHEFFNERL &

BEFAEAF
ff, 10%

HMBEFBEE
BawmTEASE f, 529
1, 38%

Source: CCID71 Steel Industry M&A Database 72

Hebei Province will likely be the focus for government-driven M&A activity over the next three years, given that the
province has the largest number of steel companies, many of which are substandard and privately owned. According
to Hebei Provincial Statistics Bureau, by the end of 2014, the province had over 700 steel companies, but of the 148
smelters, only 76 met the industrial standards.”

65 http://www.reuters.com/article/2013/01/31/china-steel-output-idUSL4ANOB02B020130131

66 http://www.china.com.cn/policy/txt/2011-11/08/content_23851410_3.htm

67 http://www.scmp.com/business/commodities/article/ 1744825/ beijing-extends-steel-sector-consolidation-10-years
68 http://www.steelnet.org/new/20150420.pdf

69 http://news.21-sun.com/detail/2015/06/2015062210020003919.shtml

70 http://www.ccidgroup.com/sdgc/5463.htm

71 CCID stands for China Center for Information Industry Development

72 http://www.ccidgroup.com/sdgc/5463.htm

73 http://www.steel178.com/hxweb/newsAction.do?method=getWebNewsInfold&newsid=25406


http://www.china.com.cn/policy/txt/2011-11/08/content_23851410_3.htm
http://www.steelnet.org/new/20150420.pdf
http://news.21-sun.com/detail/2015/06/2015062210020003919.shtml
http://www.ccidgroup.com/sdgc/5463.htm
http://www.ccidgroup.com/sdgc/5463.htm
http://www.steel178.com/hxweb/newsAction.do?method=getWebNewsInfoId&newsid=25406

4.4. Preferential Loans and Directed Credit

Description of the Policy / Action

The Chinese government channels financing to certain industries and enterprises that reinforce its policy directives
through the “Big Four” state-owned banks that dominate the banking sector, according to the 2007 SSINA paper.’ In
what has become known as “policy-driven lending,” loans are granted based on alignment with central or provincial
governments’ policy directives, rather than creditworthiness or other market-based factors.” This financing usually
comes at extremely low, non-market interest rates on non-commercial terms, and often shores up inefficient state-
owned companies, according to the 2014 AISI paper.”

From the perspective of global markets, many believe that this preferential financing has given the Chinese steel
industry an unfair advantage in the global market. Historically, China’s steel industry has been one of the largest
beneficiaries of this type of cheap lending, according to various trade complaints by the US and the EU.”"

Note that we include loan interest subsidies/discounts (essential government cash grants for the purpose of paying off
loans) in this category of subsidies in this paper. This is because loan interest subsidies effectively gives companies
reduced interest rates.

Examples of Usage in Recent Years

In March 2009, the Bank of Communications Shanghai Branch offered a loan of RMB 750 million to Baosteel Group
to purchase a 56.15% stake of Ningbo Steel Co Ltd (7 49%k A FR 2 &1).7 This was the first case of lending
specifically to support the government’s steel industry consolidation policy.

Also in 2009, Tianjin Steel Co Ltd (KA BR A 7)) received a RMB 43.9 million energy emission loan under
the “green credit” program. The loan period was five years and was supported by Industrial Bank, Beijing Bank,
Shanghai Pudong Development Bank and IFC.™

More recently, in 2014, the State Ethnic Affairs Commission (|E % %) granted Shougang Group a discount on
interest it owed on a loan worth RMB 12,791,400, and the Ministry of Commerce and Ministry of Finance allocated
RMB 13,183,809 in loan interest discounts for products imported, according to its 2014 annual report.&°

Developments and Trends in Usage

Both the State Council and CBRC issue documents to encourage or discourage bank loans. Based on analysis of
available reports, bank loans were encouraged between 2003 and 2007; became getting harder to obtain from 2008;
fell from 2010 to 2012; were discouraged at first in 2013 by the state council; and later in 2013 were encouraged if
relevant to merger and industry layout adjustment by CBRC.
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Reduced Use of Credit Loans for Expansion

In recent years, both state-owned and privately-operated steel companies have been finding it increasingly difficult to
obtain lending, much less preferential loans, due to the government restrictions on steel production capacity expansion.

e Between 2003 and 2007, steel companies, both privately-owned and SOEs, were prioritized when banks gave
loans.8!

e Credit loan grants became stricter starting from 2008.82

e From 2010 to 2012, loans borrowed by 50 steel companies listed in Shanghai, Shenzhen and Hong Kong
were respectively RMB 411 billion, RMB 326 billion and RMB 270 billion.®

e Areport dated 26 March 2013 issued by China Steel Industry Association reported that the CBRC demanded
that major banks should pay special attention to several high risk industries including the steel industry, before
lending, i.e. they should be more circumspect. One banking source said the head banks have withdrawn
authority from the branch banks in various local areas to provide credit loans to overcapacity industries and
energy-saving and emission reduction controlling industries.?

e InJuly 2013, the State Council issued a document to ban any kind of new credit loan and direct financing to
industries with serious overcapacity.®

e Since September 2013, it has been very difficult for both state-owned and private steel companies to obtain
credit loans.®

Loans for Environmental Protection

In November 2013, CBRC encouraged credit loans to steel companies if the loans were for mergers or environmental
protection.®

The government has meanwhile encouraged lending to the steel industry for projects related to environmental
protection and industry consolidation.® To align with government policies to upgrade industrial technology and
improve environmental protection, 21 banks had provided RMB 4.9 trillion in “green credit” by the end of June 2013
to support steel companies that reduced emissions and conserve coal and water.®® In 2014, although the Green Credit
Loan program was in place, it was not easy for steel companies to get loans.

In March 2014, CBRC issued “Supporting Industry Restructuring and Solving Overcapacity Guide Suggestion” to
CBRC branches and local banking industry financing institutions, to inform the banking industry about policy lines,
to enforce green credit loans and to support industry restructure.*

M&A Lending

Meanwhile, coverage and depth of lending for M&A transactions has also grown in recent years. To encourage
consolidation of the steel industry, in November 2013, the CBRC increased the lending period for M&A loans from
five years to seven years, according to Shang Fulin (i44&#k), the president of the CBRC.% According to statistics
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from China’s central bank, lending for M&A transactions in all industries had reached RMB 227.7 billion nationwide
by the third quarter of 2014.%2

Additionally, in March 2015 the CBRC revised the M&A Loan Risk Management Guidance for Commercial and
increased commercial banks’ quotas for M&A lending from 50% to 60% of the total transaction, as well as removing
red tape in the loan application procedures.®® Industry insiders commented that the M&A lending would mainly focus
on the modern equipment manufacturing, transnational programs, and industrial restructuring to reduce overcapacity.®

Apart from the “Big Four” state-owned banks, other banks have conducted M&A lending, including to the steel
industry. Citic Bank was one of the pioneers among domestic banks to receive approval for providing M&A loans,
and it has provided financing for over 80 M&A transactions including the merger of Shougang Group and Tonghua
Steel %

However, the banks were still very strict with loans to steel companies, according to a report dated in June 2014.% In
2015, bank loans for steel industry were over RMB 90 billion less than in 2014.%

4.5. Land-Use Subsidies

Description of the Policy / Action

There is no private ownership of land in China; all land remains the property of the state. While businesses can acquire
land-use rights and own buildings and structures on that land, the government ultimately owns the land and has the
authority to determine how it can be allocated. The Ministry of Land and Resources and its local Land and Resource
Bureaus oversee land-use registration and can grant land-use rights for a definite or indefinite period of time, this for
a price it sets or it allocates for free. Thus, the government is in a position to offer favored enterprises cheap prices for
land or even provide it for free, according to the 2007 SSINA paper.%

It is not possible to determine whether Chinese steel producers are paying market rates for their land, since there is no
market. However, there are instances of many steel companies having paid prices that are clearly artificially low.% In
addition, other forms of government support for land use include direct land-use subsidies, compensation for land use
expenses and relocation funding for example.

Examples of Usage in Recent Years

According to its 2010-2012 annual reports, Ansteel Group received land-use subsidies amounting to RMB 2,231,600
in 20121 RMB 2,231,600 in 2011,'%* and RMB 10,949,679 in 2010 from Anshan Municipal Government.1%2

As per its 2009-2013 annual reports, Shougang Group received compensation of RMB 44 million for land-use
expenses from Guohua Municipal Finance Bureau (k. i1 B /) in 2013.2%% In addition, it received reimbursements
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of RMB 16 million, RMB 5,112,640, and RMB 52,961,200 for land-use expenses in 2012, 2010, and 2009,
respectively.104

Developments and Trends in Usage

Due to stricter environmental protection regulations and urban development layout requirements, an increasing
number of steel mills have relocated to remote areas in the past few years. The government subsidies for relocation
compensation have become of growing interest to steel companies in China.1%

Alongside this development, it appears that steel companies continue to receive land-use subsidies, but through a more
convoluted process. The companies initially purchase land at a low price with special land-use subsidies, and they
subsequently transfer the land-use rights to their parent entity at a much higher price. Meanwhile the old facilities
located in the central areas would be developed for commercial use.1%

According to an announcement published in January 2013, Chongging Iron and Steel Group (E FK4X %k % 4])
(“Chongqing Steel”) purchased three land lots, No.CS-3-001, No.CS-3-005 and CS-3-006, situated at Jiangnan Steel
City (YLFa843%). The purchased land covered up to 1,063,200 square meters and the transfer price was RMB 494
million.1% However, in November 2014, Chongging Steel transferred a portion of this land, covering 659,271.7 square
meters, to Chongging Real Estate Group at a price of RMB 1,055,486,200. This doubled the 2013 transfer price for
half the amount of land.%®

A 2012 audit report also revealed that Chongqing Steel’s Jingjiang logistics base developed by Chongging Steel was
required to pay the full land-use taxes for the first three years upon receiving the land utilization certificate. However,
Jiangsu Jingjiang government agreed to refund all land-use taxes for the first three years in the form of “support
incentives.” When construction was completed, Chongging Steel was to pay the taxes in accordance with the
prevailing rules for the first five years after the facility was put into use, while Jingjiang government was to rebate 50%
of the land-use taxes as soon as the payments were submitted.1%

Although both the Plan for Economizing Land Utilization issued by the Ministry of Land and Resources in 201410
and Steel Industry Adjustment Policy (2015 revision)!!! prohibited providing land resources and reduced land-use
expenses in a veiled form, such as through subsidies, awards, and tax rebates, steel companies still seem to be
benefiting from land use at below-market-value prices.?

4.6. Subsidies for Utilities

Description of the Policy / Action

One way to provide sizable support to the steel industry indirectly is by enabling cheap use of utilities, particularly
electricity, since steel manufacturing is very energy-intensive.''® The NDRC sets guidelines for prices of most utilities,
including natural gas and electricity, and prices depend upon type of use (residential vs. commercial) and business
sector (e.g. agricultural vs. manufacturing).t** Also, local authorities control local utilities and have the authority to

104http://www.cfi.net.cn/p20100304000247.html
105http://news.hexun.com/2014-02-15/162171391.html
106http://epaper.stcn.com/paper/zqsb/html/epaper/index/content_578238.htm

107 http://money.163.com/13/0111/19/8KVBRSSU00253BOH.html

108 http://finance.ifeng.com/a/20141128/13315373_0.shtml

109 http://quotes.money.163.com/f10/ggmx_601005_1022018.html

110 http://www.bsteel.com.cn/bsinfo/jrgzgc/201406/t20140609_1531250.html

111 http://www.96369.net/news/201503/channelid-14-columnid-34-329741.html

112 http://finance.ifeng.com/a/20140607/12495079_0.shtml

113 http://www.ssina.com/news/releases/pdf_releases/chinese_govt_subsidies0407.pdf
114 http://www.wantchinatimes.com/news-subclass-cnt.aspx?id=20130515000080&cid=1102


http://www.cfi.net.cn/p20100304000247.html
http://news.hexun.com/2014-02-15/162171391.html
http://epaper.stcn.com/paper/zqsb/html/epaper/index/content_578238.htm
http://money.163.com/13/0111/19/8KVBRSSU00253B0H.html
http://finance.ifeng.com/a/20141128/13315373_0.shtml
http://quotes.money.163.com/f10/ggmx_601005_1022018.html
http://www.bsteel.com.cn/bsinfo/jrgzgc/201406/t20140609_1531250.html
http://www.96369.net/news/201503/channelid-14-columnid-34-329741.html
http://finance.ifeng.com/a/20140607/12495079_0.shtml

give certain enterprises preferential rates and deep discounts. While the Chinese government has allowed the market
to influence certain utility prices, such as thermal energy, it still controls electricity prices for industry and provides
discounts and subsidies in electricity and other utilities to the steel industry.

Certain favored industries, such as the steel industry, have long benefited from utility discounts, particularly in the
form of energy subsidies, according to a 2013 book Subsidies to Chinese Industry: State Capitalism, Business Strategy,
and Trade Policy, by Usha and George Haley.**

Examples of Usage in Recent Years

Steel companies have also received numerous specific subsidies for electricity use. For example, in 2014 Ansteel
Group received an electricity payment discount of RMB 68,433,528, rewards for electricity use worth RMB 3,769,794,
and incentive funding for industrial electricity use amounting to RMB 2,940,000, according to its annual report.**6
Also in 2014, Baosteel Group Xinjiang Bayi received an electricity price subsidy of RMB 288,593 under the name

“Ferrous Metal Processing Company Electricity Charge Discounts”.*

Developments and Trends in Usage
China has provided subsidies for coal, electricity and natural gas usage; coal subsidies in particular have been
significant. A report published in 2008 revealed that Beijing provided USD 15.7 billion in energy subsidies specifically

for the Chinese steel industry in 2007, which was an increase of 3.8% since 2000.%8

Figure 11. Provincial Subsidies to Electricity in Chinese Steel Production 2000 - 2007
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The Chinese steel industry has continued to benefit from these utility discounts in recent years, particularly in the form
of energy subsidies, according to the 2013 report Subsidies to Chinese Industry.?

The State Council, China’s highest-level government authority, has successively adjusted downward prices for coal-
fired power for industrial and commercial use in October 2013, September 2014 and again in 2015. This was preceded
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by the State Council’s issuance in December 2012 of guidance on deepening electricity-coal market reform, suggesting
that electricity prices be adjusted annually, based on the prices of coal.?* Then in 2015, Prime Minister Li Kegiang
announced that the price of coal-fire electricity would be decreased an additional RMB .02 cent /kwh.1?2

4.7. Raw Material Price Controls
Description of the Policy / Action

The Chinese government has employed macro-controls to keep the prices of main raw materials low. This has included
placing export restrictions on certain materials needed for steel production to ensure domestic supply is abundant;
prices are low as a result.*?®> Raw material prices are thus indirectly subsidized, and the steel industry can enjoy below-
market prices. Moreover, SOEs can essentially buy raw materials from each other at very low costs.1?*

While China has been required to discontinue some export controls by the WTO, price controls on raw materials to
the steel industry persist in the form of “export restraints and other measures,” according to the 2014 AISI Paper.'?

Examples of Usage in Recent Years

In 2012, the WTO ruled that China had been using export restrictions to control the price of certain raw materials,
including coke used for steel production, to the advantage of domestic industry and at the expense of global markets.
This decision concerned bauxite, coke, fluorspar, magnesium, manganese, silicon carbide, silicon metal, yellow
phosphorus and zinc, and many believe that China still conducts export controls for other raw materials.*?

According its 2013 annual report, in 2013 Shandong Steel Group received a fund for “2# Ore Body Mineral Resource
Protection Program” worth RMB 4,041,258 from the government, a compensation subsidy from the government for
mineral resource worth RMB 10,000,000, and a subsidy of prospecting project with RMB 8,965.%" In 2012, it received
subsidies in mining waste-related projects worth RMB 39,586, prospecting projects worth RMB 116,104, and “2# Ore
Body Mineral Resource Protection Program” worth RMB 1,058,933.1%

Developments and Trends in Usage

The raw materials for basic oxygen furnace (“BOF”) steel production (iron ore, coking coal, and thermal coal) make
up a significant portion of steel-manufacturing costs. According to research conducted in 2008, Chinese steel
producers’ costs were generally 20 to 25% lower than those of the American and European producers.?°

China has been forced to eliminate some export restrictions. As mentioned above, in 2012, the WTO ruled in favor of
a complaint that the US, EU and Mexico filed against China for their measures restricting exportation of raw materials
bauxite, coke, fluorspar, magnesium, manganese, silicon carbide, silicon metal, yellow phosphorus and zinc, thereby
elevating the prices of these raw materials on the world market while keeping domestic prices low.

Prices for some raw materials used in steel production have declined simply due to reduced demand from the steel
industry, as overcapacity and other macro factors have caused slower production. Julian Zhu, managing director of
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Asia Pacific Investment Research at the US bank Goldman Sachs, predicted in 2012 that China’s demand for key raw
materials such as steel and coal would moderate amid persistent overcapacity and weaker demand.*3! It was further
expected that the demand for the raw materials and iron ore would reduce significantly.*? Indeed the average global
price of iron ore dropped from USD 170 per ton in 2011 to USD 80 per ton in 2014.1* According to Shanghai
Securities News in April 2015, China may introduce a nationwide subsidy for local iron ore producers aimed at shoring
up slumping prices.!3

4.8. Tax Policies and Benefits
Description of the Policy / Action

The Chinese government at both national and local levels provides a variety of tax exemptions, reductions, and credits
which directly benefit the steel industry. China’s general industry policies mandate tax incentives for specified
industries, including steel. The Policy for the Steel Industry Development (4/%k /& R EER) (2005 Steel Policy™)
released by the NDRC in 2005 specifically encouraged the used of providing “tax refunds” to support the industry.*3
In 2009, an update to the 2005 Steel Policy released by China’s Ministry of Industry and Information Technology
(“MIIT”) called the Steel Adjustment and Revitalization Plan (‘“Revitalization Plan”) called for reimbursement for
export tax on steel, according to the 2014 AISI report.1%

China’s use of tax rebates on steel exports has led to strong objections from players on the global steel markets; they
argue that this does not comply with WTO rules.*¥” Although no official complaints have been raised to the WTO
regarding China’s tax rebate policy for the steel industry, China has responded to international pressure by scaling
back some of its export tax reimbursements. Still, the 2015 AISI paper contends that some export support still persisted
as of September 2014.1%

Examples of Usage in Recent Years

According to its annual reports, Hebei Steel Group received RMB 130,000 from the government in 2014 as a reward
for its considerable tax contribution.'®® In 2013, tax discounts worth RMB 24,873,105.67 were granted to the group.
In addition, Hebei Steel Group received RMB 50,000 in rewards for being a significant tax contributor in 2013.24

Baosteel Group Xinjiang Bayi also received various tax discounts from the government in 2014, according to its 2014
annual report. These benefits included tax exemptions worth RMB 571,200 received by the company, a government
reward for “advanced enterprise in paying tax” of RMB 250,000, and a reward of RMB 50,000 with the title of
“advanced group in paying tax”.14!
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Developments and Trends in Usage

Tax rebates occur across the categories of value-added tax, business tax, income tax, consumption tax, tariffs and
additional tax of education. As shown in the chart below, tax rebates accounted for a majority of total subsidies given
to listed steel companies between 2006 and 2011.142
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Upper line: Percentage of total government subsidies accounted for by tax rebates
Bottom line: Percentage of other subsidies
Source: 2006-2012 annual reports of listed steel companies

As shown on the above graph, the tax rebates were initially significantly higher than the percentage of other
government grants. But the government provided increasingly less support in the form of tax rebates on an annual
basis, so that the percentage of total subsidies from tax rebates converged with that of other types of support in 2011,
and dropped to just 30% of the total by 2012.

Most plate products in China do not attract any tax rebate,
apart from stainless plate or alloy steel plate
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As indicated in the above chart from 2014, many steel products did not benefit from tax rebates last year.'*® In January
2015, China removed the VAT rebate on exports of some boron-added steel products, including hot-rolled wire rod,
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bars, plate and narrow strip.*** These four products accounted for almost a third of total steel exports between January
and November 201414 China's removal of a tax rebate on boron steel exports signaled an end to the preferential
treatment that had allowed steel exporters to receive rebates of as high as 13% on their sales of boron-bearing steel
overseas. After ending the export-tax rebate on boron steel alloys, the China Iron and Steel Association entreated the
government to raise tax rebates for other high-value-added steel products to promote industrial renovation and
upgrades. 46

The Ministry of Commerce’s official list of products receiving tax rebates still includes exported steel products
containing element, for which companies received a 5% export tax rebate.*” This appears to be the last remaining
steel product to receive any sort of export rebate. Due to this, in 2015 an industry insider predicted that Chinese
steelmakers will begin to replace boron additive with chromium to continue to benefit from tax rebates, though the
cost of chromium is much higher than that of boron.43

4.9. Currency Policies
Description of the Policy / Action

The People’s Bank of China (“PBoC”), China’s central bank, controls the value of the RMB (or yuan) against the
dollar by purchasing US dollars (and securities) and selling RMB, or vice versa. Based on review of the CNY:USD
currency conversion rate, the PBOC kept the exchange rate at approximately RMB 6.2 per dollar from April to July
2015, and the widest range in fluctuation in the year prior and a half to August was a low below RMB 6.1 in January
2014 compared to a high of RMB 6.26 in March 2015.

Foreign government have been arguing for years that by keeping its currency artificially low, China makes its products
comparatively inexpensive on the global markets. While the US Trade Department did not label China currently
manipulator yet again in 2015, many argue that the Chinese steel industry in particular benefits from a weak
currency conjunction with all of the other supporting and beneficial policies, allowing it an unfair advantage on the
global markets.'>® However, China has actually been doing the opposite of devaluation of its currency for most of
2015. It has in fact been keeping the currency artificially strong, fighting against macroeconomic pressures to devalue,
given that this would likely provoke an international backlash, and potentially undo any benefits to exports. *>
Furthermore, China kept the currency high to prevent capital from flowing out of China.*%?

Despite this, on 11 August 2015, the PBoC finally allowed RMB to plunge 3.5-4% over the period of just a couple of
days, leading to criticism and also stoking fears about the overall health of the Chinese economy. The PBoC released
a statement that the yuan’s devaluation was aimed at making the currency’s exchange rate more ‘“market-
determined,”*% though there was media speculation the move was intended to boost Chinese exports or to help the
yuan become a globalized currency. However, this seems unlikely to boost Chinese steel exports, as global demand
remains low. Furthermore, the weaker currency means iron ore imports needed to make steel will become more
expensive. We note that the recent devaluation was a macro policy rather than a specific currency subsidy directed at
the steel industry.
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Examples of Usage in Recent Years

For many years, steel industry lobbyists, members of the US Congress, and other US government departments have
accused China of keeping its currency artificially low by hoarding foreign reserves, in order to give Chinese exports
an advantage over competitors. The general argument is that while China has allowed more movement in the value of
the yuan against the US dollar since 2010, it has kept the value of the yuan against other currencies under tight controls
by selling it and buying foreign reserves like the US dollar.’>* In April 2014, the US Treasury accused China of
“impeding” the market by accruing $510 billion in new foreign reserves to increase its total holdings by $3.8 trillion
in 2013.1%

Meanwhile, the US steel companies have long complained the value of the yuan was giving Chinese steel enterprises
an unfair advantage. For example, in 2013, the president of the American Iron and Steel Institute (a consortium of steel
enterprises) wrote a letter to President Obama asking him to address several issues related to the steel industry during
his upcoming meeting with Chinese president Xi Jinping, including a complaint that “China continues to engage in

systematic currency manipulation in order to gain an unfair advantage for its exports while curbing imports. %

Developments and Trends in Usage
As the possibility of the RMB becoming a global currency becomes more of a reality, China has made vague promises

to allow the RMB to float across a wider range.'>” And it has done so to a certain extent; as the below chart shows, the
RMB has gradually strengthened against the US$ from 2004 to 2014:%%8
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As shown in the chart, the yuan exchange rate against the US dollar has constantly devaluated since 2004, from 8.278
in 2004 to 6.20 in 2015.1%° Although the yuan has constantly come under criticism, the international community does
not currently label China as a currency manipulator. On 26 May 2015, the International Monetary Fund released a
press statement (no.15/237), stating that: “China has made good progress in recent years in reducing the very large
current account surplus and accumulation of foreign exchange reserves... While undervaluation of the Renminbi was
a major factor causing the large imbalances in the past, our assessment now is that the substantial real effective
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appreciation over the past year has brought the exchange rate to a level that is no longer undervalued..”*%° The
remarks indicated that the IMF no longer considered China’s currency to be undervalued.

Similarly, while the US Treasury has stated on an annual basis that China’s currency was “undervalued,” it has avoided
conclusively labeling China a “currency manipulator,”*®* particularly when the prospects of China joining the US-led
Trans-Pacific Partnership have been on the line this year.

China’s domestic steel export volume has increased year on year since 2009 as a result of policy support and
overproduction in the past few years.'6? The domestic Steel Export Volume from 2008 to 2015 (predicted value) is
shown in the graph below:83
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Shen Meng, executive director of Chanson Capital stated that the devaluation of China’s steel exports has indeed
played a catalytic role: "Devaluation will stimulate exports of steel, but we need to clearly understand that the steel
industry are among the industry, although part of its downstream sales strengthened by this, but most are based on
the premise of China's steel raw material obtained through imports, imports of iron ore is bound to be the impact of
devaluation, so devaluation of the steel industry can be described as advantages and disadvantages, and degree
sensitive steel prices on the international financial situation, despite drastic changes in control, is the key to deciding
the benefit or damage."*%*

As previously mentioned, China let its currency to suddenly drop in value, where it has stabilized at about RMB 6.4
to 1 USD since August 15, about 3.5% lower than it had been prior to the decline. It is important to note, however,
that prior to this devaluation, China had been keeping its currency artificially high, not low,'®® and the PBoC’s actions
are in fact responding to market pressures rather than working against them.® It is also important to note that while
the devaluation will help to improve competitiveness of Chinese products on global markets, it may not be much help
to steel exports, as global demand for Chinese steel remains soft. Furthermore, the devaluations means an increased
price on imports of iron ore need to produce steel, a problem that supply disruptions from the devastating explosions

at China’s port in Tianjin only serves to aggravate.5’
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4.10. Lax Enforcement of Environmental Regulation
Description of the Policy / Action

One of the ways the government has provided indirect support to the steel sector is by not strictly enforcing regulations
on environmental protection. While China’s central government has issued increasingly stringent environmental
protection policies, reaching the same level of standards as set by the US and European countries, these regulations
are not implemented or enforced at the local level. Industries favored by the government, as well enterprises that
contribute significantly to local economic development, have been spared. Steel production has become a fundamental
part of the economy in some areas, and therefore local officials take measures to protect them. 68

This problem persists due to inherent problems with the structure of the Chinese government and how these regulations
are enforced. There is an ongoing struggle between local governments, which need to maintain GDP growth and tax
revenue by whatever means necessary, and the state, which needs to show the public that it is responding to
environmental concerns.

Examples of Usage in Recent Years

An article released in January 2015 reported that Ansteel Group’s steel mill in Xinyang city (ZZ4N£E 4115 FH) received
complaints from local residents for discharging industrial wastes and polluting the air. However, the local government
and Environmental Protection Bureau allegedly did nothing address these public concerns. %

In 2013, an investigative journalist wrote an exposé about two polluting steel mills in Zouping county, Shandong
province. The journalist interviewed the director of a local Environmental Production Bureau, who claimed that he
was unfamiliar with the small steel mills. When the journalist presented evidence that two local steel mills were
polluting counter to standards, the official evaded responsibility by saying that this was not his concern. Checks with
the Zouping Development and Reform Bureau found no record that the steel mills even existed; therefore, the bureau
said they were unable to monitor production.’® A government official in the country claimed that the town is
economically dependent on the two steel mills and that was why local officials turned a blind eye to the problem.

Since lax enforcement of environmental standards is not something that is publically reported, there are most certainly
many other recent instances of lax enforcement of environmental regulation in the steel industry that are not available
in the public domain.

Developments and Trends in Usage

Although the central government has been making efforts to implement energy-saving projects and reduce pollution
and emissions, governments on the provincial and municipal level undermine this with weak enforcement of
regulations, allowing polluting steel mills to continue production to increase income from taxes and local GDP growth,
according to a 2013 investigative journalism article.1’* Despite the health consequences that the steel production
emissions have caused local residents, triggering public dissatisfaction, often little effort has been taken to enforce the
shutdown of the steel plants that do not operate according to environmental standards.
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An assessment by the Alliance for American Manufacturing (AAM) of environmental regulation concerning China’s
rapidly growing steel industry from 2013 documents China’s ineffective enforcement of pollution-control standards,
failure to use adequate pollution-prevention measures, and the resulting high levels of pollution.1’?

In some regions of China, less-developed cities with planned economies rely heavily on steel production for tax income
and GDP, even though their activity violates central environmental policies. The local governments play an important
role in business registration procedures and enjoy a certain amount of discretion in dealing with environmental issues.
Local Environmental Protection Bureaus responsible for enforcement of environmental regulations often have to
contend with other bureaus and local government officials with more authority and conflicting agendas, and often they
lack the capacity to implement and enforce existing laws. The results are substandard production, illegal emissions,
and disregard of the harm to the environment and public health.1"

In May 2014, China passed amendments to its Environmental Protection Law (“EPL”), which comprises of harsher
penalties for violation of environmental laws, allowing not just higher fines but closures of illegally polluting facilities,
and sanctions civil society organizations to bring public interest lawsuits on behalf of citizens. Equally important, it
holds local government officials more accountable for environmental practices of local businesses by making
performance-enforcing environmental policy part of their overall evaluations, and it gives provincial-level
governments freedom to enact additional regulations. While stricter execution of the EPL has been seen with the
passing of the amendments, and with greater fines and more closures and seizures of unlawful firms, it is still too early
to see what effect the revised law will have on the steel industry.17*

4.11. Benefits for Purchase of Domestic Inputs and Equipment
Description of the Policy / Action

China has provided tax reductions and other benefits to encourage the purchase of domestically-produced goods,
machinery and equipment. > Before China joined the WTO in 2001, enterprises that purchase domestically
manufactured equipment earned a refund on value-added taxes of business tax. Also, article 18 of the 2005 Steel Policy
encouraged Chinese steel companies to buy domestically-made equipment and only import equipment if domestically-
made equipment was not available.'® Foreign-invested enterprises (“FIE”) also were covered in the same program.
However, this policy was discontinued as of January 2008,'77 after the US raised the issue, along with other tax policies,
for dispute settlement with the WTO.

Examples of Usage in Recent Years

As China has stopped providing benefits to steel companies that use domestically-made equipment of support since
2008, no recent cases of this type of support were located. The two most recent cases found were from 2008, as
follows:

e In 2008, Shanxi Provincial Local Taxation Bureau announced that Changzhi Steel (Group) Co Ltd (K iA4%
PRAEH AT PR 22 w]) spent a total of RMB 34,710,700 on domestic equipment purchases and was entitled to
enjoy the equivalent tax credit for the corporate income taxes.®
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e In 2008, Guangzhou Shouteng Automobile Parts Co Ltd ()~ 5 B3R 4= 44 BR /A &) purchased domestic
equipment worth of RMB 4,762,000 in 2007 and received RMB 1,904,800 tax credits to balance out the
corporate income taxes.'”

Developments and Trends in Usage

Steel enterprises expanded their production capacities partly thanks to the favorable policies for purchasing
domestically-made equipment and inputs. Domestically-produced equipment not only saved costs but it also became
increasingly more advanced, benefitting from technology transfers (foreign enterprises and foreign invested
enterprises transferring technology to Chinese firms were exempt from business tax).*®° According to the regulation,
the investment in domestically-produced equipment that is in line with the state industry support and the equipment
costs can balance out the equivalent corporate income taxes.!8!

Comprehensive search of media sources and records did not locate any instance of continued use of this preferential
policy since 2008.
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5. TYPES AND AMOUNT OF STATE SUPPORT RECEIVED
BY THE STEEL PRODUCERS

Comprehensive research was conducted to obtain details of types and amounts of steel subsidies received by each of
the Steel Producers as detailed below. This information is largely obtained from the annual reports of the respective
companies, except where indicated.

5.1. Hebei Steel Group

Types of State Support Received

Between 2008 and 2014, Hebei Iron & Steel Group Co Ltd (FAldb49k4E B4 FR A &) (“Hebei Steel Group”) has
received a variety of cash grants and capital infusions, which include a large number of subsidies for technology-
related upgrading and development and environmental protection. The group has also benefitted from tax benefits,
preferential loans, and energy and water subsidies. Moreover, further to government-mandated mergers, Hebei Steel
Group has become the largest steel company China.

Amounts of State Support Received

Hebei Steel Group reports subsidies as either non-operational profit or defers them to a later accounting period.
Although these deferred subsidies are received during a given accounting period, they are recorded in a later period
for accounting purposes, and are therefore reported here as of year they were recorded. However, when deferred

subsidies are accounted for as non-operational profit in later years, this is not clearly indicated in the annual reports.

Total Amount of Subsidies Received

2014: Hebei Steel Group reported in its annual report that it had received a total of RMB 70,904,110.30 in
governmental subsidies that it recorded as non-operational profit. In addition, Hebei Steel Group also had deferred
subsidies amounting to RMB 15,043,460 that it did not record as profit in 2014.

2013: According to its 2013 annual report, Hebei Steel Group received a total of RMB 84,286,424 in government
subsidies (recorded as non-operational profit). The total amount of deferred subsidies in 2013 was RMB 46,113,461.96.

2012: The company reported receiving a total of RMB 33,997,323 in government subsidies, which was recorded as
non-operational profit in 2012. The annual report claims an even larger sum of deferred subsidies, totaling RMB
45,146,003.46.

2011: According to its annual report, Hebei Steel Group received a total of RMB 120,760,388 in governmental
subsidies (registered as non-operational profit). The total amount of deferred subsidies was RMB 40,017,208.

2010: The group reported receiving total government subsidies of RMB 52,772,008 in 2010. The annual report claims
deferred subsidies worth RMB 21,917,208.

2009: The group received a total of RMB 66,231,033 in government subsidies that was recorded as non-operational
profit. The total amount of its deferred subsidies by the end of 2009 was RMB 37,139,531.

2008: The group received a total of RMB 33,796,600 in governmental subsidies in 2008. The annual report did not
provide any breakdown of this total amount.



Comprehensive research identified the following state support and subsidies received by Hebei Steel Group since
2008, listed below in reverse chronological order by subsidy or support type. We note that Hebei Steel Group provides
very detailed information about the subsidies received, but does not give consolidated figures by subsidy type. Figures
were calculated based on information reported by Hebei Steel Group. All findings and calculations are based on Hebei

Steel Group’s annual reports and announcements unless otherwise indicated.

Cash Grants and Capital Infusions

Hebei Steel Group received the following cash grants from the provincial Finance Bureau, based calculations from
the annual report, as detailed below:

Cash Grants (RMB)

Type 2012 2013 2014
Coastal strong county awards (V7 R TTER AL
g Y (R AR TR 200,000 200,000 50,000

%)
Financial subsidy from Science & Technology

e . 6,215,000 N/A 5,000
Association Forum (FEHME 2 EK #K) /
National technology support plan (E 2 BH 32 #4t%i

1,602,000 N/A N/A

LIEK) / /
Provincial Finance Bureau steel research funds (544X 30.000 8395 502,628
B RHBFEE B BT 4R) ’ ’ ’
Steel Research (‘AT e 2 15 £ %) 125,000 914,485 170,445
Total 8,172,000 1,122,810 428,073

Also in 2014, the group reported various governmental subsidies in its annual report, with details listed below:

North District Heat Recovery from Circulating Cooling of Sintering Machine Engineering Project (1t [X a4k
WA A #THE): RMB 350,000;

Oxide pellets desulphurization project (S fLEk I Ai 5 H): RMB 32,500;

“Vanadium and Titanium Production Expanding And Reconstruction Engineering Project (YLK fd ™t
it TR H)”: RMB 377,622;

“Sinter Flue Gas Desulfurization Project (525 HLAHSBEHR LFE)”: RMB 172,059;

Oxide pellets funding (L fLER A1 B 5% 42): 5 million;

Steel Research Institute Industrial Upgrading (i %% 49 #F Bt 7= Mk 7+ 25 %L H ): RMB 14,134.91;

Steel Research Institute “Conversion of Low-Grand Coal to Ash-Free Coal Project (4XF [ %28 Ji B ) 4 75
IRIETH )’ RMB 122,263;

Technology Center Equipment Renovation Subsidies (57 AR HH 0 {3 28 152 4 58T s #h g 2%): RMB 300,000
Funding from People's Republic Of China Ministry Of Industry And Information Technology, Deep
Intergradation Of Information Technology And Industrialization (Y54 A ES AN E Tk Az BAL RS B
AR TV AR IR BE il L T 5% 4x): RMB 600,000;

“Sintering Flue Gas Desulfurization Project Subsidies (%45 ALAH S e i 5 H 114 Bk )”: RMB 3 million; and



e Frequency Control Project (24 i#:i# 1 H ): RMB 500,000.

In 2013, the group reported receiving various governmental subsidies for projects that it reported as non-operational
income, as detailed below:
e “Vanadium and Titanium Production Expansion and Reconstruction Engineering Project (§/L£k/™= i/ HE B
& TAEIH)”: RMB 545,455;
e  Steel Research Institute’s Industrial Upgrading (V&% 804 Be 7= Mk 2 ELH ): RMB 2,047,423.49
e  Steel Research Institute “Conversion of Low grade Coal to Ash-Free Coal Project (‘4X7ifF [ {528 J5 1 i1l % TG
KIETTH )”: RMB 100,000;
e North District Heat Recovery From Circulating Cooling of Sintering Machine Engineering Project (b [X %
SIS RICTFE): RMB 350,000
e  “High-Level Panel Of Automotive Cold-Rolled Product Development And Industrialization project (2%
AR A FLT AR ™ i R Sk AG)”: RMB 1.9 million;
e “Corrosion-Resistant Ship Plate For Large Oil Tanker R & D Projects (k24 1 sy it FH it Jig ek AR 9T ¢
i H)”: RMB 2.2 million; and
e “Information Technology R & D Project For the Integration Of Production And Marketing (F=#4 —&{5 &
W I H)”: RMB 5,380,000.

In 2012, the group reported other governmental subsidies for projects granted, according to its annual report:
e “Vanadium And Titanium Production Expanding And Reconstruction Engineering Project (SLEK= ¥
B A2 H)”: RMB 545,455;
e “Operating Subsidies For Online Monitoring Equipment (£ £k Vi % %3275 ¥M i) RMB 198,180; and

e  Steel Research Institute’s Industrial Upgrading (JE#Z4WA7E B 7=\l 25 &L H ): RMB 454,319.60.

In 2011, the group received RMB 50,000 from the Hebei Department of Industry and RMB 300,000 from the local
county government. Also in 2011, the group reported various governmental subsidies for projects that it reported as
non-operational income in its annual report. The details are listed below:
e Hebei Provincial Intellectual property funding (7i] b4 &K 742 2%): RMB 35,000;
e Subsidy for closing down retrograde production facilities from Financial Bureau: RMB 2,510,000;
e  “Vanadium And Titanium Production Expanding And Reconstruction Engineering Project (#LEKk™ 9 8
Mt TFEI H)”: RMB 500,000
e  “North District Heat Recovery From Circulating Cooling Of Sintering Machine Engineering Project Subsidy
(b X pegs A 44 LFE)” - RMB 350,000; and
e Online Inspection Financial Subsidy (7 £kl #hBh %% 43): RMB 198,180.

In 2010, the group reported receiving another RMB 500,000 subsidy for “Vanadium and Titanium Production,
Expansion and Reconstruction Engineering Project (§/LEk /™ i3 fE Bitids TR H ).

In 2009, the group reported receiving the following:
e Total grants of RMB 45,723,10182 was well as development funding of RMB 590,000 from the Luan County
government;
e RMB 50,000 as incentives for promoting famous brand products from the Chengde Municipal Finance
Bureau (7K i1 4 EU=)); and
e  Other non-specified governmental subsidies totaling RMB 797,933.

182 The announcement references are provided in its annual reports, namely Ji Jian Cai (2009) No.400 (#Jif & (2009) 400 %5 and Tang Lao (2009) No.7 (f#
%% (2009) 7 B).



In addition Hebei Steel Group has received cash grants and capital infusions for environmental protection projects, as

detailed in the table below:

Environmental Subsidies (RMB)

Type

2010

2011 2012

2013

2014

Sewage Disposal and
Waste Funds
(5 KA PR T 55 4)

17,941,667

5,291,667 359,470

491,590

244,697

Environment Protection
Funding A 55 LR 4 % T
Bt 4r)

1,025,000

11,125,000 359,091

159,091

5,110,140

Pollution Control Project
Grants
(IR Yeit BRI 42)

N/A

N/A N/A

37,200,000

41,424,216

Rewards Energy
Conservation and
Emission Reduction

(Y7 RETRHEI B Jih)

457,333

71,648,667 359,470

650,681

4,753,809

Total

19,424,000

88,065,333

1,078,030

37,850,681

51,532,862

Hebei Steel Group has also received cash grants and capital infusions for technology-related projects, recorded as non-
operational profit:

Technology subsidies (RMB)

Type 2012 2013 2014
Vanadium Technology 43,333 43,333.33 3,782,752
Steel Production and Technology 150,000 N/A 1,359,134
Technology R & D Project Grants 2,680,000 2,206,200 1,512,000
Energy saving technical transformation rewards 2,060,000 615,641.03 1,242,819
Total 4,933,333 2,865,174 7,896,705




Deferred cash grants

Deferred General Cash Grants ‘

Type 2013 2014

Financial subsidy from Science & Technology

Lo A - 35,000 30,000
Association Forum (1 RHME 12 Bk #K)
Provincial Department of Finance ‘giant plan’ 1491 675 1989047
funding (KO BT #+ 5T % B2 %) T o
Provincial Finance Bureau financial subsidy for
steel research institute (34T FBE RIS 24 L | 15,659 10,342
JTHRK)
‘Steel Research Institute’ industrial upgrading (i

N . 686,257 672,122

AR R H )
Steel Research Institute Construction funding (447 1 444 855 1970.798
B i 22 ) o o
Total 3,673,446 3,981,239

Some other governmental subsidies were deferred by the end of 2014, including “North Sintering Residual
Heat Power Generation Project (b [X 445 4 #4 & #1101 H )” worth RMB 350,000, “Oxide pellets
desulphurization project (%8 4L Bk [l i 7 H ) worth RMB 195,000, “Vanadium and Titanium Production,
Expansion and Reconstruction Engineering Project (§LEk~ i Rt id& R H ) worth RMB 377,622.38,
“Sinter Flue Gas Desulfurization Project (Fe£5 LA AR T#2£)” worth RMB 688,235, and funding for
“Steel Research Institute Conversion of Low-Grade Coal To Ash-Free Coal Project (B 4% 5T il £
T AT H ) worth RMB 277,737.

Deferred government subsidies by the end of 2013 include subsidies for the “North Sintering Residual Heat
Power Generation Project (b [X 45 R #k LITH )" worth RMB 350,000, “Vanadium and Titanium
Production, Expansion and Reconstruction Engineering Project (B4 it 4 At tftid TF25 H)” worth RMB
545,455, and the “Steel Research Institute Conversion of Low Grade Coal to Ash-free Coal Project (X 5%
ARAZ 5 ) 46 TE A BE T H ) worth RMB 400,000.

Deferred government subsidies by the end of 2012 include funding for” North Sintering Residual Heat Power
Generation Project (b X 5845 & # & I H )" worth RMB 350,000 and the “Vanadium and Titanium
Production, Expansion and Reconstruction Engineering Project (414K~ it it iftid 235 H)” worth RMB
545,455,

Deferred government subsidies by the end of 2010 induce subsidies for “North Sintering Residual Heat Power
Generation Project (JbIX ka4t 42 # & LI H )” worth RMB 4,550,000 and the “Vanadium and Titanium
Production Expansion and Reconstruction Engineering Project (§1%k = a3 GE 2éit TR 3% H )” worth RMB
500,000.



e Deferred government subsidies by the end of 2009, including subsidies for the “Cryogenic Residual Heat
Power generation Project” worth RMB 1,670,000, “North Sintering Residual Heat Power Generation Project”
worth RMB 2,240,000, and “North Blast Furnace Gas Power Generation Project” worth 8,010,000.

Deferred Environment Protection Associated Cash Grants (RMB)

Type 2009 2010 2011 2012 2013 2014

Special funding for
1,875,000 291,667 291,667 359,470 359,470 244,697

sewage treatment
Environmental

. 125,000 125,000 159,091 159,091 933,669
protection grants
Energy-saving
grant 15,700,000 15,700,000 62,500 3,270,242 4,897,935 4,473,551
rants
Total 17,575,000 16,116,667 479,166.66 3,788,803 5,416,496 5,651,917

Deferred Technology related Cash Grants (RMB)

Type 2011 2012 2013 2014
Vanadium Extraction Technology Innovation Funds 43.333 43.333 30.952
FRILEAR BRI 2 2%) ' ' '
Key Industry Promotion And Technical
Transformation Project (E s f= L3R M A4 AR & | 35,000,000 | 35,000,000 | 35,000,000 | 1,512,000
TiH)
Development And Application Of New High Strength
Steels, Steel Research Institute (XA B 5 B i 4N 1,070,866
T 5 1)
Total 35,043,333 35,043,333 2,613,818

Tax Benefits to the Steel Industry

e 2014: Hebei Steel Group received RMB 130,000 in tax rewards from the government.
e 2013: The group received governmental tax discounts worth RMB 24,873,106 as well as RMB 50,000 as

reward for significant tax contribution.

e 2010: Leting County Finance Bureau (5% £ W1 Et J5j) granted Hebei Steel Group a RMB 300,000 award for
being a remarkable tax contributor and the Shuangruan District Finance Bureau (XXX W E 7)) granted a
tax award for a land replacement deed tax worth RMB 1,694,800.

No deferred tax subsidies were reported in the annual reports of Hebei Steel Group.




Preferential Loans and Directed Credit

The company reported the following loan subsidies for” Vanadium and Titanium Resources Comprehensive
Utilization Conversion Project (BfLEk 55 5 25 & A1 FH Bl 1 H )

e 2014: RMB 270,833;

e 2013: RMB 406,250;

e 2012: RMB 406,250;

e 2011 RMB 312,500; and

e 2010: RMB 312,500.

The company also deferred loan subsidies for this project, as follows:
e 2014: RMB 270,833;
e 2013: RMB 406,250;
e 2012: RMB 406,250;
e 2011: RMB 312,500;
e 2010: RMB 312,500; and
e 2009: RMB 4,687,500.

Utilities subsidies

The group reported receiving the following energy and water price-related subsidies from the government, registered
as non-operational profit, based on calculations detailed below:

e 2014: RMB 4,880,867;

e 2013: RMB 4,595,525;

e 2012: RMB 9,558,725;

e 2011: RMB 56,795,542;

e 2010: RMB 438,041; and

e In December 2009, the group company received national financial subsidy of RMB 32.9 million in total on
“Energy Center Demonstrative Project Construction (FEJ5 H/Co7n I H 22 15)”, which was allocated to the
three main subsidies of the Group Company, namely Tang Gang (E4¥), Han Gang (HI4¥) and Cheng Gang
(74N), which received RMB 15 million, RMB 10 million and RMB 7.9 million, respectively. 8

The group also deferred subsidies for water and electricity expenses, as follows:

e 2009: RMB 937,500in water expense discounts and RMB 2,019,531.33 in electricity discounts;

e 2010: RMB 62,501 in water expense discounts and RMB 375,542in electricity discounts;

e 2011: RMB 62,501 in water expense discounts and RMB 375,542 in electricity discounts;

e 2012: RMB 81,250 in water expense discounts and RMB 197,232 in electricity discounts;

e 2013: RMB 81,250 in water expense discounts and RMB 197,232 in electricity discounts; and

e 2014: RMB 54,167 in water expense discounts and RMB 122,891 in electricity earmark discounts.

Government-Mandated Mergers

According to Hebei Economic Daily and media reports from Xiben New Line Stock, the Hebei government began to
ramp up integration of the Hebei Provincial steel industry in 2007 due to excessive production capacity. More

183 http://www.hebgtjt.com/showNews.jsp?id=33610
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specifically, the Hebei Government planned to register one new group company (namely Hebei Steel Group) by
merging Tang Steel Group (#4814 [4]) and Han Steel Group (HI#44E4]).1%* Based on a fundraising description of
Hebei Steel Group, Tang Steel Group (J#4X%E [4]) and Han Steel Group (HE49 45 [4]) were merged into the group, as
one enterprise solely funded by the State. Hebei SASAC managed the merger.'%

5.2. Baosteel Group

Types of State Support Received

Baosteel Group Corporation (F#4E H] A R 2~ &) (“Baosteel Group™) stopped publishing annual reports after 2008,
according to its official website. However, the group has four main subsidiaries, according to media reports: %
Baoshan Iron & Steel Co Ltd (= th#9Eki% r H FR A &) (“Baoshan Iron & Steel”),'®” Baosteel Group Xinjiang Bayi
Iron & Steel Co Ltd (‘44 A58 )\ —4WE A FR A7) (“Xinjiang Bayi”),'® Ningbo Iron & Steel Co Ltd (‘734X
LA R A 7)),189 and Baosteel Group Guangdong Shaoguan Iron & Steel Co Ltd (4R iR N A IR A
7]).1%0 Comprehensive research was conducted into the government subsidies of Baosteel’s two largest subsidiaries,
Baoshan Iron & Steel and Xinjiang Bayi as representative of the subsidies the group has received.

Baosteel Group received a number of cash grants and capital infusions from 2008 to 2014. In addition, it also received
government support in tax benefits, utilities, land-use rights and preferential loans and directed credit.

Amounts of State Support Received by Baoshan Iron & Steel

Comprehensive research identified the following state support received by Baoshan Iron & Steel since 2008, listed by
subsidy type in reverse chronological order.

Total Amount of Subsidies Received

2014: Baoshan Iron & Steel reported in its annual report that it had received a total of RMB 637,191,272 in subsidies
from the government that it recorded as non-operational profit. In addition, the company also had deferred subsidies
amounting to RMB 1,268,675,356.46 that it did not record as profit in 2014,

2013: Baoshan Iron & Steel received a total of RMB 391,903,997 in government subsidies that it recorded as non-
operational profit, according to its 2013 annual report. The total amount of deferred subsidies in 2013 was RMB
1,218,672,931.60.1%

2012:1% The company reported receiving a total of RMB 698,766,382 in government subsidies which recorded as
non-operational profit in 2012. However, no specific terms of these subsidies were revealed in annual report.1%

184 http://paper.hbjjrb.com/html/2008-06/12/content_24269.htm
http://www.xbsteel.com/xbsite/html/2009-04/76735.html

185 http://www.chinamoney.com.cn/fe/Info/10421777

186 http://www.csteelnews.com/sjzx/tjsj/gnsctj/201502/t20150203_272810.html

187 http://bg.baosteel.com/

188 http://www.81steel.com.cn/

189 http://www.ningbosteel.com/index.asp

190 http://www.sgss.com.cn

191 http://tv.baosteel.com/ir/pdf/report/600019_2014.pdf

192 http://tv.baosteel.com/ir/pdf/report/600019_2013.pdf

193 For the years preceding 2013, we do not disclose the deferred profits from government subsidies the company received.

194 http://tv.baosteel.com/ir/pdf/report/600019_2012.pdf
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2011: According to the company’s 2011 annual report, it received a total amount of RMB 485,817,570 in
governmental subsidies which registered as nonOoperational profit. However, no specific terms of these subsidies were
revealed in annual report.%

2008 to 2010: Baoshan Iron & Steel reported that it received government subsidies of a total amount RMB 507,705,701
in 2010; RMB 221,670,980 in 2009 and RMB 221,671,000. No specific items were reported in the annual report.

Cash Grants and Capital Infusions

All grants were reported in annual report we located on the company’s official website®®, unless otherwise indicated.

In 2014, Baoshan Iron & Steel reported receiving the cash grants and capital infusions listed below:

e Compensation worth RMB 30,465,912 for demolishment and relocation.

e “Foreign Economic and Technical Cooperation Special Fund” worth RMB 256,660,000 received.

e  “High-tech Achievement Fund” worth RMB 65,611,888.

e Agovernment subsidy related to technology transformation assets for preceding year worth RMB 47,015,363
was accounted into non-operating profit.

e The government also issued a finance subsidy to the company for employee’s professional training which
worth RMB 31,503,257.

e  Other unspecified cash grants worth RMB 205,934,870.

The group received the following cash grants in 2013, according to its annual report:

e RMB 59,921,691 subsidy recorded as “High-tech Achievement Fund” in the 2013 annual report.

e The company received a compensation for demolishment and relocation of RMB 59,876,337.

e Asubsidy of technology transformation assets for preceding year for RMB 44,059,169.

e Government issued a financial fund especially for land infrastructure construction to the company with RMB
30,756,648.

e  For environment protection purpose, the government issued RMB 11 million to the company to control waste
gas pollution.

e  Other unspecified cash grants worth RMB 186,290,150.

Amounts of State Support Received by Xinjiang Bayi

Comprehensive research identified the following state support received by Xinjiang Bayi since 2008, listed by subsidy
type in reverse chronological order.

Total Amount of Subsidies Received

2014: Xinjiang Bayi reported in its annual report that it had received a total of RMB 79,415,229 in subsidies from the
government that it recorded as non-operational profit.1%

2013: Xinjiang Bayi received a total of RMB 80,812,397 in government subsidies recorded as non-operational profit,
according to its 2013 annual report.1
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2012: Xinjiang Bayi received a total amount of RMB 44,644,724 in government subsidies, which it recorded as non-
operational profit in 2012.1% For this year, all the information came from the company's 2012 auditing report.

2011: Xinjiang Bayi reported in its auditing report that it had received a total of RMB 78,104,178 in governmental
subsidies which recorded as non-operational profits.2%

2010: Xinjiang Bayi received a total amount of RMB 52,119,208 in government subsidies, which it recorded as non-
operation profit in 2010 auditing report.20

2009: According to Xinjiang Bayi’s 2009 auditing report, Xinjiang Bayi received a total of RMB 32,810,784, which
is recorded as non-operational profit.2%2

2008: According to Xinjiang Bayi’s 2008 auditing report, Xinjiang Bayi received a total of RMB 11,826,278 recorded
as non-operational profit.2%

Cash Grants and Capital Infusions

All grants were reported in Xinjiang Bayi’s annual report, unless otherwise indicated.

In 2014, Xinjiang Bayi reported receiving the cash grants and capital infusions listed below. We note that due to the
volume of cash grants found, only grants valued at more than RMB 5 million are included below:
e The company received capability-building grants for import trade enterprises with the amount of RMB
15,570,000.
e The government issued freight allowances of RMB 15,328,204 for the company.
e The financial allocation which was deferred in preceding year has been accounted in 2014 with the title of
Bayi Iron & Steel Co Ltd infrastructure construction project of RMB 8,619,999.
e “2013 Industrial Company Pollution Source Abatement Fund” was received by the company with RMB
5,890,000.
o Government rewarded the company in obsolete outdated industrial capacity with RMB 5,610,000.

The company received the following cash grants in 2013, according to its annual report (only subsidies over RMB 5
million listed):
e  “2012 City Additional Charge” of RMB 5,160,000 was returned by Urumqi Treasury Payment Center (4
] ZE A H o) in 2013,
e A central finance reward fund for energy-saving technology transformation on “combined heat and power
phase-2 project” was received by the company with the amount of RMB 9,769,666.
e Another central finance reward fund for energy-saving technology transformation worth RMB 13,823,250
received by the company.
e Government issued grants for afforestation and road maintenance to the company with 18,658,113.

The company reported receiving the following cash grants in 2012 (only subsidies over RMB 5 million listed):
e  Government subsidies for import capability-building of RMB 10,073,800 received by the company.
e Subsidies of autonomous region trade imports and rewards of exports worth RMB 11,875,800.
e A compensation of “Coal to Gas” worth RMB 1,120,000 received by the company.
e “2006 Geological Exploration in Coal Mine Special Fund” issued by central finance worth RMB 5,320,000.
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The company received grants in independent innovation financial fund of RMB 3,800,000.
A patent reward worth RMB 1,293,800 received by the company.

The government issued grants for college students’ social security with RMB 1,852,134.

Deferred profits of the company’s infrastructure construction were accounted in 2012 with the amount of
RMB 1,600,000.

In 2011, the grants received by the company were listed as below:
¢ Financial rewards and construction grants of RMB 70,645,948 issued by local finance bureaus etc.
e  Kumul Finance Bureau etc. awarded Xinjiang Bayi in obsoleting outdated capacity with RMB 4,965,500.

The company reported its received cash grants in 2010 as below, only subsidies over RMB 1 million included.

e  Kumul Finance Bureau awarded the company in obsoleting outdated capacity of RMB 12,130,000.

e  Subsidies of autonomous region trade imports worth RMB 11,597,900 received by the company from Bozhou
Finance Bureau and Urumgi Finance Bureau.

e “Urban public utilities surcharges” of RMB 3,105,500 received from Changji Treasury Payment Center.

e  The company received RMB 2,350,000 of afforestation grants from Toutunhe Finance Bureau.

e Rewards of import and export frontier trade worth RMB 1,342,980 received by the company.

e The company received an area-wide cooperation fund with RMB 1,200,000 from Xinjiang Commerce
Department.

e Urumgi Finance Bureau rewarded the company in obsolete outdated industrial capacity with RMB 3,000,000.

The company reported its received cash grants in 2009 as below (only subsidies over RMB 1 million included).
e Frontier trade supportive fund of RMB 19,175,000 issued by Bozhou Finance Bureau.
e Urumgi Commerce Bureau issued a “Wuchang Finance Bureau Region Return Coordination Fund” of RMB
1,500,000 to the company.

The company reported its received cash grants in 2008 as below (only subsidies over RMB 1 million included).
o  Frontier trade supportive fund of RMB 2,798,836 issued by Bozhou Finance Bureau.

¢  Kumul Finance Bureau rewarded the company in obsolete outdated industrial capacity with RMB 1,200,000.

Tax Benefits to the Steel Industry

In 2014, Xinjiang Bayi received various tax discounts from government, which were reported in its annual report.
e  Tax exemption worth RMB 571,200 received by Xinjiang Bayi.
¢  Government rewarded the company by “advanced enterprise in paying tax” in RMB 250,000.
e Subsequently, the company received rewards of RMB 50,000 with the title of “advanced group in paying

2

tax”.

In 2013, government issued tax compensations to Xinjiang Bayi.
e Tax exemption of RMB 862,019 received by the company.
e A reward fund named “2012 Taxation Rewards” worth RMB 150,000 received by the company.

In 2011, the company received discount interests of RMB 2,492,730 from Ministry of Finance and State
Administration of Taxation etc.

In 2010, the tax benefits received by the company were listed as below, according to the auditing report.
e Autonomous Region Finance Bureau returned VAT of RMB 11,116,054 to the company. Subsequently,
another VAT refund of RMB 454,835 issued by Ministry of Finance.



Kazakhstan National Committee returned taxes of RMB 1,206,891 to the company.
Tax reduction of RMB 115,332 for the Gangue Power Factory (kF41Hi) ) from Urumgi Dabancheng
National Tax Bureau.

In 2009, government issued tax rewards to Xinjiang Bayi.

VAT payment rewards of RMB 281,300 and RMB 5,773,651 received by the company.
Tax reduction of RMB 472,655 for the Gangue Power Factory (£ H#) ") from Dabancheng National Tax
Bureau.

In 2008, the company received multiple tax preferences from the government.

Tax reduction of RMB 652,793 for the Gangue Power Factory (If47 #) ) from Dabancheng National Tax
Bureau.

Xinshi District National Tax Bureau reduced VAT of color sandwich panels by half with the amount of RMB
8,794 to the company.

Tax refund of RMB 2,077,269 received by the company.

Subsidies for Utilities

2014: Xinjiang Bayi received an electricity price subsidy named “Ferrous Metal Processing Company
Electricity Charge Discounts” with RMB 288,593.

2013: A subsidy for natural gas operation of RMB 110,517 from Urumqi Heating Bureau. Subsequently,
RMB 26,800 with the same tile issued by Urumai Treasury Payment Center (Ji1 5[ ZEUS AT 0.

2012: The company received an electricity price subsidy named “Ferrous Metal Processing Company
Electricity Charge Discounts” with RMB 81,333.

2010: Kumul Finance Bureau issued electricity charge grants to the company with RMB 413,821.

2009: Finance Bureau issued urban public utilities surcharges (electricity surcharges) of RMB 3,238,500 to
the company. In addition, Kumul Finance Bureau issued grants of electricity charges in RMB 771,443 to the
company.

2008: Finance Bureau issued urban public utilities surcharges (electricity surcharges) of RMB 2,404,700 to
the company.

Subsidies for Land-use Rights

2013: The company received a compensation for land-use of RMB 600,000.

Preferential Loans and Directed Credit

2012: Government subsidies in the form of discount interests of RMB 60,800. In addition, discount interests from
2011 in the amount of RMB 38,000 were accounted for in 2012.

In 2010 auditing report, Baosteel Group Iron & Steel received various discount interest in government subsidies.

Ministry of Finance issued discount interest in importing grinding machine to the company of RMB
1,112,025; another discount interest of 2009 central enterprises importing products with RMB 420,000
received by the company also issued by Ministry of Finance.
Autonomous Region Finance Department issued discount interests in CDQ energy-saving transformation
project with RMB 110,000; 1#2500 cube blast furnace with RMB 100,000; 2*55 Hole Coke Furnace with
RMB 100,000; information-based project with RMB 86,666.



In 2009, the Autonomous Region Finance Department issued discount interests in CDQ energy-saving transformation
project with RMB 110,000.

In 2008, Autonomous Region Finance Department issued discount interests in CDQ energy-saving transformation
project with RMB 210,833.

Impact of Government Investigation

In March 2015, Baosteel was among 26 companies targeted for inspections in relation to ‘senior violations of discipline
and law’, a term usually used for corruption in China. It remains unclear how this may affect the level of subsidies
received by the company, if at all. We note that, as mentioned in the 121 FYP, the Chinese government wants to build
Baosteel along with other major steel SOEs into international influential conglomerates suggesting that it will continue
to be supported.?®

5.3. Shagang Group
Types of State Support Received

Shagang Group Co Ltd ({LF ¥ XEEHH BR 2~ F]) has received a number of cash grants and capital infusions from
2008 to 2014. It has also benefited from tax payment subsidies, which were located through media research.

Amounts of State Support Received

Comprehensive research identified the following state support received by Shagang Group since 2008, listed in reverse
chronological order by subsidy type. Some information about subsidies is sourced from the company’s annual reports,
auditing reports or company announcements. However, no specific details about government subsidies were located
in this documentation. In addition, comprehensive media was also conducted to identify government subsidies
Shagang Group has received.

Total Amount of Subsidies Received

Shagang Group reported that it has received total government subsidies in the amount of RMB 204,258,877,2°° RMB
154,962,870 in 2013,2% and RMB 517,960,069 in 2012;%°7 the company also reported receiving total government
subsidies in the amount of RMB 529,166,102 in 2011,2% RMB 539,506,268 in 2010%%° and RMB 129,960,609 in
2009.2%° According to the auditing report of the company in 2008, the company did not receive any government
subsidy in 2008.21*

Cash Grants and Capital Infusions

In 2014, the subsidiary Shafang Finance Company (¥ 444 %5 /A ) received “Zhangjiagang Financial Service
Outsourcing Supportive Fund Rewards (5K 25 7 W UK 25 7ML B35 9 4232 Jil)” worth RMB 663,600%2,
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At the beginning of 2014, Shagang Group received “National Energy-Saving Technology Transformation Financial
Reward Fund ([ 275 g 43 20 % WU BUE i) 35 42)” worth RMB 15,980,000

In 2014, Shagang Group received national special financial reward funding of RMB 5 million for “Large Blast Furnace
Dehumidification Energy-Saving Transformation Project (X2 =y & XUt i 15 B L0 1 H ) from the Ministry of
Finance.?!*

In 2014, Huaigang Special Steel Co Ltd (JE4MHR4X A PR A ) received “Jiangsu Province 2014 First Industry and
Information Industry Transformation Leading Fund (JL75%48 2014 £EFE 55—t T AE BRI 5 S8 4)”
worth RMB 100,000.2*

In 2013, Zhangjiagang Government rewarded the company a special rewarding fund for the good results of Shagang
Steel’s 2013 technology standards implementation with RMB 450,000.216

In 2013, the company received government financial rewards worth RMB 235,000 from Zhangjiagang Government.?’

In 2013, the subsidiary Huaigang Special Steel Co Ltd (V8445494 R A 7)) received “Jiangsu Province 2013
Enterprises Innovation and Achievements Transformation Special Supportive Fund (YL774 2013 & kG 5
BRI 4 H6FF)” worth RMB 15 million. 28

In 2013, Huaigang Special Steel Co Ltd (VEEHRFENA R 2 &) received “Support Enterprise Development Fund (£
FE Ak Kk % 4:)” of RMB 32 million from Jiangsu Huai’an Industrial Park Qingpu Industrial Park Financial
Bureau.?

In 2010, according to a government announcement which indicated that Huaigang Special Steel Co Ltd (YESRHNFA
FR A 7)) received “Converter Comprehensive Transformation Project (3447 K[F ¥R 45 & & T H ) supportive fund
RMB 5,730,000 from Huai’an Finance Bureau.?®

In 2009, the subsidiary Huaigang Special Steel Co Ltd (&N FR A 7)) of Shagang Group received rewards
worth RMB 200,000 in “Efficiency Power Plant Project (RE2¢H1) Tl H)” from Committee of Economy and Trade of
Jiangsu Province (L7544 4 51 %) .2

Tax Benefits
On 28 February 2015, the subsidiary Shagang Group Anyang Yongxing Steel Co Ltd (¥04W4E 4122 B 7k SL4M k45 R

/~#]) received rewards worth RMB 130,000 for “2014 Enterprise with Excellent Tax Payment Performance (2014 4
FENRLAR 75 k) from Anyang County’s Government and Committee.???
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5.4. Ansteel Group

Types of State Support Received

Ansteel Group Corporation (%44 [4] /A &]) has received a number of cash grants and capital infusions, tax benefits
and utilities subsidies from 2008 to 2014. It has also benefited from other subsidies on land use and loan interest.

Amounts of State Support Received

Comprehensive research identified the following state support received by Ansteel Group since 2008, listed by subsidy
type in reverse chronological order.

Total Amount of Subsidies Received

Ansteel Group reported that it has received total government subsidies amounting to RMB 385,244,639 in 2014, RMB
438,676,912 in 2013 and RMB 394,644,388 in 2012.2%

In 2011, Ansteel Group received government subsidies worth RMB 387,316,459 in total.??* The group reported
receiving total government subsidies of RMB 534,765,715 in 2010 and total government subsidies of RMB

1,287,521,272 in 2009.2%5

Cash Grants and Capital Infusions

The group reported receiving the following cash grants and capital infusions in 2014 (only subsidies over RMB 10
million included):

e  Military production line double dimension fee worth RMB 37,450,000;

e Infrastructure subsidies worth RMB 36,664,634;

e Heavy plate steel for defense use project cash grants worth RMB 20,000,000;

o Demolition compensation worth RMB 17,234,852,

e Technology earmarks worth RMB 11,893,580;

e Funding for strategic emerging industries promotion amounting to RMB 11,258,492; and

e  Other unspecified cash grants worth RMB 29,244,930.

The group reported receiving the following cash grants and capital infusions in 2013 (only subsidies over RMB 10
million included:
e  Governmental subsidies for social insurance of difficult enterprises amounting to RMB 70,438,171,
e  Governmental supportive funding for Yingkou economic and technological development zones worth RMB
22,830,000;
e Heavy plate steel for defense use project cash grants worth RMB 20,000,000;
e  Subsidies for production technology, study and development of low carbon, economic and clean steel worth
RMB 18,010,000;
e Innovation financial subsidy amounting to RMB 17,060,000;
o  “Subsidies for small and medium-sized flat steel balls” worth RMB 15,742,857,
e Housing company reallocation subsidy worth RMB 13,804,400;
e Enterprise development funding worth RMB 12,946,000;
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Subsidies for study and industrialization of high-strength steel for mechanical engineering use, amounting to
RMB 11,080,000; and
Other unspecified cash grants worth RMB 48,622,970.

The group reported receiving the following cash grants and capital infusions in 2012 (only subsidies over RMB 10
million included):

Governmental support for Yingkou economic and technological development zone worth RMB 121,730,000;
Cash grants without specific explanation, amounting to RMB 63.9 million;

Heavy plate steel for defense use project cash grants worth RMB 16,773,000;

Subsidies for iron sintering systems engineering and desulfurization worth RMB 13,790,000;

New steel industry environmental governance funding worth RMB 12,573,716;

Subsidies for comprehensive mineral materials utilities worth RMB 10 million; and

Other unspecified cash grants worth RMB 58,608,135.

The group received the following cash grants in 2011, according to its annual report (only subsidies over RMB 10
million included):

CDM Project CO2 emission reduction funding worth RMB 132,140,491;

Cash grants for environmental governance worth RMB 56,011,382;

Scientific study funding amounting to RMB 54,682,100;

5500MM heavy plate steel engineering cash grants worth RMB 16,773,000;

Reconstruction funding for disaster area, smelting maintenance grants and medical subsidies for retired
employees worth RMB 15,870,000 in total;

Social insurance subsidies amounting to RMB 15,842,822;

Thick plate ultra-fast cooling technology development funding worth RMB 12 million; and

Other unspecified cash grants worth RMB 12,850,330.

The group received the following cash grants in 2010, according to its annual report (only subsidies over RMB 10
million included):

Cash grants and environmental governance subsidies worth RMB 226,763,397 in total from Panzhihua
Municipal Land and Resources Bureau and Panzhihua Municipal Finance Bureau;

Technical subsidies for preparation of new energy-saving silicon steel and high-strength, high-toughness,
wear-resistant steel rail production worth RMB 44,550,000;

Social insurance subsidies amounting to RMB 38,028,076 from Chengdu Social Security Office and Chendu
Employment Agency;

5500MM heavy plate steel engineering cash grants worth RMB 33,591,666;

Technical subsidies for domestic steel technology for large hydroelectric generation worth RMB 22,590,000;
Enterprise development funding amounting to RMB 20,241,100 from Jiangyou Municipal Bureau of Finance;
Cold-rolled plate shape control technology development funding and thick plate ultra-fast cooling technology
development funding worth RMB 19,980,000 in total;

Job subsidy amounting to RMB 13,975,500 from Panzhihua Labor and Social Security Bureau;

Scientific study funding amounting to RMB 11,992,586 from Sichuan Provincial Finance Bureau; and
Other unspecified cash grants worth RMB 26,245,427.

The group reported receiving the following cash grants and capital infusions in 2009 (only subsidies over RMB 10

million included:

Cash grants and environmental governance subsidies worth RMB 355,032,970 in total from Panzhihua
Municipal Land and Resources Bureau and Panzhihua Municipal Finance Bureau;
Job subsidy amounting to RMB 20,763,167 from Panzhihua Labor and Social Security Bureau;



e Subsidies for eastern geological environment control worth RMB 14,400,000; and
e  Other unspecified cash grants worth RMB 35,640,116.

Land-Use Rights

e 2012: land-use subsidies amounting to RMB 2,231,600;
e 2011: land-use subsidies amounting to RMB 2,231,600; and
e  2010: land-use subsidies amounting to RMB 10,949,679 from Anshan Municipal Government.

Preferential Loans and Directed Credit

e 2014: loan interest discounts worth RMB 1,700,000 granted by governmental authority;
e 2013: subsidy of RMB 1,346,700 for imported product interest payments; and
e 2010: loan interest discounts worth RMB 2,000,000 and RMB 1,000,000 from Sichuan Provincial MOF.

Tax Benefits for the Steel Industry

2014: VAT refund amounting to RMB 25,070,140;

2014: property tax return and land-use tax return worth RMB 8,761,991,

2013: tax payment exemption worth RMB 2,944,553,;

2012: tax payment exemption worth RMB 2,869,705

tax refund for software products worth RMB 2,951,085;

2011: tax refund worth RMB 4,856,933

tax payment exemption worth RMB 2,607,983;

2011: tax refund worth RMB 1,200,000 from Tianjin Free Trade Zone Airport Industrial Park Ministry of
Finance (K7 ORAS X I BUR)).

2010: tax refund for software products worth RMB 5,731,334;

2009: tax refund for software products worth RMB 1,174,644;

2009: tax refund worth RMB 5,554,398 from PRC Ministry of Science and Technology

financial subsidies for tax payment from Panzhihua local Tax Bureau amounting to RMB 5,259,000;
2009: tax payment exemption in arrears worth RMB 807,464,716; and

e 2009: VAT payment discounts worth RMB 1,171,966 from Panzhihua Municipal Government.

Utilities subsidies

e 2014: electricity payment discount worth RMB 68,433,528;

e 2014: rewards for electricity use worth RMB 3,769,794

e  2014: incentive funding for industrial electricity use amounting to RMB 2,940,000;

e  2013: electricity payment subsidy worth RMB 7,773,500 from MoF;

2013: electricity payment subsidy from Putian governmental authority worth RMB 1,438,065;
2011: electricity payment subsidies worth RMB 3,771,402;

2010: electricity payment subsidies worth RMB 1,954,300 from MoF and Ministry of Education;
e  2010: special period electricity usage discounts worth RMB 1,002,000; and

e 2009: electricity prices discounts for January, February and March 2009 worth RMB 1,331,200.



5.5. WISCO

Types of State Support Received

Wuhan Iron & Steel Co Ltd (R A BR A 7)) (“WISCO”) has received a number of cash grants and capital
infusions in 2013 and 2014. It has also benefited from preferential loans, tax benefits, and environmental subsidies.

Amounts of State Support Received
Comprehensive research identified the following state support received by WISCO since 2008, listed in reverse
chronological order by subsidy type. Unless otherwise indicated, information about subsidies is sourced from the

company’s annual reports or company announcements.

Total Amount of Subsidies Received

WISCO reported that it has received total government subsidies in the amount of RMB 53,256,454.92 in 2014 (as of
November),?® RMB 176,468,152.41 in 2013,%?” and RMB 344,803,628.73 in 2012.?2 The company also reported
receiving total government subsidies in the amount of RMB 28,929,063.57 in 2010.22° According to the 2009 3rd
quarter report of WISCO, the company had received government subsidies of RMB 12,691,275.04 that year. 2%

Cash Grants and Capital Infusions

e October 2014: WISCO’s Quality Inspection Centre (Jii f A5l H:0») received “National Skill Master Studio
Finance Subsidies” (IE Z 2% £ fig Kifi T = 4 Bxh ) of RMB 100,000 from the Ministry of Finance and
Ministry of Human Resources and Social Security.

e  October 2014: WISCO’s Equipment Maintenance Factory (W& 4E1& 51) ) received “National Skill Master
Studio Finance Subsidies” ([ 5 2% 4% g Kl LAE = W Bk Bl) of RMB 100,000 from Wuhan Finance
Bureau and Wuhan Human Resources and Social Security Bureau.

e September 2014: WISCO (Guangzhou) Steel Processing Co Ltd (4N () 1) M4 in L4 R 22 &) received
a bonus of RMB 5,000 for Reaching the Work Safety Standardization (%44 = brEALik bR fl) from
Guangzhou Luogang District Work Safety Supervision and Administration Bureau () /M 77 2 i X 22 424
P B R

e September 2014: Wuhan Weishike Steel Processing and Delivery Co Ltd (&3 A RHR A N L% A TR
/v ]) received Wuhan Commerce Bureau Start-up Funding (G i 7 52 = 70 2% 95 Bl) of RMB 200,000.

e August 2014: Wuhan Wuxin New Construction Material Co Ltd (7 EHr# 8 dh1 45 FR A =) received
RMB 1,450,000 in Circular Economic Guiding Funding (1§38 25 5| 3 %t 43) from the Wuhan Development
and Reform Commission (07 & fE Al B 2% 51 4%) and Wuhan Finance Bureau.

e August 2014: Wuhan Wuxin New Construction Material Co Ltd received RMB 100,000 in Funding for
Prevention of Occupational Accidents (L {% = i i 7 14 4% 5¢) from the Wuhan Administration of Work
Safety Supervision (B 28 424277 Wi B 1L R))

e June 2014: WISCO Metal Resource Co Ltd Taizhou Branch Company (U7X M 84 ] 4 8 TR A IR 54T
N G N5~ F]) received RMB 314,854 in Steel Service Industry Guiding Funding (494k i &5t 5] 5 %
%) from the Wenling Municipal Government.

226 http://quotes.money.163.com/f10/ggmx_600005_1556286.html

227 http://finance.sina.com.cn/stock/t/20131224/010017725603.shtml
http://finance.eastmoney.com/news/1354,20131223347985319.html
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http://www.boardc.com/316bxgbnews/960.html
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229 http://finance.ifeng.com/stock/gsgg/20110425/3928427.shtml
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January 2014: Wuhan Wuxin New Construction Material Co Ltd received RMB 100,000 in “two-section”
Living Subsidies from the Small-medium-sized Companies’ Development Fund (“7% 54 i b Bl /Nl
K JEE T % 4) from the Wuhan Qingshan District People’s Government (7 1l X EURF).

December 2013: Wuhan Wuxin Construction Material Co Ltd received RMB 5 million in Hubei Province
Industry Transformation Improvement Supportive Funding (#1452 TV AL B TH 2% 3 5 %5 4).

September 2013: Wuhan Iron & Steel Group Metal Resource Co Ltd Taizhou Branch Company (373 8X%k
FE[H 4 J8 BIR A IR 5T AE A 5] G 143 28 71) received “off-site return enterprise bonus (5 3t [5] V7 £\ 22 )
of RMB 207,138 from the Wenling Municipal Government.

July 2013: WISCO E Cheng Steel Co Ltd (X Ek 4R A1 58 IR 2k A R 51 4F  7]) received funding in the
amount of RMB 4,910,000 for the elimination of outdated industrial capacity.

From October to November 2013, Hanyang Steel Bar Factory (7 FH##44) ) received government subsidies
in the amount of RMB 7,381,466.25 from the Hanyang Government (7 FH 7 EURT).

In addition WISCO received the following cash grants and capital infusions for projects related to environmental
protection:

December 2014: WISCO E Cheng obtained a total of RMB 27,825.43 in subsidies for the government energy
saving, emission reduction and ecological improvement from E’Zhou Government (%55 /M 17 EURT). 232

In November 2014: Wuhan Iron & Steel Group Metal Resource Co Ltd Powder Metallurgy Branch Company
(RPN R B [ 4 & TR A FR 5145 A ARy R iR 4273 /A 7)) received “Environment Protection Fundiong” (
PRI AR T %5 45) of RMB 800,000 from the Wuhan Environmental Protection Bureau.

October 2014: Wuhan Iron & Steel Co Ltd Energy Factory (I 4%k B G FR 2 7 ek 5h J1 5 T)
received RMB 120,000 in Subsidies for the Construction and Maintenance of Facilities for Automatic
Monitoring and Control of Pollution (75 %4 H 2y i 25 150t i 1 A iz 4E T AF %M B)) from the Wuhan
Environment Bureau.

2014: Wuhan Wu Steel Dansike Technology Magnet Co Ltd (37 7 54 P 17 va R il A4 7 R A 71)
received RMB 300,000, and Wuhan Wuxin New Construction Material Co Ltd (I i B @ A A PR A
7)) received RMB 3,050,900 from the government for dealing with environmental problems.

19 December 2013: WISCO E’Cheng received government subsidies of 153,494,101 for energy savings,
emission reduction and ecological improvement.

October 2013: Jinzi Company ELV Branch Company (4 % /A & #8754 43 /A 7) received central budget
subsidies of RMB 6,930,000 for Wuhan Recycling System of Renewable Resources Experimental City
Project (33 17 FFAE B9 [l USRI Ak &Rk 3 T 30 H ). Benefits in the amount of RMB 288,750 were
deferred to the latter half of year.

October 2013: Wuhan Iron & Steel Group Metal Resource Co Ltd Taizhou Branch Company (/N 802k 4
[#] 4 & B2 A BR 54T A 7 & M 4 /A 1) received rebates of RMB 122,716.02 on the Zhejiang Province
Local Fund for Water Conservation Projects (#7144 77 /K Fl i 15 4).

As of year-end 2013: the group received RMB 297,157,959.91 in fiscal subsidies for supporting corporation
development ()b & i S 7 % 45). Of this amount Wuhan Iron & Steel Group E Cheng Steel Co Ltd (X
Bk T B 3 AN 2k B 5T 22 1) received RMB 280,330,842 from E Zhou Government (554 T EURF) for
dealing with environment issues, such as energy conservation, emissions reduction and ecological
improvement. 2

Preferential Loans and Directed Credit

May and June 2014: WISCO received subsidized loans (1l 5 5%# %) of RMB 10 billion from Wuhan
Qingshan District Government.

231 http://www.tthejinguan.com/news.asp?articleid=586
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e 2013: WISCO received discount interests of RMB 47,645,668.82. (Details about the issuer and which
subsidiary received the interests were not located through media research).

e 2011: The group received government subsidies in the form of discount interests of RMB 29,708,631.14 in
2011. (Details about the issuer and which subsidiary received the interests were not located through media
research).?3

Tax Benefits to the Steel Industry

e  October 2014: WISCO received tax refund of RMB 5,099,813.50.

e June 2014: WISCO received tax refund of RMB 10,041,167.

e January 2014: Wuhan Iron & Steel Group E Cheng Steel Co Ltd (i 4Rk £ B 58 30 4 A B 51 4F 28 7))
(“WISCO E Cheng”) received tax refund of RMB 157,196 from the Ningbo Government.

e InJanuary 2014, Wuhan Iron & Steel Group Hanyang Steel Bar Factory (78X [ 4 7 PR 2 =1 ¥ S 4 44
J ) received a tax refund of RMB 8,613,955 from the Wuhan Hanyang People’s Government (37 1773 FH
XN EEUR).

e InMay 2007, Tianjin Wugang Steel Delivery Co Ltd (i BN # B A7 IR 2 7)) received a land-use tax
refund of RMB 2,998,596 from the PRC government, but these subsidies were deferred to 2012. In May
2013, this refund was divided into two parts: RMB 1,425,030 for the first half of the year, and RMB 1,233,158
for the latter half of the year.

Deferred subsidies

In addition, WISCO received the following deferred subsidies, but the type of government support was not specified.
e At the end of the first, second and third quarters of 2014, WISCO deferred profits from subsidies (#44i &
I 25) in the amount of RMB 15,954,469.42, according to the Accounting System for Business Enterprise (
b2 HHEN) (“ASBE”).
e Atthe end of the end of the third quarter of 2013, the company had deferred profits (#4514 % Y5 35) of RMB
3,830,823.14, according to the ASBE.

Impact of Government Investigation

On 29 August 2015, the CDDI announced that Deng Qilin (X 3##£), the former Chairman and party secretary of
WISCO was under investigation for ‘senior violations of discipline and law’. He left his role at WISCO in June after
the authorities completed an inspection further to allegations of potential misconduct; some senior management figures
were allegedly taking advantage of their positions for personal gain. It is unclear what impact this may have on
WISCO’s subsidies. The business has not been performing well in 2015 to date, with its revenue down 30% in H1
from the same period in 2014. This downturn may be related to receiving less government support, but the details of
its 2015 subsidies will not be known until its next annual report.?** However, we note that, as mentioned in the 12
FYP, the Chinese government wants to build WISCO along with other major steel SOEs into international influential
conglomerates suggesting that it will continue to be supported.

5.6. Shougang Group

Types of State Support Received
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Shougang Group (& #4£E[41) has received a number of cash grants and capital infusions, tax benefits and preferential
loan subsidies from 2008 to 2014. It has also benefitted from other subsidies on land-use and utilities.

Amounts of State Support Received

Comprehensive research identified the following state support received by Shougang Group since 2008, listed by
subsidy type in reverse chronological order.

Total Amount of Subsidies Received

In 2014, Shougang Group (5 #4£E[41) reported in its annual report that it had received a total of RMB 654,862,052 in
subsidies from the government that it recorded as non-operational profit. In addition, the company also had deferred
subsidies amounting to RMB 935,469,467 that it did not record as profit in 2014.2%

In 2013, Shougang Group received a total of RMB 381,328,496 in government subsidies. The total amount of deferred
subsidies in 2013 was RMB 1,112,177,243.2%

In 2012, the company reported receiving a total of RMB 534,883,560 in government subsidies, which it recorded as
non-operational profit in 2012. The annual report also claims RMB 517,911,552 in deferred subsidies of in 2012.%7

According to its annual report, Shougang Group received a total RMB 382,567,728 in governmental subsidies in 2011
(registered as non-operational profit in 2011). The annual report claims total deferred subsidies amounting to RMB
378,015,628 by the end of 2011.%%8

The group reported receiving total government subsidies of RMB 181,386,294 in 2010.%% It also reported total
government subsidies in the amount of RMB 103,016,464 in 2009 and RMB 23,854,944 in 2008.2° The annual reports

show no deferred subsidies from 2008 to 2010.

Cash Grants and Capital Infusions

All grants were reported in Shougang Group’s annual report, unless otherwise indicated.

In 2014, Shougang Group reported receiving the cash grants and capital infusions listed below. Note that due to the
volume of cash grants found, only grants valued at more than RMB 5 million are reported for 2014.
e  Grants worth RMB 83,084,575 from a governmental subsidy;
e  “Enterprise expansion” funding worth RMB 29,612,444 from an unnamed government authority;
e  Subsidy for losses from demolition and shut down of businesses in the amount of RMB 7,146,723, granted
by Beijing Municipal Shijingshan District People’s Government (& 5% 11 47 5 11 XA R BUR);
e Reallocation compensation worth RMB 319,248,688 from Zhongshan Government (£1 1Ll X BUfT);
e Governmental cash grants worth RMB 74,426,040 as subsidies for difficult enterprise;
e  Cash grants worth RMB 41,203,949 for technical transformation projects;
e Infrastructure construction funding worth RMB 76,311,737 from the Hebei Provincial Hui Autonomous
County of Dachang Finance Bureau (/4644 K) Bl B 6 B W 5); and
e  Other unspecified cash grants worth RMB 39,775,968.
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The group received the following cash grants in 2013, according to its annual report (only subsidies over RMB 5
million included):

RMB 15,391,882 financial subsidy for economy development, which was granted by Qinghuangdao
Municipal Shanhaiguan Pass District People’s Government (Z& 2 5 117 11 5% X\ FBUR);

Subsidy of RMB 8,646,723 from the Beijing Municipal Shijingshan District People’s Government and
Guizhou Provincial People’s Government for losses incurred from demolition and shutting down businesses;
RMB 44,058,730 from the Jilin Finance Bureau in financial incentives for technical transformation projects;
and

A technical transformation subsidy worth RMB 5,166,317 from the Jilin Finance Bureau for steel engineering
projects.

The group reported receiving the following cash grants in 2012 (only subsidies over RMB 10 million included)

Infrastructure construction funding worth RMB 91,743,302 from Hebei Provincial Hui Autonomous County
of Dachang Finance Bureau (7l-b4& K) |1k H 6 B I EUR);

“Enterprise development” funding worth RMB 55,531,140 was offered by an unnamed governmental
authority;

RMB 16,556,083 for losses incurred from demolition and shutting down businesses from the Beijing
Municipal Shijingshan District People’s Government and the Guizhou Provincial People’s Government;
“Economy development” subsidy worth RMB 11,734,521 from the Qinghuangdao Municipal Shanhaiguan
Pass District People’s Government;

Government financial incentives worth RMB 40,399,852 for technical transformation projects;

“Enterprise Innovation Fund” of worth RMB 30 million from the Tonghua Municipal Finance Bureau; and
Other unspecified cash grants worth RMB 11,199,874,

The group reported receiving the following cash grants in 2011 (only subsidies over RMB 10 million included):

Subsidies totally 72,886,610 for providing stable job vacancies from the Beijing Labor and Social Security
Bureau;

Infrastructure construction funding worth RMB 72,115,521 from the Hebei Provincial Hui Autonomous
Dachang County Finance Bureau (7i[162 K Bk H 6 BV EUR);

Subsidy of RMB 45,188,903 from the Beijing Municipal Shijingshan District People’s Government for losses
incurred from demolition and shutting down businesses.

A RMB 25,436,450 subsidy from the Qinghuangdao Municipal Shanhaiguan Pass District People’s
Government for economy development;

Technical transformation subsidy of RMB 8.2 million and a subsidy of RMB 2,342,155 for a technology
development project; and

Other unspecified cash grants worth RMB 11,382,398.

The group reported the following grants and capital infusions from the government in 2010 (only subsidies over RMB
10 million included):

Subsidies for losses incurred from demolition and shutting down business in the amount of RMB 28,994,491.
Subsidy worth RMB 28,082,205 for providing jobs and social insurance;

Land compensation worth RMB 10,000,000 for demolition work; and

Infrastructure construction funding worth RMB 8,540,918 from the Hebei Provincial Hui Autonomous
County of Dachang Finance Bureau (i b4 K 11k H 16 B W BUR).

In 2009, the group reported receiving the following cash grants and capital infusions (due to the relatively smaller
grants, all grants over RMB 1 million are reported):



Subsidies on job and social insurance worth RMB 6,164,599;

Governmental subsidies of RMB 4,780,000for closing down outdated production facilities;

Subsidies of RMB 1,914,411 from governmental authorities for reemployment of laid-off workers; and
Other cash grants worth RMB 4,103,540 without detailed explanation in its annual report.

In 2008, the group received unspecified cash grants worth RMB 23,854,944,

Since 2008, the group has also received the following cash grants for environmental projects, according to its annual
reports (only subsidies over 1 million included):

2014: Environmental protection funding worth RMB 11,262,655 for Tong Steel Ironmaking Plants’ de-
dusting improvement engineering GEENEREL)  1#-5# 54 k7 R 2L X0E THE);

2013: Environmental protection funding of RMB 14,170,480 from Guizhou Provincial National
Development and Reform Commission;

2013: Subsidies on environmental protection worth RMB 18,719,039;

2011: Environmental protection funding worth RMB 8,578,383;

2010: Financial incentives for energy saving technology transformation of RMB 2,370,000 and
environmental protection funding of RMB 1,616,914 from the Liupanshui Municipal Finance Bureau;
2008: Governmental compensation amounting to RMB 2.400,000 for limestone recycling.

Land-Use Subsidies

2013: Compensation of RMB 44 million from the Guohua Municipal Finance Bureau (it i i )5 ) for
land-use expenses;

2012: Reimbursement of RMB 16 million for land-use expenses in Xinjiang Yili State;

2010: Reimbursement of RMB 5,112,640 for land-use expenses; and

2009: Reimbursement of RMB 52,961,200 for land-lease fees.

Tax Benefits

2014: Tax rebates worth RMB 8,469,890 from the Liupanshui Municipal National Tax Bureau (/5% 7K 17 [
Tt JA1);

2013: Tax rebates worth RMB 8,391,146 from the Beijing Municipal Shijingshan National Tax Bureau;
2012: Total tax rebates of RMB 23,175,305 from the Ministry of Finance (“MoF”), National Tax Bureau
(“NTB”) and local tax authorities;

2011: Tax rebates of RMB 38,786,967 from the MoF, NTB and local tax authorities;

2010: tax rebates worth RMB 24,036,916 from the MoF and NTB;

2009: The group received a tax rebate worth RMB 15,185,193 from the NTB and exemption for RMB
10,907,520 in VAT payment arrears; and

2008: A tax rebate amounting to RMB 15,239,258 from the NTB.



Subsidies for Utilities

e 2014: the group received electricity price subsidies worth RMB 3,113,890;

e 2013: Electricity price subsidies worth RMB 84,379,753 from the Guizhou Provincial Economic and
Information Commission (5% 14 445 %&); and

e 2012: Electricity price subsidies worth RMB 51,462,285 from the Guizhou Provincial Economic and
Information Commission.

Preferential Loans and Directed Credit

In 2014, the State Ethnic Affairs Commission ([E 5 [X:Z%) granted the group a loan interest discount worth RMB
12,791,400 and the Ministry of Commerce (“MoC”) and Ministry of Finance (“MoF”) allocated RMB 13,183,809 in
interest discounts for products the group imported.

In 2013, the group received the following preferential loan subsidies (only subsidies over RMB 5 million included):
e  Government subsidies in the form of discount interests of RMB 33,057,367;
e Asubsidy worth RMB 12,264,641 for interest payments on imported products from the MoC and MoF; and
e Loan interest discounts of RMB 9 million for a cold-rolled sheet production line project from the Beijing
Municipal Bureau of Industrial Development (At 5% i TV A i3 )5).

In 2012, the group received the following preferential loan subsidies (only subsidies over RMB 5 million included):
e Financial interest allowance of RMB 127,966,182 from the MoC and MoF;
e Loan interest discount worth RMB 9 million for cold-rolled sheet production line project from the Beijing
Municipal Bureau of Industrial Development;
e Asubsidy of RMB 6,441,551 on interest payments for imported products the MoC and MoF.

In 2011, Beijing Municipal Bureau of Industrial Development granted the group loan interest discounts worth RMB
27 million for cold-rolled sheet production line projects and the MoC and MoF allocated RMB 9,793,922 as discounts
on interest payments on loans for imported products.

In 2010, Shougang Group received loan interest discounts worth RMB 25 million in industrial development funding
from the Beijing Economic and Information Commission (314:{5%%) and a subsidy worth RMB 15,756,748 for

interest payments on imported products.

In 2009, the group received loan interest discounts worth RMB 5 million from unnamed government authorities.

5.7. Shandong Steel Group

Types of State Support Received

Shandong Steel Group Co Ltd (Ll ZRENELEE A PR 22 7]) (“Shandong Steel”) has received a number of cash grants
and capital infusions from 2008 to 2014. It has also benefited from subsidies on tax payments, land use rights, raw
materials and utilities.



Amounts of State Support Received

Comprehensive research identified the following state support received by Shandong Steel Group since 2008, listed
in reverse chronological order by subsidy type. Unless otherwise indicated, information about subsidies is sourced
from the company’s annual reports, auditing reports or company announcements.

Total Amount of Subsidies Received

Shandong Steel Group reported that it has received total government subsidies in the amount of RMB 487,578,115 in
2014, RMB 377,033,621 in 2013,%> and RMB 592,030,143 in 2012.2# In 2014, Shandong Steel Group deferred
RMB 2,783,277 in profits from subsidies.

The company also reported receiving total government subsidies in the amount of RMB 224,075,962 in 2011,%4 RMB
518,053,058 in 2010,2*° and RMB 353,474,721 in 2009.246 According to Shandong Steel Group’s audit report of in
2008, it received RMB 284,411,551 in government subsidies in 2008.247

Cash Grants and Capital Infusions

In 2014, Shandong Steel Group reported receiving the cash grants and capital infusions listed below:

Supportive funding of RMB 47,310,731 from the government;

A special use fund worth RMB 3,090,000;

A financial reward worth RMB 16,203,820;

Subsidy funding worth RMB 259,131,800;

The company also received a compensation worth RMB 69,241,996 for demolishing outdated capacity; and
Other grants worth RMB 89,816,479.

In 2013, the group received the following cash grants, according to its annual report (only subsidies over RMB 5
million included):

RMB 6 million from a “2013 Foreign Economic and Technical Cooperation Special Fund” (2013 4 & X} 4
LPFHARENEL B E);

A cleaner production grant worth RMB 7 million;

A subsidy for technology transformation worth RMB 125,444,800 from the Ministry of Finance;

A financial subsidy worth RMB 6,427,300;

Qihe County Finance Bureau issued corporation development funding of RMB 38,198,152;

RMB 8.100,000 in funding for energy-savings and emission reduction.

The group reported receiving the following cash grants in 2012 (only subsidies over RMB 5 million included):

Qihe County Financial Bureau issued corporation development funding worth RMB 36 million;
Laiwu City’s Government offered a subsidy worth RMB 85,830,000;

“Laiwu City Projects Support Fund” (3¢ 17 Il H $:4#F % 43) worth RMB 45 million;

Financial grants for combined-cycle power plant project (¥ < 787X BE &1 ¥R & LI H ) worth RMB
8,620,000;

The company received compensation for old factory demolish worth RMB 7,429,481; and

Other cash subsidies worth RMB 5,249,516.
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The group reported receiving the following cash grants in 2011 (only subsidies over RMB 10 million included):
e “Heavy section steel preferential policy special fund (K 4 24 44 ft B B 3K & 1T % 4:)” worth RMB
10,330,100;
e  The Shenzhen Government gave a one-time subsidy (— X 4% /) worth RMB 10 million for settlement in
the city; and
e RMB 373,200 compensation for handing over reallocated land.

In 2010, the group received the following cash grants, according to its annual report (only subsidies over RMB 5
million included):

e A financial subsidy of RMB 43,708,000;

o A financial reward worth RMB 7,467,193; and

e Funding worth RMB 40 million for a “hematite pellet project (ZRERH 4EALER T H ).

The group reported receiving the following cash grants in 2009 (only subsidies over RMB 10 million included):

e A biological compensation fund worth RMB 15,670,000 from Shandong Province;

e Financial compensation worth RMB 12,150,000 for closing outdated capacity;

e Asupportive fund worth RMB 105 million for Laiwu Steel Yinshan Area projects (SEAXER 1L 7T X T H #5 4
RFFBEE);

e Supporting funding worth RMB 18 million for “Industrial Enterprises Energy Management Center
Construction Sample Project (L MbAixMb g Y5 5 # Hh O 3 SR VE I H ) ;

e Subsidies worth RMB 32,680,000 from the Laiwu Financial Bureau;

e RMB 14.4 million in energy-saving technology transformation awards;

¢ RMB 15 million from the Shandong Province Finance Bureau; and

e  Other unspecified cash grants worth RMB 22,166,748.

The group reported receiving the following cash grants in 2008 (only subsidies over RMB 30 million included):
e RMB 41,853,869 from dealing with fixed assets;
e A subsidy worth RMB 361,708,147;
e Asubsidy of RMB 31,033,085 to pay its accounts payables; and
e  Other subsidies of RMB 62,047,610.

Subsidies for Raw Material

The group received the following subsidies for raw material:

e In 2013, the group received funding worth RMB 4,041,258 fund for ‘“2# Ore Body Mineral Resource
Protection Program”, and compensation of RMB 10 million for mineral resources.

e In2012, the group received subsidies worth RMB 1,058,933 for a “2# Ore Body Mineral Resource Protection
Program”.

e In 2011, the group received subsidies of RMB 4,325,000 for “comprehensive utilization of mineral
resources.”

e 2010, the group received a subsidy of RMB 865,000 for a “mineral resource saving and comprehensive
application sample project (5" 7= 5t i 17 29 5 25 & FI FH 7~ TAE).”

e In 2009, the group received funding of RMB 1.3 million for “General Investigation in Linyi City Mine —
Mazhuang Metallurgical Dolomite Ore (Il ¥7 A bt & FE 164 H F = %5 % 2%)” and subsidy for a flooded
mine worth RMB 2.8 to the company.



Tax Policies and Benefits

In 2013, the group received the following subsidies related to taxes:

e The company received a reward of RMB 4,125,994 for tax contribution;

e According to [2002] No. 15 File published by Communist Party of China Laiwu Municipal Party;
Committee, Laiwu Gangcheng District Financial Bureau refunded taxes RMB 40 million in taxes to the
group;

e  The company received a refund of RMB 1,930,239 VAT and other taxes; and

e  The company received a tax discount worth RMB 16,490,282 for integrated utilization of resources.

In 2012, the group received the following tax subsidies:

Tax discount for integrated utilization of resources worth RMB 25,323,832;

VAT refund of RMB 68,428,144;

A RMB 5,271,915 reward for tax contribution;

Laiwu Gangcheng District Bureau refunded taxes of RMB 110 million to the company; and
VAT refunds worth RMB 2, 259,000 and RMB 2,098,975.

In 2011, the group received the following tax subsidies:
e VAT discount worth RMB 21,722,392 for promotion of investment as well as a VAT refund of RMB
2,622,086;
Income tax refund worth RMB 35,541,617 for integrated utilization of resources;
Separate ax contribution awards of RMB 5,945,251 and RMB 1,095,000;
Property tax relief with RMB 264,860; and
A tax refund of RMB 679,340 from Zibo City.

In 2010, the government rewarded the company RMB 5 million for its tax contribution and also granted VAT refunds
worth RMB 2,639,586 for being a “Beneficial Corporation (184! 1)l)”, and another RMB 94,832,860 “investment
promotion (475 5| %)

In 2009, the group received a tax refund worth RMB 81,980,373.

In 2008, the group received the tax refund worth RMB 5,825,543.

Subsidies for Land Use

In 2013, the group received the following subsidies for land use:
e Aland subsidy of RMB 30 million from the Laiwu Finance Bureau; and
e Land compensation worth RMB 19,899,507 from Laiwu Land Reserve Center (€ J¢ - i 25 Hhl»).

In 2012, the group received the following subsidies for land use:
e The Laiwu Land Reserve Center issued a land compensation of Meiyuan Residential Community (1536 /)>
[X) to the company. In addition, the company received land compensation worth RMB 17,539,135 from
Laiwu Land Reserve Center (E76 1 Hufifs £ ).
e Laiwu Financial Bureau offered a land subsidy worth 30,000,000 to the company.

In 2011, the group received land compensation worth RMB 83,462,514.

In 2010, the group received a land subsidy worth RMB 25,944,000 to the company and compensation for land expenses
worth RMB 140,410,000.



In 2008, the group received the land compensation worth RMB 133,657,822.

Subsidies for Utilities

In 2014, the government returned water resource fee (7K ¥ J 2%) to the company in the amount of RMB 1,700,000.
5.8. Magang Group

Types of State Support Received

Magang (Group) Holding Co Ltd (“Magang Group”) (4% (5EH1) A R w]) has received a number of cash
grants and capital infusions from 2008 to 2014. It has also benefited from subsidies on land-use rights and raw
materials.

Ma’anshan Iron & Steel Co Ltd (“Ma’anshan Iron & Steel) (=5 #% LR 8k B 434 BR A 7]) is the largest subsidiary of
Magang Group in the steel industry, and is listed on the SSE (Shanghai Stock Exchange). Most government subsidies
Magang Group receives for support in the steel industry are actually directed to Ma’anshan Iron & Steel, according to
Magang Group annual reports.

Amounts of State Support Received

Comprehensive research identified the following state support received by Magang Group since 2008, listed in reverse
chronological order by subsidy type. Information about subsidies is partly sourced from the annual reports, auditing
reports and company announcements for Magang Group and Ma’anshan Iron & Steel. But since details of the specific
terms of government subsidies were not contained in annual reports, comprehensive media research was also
conducted.

Total Amount of Subsidies Received

Ma’anshan Steel reported that it has received total government subsidies in the amount of RMB 538,621,712 in
2014, RMB 452,710,625 in 2013,%* and RMB 29,324,737 in 2012.20 The company also reported receiving total
government subsidies in the amount of RMB 64,855,490 in 2011,%! RMB 40,906,100 in 2010,%2? and RMB
90,243,000 in 2009.25% According to Magang Group auditing report, the government subsidies the company received
reached RMB 9,897,600 in 2008.2%4

One media source indicated that Magang Group received government subsidies worth RMB 138 million mainly in
loan repayment support and cash grants in 2010 and 2011.%%
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Cash Grants and Capital Infusions

One media source reported in 2014 indicated that Magang Group received a national energy-saving and emission
reduction subsidy worth RMB 350 million for a sulfur dioxide emission reduction project during the past three years.2%

In 2014, Magang Group received various cash grants and capital infusions, listed below (only subsidies over RMB 5
million included):

The Ma’anshan Iron & Steel accounted for RMB 100,182,129 in capital-related deferred benefits in 2014’s
non-operational profits.

Ma’anshan Iron & Steel received “New District Heating and Power Plant CCPP System Project (7 X #vHi,
]~ CCPP %4 1.#£)” worth RMB 8,330,004.

Ma’anshan Iron & Steel received a government subsidy worth RMB 14,705,004 for “flat cold-rolled plate (
RHLER ).

Ma’anshan Iron & Steel also received a subsidy for “flat hot-rolled plate (# & # x5l H)” worth RMB
15,894,996.

Ma’anshan Iron & Steel’s transportation subsidiary received a RMB 5 million in compensation for
demolishing a building.

Ma’anshan Iron & Steel received grant of RMB 10,016,400 for a steel transformation project.

Other government subsidies Ma’anshan Iron & Steel Co Ltd received as cash grants worth RMB 125,577,902
in total.

In 2013, the cash grants and capital infusions Magang Group received seem to be similar to 2014. Magang Group’s
annual reports did not receive any specific government subsidies. The company received the following subsidies
according to media research:

Ma’anshan Iron & Steel accounted for RMB 93,435,954 in capital-related deferred benefits in 2013’s non-
operational profits.

Hefei Land Reserve Center (A BT 1= Hufifs £ H.0») issued RMB 1.2 billion to Magang Group (Hefei) Steel
Co Ltd (54 (& AE) 4M%ekA R 2 7]) as compensation for requisition of land.?’

Magang Group received government subsidies in energy-saving and emission reduction worth RMB 230
million.?8

Magang Group received special fund worth RMB 10 million from Anhui Province Financial Bureau for the
“New District Slag Treatment Recycle Project (5837 X ¥ AL EE A& IR F1 FH 11 H ). 250

Ma’anshan Iron & Steel received other government subsidies totaling RMB 78,702,031.

In 2012, Ma’anshan Iron & Steel received government subsidies worth RMB 138,323,961, while the government also
issued rewards worth RMB 939,080 to Magang Group.

Similar to 2011, the group company received cash grants and capital infusions as follows:

Ma’anshan Iron & Steel received RMB 48,513,893.

Magang Group received government subsidies worth RMB 4 million related to education.
Magang Group also received RMB 10,827,461 in government rewards.

The group received other unspecified government subsidies of RMB 43,315,562.

In 2010, the government subsidies received by the group company are listed as below:

256 http://news.bjx.com.cn/html/20140618/519801.shtml
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In 2009,

In 2008,
.
.
.

Ma’anshan Iron & Steel received government subsidies of RMB 78,248,600.

Education fees worth RMB 3 million were returned to Magang Group.

Magang Group received government rewards of RMB 896,599.

Government fave Magang Group RMB 43,550,000 in funding for the “South China Sea Li Wan 3-1 Qil
Drilling Platform Project (Fa #7418 3-1 1 {4 -1 & 1 H ).»260

Magang Group received government subsidies of RMB 25 million for “Thermal Power Plant Integrated
Power Generation Project (#FLE | HEALRA FIH & L T#2)”; another RMB 10 million for “Old District
Energy Management Center Construction Sample Project (3 X GEJE & # .0 @ 7R Y5 H ); and
another RMB 10 million for “Dezincification Project (Jlii£¥ T.#8).%6

The group received RMB 1 million in other unspecified government subsidies.

the group company received following government subsidies:

Magang Group received government issued subsides of RMB 90,243,000.

Magang Group received national financial rewards of RMB 210 million from the Ministry of Finance for the
“Energy-Saving Technology Transformation Project Short-term Implementation Plan (-+— FLit-%I 35 GE R
BRI H ). 262

Magang Group received other unspecified government subsidies worth RMB 4,999,143.

the government subsidies the group company received as following:
Ma’anshan Iron & Steel received government subsidies of RMB 9,897,600.
Education fees of RMB 5 million were returned to Magang Group.

Magang Group also received government rewards of RMB 885,164.

The group received RMB 2,299,600 in other unspecified government subsidies.

Tax Benefits

In 2014,

the subsidiary Ma’anshan Iron & Steel Co Ltd (¥4 (L14M %8k i 17 A FR 2~ &) received a total of RMB

28,4434,500 in tax refunds.

In 2013,

Magang Group received various government subsidies related to taxes as below:

Ma’anshan Government refunded land VAT and stamp taxes to Ma’anshan Iron & Steel worth RMB
280,572,361 in total.

Ma’anshan Government returned land use charges worth RMB 43,734,173 to Magang Group.

Ma’anshan Financial Bureau returned taxes of RMB 40,712,232 to Magang Group.

Financial Department returned part of the newly-added land use charges from 2010 to 2012 to Magang Group,
which worth RMB 23,570,000.

In addition, Magang Group received the following tax benefits from 2008 to 2010:

2012: RMB 16,985,263 in tax refunds;

2011: RMB 21,542,271 in tax refunds;

2010: the government returned RMB 9,486,840 in resource taxes;
2009: Resource tax refund of RMB 5,629,824; and

2008: a resource tax rebate in the amount of RMB 46,843,924.
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Subsidies for Raw Material

In 2013, the Ministry of Land and Resources and Ministry of Finance issued RMB 40 million in “Comprehensive
Mineral Resources Utilization Funding (8" 7= &5 Ji 255 FIH)” to Magang Group.?®®

In 2008, the government offered Magang Group RMB 9,370,000 in grants for remnant ore extraction projects.

Subsidies for Land-use

In 2014, Magang Group received a new district cash grant RMB 10,632,216 land plots no. 31836 and no. 31837.

In 2013, Magang Group received a new district financial subsidy of RMB 10,632,216 for land plots no. 31836 and no.
31837.

5.9. Bohai Steel

As part of the national "Steel Industry Restructuring and Revitalization Plan™ released in March 2009, the government
formed Bohai Steel Group Co Ltd (740 /2k 4 4145 FR 22 #]) in 2010 from four state-owned steel companies: Tianjin
Pipe Group Corporation (X E:H% 5 H Bt IR A ), Tianjin Steel Group Co Ltd (KEEHNELEE HH R A )
(“Tianjin Steel Group”), Tianjin Tiantie Metallurgy Group Co Ltd (K K Ekif 45 H14 IR A 7)) (“Tianjin Tiantie”)
and Tianjin Metallurgy Group Co Ltd (K6 &5 WA R 7)) (“Tianjin Metallurgy Group”).2% According to the
merger plan, Bohai Steel became one comprehensive steel company.

Investigative research found that only Tianjin Pipe Group Corporation (“TPCO0”) releases annual reports to the public.
Details of subsidies received by TPCO are contained in a separate section of this report. Comprehensive research was
conducted to identify subsides received by Bohai Steel Group’s other entities.

Types of State Support Received

Bohai Steel is assessed to have received support for the aforementioned merger of the four Tianjin-based SOEs, though
details about this support are not available in annual reports or media reports. Tianjin Tiantie reported receiving cash
grants and other unspecified subsidies from 2008 to 2010. Otherwise, comprehensive media research found no other
information about any other subsidies to the group.

State Support Received

The Tianjin municipal government approved the plan to merge the four state-owned steel companies into and officially
launched the plan by the end of 2009. In 2010, Tianjin Stated-owned Assets Supervision and Administration
Commission (“SASAC”) paid the registered capital for Bohai Steel Group, and the four state-owned steel companies
became subsidiaries of Bohai Steel.?%> Based on the official website of Bohai Steel, registered capital reached RMB
17 billion. There was no specific indication of any incentives provided to Tianjin Bohai Steel for this reorganization.

Tianjin Tiantie received the following subsidies:
e In 2010, Tianjin Tiantie reported receiving cash grants in the amount of RMB 9.5 million for mixed blast
spray energy-saving projects.?%
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e Tianjin Tiantie received an unspecified amount of financial incentives from an unnamed government
organization for use on energy-saving and recycling projects in 2007.2¢

e Tianjin Tiantie also received RMB 33.48 million from the National Development and Reform Commission
in 2007 for a gas conversion recovery and hot-rolled coil removal projects.2%

Focused research identified no government subsidies received by Tianjin Steel Group Co Ltd or Tianjin Metallurgy
Group.

5.10. Benxi Steel

According to its official website, Benxi Steel Group Corporation (4444 HH R A &) (“Benxi Steel Group Corp”)
has five subsidiaries in steel industry:

e Benxi Iron & Steel (Group) Co Ltd (4<% 482k (5 1) A BR 52 4£ 2 7)) (“Benxi Iron & Steel Group”),
Benxi Beiying Iron & Steel (Group) Co Ltd (A&REILE M (FEHD MetnA R A 7)) (“Benxi Beiyang
Iron & Steel Group™),

e Bengang Steel Plates Co Ltd (AS4H# A4 B3 FE A 7]),
e Benxi Iron & Steel (Group) Mining Co Ltd (AR 8%k (FEHD Bk IR 512 A), and
e Benxi Steel Stainless Steel Cold-Rolling Dandong Co Ltd (4<% A5 4074 411 434 R 5t 4F 2 w]).26°

Further AIC research found that Benxi Iron & Steel Group owns 83.42% of Bengang Steel Plates Co Ltd, and wholly
owns the other two subsidiaries, namely Benxi Iron & Steel (Group) Mining Co Ltd and Benxi Steel Stainless Steel
Cold-Rolling Dandong Co Ltd. Given this structure, Benxi Steel Group Corp two main steel subsidiaries are Benxi
Iron & Steel Group and Benxi Beiying Iron & Steel Group.

Subsidiary Name Subsidiary Name - , ,
AICR # % B /
(Chinese) (English) Subsidiary AIC Registry % Owned by Benxi Stee
ABNLEI AR/ | Benxi Iron &  Steel [ 210500005026844 100%
AT (Group) Co Ltd
ASEAR A A PR 2 =) Bengang Steel Plates Co [ 210000004931633 83.42% by Benxi lron &
Ltd Steel (Group) Co Ltd
AEALE Y (4£H]) | BenxiBeiying Iron & Steel | 210500005021733 83.66%
IR A B2 (Group) Co Ltd
ARENE: (£H]) wk | Benxi Iron &  Steel | 210500005003385 100% by Benxi Iron &
AR EAE AT (Group) Mining Co Ltd Steel (Group) Co Ltd
KA FH NS FF 54 | Benxi  Steel Stainless | 210600004056338 100% by Benxi lron &
PR 54T Steel Cold-Rolling Steel (Group) Co Ltd
Dandong Co Ltd

Comprehensive research found that Benxi Steel Group Corp has never issued any annual reports nor has it released
announcements regarding the governmental subsidies it has received. However, both Benxi Iron & Steel Group and
Benxi Beiying Iron & Steel Group do issue annual reports. Comprehensive research was conducted into the
government subsidies in these two subsidiaries’ annual reports, as detailed below. Comprehensive media research was
also conducted into the subsidies Benxi Steel Group Corp and its subsidies have received.

Types of State Support Received
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Benxi Iron & Steel (Group) Co Ltd has received a number of cash grants from 2008 to 2014, and has also benefited
from subsidies on tax payments, and land-use subsidies. Benxi Beiying Iron & Steel Group has received a number of
cash grants, together with some other subsidies like utilities compensation and tax refund.

Benxi Beiyang Iron & Steel Group started issuing annual reports since 2012. Comprehensive research identified the
following state support received by Benxi Beiying Iron & Steel Group since 2012, listed by subsidy type in reverse
chronological order. Unless otherwise indicated, information about subsidies is sourced from the company’s annual
reports or company announcements.

Amounts of State Support Received
Comprehensive research identified the following state support received by Benxi Iron & Steel Group and Benxi
Beiying Iron & Steel Group since 2008, listed in reverse chronological order by subsidy type. Unless otherwise

indicated, information about subsidies is sourced from the company’s annual reports or company announcements.

Total Amount of Subsidies Received

The total amount of government support Benxi Iron & Steel Group received each year since 2008, according to its
annual report, is listed below:
e 2014: RMB 40,817,990 (recorded as non-operational profit); deferred subsidies amounting to RMB
512,524,978.06 that it did not record as profit in 2014.27
e 2013: RMB 352,118,478 (recorded as non-operational profit); the total amount of deferred subsidies in 2013
was RMB 449,026,307;%%
e 2012: RMB 191,217,042.21 (registered as non-operational profit in 2012); deferred subsidies amounted to
RMB 254,393,825 by the end of 2012.272
e 2011: RMB 67,052,225;27
e 2010: RMB 25,537,131, 2"
e 2009: RMB 13,350,620;?" and
e 2008: RMB 32,989,780.2

Benxi Iron & Steel Group does not provide a detailed breakdown of these subsidies in 2008 and 2009

Benxi Beiying Iron & Steel Group reported the following totoal government subsidies in its annuals report:
e 2014: RMB 40,655,000;
e 2013: RMB 75,077,015;
e 2012: RMB 39,502,000;
e 2011: RMB 22,334,800;%"
e 2010: RMB 8,524,000;
e 2009: RMB 17,556,000; and
e 2008: RMB 27,120,000%™
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The annual reports do not disclose a detailed breakdown of governmental subsidies Benxi Beiying Iron & Steel Group
received in 2008, 2009 and 2011.

Cash Grants and Capital Infusions

Benxi Iron & Steel Group reported receiving the following cash grants and capital infusions in 2014 (only subsidies
over RMB 1 million included):
e Compensation of RMB 7,124,300 for the demolition of hot springs;;
e  Government grants worth RMB 2 million for a heat pipes network renovation project;
e Funding worth RMB 10 million for the demonstration project on mixing iron to improve recovery rate for
dressing plants; and
e  Other unspecified cash grants that transferred from deferred income worth RMB 18,154,282,

Benxi Beiying Iron & Steel Group reported receiving the following cash grants and capital infusions in 2014 (only
subsidies over RMB 1 million included):

o Sintering flue gas desulfurization environmental governance funds worth RMB 2.7 million;

o New flue gas desulfurization facilities sewage charges disposable income worth RMB 3 million;

e Economical use and energy-saving incentives worth RMB 8.91 million;

¢  Environmental management funding for desulphurization facilities worth RMB 4 million; and

e Financial subsidies on Industrial Energy Management Center Construction Demonstration projects worth

RMB 12 million.

Benxi Iron & Steel Group reported receiving the following cash grants and capital infusions in 2013 (only subsidies
over RMB 1 million included):

e  Governmental subsidies on infrastructure expenses worth RMB 15,610,000;

e Financing grants amounting to RMB 4,092,471,

e Hot springs demolition compensation amounting to RMB 81,088,000; and

e  Other unspecified cash grants that transferred from deferred income worth RMB 156,847,193.

Benxi Beiying Iron & Steel Group reported receiving the following cash grants and capital infusions in 2013 (only
subsidies over RMB 10 million included:
e Central sewage charges subsidies from Liaoning Provincial Ministry of Finance worth RMB 30 million;
e Special fund for energy saving and emission reduction from Benxi Municipal Planning and Development
Department worth RMB 20.98 million; and
e Financial subsidies on Industrial Energy Management Center Construction Demonstration projects worth
RMB 12 million.

Benxi Iron & Steel Group reported receiving the following cash grants and capital infusions in 2012:
e Financing grants amounting to RMB 12,746,403;
e  Special fund for environment protection worth RMB 1.1 million;
e Slag utilization project funding worth RMB 3.6 million;
e  Grants worth RMB 59,561,027 from the Municipal Environmental Protection Bureau; and
e  Other unspecified cash grants that transferred from deferred income worth RMB 27,468,631.

Based on 2012 annual report, Benxi Beiying Iron & Steel Group reported receiving cash grants totaling RMB 27.05
million including employment subsidies, sewage treatment plant policy funds and environmental protection special
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fund from Provincial Ministry of Finance. Additionally, the company received financial subsidies for Industrial Energy
Management Center Construction Demonstration projects worth RMB 12 million.

Benxi Iron & Steel Group reported receiving the following cash grants and capital infusions in 2011:
e Eliminate backward production capacity grants amounting to RMB 34,800,000;
e  Environmental pollution control engineering funding worth 8,400,000;
e  Earmarks for Liaoning Provincial Automotive Board Engineering Laboratory worth RMB 300,000; and
e  Other funding amounting to RMB 2,632,146.

In 2010, Benxi Iron & Steel Group reported receiving financing grants amounts to RMB 2,893,1009.

Based on 2010 annual report, Benxi Beiying Iron & Steel Group reported receiving sewage charges and environmental
subsidies amounting to RMB 8,524,000.

Benxi Iron & Steel Group reported receiving the following cash grants and capital infusions in 2009 (only subsidies
over RMB 1 million included):
e Subsidies on iron ore resource utilization worth RMB 4,044,527 (noting this is also a raw materials subsidy);
e  Cash rewards amounting to RMB 2,833,333;
e Site backfilling subsidies from Ministry of Finance in Dandong Frontier Cooperation Zone amounting to
RMB 2,090,715; and
e  Exports and technology innovation support fund worth RMB 1,696,000.

Tax Benefits to the Steel Industry

Benxi Iron & Steel Group received the following tax benefits:
e 2014: Tax refund amounting to RMB 2,635,407
e 2013: Corporate income tax refund worth RMB 1,641,512;
e 2012: Corporate income tax refund worth RMB 510,000;
e 2011: Tax refund amounting to RMB 2,027,967 and tax refund worth RMB 18,827,112;
e 2010: Tax refund worth RMB 22,644,021;
e 2009: Tax refund worth RMB 597,059.

In 2014, Benxi Beiying Iron & Steel Group received Tax payment refund worth RMB 9,919,000

Land-Use Rights

Benxi Iron & Steel Group reported the following land-use:
e  2013: Return of land transfer payments worth RMB 4,219,500
e 2013: Governmental subsidies on low-rent housing amounting to RMB 6,150,000;
e  2013: Return of land requisition expense worth RMB 82,469,799;
e 2012: Land requisition expanse refund worth RMB 86,230,980.

Utilities subsidies

In 2013, Benxi Beiying Iron & Steel Group received electricity usage compensation worth RMB 5.48 million.

Deferred subsidies




Benxi Iron & Steel Group had the following deferred subsidies in 2014 (only subsidies over RMB 10 million included):

e Industrial enterprise energy management center construction demonstrative project subsidies worth RMB
11,600,000;

e  Environmental pollution control engineering project funding worth RMB 22,942,000;

e Cold rolled high strength steel renovation project worth RMB 250,000,000;

e High-grade galvanized sheet production line funding worth RMB 41,040,000;

e Sintering waste heat utilization project and desulphurization renovation project funding worth RMB
21,020,000;

e  Power plant boiler flue gas desulphurization project funding worth RMB 24,000,000;

e  Special funds for introduction of foreign advanced technology worth RMB 14,420,000;

e  Subsidies on land use rights worth RMB 62,657,999; and

e  Other unspecific deferred subsidies worth RMB 19,762,978.

5.11. Valin Steel Group

Valin Steel Group Co Ltd (il B #3282k 45 1 B 534122 /) (“Valin Steel Group™) has four subsidiaries in the steel
industry, as follows:

e  Valin Iron & Steel Co Ltd (“Valin Iron & Steel”) (W FFHEZZ N E B R A 7));

e Hunan Xiangtan Iron and Steel Co Ltd (“Xiangtan Iron & Steel”) (il HX 245 45 FR A )
e  Valin Lysteel Co Ltd (“Lysteel”) (i g 1E25 W IR A IR A 71); and

e Hengyang Valin Steel Tube Co Ltd (“Hengyang Tube”) (fFHAEZ5ME 15 TR A 7).

Since annual reports for Valin Steel Group were only located for 2012 to 2014, details of government subsidies
received by Valin Iron & Steel Co Ltd, the group’s largest subsidiary in the steel industry, from 2008 to 2014 are also
included. In addition, comprehensive media research was conducted to ascertain government subsidies that Valin Steel
Group received from 2008 to 2014.

Types of State Support Received

Valin Steel Group received a number of cash grants and capital infusions from 2008 to 2014. In addition, it also
received government support in the form of tax benefits, land-use benefits and preferential loans.

Amounts of State Support Received
Comprehensive research identified the following state support received by Valin Steel Group from 2009 to 2014, listed

in reverse chronological order by subsidy type. Unless otherwise indicated, information about subsidies was located

in the company’s annual reports or company announcements.



Total Amount of Subsidies Received

Valin Steel Group reported that it has received total government subsidies amounting to RMB 385,796,440 in 20147
and RMB 308,878,646 in 2013.2% Moreover, Valin Steel Group also received government subsidies of RMB
118,459,346 in 2012,%! and RMB 1,196,966,966 in 2011,282 all of which were recorded as non-operational profits.

Valin Steel Group also revealed its received government subsidies in 2010 reached RMB 41,922,1222% and RMB
32,839,528 in 2009.24 No annual report or audit report for Valin Steel Group in 2008 was located.

According to Valin Iron & Steel’s annual reports from 2008 to 2014, the state supports it received were RMB
175,242,897 in 2014,%° RMB 262,945,051 in 2013,%6 RMB 10,257,650 in 201227 and RMB 1,165,476,666 in

2011,%88 which are all recorded as non-operational profits in annual reports.

Cash Grants and Capital Infusions

In 2014, Valin Steel Group received various government supports in cash grants and capital infusions which are listed
as below:
e Related to Valin Steel Group’s capital, the government offered energy-saving and environmental protection
subsidies worth RMB 8,476,875.
e Fortechnology development purposes, Valin Steel Group received government subsides of RMB 14,163,140.
e Valin Steel Group received compensation for land requisition worth RMB 725,294,
e  Other unspecified government subsidies worth RMB 139,459,099.

In 2013, Valin Steel Group received government subsidies in technology and environmental areas:

e Valin Steel Group received government-issued energy-saving and environmental protection support worth
RMB 6,112,969. Also, Valin Iron & Steel received energy-saving and environmental protection subsidies
worth RMB 1.1 million.

e Technology development subsidy worth RMB 11,770,308 received by Valin Steel Group; and RMB 4 million
received by Valin Iron & Steel.

e Valin Steel Group received compensation for land requisition worth RMB 725,294,

e Valin Group also received other unspecified government subsidies worth RMB 9,254,821. Valin Iron & Steel
received other government subsidies worth RMB 197,968.

In 2012, Valin Steel Group reported the following government cash grants and capital infusions:

e The Hunan Province Finance Bureau published an announcement to address the government support that
would be offered to the enterprises that devoted themselves to enhancing foreign economic and technical
cooperation; Valin Steel Group, one of the recipients, received special funding worth 29,183,000.

e The Hunan Province Finance Bureau published another announcement about its support for developing
strategic emerging industries, including RMB 15 million for Valin Steel Group.

e One media resource indicated that the Hunan Provincial Government arranged financial grants of RMB 596
million and RMB 51 million separately for Valin Steel Group to subsidize expenses, including technology
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development subsidies worth RMB 246 million and comprehensive environmental protection subsidies worth
RMB 860 million.?%
e Valin Steel Group received other unspecified government subsidies worth RMB 15,351,000.

In 2011, Valin Iron & Steel received various state supports in cash grants and capital infusions as listed below:
e Government-offered technology development subsidies worth RMB 246 million;
e Total environmental protection grants worth RMB 860 million;
“Newly Industrialization Grants” worth RMB 50 million;
RMB 50 million in grants in newly industrialization to Lysteel from the Hunan Province Government in
December 2011;%%
According to an announcement published by Valin Iron & Steel on 7 January 2012, Lysteel received the
following grants:
o RMB 12 million for prevention and control of heavy metal pollution;
o RMB 20 million for energy-saving and environmental protection research;
o RMB 30 million in metallurgical automation technology research funding from the Hunan Province
Finance Bureau; and
The group received other unspecified government subsidies worth 9,476,666 in total.

In addition, Xiangtan Iron & Steel received comprehensive environmental protection subsidies worth RMB 160
million and Hengyang Tube received RMB 140 million in comprehensive environmental protection from the Hunan
Province Finance Bureau.?!

In 2010, Iron & Steel government received unspecified subsidies worth RMB 21,089,500.

According to Valin Iron & Steel’s 2008 annual report, Valin Steel Group’s subsidiaries, Xiangtan Iron & Steel and
Lysteel received the following subsidies:
e Xiangtan Iron & Steel received RMB 2.5 million in grants for e-commerce enterprise supply chain, RMB
78,333 in support for a sewage treatment project, RMB 100,000 in a rant for an industrial waste water
recycling project.

e Lysteel received cash grants worth RMB 1.1 million in “steel flue as automatic monitoring system”.

Preferential Loans and Directed Credit

In 2014 and 2013, the government offered loan interest refunds of RMB 5.4 million and 11,030,000, respectively.

Tax Benefits

In 2014, government offered the following tax benefits to Valin Steel Group:

e Valin Steel Group received tax refunds in comprehensive resources utilization worth RMB 202,532,029.

e The group reported other tax refunds worth RMB 15,040,000 for the year.

e One media source indicated that Valin Steel Group received VAT refunds in comprehensive resources
utilization worth RMB 68,788,100 in the first half of 2014.29

e Valin Iron & Steel published an announcement that its subsidiaries Xiangtan Iron & Steel and Lysteel
received VAT refunds in comprehensive resources utilization worth RMB 128,478,000 from the Ministry of
Finance.?®
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In 2013, Valin Steel Group received tax benefits from government, listed below:
e Valin Steel Group reported VAT refunds for comprehensive resources utilization worth RMB 248,945,252.
e Valin Iron & Steel received tax refunds worth RMB 206,968,510 for comprehensive resources utilization.
e  One media resource indicated that two subsidiaries of Valin Iron & Steel, Xiangtan Iron & Steel and Lysteel
received VAT refunds worth RMB 162 million for comprehensive resources utilization.?%*
o Valin Steel Group received other tax refunds worth RMB 21,040,000.

In 2012, Valin Steel Group received RMB 59,925,199 in VAT refunds for comprehensive resources utilization.

5.12. Jianlong Steel Group

Beijing Jianlong Heavy Industry Group Co Ltd (4t %% % Je 5 T4 4147 fR A 7]) is a private group company with six
subsidiaries in the steel industry and multiple subsidiaries in other industries. Based on its official website, these six
subsidiaries are:

o Tangshan Jianlong Industrial Co Ltd (J# 1L & %SV A7 BR A ),

e Chengde Jianlong Special Steel Co Ltd (7R 2 JE KRN A BR 2 ),
e Heilongjiang Jianlong Steel Co Ltd (% 21T & AN BR A F]),

e Jilin Jianlong Steel Co Ltd (% AR AN AT IR 534E A ),

e Fushun New Steel Co Ltd (F&/iH Xk A FR 51 4E /A 7]), and

e Tangshan New Baotao Steel Co Ltd (111 i #7 5 Z&4N A IR A 7).

Types of State Support Received

Investigative research found that neither the group company nor its subsidiaries mentioned above issued any annual
reports or particular announcements regarding their governmental subsidies. However, comprehensive media research
found that the parent company and its subsidiaries benefited from state support through cash grants for energy saving
technology transformation projects and patents.

Amounts of State Support Received

Comprehensive research identified the following state support received by Jianlong Steel Group and its subsidiaries
since 2008, listed in reverse chronological order. Unlike listed companies, limited information regarding governmental
subsidies for Jianlong Steel Group and its subsidiaries is available in the public domain.

e According to Heilongjiang Provincial Science and Technology Office, Heilongjiang Jianlong Steel Co Ltd,
together with other four companies, was selected for a provincial pilot project on patent advantages by the
Provincial Intellectual Property Office in 2013. A total of RMB 900,000 was awarded to Heilongjiang
Jianlong Steel Co Ltd and other four pilot enterprises.?%

e According to Tangshan Municipal Development and Reform Commission, in 2013, the National
Development and Reform Commission issued ‘2013 Tangshan Municipal Technology transformation
Financial Rewards Implementation Plan’ including nine projects. These nine projects received national award
funding amounting to RMB 117 million, which were expected cut the use of 391,100 tons of standard coal.
Among these nine projects, one is Tangshan Jianlong Industrial Co Ltd’s “65MW burning blast furnace gas
turbines energy-saving technological transformation project”.2%
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e Tangshan Jianlong Industrial received a “2012 Technology Innovation Excellent Enterprise Award” from the
municipal government worth RMB 100,000.%%"

e Based on Jianlong Steel Group’s event history, one subsidiary named Chengde Jianlong Mining Co Ltd
reportedly received mineral resource conservation and comprehensive utilization incentive funds worth RMB
5 million in June 2012.2%

e According to Xiben New Line, Heilongjiang Jianlong Steel Co Ltd, together with some other enterprises and
universities including Panzhihua Iron and Steel Company Limited and the University of Science and
Technology Beijing, jointly successfully applied for the “863 Project” and received total governmental cash
grants worth RMB 24 million in March 2012.2%° The “863 Project” involves research and demonstration of
vanadium-titanium magnetite smelting and utilization technology and equipment, which was expected to
meet national standards for “efficient utilization of national mineral resources”. The media source did not list
the specific amount Heilongjiang Jianlong Steel Co Ltd received for this project.

e Based on Jianlong Steel Group’s event history, Shuangyashan Jianlong Mining Co Ltd received national
mineral resource conservation and comprehensive utilization special funds amounting to RMB 8 million in
March 2011.3%

e In 2010, Hebei Provincial Department of Finance and Department of Commerce jointly allocated
international market development funds worth RMB 30,000 to Tangshan Jianlong Industrial Co Ltd.3%

e In 2010, Tangshan Jianlong Industrial Co Ltd received Tangshan municipal governmental cash grants
amounting to RMB 200,000 as a “well-known brand” award.3%

e Since 2010, Tangshan New Baotao Steel Co Ltd has received special awards for a solid waste treatment and
emission reduction project worth RMB 10 million from the Provincial Development and Reform
Commission.3%

e According to one bid announcement with reference number 0678-1199ZL.ZB91066, Heilongjiang Qianlong
Steel received governmental subsidies for an energy management systematic equipment procurement and
installation project in 2010. The equipment included domestically-made large screen display systems,
computer systems and industrial switch equipment. The announcement did not list out the specific subsidies
amount. 3%

e Another bid announcement with reference number 0678-1099ZL.ZB91025 indicates that Heilongjiang