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The following is a courtesy translation of excerpts from Exhibit 6-28, “[X42 Line Pipes] Local 

Governments Don’t Dare to be Bold and Resolute –Seeking for Stability” (18 November 2014), 
Tianjin Guanghengrun Steel Co. online: <http://www.tjgxgcj.com/html/cgbz/2034.html >. 

“[X42 Line Pipes] Local Governments Don’t Dare to be Bold and Resolute –Seeking for 
Stability” (18 November 2014). 
 
 
According to industry insider, Zhang Lin, the State currently still just targets outdated production 
capacity when eliminating and restricting production capacity.  It still lacks the necessary mechanisms 
for restricting those steel production capacities that meet the standards. “{…} Currently speaking, 
overcapacity will inevitably cause vicious competition and excessive competition.”  
 
During the time when steel overcapacity cannot be resolved, the local government’s approach to 
reducing this capacity production issue gives much food for thought.  One anonymous industry insider 
pointed out to the news reporter: “Even if the State has issued relevant policies to control production 
capacity, the local government always gives out discounts because this affects the revenue to be 
collected from local taxation, and the local government’s political achievements.” 
 
The news reporter also gathered that government subsidization played a major role in “beautifying” the 
financial statement for many enterprises.  Taking Valin Steel, for example, the net profit for H1 2014 
was 19.01 million RMB.  However, the amount of government subsidization it received during that 
period was 79.41 million RBM ---4.17 times its net profit. 
 
On this note, Shen Meng said: “The steel enterprise is the backbone enterprise for local governments.  
In considering its goal for local employment and social stability, the local government will not make 
radical reforms to the steel industry.  This in turn, greatly diminishes the force in reducing 
overcapacity. {…}” 
 
Zhang Lin also mentioned that the steel industry’s overcapacity issue is deeply rooted, and cannot be 
easily resolved overnight.  “Overcapacity has a lot to do with the local government’s initial investment 
and incentive policies, and local official’s pursuit of GDP. {…}” 
 
An industry insider of X42 Line Pipe, Shen Meng, said that under the current economic situations, it is 
very difficult for the steel industry to obtain improvements. {…} 
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