Coalition for Sustainable Cement Manufacturing & Environment
1107 9th Street, Suite 930 | Sacramento, CA 95814 | (916) 447-9884

September 19, 2016

Ms. Mary Nichols

Chairman

California Air Resources Board
1001 “1” Street

Post Office Box 2815
Sacramento, California 95812

Subject: Comments on Draft Regulation and Initial Statement of Reasons

Dear Ms. Nichols:

The Coalition for Sustainable Cement Manufacturing and Environment (“CSCME”), a coalition of all five
cement manufacturers in California,* provides these comments on the California Air Resources Board’s
(“CARB'’s”) Draft Regulation and Initial Statement of Reasons (“ISOR”) released on August 2, 2016.

Under AB 32, CARB is required to design and implement its cap-and-trade program to limit greenhouse
gas (“GHG”) emissions in a manner that minimizes emissions leakage.” CARB’s primary means for
minimizing leakage in the manufacturing sector is the allocation of allowances to at-risk industries. In its
ISOR, CARB confirmed that it will “[c]lontinue to prevent emissions leakage in the most cost-effective
manner through appropriate allowance allocation for the post-2020 program.”® CSCME strongly
supports the continuation of the allowance allocation program as an essential ingredient for promoting
the long-term success of California’s efforts to address global climate change.

However, for the reasons set forth in the following sections, CSCME opposes CARB’s proposed approach
to revising assistance factors for the post-2020 period. As a threshold matter, CARB’s methodology
cannot be adequately assessed and understood due to a combination of factors, including the
fundamental lack of transparency associated with the underlying studies, the complexity of the
empirical methods used, and CARB’s failure to disclose data that is the proposed basis for regulation
(e.g., the international market transfer rate). Nevertheless, based solely on the limited information
provided to date, we have serious concerns regarding the proposed approach, and we strongly
recommend that CARB reevaluate the appropriate path forward. We welcome the opportunity to work
closely with CARB in order to resolve our concerns and develop an allowance allocation framework for
ensuring that the post-2020 framework minimizes the risk of leakage to the California cement industry.

! The Coalition includes CalPortland Company, Cemex, Inc., Lehigh Southwest Cement Company, Mitsubishi
Cement Corporation, and National Cement Company of California Inc. There are ten cement plants located in
California, eight of which are currently operating.

2 AB32, Section 38562(b)(8).

% |SOR at ES-5.



I.  THE IMPORTANCE OF MINIMIZING LEAKAGE THROUGH ALLOWANCE ALLOCATIONS

Leakage can have diverse, profound, and potentially irreversible consequences for the economic viability
of entire industries, for the environmental integrity of the cap-and-trade program, and for the long-term
political durability of AB 32. Accordingly, it is imperative that CARB develop an allowance allocation
framework that effectively and efficiently minimizes leakage, particularly in high-risk industries.

The imperative to minimize leakage is illustrated and underscored by certain key findings in the recently
released leakage studies, which were commissioned by CARB and now serve as the centerpiece of its
proposed approach. For example, the domestic leakage study suggests that the average California
industry will experience an 11% decline in output if forced to fully absorb a $22.62 carbon price.* Under
a similar carbon price assumption, the international leakage study suggests that the average industry
would experience an 18% decline in output.’

These projections are alarming by almost any measure. Consistent with CARB’s view that the domestic
and international leakage estimates can be applied in an additive fashion, the studies effectively imply
that a $22.62 carbon price will result in a 29% output decline for the average California industry in the
absence of allowance allocations.® To put this result into perspective, U.S. industrial production tends to
fall by roughly 5% per year during a “typical” recession and declined by as much as 18% per year during
the Great Recession of 2008-09 (see Figure 1). Simply put, the results of the leakage studies predict
that, absent high levels of leakage assistance across most industries, the cap-and-trade program could
push California into an industrial recession on an unprecedented scale.

These projections are even more alarming for industries that are at a high risk of leakage, such as
cement (see Box 1). For instance, the international leakage study estimates that, under a carbon price
of $10 per metric ton, the California cement industry’s output will decline by 72% — a decline far
greater than that experienced during the bursting of the housing bubble and the onset of the deep
recession in the mid-2000s.”

In addition to highlighting the importance of minimizing leakage through allowance allocations, the
general thrust of the studies creates a dilemma for CARB. On the one hand, CARB has indicated that it
intends to reduce allowance allocations for the industrial sector in the post-2020 timeframe. On the

4 Gray, Wayne et al., Resources for the Future, “Employment and Output Leakage under California’s Cap-and-Trade
Program” (May 2016), Table Al.

> The international leakage study estimates industries’ output response to a carbon price of $10 per metric ton,
while the domestic leakage study estimates the output response under a carbon price of $22.62 per metric ton.
We have adjusted the results of the international leakage study to allow an “apples-to-apples” comparison and to
simulate the effects of a more realistic carbon price in the post-2020 timeframe. Specifically, the median output
decline for each industry under a $10 carbon price (see Table 10) was multiplied by a factor of 2.62 ($22.62 /
$10.00), resulting in an average output decline of 18% across all industries. This adjustment assumes that there is
an inverse linear relationship between the change in an industry’s output and the magnitude of the carbon price,
which is consistent with the assumptions used in the leakage studies.

® These results are even more alarming given that they do not include the impact of process emissions and they
are based on a carbon price assumption of $22.62, which is consistent with the expected “price floor” post-2020.

’ Fowlie, M.L. et al., “Measuring Leakage Risk” (May 2016), (“International Leakage Study”), Table 11.



other hand, the results of the studies suggest that anything short of ample allowance allocations will
result in a swift and severe recession in the manufacturing sector, and potentially the demise of high-
risk industries, such as cement.

Figure 1. Historical Manufacturing Industrial Production
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BOX 1. LEAKAGE RISK FACTORS IN THE CALIFORNIA CEMENT INDUSTRY: A PRIMER

As described in its March 2016 comment letter to CARB, the California cement industry is at an
extreme risk of leakage in both absolute and relative terms.? CARB has recognized the cement
industry’s extreme risk of leakage in at least two critical respects. First, CARB classified cement in
the “high leakage risk” category for the purpose of allocating allowances during the first three
compliance periods. Second, CARB directed its staff to consider a border adjustment measure
(“BAM”) for cement to address the additional risk of leakage associated with the existing
allowance allocation approach.’

The cement industry’s extreme leakage risk is based on a confluence of risk factors, including but
not limited to:

e An extraordinarily high exposure to the compliance costs associated with a cap-and-trade
program due to the industry’s high emissions intensity. In fact, according to CARB’s analysis
that was used to support the current allowance allocation framework, the cement industry has
a GHG intensity that is more than three times greater than that of the next most emissions-

intensive industry.

e An exceptionally low ability to reduce its GHG intensity primarily because more than half of the
industry’s GHG footprint is associated with process emissions, but also because existing plants
already utilize the most advanced and energy efficient production technology and are
constrained in their ability to substitute lower carbon fuels in the future due to market,
technical, and regulatory barriers.

e A severely limited ability to pass through realized compliance costs to consumers without
suffering a loss of market share or profitability due to the fact that cement is a commodity that
competes almost exclusively on the basis of price; cement is a fungible product that is highly
substitutable with imported supply; the California cement industry is a highly contestable
market that is logistically and economically accessible to competitors throughout the Asia
Pacific region; and the global cement industry is capital-intensive by nature and currently
plagued by overcapacity, which gives international competitors both structural and cyclical
motives to aggressively exploit the cost advantages that could materialize under the California
cap-and-trade program.

This risk threatens to offset reductions of GHG emissions in the California cement industry with
increases in GHG emissions outside of the state — thereby frustrating and undermining CARB’s
ability to achieve California’s climate change objectives.

8 See CSCME, “Comments Related to the Risk of Leakage in the Cement Sector” and Appendix, March 10, 2016,
attached to CSCME, “Comments on May 18, 2016 Public Workshop on Emissions Leakage Potential Studies,” June
10, 2016, at Attachment 1.

° CARB Resolution 10-42, December 16, 2010. Unfortunately, CARB has not developed a BAM to address the
increasing risk of leakage to the California cement industry and is now proposing fundamental changes to the
allowance allocation framework.



GUIDING PRINCIPLES FOR ALLOWANCE ALLOCATION

Given its importance to the sustainability of California’s cement industry and California’s overall climate

change program, CARB’s allowance allocation framework must be designed in a careful, deliberate, and

thoughtful fashion. CSCME believes that any allowance allocation framework to minimize leakage must

uphold at least eight fundamental principles:

Transparency: The framework should be based on verifiable data and methods so that
stakeholders can confirm the accuracy of inputs and calculations.

Accountability: The framework should, at a minimum, be based on data and analysis that can be
fully verified and vetted by CARB so that the agency is accountable for its regulatory
responsibilities.

Accessibility: The framework should be as simple as possible and avoid unnecessary complexity so
that stakeholders understand the basis on which they are being regulated.

Compatibility: The framework should be easily adaptable by and integrated into other cap-and-
trade programs so that CARB successfully achieves its goal of creating a broader, deeper, and more
integrated carbon market.

Applicability: The framework should allocate allowances in a manner that recognizes the applicable
characteristics of individual industries.

Equity: The framework should allocate allowances to industries according to relative leakage risk.

Predictability: The framework should reduce policy uncertainty so that investors have clear “rules
of the road” and can make long-term investments with confidence.

Durability: The framework should be defensible against legal challenges and sustainable across
multiple political and policy cycles.

CSCME believes that CARB’s proposed approach, as described in Appendix E of the ISOR, is inconsistent

with all of these principles. Specifically, as demonstrated in the following sections, the approach:

Relies on opaque data sources and inadequate oversight controls that violate basic principles of
good governance, especially transparency and accountability.

Embraces unnecessarily complex methods that render it inaccessible to the vast majority of
stakeholders and virtually ensures that it will be incompatible with other cap-and-trade programs.

Fails to adequately recognize the applicable characteristics of certain industries, including cement,
and, therefore, is unlikely to result in allocating allowances in proportion to leakage risk.

Reflects a rulemaking process that is likely to generate additional policy uncertainty and create
legal and political vulnerabilities that will threaten the long-term viability of the allowance
allocation system, the cap-and-trade program, and California’s overall efforts to reduce GHG
emissions.



lll. PROCESS CONSIDERATIONS

Although the majority of these comments focus on the technical aspects of the ISOR, CSCME has serious
concerns about the regulatory rulemaking process itself, including the timing, the scope, and the
sequencing of the process.

3.1 Concerns About the Timing of the Rulemaking Process

Given the importance of the allowance allocation framework to the economic viability of industries, the
integrity of the cap-and-trade program, and the durability of the state’s overall approach to reducing
GHG emissions, CARB should ensure that all parties have sufficient time and information available to
provide meaningful input into the rulemaking process.

Accordingly, CSCME strongly supports CARB’s decision not to implement any revised assistance factors
(“AFs”) for the third compliance period. This delay in implementation provides an opportunity for CARB
to continue discussions regarding the allocation framework so that stakeholders have more time to
review the leakage studies, reproduce relevant calculations, assess the studies’ limitations, and consider
the advantages and disadvantages of alternative approaches to measuring leakage risk. This additional
time is particularly important given that CARB has not released critical information necessary for
stakeholders to assess the proposed regulatory framework, including but not limited to the international
market transfer rates estimated in the international leakage study and emissions intensity data.™

Despite the fact that revised AFs will not be implemented during the third compliance period, CARB
appears to suggest in the ISOR that the revised AFs may be proposed as part of a 15-day rulemaking in
advance of consideration of the proposed regulatory amendments at the Board meeting in Spring 2017.
Given the complexity of the proposed methodology, the significant impact of any change on California
industries, and the failure to release key data, a 15-day rulemaking is an inadequate amount of time for
stakeholders to understand how the methodology will translate into the actual AFs that will apply to
industries and provide CARB with substantive comments. CARB’s decision not to implement revised AFs
during the third compliance period eliminates the need for a compressed 15-day process and creates an
opportunity to adopt a more deliberate process that would provide stakeholders with more time to
review and provide meaningful comments on the revised AFs. CSCME encourages CARB to take full
advantage of this opportunity.

3.2 Concerns About the Scope of the Rulemaking Process

CARB also confirmed that the current regulatory package does not include proposed revisions to other
variables in the allowance allocation equation. As CARB is aware, the allocation of allowances to
industries is a function of an equation that includes the assistance factor, applicable industry

% |n its June 10, 2016 Comments on the Public Workshop on Emissions Leakage Potential Studies and in
discussions with CARB, CSCME expressed significant concerns and requested additional data relating to the
international market transfer rate and other data necessary to fully understand the leakage studies and the
implications for the cement industry. See Attachment 1. On September 14, 2016, CSCME filed a request for
information from CARB under the California Public Records Act. See Attachment 2. Thus far, CARB has not
provided any data or information in response to these requests.



benchmarks, and the cap adjustment factor. Changes to any of these variables will affect the overall
allocation of allowances to industries. In the absence of transparency regarding changes to all three of
the allowance allocation variables, stakeholders will be unable to determine the overall level of
assistance provided to each industry and, therefore, provide meaningful comments about the extent to
which the allowance allocation framework is likely to minimize the risk of leakage.

Although CARB confirmed that it will not propose changes to industry benchmarks for the third
compliance period (other than those already specified),* it also indicated that all benchmarks would
need to be changed in order to allocate allowances for purchased electricity and that such changes
would be part of separate regulatory package.'? In addition, CARB stated that it may be proposing cap
adjustment factors for the post-2020 period as part of a 15-day comment period.*?

Given that the new allowance allocation framework will not be implemented until after 2020, CSCME
urges CARB to undertake a separate regulatory rulemaking covering the entire allowance allocation
framework, including any proposals relating to all three variables in the allowance allocation equation.

3.3 Concerns About the Sequencing of the Rulemaking Process

CARB has indicated that the 2030 Target Draft Scoping Plan will be considered by the Board in early
2017." According to CARB, the Plan will “serve as the framework to define the State’s climate change
priorities for the next 15 years and beyond” and “chart the path to achieving the 2030 target and

describe the potential role of a post-2020 Cap-and-Trade Program.”*

In the absence of guidance provided by the Scoping Plan and its associated analysis, any regulatory
development for the post-2020 program is premature. By engaging in a highly complex and piecemeal
regulatory process, CARB is not sending a clear “investment signal”*® but rather is making a presumption
about the scope and methodology under the post-2020 framework, which is creating more uncertainty
rather than less.

Accordingly, CSCME urges CARB to present a new regulatory package after the adoption of the final
2030 Target Scoping Plan that addresses all elements of the post-2020 allowance allocation framework
as well as other aspects of the cap-and-trade program that must work together to satisfy the
requirement under AB32 to minimize leakage.

1 1SOR at 32.
121SOR at 33.
3 1SOR at 30.
1 |SOR at E-2.
> |SOR at E-2.

% |SOR at E-2.



IV. CROSS-CUTTING OBSERVATIONS ABOUT CARB’S PROPOSED APPROACH

4.1 CARB’s Proposed Approach Lacks Transparency & Accountability

CARB'’s proposed approach relies almost exclusively on the results of the leakage studies, which were
conducted using confidential data from the U.S. Census Bureau that cannot be accessed, inspected, or
verified by anyone other than the authors. Although this may be an acceptable practice for intellectual
and academic pursuits, it is an inherently flawed basis for crafting public policies that can have profound
consequences on manufacturing facilities, their employees, and the communities that they support.

The fundamental flaws of this approach are apparent in at least two respects.

e  Given the confidential nature of the data, the regulated community has no ability to verify the
accuracy of the underlying data, the analytical methods used, or the results. Consequently, CARB’s
proposed approach to addressing leakage rests in a “regulatory black box” that, by design, lacks
transparency and effectively denies the regulated community any possibility of due process.

° Given that CARB has indicated that even its own staff does not have access to all of the data, the

regulatory authority itself has no ability to verify the accuracy of the data, methods, or results. In
short, CARB has abdicated its regulatory responsibilities and effectively outsourced them to
unaccountable third parties.

Although CSCME has many other concerns, as outlined below, we believe that the lack of transparency
and accountability are fatal flaws that make CARB’s proposed approach unsuitable for formulating policy
and that place it on inherently unstable regulatory, legal, and policy grounds.

4.2 CARB’s Proposed Approach Relies on Studies that are Conceptually Flawed

In the simplest of terms, both the domestic and international leakage studies undertake a two-step
process: (1) analyze historical data to estimate the relationship between energy prices and key
outcomes for individual industries and (2) simulate the effect of a given carbon price on individual
industries assuming that the historical relationships remain unchanged. In short, they attempt to

“analyze by analogy.” However, for a variety of reasons, the analogy is unlikely to hold true in practice,
particularly for the cement industry. Specifically,

e  The past is unlikely to be a reliable predictor of the future. The economic circumstances during
the studies’ timeframes (1997-2012) encompass the bursting of an unprecedented housing bubble,
the sudden onset of a global financial crisis, and one of the most severe recessions in U.S. history.
Since the end of the recession, the U.S. economy has been locked in a so-called “new normal” that
includes a slow and sluggish economic recovery, ultra-low interest rates, an unusually strong dollar,
and historic levels of overcapacity in key commodities, including cement, aluminum, steel, and
petroleum. Simply put, the conditions of competition have radically changed. As a result, even if
the economic relationships during the 1997-2012 timeframe could be accurately estimated, they
are unlikely to be bear any resemblance to today, much less 2021 and beyond.



Positive cost shocks are not equivalent to negative cost shocks. An industry’s response to a
positive energy cost shock (e.g., a decline in natural gas prices) is likely to be different than its

response to a negative energy cost shock (e.g., an increase in carbon prices)."

Gradual cost shocks are not equivalent to sudden cost shocks. An industry’s response to energy
prices that have gradually evolved over many years is likely to be different than its response to a
sudden and severe cost increase that would occur for industries that experience a significant
reduction in their leakage assistance.

Transitory cost shocks are not equivalent to permanent cost shocks. An industry’s response to a
potentially temporary cost shock (i.e., a market-driven cost decrease in natural gas prices) is likely
to be different than the response to an unambiguously permanent cost shock (i.e., a policy-driven
cost increase via carbon pricing).

Private cost shocks are not equivalent to public cost shocks. A competitor’s response to a
relatively private cost shock, such as small and highly uncertain changes in a California producer’s
energy cost structure, are likely to be different than the response to a very public cost shock, such
as a large and highly certain increase in carbon costs. Put differently, a highly visible, policy-
induced carbon price shock will more clearly signal an opportunity for out-of-state producers that
can logistically and economically access the California market.

4.3 CARB’s Proposed Approach is Not Relevant to the Cement Industry

Despite CARB’s assertions that its revised methodology “more precisely” measures an industry’s leakage

risk, there are several reasons to believe that its estimates of leakage risk for the cement industry are

“precisely” wrong. Both studies fail to take critical features of the California cement industry into

account in their analysis, which raises serious questions about their ability to more accurately assess

leakage risk in the cement industry.

Neither study formally considers the impact of process emissions. Process emissions constitute
the majority of GHG emissions in the cement industry, and neither study considers the impact of
process emissions in their formal modeling work. As a result, the modeling results will understate
the impact of a given carbon price on the cement industry by at least half, and perhaps more if
impacts are found to be non-linear at much higher values.

Neither study accurately captures the cement industry’s energy costs. Coal constitutes the vast
majority of energy consumed in the California cement industry, and electricity and natural gas
comprise only a small share of the industry’s cost structure. Nevertheless, both studies focus on
the impact of electricity and natural gas prices, and there is no indication that they include or
otherwise control for variation in coal prices or the impacts of the use of alternative or biogenic
fuels in their models. As a result, the modeling results are unlikely to accurately estimate the
impact of a given carbon price on the cement industry.

Y For example, see Engemann, Kristie et al. (2012) at 1, which notes that there is “general acceptance that oil price
shocks are directionally asymmetric: large positive oil-price shocks matter, but negative ones do not.”



e  Neither study accurately captures the potential for inter-industry leakage. In addition to
imported cement, California cement producers compete for market share against other
construction materials, including asphalt, glass, steel, and lumber. Although both studies attempt
to assess the potential for intra-industry leakage (e.g., shifts in production from California cement
producers to non-California cement producers), neither seems to consider or evaluate the potential
for inter-industry leakage (e.g., shifts in production from California cement producers to non-
California producers of cement substitutes). To the extent that a carbon price results in a shift in
market share toward substitute products that are manufactured outside the state and transported
to California for consumption, the modeling results are likely to understate the impact of a given
carbon price on the cement industry.

e The international leakage study does not accurately capture the conditions of competition in the
California cement industry. The international leakage study is effectively an analysis of industries
at the national level, yet the national cement industry and the California cement industry are
fundamentally different in important respects. As evidenced by more than two decades of U.S.
International Trade Commission rulings, the California cement industry is a distinct regional market
that operates in a competitive environment that is fundamentally different than cement industries
in other U.S. regions or in the United States as a whole. Unlike inland states, the California market
is logistically and economically accessible by seaborne vessels from virtually every port in the Asia
Pacific region, which amplifies the mere threat of imports and forces domestic producers to
proactively suppress prices, profits, and investment to maintain market share and achieve the high
utilization rates needed in a capital-intensive industry. On the other hand, the California cement
industry exports very little cement due to structural, geographic, and political barriers. As a result,
the international leakage study’s inherently national approach is unlikely to accurately simulate the
impact of a given carbon price on the California cement industry.

4.4 CARB’s Proposed Approach Represents a Misapplication of the Leakage Study Results

CARB’s proposed approach not only assumes the conceptual, analytical, and practical flaws of the
underlying leakage studies, but also amplifies and compounds them by misapplying the results of the
studies to generate a single estimate of an industry’s leakage risk.

First, CARB proposes to apply the studies in a manner that ignores the explicit warnings of the authors
themselves. For instance, CARB proposes to use estimates of the so-called “International Transfer Rate”
as a key factor in determining each industry’s leakage risk, despite a series of clear statements by the
authors that indicate that this is an inappropriate application of the results, including but not limited to:

“The natural next step...is to translate these responsiveness measures to corresponding
measures of market transfer and associated emissions leakage. However, pushing on to
this next step amounts to pushing up against the limits of available data.” [emphasis
added]

“A ratio of noisy numbers can be very noisy; our industry-specific estimates of market
transfer rates are sensitive to changes in how the underlying estimating equations are

specified.” [emphasis added]

10



“Given the noisiness of these estimates, we cannot estimate the transfer rate for any

given industry with any degree of confidence.” [emphasis added]

By making the international market transfer rate a key element of its proposed approach and
introducing “alternative” regressions that are themselves based on the same study estimates, CARB
effectively ignores the authors’ warnings and ensures that these admittedly “noisy” estimates will be
applied to every given industry with every degree of confidence.

Second, CARB’s proposed approach attempts to combine two measures that are “apples and oranges.”
This challenge arises because of CARB’s choice to evaluate “domestic leakage” and “international
leakage” independently of each other, despite the fact that their impacts are highly interrelated as a
practical matter and their distinction is largely irrelevant as a policy matter. Nevertheless, due to the
“two study” methodology, CARB is left with the difficult task of transforming the results from one study
so that they are comparable to the other study.

CARB attempts to resolve this issue by transforming the results of the domestic leakage study so that
they are comparable to the results of the international leakage study, though it fails to execute this task
on multiple fronts. For instance:

e  CARB’s proposed approach does not appear to account for the fact that the international leakage
study assumes a $10 carbon price while the domestic study assumes $24.88.'%

e  CARB’s proposed approach appears to apply the international market transfer rate, which is a per
unit measure, to calculate leakage risk without taking into account the size of the output drop (e.g.,
a 50% transfer of a 50% output drop will result in significantly more leakage than a 50% transfer of
a 10% output drop).

e  CARB’s proposed methodology calls for imposing a “cutoff domestic drop” for the domestic leakage
estimates in an apparent attempt to simulate the effect of the international market transfer rate
on the international leakage estimates, despite the fact that it has no sound analytical basis for
estimating an appropriate cutoff for any given industry.

This attempt to artificially adjust the results of one study to be comparable to the results of another
study results in a methodology that is overwrought with arbitrary choices and overburdened by
unnecessary complexity.

18 |n the ISOR at E-12 CARB states that “The domestic study simulated increased electricity and natural gas prices
for a marginal compliance cost of $24.88 per MTCO,e in 2016 dollars...” However, the domestic leakage study’s
authors state that their analysis assumes a $22.62 carbon price (see Table A-1, p 51). We are unable to explain the
discrepancy between CARB’s reported price assumption and the price assumption documented in the domestic
leakage study.

11



4.5 CARB’s Proposed Approach is Not “Inherently Conservative”

CARB repeatedly asserts in the ISOR that its proposed approach results in “inherently conservative”
assessments of leakage risk.” For instance, CARB asserts that its proposed approach makes
“conservative assumptions” and uses a “conservative approach to translate the study findings into
revised AFs” resulting in “maximum possible potential emissions leakage risk levels” and “allocation in
excess of the amount needed to prevent potential leakage.””® Despite CARB’s assertions, its proposed
approach is not inherently conservative. Although CARB goes to great lengths in the ISOR to highlight
aspects of the analysis that are likely to overestimate leakage risk, it makes no discernable effort to
balance this with a discussion of a number of aspects that are likely to underestimate leakage risk.

First, given that the studies estimate economic leakage (as opposed to emissions leakage), CARB is
implicitly assuming that the GHG footprint of imported products is identical to the GHG footprint of
products produced in California. However, this implicit assumption is unlikely to be true for at least
three reasons:

e  The California industrial sector is already highly energy efficient, which means that (on average)
California goods are likely to have a lower direct GHG footprint than imported goods.

e  The California grid is one of the most GHG efficient in the world, which means that (on average)
California goods are likely to have a lower indirect GHG footprint than imported goods.

. Many imported goods are shipped to the California market from distant locations, which increases
their GHG footprint relative to those produced inside the state.

Simply put, there are multiple reasons to believe that (on balance) the total GHG footprint of an
imported good is likely to be greater than if that good was produced inside the state. To the extent true,
CARB’s implicit assumption of identical GHG footprints would place a downward bias on the results.

Second, CARB’s proposed approach is based on results from studies with inherently un-conservative,
unrealistic allowance price assumptions. Specifically, the international leakage study assumes a $10 per
metric ton carbon price, which is unrealistic given that the allowance price floor was set at $10 in 2012.
On the other hand, the domestic leakage study assumes an allowance price of $22.62 per metric ton,
which is a slight improvement from $10 but is likely to be below the price floor by 2025.* The
assumption of an allowance price that is likely to be below the future price floor faced by regulated
industries is fundamentally inconsistent with a conservative approach to estimating leakage risk or
determining allowance allocations.

% |ISOR at E-8.
2% |SOR at E-6.

2! This assumes a 5% per year adjustment to the price floor, plus 2% average annual inflation.
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Third, CARB’s adoption of the international market transfer rates, which only reflect imports and exports
of the same product, essentially assumes that there is no inter-industry leakage (e.g., a shift in market
share to imports of substitute products). To the extent that an industry competes with other products
that serve a similar need, CARB’s implicit assumption of no inter-industry leakage would place a
downward bias on the results.

Finally, many of CARB’s assertions about the conservative nature of the methodology revolve around
the assumption that each unit of lost output in a California industry translates into a one-for-one
increase in output outside the state. However, CARB proceeds to effectively “unwind” this conservatism
by using the international market transfer rate (which attempts to measure the portion of the loss that
is transferred internationally) as the foundation of its proposed approach and applying a “cut off” to the
domestic drop estimates (which is intended to simulate a similar effect). In fact, given that CARB has
ignored the authors warnings about using the international market transfer rate and that it has no
objective basis for selecting an appropriate “cut off” for the domestic drop estimates, it is conceivable
that CARB could not only fully offset but also potentially invert whatever conservative bias might have
been associated with the one-for-one transfer assumption that was initially used in the studies.

In short, CARB’s assertions that the proposed approach is conservative cannot be substantiated on the
current record. In order to reach such a conclusion, one must conduct a systematic and balanced
assessment to identify all of the aspects of the analysis that might bias the results upward or downward,
and weigh those factors against each other to determine the most likely direction. There is no evidence
in the ISOR that suggests that CARB conducted such an assessment and, given the implicit assumptions
and methodological choices noted above, it is possible if not probable that the results for many
industries will be biased in the downward direction.

4.6 CARB’s Proposed Approach is Unlikely to be Legally or Practically Durable

CARB’s process for developing its revised methodology has been neither transparent nor independently
verifiable, which is likely to undermine stakeholder confidence in the rulemaking process and erode the
durability of CARB’s proposed approach across policy and political cycles. Specifically, CARB has
proposed to replace its existing metrics (greenhouse gas intensity and trade exposure), which are based
on publicly available and verifiable data, with two new metrics (“domestic drop” and international
market transfer), which are constructed using data that cannot be publicly accessed and a process that
has not yet been replicated or verified. Indeed, by CARB’s own admission, the studies that produced
these metrics break new ground in existing research, which is all the more reason that regulated
industries and independent third parties must be given the time and data necessary to replicate their
results and stress test key conclusions according to a range of assumptions and model specifications.
Without providing adequate time and applying the appropriate level of analytical rigor and skepticism to
verify untested research methods and methodologies, neither CARB nor regulated entities can have
confidence in the durability of the revised leakage metrics or the associated assistance levels.

Moreover, in addition to regulating California industries according to a policy framework and metrics
that they are unable to fully understand, evaluate, or vet, CARB’s revised approach would also lock
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industries into a leakage classification system that cannot be updated without commissioning new
studies. Such an approach to providing leakage assistance is inherently unstable and bound to generate
skepticism among regulated industries, because it precludes the timely integration of new data and
information as they become available and because it is subject to the particular assumptions and unique
modeling choices of the individual authors and researchers producing the studies.

4.7 CARB’s Proposed Approach is Likely to Reduce the Compatibility of the Cap-and-Trade Program

CARB's proposed approach for assessing leakage risk not only threatens the durability of its allowance
allocation framework, but it also undermines the ease and extent to which the California cap-and-trade
program can be used as a model for other jurisdictions or integrated with similar programs to create a
broader, deeper, and more efficient carbon market. CARB’s commitment to these goals is clear.
According to CARB,

e  “the intended outcome of the harmonization and integration [with Quebec] is to enable each Party
under its own legislative or regulatory authority to achieve the harmonization of its...regulation for
the cap-and-trade program for reducing greenhouse gas emissions and that such regulations will be

compatible between the parties;”?

e “by successfully linking cap-and-trade programs across jurisdictions and increasing opportunities
for emission reductions, this linkage [with Quebec] represents another important step in
California’s efforts to collaborate with other partners around the globe to address climate
change;”23 and

. “many others throughout the world look to adopt or mimic California’s leading policies and build
similar markets for clean technologies. California is regarded as a global leader for developing

successful policy solutions to deal with pressing environmental problems.”**

Unfortunately, CARB’s proposed approach undermines these goals. Specifically, by relying on leakage
studies that use non-transparent data and methodologies, CARB’s proposed approach cannot be easily
understood or replicated by other jurisdictions. Rather than rely on CARB’s approach as a model, other
jurisdictions will be forced to adopt their own unique and parochial methods for determining leakage
risk, which is likely to result in different treatment for similar industries and create competitive
distortions between linked programs.

2 Agreement between the California Air Resources Board and The Government of Quebec Concerning the
Harmonization and Integration of Cap-and-Trade Programs for Reducing Greenhouse Gas Emissions, p 4.

2 Climate Change Scoping Plan, ES-4.

2% Climate Change Scoping Plan, 3.
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4.8 CARB’s Summary Justification for the Proposed Approach is Unsubstantiated
CARB summarizes its AF development methodology as follows:

Staff believes that the IMT and DD metrics more precisely identify leakage risk from the

Cap-and-Trade Program compared to the previous metrics and provide solid footing for
minimizing leakage due to the Program. Basing AFs on historical California, national, and
international sector-specific economic decisions that are observable and verifiable is the

best approach to quantifying leakage risk. Alternative methods such as simulation-only
or computable general equilibrium models may give results that are driven by subjective
and opaque formulations of theoretical market behavior. Application of the
commissioned, statistically based emissions leakage studies to assign specific AFs would
help provide appropriate emissions leakage prevention for each industry in a fair and
consistent manner. Staff is proposing to take a conservative approach and would apply

the new methodology such that the proposed AF values would be higher than the levels
deemed to be necessary to prevent emissions leakage.”

As demonstrated in the sections above, CARB’ summary justifications are unsubstantiated and appear to
be inaccurate based on the information, data, and analysis provided in this rulemaking. For instance,

e  Although the new metrics may be “more precise” than the current metrics, the key question is
whether they are more accurate. CARB offers no evidence regarding accuracy, which leaves
stakeholders to wonder whether the new metrics are precisely right or precisely wrong. The
authors of the international leakage study appeared to volunteer an answer when they noted that
it is “difficult to estimate leakage potential for any particular industry with any degree of

precision.”*

e Rather than providing “solid footing”, the proposed approach actually places the entire allowance
allocation framework on unstable regulatory, legal, and policy grounds by relying exclusively on the
results of conceptually flawed studies that lack transparency and applies the results in a way that
outsources CARB's regulatory responsibilities to unaccountable third parties.

e CARB’s proposed approach is based almost exclusively on the results of studies that utilize
confidential data from the U.S. Census Bureau that, by its very nature, are not “observable and
verifiable” by stakeholders — including CARB staff. In contrast, the current leakage assessment
framework is based on transparent data that can be verified by stakeholders — including CARB
staff, regulated entities, and other stakeholders.

e  Despite CARB'’s assertions that its proposed approach is less “opaque” than alternatives, its use of
unverifiable data and an unnecessarily complex methodology results in a regulatory “black box”
that is literally and figuratively inaccessible to all stakeholders. In contrast, the current leakage
assessment methodology applies transparent data in a straightforward fashion to arrive at results

2> |SOR at 40 (underlining added).

%% |nternational Leakage Study at 7.
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that, according to both CARB staff and the study’s authors, are consistent with the results of the
studies, suggesting that the current approach arrives at the same general set of conclusions in a
more transparent, more accessible, less time consuming, and less resource-intensive manner.

e  CARB’s proposed application of the study results is, in fact, highly “subjective” in that it is based on
a series of vague and unsubstantiated decisions, including an undefined adjustment to account for
process emissions and an arbitrary selection of a “cut off” for domestic drop.

e The studies do not provide a “fair and consistent” approach to leakage prevention, as certain
factors that are known to be relevant indicators of leakage risk are implicitly or explicitly ignored by
the methodology, including the presence of process emissions, differences in the GHG footprint of
domestic and imported products, and the potential for inter-industry leakage. Consequently, the
studies are unlikely to provide a “fair and consistent” approach when it comes to industries that are
subject to those factors.

. Finally, despite CARB’s repeated assertions, its proposed approach is simply not “conservative.”
Although the assumption that output losses are displaced by out-of-state output gains on a one-
for-one basis is a conservative assumption, CARB’s subsequent use of the international market
transfer rate and a domestic drop “cut off” is likely to eliminate whatever conservatism may have
existed in the studies, and could actually have the opposite effect. Furthermore, CARB fails to
provide a balanced accounting of potential biases and, in doing so, overlooks a number of implicit
assumptions that would logically bias the results in a downward direction.

V. DISCUSSION OF SELECT TECHNICAL ISSUES

5.1 Accounting for Process Emissions

As an industry with a process emissions intensity of more than 50%, the cement industry supports
CARB’s commitment to “[c]ontinue to prevent emissions leakage in the most cost-effective manner

through appropriate allowance allocation for the post-2020 program,”?’

and would like to emphasize
the importance of fully accounting for process emissions in providing “appropriate” allowance
allocations. Unfortunately, technical flaws in CARB’s proposed approach, and in the studies on which its

approach is based, fail to adequately account for process emissions.

For instance, because neither the international market transfer rate nor the domestic drop measure
account for process emissions, CARB must make ex-post adjustments when applying the studies’ results.
In describing those necessary adjustments, CARB states that “for sectors that have...process emissions in
addition to energy-related emissions, staff would use an adjustment to the sector’s regression IMT”%
and “for sectors with...process emissions — variables used to calculated the regressed value added and
regressed output (i.e., in two of the four DD estimation methodologies) — would be adjusted upward as
appropriate under the revised methodology.””® Aside from these general statements about making

27 |SOR at ES-5 (emphasis added).
?% |SOR at E-11.

2% |SOR at E-17 (emphasis added).
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upward adjustments “as appropriate”, CARB does not provide any detail or propose any specific
framework for how it will account for process emissions. In the absence of a more specific and rigorous
methodology, the cement industry has no basis for commenting on whether CARB’s ex-post adjustments
for process emissions will be either appropriate or sufficient to prevent leakage.

For example, CARB does not explain why the adjustment for process emissions would be limited to the
regressions and not be made to the underlying study data. Given that the studies’ output metrics are
used as left-hand variables in CARB’s alternative estimate regressions, the methodologically superior
approach would be to make the process emissions adjustment beforehand, rather than basing the
regressions on flawed measures and making ad-hoc adjustments afterward. In the case of the domestic
leakage study, this adjustment would be fairly straightforward: domestic drop estimates increase in a
linear fashion with respect to price shocks, and there is no true distinction between fuel emissions and
process emissions. As a result, the following formula can be used to scale up the domestic drop
measures according to each industry’s process emissions intensity:

DD

DDy = ————
AU 71 — PEgatio

Where,
DDag; = The estimated domestic drop, adjusted for process emissions
DD = The estimated domestic drop, ignoring process emissions
PEgratic = The ratio of process emissions to total emissions

As shown in Figure 2, making this adjustment can result in dramatically different estimates of domestic
drop for certain industries. For the cement industry, fully accounting for process emissions roughly
doubles the estimated domestic drop in output associated with a carbon price.*

®na back-of-the-envelope calculation, CSCME used the industry emissions data included in EPA’s analysis of the
effects of H.R. 2454 (Waxman-Markey) on emissions leakage in energy-intensive trade-exposed industries. CARB
could likely improve upon these estimates by using state-level industry data obtained through MRR submissions.
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Figure 2. Domestic Drop in Output, Process Emissions versus No Process Emissions
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Source: Appendix E: Staff Report: Initial Statement of Reasens, Table E-2; Process and Total Emissions from EPA “The Effects of H.R. 2454 on International
Competitiveness and Emission Leakage in Energy-intensive Trade-Exposed Industries”. (Emissions data for 2006)

Regarding the international market transfer rate, CSCME is unable to comment on an appropriate
adjustment to account for process emissions, as CARB has yet to make the rates public. Although the
study does appear to make a post-hoc adjustment to the output response estimates to account for
process emissions in some industries, it does not describe the data or methods used to make these
adjustments.®’ Therefore, CSCME is not able evaluate that adjustment process and confirm that it
accurately accounts for the impact of process emissions in the cement industry.

5.2 CARB’s “Alternative” Estimates via Regression Analysis

Regarding its application of the domestic and international leakage studies, CARB’s stated intention is to
“ensure industries receive a minimum international [and domestic] AF component relative to key

industry characteristics,”*?

as a way of maintaining a “conservative approach” to allowance allocation
such that “proposed AF values [will] be higher than the levels deemed to be necessary to prevent
emissions leakage.”** Although CSCME endorses CARB'’s intent, the approach that CARB has proposed
for ensuring that a conservative degree of leakage assistance is provided to all industries contains

significant conceptual and technical flaws.

31 International Leakage Study at Table 11.
%2 |SOR at E-9.

33 |SOR at 40.
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. From a conceptual perspective, CARB’s regression approach uses the studies’ international market
transfer and domestic drop estimates as the left-hand variables, which means that this so-called
“alternate” approach is really just a slight variant. Ultimately, the alternative approach is still
fundamentally rooted in the results of non-transparent and unverifiable studies, whose
assumptions do not apply to the cement industry and, as such, do not do enough to ensure that
CARB's revised approach will be either conservative or appropriate.

e  From a technical perspective, CARB’s inclusion of both emissions intensity and energy intensity as
right-hand variables is difficult to justify. Given that emissions intensity is the more directly related
metric to emissions leakage, energy intensity should only be used in the absence of reliable
emissions intensity data. The inclusion of both metrics, without a clearly stated rationale, suggests
that CARB has not carefully thought through the mechanics or logic of its alternate approach.

. From a policy application perspective, CARB’s regression approach will effectively result in
alternative leakage estimates that reflect the industrial sector in general rather than the specific
characteristics of individual industries. As a result, CARB will have spent several years and
significant resources on studies that attempt to estimate response rates that are specific to
individual industries, only to turn around and calculate “alternative” measures that reflect the
average response across all industries.

Ultimately, CARB’s proposed approach does not produce true “alternatives” to the results of the leakage
studies. Rather, it amounts to a complex and unconstructive attempt to slightly modify the results of
the studies based on the average response across the entire industrial sector — thereby unwinding the
researchers’ efforts to estimate industry-specific impacts.

5.3 Application of the Domestic Drop Cutoff

CARB’s decision to base its proposed framework for leakage assistance on two studies that were
conducted independently of each other using distinct methodologies introduces several technical and
implementation challenges. One of the most significant of these challenges is that, unlike the
international leakage study’s international market transfer rate, the domestic drop measure does not
calculate or assume a “transfer rate” on top of its estimated output response.®® As a result, CARB
cannot simply add the two measures together to create a “complete” leakage estimate for each industry
without making an adjustment to one measure or the other.

According to CARB, “because of [the domestic study’s] one-for-one assumption, staff cannot simply

translate the DD values...into the domestic AF component for each sector in the same way that the IMT

values could be translated into the international AF component.”**

* To be clear, we are not suggesting that the international market transfer rate is an appropriate measure of
leakage risk in general or for the cement industry in particular. Indeed, as discussed in prior sections, there are a
number of significant conceptual and technical flaws with the measure. Rather, we are merely pointing out that
the measures from the two studies are not equivalent and cannot be combined unless one of them is transformed.

% |SOR at E-15. It does not appear as though CARB has fully considered that both studies provide estimates of the
output effect from a carbon price, which (after adjusting for differences in carbon price assumptions) are directly
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CARB's solution to this “apples and oranges” problem is to apply a “cutoff” rate to the domestic study’s

domestic drop measures. Unfortunately, this post-hoc attempt to convert the domestic drop estimates

into “IMT-like” measures is unsupported and misapplied:

Lack of Specificity. First, CARB’s description of its methodology for developing the domestic drop
cutoff rate lacks specificity and leaves several important methodological questions unanswered.
For instance, given the wide variation in market structure, capital-intensity, energy-intensity, and
other characteristics across industries, will CARB set different cutoff rates for different industries,
or apply a uniform rate? Similarly, if the cutoff rate will be industry-specific, what factors will CARB
consider in setting sector-specific cutoff rates? The lack of specifics and transparency regarding
this important element of CARB’s proposed approach raises significant concerns regarding whether
the cutoff concept will treat the California industries fairly and appropriately.

Lack of Data. Not only has CARB failed to specify a methodology for developing the cutoff rate, it
has also failed to provide the data that it will use to set the rate. Leaving aside the question of
whether the proposed cutoff rate will be uniform or industry-specific, CARB’s failure to specify the
data that have been or will be used to set the rate leads CSCME to believe that the domestic drop
cutoff will be arbitrary rather than based on quantitative evidence and rigorous analysis.

Misapplication. Finally, to the extent that CARB has elaborated on its methodology, its proposed
application of the domestic drop cutoff is logically inconsistent with the domestic leakage study’s
methodology and key results. Specifically, the relationship between the study’s domestic drop
estimates and the level of leakage assistance provided is clearly linear.?*®* However, despite the
simple linear relationship presented in the study, CARB appears to apply a “stepwise” approach to
determining industries’ level of leakage assistance, ratcheting up the assistance level in fixed
increments until the cutoff is exceeded.’’” Such an approach is clearly suboptimal relative to
selecting the precise level of leakage assistance — to the decimal point — that would maximize the
assistance provided relative to the cutoff threshold. In addition, charts in Appendix Figures E-3 and
E-4 suggest that each additional increment of leakage assistance does not result in a constant or
fixed reduction in an industry’s domestic drop. Again, this implication is completely inconsistent
with the domestic study’s results, which posit a constant, linear relationship between domestic
drop and the degree of leakage assistance. This misapplication of the domestic drop measure
raises concerns that CARB does not fully consider the study’s methodology or key results.

comparable and provide a stronger basis for integrating the results of the two studies. By using the combined
output effects as the basis for its leakage assessment, CARB would avoid the need to make arbitrary adjustments
(e.g., selecting a domestic drop cutoff rate) and would apply results that are more likely to result in a truly
conservative approach to allowance allocation (via the assumption that output losses are replaced by out-of-state
production on a one-for-one basis).

% |SOR at E-23, Table E-2.

3" |SOR at E-9, Figures E-3 and E-4.
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Vl. RECOMMENDATIONS

CSCME recommends that CARB reevaluate its proposed approach, including whether to retain its
existing framework, to ensure that its post-2020 allowance allocation framework is consistent with the
guiding principles outlined above and is effective in minimizing the risk of leakage.

In the context of its proposed approach, we recommend that CARB:

o Revise its regulatory process and timelines so that all stakeholders, including CARB staff, have
sufficient opportunity to fully understand the strengths, weaknesses, and limitations of the leakage
studies;

o Release the information necessary for stakeholders to assess the data, methods, and results of the
studies, including but not limited to data on international market transfer rates estimated by the
international leakage study;

o Engage stakeholders in a more robust conversation about measuring leakage risk, including but not
limited to additional workshops in which stakeholders may ask substantive technical questions
about the studies to CARB staff and the authors of the studies; and

e  Consider analytical frameworks that do not rely on the results of the leakage studies as the sole
determinative basis for measuring relative leakage risk but, instead, view them as one of several
potentially useful data points for a framework that is consistent with the guiding principles outlined
above.

CSCME appreciates the opportunity to provide these comments and recommendations, which are
intended to provide constructive and detailed input on CARB’s Draft Regulation and ISOR. As in the
past, CSCME welcomes the opportunity to work with CARB toward successful implementation of AB 32.

Sincerely yours,

Jpdosgt A

@k{n T. Bloom, Jr. /
Chairman, Executive CoMmittee, Coalition for Sustainable Cement Manufacturing & Environment
Cemex

cc:

Richard Corey, California Air Resources Board
Rajinder Sahota, California Air Resources Board
Jason Gray, California Air Resources Board

Mary Jane Coombs, California Air Resources Board
Mihoyo Fuji, California Air Resources Board

Derek Nixon, California Air Resources Board
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ATTACHMENT 1



Coalition for Sustainable Cement Manufacturing & Environment
1107 9th Street, Suite 930 | Sacramento, CA 95814 | (916) 447-9884

June 10, 2016

Ms. Mary Nichols

Chairman

California Air Resources Board
1001 “I” Street

Post Office Box 2815
Sacramento, California 95812

Subject: Comments on May 18, 2016 Public Workshop on Emissions Leakage Potential Studies
Dear Ms. Nichols:

The Coalition for Sustainable Cement Manufacturing and Environment (“CSCME”), a coalition of all five
cement manufacturers in California,* provides these comments on the California Air Resources Board’s
(“CARB’s”) May 18, 2016 Public Workshop on Emissions Leakage Potential Studies.

Based on the data and information provided in the leakage studies and in CARB’s workshop
presentation, CSCME is unable to comment fully on the quality of the leakage studies, their relevance to
the California cement industry, and their utility to a transparent, robust, and valid classification
framework necessary to minimize the risk of leakage under AB 32. The data and information presented
in the studies and the workshop are incomplete and insufficient for this task. Accordingly, CSCME must
necessarily limit its comments to (1) a summary of several fundamental and immediate concerns based
solely on the information presented in the studies and the workshop and (2) an initial set of data and
information requests regarding the domestic and international leakage studies, and further reserves the
right to provide additional comments on CARB's proposals.

CSCME looks forward to receiving additional data and information in response to its requests and to
providing substantially more detailed comments regarding the leakage studies and their proposed role
in addressing the California cement industry’s significant risk of leakage.

! The Coalition includes CalPortland Company, Cemex, Inc., Lehigh Southwest Cement Company, Mitsubishi
Cement Corporation, and National Cement Company of California Inc. There are ten cement plants located in
California, eight of which are currently operating.



A. FUNDAMENTAL AND IMMEDIATE CONCERNS WITH THE LEAKAGE STUDIES

According to CARB, the leakage studies presented at the May 18, 2016 workshop “will inform staff's
proposal for assessing leakage risk and updating assistance factors for allocation starting in the third
compliance period (vintage 2018 allowances).”> CARB also indicated that it will be “{r}eplacing old
metrics with new metrics” developed in the studies.®> Based solely on the limited data available in the
studies and the limited time provided to review and analyze the studies, CSCME has fundamental and
immediate concerns with CARB’s approach, including:

e CARB is proposing to replace two existing metrics (greenhouse gas (“GHG”) intensity and trade
exposure) that are transparent and independently verifiable with two new metrics (domestic value
added loss and international market transfer rate) that are neither transparent nor independently
verifiable. CSCME believes that any leakage classification framework must be based on data that is
transparent and can be independently verified by regulators, the regulated community, and other
interested parties.

e CARB is proposing to issue revisions to the allowance allocation methodology in July 2016 for the
third compliance period based solely on the results of two studies that took five years to conduct
and were just released in May 2016. This timetable raises critical questions about whether CARB
staff and interested parties are being provided sufficient time to review the studies, ask clarifying
questions, understand the data sources and methodologies employed, consider the results, and
assess their value and application in the context of an allowance allocation framework.

e According to CARB, these studies break new ground in existing research. Although CSCME applauds
CARB and the researchers for pushing the boundaries of existing research, it raises critical questions
about the robustness of the results and whether the conclusions will stand the test of time. CSCME
believes that, at a bare minimum, prudent policymaking should be based on analysis that has been
subjected to an objective peer review process, results that have been replicated by other research,
and conclusions that are relatively insensitive to assumptions, model specifications, and the range of
other decisions made by the individual researchers.

e According to CARB, the proposed new metrics “more precisely measure leakage.”* CARB’s
conclusion and its proposal to apply the results of the studies effectively ignore the studies’
limitations, as openly acknowledged by the studies’ authors. This is especially true with respect to
applying the results of the international leakage study and, in particular, the international transfer
rate. For instance, CARB proposes to use the international transfer rates as the basis of allowance
allocation decisions despite the extensive caveats offered by the authors of that study, including:

2 CARB Workshop Presentation, Cap-and-Trade Regulation 2016 Amendments: Public Workshop on Emissions
Leakage Potential Studies, May 18, 2016 (“CARB Workshop Presentation”), at 11.

3 cARB Workshop Presentation at 18.

* CARB Workshop Presentation at 18.



o “The natural next step, from the perspective of a policy maker looking to assess leakage risk and
target leakage mitigation measures, is to translate these responsiveness measures to
corresponding measures of market transfer and associated emissions leakage. However,

pushing on to this next step amounts to pushing up against the limits of available data.”™

o “One complication is that calibrating the measures of leakage risk implied by the theory requires
dividing one noisy estimate by another. Other caveats include the fact that we cannot directly
observe foreign production and instead employ an imperfect proxy. In what follows, we
describe a conceptually consistent, albeit _noisy and caveated, derivation of leakage risk

measures.”®

o “Given the noisiness of these estimates, we cannot estimate the transfer rate for any given
industry with any degree of confidence.””

o “A ratio of noisy numbers can be very noisy; our industry-specific estimates of market transfer
rates are sensitive to changes in how the underlying estimating equations are specified.”®

o “Finally, we use our elasticity estimates to calibrate upper bounds on market transfer rates and
associated leakage potential. The imprecision of our estimates makes it difficult to estimate
leakage potential for any particular industry with any degree of precision. That said, looking
across industries, clear patterns emerge. Consistent with CARB’s policy, this study’s leakage
estimates are highest for those industries classified as ‘high’ risk of leakage[.]”

CARB should avoid applying the results of the studies in a manner that ignores their known
limitations and goes beyond their practical utility.

e In discussing the studies during the workshop, CARB offered the blanket assertion that their
proposed approach is “conservative” with respect to leakage risk.’> Although CSCME does not have
a view on whether this assertion is true for other industries, it is certainly not true for the California
cement industry. For instance, neither study fully considers the impact of process emissions, which
constitute the majority of GHG emissions in the California cement industry.!* As a result, the effects

5 Meredith Fowlie, Mar Reguant, and Stephen P. Ryan, “Measuring Leakage Risk,” May 2016 (“International
Leakage Report”), at 38 (emphasis added).

® |nternational Leakage Report at 38 (emphases added).
7 International Leakage Report at 39 (emphasis added).
8 International Leakage Report at 39 (emphasis added).
? International Leakage Report at 7 (emphasis added).
10 CARB Workshop Presentation at 25.

1 The International Leakage Report casually considers the impact of process emissions in an ancillary analysis (see
Table 11), while the Domestic Leakage Report implicitly assumes that there is no compliance cost associated with
process emissions (see discussion at 16).



of a given carbon price on the cement industry is likely to be at least twice as large as the primary
estimates presented in the studies. It is critical that process emissions be fully considered when
assessing an industry’s exposure to leakage.

The studies are based on historical relationships and observed outcomes. It is not clear that the
conditions that prevailed during the timeframes studied, which encompass an unprecedented
bursting of the housing bubble and severe economic recession, remain or will remain applicable to
the California cement industry, which is still wrestling with the remnants of a sluggish economic
recovery and operating in a global marketplace that is plagued by overcapacity. Accordingly, CARB
should be especially sensitive to the fact that past performance (i.e., “what has happened”) is not
necessarily a good predictor of future outcomes (i.e., “what will happen”), especially if the
underlying conditions of competition have substantially changed.

Both studies effectively assume that an industry’s response to a given decline in energy costs will be
similar to its response to an identical increase in carbon costs. However, an industry’s response
could be fundamentally different if decision makers believe that changes in operating costs are
more likely to be temporary (e.g., changes due to market-driven fluctuations in energy costs) as
opposed to permanent (e.g., changes due to a policy-driven increase in carbon costs). Neither study
appears to substantiate the critical assumption that the response to these fundamentally different
types of operating cost “shocks” is likely to be symmetrical.

Finally, regardless of whether CARB maintains the existing two metrics or substitutes them with
results from the studies, it will still be taking an exceptionally narrow view of the various factors that
contribute to leakage risk. CSCME recommends that CARB develop a more robust leakage
assessment framework that considers a wide range of factors, including:

o anindustry’s exposure to compliance costs;

o an industry’s ability to reduce its exposure to compliance costs by the availability of
technologically feasible and cost effective abatement opportunities; and

o an industry’s ability to pass through realized compliance costs, which is dictated by a range of
factors, including:

* the substitutability of the product,
= the price sensitivity of customers,

" the contestability of the market, and



= competitor incentives and behavior, which — for the cement industry — are characterized by
the capital-intensive nature of the industry and the existence of worldwide overcapacity in
the industry.*

B. PRELIMINARY QUESTIONS

CARB announced that it will propose updates to assistance factors in the initial regulatory change
proposal to be released in July 2016 and will present proposed changes to the Board at the September
2016 Board hearing. In order to facilitate the necessary transparency in the regulatory development
process and to enable CSCME to comment effectively, we provide the following requests to CARB for
data and information used in the leakage studies. CSCME requests this data and information as soon as
possible given the substantial scope and complexity of the leakage studies and the compressed
timeframe in which CARB plans to apply the results of the studies to change the methodology applied to
minimize the risk of leakage to the California cement industry.

Domestic Leakage Study (Gray et al.)

1 Can you identify/confirm which table contains the data series that CARB intends to use to assess
“Domestic Value-Added Loss” (e.g., Table 5, Table Al, or some other table)?

2 How is CARB planning to adjust the data to account for process emissions?

3. How are coal prices considered in the analysis? To what extent are the results applicable to an
industry that primarily relies on coal (i.e., electricity and natural gas prices constitute a relatively small
share of energy and operating costs)?

International Leakage Study (Fowlie et al.)

1. Figure 8 provides a heat map of international market transfer rates, but there does not appear
to be a table that reports the rate for each industry. Could you please provide that data by industry?

2. Figure 8 uses energy intensity along the y-axis, but there does not appear to be a data table that
reports energy intensity for each industry. Could you please provide that data by industry?

3. Figure 8 uses trade exposure along the x-axis, but there does not appear to be a data table that
reports trade exposure by industry. Could you please provide that data by industry?

4, There does not appear to be a table in the study that reports production for each industry,
which makes it impossible to verify the calculation of the international market transfer rate. Could you
please provide that data by industry (similar to the data on exports and imports provided in Table 3)?

2 see CSCME’s “Comments Related to the Risk of Leakage in the Cement Sector” and Appendix submitted to CARB
on March 10, 2016 (see attached).



5 Table 3 does not appear to list the-units for export and import value. Please identify the units or
confirm that the export and import value is specified in millions of dollars.

6. Table 11 provides estimated impacts for certain industries with and without process emissions.
Could you please provide data on the process emissions used in those calculations, as well as the
source(s) for that data?

7. CARB released an updated/revised version of the study, noting that “Revised International
Report updates Figure 8 and corrects miscellaneous typos.” However, we noticed that there were
additional industries added to the charts in Figure 7. Were there any other material revisions to the
paper?

8. Tables 6 and 7 report statistical results for the pooled dataset across output, import, and export
values and a variety of specifications. Our understanding is that the industry-specific results were
estimated in a similar fashion.

a. If our understanding is correct, could you please provide a similar table for the cement
industry, including coefficients, t-stats, R2, and number of observations for output,
imports, and exports?

b. If our understanding is incorrect, could you please elaborate on the analytical process
and mechanics used to generate industry-specific estimates, as well as provide the
relevant statistics that support any degree of confidence in those estimates.

(Note: To the extent that providing industry-specific data may trigger a review regarding data
disclosure, we would appreciate a qualitative explanation of the estimation process for industry-
specific results and/or the number of observations used in estimating results for the cement
industry.)

9. The study does not appear to include an explicit statement regarding the data
timeframes. Based on various figures in the study (e.g., Figure 4), it appears that the dataset begins in
1997 and ends in 2012, but we could not find an explicit reference to the specific data timeframes in the
text of the study. Could you please provide the data timeframe used to estimate the industry-specific
elasticities?

10. The note in Table 3 suggests that the table summarizes trade data for 2010-15. Why is the
import and export data represented in this table not from the same timeframe as that used to conduct
the analysis? In addition, could you please clarify whether the data in this table was used in the analysis
or is simply presented in Table 3 for illustrative purposes only?

11. How are coal prices considered in the analysis? To what extent are the results applicable to an
industry that primarily relies on coal (i.e., electricity and natural gas prices constitute a relatively small
share of energy and operating costs)?

12. Does the analysis use or consider demand elasticities in any fashion? If so, what was the
demand elasticity used for the cement industry?



C. CONCLUSION

As noted above, CSCME has fundamental and immediate concerns with CARB’s proposal to apply the
results of the leakage studies to revise the allocation methodology applicable to the cement industry.
CSCME also requests that CARB facilitate CSCME’s ability to comment effectively on the leakage study
and CARB’s proposal by providing additional data and information as highlighted in the above questions.

CSCME continues to look forward to working with CARB to achieve California’s climate change objectives
while minimizing the significant adverse effects of leakage on the California cement industry.

Sincerely yours,

ol T. Bloom, Jr. /
Chairman, Executive Comrfrittee, Coalition for Sustainable Cement Manufacturing & Environment
Vice President & Chief Economist, U.S. Operations, Cemex

Cc;

Mr. Richard Corey, California Air Resources Board

Dr. Steven Cliff, California Air Resources Board

Ms. Rajinder Sahota, California Air Resources Board
Ms. Mary Jane Coombs, California Air Resources Board
Ms. Mihoyo Fuji, California Air Resources Board

29016526
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COALITION FOR SUSTAINABLE CEMENT MANUFACTURING & ENVIRONMENT
1107 9™ Street, Suite 930, Sacramento, CA 95814, (916) 447-9884

March 10, 2016

Mr. Richard Corey

Executive Officer

California Air Resources Board
1001 “1” Street

Post Office Box 2815
Sacramento, California 95812

Subject: Comments Related to the Risk of Leakage in the Cement Sector
Dear Mr. Corey:

The Coalition for Sustainable Cement Manufacturing and Environment (“CSCME"), a coalition of all five
cement manufacturers in California,' provides these comments regarding the cement industry’s risk of
leakage as a result of AB 32.2 CSCME requests that the California Air Resources Board (“CARB”) consider
these comments in developing any regulatory changes to the Cap-and-Trade program for the third
compliance period, in preparing the post-2020 Scoping Plan, and in designing Cap-and-Trade and other
regulations applicable to the California cement industry in the post-2020 period. CSCME looks forward
to continuing to work with CARB in achieving California’s climate change objectives while minimizing
leakage to ensure that California’s cement industry remains a vital engine of economic growth and a
valuable contributor to climate change solutions.

The risk of leakage is driven by the impact of greenhouse gas (“GHG”)-reduction regulations on an
industry’s production costs, as well as the industry’s ability to mitigate, transfer, or absorb those costs.
Specifically, the risk of leakage in any given industry is driven by three factors:

(1) The industry’s exposure to costs associated with complying with GHG-reduction regulations;

(2) The industry’s ability to reduce its exposure to those compliance costs by implementing
technologically feasible and cost-effective abatement measures; and

! The Coalition includes CalPortland Company, Cemex, Inc., Lehigh Southwest Cement Company, Mitsubishi
Cement Corporation, and National Cement Company of California Inc. There are ten cement plants located in
California, eight of which are currently operating.

2 AB 32 defines leakage as “a reduction in emissions of greenhouse gases within the state that is offset by an
increase in emissions of greenhouse gases outside the state.” Health and Safety Code § 38505(j).



(3) The industry’s ability to pass through realized compliance costs to customers without suffering a loss
in market share and/or profitability.’

This comment letter explores those three factors in the context of the California cement industry.
Drawing on an extensive body of evidence, including analysis by CARB and findings from the U.S.
International Trade Commission (“ITC”), it demonstrates that the California cement industry’s exposure
to compliance costs are extraordinarily high, its ability to reduce that exposure is exceptionally low, and
its ability to pass realized compliance costs on to customers is severely limited. Accordingly, it
establishes that the risk of leakage in the California cement industry is extreme in both absolute and
relative terms.

Furthermore, it is important to recognize that the California cement industry’s extreme risk of leakage is
multi-dimensional. The most obvious risk of leakage is that California’s GHG regulations result in a shift
in economic activity and associated GHG emissions to cement manufacturers that reside outside the
state’s borders and, therefore, beyond the scope of regulation (i.e., intra-industry leakage). The less
obvious but equally significant risk is that California’s GHG regulations result in a shift in economic
activity and associated GHG emissions to out-of-state producers of alternative construction materials
(e.g., asphalt, steel, lumber) that may be used as substitutes for cement-based products (e.g., concrete)
in certain downstream applications, including roads, highways, bridges, and buildings. To the extent that
alternative construction materials have a GHG footprint that is greater than cement-based products on a
lifecycle basis (including the use of those materials throughout their lifetimes), the magnitude of this
“inter-industry” leakage may be significant.

Regardless of whether the shift in economic activity is intra-industry or inter-industry in nature, the
result is the same: an offsetting increase in GHG emissions from sources outside California. Although this
comment letter focuses on the risk of intra-industry leakage, the multi-dimensional nature of risk in the
California cement industry heightens the importance of adopting a multi-faceted approach to
minimizing leakage on all fronts.*

3 For an example of a reputable study that used similar factors to analyze leakage risk in the European Union
(“EU”), see Vivid Economics with Ecofys, Carbon Leakage prospects under Phase Il of the EU ETS and beyond,
report prepared for the U.K. Department of Energy & Climate Change (Dec. 2013) at 143 (Table 8), cited extract
attached as Exhibit 1 (identifying the following factors to consider with respect to leakage risk: aggressive or
passive behavior by non-EU rivals, number of non-EU rivals, cost of carbon relative to profits, abatement
opportunities, price sensitivity of customers, and homogenous versus differentiated goods).

* For instance, under a cap-and-trade program, a border carbon adjustment has the potential to minimize intra-
industry leakage (i.e., level the playing field between California and imported cement). However, it does not
minimize inter-industry leakage (i.e., level the playing field between California cement and imported alternative
products). Therefore, to sufficiently address both forms of leakage, any reduction in allowances below a 100%
allocation rate should, at a minimum, be paired with an “incremental” border carbon adjustment.



A. DRIVERS OF LEAKAGE RISK IN THE CEMENT INDUSTRY
1 Exposure to Compliance Costs

An industry’s exposure to compliance costs under AB 32 is primarily dictated by its GHG intensity. As
stated by CARB staff, “sectors with higher emissions intensities are likely to face higher compliance costs
under cap-and-trade.”’

CARB measures GHG intensity based on GHG emissions per million dollars of value added.® Based on
CARB's analysis, the California cement industry’s GHG intensity far exceeds that of virtually every other
California industry on both an absolute and relative basis.

For instance, according to CARB analysis, the California cement industry’s GHG intensity is 13,744 metric
tons (“MT”) of CO,e per million dollars of value added. Put differently, given a price of $10-525 per ton
of CO,e, the California cement industry’s gross compliance costs would equal approximately 14%-34% of
its value added. Thus, in the absence of offsetting measures such as allowance allocations or a border
carbon adjustment, the California cement industry would be placed at a severe disadvantage to any
cement producer who can economically land cement in the California market.

CARB's analysis also demonstrates that the cement industry is estimated to have a GHG intensity that is
higher than virtually every other California industry.” Specifically, CARB estimates that the California
cement industry has a GHG intensity that is more than three times the GHG intensity of the next most
emissions-intensive industry (iron and steel mills).?2 Simply put, a given carbon price has a more
substantial and disproportionately negative impact on the economic competitiveness and financial
viability of a California cement producer than it does on virtually any other manufacturer in California.

2. Ability to Reduce Exposure to Compliance Costs

An industry’s ability to reduce its exposure to compliance costs under AB 32 is primarily dictated by the
availability of technologically feasible and cost effective abatement opportunities. According to a report
prepared for the U.K. Department of Energy & Climate Change, low abatement opportunities in a given
industry are indicative of high carbon leakage.’

The availability of technologically feasible and cost effective abatement opportunities in the California
cement industry is limited by a variety of factors. The dominant constraint is that a majority of the

> CARB Appendix K at K-14.
® CARB Appendix K at K-8—K-15.

" Only the sole lime manufacturing plant in California is estimated to have a higher GHG intensity than cement
manufacturing. CARB Appendix K at K-15.

¥ CARB Appendix K at K-15.

? see Vivid Economics with Ecofys, Carbon Leakage prospects under Phase Il of the EU ETS and beyond, report
prepared for the U.K. Department of Energy & Climate Change (Dec. 2013) at 143 (Table 8).



cement industry’s direct emissions are process emissions, which are an unalterable consequence of the
chemical process required to convert limestone into cement clinker.'® In fact, according to 2009 data
collected by CARB under the Mandatory Reporting Regulation, the cement industry is one of only three
sectors in which process emissions account for over 50% of direct GHG emissions.™ Put differently, less
than half of the cement industry’s direct GHG emissions are potentially subject to reduction — a fact
that places cement manufacturing at a far higher risk of emissions leakage than the vast majority of
other industries, regardless of the prevailing carbon price.

Of the direct GHG emissions that are potentially subject to reduction, the vast majority are associated
with the combustion of fuel in the cement kiln. There are three primary pathways to reduce such
emissions: (1) improve energy efficiency; (2) substitute lower carbon fuels; or (3) reduce the proportion
of clinker used to produce a unit of cement. Although California cement manufacturers have made
significant investments in each of these three pathways since the adoption of AB 32, resulting in lower
GHG intensity per ton of cement produced, there are substantial barriers to making additional
improvements through each of these three pathways moving forward.

With respect to energy efficiency, all eight cement plants operating in California currently utilize
preheater/precalciner kilns (the most energy-efficient technology available). Moreover, because cement
manufacturing is a highly mature process, the prospects for large-scale breakthroughs in more energy
efficient production technologies are extremely limited.

Furthermore, given that fuel costs constitute a substantial percentage of total operating costs, cement
manufacturers always have a strong economic incentive to invest in cost-effective energy efficiency
improvements whenever they exist. Consequently, the California cement industry’s opportunities to
improve its energy efficiency are exceptionally low.

Likewise, the cement industry’s ability to substitute lower carbon fuels in the future is constrained by a
mix of market, technical, and regulatory barriers. The vast majority of cement kilns in the United States,
including California, currently use either coal or petroleum coke as the primary fuel. In theory, California
cement manufacturers could use natural gas as a primary fuel and introduce other alternative fuels to
reduce their GHG emissions: (1) scrap tires; (2) wood; and (3) engineered municipal solid waste. In
practice, however, each option suffers from its own technical or regulatory barrier. For instance:

e With respect to natural gas, any switch may result in higher NOx emissions, which makes it difficult
or impossible to comply with limits applicable in non-attainment areas where cement plants are

' process emissions are defined in CARB's cap-and-trade regulations as “the emissions from industrial processes
(e.g., cement production, ammonia production) involving chemical or physical transformations other than fuel
combustion. For example, the calcination of carbonates in a kiln during cement production.” Cap & Trade
Regulations at 95802(a)(290).

1 see Cap & Trade Regulations at p. 184 (Table 9-2).



located.' In addition, certain calciners are not amenable to burning such fuels, existing building
codes can prohibit modifying calciners, and the cost of delivered natural gas is too high at current
prices;

e With respect to scrap tires, the cost of sampling and testing the fuel to determine its biogenic
content (primarily for the purpose of accurately reporting GHG emissions) is often prohibitive;"

e With respect to wood, it is difficult to obtain a fuel of sufficient quality at an acceptable cost,
especially given the increased demand for wood in other industries due to AB 32; and

e With respect to engineered municipal solid waste, there are regulatory limits on how much of the
fuel can be burned.*

Moreover, substitution toward lower-carbon fuels in a cement kiln can often come at the expense of
energy and/or production efficiency, which can place an overall limit on the progress that can be made
in reducing GHG emissions by switching fuels. As a result of these technical, regulatory, and economic
barriers, the California cement industry’s opportunities to reduce the GHG intensity of its combustion
emissions are exceptionally low.

Finally, the cement industry’s ability to substitute cement clinker for other materials, such as limestone
or gypsum, is limited by regulatory barriers. Specifically, California regulations limit the proportion of
limestone in final cement product to 5% (however, attainment rates are generally lower than the
maximum allowance in order to remain within limits). Certain American Society for Testing and
Materials (“ASTM”) specifications permit blends with a higher proportion of limestone. Those
specifications are utilized in other states and countries, but they have not been approved for use in
California. As a result of this “limestone blend wall,” the California cement industry’s opportunities to
reduce its GHG emissions by reducing the proportion of clinker in cement are exceptionally low.

3. Ability to Pass Through Realized Compliance Costs

An industry’s ability to pass through realized compliance costs is dictated by a range of factors, including
the substitutability of the product, the price sensitivity of customers, the contestability of the market,
and competitor incentives and behavior. Industries that are unable to pass through costs are forced to
choose between two unattractive strategies: (1) increase product prices and suffer a reduction in sales
volumes, resulting in a shift in market share to imported product or (2) maintain prices and suffer a
reduction in profitability, resulting in disinvestment in local capacity over time. In either case, the

12 see, e.g., U.S. Environmental Protection Agency, “Available and Emerging Technologies for Reducing Greenhouse
Gas Emissions from the Portland Cement Industry” at 39 (Oct. 2010).

 Tires and municipal solid waste only contain 5% - 30% biofuel, and thus, they can have only limited effectiveness
in reducing GHG emissions.

Y 1d. In addition, negative public perceptions associated with the use of solid waste (and other fuels mentioned
above) often cause problems during the permitting process.



ultimate result is the same — a reduction in GHG emissions within the scope of regulation that is offset
by an increase in GHG emissions outside the scope of regulation (i.e., leakage). As demonstrated below,
the California cement industry has a range of characteristics that severely limit pass-through ability,
including a highly substitutable product, highly price-sensitive customers, a highly contestable domestic
market, and a highly motivated and aggressive set of foreign competitors.

a. Product substitutability

An industry’s ability to pass through realized compliance costs is driven, in part, by the degree to which
customers can easily substitute products from competing sources, including imports.” The degree of
substitutability is driven, in turn, by the extent to which suppliers are able to successfully distinguish
their product along attributes that customers value most, such as quality and price. The most
substitutable products tend to be commodities that, by definition, are relatively indistinguishable in
terms of non-price factors.

Cement is the textbook example of a highly substitutable product. According to the ITC, cement is “a
fungible product, with domestically produced product and imported product being readily
interchangeable.”*®

The ITC also found that all cement sold in California “generally conforms to the standards established by
the American Society for Testing and Materials (ASTM).”"” Moreover, cement is sold primarily in bulk
form without distinctive packaging or labeling, making domestic and imported cement indistinguishable

> The discussion of product substitutability in this section focuses on the substitutability of cement produced in
California and cement produced outside California. Other materials, including asphalt and wood, can be
functionally equivalent to cement to some extent for particular end uses, and thus also can impact cement
manufacturers’ ability to pass through compliance costs. We briefly address this potential “inter-industry” leakage
in the Introduction to these comments. Although “inter-industry leakage” is a significant risk, these comments
focus on “intra-industry” leakage.

16 Gray Portland Cement and Cement Clinker From Japan, Inv. No. 731-TA-461 (Second Review), USITC Pub. 3856
(May 2006) at 1-14 (“Cement from Japan, Second Review”), cited extracts attached as Exhibit 2; see Gray Portland
Cement and Cement Clinker From Japan, Mexico, and Venezuela, Inv. Nos. 303-TA-21 (Review) and 731-TA-451,
461, and 519 (Review), USITC Pub. 3361 (Oct. 2000) at 32 (“Cement from Japan, Mexico, and Venezuela Review”),
cited extracts attached as Exhibit 3. Cement is routinely found by national antidumping authorities to be a
commodity product. As recently found by the investigating authority in Jamaica in a case involving cement from
the Dominican Republic, “{a}n examination of the physical and chemical characteristics revealed that the
domestically produced goods appear to be identical to or closely resembling the investigated products based on
the technical industry standards, composition and physical characteristics.” Ordinary Portland (Grey) Cement from
the Dominican Republic, Jamaica Case No. AD-01-2010, Preliminary Determination, Statement of Reasons (Sept.
13, 2010) at 6, cited extracts attached as Exhibit 4.

Y Cement from Japan, Second Review at 1-10; id. at 19. “The fact that all cement generally conforms to the
standards established by the American Society for Testing Materials (ASTM) also suggest that the products are
excellent substitutes.” Gray Portland Cement and Cement Clinker From Mexico, Inv. No. 731-TA-451 (Final), USITC
Pub. 2305 (Aug. 1990) at 64 (Views of Commissioner Lodwick) (“Cement from Mexico”), cited extracts attached as
Exhibit 5.



and highly substitutable.® Thus, all gray Portland cement sold in the California market, whether
domestically-produced or imported, exhibits no significant distinctions between cement from different
sources in terms of quality, delivery, marketing, or terms of sale.*®

b. Customer price sensitivity

An industry’s ability to pass through realized compliance costs is also driven by the price sensitivity of its
customers. Purchasers in any sector will focus on price when selecting a supplier unless they have
developed loyalty to particular suppliers based on product characteristics, delivery time, technical
support, or some other non-price factor. Industries in which purchase decisions are based primarily on
price are unable to pass on compliance costs, as a small increase in price can result in a swift and severe
shift in market share to competitors that are outside of the scope of regulation.

Given that cement is highly substitutable, cement producers compete almost exclusively on the basis of
price. Indeed, according to findings from the ITC, purchasers rank price as the most important purchase
factor by far, with quality ranking as a distant second.” Thus, the ITC found that “cement is a fungible
commaodity, which competes largely on the basis of price.”** It also found that a small price differential is

usually sufficient to induce customers to shift suppliers, whether domestic or foreign.*

18 Cement from Japan, Second Review at |-14-1-15, quoting Response of Domestic Producers to Notice of Institution
at 7.

Y see Gray Portland Cement and Cement Clinker From Japan, Inv. No. 731-TA-461 (Final), USITC Pub. 2376 (Apr.
1991) at 41-42 (“Cement from Japan”), cited extracts attached as Exhibit 6. This also is not unique to California. As
noted by the Taiwanese investigating authority in a case involving cement from the Philippines and South Korea,
“the domestic product and imported product are highly fungible, in terms of product quality, packaging, sales
target,” making it a highly “price sensitive” product. Portland Cement and of its Clinker from Philippines and South
Korea (Final Report) (June 13, 2002), Chinese original and translation extract attached as Exhibit 7.

= Cement from Japan, Second Review at 1I-8 (Table 1I-1); see id. at II-7 (“in the first review, when gray Portland
cement purchasers were asked to list the three most important factors considered when choosing a supplier, price
was ranked first most often by a wide margin”).

2 cement from Japan at 30; Cement from Japan, Second Review at 19 (“price is an important factor in purchasing
decisions”); Cement from Japan, Mexico, and Venezuela Review, at 32 (same).

2 “na product such as cement, however, even small levels of underselling must be considered significant.”
Cement from Japan at 64 (Separate Views of Commissioner Rohr); see Cement from Japan, Second Review at |-14-|-
15, quoting Response of Domestic Producers to Notice of Institution at 7; Cement from Japan, Mexico, and
Venezuelg Review at 39 n.238 (a cost savings of “$3 per ton is substantial, particularly for a highly-substitutable,
price-sensitive product, such as cement”). As noted in a Jamaican investigation of cement imports from Indonesia,
“filn absolute terms, a price differential of 1.06 percent does not suggest significant price undercutting,” but
information from “verification visits” to the parties indicated that, “in relative terms, small variations in cement
prices may be significant, as cement is typically purchased in large quantities and so even a small price differential
may represent a significant saving to the consumer.” Ordinary Portland Grey Cement from Indonesia, Jamaica Case
Ref.: AD-01-2002, Statement of Reasons (July 2, 2002) at 16, cited extracts attached at Exhibit 8. Thus, the
Jamaican administering authority likewise found that “cement is a product for which small differentials in price can
have a significant impact on sales.” Ordinary Portland Grey Cement from the People’s Republic of China, Jamaica
Case Ref.; AD-01-2003, Statement of Reasons (June 14, 2004) at 43, cited extracts attached at Exhibit 9.



€ Market contestability

An industry’s ability to pass through the realized compliance costs associated with GHG-reduction
measures is also governed by the extent to which its market is contestable by producers outside of the
regulated jurisdiction. A contestable market is one that is logistically and economically accessible by
competitors, regardless of the extent to which that has occurred in the past. In some cases, a historical
track record of imports may make the market’s contestability readily apparent. In other cases, however,
the mere presence of a credible import threat may be enough to adversely influence a firm's ability to
pass compliance costs through to customers, regardless of whether a track record of imports exists.

Due to its coastal location and deepwater ports, the California cement market is logistically and
economically accessible to cement manufacturers throughout the Asia Pacific region. A history of
imports confirm the ability of foreign producers, particularly in Asia, to compete aggressively in
California (e.g., imports totaled 6.9 million MT in 2006).2

The geographic scope of the ITC's investigations of imports of cement demonstrates the highly
contestable nature of the cement industry. The ITC almost always makes its determinations of injury to
a domestic industry on a national basis, reflecting the traditional notion that imports represent a
competitive option throughout the U.S. market. In twelve of its thirteen antidumping investigations of
cement imports,24 however, the ITC made its determination on a “regional industry” basis because “the
market for cement tends to be regional in nature.”” Thus, the ITC recognized that certain industries are
isolated in regional markets where domestic production is highly contestable with imports.

In California, producers sell most of their cement production within the state, and producers in other
states sell very little of their production in California.’® As a result, the California cement market is
isolated from the rest of the U.S. market, and California cement producers compete almost exclusively
with foreign imports. In the second review of the antidumping order on imports of cement from Japan,
the ITC found that the majority of producer shipments within California “were shipped to customers
within 200 miles of the manufacturing plant and the majority of importer shipments within the region

3 see Official Import Data for Imports into California, attached at Exhibit 10. The ITC's multiple investigations over
the past few decades involving imports of cement into California demonstrate that foreign producers are able to
logistically and economically access the California market. See, e.g., Cement from Mexico (1990) and Cement from
Japan (1991).

 In the one case that was not based on a regional analysis — Portland Hydraulic Cement and Cement Clinker from
Colombia, France, Greece, Japan, Mexico, the Republic of Korea, Spain, and Venezuela, Inv. Nos. 731-TA-356-363
(Preliminary), USITC Pub. 1925 (1986) — the petitioner “noted that cement was produced and sold in a series of
regional markets, but argued that regional markets were all being injured by imports and therefore injury could be
assessed on a national basis.” Cement from Japan at 16 n.32.

> cement from Japan, Second Review at 19, see id. at 9 and I-5 n.13; Cement from Japan, Mexico, and Venezuela
Review at 32 (same); Cement from Japan at 16-17 (“high transportation costs tend to make the areas in which
cement is produced and marketed isolated and insular”).

= Cement from Japan Remand at 2.



were shipped to customers within 200 miles of the port of entry.””” Accordingly, competition between
domestic production and imports in California is intensified by the concentrated geographic region in
which producers are making sales. This makes the California cement market highly contestable.

d. Competitor incentives and behavior

Finally, an industry’s ability to pass through the realized compliance costs associated with GHG-
reduction measures depends on the incentives that competitors have to aggressively contest the market
under certain conditions.

As set forth below, there are two factors that suggest that out-of-state cement producers have the
means and the motivation to aggressively exploit a cost advantage to acquire a greater market share in
California: (1) the capital-intensive nature of the industry and (2) the existence of worldwide
overcapacity in the industry.

Capital intensity is a measure of the scale of investment required to compete in a given industry.
Manufacturers in capital-intensive industries, such as cement, have significant fixed costs to obtain and
maintain the necessary facilities and equipment. Due to high fixed costs, production facilities must
operate at high capacity utilization levels in order to maximize the return on investment and facilitate
future capital expenditures. High capital intensity contributes to leakage risk because it motivates
foreign producers to seize any potential cost advantage in the California market to make more export
sales and increase their capacity utilization.

Cement plants are enormous, dedicated facilities,” leading the ITC to routinely find that “the cement
industry is highly capital intensive.”?® Because of the industry’s high fixed costs, production facilities
must operate at high capacity utilization levels in order to maximize the return on investment and
facilitate future capital expenditures.®® Low capacity utilization levels make cement plants uneconomic
to operate.’ When cement manufacturers attempt to maintain capacity utilization by reducing prices to

7 cement from Japan, Second Review at 9.

% For example, a new cement plant’s annual capacity would not be less than 1 million tons and the plant would
cost in excess of $350 million. Moreover, “cement facilities generally cannot be used to produce other products.”
Cement from dapan, Second Review at 9.

 cement from Japan, Second Review at 20; see Cement from Japan, Mexico, and Venezuela Review at 35.

30 Cement from Japan, Mexico, and Venezuela Review at 35. “{A}s production increases and approaches the limits
of capacity unit costs would decline.” Gray Portland Cement and Cement Clinker from Japan, Inv. No. 731-TA-461
(Remand), USITC Pub. 2657 (June 1993) (“Cement from Japan Remand"”) at 4, cited extracts attached as Exhibit 11.
Similarly, as noted by Taiwanese cement producers, the capital-intensive cement industry “has to maintain
production to allocate high investment on fixed assets.” Hearing Minutes in Final Injury Investigation, Portland
Cement and of its Clinker from Philippines and South Korea (May 9, 2002), cited extracts attached as Exhibit 12.

*1 Demand for cement “tends to be cyclical in nature.” Cement from Japan, Second Review at 19. During periods of
high demand, “relatively high levels of profitability are needed to justify investments and capital expenditures.”
Cement from Japan, Mexico, and Venezuela Review at 41. “It was generally conceded that, due to the capital
intensive nature of cement and the effects of the business cycle on cement that operating income margin levels

9



compete with low-priced imports, the result is a diminished ability to invest in production facilities and
capital equipment.*

In competitive cement markets, producers have a strong incentive to sell as much cement as possible as
long as the price of the last unit sold exceeds the marginal cost of producing that unit.** The ITC has
recognized that foreign producers (such as Japanese producers found to be dumping cement in
California), like U.S. producers, operate under an imperative to maintain high capacity utilization rates.*
As stated by the ITC, “the high fixed costs faced by cement producers provide significant incentive to the
Japanese producers to sell their additional excess product even at low costs in order to meet their fixed
costs.”*
Due to the imperative to “maintain and maximize capacity utilization in order to be profitable, the
existence of significant unused capacity gives {foreign} producers the incentive to substantially increase
their exports.”*® Moreover, foreign producers that rely on exports to maintain high levels of production
possess the incentive to ship to California even in a declining demand environment, particularly if
shipments to alternative export markets are impeded by depressed demand, increased competition
from other countries, or political/structural barriers to en‘cr\,r.37

Faced with higher costs resulting from GHG regulations, domestic producers would either have to raise
prices and lose market share to lower priced imports or forgo price increases and suffer lower profits in
an effort to maintain market share.® A loss in market share and subsequent decrease in capacity
utilization “would be particularly harmful in this capital intensive industry.”*® Domestic producers are

should be relatively high compared to a non-capital intensive industry.” Cement from Japan at 58 (Separate Views
of Commissioner Rohr). “Because all cement producers have good and bad times dependent upon demand in their
local markets, firms must...earn higher returns on capital in the good times to offset lesser or negative returns on
capital in the bad times in order to obtain long-term return on investments.” Cement from Mexico at 55 (Views of
Commissioner Lodwick).

2 see Cement from Mexico at 54, 65 (Views of Commissioner Lodwick).

B cement from Japan, Second Review at 1I-3, quoting Japanese Cement Committee response to Notice of
Institution at 6-7.

* “Eor both the imported and domestic products, the production process for gray Portland cement is
standardized, with no significant technological advances since the original investigation in 1989-91.” Cement from
Japan, Second Review at |-12.

¥ Cement from Japan, Mexico, and Venezuela Review at 45.
2 Cement from Japan, Second Review at 22.

¥ As noted by the ITC, maintaining high capacity utilization rates due in part to reliance on export markets creates
an incentive for foreign producers to shift at least some of their exports to California in light of increasing
competition among foreign cement producers in third-country markets. Cement from Japan, Second Review at 22.

% see Cement from Japan at 42.

¥ Cement from Japan, Second Review at 25; see Cement from Japan, Mexico, and Venezuela Review at 40-41, 45-
46.
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required to match prices offered by importers or lose sales on a ton-by-ton basis.** Matching the lower
import price, however, inevitably causes domestic producers to suffer price depression, price
suppression, and lower profits.**

The structural motivation to maximize capacity utilization and seek out export markets is only amplified
by the current global excess capacity of cement, which is expected to continue for the foreseeable
future. As explained in the Appendix to these comments, current excess cement production capacity in
China is approximately 920 million MT, which is 77 times total production capacity in California of 12
million MT, 102 times total production in California of 9 million MT, and 115 times total consumption in
California of 8 million MT.** Cement manufacturers in other countries in Asia, including Vietnam,
Taiwan, Thailand, Indonesia, South Korea, Malaysia, and Japan, also have substantial excess capacity and
are highly focused on exports.*

Excess capacity in China is projected to remain high for many years, and it is fueled in part by continued
government subsidies.” The recent experiences of the U.S. steel and aluminum industries, which like
cement are commodity-type products in which there is significant global excess capacity that has been
fueled in large part by increasing excess capacity in China, are highly relevant to the likely experience of
the cement industry if the cost of AB 32 compliance locks in a long-term cost advantage for imports that
are subject to less stringent GHG regulations.” Both the steel and aluminum industries have faced
rapidly increasing imports that have severely injured the U.S. industry. The fact that there were 11
plants when AB 32 was passed and now only 8 are operating is stark evidence of the cement industry's
vulnerability to such injury.

B. CONCLUSION

The California cement industry is at an extreme risk of leakage in both absolute and relative terms. The
industry’s extreme leakage risk is due to a confluence of factors, including an extraordinarily high

0 see Cement from Japan, Second Review at |-14-1-15. Failure of the domestic industry to match dumped import
prices “would result in large drops in domestic output and contribution profits.” Cement from Mexico at 65 (Views
of Commissioner Lodwick).

L “When the import market share is significant, this substitution effect tends to lower domestic prices as domestic

producers reduce their own prices to meet import competition, in an effort to maintain sales volume and market
share.” Cement from Japan at 41. “Generally, imports have the greatest impact on domestic prices when they are
available in significant volumes, when consumers are unwilling to purchase significantly more of the product even
if the prices go down, and when consumers view the imported and like product as close substitutes. Under such
circumstances, a decrease in the price of the import is likely to result in direct substitution of the import for the
domestic like product, rather than increased overall purchases of the product.” Id.; see Cement from Mexico at 63
(Views of Commissioner Lodwick).

2 see Appendix at 1-2.
e Appendix at 2-3.
“ Appendix at 3-6.

2 Appendix at 7-11.
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exposure to compliance costs, an exceptionally low ability to reduce that exposure, and a severely
limited ability to pass through realized compliance costs to consumers without suffering a loss of market
share or profitability. This risk threatens to offset reductions of GHG emissions in the California cement
industry with increases in GHG emissions outside of the state — thereby frustrating and undermining
CARB’s ability to achieve California’s climate change objectives. Accordingly, CARB should adopt policy
measures that minimize the risk of both inter-industry and intra-industry leakage in the California
cement industry. CSCME looks forward to continuing to work with CARB to achieve California’s climate
change objectives while minimizing leakage in the cement sector so that California cement
manufacturers can continue to be valuable contributors to climate change solutions.

Sincerely yours,

PR 4

T. Bloom, Jr.
airman, Executive Comrnfitee, Coalition for Sustainable Cement Manufacturing & Environment
Vice President & Chief Economist, U.S. Operations, Cemex

cc:
Ms. Mary Jane Coombs, California Air Resources Board

Ms. Mihoyo Fuji, California Air Resources Board
Ms. Rajinder Sahota, California Air Resources Board
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opportunity arises. Fortunately for the rivals and unfortunately for the EU firms, the product is homogenous
and customers are unable to distinguish between goods made within and outside the EU. To compound the
problem in this hypothetical most exposed sector, consumers are price sensitive, making it harder for firms to
pass costs through to them. In this case, the output leakage rate is high. If the external firms have higher
carbon intensity than the internal firms, the carbon leakage rate will be even higher.

In contrast, consider the factors that would make a sector well protected. A well protected sector will face
few rivals from outside the EU and those that it does encounter will have low market shares, reflecting their
poor competitiveness in selling to EU consumers. The protected sector will sell little of its output outside the
EU and thus overall encounter little extra-EU competition. This hypothetical sector will further benefit from
consumers who are quite insensitive to price increases, allowing a greater proportion of costs to be passed
through into prices. However, those cost increases will be small because the sector has low carbon intensity.
To make the firms’ situation even more secure, the product is also bespoke, enabling EU firms to make many
varieties and to establish customer loyalty and niches, which diminish the effective strength of competition.
In this case, the output leakage rate is low, see Table 8.

As noted, this study has not examined costs of abatement nor factored them into carbon leakage estimates,
but the foundations have been laid for those estimates to be prepared. This will make it easier to develop
value for money assessments of policy options for mitigating carbon leakage.

Table 8. Characteristics of sectors with high and low rates of carbon leakage

Characteristic Indicative of high carbon Indicative of low carbon
leakage leakage

Non-EU rival behaviour aggressive passive

Non-EU rivals numerous few

Cost of carbon relative to profits high low

Abatement opportunities low high

Customers price sensitive price insensitive

Goods homogenous, indistinguishable differentiated, niches, brand value

Source: Vivid Economics

svivideconomics
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Southern California.”” In the first five-year review, the Commission revisited its regional industry
definition, and found that there had been integration of the Northern and Southern regions of California.
As such, having found that the market isolation criteria were satisfied, the Commission defined the region
as the State of California.”®

In this second review, the domestic interested parties advocate that the regional industry analysis
continues to be appropriate and that the Commission again define the region as the State of California.?’

C. Analysis

For the reasons discussed below, we determine that the record in this review supports a finding of
aregional industry corresponding to the region of the State of California.

In five-year reviews involving regional industries, according to the SAA, the Commission should
take into account any prior regional industry definition and whether the subject product has characteristics
that naturally lead to the formation of regional markets (e.g., whether the product has a low value-to-
weight ratio and is fungible).*® According to the record in this review, cement is a low value-to-weight
product and a fungible product, as the domestically produced product and subject imports are highly
interchangeable.’ The relatively low value-to-weight ratio of cement and relatively high transportation
costs appear to limit the distances to which cement is shipped.* In this second period of review, as
during the periods examined in the original investigation and first five-year review, the majority of
producer shipments within the region were shipped to customers within 200 miles of the manufacturing
plant and the majority of importer shipments within the region were shipped to customers within 200
miles from the port of entry.* Moreover, the practice of “freight equalization” or “freight absorption” is
still performed in the industry, making transportation costs an important component of cement sales.*

*" Original Determination, at 13, 17-20, and 47-50.

8 First Five-Year Determination, at 14, 17-18.

* Domestic Industry Comments on the Merits (“Domestic Industry Comments®) at 6.

** SAA at 888. The Commission has found, in the past, that “appropriate circumstances” exist for the
Commission to engage in a regional industry analysis for products with low value-to-weight ratios and where high
transportation costs make the areas in which the product is produced necessarily isolated and insular. See, e.g., Gray
Portland Cement and Cement Clinker From Japan. Mexico. and Venezuela, Invs. Nos. 303-TA-21 (Review) and
731-TA-451, 461, and 519 (Review) USITC Pub. 3361 (October 2000) at 12; See also Limestone, USITC Pub.
2533; Nepheline Syenite from Canada, Inv. No. 731-TA-525 (Final) USITC Pub. 2502 (April 1992)(“Nepheline

Syenite”); Gray Portland Cement and Cement Clinker from Venezuela , Inv. No. 731-TA-519 (Preliminary) USITC
Pub. 2400 (July 1991)(“Venezuela Cement™); Gray Portland Cement and Cement Clinker from Japan, Inv. No. 731-

TA-461 USITC Pub. 2376 (April 1991)(“Japan Cement,”); Gray Portland Cement and Cement Clinker from Mexico,
Inv. No. 731-TA-451 (Final) USITC Pub. 2305 (August 1990)(“Mexico Cement”) .

' CR at V-1,1-11/ PR at V-1, I-9.

2 CR/PR at V-1.

3 CR/PR at V-1.

* CR/PR at V-3.




review, we consider the performance of individual regional producers as well as the performance of the
regional industry in the aggregate, although we lack current data on individual producer performances in
this expedited second review.

C. Conditions of Competition

In evaluating the likely impact of the subject imports on the domestic industry, the statute directs
the Commission to consider all relevant economic factors “within the context of the business cycle and
conditions of competition that are distinctive to the affected industry.” The following conditions of
competition are relevant to our determination.

As at the time of the original investigation and first five-year review, cement continues to be a
highly fungible, commodity product, and cement is readily interchangeable regardless of the country of
origin.”> Cement generally conforms to the standards established by the American Society for Testing
and Materials (“ASTM”). In the first review, nearly all responding purchasers reported that U.S.
produced cement and imported Japanese cement were used in the same applications.*

Price is an important factor in purchasing decisions.”” Due to cement’s low value-to-weight ratio,
U.S. inland transportation costs account for a relatively large share of the delivered price of cement and
are a limiting factor as to the distances to which cement is shipped.”® As a result, the market for cement
tends to be regional in nature.

Given that cement is used almost exclusively in concrete, the demand for cement is dependent on
the demand for concrete.” Concrete, in turn, is essential to all types of construction, namely residential
and commercial building as well as highways.” Because demand for cement is derived entirely from the
demand for concrete and cement accounts for only a small measure of the cost of construction, demand
for cement is relatively inelastic.”” Moreover, because demand for cement is tied closely to construction
activity, demand for cement tends to be cyclical in nature.'™ However, the overall demand for cement is
somewhat less volatile than any particular construction market since cement is used in every type of
construction. Demand for cement also tends to be seasonal, with peaks in consumption occurring in the
summer months when the level of construction is highest.'"'

Apparent consumption in the State of California region declined from 12.2 million tons in 1990
to 10.0 million tons in 1997.' However, from 1997 to 1999, apparent consumption increased from 10.0
million tons to 13.0 million tons,'” near the peak level of 13.2 million tons reached in 1989.'% This
increase in demand in the region was attributable to changes in the California construction market.
Specifically, demand for cement increased as construction activity increased as a result of the growth in

%1 (...continued)
918 F. Supp. at 427 (CIT 1996).
%19 U.S.C. § 1675a(a)(4).
% CR at I-11/PR at I-10.
 First Review Report at [-26-1-27, 1-33, and [1-27-11-28.
* First Review Report at 11-26.
% CR at [-24, 1I-1, V-1/PR at 1-20, 1I-1, V-1.
°7 CR at II-7/PR at II-5.
% CR/PR at II-1.
* CR at II-8/PR at II-5.
190 CR at 11-8/PR at I1-5.
101 CR at II-8/PR at II-5.
192 CR/PR at Table I-4B.
1 CR/PR at Table [-4B.
1% CR/PR at Table I-4B.
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population and the state economy, low interest rates, and significantly improved government fiscal
conditions that supported increased public works projects such as major highways.'%

A number of industry forecasts at the time of the first review suggested that demand for cement in
the California region would likely increase at relatively modest rates from 2001 to 2003.° According to
the domestic interested parties in this second review, there has been increased demand in the region “in
recent years that resulted principally from record levels of new residential construction.”'"’

From the period examined in the original investigations to the period of the first review,
approximately one-half of the regional cement operations underwent a change in ownership, with the
share of foreign ownership increasing substantially.'® In the original investigation, approximately 50
percent of domestic cement operations were owned by foreign corporations, while in the first review
period approximately 65 percent were foreign-owned.'” In addition to foreign ownership, there was a
significant degree of vertical integration between regional cement producers and the downstream ready-
mix concrete operations.''

As was true at the time of the original investigation and first period of review, the cement
industry is highly capital intensive.'"' Because of the industry’s high fixed costs, production facilities
must operate at high capacity utilization levels in order to maximize the return on investment.''> Cement
facilities generally cannot be used to produce other products.''®

Cement production capacity in the State of California region increased less than two percent from
1990 to 1997.""* This increase in capacity was far less than the increase in apparent consumption in the
region for the same period. At the time of the first period of review, regional cement producers indicated
that they were in the process of increasing, or had plans to increase, production capacity by some 3.5
million tons by 2004.'"> Although regional production capacity increased slightly from 1990 to 1999,
regional production increased by 16 percent."'® In 1999, reported regional production was 8.2 million
tons.'"” Domestic interested parties in this second review indicate that regional cement production rose to
12.8 million tons in 2003."®

During the first review period, the regional industry’s share of the California market decreased
from 88.9 percent in 1997 to 73.9 percent in 1999.'"” Domestic producers’ loss in market share was the
result of increasing volumes of nonsubject imports as well as marginal but increasing volumes of subject
imports during the first period of review. The share of the California market held by Japanese imports
was 0.0 percent in 1997, 0.1 percent in 1998, and 0.2 percent in 1999, while the share of nonsubject
imports was 10.9 percent in 1997, 20.6 percent in 1998, and 25.5 percent in 1999.' In both the original
investigation and first five-year review, U.S. producers and their foreign affiliates were responsible for

19 Original Staff Report at Table 7; CR at [I-9/PR at 1I-6.

1% First Review Determination at 31-32.

' Domestic Industry Response at 56-57.

1% First Review Report at I-39.

"% First Review Report at 1-34, Table I-1A; Original Staff Report at Table 7.
"% First Review Report at I-11-4.

" Domestic Industry Response at 8-9.

"> Domestic Industry Response at 8-9.

' First Review Report at 11-7.

' First Review Report at Table C-6; Original Staff Report at Table 7.
5 CR at I-29/PR at [-23.

'S First Review Report at Table C-6; Original Staff Report at Table 7.
"7 CR/PR at Table IT1-1B,

""" CR at I1I-2/PR at ITI-1.

' CR/PR at Table [-4A.

120 CR/PR at Table I-4A.
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production capacity remained substantial. '* In 1999, the most recent year for which we have data,
Japanese subject producers’ average production capacity for gray portland cement was 90.0 million
tons."” Morever, in 1999, Japanese subject producers’ reported capacity utilization rate for gray portland
cement was 88.7 percent.””! In 1999, Japanese subject producers’ unused capacity was equivalent to

75 percent of California apparent consumption,'** and 80 percent of regional production for the same
year. Given that cement producers must maintain and maximize capacity utilization in order to be
profitable, the existence of significant unused capacity gives Japanese subject producers the incentive to
substantially increase their exports to the region if the order were lifted.

In addition to unused capacity, Japanese subject producers’ ability to maintain fairly high
capacity utilization rates is due in part to their reliance on its export markets. Although most cement
shipments of Japanese producers were consumed by their home market during the first period of review,
Japanese subject producers shipped between 9.2 million and 6.3 million tons of gray portland cement to
third-country markets.'” If the order were revoked, there is an incentive for Japanese producers to shift at
least some of their exports to the U.S. regional market as the record indicates that Japanese producers are
facing increasing competition from cement producers in both China and India in third-country markets.'**

We note that during both the original investigation and first period of review, Japanese subject
producers owned or controlled cement production facilities in the region.'*® While this ownership/control
may impact somewhat the volume of subject imports from Japan if the order is revoked, the volume of the
subject imports is nevertheless likely to increase significantly. Indeed, substantial ownership of
California production facilities did not prevent Japanese subject producers from exporting significant
volumes of subject merchandise to the region during the original investigation. Moreover, the Japanese
subsidiaries’ established customer base and distribution system would enable Japanese subject producers
to quickly increase sales of subject merchandise in the region if the order was lifted. Finally, at the end of
first review period, Taiheiyo, a Japanese subject producer, had invested in a new permanent import
terminal in California.*

Given the subject producers’ substantial production capacity and unused capacity, their continued
reliance on export markets, increasing competition in third-country markets, the increase in subject
exports to the United States in the original investigation, as well as such producers’ need to maximize
production capacity to be profitable, subject producers are likely to increase exports significantly to the
region upon revocation of the antidumping duty order. Consequently, based on the record in this review,
we conclude that the volume of subject imports likely would increase to a significant level and regain
significant regional market share if the orders were revoked. Accordingly, we conclude that the likely
volume of the subject merchandise, both in absolute terms and relative to consumption in the State of
California region, would be significant, absent the restraining effect of the order.

% CR at IV-12/PR at IV-9-IV-10.

Y CR/PR at Table IV-3. We note that the domestic interested parties submitted figures pertaining to Japanese
production capacity and Japanese apparent consumption in 2004, Domestic Industry Response at Attachment 36.
However, since there is no indication in the record as to the source of these figures or how they were calculated, we
rely instead on the data collected by the Commission in the first review.

! CR/PR at Table IV-3.

132 Compare CR/PR at Tables I-4A and IV-3.

133 CR/PR at Table IV-3.

1** Domestic Industry Response at 46-47.

1% First Review Report at I-51-1-52 and IV-38-IV-40.

¢ CR at IV-13, n.25/PR at IV-10, n.25.
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is in a weakened state as contemplated by the statute. Therefore, given the limitations of the record, we
are unable to reach a determination as to whether the regional industry is currently vulnerable.

As discussed above, revocation of the antidumping duty order would likely lead to a significant
increase in the volume of subject imports into the State of California region, and these subject imports
would likely undersell the domestic product and significantly depress or suppress the regional industry’s
prices. In addition, the volume and price effects would likely cause the regional industry to lose market
share. This loss in market share and subsequent decrease in capacity utilization would be particularly
harmful in this capital intensive industry, as cement producers must maintain high capacity utilization
levels and operating margins to meet fixed costs and to justify capital expenditures. Morever, given the
recent capacity expansions by the regional industry over the period of review, the decline in capacity
utilization and revenue would likely be accelerated. In addition, the volume and price effects of the
subject imports would likely have a significant adverse impact on the domestic industry’s production,
shipments, sales, and revenue levels.

Reductions in the regional industry’s production, shipments, sales, and revenue levels would have
a direct adverse impact on the industry’s profitability as well as its ability to raise capital and make and
maintain necessary capital investments. In addition, we find it likely that revocation of the order will
result in employment declines for the regional firms commensurate with reduced production and
profitability.

While we analyzed the statutory factors regarding the aggregate data for the regional industry, we
also examined the performance of individual regional producers to look for anomalies as a safeguard “to
assure that the ‘all or almost all’ standard [was] met.”'* As discussed above, a substantial percentage of
California cement production is owned or controlled by Japanese subject producers. While the volume of
likely imports may be limited somewhat as result of this ownership, if the order were revoked, subject
imports would likely enter the California region at volumes or price levels that likely would injure
regional producers including their regional subsidiaries. As discussed above, the substantial production
capacity of the Japanese cement industry, with its low capacity utilization levels and need to meet high
fixed costs, would provide necessary incentive for the Japanese producers to increase shipments to the
California region if the order is revoked. Without the discipline of the order, the interests of the Japanese
operations likely would not be secondary to those of their comparatively small California subsidiaries.
Ownership of California facilities did not prevent Japanese producers from shipping significant quantities
of cement at low prices to the California region in the original investigation. Moreover, even if an
individual subject producer attempted to direct its imports to shield its regional affiliate’s production, that
regional affiliate likely would still be adversely affected by imports from other subject producers.

Accordingly, based on the limited record in this review, we conclude that, if the antidumping
duty order is revoked, subject imports from Japan would be likely to have a significant adverse impact on
the State of California industry within a reasonably foreseeable time.

CONCLUSION
For the foregoing reasons, we conclude that revocation of the antidumping duty order on gray

portland cement and cement clinker from Japan would be likely to lead to continuation or recurrence of
material injury to the California regional industry within a reasonably foreseeable time.

14 Cemex, 790 F. Supp. at 296. CR/PR at Tables at D-1-D-9.
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Southern California."' * * After receipt of the Commission’s determination, Commerce issued an
antidumping duty order on imports of gray portland cement and cement clinker from Japan.'*

On August 2, 1999, the Commission instituted the first five-year sunset review."* On
November 4, 1999, the Commission determined that it would conduct a full review.'® On March 3, 2000,
in an expedited review, Commerce found that revocation of the antidumping duty order on gray portland
cement and cement clinker from Japan would likely lead to continuation or recurrence of dumping as
follows: Nihon, 69.89 percent; Onoda, 70.52 percent; and “all others,” 70.23 percent. Given the fact that
Nihon and Onoda no longer existed,"” the margin determined to be most relevant was the 70.23 percent
“all others” margin."* On November 1, 2000, the Commission completed a full five-year review of the
antidumping duty order in which it determined that revocation of the order on gray portland cement and
cement clinker from Japan would be likely to lead to continuation or recurrence of material injury to an

" Original Report, p. 19-20. The region of “Southern California” was based on the U.S. Geological Survey
(USGS) definition of Southern California for statistical and analytical purposes in considering the cement industry,
defined as the counties of San Luis Obispo, Kern, Inyo, Mono, Santa Barbara, Ventura, Los Angeles, San
Bernardino, Orange, Riverside, San Diego, and Imperial. /d., p.13, n. 25.

2 The Commission considered whether domestic producers that either were owned by a foreign producer,
imported subject product, or ground imported subject product should be excluded as related parties, and found that
appropriate circumstances to do so did not exist. Original Report, p. 13, n. 24. This simply reaffirmed the
Commission’s finding in the preliminary phase of the original investigation. Producers that were importers, or were
related to exporters and/or importers of Japanese cement were: Mitsubishi Cement Co., owned by Mitsubishi
Mining & Cement Co., Ltd. of Japan; California Portland Cement Co., owner of a 50 percent interest in CalMat
Terminals an importer of Japanese cement; Riverside Cement Co., a joint venture partner with RIC Co., an importer
of Japanese cement; and, RMC Lonestar, owner of a 50 percent interest of Pacific Coast Cement Corp., an importer
of Japanese cement. Gray Portland Cement and Cement Clinker from Japan (Preliminary), Publication 2297, J uly
1990, pp. 51-52. In the original investigation and the first review, the Commission found a number of related
parties, either through ownership by Japanese firms or as importers of Japanese product, but concluded that
appropriate circumstances did not exist to exclude any of the producers from the domestic industry. Original
Report, p. 13 and First Review Report, p. 8. With respect to this review, Mitsubishi Cement Corp. and California
Portland Cement appear to be related parties. Mitsubishi Materials, a Japanese producer and exporter, directly or
indirectly controls Mitsubishi Cement Corp., which operates a plant at Lucerne Valley, CA. Taiheiyo Cement Corp.
(Taiheiyo), a Japanese producer and exporter, directly or indirectly controls California Portland Cement, which
operates cement plants at Colton, CA, and Mojave, CA. Taiheiyo also directly or indirectly controls U.S. producers
Arizona Portland Cement Co.; Taiheiyo Cement USA, Inc.; and Glacier Northwest/Taiheiyo Cement USA, Inc.
Japanese Cement Committee response, p. 54.

** In all but one of the 15 investigations (including the First Review) concerning gray portland cement, the
Commission has used a regional industry analysis. In the 1986 investigation concerning imports from eight
countries, petitioner, while noting that cement was sold in regional markets, argued that producers in all regional
markets were being injured, and the Commission could, therefore, view injury on a national basis. The Commission
made a unanimous negative determination at the preliminary stage of the investigation. Portland Hydraulic Cement
and Cement Clinker from Colombia, France, Greece, Japan, Mexico, the Republic of Korea, Spain, and Venezuela,
Investigations Nos. 731-TA-356 through 363 (Preliminary), USITC Publication 1925, December 1986.

56 FR 21658, May 10, 1991 This order required the posting of cash deposits equal to the estimated weighted-
average antidumping duty margins, which were: Onoda, 47.79 percent; Nihon, 84.70 percent; and “all others,”
65.22 percent.

1" 64 F.R. 41958.

'® 64 FR 62689, November 17, 1999. At the same time, the Commission determined it would conduct full
reviews concerning gray portland cement and cement clinker from Mexico and Japan. Ibid.

' In 1998, Onoda and Nihon merged to form Taiheiyo.

'8 65 FR 11549,
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retard water absorption and allow for easier handling. This grinding step and the materials added are very
important in determining the specifications and type of finished cement.

Portland cement is the most important of the four major categories of hydraulic cements,*
accounting for just over 95 percent of domestic production in 2003.*° All cement, including imports from
Japan, generally conforms to the standards established by the American Society for Testing and Materials
(ASTM).”" General descriptions of the five standard types of portland cement are defined by ASTM as
follows:*®

Type [-For use when the special properties specified for any other type are not required;

Type II-For general use, especially when moderate sulfate resistance or moderate heat of
hydration is required,;

Type Il1I-For use when high early strength is required;
Type IV-For use when a low heat of hydration is required; and
Type V—For use when high sulfate resistance is required.

In 1998 and 2003, types I and II portland cement together accounted for just over 90 and just
under 83 percent, respectively, of the quantity of all shipments of portland cement from U.S. plants
(table 1-2).* Although specifications for type I and type IT portland cement are very similar, they differ in
that type I has no specifications for several items that are specified for type II. Thus, type II cement meets
all the requirements of type I cement and may be used in lieu of type I. In addition to the standard
portland cements, there are a number of special cement blends that contain portland cement.*

Cement is hygroscopic; that is, it has a tendency to absorb water. Because cement is hygroscopic,
it must be handled and stored in a manner that minimizes the possibility of contamination by water. Thus,
both domestic producers and importers must use some type of enclosed system or storage silo and
relatively sophisticated equipment to handle finished cement.

Gray portland cement is used predominantly in the production of concrete, which in turn is
consumed almost wholly by the construction industry. The chief end users are highway construction
using ready-mix concrete and building construction using ready-mix concrete, concrete blocks, and
precast concrete units. In many building applications, concrete is used with steel reinforcement to obtain
greater strength and durability. One ton of portland cement is used to make about 4 cubic yards of
concrete.

* Portland, masonry, pozzolanic, and natural or Roman cement are the four major categories of hydraulic
cements.

* USGS, Annual Mineral Industry Survey, Cement, 2003. Tn 1998, portland cement accounted for about 95
percent of domestic production. USGS, Annual Mineral Industry Survey, Cement, 1998.

*" First Review Report, p. 1-23 and Japanese Cement Committee response (Second Review), p. 7.

* Norman L Weiss, ed., SME Mineral Processing Handbook (Society of Mining Engineers, American Institute
of Mining, Metallurgical, and Petroleum Engineers, Inc., New York, NY, 1985), volume II, p- 26-3.

¥ USGS, Annual Mineral Industry Survey, Cement, 2003 and USGS, Annual Mineral Industry Survey, Cement,
1998.

** Blended cements are not portland cements, but are inter-ground mixtures of finished portland cement (ground
clinker plus gypsum) and cementitious additives, with the proportion of additives commonly ranging between 15 and
50 percent by weight. USGS, Annual Mineral Industry Survey, Cement, 1998.
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Table I-3
Gray portland cement:" U.S. producers’ estimated shipments? as a percentage of total shipments, by types of
customers, 1998 and 2003

Type of customer Percent of total
1998 2003

Ready-mixed concrete 74.2 74.2
Concrete product manufacturers 11.9 13.8
Road paving contractors 4.8 33
Building material dealers 3.8 3.8
Other contractors 3.1 3.0
QOil well drilling, mining, and waste stabilization 1.1 1.3
Federal, state, and other government agencies, and miscellaneous 1.1 0.9

Total 100.0 100.0
" Includes cement imported and distributed by domestic producers.
2 Includes Puerto Rico.
Source: Compiled from data provided by the USGS, Mineral Industry Survey, Cement 1998.

Manufacturing Process*

For both the imported and domestic products, the production process for gray portland cement is
standardized, with no significant technological advances since the original investigation in 1989-91.
Gray portland cement is manufactured from a properly proportioned mixture of raw materials containing
chemical components of calcium carbonate, silica, alumina, and iron oxide that react when combined with
aggregate and water to form concrete. The raw material mixture usually consists of limestone
(a source for calcium carbonate), clay (for silica and alumina), and iron ore (for iron oxide). In cases
where the common materials are not available or contain an insufficient amount of the chemical
components, other mined materials or industrial products may be substituted or used as additives to
correct the deficiencies. The mixture is crushed, ground, and blended into a mill feed that is sintered at
about 2,700 degrees Fahrenheit in refractory-lined, cylindrical, steel rotary kilns to make cement clinker.

There are basically two processes used to blend the raw materials to produce cement: a wet and a
dry process, which are both depicted in figure I-1. The differences between wet and dry blending are
procedural; there are no chemical or physical characteristic differences between the end products. In the
wet process, the raw materials are ground, blended, and mixed with water to produce a slurry. This slurry
is fed into rotary kilns in which it is heated to induce chemical reactions that convert the raw material into
cement clinker. The wet process has typically been used where some of the raw materials are very moist;
it is also the older process.

In the dry process, all grinding and blending are done with dry materials in a roller mill. The

- more technically advanced facilities in the United States and Japan improve the efficiency of the dry

process by feeding the blended raw material through a preheater and precalciner in which it is partially
heated using vented kiln gases and partially calcined by direct firing in a blast furnace before entering the
rotary kiln. In those dry process facilities that do not include preheater/precalciner technology, the raw
material is fed directly into a rotary kiln in which it is calcined into clinker.

The main advantage of the dry process is that it is more fuel efficient, depending on the moisture
content of raw materials economically available; preheaters and precalciners further improve this

' First Review Report, p. 1-25-1-27.
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efficiency. In general, the dry process with preheaters consumes 19 percent less fuel than the national
average of fuel consumed by all kilns per short ton of clinker production, whereas the wet process
consumes 12 percent more than the national average. Kiln size is also a factor in fuel efficiency, with
larger kilns being more efficient than the smaller ones. However, the dry process requires more
electricity per unit of output than the wet process. Although electricity is used mostly for grinding clinker
and pollution control, it is also used to operate the fuel conservation equipment (i.e., preheaters and
precalciners). Some in the industry have expressed concern that increasing electrical costs (which vary
nationwide), compared with fuel costs, could reduce the fuel cost advantage of the dry process.”* In 2003,
the USGS reported that the dry process production lines utilizing preheaters and/or precalciners consumed
more electricity than equivalent capacity wet process lines.*

In 2003, approximately 78 percent of U.S. cement clinker production facilities used the dry
process;* many domestic producers converted their facilities to the dry process to counter higher fuel
costs as a result of the energy crisis in the mid-1970s. In Japan, the dry process reportedly is used for all
of the cement clinker production.*

For both the wet and dry processes, the major sources of energy to operate the kiln include coal,
fuel oil, and natural gas.*® In the United States, the fuel predominantly used is coal; in the original
investigations, the Japanese industry reported using mostly fuel oil. The choice of fuel is generally
determined by the economics of fuel prices; transportation cost to the production site; efficiency cost in
using one fuel over another; and, for already established facilities, the additional capital cost for handling
equipment to convert from one fuel to another.*’

Channels of Distribution

As noted in table I-3, nearly three-quarters of gray portland cement is distributed to readymix
concrete operations. In many instances, the readymix operations are owned by or related to U.S.
producers and importers.

Customer and Producer Perceptions

As noted earlier, gray portland cement is a fungible product, with domestically produced product
and imported product being readily interchangeable.”® During this review, the Japanese Cement
Committee commented on this fact.

“It {cement} is sold in the United States primarily in bulk form without distinctive
packaging or labeling. Thus, domestic and imported cement are indistinguishable and are
highly substitutable. There is little or no brand consciousness and little or no loyalty to
any particular supplier. As a result, the prices offered by all suppliers in the competitive
regional markets of the United States are dictated by competition based almost
exclusively on price. Only a small price differential is usually sufficient to induce
customers to shift suppliers, whether domestic or foreign. Consequently, domestic

2 U.S. Department of Commerce, 4 Competitive Assessment of the U.S. Cement Industry.

* USGS, Annual Mineral Industry Survey, Cement, 2003 and USGS, Annual Mineral Industry Survey, Cement,
1998.

“ USGS, Annual Mineral Industry Survey, Cement, 2003. In 1998, approximately 69 percent of U.S. cement
clinker production facilities used the dry process. USGS, Annual Mineral Industry Survey, Cement, 1998. In 1988,
approximately 59 percent of cement clinker was produced by the dry process. Original Report, p. A-9.

¥ Cement in Japan 1999, Japan Cement Association.

% In 2003, there was a “large, possibly cost-related decrease in the amount of natural gas consumed, particularly
by dry process plants.” USGS, Annual Mineral Industry Survey, Cement, 2003.

*7'U.S. Department of Commerce, A Competitive Assessment of the U.S. Cement Industry, p. 150.

* First Review Report, p. 1-28 and Japanese Cement Committee response (Second Review), p. 7.
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producers are required to match lower prices offered by importers or lose sales on a ton-
by-ton basis. Matching the lower import price, however, inevitably causes domestic
producer producers to suffer price depression and suppression.™*

Additional information with respect to customer and producer perceptions is found in Part IT of
this report, Conditions of Competition in the U.S. Market.

Price

The only pricing data available for this report are from the original investigation owing to the fact
that the Japanese essentially dropped out of the Southern California and California markets after the
original investigation and, in the first review, no importers of Japanese product provided price data.
During the original investigation, weighted-average delivered prices for U.S.-produced gray portland
cement sold in California generally declined in all market areas from January 1986 to March 1990.
Trends in weighted-average delivered prices for Japanese cement were mixed, but generally also
declined.” Additional information with respect to pricing comparisons of products from the subject
countries and the United States is found in Part V of this report, Pricing and Related Data.

SUMMARY DATA

Tables [-4A and 1-4B present a summary of data from the original investigations and from the
first review for Southern California and California, respectively.’! In this report, all tables concerning
“Southern California” end in the capital letter A, while all tables relating to “California” end in the capital
letter B. As noted earlier, in all but one of the 15 investigations (including the First Review) concerning
gray portland cement, the Commission has used a regional industry analysis. In the 1986 investigation
concerning imports from eight countries, petitioner, while noting that cement was sold in regional
markets, argued that producers in all regional markets were being injured, and the Commission could,
therefore, view injury on a national basis. The Commission made a unanimous negative determination at
the preliminary stage of the investigation.” In the first review, the Commission presented data on a
national industry. Such data are found in table C-3 of this report.*

* Japanese Cement Committee response (Second Review), p. 7.

" Original Report, p. A-65.

*'In its response in this review, the Japanese Cement Committee provided 2004 production and shipment, but no
financial data for the following firms: Southern California firms -- ***_ California firms -- the aforementioned firms
plus ***. Japanese Cement Committee response (Second Review), attachment 49 and Japanese Cement Committee
supplemental response (Second Review), exhibits 2 and 3. .

% Portland Hydraulic Cement and Cement Clinker from Colombia, France, Greece, Japan, Mexico, the Republic
of Korea, Spain, and Venezuela, Investigations Nos. 731-TA-356 through 363 (Preliminary), USITC Publication
1925, December 1986.

% See also, table C-4, First Review Report.
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With respect to production levels of cement production, the Japanese Cement Committee noted
that producers strive to maximize production, stating:

“All firms in the cement industry are driven to maximize production. In
competitive cement markets, producers have a strong incentive to sell as much cement as
possible as long as the price of the last unit sold exceeds the marginal cost of producing
that unit. As discussed below, given the fungible nature of cement and the market
realities in Mexico and Japan, the drive to maximize production compels Mexican and
Japanese producers to sell in the United States at whatever price covers their marginal
cost plus transportation, while domestic producers are equally compelled to match these
lower prices to try to maintain market share and capacity utilization.”"

Japanese Imports

Based on available information during the first review, Japanese exporters were likely to respond
with a significant increase in shipments of gray portland cement to the Southern California/California
market if the antidumping order was removed. The main reasons for Japanese exporters’ supply
responsiveness was the existence of *** Jevels of excess capacity, and *** alternative markets, from
which Japanese exporters could shift sales. However, the supply response was significantly constrained
by high U.S. inland transportation costs from import terminals to Southern California/California
customers and infrastructure constraints in both Japan and Southern California/California. *** levels of
inventories, and the lack of significant production alternatives further constrained Japanese exporters’
supply response. Additional information with respect to the Japanese industry is found in Part IV of this
report, U.S. Imports and the Foreign Industry.

Japanese industry capacity

During the first review, Japanese producers’ capacity to produce gray portland cement fell
marginally from 1997 to 1999, while production declined at a greater rate. As a result, capacity
utilization fell from 98.8 percent in 1997 to 88.7 percent in 1999. Although Japanese producers’ capacity
utilization rates were high, the absolute levels of excess capacity were substantial (1.0 million short tons
in 1997, 9.6 million short tons in 1998, and 9.4 million short tons in 1999).'¢

Alternative markets

The vast majority of Japanese-produced gray portland cement was shipped to its home market
during 1997-99. Home market shipments accounted for 89.4 percent of total Japanese shipments in 1997,
91.6 percent in 1998, and 91.7 percent in 1999. Nearly all of the remaining Japanese gray portland
cement was shipped to export markets other than the United States, or was internally consumed. For
further discussion of alternative markets, as it relates to this review, the J. apan Cement Committee’s
remarks are found in Part IV of this report, U.S. Imports and the Foreign Industry.

Japanese producers’ inventories

'* Japanese Cement Committee response (Second Review), pp. 6-7.
'® See, table V-3 of this report.
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SUBSTITUTABILITY ISSUES®*
Purchase Factors

In the first review, nearly all gray portland cement purchasers reported making daily purchases.
Most purchasers reported in the first review that their purchasing patterns had not changed significantly
since 1990, and they did not expect them to change in the next two years. Most purchasers reported that
gray portland cement purchases are seasonal, following construction activity. Purchasers tended to buy
more gray portland cement during the spring, summer, and fall than they did in the winter. Before
making a purchase, most purchasers contacted between one and four suppliers. Most purchasers reported
that they changed suppliers only infrequently; those that changed cited factors such as price, quality, and
geographic location as reasons for changing. Most purchasers reported that they did not vary their
purchases from a given supplier (within a given quarter) based on the price offered for that quarter. Eight
of the 48 responding purchasers reported buying gray portland cement subject to “Buy American”
policies.

In the first review, when gray portland cement purchasers were asked to list the three most
important factors considered when choosing a supplier, price was ranked first most often by a wide
margin (table II-1). Quality and availability were ranked second most often, and price and availability
were ranked third most frequently. Other factors listed include delivery, traditional supplier, and location.

Twenty-three of the 46 responding gray portland cement purchasers in the first review reported
that they required their suppliers to become certified or prequalified. Twenty of these purchasers reported
that 100 percent of their gray portland cement was bought subject to qualification. In general, gray
portland cement must meet ASTM-C150 standards. Other factors considered by purchasers in their
qualification process include state Department of Transportation approval, price, availability, delivery,
consistency of product, and reliability. The qualification process can take anywhere from 1 day to 6
months. Forty-four of 48 responding purchasers reported that no domestic or foreign producers ever
failed in their attempts to qualify their gray portland cement, or lost their approved status.

Comparisons of Domestic Products, and Subject and Nonsubject Imports

During the first review, nearly all responding Southern tier producers reported that U.S.-produced
and imported Japanese, Mexican, Venezuelan, and nonsubject gray portland cement were always used
interchangeably (table II-2). Importers were split between U.S.-produced and imported Japanese,
Mexican, Venezuelan, and nonsubject gray portland cement always or frequently being used
interchangeably (table I1-3).

* Unless otherwise noted, discussion in this section is taken from the First Review Report, pp. 11-13-11-19,
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Table II-1

Gray portland cement: Most important factors considered when selecting a gray portland cement supplier

Factor First Second Third

Price 26 4 12
Quality 8 17 4
Availability 3 11 10
Delivery 0 1 4
Traditional supplier 4 1 0
Location 1 1 1
Other 3 3 3

Total 45 38 34

Note: Figures indicate the number of purchaser responses in each category.

Source: Compiled from data submitted in response to Commission questionnaires in conjunction with the First Review. See

also, First Review Report, table 11-2.

Eﬂ:{epltftland cement: Interchangeability between country pair products, as reported by Southern tier
producers

Firms reporting Firms reporting | Firms reporting | Firms reporting

Comparisons always frequently sometimes never

U.S. vs. Japan 17 - - -
U.S. vs. Mexico 19 = - s
U.S. vs. Venezuela 17 1 - .
U.S. vs. nonsubject 16 1 - @
Japan vs. Mexico 15 - = -
Japan vs. Venezuela 15 = - -
Japan vs. nonsubject 15 - = =
Mexico vs Venezuela 15 - - -
Mexico vs. nonsubject 15 = < <
Venezuela vs. nonsubject 15 - - -

Source: Compiled from data submitted in response to Commission questionnaires in conjunction with the First Review. See

also, First Review Report, table 11-3.
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Commission’s application in an affirmative threat determination.'™ In these reviews, the parties
disagreed on how the “all or almost all” standard should be applied in a five-year review.!”

C. Conditions of Competition

In evaluating the likely impact of the subject imports on the domestic industry, the statute directs
the Commission to consider all relevant economic factors “within the context of the business cycle and
conditions of competition that are distinctive to the affected industry.”'™ The following conditions of
competition in the gray portland cement and cement clinker industry are relevant to our determination.

Gray portland cement is a fungible, commodity product, with domestically-produced product and
imported (subject and non-subject) product readily interchangeable.'” Price is an important factor in
purchasing decisions.'® Due to cement’s relatively low value-to-weight ratio, U.S. inland transportation
costs account for a relatively large share of the delivered price of gray portland cement and are a limiting
factor on the distances to which cement is shipped.’® As a result, the market for gray portland cement
tends to be regional in nature.'® _

Demand for gray portland cement in the Southern Tier and the California regions has increased
substantially since the original investigations and during the period of review. In the Southern Tier
region, apparent consumption increased by 30.7 percent from 1989 to 1999 and by 19.3 percent from

' In affirming the Commission's affirmative threat determination on remand in Japanese Cement, the

Mitsubishi Materials court stated:

This Court does not need to determine, however, whether the Commissioners’ analysis in this regard was
sufficient to satisfy the all or almost standard because their use of aggregate data in this case was
appropriate. The factors supporting imminent threat to all or almost all of the industry are based on
industry conditions common to each and every domestic producer in the Southern California market.

918 F. Supp. at 427 (CIT 1996).

'™ Domestic Producers contended that “[w]here the Commission’s analysis is prospective -- as in a threat case or
a sunset review — there is no basis whatsoever for conducting a plant-by-plant analysis. . . .[since] the Commission
does not need to make a ‘separate determination regarding current material injury.”” Domestic Producers’ Response
to Commission Questions at 60-65. In contrast, Mexican Respondents - CEMEX and GCCC maintained that the
“counter-factual nature of a sunset review makes an aggregate analysis particularly susceptible to disguising
anomalies that examination of individual plant information would otherwise highlight” and that a plant-by-plant
analysis is required of all or almost all producers in a regional industry sunset review. Mexican Respondents --
CEMEX and GCCC’s Response to Commission Questions at 41-44. The Japanese respondents contended that
operational differences between the different producers compels “the Commission to examine the data on both a
plant-by-plant and aggregate basis.” Japanese Respondents® Prehearing Brief at 30-33; Japanese Respondents’
Response to Commission Questions at 8.

™19 U.S.C. § 1675a(a)(4).

'™ CR at I-26 - 1-27, 1-33, and 11-27 - [1-28; PR at I-23 - [-24, I-28, and II-14 - II-15. All cement generally
conforms to ASTM standards.

'® CR at II-26; PR at II-14. More than half of responding purchasers ranked price as the most important factor in
purchasing decisions.

18! CR at I-15, II-1, V-1, and Table 1-2; PR atI-13, II-1, V-1, and Table 1-2. Average inland transportation costs
per ton nearly double if cement in either of the two regions is shipped from 100-199 miles compared with less than
100 miles. Id. at Table I-2. Conversely, ocean freight transportation is relatively inexpensive and does not result in
substantial additional costs for shipping further distances.

'#2 CR/PR at II-1.
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nonsubject cement.'”® Producers in both regions are in the process of increasing, or have plans to
increase, production capacity in both regions. Expansions generally take from three to five years from
planning to production.'” We recognize that all announced expansion plans will not necessarily be
completed and have considered that those in the construction phase, generally two years in duration, are
more certain of completion than those in the planning or permitting phases. In the next two years alone,
over 5 million short tons in production capacity is expected to come into service in the Southern Tier
region and about *** short tons in the California region.?*

The gray portland cement and cement clinker industry is highly capital intensive. Because of the
industry’s high fixed costs, production facilities must operate at high capacity utilization rates in order to
maximize return on investment. The Southern Tier regional producers’ capacity utilization for cement
grew from 75.1 percent in 1989 to 92.6 percent in 1999.%! The California regional producers’ capacity
utilization for cement grew from 84.1 percent in 1990 to 95.5 percent in 1999.22 Gray portland cement
facilities generally cannot be used to produce other products.”

A substantial amount of the cement industry in both regions is owned by large international
corporations. About half of the regional operations have changed ownership since the original
investigations, with the share of foreign ownership increasing substantially.?* During the period of
review, foreign ownership accounted for 63 percent of Southern Tier production capacity and 65 percent
of California production capacity as opposed to roughly 50 percent in each region during the original
investigations.*” Similar to the original investigations, most imports of gray portland cement and
cement clinker are controlled by U.S. producers and their affiliated foreign producers.?® Overall, 13 of
the 23 Southem Tier producers reported imports of cement and cement clinker, mostly from non-subject
sources, during the period of review.”” Southern Tier regional producers with foreign affiliations owned
or controlled 38 of the total 44 import terminals in the region; 19 of these terminals were owned by
producers affiliated with Mexican producers and one import terminal was affiliated with a Japanese
producer.”® Finally, there is a significant degree of vertical integration between regional cement
producers and the downstream ready-mix concrete operations. The share of regional producers’ gray

1% CR at I-53.

' CR at I-35; PR at 1-29, and Tr. at 73-74 and 98-99. The permitting process can take as long as two and a half
years for approvals and the construction phase takes two years, with construction for some projects completed in
separate phases. Id.

0 CR at1-35 and Table I-7; PR at I-29 and Table I-7. Additional production capacity announced by Southern
Tier regional producers by year are: *** in 2004. Additional production capacity announced by California regional
producers by year are: *** short tons in 2003. CR/PR at Table I-7.

' CR/PR at Table I-1A.

22 CR/PR at Table C-6 and Japan Cement, USITC Pub. 2376 at A-36, Table 7.

2 CR at I1-7; PR at [I-4.

# CR at I-39; PR at 1-32.

5 CR at I-34; PR at I-28-29, and Questionnaire responses. By comparison, in 1989, foreign ownership
accounted for approximately 47 percent of Southern Tier production capacity and 53 percent of California
production capacity. CR at I-34; PR at I-28-29 and Table I-1A, Questionnaire responses, and USITC Pub. 2376 at
Table 7.

28 CR at I-46; PR at I-38.

%7 CR at I-53; PR at I-42.

% CR/PR at Table I-9. Of the 19 import terminals affiliated with Mexican producers, 14 terminals were
considered active. California regional producers with foreign affiliations owned or controlled 6 of the total 7 import
terminals in the region; 4 of these terminals were owned by producers affiliated with Mexican producers and one
import terminal was affiliated with a Japanese producer. Id.
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The pricing data collected in this review do not give clear evidence of patterns of underselling or
overselling, though the data do indicate that some underselling occurred, even with the orders in place
and the substantial increases in demand during the period of review.”* While prices generally increased
slightly during the period of review, an increase in prices, and possibly even a substantial one, would
have been likely due to the substantial increases in demand from 1997-1999,2

We find that without the discipline of the antidumping duty order, there is a substantial
likelihood that Mexican cement would be priced aggressively in the Southern Tier market in order to
gain market share. The likelihood of price depression or suppression in this market is accentuated by the
substantial excess capacity in Mexico. The high fixed costs faced by cement producers provide
significant incentive to the Mexican producers to sell their additional excess product even at low costs in
order to meet their fixed costs. Morcover, increasing Mexican imports have been subject to high cash
deposit rates under the order; in their absence Mexican imports could be priced significantly lower in the
United States, including the Southern Tier region.® Mexican producer CEMEX has indicated that it
likely would substitute Mexican imports for the large volumes of non-subject imports that it has
imported into the Southern Tier region with the order in place.”” Such a substitution would allow
CEMEX to lower its prices in the Southern Tier region to reflect decreases in transportation costs for
Mexican imports compared to those for more distant non-subject sources.®® Conversely, the regional
domestic industry’s capacity expansion projects, and the resultant increase in supply, is likely to increase
price sensitivity in the market.

4 Subject imports from Mexico undersold domestic product in 71 months and oversold domestic product in B5S
months. Price comparisons of Mexican and domestic product were only possible in four markets -- Phoenix, AZ,
Tuscon, AZ, Albuquerque, NM, and San Diego, CA. Subject imports from Mexico predominately undersold the
domestic product in the Phoenix, AZ market (36 of 39 months), with consistent underselling from August 1998 to
March 2000, and had mixed underselling in the Tuscon, AZ market (20 of 39 months). The predominant
underselling in the Arizona market where subject imports from Mexico face competition with two domestic
producers, California Portland and Phoenix Cement, even with the order in place, provides an indication of the
likely pricing patterns for subject imports from Mexico if the order is revoked. Tr. at 177 (CEMEX official
acknowledged excess capacity at CEMEX’s Hermosillo plant, which supplies customers in Arizona). Moreover, in
Albuquerque, NM, where the subject imports compete with a regional producer owned by a Mexican producer,
subject imports undersold the domestic product in 15 of 39 months. Subject imports from Mexico consistently
oversold the domestic product in the San Diego market. CR/PR at V-8 and Tables V-4, F-15, F-16, F-17, and F-18.

335 CR at V-7; PR at V-5.

¢ In reaching our conclusion on likely price effects, we have weighed all the pertinent evidence on price and
taken into account Commerce’s duty absorption finding on Mexico, although we note respondents’ argument that a
recent CIT decision calls into question the validity of Commerce’s duty absorption findings with respect to

transition orders. 65 Fed. Reg. 13943 (March 15, 2000); see also Issues and Decisions Memo for the Adminjstrative
Review of Gray Portland Cement and Clinker from Mexico -- August 31, 1997 through July 31, 1998 from Richard

W. Moreland to Robert S. LaRussa, Assistant Secretary for Import Administration, dated March 15, 2000 at 47 and
48; 65 Fed. Reg. at 41050 (July 3, 2000); see also Issues and Decisions Memo for the Sunset Review of Gray
Portland Cement and Cement Clinker from Mexico; Final Results from Jeffrey A. May to Troy H. Cribb, Acting
Assistant Secretary for Import Administration, dated June 27 at 8-15; SKF USA, Inc. v. United States, 94 F.
Supp.2d 1351 (CIT 2000), remand aff°d, Slip Op. 00-101 (CIT, Aug. 18, 2000). However, we do not rely on the
duty absorption findings in making our determination that significant effects are likely upon revocation of the order.

Z7°Tr. at 154 (Clyburn).

¥ Tr. at 172 and 175, CEMEX stated that it would realize a cost savings of $3 per ton if it were to replace the
cement imports from China that it is currently selling in the United States with cement from Mexico if the
antidumping duty order were removed. 1d. The difference of $3 per ton is substantial, particularly for a highly-
substitutable, price-sensitive product, such as cement. These reduced transportation costs provide CEMEX with the
flexibility to lower its price for cement imports from Mexico in the U.S. market without reducing its profit margins.
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For the foregoing reasons, we find that revocation of the antidumping duty order on gray
portland cement and cement clinker would be likely to lead to significant underselling by the subject
imports of the domestic like product in the Southern Tier region, as well as significant price depression
and suppression, within a reasonably foreseeable time.

3. Likely Impact

In the original investigation, the Commission found material injury by reason of subject imports
due to the volume of imports, the relatively high market penetration, and the effect of the dumped
imports on prices.” The Commission particularly noted the effects of the dumped imports on the
condition of the regional industry and that it examined the record pertaining to individual producers in
the region.?*

We find that the likely significant volume of subject imports would adversely impact the
regional mdustry if the antidumping duty order is revoked. The order appears to have had a beneficial
effect on the regional industry’s performance. The condition of the regional industry has improved since
imposition of the order. While production capacity in the Southern Tier region increased by less than
five percent from 1989 to 1999, regional production increased by almost 30 percent for the same
period.*! Thus, the regional producers’ capacity utilization has increased from 75.1 percent in 1989 to
92.6 percent in 1999.2 However, while regional producers’ shipments in absolute terms have increased
since the original investigation, the increases for these shipments during the period of review have not
been at the same rate as the substantial growth in apparent consumption in the Southern Tier region.?®
Therefore, the regional industry’s share of apparent consumption in the Southern Tier declined, from
75.6 percent in 1997 to 65.1 percent in 1999.2* The regional industry’s market share in 1999 was lower
than its market share of 69.7 percent in 1989.* The strong demand for gray portland cement during the
period of review has contributed to the regional industry’s positive financial performance. The regional
industry’s operating income margin was 5.6 percent in 1989 as compared to 29.0 percent in 1997, 30.5
percent in 1998, and 32.4 percent in 1999.%*¢ Based on the industry’s recent overall performance, we do
not find that the regional industry is currently in a vulnerable state.

As discussed above, revocation of the antidumping duty order would likely lead to a significant
increase in the volume of subject imports into the Southern Tier region, and these shipments would likely
undersell the domestic product and significantly depress or suppress the regional industry’s prices. With
demand in the Southern Tier region projected to increase at slower rates or remain flat in a price-
sensitive market, the increase in subject imports is likely to cause decreases in both the prices and
volume of regional producers’ shipments. In addition, the volume and price effects of subject imports
would likely cause the regional industry to lose further market share. This loss in market share and
subsequent decrease in capacity utilization would be particularly harmful in this capital intensive

2% USITC Pub. 2305 at 46-51 and 65-67.

0 USITC Pub. 2305 at 47-51 and 67.

%1 CR/PR at Table I-1A.

22 CR/PR at Table I-1A.

) CR/PR at Table I-1A. Regional producers’ shipments within the Southern Tier region and to the entire U.S.
market increased by 2.8 percent and 4.2 percent, respectively, from 1997 to 1999. By comparison, apparent
consumption in the Southern Tier region increased by 19.3 percent from 1997 to 1999. 1d.

%4 CR/PR at Table I-1A.

5 CR/PR at Table I-1A.

%6 CR/PR at Tables I-1A and ITI-6A, [II-7A, and I11-8A.
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industry -- producers require high capacity utilization levels and operating margins to meet fixed costs
and to justify capital expenditures.

The Southern Tier regional producers have undertaken, or have announced plans to begin, a
number of production capacity expansion projects in order to meet increased demand.?’ As discussed
above, the process of expanding production capacity takes three to five years for planning, permitting,
and construction. Thus, these extremely capital intensive projects were begun as demand accelerated and
have begun to be placed on line, or will be placed on line in the reasonably foreseeable future.*®* The
evidence shows that capital expenditures by Southern Tier regional producers have increased
substantially from 1997 to 1999.* Moreover, the demand cycle appears to have reached a peak with
slower growth or constant demand expected in the Southern Tier region in the reasonably foreseeable
future. Thus, the regional producers’ investments in additional capacity will be particularly susceptible
to the likely significant increases in subject imports if the order is revoked, and the result likely would be
an adverse impact on the regional industry’s capacity utilization levels and profitability due to high fixed
costs.

We do not find that the regional industry’s current level of operating income indicates that it
likely would not be materially injured upon revocation of the order. Due to the cyclicality of the cement
industry, high profits at the peak of a cycle are typical and do not indicate that the industry is immune
from material injury. Moreover, due to the high fixed costs in this industry, relatively high levels of
profitability are needed to justify investments and capital expenditures.?®

While we analyzed the statutory factors regarding the aggregate data for the regional industry,
we also examined the performance of individual regional producers to look for anomalies as a safeguard
“to assure that the ‘all or almost all’ standard [was] met.”?' Mexican respondents have argued that the
regional producers representing all or almost all of the production in the Southern Tier region would not
experience continuation or recurrence of material injury if the order is revoked.?? First, we are not
convinced that the Mexican producers would refrain from using their excess capacity to ship cement to
the Southern Tier region at volumes or price levels that would injure regional producers including their
regional subsidiaries. As discussed above, the large capacity of the Mexican cement industry with its
low capacity utilization levels and need to meet high fixed costs would provide necessary incentive for
the Mexican producers to increase shipments to the Southern Tier region if the order is revoked. Without
the discipline of the order, the interests of the Mexican operations likely would not be secondary to those
of their smaller Southern Tier subsidiaries, which are running ***.

Second, we also are not convinced by respondents’ arguments that, due to the regional nature of
the cement industry, certain markets are insulated from competition with subject imports from Mexico
and thus producers of all or almost all regional production would not be materially injured. While
transportation costs tend to limit the distances that cement is shipped, we note that 20 percent of

#7 CR/PR at Table I-7; Domestic Producers’ Final Comments at 4-7; Domestic Producers’ Prehearing Brief at
78-83.

3 As noted earlier, we recognize that all announced expansion plans will not necessarily be completed and have
considered that those in the construction phase, generally two years in duration, are more certain of completion than
those in the planning or permitting phases. In the next two years alone, over 5 million short tons in production
capacity is expected to come into service in the Southern Tier region. CR/PR at Table I-7.

2 CR/PR at Table III-10A. Capital expenditures reported by Southern Tier regional producers were: $159.1
million in 1997, $277.9 million in 1998, $620.8 million in 1999, $93.5 million in interim period (Jan.-Mar.) 1999,
and $145.6 million in interim period (Jan.-Mar.) 2000. Id.

0 Tr. at 49

! Cemex, 790 F. Supp. at 296. CR/PR at Tables E-1 - E-8.

2 Mexican Respondents’ Posthearing Brief at 16-21.
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We find that without the discipline of the antidumping duty order, there is a substantial
likelihood that the Japanese cement would be priced aggressively in the California market in order to
gain market share. The likelihood of price depression or suppression in this market is accentuated by the
substantial excess capacity in Japan. The high fixed costs faced by cement producers provide significant
incentive to the Japanese producers to sell their additional excess product even at low costs in order to
meet their fixed costs. Conversely, the regional industry’s capacity expansion projects and the resultant
increase in supply is likely to increase price sensitivity in this market.

For the foregoing reasons, we find that revocation of the antidumping duty order on gray
portland cement and cement clinker would be likely to lead to significant underselling by the subject
imports of the domestic like product in the California region, as well as significant price depression and
suppression, within a reasonably foreseeable time.

3. Likely Impact

We find that the likely significant volume of subject imports would adversely impact the
regional industry if the antidumping duty order is revoked. The order appears to have had a beneficial
effect on the regional industry’s performance. The condition of the regional industry has improved since
imposition of the order. While production capacity in the California region increased by less than two
percent from 1990 to 1999, regional production increased by almost 16 percent for the same period.?”
Thus, the regional producers’ capacity utilization has increased from 84.1 percent in 1990 to 95.5 percent
in 1999.77° However, while regional producers’ shipments in absolute terms have increased since the
original investigation, the increases for these shipments during the period of review have not been at the
same rate as the substantial growth in apparent consumption in the California region.?”” Therefore, the
regional industry’s share of apparent consumption in the California region declined from 88.9 percent in
1997 to 73.9 percent in 1999.2™ The regional industry’s market share in 1999 was the same as its market
share of 73.9 percent in 1990.” The strong demand for gray portland cement during the period of
review has contributed to the regional industry’s positive financial performance. The regional industry’s
operating income margin was 18.6 percent in 1990 as compared to 23.1 percent in 1997, 26.9 percent in
1998, and 28.2 percent in 1999.%° Based on the industry’s recent overall performance, we do not find
that the regional industry is currently in a vulnerable state.

As discussed above, revocation of the antidumping duty order would likely lead to a significant
increase in the volume of subject imports into the California region, and these shipments would likely
undersell the domestic product and significantly depress or suppress the regional industry’s prices. With
demand in the California region projected to increase at slower rates or remain flat in this price-sensitive
market, the increase in subject imports is likely to cause decreases in both the prices and volume of
regional producers’ shipments. In addition, the volume and price effects of subject imports would likely
cause the regional industry to lose further market share. This loss in market share and subsequent
decrease in capacity utilization would be particularly harmful in this capital intensive industry --

#77* CR/PR at Table C-6 and USITC Pub. 2376 at Table 7.

718 CR/PR at Table C-6 and USITC Pub. 2376 at Table 7.

7 CR/PR at Table C-6. Regional producers’ shipments within the California region and to the entire U.S.
market increased by 8.6 percent and 1.1 percent, respectively, from 1997 to 1999. By comparison, apparent
consumption in the California region increased by 30.6 percent from 1997 to 1999. Id.

21 CR/PR at Table C-6.

™ CR/PR at Table C-6 and USITC Pub. 2376 at Table 6.

% CR/PR at Tables C-6 and USITC Pub. 2376 at Table 17.
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producers require high capacity utilization levels and operating margins to meet fixed costs and to justify
capital expenditures.

The California regional producers have undertaken, or have announced plans to begin, a number
of production capacity expansion projects in order to meet increased demand.”®' As discussed above, the
process of expanding production capacity takes three to five years for planning, permitting, and
construction. Thus, these extremely capital intensive projects were begun as demand accelerated and
have begun to be placed on line, or will be placed on line in the reasonably foreseeable future.”®® The
evidence shows that capital expenditures by California regional producers have increased substantially
from 1997 to 1999.%* Moreover, the demand cycle appears to have reached a peak, with slower growth
expected in the California region in the reasonably foreseeable future. Thus, the regional producers’
investments in additional capacity will be particularly susceptible to the likely significant increases in
subject imports if the order is revoked, and the result likely would be an adverse impact on the regional
industry’s capacity utilization levels and profitability due to high fixed costs.

We do not find that the regional industry’s current level of operating income indicates that it
likely would not be materially injured upon revocation of the order. Due to the cyclicality of the cement
industry, high profits at the peak of a cycle are typical and do not indicate that the industry is immune
from material injury. Moreover, due to the high fixed costs in this industry, relatively high levels of
profitability are needed to justify investments and capital expenditures.?

While we analyzed the statutory factors regarding the aggregate data for the regional industry,
we also examined the performance of individual regional producers to look for anomalies as a safeguard
“to assure that the ‘all or almost all’ standard [was] met.”®* Japanese respondents have argued that the
regional producers representing all or almost all of the production in the California region would not
experience continuation or recurrence of material injury if the order is revoked.?®¢ First, we are not
convinced that the Japanese producers would refrain from using their excess capacity to ship cement to
the California region at volumes or price levels that would injure regional producers including their
regional subsidiaries.”’ As discussed above, the extremely large capacity of the Japanese cement
industry, with its low capacity utilization levels and need to meet high fixed costs, would provide
necessary incentive for the Japanese producers to increase shipments to the California region if the order
is revoked. Without the discipline of the order, the interests of the Japanese operations likely would not
be secondary to those of their small California subsidiaries, which are running at ***. Ownership of
California facilities did not prevent Japanese producers from shipping significant quantities of cement at

#1 CR/PR at Table I-7; Domestic Producers’ Final Comments at 4-7, Domestic Producers’ Prehearing Brief at
78-83.

#2 We recognize that all announced expansion plans will not be undertaken and have considered that those in the
construction phase, generally two years in duration, are more certain of completion than those in the planning or
permitting phases. In the next two years alone, over *** in production capacity is expected to come into service in
the California region. CR/PR at TableI-7.

3 CR/PR at Table ITI- 10B and Questionnaire responses. Capital expenditures reported by California regional
producers were: $59.9 million in 1997, $51.8 million in 1998, $103.9 million in 1999, $21.4 million in interim
period (Jan.-Mar.) 1999, and $37.0 million in interim period (Jan.-Mar.) 2000. 1d.

4 Tr. at 49 :

3 Cemex, 790 F. Supp. at 296. CR/PR at Tables E-1 - E-9.

#¢ Japanese Respondents’ Prehearing Briefs at 30-34; Japanese Respondents’ Final Comments at 1-5 and 11-12.
The Japanese respondents contended that Japanese producers would not ship excessive volumes of imports at price
levels that would injure their regional investments and production, and that “the ‘all or almost all’ standard is not
met here because ***.” Id. at 2 and 11,

*¥" Japanese Respondents’ Final Comments at 11-12.
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ANTI-DUMPING AND SUBSIDIES COMMISSION
JAMPRO Trade & Invest (JTI) Bldg. ~ 18 Trafalgar Road ~ Kingston 10 ~ JAMAICA
Telephone: 927-8665, 978-1800 ~ Fax: 978-1093
Email: antidump@jadsc.gov, im Website: ww w jadsc.ooy jm

STATEMENT OF REASONS
PRELIMINARY DETERMINATION

KINGSTON, JAMAICA CASE. NO. AD-01-2010
Issued: September 13, 2010

IN THE MATTER OF a Complaint, pursuant to sections 22 and 23 of the Customs
Duties (Dumping and Subsidies) Act 1999, submitted by the Caribbean Cement
Company Limited to the Anti-dumping and Subsidies Commission.

AND IN THE MATTER OF the Preliminary Determination by the Anti-dumping
and Subsidies Commission, pursuant to section 27 of the Customs Duties (Dumping
and Subsidies) Act 1999,

IN RESPECT OF the dumping in Jamaica of Ordinary Portland (Grey) Cement
originating in or exported from the Dominican Republic.

I. SUMMARY

Initiation of Investigation. On February 15, 2010, Particulars of Complaint were submitted
to the Anti-dumping and Subsidies Commission (“the Commission™) on behalf of Caribbean
Cement Company Limited (“CCCL") alleging that the dumped imports of Ordinary Portland
(Grey) cement (“OPC”) from the Dominican Republic (“D.R.”) have materially injured and
threatens to materially injure the domestic industry. The Commission is the body responsible
for investigating and making determinations in relation to cases of dumping and subsidizing
of goods under the Customs Duties (Dumping and Subsidies) Act 1999, (“the Act”) and the
Customs Duties (Dumping and Subsidies)(Determination of Fair Market Price, Material
Injury and Margin of Dumping) Regulations, 2000 (“the Regulations”). The Act and the
Regulations implement the multilateral obligations under the World Trade Organisation Anti-
dumping Agreement (“the ADA”), to which Jamaica is a signatory.

On April 30, 2010, the Commission in accordance with the requirements set out in Section
22 of the Act initiated an investigation. The Commission was satisfied to the standard of
initiation that the Complaint filed is properly documented, that there is evidence of dumping
and that the evidence discloses a reasonable indication that the dumping is likely to cause
material injury to the domestic industry. Notice of Initiation of the investigation was given to
the Minister of Industry, Investment and Commerce (“the Minister”), the Government of the
Exporting country, the known parties to the investigation and other entities as provided under
Section 25 of the Act and by publication in the Jamaica Gazette Volume CXXXIII No. | 7E
and a daily newspaper the Jamaica Gleaner dated April 30, 2010.

The Commission invited comments from interested parties on the Statement of Reasons
(“SOR") for Initiation to be submitted within thirty (30) days from the date of receipt of the
SOR. Questionnaires and Requests for Information (RFIs) were sent to the relevant parties.
The Commission also sought and received information from Government of Jamaica
("GOJ") bodies including the Jamaica Customs Department, Fiscal Services Limited and the
Bureau of Standards Jamaica.



Volume of Subject Goods. The Commission examined information from the Importer and
Exporter” on the volume of subject goods imported from the Dominican Republic during the
POIL It was found that the volume of goods under consideration imported from the
Dominican Republic accounted for about sixty-five point five seven per cent (65.57%) of
total imports for the POI, thereby exceeding the statutory minimum negligibility threshold of
three per cent (3%).

The Commission also noted that the Importer was granted a waiver of the Common External
Tariff (\CET") which expired in September 2009. The Importer has paid the CET of fifteen
per cent (15%) on all shipments of the subject goods from October 2009 to April 2010.

VII. LIKE GOODS

Section 2 of the Act in accordance with Article 2.6 of the ADA, defines “like goods” in the
following manner:

Like goods, in relation to any other goods means —
(a) goods which are identical in all respects with those other goods, or

(b} in the absence of identical goods as aforesaid, goods of which the
uses and other characteristics closely resemble those of the other
goods.

The Commission examined the goods produced in Jamaica by the industry claiming injury in
order to determine whether the goods are “like goods”, that is, whether they are identical in
all respects or have uses and characteristics closely resembling the goods under consideration
(the imports). The locally produced goods are Ordinary Portland Grey Cement (OPC Type I)
and a blended OPC containing Pozzolan (OPC Type IP), referred to as Carib Plus. The
goods under consideration exported from the Dominican Republic are Ordinary Portland
Grey Cement.

The Commission considered factors such as the physical and chemical characteristics,
manufacturing and production processes, functions and end uses, channels of distribution and
marketing, substitutability and competition and customer and producer perception to
determine whether the goods produced locally and the goods under consideration are “like
goods” as defined by the Act. The Commission found that the locally produced goods are
like goods to the goods under consideration. This was not contested by the Importer who
indicated in its Questionnaire response that they are like goods. The Exporter also submitted
that there is no difference in quality between the cement produced for the local market in the
Dominican Republic and those exported to the market in Jamaica®’. These factors are
addressed in more detail below.

Physical and Chemical Characteristics. An examination of the physical and chemical
characteristics revealed that the domestically produced goods appear to be identical to or
closely resembling the investigated products based on the technical industry standards,
composition and physical characteristics. Portland cement is a fine powder substance which
is the basic ingredient of concrete. OPC is a closely controlled chemical combination of
calcium, silicon, aluminium, iron and small amounts of other ingredients to which gypsum is
added in the final grinding process to regulate the setting time of the concrete. Lime and
silica make up about eighty five per cent (85%) of the mass. Common among materials used
in its manufacture are limestone, shells, and chalk or marl combined with shale, clay, slate or

? Joint Rebuttal, Exhibit 17, Exporter Questionnaire, page 19
* Exporter Questionnaire, page 10, Section 2.2

CASE NO. AD-01-2010 — SOR — PRELIMINARY DETERMINATION — SEPTEMBER 2010 Page 6 of 29
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II. e siness Cycle and Condizions of Competition.

Section 771(7)(C)(iii) of the Tariff Act of 1930 as amended'by the
Omnibus Trade and Competitiveness Act of 1988 requires the Commission to
evaluate the relevant economic factors "within the context of the business
cycle and conditions of ccmpetition that are distinctive to the affected
industry." * With respect to the cement and cement clinker industry in the
southern tier region, I find the conditions »f competition important to my
analysis of this case. The cement industry is both capital intensive and
produces a "commodity product." In such a commodity market in which producers
have high fixed costs, a foreign producer’s efforts to increase market share
through LTFV pricing affects the prices and/or output of the domestic
industry, effectively reducing the contribution profit of the domestic
industry and impairing the domestic industry’s capability to invest over the
long term.

I have also considered the business cycle within the cement industry,
but I am not persuaded by petitioners’ argument that the cycle within the
induﬁtry is sufficiently predictable to be of great use in my analysis. Thus,
I'do not believe that simply examining the return on assets earned by domestic

producers, leads me to the conclusion that there is material injury to the

domestic industry by reason of the dumped imports. Demand for cement is

derived from the activity of the construction industry, an industry that faces
boom and bust periods depending upon local business conditions. ° 1In this
case, the southern tier region includes several submarkets that have faced

differing economic conditions over the period of investigation, such as the

“ 19 U.5.C. § 1677 (7)(C) (iii).

2 Report at Table 4; Economic Memorandum, INV-N-084 at 12.
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development boom”in southern California and the bust in Texas. ¢ It is most
difficult to define a broad regional.business cycle for a regional industry
that is comprised of a number of submarkets with their own independent and
often unpredictable business cycles.

Because all cement producers have good and bad times dependent upon
demand in their local markets, firms must, as the petitioners suggest, earn
higher returns on capital in the good times to offset lesser or negative
returns on capital in the bad times in order to obtain adequate long-term
return on investments. ’ Moreover, since it is difficult to determine exactly
where a single local producer is in its business cycle, it is even more
difficult to determine where an entire regional industry is in its business
¢ycle, if one exists,

Although there may be independent business cycles and changing
conditions in local markets in the southern tier region, the over-all
consumption trend within the regional industry may not manifest any peaks or
valleys that typically are characteristic of a business cycle. Data collected
regarding apparent consumption reveal little change from 1986 through 1989 for
the southern tier region. 8 Accordingly, the condition of the regional
industry, discussed below, should be considered in the context of relatively

stable demand in the southern tier market.

é See Japan Report at Table 6 and Mexican Cement Preliminary Report at Table
5; Mexican Cement Tr. at 69.

7 Tr. at 20.

8 Report at Table 5. Between 1986 and 1989 apparent consumption increased by
approximately 2 percent.
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unwilling to purchase significantly more of the product even if the prices of
these goods go down, and when consumers view the imported and like product as
close substitutes. Under such circumstances a decrease in the price of the
import is likely to result in direct substitution of the import for the
domestic like product, rather than in increased overall purchases of the
product. When the import market share is significant, this substitution or
threat to substitute tends to lower domestic prices, as domestic p;oducers
reduce prices to meet import competition in order to maintain their domestic
sales volumes.

In this case, the evidence on all three of these considerations is
consistent with the existence of significant price and sales effects on the
domestic like product due to LTFV imports of cement from Mexico and Japan.
First, the amount of cement demanded is unlikely to increase in response to a
change in price. The demand for cement is derived from the demand for
concrete, which in turn dapends on the demand for construction. Portland
cement accounts for a relatively small portion of the cost of most
construction projects, * and there appear to be no good substitutes for
cement in the production of concrete. %3 Second, as discussed above, the
import penetration levels for Mexican and Japanese cement are significant and
increasing., Third, imports from Mexico and Japan are highly substitutable
with domestically produced cement and non subject imports. Both domestic and

Mexican cement are used for the same application, the production of concrete,

% Report at Economic Memorandum, Inv-N-084 at 12.

&% Report at A-74 to A-75. Some U.S. producers reported that flyash and slag
may be used as a partial substitute for cement as an admixture in the
production of concrete. However, flyash can only be used for certain
applications, and in most cases could only replace portland cement in
approximately 10-15 percent of applications. Jd.
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and are sold through the same channels of distribution. %  The fact that all
cement generally conforms to the standards established by the American Society
for Testing Materials (ASTM) also suggests that the products are excellent
substitutes. *’ Under these circumstances, then, the conditions are present
for LTFV imports in the market to lower domestic prices or market share. “8

The ability of subject cement imports to increase their penetration levels
is possible by lowering their prices which effectively lowers prices in the
entire market. Domestic producers can attempt to hold on to their market
share by matching subject import price declines. The drop in average cement
prices in the region supports a finding that significant and increasing
subject cement imports from Mexico and Japan did indeed have a price
depressing effect on the domestic cement market in the Southern tier during
the period of investigation. The drop in non-subject import market share also
supports a finding of price depression as non-subject importers appear to have
been unwilling to match lower U.S. market prices and have simply reduced their
import volumes. “° Thus, the record evidence as a whole supports the
conclusion that the LTFV imports have depressed prices received by the

domestic industry to a significant degree. 30

% Economic Memorandum, INV-N-084 at 11.

N Report at A-6.

8 See New Steel Rails from Canada, Inv. No. 701-TA-297 (Final), USITC Pub.
2217 (September 1989) (Dissenting Views of Commissioner Seeley G. Lodwick) at-
238-239.

¥ No evidence suggests that non-subject imports faced rising factor costs or
had other export opportunities causing them to withdraw from the U.S. market.

¥ 19 pasc. (IO ELD) B (I0). The lav Pequlées & consideration of botl

significant underselling and whether the LTFV imports had caused price

depression or "prevented increases, which otherwise would have occurred, to a
(continued...)
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c. Impacg of the Subject Imports on the Domestic Industry.

I find that the volume of imports and their effect on prices in the cement
industry in the southern tier have caused material injury to domestic
producers based primarily upon their effects on the financial condition of the
regional industry.

The cumulated LTFV imports’ effects on the prices of producers in the
southern tier region have adversely affected the income-related indices
discussed above, such as profits, cash flows and return on investments, and
thus, the domestic industry’s ability to invest. >' Domestic cement
producers, faced with LTFV import price competition have dropped their prices
in an effort to maintain their output volumes and capacity utilization levels
in order to minimize the drop in their contribution profits to their high
fixed costs. This maintains production, shipment, and employment levels, but
severely impacts the industry’s financial indicators. Failure of the domestie
industry to match LTFV import prices would result in large drops in domestic
output and contribution profits.

Taken as a whole, the record evidence supports the conclusion that the
regional industry has been materially injured by cumulated LTFV imports of
cement and is consistent with the requirement that a high proportion of

producers within the region must be adversely affect by the subject

%0(...continued)
significant degree," to evaluate "the effect of imports of such merchandise on

prices,"

5" The record in this investigation reveals that some firms have curtailed
planned investment. Report at Appendix F.
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of their production of the like product to customers within that region; (2)
demand within the region must not be supplied, to any substantial degree, by
U.5. producers of the like product lccated elsewhere; (3) there must be a
concentration of the unfairly traded imperis within the region.

In che preliminary phase of this investigation, we adopted a different
approach, whereby we determine whether a regional market exists based on the
two “market isolation” factors identified in the statute, (subsections (i) and
(i1)), and then as a second step, consider whether imports are concentrated in
any regional market so defined. 31/ Effectively, import concentration is thus
a condition precedent to analysis of material injury (or threat thereof) to a
regional industry.

As a general matter, the Commission has found in past investigations
that "appropriate circumstances" exist for the Commission to engage in a
regional industry analysis of domestic cement production. 32/ Gray portland
cement and clinker has a low value-to-weight ratio and is fungible. 33/ Thus,

high transportation costs tend to make the areas in which cement is produced

31/ Japan Preliminary at 61~62 (Views of Commissioner Newquist); id. at 23

(Commissioner Lodwick, concurring).

32/ In all but one of the Commission’s prior investigations of cement a
regional analysis was used. See Report at A-3, Table 1. In the 1986 cement
case, Po and Hvdraulic Cement and Ceme inke o iz ANce

i i i e , Invs., Nos,.
731-TA-356-363 (Preliminary), USITC Pub. 1925 (1986), the regional industry
issue was not raised by the parties. The petitioner in the that case noted
that cement was produced and sold in a series of regional markets, but argued
that regional markets were all being injured by imports and therefore injury
could be assessed on a national basis.

omo

33/ See Report at A-11-A-13,
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and marketed isolated and insular. 34/ While these prior decisions are not
binding precedent, the same considerations apply in this investigation.

This case raises the question of how the Commission is tc choose ameng
possible regions which satisfy the market isolation criteria for a regional
industry. 35/ In a case such as this, where the choice is between a larger
region and a smaller region within the larger region (ji.e, the entire State of
California or Southern California), we find it appropriate to consider market
isolation factors beyond those found in the statute, including changes in
shipment patterns, shipments between the smaller region and the remainder of

the larger region, and market or commercial realities in the smaller region

and the remainder of the larger region, to determine which of the two possible

regions is more appropriate,

34/ Id. Purchasers tend to be indifferent to the source of a fungible
product, and unwilling to pay high transportation costs to source from a more

distant producer,

33/ Generally speaking, with distinctly separate regions, the likelihood of
sufficient import concentration in each region to allow a finding of material
injury is unlikely. This is the case unless consideration of the
concentration of imports is based solely on relative market penetration, in
which case more than one region could conceivably satisfy both the market
isolation factors and the import concentration requirement. In such a case, a
determination that there is material injury to one or more separate regional
industries by reason of imports from a single country would be possible.
Indeed, this is the argument originally made by petitioner in the Mexican
Cement investigation. Because we beleive the concentration requirement is
intended to address the potential unfairness of imposing national antidumping
{or countervailing) duties based on injury to only a regional subset of
domestic producers. We are troubled by the possible results which could flow
from consideration of concentration of imports solely based on relative market
Penetration. See Japan Preliminary at 62-64 (Views of Commissioner Newquist)
Nonetheless, the legislative history does allow consideration of relative
market penetration in considering whether imports are sufficiently
concentrated to warrant analysis of material injury on a regional industry
basis. §. Rep. 249, 96th Cong., lst Sess. 83 (1979); H.R. Rep. 317, 96th
Cong., lst Sess. 73 (1979).
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imports compete with each other and with like products of the
domestic industry in the United States market. 84/

Imports are to be cumulated if they meet three criteria: (1) they must
compete with other impcrted products and with the like domestic product; (2)
they must be marketed within a reasonably coincidental period; and (3) they
must be subject to investigation. 85/ In addition, the Commission may
cumulate imports subject to a recent final order. 86/ The issue in such cases
is whether the final order is sufficiently "recent" that the unfairly traded
imports which resulted in imposition of the order are continuing to have an
effect on the domestic industry, or whether the order is sufficiently removed
in time that LTFV imports entered prior to date of the order no longer have a
continuing injurious impact on the domestic industry.

The imports from Mexico which enter Southern California compete with the
subject imports from Japan and the domestic like product. As the Commission
has frequently noted, cement is a fungible commedity, which competes largely
on the basis of price. Imports from Mexico and Japan have been simultaneously

present in the California market during the period of investigation. Imports

84/ 19 U.5.C. § 1677(7)(C)(iv).

85/ See 19 U.5.C. § 1677(7)(C)(iv); H.R. Rep. No. 1156, 98th Cong., 2d Sess.
17 (1984) (which contains the language not contained explicitly in the
statute, pertaining to 'reasonably coincident" imports). Chaparral Steel Co,
v, United States, Slip Op. 89-1338-1339 (Fed. Cir. Aprll 17, 1990, rehearing
dgn;gﬁ Order of May 29, 1990. Sgg_gl;g e.g.,, C i

Lwan, Invs Nos. 731-TA-

278, 279, 280 (Flnal) USITC Pub. 1845 (May 1986) at 7, n. 28, aff’d, Fundicao
, 678 F. Supp. 898 (1988), aff’'d , 859 F.24 915§

(Fed. Cir. 1988) (adopting the decision of the lower court).

86/ Chaparral Steel Co, v, United States, Slip Op. 89-1338- 1339 (Fed. Cir.
April 17, 1990), rehearing denied, Order of May 29, 1990;
i os ia, Inv. No. 731-TA-445 (Flnal), USITC Pub. 2324

{(Oct. 1990).
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supports petitioners’ argument that the relative prices of imports have had a
significant adverse effect on domestic prices.

The conditions of competition in the cement industry in Southern
California further support our conclusion that LTFV imports have suppressed
and depressed prices in Southern California. 113/ Generally, imports have the
greatest impact on domestic prices when they are available in significant
volumes, when consumers are unwilling to purchase significantly more of the
product even if the prices go down, and when consumers view the imported and
like product as close substitutes. Under such circumstances, a decrease in
the price of the import is likely to result in direct substitution of the
import for the domestic like product, rather than increased overall purchases
of the product. When the import market share is significant, this
substitution effect tends to lower domestic prices as domestic producers
reduce their own prices to meet import competition, in an effort to maintain
sales volume and market share.

This case presents just such circumstances, supporting our conclusion
that LTFV imports have had significant adverse sales and price effects on
domestic producers. Demand for cement is derived from demand for concrete,
which in turn depends on the demand for construction. 114/ Portland cement

represents a relatively small portion of the cost of most construction

113/ Commissioner Lodwick notes that the record at the final stage of this
investigation reaffirms his conclusions reached at the preliminary stage
concerning conditions of competition in this market as a basis for an

affirmative determination. Japan Preliminary at 23-29; See also Views of
Commissioner Lodwick in New Steel Rails from Canada, Inv. No. 731-TA-422

(Final), USITC Pub. 2217 at 235, for a more detailed discussion of conditions
that support claims of significant effects of LTFV imports on domestic prices.

114/ Report at A-14, A-62.
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projects 115/, and there appear to be no good substitutes for cement in the
production of concrete. 116/ Thus, the amount of cement demanded is unlikely
to increase in response to a change in price. Market penetration of Japanese
and Mexican imports is significant and increased significantly during the
period of investigation. Imports from Japan and Mexico are highly
substitutable for the domestic like product, as well as for non-subject
imports and each other. 117/ In addition, we note that as the industry’s
capacity utilization increased, prices declined in the Southern California
market, contrary to what would be expected in the absence of LTFV
imports. 118/ In the circumstances of this case, suitable competitive
conditions for LTFV imports to have a price suppressing and depressing effect
are present.

LTFV imports can achieve increases in market share by selling at lower
prices, which effectively lowers prices throughout the market for a fungible
good such as cement. Domestic producers are faced with either forgoing market
share, or lowering prices to compete in an effort to maintain market share.

The decline in cement prices in the region, and the increasing market share of

115/ Memorandum INV-0-064 at 17.

116/ Report at A-63 & n.52,

117/ Memorandum INV-0-064 at 15-17. Imports of both Japanese and Mexican
cement are used for the same application, in the production of concrete, and
are sold through the same channels of distribution. The fact that all cement
generally conforms to the standards established by the American Society for
Testing Materials (ASTM) also indicates that imported product cement is an
excellent substitute for domestically produced cement.

118/ See Figure 1, Petitioners’ Preliminary Conference Exhibit 6, indicating
that, from 1975 to 1979, as regional consumption and domestic capacity
utilization increased, average shipment values also increased, while from 1985
to 1989, as regional consumption and domestic capacity utilization increased,
average shipment values declined.
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14 |:~<:r<:o:nt.30 Using the percentage of production data, I note that significant pckcentagcs of
regional production were accounted for by producers who exceeded these arithmetic averages
in each year, specifically, producers accounting for 61 percent of regional production exceeded
the arithmetic average in 1986; 39 percent in 1987; 53 percent in 1988; 68 percent in 1989; and
69 percent in 1990. I interpret this data to mean that the performance of the industry as
revealed in the traditional aggregate is being pulled down significantly by the weak
performance of producers who do not account for the bulk of regional production.

In order to provide a better picture of the operating performance of the industry using
the operating income margin as an indicator of performance, I examined the performance of
the industry at two additional levels of performance. [ looked closely at the arguments of the
parties to determine the appropriateness of these levels. It was generally conceded that, due
to the capital intensive nature of cement and the effects of the business cycle on cement that
operating income margin levels should be relatively high compared to a non-capital intensive
industry. Much of the argument focussed on how much higher such levels should be.
Estimates by the parties ranged from as low as around 10 percent to as high as above 40
percent.

Several factors have led me to determine that it is appropriate to look at the
performance of this industry at the 13 percent and 17.5 percent operating income margin
levels. I note that these numbers bracket the arithmetic averages revealed in the traditional
Commission data. Second, I note that these represent levels 2 to 3 times higher than the
operating income margins I often see in title VII cases.

The estimates calling for higher levels, in excess of 20 percent appear to me to be based
on inappropriate comparisons between Commission and public data and between different
industries. For example, Commission estimates of operating income margins tend to be more
conservative than much publicly available data which usually are calculated on a cash flow

basis, and hence treat depreciation differently than does the Commission. Further, cement

30 Table 12, Report at A-33.
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levels also likely to be injurious in the future, even if they do not substantially increase.

The volume of imports and import penetration level, while providing support for a
finding of a causal connection between the imports and the condition of the industry, either
in the present or in the future, are only one factor in an analysis of causation, which might
be further supported or contradicted by other evidence, particularly information relating to
price, which is a factor to be considered in making a threat determination under item (1V).
Generally domestic griccs follow the pattern that I have already observed existed, that is, a
downward trend in price from 1986 through 1988 with firmer and increasing prices in 1989
and 1990.

Japanese prices, according to our producer and importer questionnaire data remained
steady, significantly below the domestic prices until 1988 when they too dropped, preserving
the margins of underselling that had existed. The data show some slight variations based on
location, but the general patterns are similar for all three Southern California locations
investigated by the Commission. Purchasers’ questionnaires show fewer instances and smaller
levels of underselling, as would be expected. I note that in a product such as cement, however,
even small levels of underselling must be considered significant.

Apart from our statistical data, the responses the Commission obtained from purchasers
of cement provide clear support for both the importance of price in this market and for the
negative price impact which Japanese cement has had in the market. Most cement purchasers
indicated that price was one, if not the most, important factor in their purchasing decision,
and it appears that most that did not are vertically integrated with primary cement producers.
Exactly half of the respondents to our purchasers questionnaires indicated that Japanese
cement was available at a lower delivered price than domestic cement.*!

Item (VII), other demonstrable adverse trends, on the list of threat factors is a catch-
all for other factors and conditions of trade that will affect the future impact of imports. A

factor which seems significant is the involvement of Japanese interests in acquisitions or

< Report at A-69.
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Commerce investigated sales during the period December 1, 1989, through
May 31, 1990. Commerce examined U.S. sales of cement from Japan totaling
* * * short tons with a total adjusted net value of $* * *  Of this, * * =
percent, by volume and by value, were found to be sold at LTFV.?!*

The Domestic Market
& ional ¢ cte

Because of the low value-to-weight ratio and the fungible character of
cement, transportation costs are an important limiting factor on its shipment.
Approximately 95 percent of U.S. producers’ portland cement shipments in the
United States are to customers located within 300 miles of the production
site. The following tabulation presents the distribution of U.S. producers’
shipments of portland cement, by distances, for the Southern California region
and the State of California in 1990 (in percent):

Southern
Caljifornia State of
Miles shipped = region = California
0-99. ... 49 .4 49 .6
100-299...... 45.1 45.8
300-499...... *kk ik
500 or more.. wokk Fkdk

Pk ok %,

Importers of cement from Japan located in the Southern California region
and the State of California shipped more than 95 percent of their cement
within a 300-mile radius of their terminals in 1990. The following tabulation
presents the distribution of shipments of portland cement by importers of
cement from Japan by distance shipped in 1990 (in percent):

Southern

California State of
Miles shipped region California
L dookk *kk
100-299, . ... ddkk v
300 -4 9 Qs sededk pdente
500 or more.. e e

1k % %,

' See letter from Francis J. Sailer, Deputy Assistant Secretary for
Investigations, Import Administration, United States Department of Commerce,
to Lynn Featherstone, Director, Office of Investigations, United States
International Trade Commission, Mar. 26, 1991.
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Report of Final Investigation on Industry Injury for the Application by Asia Cement
Company, Taiwan Cement Company, Lucky Cement Company, Hsing Ta Cement
Company, and China Rebar Company for Imposition of Antidumping Duty and
Provisional Antidumping Duty on Imported Portland Cement and of Its Clinker from
Philippines and South Korea

Ministry of Finance Case Transfer Investigation Code

91-4-19 Tai Cai Guan Zi No.0910550172

Public Version

Passed at 36" Commissioners’ Meeting of the International Trade Commission of the Ministry of

Economic Affairs

June 13, 2002

(Portion is omitted here...)
I. Market Competition Situations

Portland cement is an important raw materials for general building and construction
projects. Besides the situation of the real estate industry, the demand for Portland cement also
depends on factors such as the number of public projects, progress of construction, and etc.

(Portion is omitted here...)

As explained above, Portland cement is a price sensitive product. Furthermore, the
domestic product and imported product are highly fungible, in terms of product quality,
packaging, sales target, and etc

(Portion is omitted here...)
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ANTIDUMPING & SUBSIDIES COMMISSION
24 Trafalgar Road ~ Kingston 10 ~ OR ~P.0. Box 494 ~ Kingston 5 ~Jamaica
Phone; 968-7970, 920-1493/7006, 929-7973 ~ Fax: 926-4622

Email: anirdump o o gt s

STATEMENT OF REASONS

KINGSTON, JAMAICA REF. NO. AD-01-2002
July 2, 2002

IN THE MATTER OF a complaint, pursuant to sections 22 and 23 of the Customs
Duties (Dumping and Subsidies) Act, 1999, submiued by Caribbean Cement
Company Limited, to the Anti-Dumping and Subsidies Commission.

AND IN THE MATTER OF the Final Determination by the Anti-Dumping and
Subsidies Commission, pursuant to section 30 of the Customs Duties (Dumping and

Substidies) Act, 1999,

IN RESPECT OF the dumping in Jamaica of Ordinary Portland Grey Cement,
originating in or exported from Indonesia.

1. SUMMARY

On January 3, 2002, the Commission initiated an investigation pursuant to section 22 of the Customs
Duties (Dumping and Subsidies) Act, 1999 (hereinafter known as “the Act”) into the alleged
injurious dumping into Jamaica of Ordinary Portland Grey Cement originating in or exported from
Indonesia.

The investigation was initiated in response to a complaint filed by Caribbean Cement Company
Limited of Kingston, Jamaica.

The Commission made an affirmative Preliminary Determination on April 3, 2002 that the goods
under consideration had been dumped and were likely to cause material injury to the domestic
industry. Further, the Commission indicated that the evidence on the record, at that time, did not
support an affirmative Preliminary Determination concerning the imposition of retroactive duties at
the Final Determination. The Commission also found that neither the estimated margin of dumping,
nor the volumes of dumped goods imported was de minimis, and instructed that provisional duties in
the amount of 56.21 per cent should be imposed. '



Anti-Dumping and Subsidies Commission Final Determination AD-01-2002

At Initiation, CCCL estimated the margin of price undercutting at approximately 13.18 per cent®.
However, the Commission noted in its Statement of Reasons at the Preliminary Determination that
the evidence presented indicated that there was price undercutting of 0.78 per cent on average prices,
which, at the time, was considered to be an insignificant price effect.

The Complainant as well as the Importer increased prices in February 2002, a comparison of the
average prices of the Importer and the Complainant for the period February to May 2002 reflect
price undercutting of 1.06 per cent. In absolute terms, a price differential of 1.06 per cent does not
suggest significant price undercutting. However, information gleaned from the Importer and the
Complainant during the verification visits indicates that, in relative terms, small variations in cement
prices may be significant, as cement is typically purchased in large quantities and so even a small
price differential may represent a significant saving to the consumer, so consumers would generally
be more inclined to purchase the lower priced cement. The Commission observed a particular trend
in the Importer’s pricing strategy which is to maintain some amount of price undercutting relative to
the domestic industry.

3) PRICE SUPPRESSION

Price suppression is experienced when the domestic industry’s margin between unit cost and selling
price cannot be maintained. Price suppression will not be evident during the review period unless
there has been a significant increase in unit costs or reduction in selling price, since the dumped
imports entered the market.

CCCL’s monthly data on unit costs exhibited a high degree of variability due to CCCL’s practice of
valuing inventory at the end of each quarter and adjusting the variations against the cost of sales in
that month. There is considerably less variation in CCCL’s unit costs on a quarterly basis than the
monthly data would reflect and this gives a better reflection of the company’s true margins over the
period. In particular CCCL’s margins actually widened during the period following the introduction
of the dumped cement. CCCL'’s attempts to increasc its margin through the reduction in cost and an
increase in unit price have overshadowed any suppressing effects the imports may have had on
prices. CCCL has indicated that one factor that impacted on its decision to increase prices in June
2001 and February 2002 was the desire to preserve the margin between unit cost and selling price.
Thus, the Commission satisfied that price suppression has not occurred as a result of the introduction
of Indonesian cement on the market.

C. ECONOMIC IMPACT ON THE DOMESTIC INDUSTRY

1) SALES

CCCL’s sales to the local market increased by 0.11 per cent for the period September 2001 to May
2002 relative to the period September 2000 to May 2001, while CCCL’s total sales volume declined
by 0.85 per cent, based on the decline in export sales. The sales value (revenue) for the period under
investigation increased by 15.95 per cent over the prior year period, due mainly to the two price
increases that had an impact during the period September 2001 to May 2002 relative to the similar
prior year period.

¥ In September, CCCL’s prices were 13.96 per cent higher than they were before June 2001,
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ANTIDUMPING & SUBSIDIES COMMISSION
24 Trafalgar Road ~ Kingston 10 ~ Jamaica
Phone: 968-7970, 920-1493/7006, 929-7973 ~ Fax: 926-4622
Email: antidump(@icwiamaica.com

NINTE

N

STATEMENT OF REASONS

KINGSTON, JAMAICA REF. No. AD-01-2003
June 14, 2004

IN THE MATTER OF an investigation, pursuant to section 4 of the
Customs Duties (Dumping and Subsidies) Act, 1999, on the initiative of
the Anti-Dumping and Subsidies Commission on behalf of the Jamaican
cement mdustry.

AND IN THE MATTER OF the Final Determination by the Anti-
Dumping and Subsidies Commission, pursuant to section 30 of the
Customs Duties (Dumping and Subsidies) Act,

IN RESPECT OF the dumping in Jamaica of Ordinary Portland Grey
Cement, used for building or construction purposes, except in the case of
white cement used for decorative purposes and oil well cement,
originating in or exported from The People's Republic of China (*“China”);
and where the characteristics of the goods under consideration fall under
separate sub-headings of the Harmonized Tariff Schedule (HS) Codes the
characteristics and purpose of the goods shall be the controlling guide.

1. SUMMARY

On December 16, 2003, the Commission self-initiated an investigation pursuant to
sections 4, 22(2), (3), (4) and 23 of the Customs Duties (Dumping and Subsidies) Act,
1999' hereinafter referred to as “the Act” and in keeping with Article 5 of the World
Trade Organisation (“WTQO™) Agreement on Implementation of Article VI of the General

! The Commission is empowered under section 4-(1)(a) to carry out on its own initiative investi gations in
relation to the dumping of gaods.



1} The matenal injury currently being exerted on the Domestic [ndustry, and
2) the ability of the dumped imports to exacerbate these circumstances in the
future *

Material Injury Currently Suffered By the Domestic Industry

Currently the Domestic Industry has suffered a decline in its sales from its own
production, loss in market share, a build up in clinker inventories, declines in production
and negative price effects (price undercutting and price depression) as a result of low
priced imports, as noted in the section outlining injury.

The Abllity of Dumped Imperts to Exacerbate Circumstances - The continued
importation and any increase in the volume of unfairly priced imported cement will
exacerbate the injurious pressures currently being faced by the Domestic Industry. The
demand for the Domestic Industry’s cement has become more elastic with the
introduction of substitutes. Because Chinese cement is a similar product to the Domestic
Industry’s product, any price differentials will cause the demand for the Domestic
Industry’s cement to decline, as consumers will switch to the lower priced alternative.

The extent of the dumping margin is an indication of the extent to which Chinese imports
can undercut the Domestic Industry’s prices. And, because cement is a product for which
small differentials in price can have a significant impact on sales, price undercutting is
likely to be more pronounced given the changing market.

The Commission is of the view that an increased availability of dumped imports priced
to undercut the Domestic Industry’s product can potentially worsen the situation of the
Domestic Industry. The Commission observed that in the last quarter of 2002, when most
of the total volume of dumped Chinese cement was on the market, Mainland expanded its
imported volumes significantly by 49% over 2001. Also, in 2002, Mainland’s imports,
the majority of which was Chinese cement, accounted for 77% of total imports. This
coincided with a decline in annual increase of CCCL’s production from approximately
15% in 2001 to approximately 3% in 2002.

Therefore, the Commission considers that the likely price and volume effect of future
dumped Chinese cement will be more pronounced given that the dumping margin is an

“C This practice is followed by Canada, in one case in particular; while the dumped imports were having an
impact on the Domestic Industry this impact was deemed to be not yet material. In this case it was found
‘that should imports of the dumped product continue then the Domestic Industry would not be able to
maintain its viability, and the Canadian International Trade Tribunal concluded as follows:

“In light of all the foregoing, the Tribunal concludes that, in the absence of anti-dumping and
countervailing duties, the threat of material injury to the Domestic Industry in the form of net margin
reductions, reduced profitability, lost sales, reduced production and lost market share is clearly foreseen
and imminent.” It is important to note that the aforementioned effects highlighted by the CITT were not
seen during the period of investigation, However the Tribunal determined that the domestic sugar industry
could not maintain the strategy that it employed during the period of investigation and that eventually, in
the foreseeable future, a change in strategy would have the aforementioned result. Thus, it is clear from the
quotation that in any discussion on threat of injury one should make reference to the indicators that would
likely be affected once the threat is manifested.

43
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Gray Portland Cement and
Cement Clinker From Japan

Views on Remand in
Investigation No. 731-TA-461 (Final)

Publication 2657 : June 1993

U.S. International Trade Commission

Washingion, DC 20436



2
domestic industry.® No party challenged thesé findings on review of cthe
Commission’'s determination before the Cour: of International Trade. anc che
Court did not remand any of these findings to the Commission. We concur in
those findings.

Regional Industry

In the final determination. the Commission also concluded that
"appropriate circumstances" existed for a regional industry analysis of
domestic cement production, and that the appropriate regional industry
comprised producers in the Southern California region.® No party challenged
these aspects of the Commission's determination on review. . We concur in the
conclusion that the statutorv market isolation criteria’ are satisfied in this
case, and that regional analvsis is appropriate. Based on the realities of
the market for cement, and the relatively greater isolation of the Southern
California region from outside supplies, we also concur in the conclusion that
producers in the Southern California region constitute the appropfiate

regional industry for our consideration.

> Gray Portland Cement and Cement Clinker from Japan, Inv. No. 731-TA-461
(Final) USITC Pub. 2376 (April 1991) (hereinafter 1991 Japan Final) at 13
(Views of Commissioner Seeley G. Lodwick and Commissioner Don E. Newgquist);
id. at 46-47, 50 (Views of Commissioner David B. Rohr); id. at 67-68 (Views of
Acting Chairman Anne E. Brunsdale).

¢ 1991 Japan Final at 13-20 (Views of Commissioner Seeley G. Lodwick and
Commissioner Don E. Newquist). Commissioner Rohr reached the same

conclusions. Id. at 47-50.

7 19 U.5.C. § 1677(4)(C)(1) & (ii).
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We also find cthat imporcts are sufficienfly concentrated in the Southern
California region.® As noted by the plurality in ics determinarion.® and as
held by the Court of International Trade.!? there is no precise numerical

v for determining when imports are sufficiently concentrated in the

region. The percentage of total imports from Japan which entered Southern
California was 67.9 percent in 1986, 70.8 percent in 1987, 73.0 percent in
1988, 73.7 percent in 1989, and 61.2 percent in 1990.%! Determining whether
the subject imports are concentrated in the region is an area in which the
Commission exercises considerable discretion. Although these percentages are
somewhat low in comparison to past Commission practice, we note that the
Southern California region accounted for between 8 and 9.9 percent of total
= asumption, yet a significant majority of U.S. imports from Japan were
shipped to that region. In this case, therefore, we conclude that imports
from Japan are sufficiently concentrated.

Conditions of Competition and Impact of Dumped Imports from Japan

Gray portland cement is a fungible commodity. All gray portland cement

sold in the Southern California market, whether domestically produced or

imported, meets the same standards, and the record indicates there are no

8 This was the conclusion reached by the Commission in its original final
determination. 1991 Japan Final at 20-21 (Views of Commissiomer Seeley G.
Lodwick and Commissioner Don E. Newquist); 48-50 (Views of Commissioner David
B. Rohr). The Court of International Trade affirmed this aspect of the
Commission’s determination on review. Mitsubishi Materials, Slip Op. 93-62 at

10-14.

® 1991 Japan Final at 20.

19 Mitsubishi Materials, Slip Op. 93-62 at 11; Texas Crushed Stone Company v.
United States, Slip Op. 93-81 (Ct. Inc’l Trade, May 25, 1993) at 17-18.

11 Report at A-13.
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significant distinctions betweer cement from ﬁifferen: sources in terms of
quality, delivery, marketing. or terms of sale.*® Cement is sold on a dailv
basis. Sales are sensitive to changes in price. and pricing informatioen is
spread rapidly throughout the marker.!® Thus. a change in one supplier's
price is likely to be met rapidly by all other suppliers. Demand for cement
is derived from demand for concrete, which in turn depends Primarily on the
level of construction activity. Cement represents a small portion of the cost
of most construction projects, and there are no good substitutes for cement in
the production of concrete.!® Thus, the total amount of cement demanded in
the regional market is unlikely to respond to a change in price.

Cement production is capital intensive, and hence subject to high fixed
costs. Thus, as production increases and approaches the limits of capacity,
unit costs would decline. In addition, as consumption increases, supplies in
the market tighten (absent increased supplies from sources outside the
region), prices increase, producers get increased revenues, and operating
margins widen. Construction of new production facilities is both expensive
and lengthy -- estimates of the time necessary to bring a new cement
production facility on line range from three to five years, at a cost of
approximately $175 million.?® Under these conditions, there is little, if

any, incentive for producers to cut prices during periods of increasing demand

12 Memorandum INV-0-064 at 15-16.

13 See Petitioners’ Pre-hearing Brief at Exhibits 12 and 22-26, discussing
purchasers’ use of low price quotes from ome supplier to obtain a lowered
price from another supplier.

1% Memorandum INV-0-064 at 17; Report at A-63 &'n.52.

13 Petitioners’ Pre-hearing Brief at Exhibit 36.
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Conference Minutes of the Hearing in Final Investigation on Industry In jury for “the
Application by Asia Cement Company, Taiwan Cement Company, Lucky Cement
Company, Hsing Ta Cement Company, and China Rebar Company for Imposition of
Antidumping Duty and Provisional Antidumping Duty on Imported Portland Cement and
of Its Clinker from Philippines and South Korea”

I. Time: 8:40 AM, May 9, 2002
Il. Location: Room 103, Taipei International Conference Center

(Portion is omitted here...)

Attorney Wang Zhong: On behalf of the five petitioner companies, i.e., Taiwan Cement,
Asia Cement, Lucky Cement, Hsing Ta Cement, and China Rebar, | am here, using some data
and charts, to illustrate the fact that the domestic producers of the cement industry are materially
injured by the dumping of large amount of cement and its clinker by South Korea and
Philippines. (Portion is omitted here...) Cement is a highly price-sensitive product. This price"
sensitivity, first of all, is reflected on the consideration of consumers in purchasing the product.
That is to say, actually, there is no difference between domestically-produced cement and
imported cement, in terms of physical characteristics, usage of the product, sales channel, and etc.
Imported cement can completely replace domestically-produced cement. Price is almost the only
major factor for consumers to make the purchasing choice. More importantly, cement generally
cannot be store for long periods. It will go bad when it is stored for long, under which situation,
it cannot be sold or will be sold at discount. Moreover, it is a capital-intensive industry, and has
to maintain production to allocate high investment on fixed assets.

(Portion is omitted here...)
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GLOBAL SUPPLY AND DEMAND CONDITIONS

ELEVATE THE RISK OF LEAKAGE IN THE CEMENT SECTOR
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L. INTRODUCTION

Global supply and demand conditions elevate the risk of leakage in the cement sector.
There is significant excess cement capacity in foreign countries, particularly in China, and
foreign producers are export oriented. The slowdown of the Chinese economy and significant
government subsidies provided to Chinese cement producers indicate that excess capacity will
remain high. Due to this excess capacity, foreign cement producers have the ability to
significantly increase exports to California. In similar situations, significant global excess
capacity in the aluminum and steel industries combined with slowing demand in key markets,
particularly in China, have caused a surge in imports that are inflicting severe economic harm on
U.S. industries. These factors pose a significant threat to the California cement industry and
elevate the risk of leakage in this industry.

IL. EXCESS GLOBAL CEMENT CAPACITY, PARTICULARLY IN CHINA, IS A
SIGNIFICANT THREAT TO THE CALIFORNIA CEMENT INDUSTRY

Global production capacity for cement far exceeds current production and consumption
levels. This is the case throughout the world, and particularly in China, as explained below.

A. Current Excess Capacity in China Is Exponentially Larger than Total
Capacity in California

China is, by far, the largest producer and exporter of cement in the world.! China also is
the largest source of California cement imports, accounting for more than 50 percent of total

imports into California during January 2000 to December 2015.

'“In 2015, China’s cement production accounted for 57 per cent of global output and was
about nine times larger than the second largest producer, India.” European Chamber,
“Overcapacity in China: An Impediment to the Party’s Reform Agenda” at 22 (2016), excerpt
attached as Exhibit A-1.

? See Official Import Data for Imports into California, attached as Exhibit 11 to
CSCME’s Comments Related to the Risk of Leakage in the Cement Sector.”



Excess cement production capacity in China is 920 million MT, which is 77 times the
total capacity in California of 12 million MT, 102 times total production in California of 9
million MT, and 115 times total consumption in California of 8 million MT.? Total production
capacity in China of 3.4 billion MT is 283 times California’s capacity.® In fact, the excess
capacity in China may be much higher. More recent data suggests that the economic slowdown
in China has caused a decline in capacity utilization.” Furthermore, despite efforts by the
National Development and Reform Commission (“NDRC”) to resolve the overcapacity issue in
China’s cement industry, “these measures have so far only managed to slow down the rate at
which the problem is expanding.”® In addition, although the NDRC has imposed stricter
approval and other requirements, “there are loopholes that allow for approvals to be granted
locally instead of through the NDRC by claiming that the new facility will increase
environmental improvements. These loopholes also contribute to a worsening of the

overcapacity situation[.]”’ The Chinese industry clearly has significant unutilized production

? See China Building Materials News, “Chairman of China National Building Materials
Group Corporation Zhiping Song: How to Resolve Full Overcapacity in New Normal Status™
(Apr. 27, 2015), Chinese original and excerpted English translation attached as Exhibit A-2.
Data on capacity, production, and consumption in California are 2013 data, which are the most
recent available from the U.S. Geological Survey. See U.S. Department of the Interior, U.S.
Geological Survey, 2013 Minerals Yearbook: Cement [Advance Release] (Dec. 2015) at Table 3
and Table 9, excerpt attached as Exhibit A-3.

‘1d

3 The data cited above reported by the China Building Materials News publication in
April 2015 suggest capacity utilization of 73 percent. A more recent December 2015 report from
Economic Information Daily, however, states that the Chinese cement industry’s capacity
utilization is only 65 percent. Economic Information Daily, “Demand Overdraft Caused Losses
in Nearly Half of the Cement Enterprises” (Dec. 15, 2015), Chinese original and excerpted
English translation attached as Exhibit A-4.

¢ European Chamber, “Overcapacity in China: An Impediment to the Party’s Reform
Agenda” at 22-23 (2016).

" 1d. at 23.



capacity that is many times greater than total capacity, production, and consumption in
California.

Cement manufacturers in other countries in Asia also have substantial excess capacity
and are focused on exports. For example, cement exports from Vietnam increased 8 percent in
the first half of 2015, and the Vietnamese industry’s need to export will increase going forward,
because the industry planned to add more than 4 million MT of additional capacity in 2015 and
scheduled to add even more capacity through “a number of major projects” due to come online in
2017 and 2018.% The Vietnamese industry has been focused on exports for several years, as
confirmed in 2014 by the president of the Viet Nam Cement Association, who stated that “Viet
Nam has advantages in cement production and exports” and that “[c]ement exports will be a
good choice from now till 2025 or even 2030.”° Cement manufacturers in Taiwan are also
highly export oriented, as demonstrated by a government policy that attempts to limit exports to
30 percent of domestic production.m Finally, Japanese cement manufacturers are focusing more
on exports in the face of declining domestic demand and increased competition from China.'’
Although the antidumping order currently in place in the United States on imports of cement
from Japan may limit California imports from Japan, increasing exports from Japan to other
markets will place even more pressure on cement exporters in other Asian countries to pursue

export opportunities in California.

¥ Global Cement, “Vietnam’s Cement Consumption Up in the First Half of 2015” (July
14, 2015), attached as Exhibit A-5.

? VietNamNet Bridge, “Cement Industry Eyes Exports” (accessed Feb. 23, 2016),
attached as Exhibit A-6.

W Taipei Times, “Taiwan Cement Revenue Set to Climb” (Aug. 19, 2014), attached as
Exhibit A-7.

' Cemweek.com, “Exports Increasing While Internal Demand Drops, Japan” (Jan. 22,
2016), attached as Exhibit A-8.



B. Excess Capacity in China Is Projected to Remain High into the Future
2 Challenging demand conditions will keep excess capacity high

Recent reports on the Chinese industry indicate that excess capacity is increasing, with
inventories rising and Chinese cement manufacturers struggling to find sufficient buyers of
cement amidst slowing growth in China.'?

As noted above, China’s cement capacity exceeded 3.4 billion MT in 2014." Zhiping
Song, the Chairman of China National Building Materials Group Corporation, predicts that total
demand for cement in China will remain around 2.5 billion MT for 8-10 years after 2014 (i.e.,
through 2022 or 2024)." Thus, he predicts excess capacity will remain around 900 million MT
if production capacity in China remains stable. Another industry analyst estimates that China’s
cement demand will drop to 1.8-2.0 billion MT by 2020."° Thus, even under the unrealistic
assumption that China will not add any cement capacity in the coming years, the magnitude of
excess production capacity will either continue at its current level or increase as Chinese demand
declines. Accordingly, China’s significant excess capacity will remain for years to come and

will continue to dwarf total California cement production capacity (12 million MT).

12 See CW Group, “China’s cement sector in a dilemma over rising inventory” (Dec. 29,
2015), attached as Exhibit A-9.

" China Building Materials News, “Chairman of China National Building Materials
Group Corporation Zhiping Song: How to Resolve Full Overcapacity in New Normal Status”
(Apr. 27, 2015), attached as Exhibit A-2.

!4Id

' Geography Cement, “Cement Weekly Review (151128): Cement Demand’s Average
Annual Growth Rate Would Be Around -3% During ‘13th Five Year’ Period” (Nov. 28, 2015),
Chinese original and excerpted English translation attached as Exhibit A-10.



2. Subsidies to cement producers will also contribute to excess capacity

China’s central, provincial, and local governments continue to subsidize cement
production. Such subsidies prolong and exacerbate the industry’s excess production capacity
and create increasingly strong incentives to export cement. Industrial plans at both the national
level and local level all provide support to cement producers, particularly to certain favored “key
enterprises.” Such support includes technological upgrades and restructuring activities. For
example, the Government of China’s 12" Five Year plan (2011-2015) for the cement industry
called for support for favored cement producers, including support related to land acquisition, tax
policies, and extension of credit.'® At the provincial level, Shandong Province published a
“Cement Industry Transformation and Upgrade Implementation Plan” in April 2015 that aims to
“raise the competition advantages of the cement industry of the province” by, among other
things, providing financial support and promoting technology and innovation support.'” Support
provided by the Government of Hubei Province for “backbone cement enterprises” includes
preferential tax policies and financial support.18

Although some of the government plans cited above also call for the elimination of
certain “backward” capacity and for some restrictions on capacity expansions, any attempts to

reduce production capacity in China have been ineffective. According to a December 2015

' Ministry of Industry and Information Technology of the People’s Republic of China,
“Cement Industry ‘12" Five Year’ Development Plan,” Chinese original and excerpted English
translation attached as Exhibit A-11.

'" See General Office of the People’s Government of Shandong Province, “Shandong
Province Cement Industry Transformation and Upgrade Implementation Plan” (Apr. 10, 2015),
Chinese original and excerpted English translation attached as Exhibit A-12.

'8 E Zheng Ban Fa (2011) No. 32, “Opinions of the General Office of the People’s
Government of Hubei Province on Supporting Sound and Fast Development of the Cement
Industry of the Province™ (Apr. 3, 2011), Chinese original and excerpted English translation
attached as Exhibit A-13.



article, “some localities are still providing so-called ‘preferential policies’ to investors when
seeking investment, and illegally and arbitrarily approving new capacity and capacity expansion
projects.””® The same article states that “[sJome localities actively assist enterprises to issue
preapprovals and obtain approvals, and even allow enterprises to start construction before or
while obtaining approvals. Some localities continue adding new cement production lines after

»20 1n addition, another

mergers and restructurings, which results in . . . more excess capacity.
recent report states that in some instances the central Chinese government’s attempts to “tackle
the problem of fragmentation and over-capacity” are being frustrated by local business and
government interests.”!

Annual reports of certain major Chinese cement producers also confirm continued receipt

of significant government subsidies. For example, the Chinese cement producers listed below

received government subsidies during the year covered by their most recent annual reports.

° Anhui Conch Cement Co., Ltd. received 1,018,565,999 RMB ($154,797,264) in various
government grants, and certain subsidiaries enjoyed reduced income tax rates in 2014
(the company’s sales revenue was 60,758,500,923 RMB, or $9,233,814,730, in 2014).

° Huaxin Cement Co., Ltd. received 317,355,341 RMB ($48,230,295) in various
government grants, and several of its subsidiaries enjoyed reduced income tax rates in

' Economic Information Daily, “Demand Overdraft Caused Losses in Nearly Half of the
Cement Enterprises” (Dec. 15, 2015), Exhibit A-4.

2V I

1 Cemweek.com, “Problems for China’s strategy in the cement sector” (Jan. 12, 2016),
attached as Exhibit A-14.

222014 Annual Report of Anhui Conch Cement Company Limited at 12, 159-160, 163-
165, excerpt attached as Exhibit A-15. All RMB values are converted to approximate U.S.
dollars at the exchange rate published by XE.com on January 26, 2016 of 6.58 Chinese Yuan
Renminbi per U.S. dollar.



2014 (Egle company’s sales revenue was 15,996,149,247 RMB, or $2,431,025,721, in
2014).

° Henan Tongli Cement Co., Ltd. received 252,597,260 RMB ($38,388,641) in various
government grants in 2014 (the company’s sales revenue was 3,937,868,983 RMB, or
$598,460,332, in 2014).%*

° Fujian Cement Inc. received 24,391,359 RMB ($3,706,893) in various government grants
in ZOlgs(the company’s sales revenue was 2,061,836,155 RMB, of $313,348,960, in
2014).

. Allied Cement Holdings Limited received 18,995,000 HK$ ($2,435,256) in 2014 (the
company’s sales revenue was 733,125,000 HKS, or $93,990,385, in 2014).26

III. CURRENT CONDITIONS FACING OTHER U.S. INDUSTRIES CONFIRM THE
SIGNIFICANT RISK OF AN INJURIOUS IMPORT SURGE

Significant global excess capacity in other commodity-type industries combined with
slowing demand in key markets, particularly China, have caused a surge in imports that are
inflicting severe economic harm on U.S. industries. As Bloomberg reported in December 2015,
“[a] slowdown in domestic aluminum demand has coincided with the start-up of millions of tons
of new capacity in the world’s biggest producer [(China)] while Chinese steelmakers battling
losses have stepped up exports to compensate for shrinking consumption at home as economic

2
growth weakens.””’

232014 Annual Report of Huaxin Cement Co., Ltd., excerpted Chinese original and
excerpted English translation attached as Exhibit A-16.

242014 Annual Report of Henan Tongli Cement Co., Ltd. (March 2015), excerpted
Chinese original and excerpted English translation attached as Exhibit A-17.

%3 2014 Annual Report of Fujian Cement Inc., excerpted Chinese original and excerpted
English translation attached as Exhibit A-18.

262014 Annual Report of Allied Cement Holdings Limited at 95 and 132, excerpt
attached as Exhibit A-19. Hong Kong dollar values are converted to approximate U.S. dollars at
the exchange rate published by XE.com on January 26, 2016 of 7.80 Hong Kong dollars per U.S.
dollar.

" Bloomberg.com, “When It Rains It Pours as China Unleashes Commodity Torrent”
(Dec. 8, 2015), attached as Exhibit A-20.



After the November 2015 meeting of high-level government officials at the U.S.-China
Joint Commission on Commerce and Trade, the U.S. Department of Commerce reported that
China’s excess capacity and resulting exports of both steel and aluminum were significant topics
of discussion for the two governments at this meeting.28 In particular, the Department of
Commerce stated that “China’s exports of steel and aluminum are large and growing, and are the
central cause of a glut of supply on the global market. They also are contributing to rapidly
falling global prices and severe trade frictions.”” China’s overcapacity has worsened since
2008, and the capacity utilization rates for the steel and aluminum industries have deteriorated as
“huge new projects” have been approved.”® The China Iron and Steel Association estimates that
Chinese steel producers have approximately 400 million tons of excess capacity and operated at
67 percent capacity utilization in 201 g2l

The two governments confirmed that they will hold intensified discussions during 2016
regarding overcapacity in these sectors and the injurious impact on U.S. industries. The
discussions cannot come soon enough for the U.S. steel industry, which in February 2016 stated
that it would “like the U.S. Government to ask [China] for plans” to support Chinese media
reports “asserting . . . that they’re going to reduce their c:a,pacity.”32

The Government of China has long been aware of growing issues of excess capacity in

these industries. It introduced “differentiated electricity pricing” in 2004, reportedly to

HE. Department of Commerce, “U.S. Fact Sheet: 26" U.S.-China Joint Commission
on Commerce and Trade” (Nov. 23, 2015) at 3, excerpt attached as Exhibit A-21.

29 Id

3% Reuters, “China overcapacity problems worsen over 2008-2015: EU chamber” (Feb.
21, 2016), attached as Exhibit A-22.

331‘621‘

32 Politico, “Customs Bill Watch” (Feb. 10, 2016), excerpt attached as Exhibit A-23.



“discourage further expansion in industries including aluminum, steel and cement.”* But this
measure clearly has been ineffective, with excess capacity in all of these industries increasing
dramatically since 2004,

The largest U.S. aluminum producer, Alcoa, announced in November 2015 that it will
reduce both smelting and alumina refining capacity within the next quarter in response to global
oversupply that is largely driven by excess Chinese capacity.34 Industry analysts estimate that
global aluminum production exceeded demand by 1.13 million tons in 2015, will exceed demand
by 832,000 tons in 2016, and will continue to exceed demand each year through at least 2018.%

Even an announcement in October 2015 by major Chinese aluminum producer
Aluminum Corporation of China that it planned to shut down the largest smelter in China (with
capacity of 550,000 MT) is not expected to come close to restoring balance between aluminum
supply and demand in China.*® Various analysts expect the surplus production to remain
between 1 and 3 million MT.*” Notably, this excess supply in China is not based on competitive
advantages in China, as 37 out of the 50 highest-cost smelters in the world are in China. Instead,
factors including the desire to keep workers employed and pressure from state governments and

suppliers compel Chinese aluminum producers to continue producing at an unsustainable rate.*®

33 Radio Free Asia, “China’s Smokestack Industries Seek Support” (Nov. 16, 2015) at 2,
attached as Exhibit A-24.

34 Bloomberg.com, “Aluminum Climbs as Alcoa Shrinks Capacity on China Export
Deluge” (Nov. 2, 2015), attached as Exhibit A-25.

35 Id

3% Ag Metal Miner, “Largest Chinese Aluminum Smelter Closes, But It’s Not Enough”
(Oct. 21, 2015), attached as Exhibit A-26.

37 Id
38 Id



The surge of imports of various steel products led to affirmative preliminary findings of
material injury or the threat of material injury in a series of antidumping and countervailing duty
investigations during 2015. These investigations covered corrosion-resistant steel from China,
India, Italy, Korea, and Taiwan;39 cold-rolled steel from Brazil, China, India, Japan, Korea, the
Netherlands, Russia, and the United Kingdom;40 and hot-rolled steel from Australia, Brazil,
Japan, Korea, the Netherlands, Turkey, and the United Kingdom.41 U.S. imports of corrosion
resistant steel increased by 83.7 percent from 2012 to 2014, a period in which apparent U.S.
consumption increased by only 14.2 percent.** U.S. imports of cold-rolled steel increased
significantly from 2012 to 2014.* U.S. imports of hot-rolled steel increased by 80.6 percent
44

from 2012 to 2014, a period in which apparent U.S. consumption increased by only 5.9 percent.

In its preliminary determinations regarding each of these three products, the ITC concluded that

39 See Certain Corrosion-Resistant Steel Products from China, India, Italy, Korea, and
Taiwan, Inv. Nos. 701-TA-534-538 and 731-TA-1274-1278 (Preliminary), USITC Pub. 4547
(July 2015) (“CORE Preliminary Determination’), available at:
https://www.usitc.gov/publications/701_731/pub4547.pdf.

Y0 Cold-Rolled Steel Flat Products from Brazil, China, India, Japan, Korea, Netherlands,
Russia, and the United Kingdom, Inv. Nos. 701-TA-540-544 and 731-TA-1283-1290
(Preliminary), USITC Pub. 4564 (Sept. 2015) (“Cold-Rolled Preliminary Determination™),
available at: https://www.usitc.gov/publications/701_731/pub4564.pdf.

Y Certain Hot-Rolled Steel Flat Products from Australia, Brazil, Japan, Korea, the
Netherlands, Turkey, and the United Kingdom, Inv. Nos. 701-TA-545-547 and 731-TA-1291-
1297 (Preliminary), USITC Pub. 4570 (Oct. 2015) (“Hot-Rolled Preliminary Determination™),
available at: https://www.usitc.gov/publications/701_731/pub4570.pdf.

2 CORE Preliminary Determination at 26.

¥ Cold-Rolled Preliminary Determination at 29. The import and apparent U.S.
consumption data from this investigation are not publicly available.

* Hot-Rolled Preliminary Determination at 28, C-3.
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imports from the subject countries undersold the comparable U.S.-produced product® and
materially injured or threatened to materially injure the U.S. industry.*®

The similarities in recent market conditions facing the aluminum, steel, and cement
industries are compelling. All three global industries have significant excess production capacity
that has worsened as economic growth in China has slowed.*” All three industries rapidly added
capacity to support both China’s building boom and increasing exports. All three industries can
only increase sales to a significant extent by focusing on export markets.

IvV. CONCLUSION

Export-oriented foreign producers — particularly subsidized Chinese producers — have
significant excess cement capacity, which they can use to increase exports to California. In other
commodity-type industries — the aluminum and steel industries — significant global excess
capacity combined with slowing demand in key markets (particularly in China) have caused a
substantial increase in imports that are inflicting severe economic harm on U.S. industries. The
likelihood of increased imports combined with these other important global supply and demand

conditions elevate the risk of leakage in the California cement industry.

¥ See CORE Preliminary Determination at 26; Cold-Rolled Preliminary Determination
at 32; and Hot-Rolled Preliminary Determination at 29.

% See CORE Preliminary Determination at 34; Cold-Rolled Preliminary Determination
at 36, and Hot-Rolled Preliminary Determination at 36.

*7 In fact, according to the European Chamber, excess Chinese cement capacity in 2014
(850 million MT) far exceeded the excess capacity of the steel industry (327 million MT) in
2014 and the electrolytic aluminum industry (9.2 million MT) in 2015. European Chamber,
“Overcapacity in China: An Impediment to the Party’s Reform Agenda” at 16, 19, 22 (2016).
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market consolidation that took place also helped to balance supply and demand with fifteen companies that now
account for over 90 per cent of the Chinese market.

As outlined at the beginning of section two, for the purposes of this study overcapacity is defined as the difference
between production capacity and actual production, meaning overcapacity is considered as the converse of the
utilisation rate. To analyse the problem of overcapacity more effectively, further data has to be considered, including
sector production, compound annual growth rate (CAGR), projected demand and FAI

3.1 Crude Steel

“...[China’s] steel industry now accounts for more than half of global output, or more than twice the
combined output of the next four biggest steel makers: Japan, India, the US and Russia.”

hina is the world's biggest steel producer. Dan Rosen, Founder and China

Director, Rhodium Group, has calculated that from 2004 to 2014, global steel
p roduction increased by 57 per cent — China contributed a staggering 91 per cent
2008 o this increase. As a result, its steel industry now accounts for more than half of
Capacity: 644 million tonnes hlobal output, or more than twice the combined output of the next four biggest steel
akers: Japan, India, the US and Russia.” It enjoys this massive capacity largely
anks to supportive industrial policies spanning decades whose sole aim was to
Utilisation rate: 80% elp this ‘strategic’ industry flourish. The government was still introducing favourable

bolices to support steel even as late as 2002.

Overcapacity in steel

Production: 512 million tonnes

2014

Capacity: 1.14 billion tonnes . . o .
FRGY arket forces cannot be discounted in explaining the meteoric rise of China’s steel

Production: 813 million tonnes broduction capacity over the past decade. The growing economy, especially before
he 2009 fi crisis, provided the greatest momentum for the development of the
bteel industry. Strong demand from infrastructure construction, real estate, machinery
2008 vs. 2014 scale of and the automabile industry, coupled with overestimated market expectations, pushed
overcapacity: 132 million tonnes : = : .

vs. 327 million tonnes p the steel price dramatically. The soaring price not only spurred large steel groups
o build new steel lines, but also attracted many small and medium-sized steel

ompanies to the industry.

Utilisation rate: 71%

Government steps to curb overcapacity not effective

Government policies have primarily targeted small and semi-legal producers (private and local government-
owned), which also tend to be more polluting and less energy-efficient. As early as 2004, Beijing started
advocating slower growth in steel sectors, but without any great success. At the time, a booming economy
and robust global demand for Chinese steel gave producers and local governments little incentive to follow
Beijing's guidance. State-owned steel mills have traditionally viewed long-term market viability as secondary
to safeguarding the jobs and economic growth that these projects deliver to their local communities. At the
same time, high steel prices fuelled by the domestic development boom and rising global demand attracted
new entrants that operate on very narrow margins and enjoy as much as a 30 to 40 per cent cost advantage
compared to their state-owned competitors.

39  Dan Rosen, Rhodium Group, Presentation, Beijing, November 2015.

40 Monthly Crude Steel Production, 2015, World Steel Association, viewed 14" January, 2018, <htipJ//www.worldsteel.org/stalistics/crude-steel-production.html>
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Current drivers of overcapacity in China’s steel industry

Overcapacity in China

Based on European Chamber research, overcapacity in the steel industry has been mainly driven by:

* The desire on the part of regions to be self-sufficient, leading to capacity duplication at the national level;

¢ A combination of SOEs being insensitive to profit/loss and small/dirty/inefficient steel mills that suspend

activity when price dips and re-open when the market is more favourable;

* Adverse effects of the stimulus package, which encouraged large mills to add capacity and has made small-
and medium-sized mills, which the government wants to shut down, profitable; and

¢ The provision of subsidised energy by regional governments.

3.2 Electrolytic Aluminium

China’s electrolytic aluminium industry has witnessed extremely rapid growth
over the past decade with the country now accounting for half of the world’s
supply, which amounts o 13 times the US' production. This growth story was
driven first and foremost by a boom in both domestic Chinese and global
demand. In turn, this high demand drove prices up and increased return-on-
equity (ROE), making the industry more attractive for investment from SOEs
and private companies. Market entry was facilitated by easy availability of
technology and favourable access to financing. Combined with subsidised
energy costs (which accounts for 20 to 40 per cent of the cost structure
depending on worldwide location), these factors turbo-charged the development
of the industry in China (in both primary and extrusion industry segments).

This market-driven boom was supported by favourable government policies.
There was encouragement for SOEs to enter the primary aluminium industry
segment, despite the sector’'s high-energy consumption, while private
capital was allowed to pour into the manufacturing (extrusion) segment. As
a result, the industry has moved from 4.9 million tonnes of overcapacity and
a utilisation rate of 78 per cent in 2008, to 9.2 million tonnes of overcapacity
and a utilisation rate of 76 per cent in 2015. While both the primary and
manufacturing segments suffer from overcapacity, the following analysis will
focus on the primary segment of the Chinese aluminium industry.

Aggravation of overcapacity in the medium term

Overcapacity in electrolytic
aluminium

2008
Capacity: 18.1 million tonnes

Production: 13.2 million tonnes

Utilisation rate: 78%

2015
Capacity: 38.1 million tonnes

Production: 28.9 million tonnes
Utilisation rate: 76%
2008 vs. 2015 scale of

overcapacity: 4.9 million tonnes
vs. 9.2 million tonnes

Since the publication of the European Chamber’s original report in 2009, capacity in this sector has continued
to expand rapidly — from 2005 to 2015, 90 per cent of the increase in global aluminium production took place
in China.” Overcapacity therefore continued to expand in spite of the restrictive policies described above, with
utilisation rates continuing to drop as new smelting capacity came online and FAIl either remaining stable or
growing. The impact of government-driven stimulus spending also had a negative impact in this area in the
sense that it led to the re-opening of closed facilities and increased local-level investment in the sector. Growing
overcapacity eroded prices, thereby compounding the effects of the global economic downturn.

Komesaroff, Michael, Aluminum: Coping with Excess Capacity, GK Dragonomics, 10" March, 2015, p. 1
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8.3 Cement

In 2015, China’s cement production accounted for 57 per cent of global output
and was about nine times larger than the second largest producer, India. Being
2008 he most populous nation in the world, with an urbanisation rate of 55 per cent
Capacity: 1.87 billion tonnes 2015, China is in the midst of a huge urbanisation process that has required
he construction of unprecedented amounts of urban housing and infrastructure.
Despite this massive demand, the Chinese cement industry suffers from
Utilisation rate: 76% bvercapacity with a deluge of new capacity having coming on-siream in recent

ears.

Overcapacity in cement

Production: 1.42 billion tonnes

2014

Capaity: 3.1 bilion tonnes hina’ s cement capacity in 2014 was 3.1 billion tonnes per year, while total

Production: 2.25 billion tonnes broduction was almost 2.25 billion tonnes, resulting in an utilisation rate of 73
ber cent. China’s cement industry is composed of large state-owned companies
hind a plethora of very small producers. At the same time, the cement industry
2008 vs. 2014 scale of as gone through a technology change from smaller, more polluting vertical
overcapacity: 430 million tonnes iins—mostly used by smaller producers—to larger, more energy-efficient new
vs. 850 million tonnes ) )

buspension pre-heater (NSP) kilns generally deployed by larger producers.

Utilisation rate: 73%

z urb overcapacity

Reacting to the scale of the problem, at the end of September 2009, the NDRC issued guidelines aimed
at curbing overcapacity in the cement industry by suspending indefinitely the construction of all planned
cement lines for which construction had not yet begun, including those that had previously received formal
NDRC approval. The guidelines also contained a set of measures and energy efficiency standards aimed
at accelerating consolidation of the industry and the transition from vertical to NSP technology.”” The policy
mandated that any new capacity must be met by equivalent cuts in outdated capacity. Finally, provinces with
more than one tonne of cement per capita would not be granted new licences for cement lines.

In 2009, State Council document number 38, Notification of Opinions on the Inhibition of Overcapacity and
Redundant Construction in Some Industries and Guide to Sound Development, also targeted the removal all
of the obsolete kiln capacity (vertical shaft kilns) by the end of the 12" FYP period.” While the accumulated
closure of obsoclete capacity from 2009 to 2014 reached 360 million tonnes, the China Cement Association (CCA)
estimates that approximately 68 million tonnes of obsolete capacity still remains in the market. In 2013, State
Council document number 41, Guideline fo Resolving Severe Overcapacity Problems, went further by banning
the establishment of further capacity in oversupplied regions and preventing banks from providing projects that
have not attained legal approvals with loans, bonds or initial public offerings (IPOs).”

Upgraded environmental requirements, the phasing out of low-grades of cement and the encouragement of
loans from commercial banks, equity placements, bond issuances from the secondary market and tax benefits
in support of M&A have also been used to reduce capacity. Going forward, initiatives introduced by the MIIT and
the CCA also include closing small-sized NSP production lines in seriously oversupplied regions in particular.

Unfortunately, these measures have so far only managed to slow down the rate at which the problem is

59  China's Urbanization Rate Reached 54.77% at the End of 2014 with More Rural Residents Entering Into Cities, www.gov.cn, Oclober, 2015, viewed 7" January, 2016,
<http:/www.gov.cn/xinwen/201510/23/content_2952207.him>

60 Chen, C. & Tsai, Y, Taiwan Cement Industry: China Steps Up Efforts to Curb Overinvestment, Morgan Stanley Research, 30" September, 2009.

61 Notification of Opinions on the Inhibition of Overcapacity and Redundant Construction in Some Industries and Guide to Sound Development, The State Gouncil, No. 38,
2009, 26" September, 2009, viewed 14™ January, 2016, <htp:/www.gov.cn/zwgk/2009-09/29/content_1430087.htms

62  Guideline to Resolving Severe Overcapacity Problems, The State Council, No. 41, 2013, 6" October, 2013, viewed 14" January, 2016, <http://www.gov.cn/zwgk/2013-
10/15/content_2507 143.htm>
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Overcapacity in China

expanding. While FAl in the industry declined from USD 25.8
billion in 2009, to USD 14.7 billion in 2015, the utilisation rate
dropped three per cent, from 76 down to 73. At the same
time, the scale of total overcapacity rose 400 million tonnes
from a base of 450 million in 2008, to 850 million in 2014.
With demand only projected to grow by minus one to two per
cent from 2016 to 2020, this does not constitute a success
story.

Furthermore, industry sources reveal that there are
loopholes that allow for approvals to be granted locally
instead of through the NDRC by claiming that the new facility will increase environmental improvements. These
loopholes also contribute to a worsening of the overcapacity situation and should be closed at the earliest
opportunity.

“In 2015, China’s cement production accounted for 57 per cent of global output and was nine times
larger than the second largest producer, India.”

Current drivers of overcapacity in China’s cement industry
Based on European Chamber research, overcapacity in the cement industry is mostly driven by:

* Afailure to shut down vertical kiln capacity in a timely manner, thereby creating a capacity ‘lag’;
* |nadequate historical capacity planning with additional permitted capacity exceeding demand projections;

¢ Inadequate enforcement of regulations meant to prevent operation by unpermitted new projects. Projects
like this continue to be built with those that have already been built using loopholes in capacity approval
processes to justify further capacity additions; and

¢ Relatively low capital entry barriers and inadequate enforcement of EHS and product quality standards,
which enable non-compliant operators to enter and supply the market

3.4 Chemicals :
China’s chemical industry is vast, complex and highly segmented. This is reflected in the slightly different
structure of this section.

The development of China's chemical and petrochemical industry underwent massive changes in the years
leading up to the European Chamber’s original 2009 report. While the sector has historically struggled to keep
pace with the rapid development of China’s economy, according to the China Petroleum and Chemical Industry
Association (CPCIA), in 2014 it was the world's leading producer of fertiliser, soda ash, caustic soda, sulfuric
acid, methanol, calcium carbide, as well as other products.*

After a decade of expansicon, the financial crisis hit hard with the CPCIA reporting that during the first 11 months
of 2008, industry profits were down 7.1 per cent year-on-year with 4,556 companies reporting financial losses,
20 per cent more than in 2007. With a large number of investment projects that had been in the pipeline, both

63  Sun, Weishan, Petrochemical Industry Overcapacity Warming Report, CPCIA, 11" April, 2014, 16" January, 2016, <htip:/www.cpdia.org.cn/news/view.asp?id=137144>
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Chairman of China National Building Materials Group Corporation Zhiping Song: How to
Resolve Full Overcapacity in New Normal Status

China Building Materials News
April 27, 2015

(Portions omitted...)

As the Chinese economy enters the new normal status, the cement industry enters the flat
stage period. The slow economic growth under the new normal status directly results in the
decline in investment growth. Basic raw materials industries such as the cement industry are first
affected. China’s total cement production grew by 9.6% in 2013, but only by 1.8% in 2014, the
lowest in 24 years. In the first quarter this year, it dropped by 3.4%. It is expected to grow
slightly for the whole year, down to 1.6%. In 2014, China’s cement capacity exceeded 3.4 billion
MT, with actual production of 2.48 billion MT, resulting in about 30% of excess capacity. So-
called flat stage period refers to the 8 to 10 years following 2014, during which China’s cement
demand will be maintained around 2.5 billion MT, with floating range around 5%.

(Portions omitted...)
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TABLE9
CEMENT SHIPMENTS TOFINAL CUSTOMER, BY DESTINATION AND ORIGIN'?

(Thousand metric tons)

Portland cement Masomy cement
Destination and origin 2012 2013 2012 2013
Destination:

Alabama 1.024 993 77 71
Alaska’ 165 172

Ari7.ona L672 1.852 21 18
Arkansas 787 828 39 43
California, northern 2,571 2,950 34 44
California, southern 4,836 5,117 132 uo
Colorado 1,631 1.806 5 ¢
Connecticut3 507 545 10 11
Delaware” u3 183 4 4
District of Columbia” 237 213 “ “
Florida 3,883 4,748 255 364
Georgia 1,795 1,842 112 22
Hawaii3 282 270 2 2
Idaho 354 405 ) )
Illinois, excluding Chicago 1412 1328 7

[llinois, metropolitan Chicago3 1171 1266 17 17
Indiana 1,668 1517 35 as
lowa 1782 L6 2 )
Kansas 1,389 1.213 5 -
Kentucky 972 995 47 50
Louisiana” 2,053 2,049 46 49
Maine 183 181

Maryland 1.057 1.037 41 38
Messachusett:s3 863 825 10 9
Michigan 1.570 1624 46 46
Minnesota 1462 1402 9 6
Mississippi’ 733 737 32 3z
Missouri 1.453 1,482 15 12
Montana 312 313

Nebraska 1,125 1.208

Nevada 1.035 1.064 6 6
New Hampshire’ 196 185 7 6
New Jersey-1 1.116 1332 37 38
New Mexico 612 589 5 3
New York, eastern 468 494 8 9
New York, western” 729 660 13 12
New York, metropolitan* 1.194 1251 47 49
North Carolina” 1.851 1967 22 M1
North Dakota® 804 972 “
Ohio 2,692 2,834 72 68
Oklahoma 1.629 1557 41 23
Oregon 578 710 @) )
Pennsylvania, eastern 1.397 1487 36 36
Pennsylvania. western 1032 1039 29 29
Rhode Island” 105 105 1

South Carolina 1092 1224 59 64
South Dakota 485 501 (4} (4)
Tennessee 1.370 L272 112 118
Texas, northern 5,489 5.719 82 101
Texas. southern 6.958 7.350 163 176
Utah 1,196 1.044 “4) )
Vf:rmcmlj 110 114 1 1
Virginia 1.614 1.605 73 72
‘Washington 1378 1,500 (4) (4)

See footnotes at end of table.
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TABLE 9--Continued
CEMENT SHil'MENTS TO FINAL CUSTOMER, BY DESTINATION AND ORIGIN'

(Thousand metric tons)

Portland cement Masonry cement
Destination and 0rigin 2012 2013 2012 2013
Destination:---Continued
West Virginia 496 481 13 13
Wisconsin® 1.606 1.536 11 12
Wyoming 315 322 )
76.637 79,709 1,945 2,125
Puerto Rico 861 707 ()
Foreign countries’ 1,367 1,351 2 2
Grandiotal’ 78.866 81.768 1,947 2127
Origin:
United States 72,528 74.760 1,927 2,107
Puerto Rico 782 630 €
Foreign countries® 6.337 6.377 20 20
Total shipments® 78,866 81.768 1,947 2,127
--Zero,

Includes cement produced from imported clinkerand imported cement shipped by domestic producers and imparters. Data include
allrevisions available as of February 27,2015.

2nata are developed from consolidated monthly surveys of shipments by companies and may differ from data in tables 1, 10--12,
and M-15, which are from annual surveys of individual plants and importers. Although unrounded, data are thought to be accurate
to no more than three significant digits.

*Has no cement plants.

"LesSthan Y.z unit,

5The soleplant in Mississippi was closed in 2012 and had no production in either year,

'May not add to totals shown because of independent rounding.

Includes shipments to U.S. possessions and territories.

8Imported cement sold to final customers inthe United States as reported by domestic producers and other importers. Data do not
match the imports in tables 1720.

TABLE 10
SHil'MENTS OF PORILAND CEMENT IN TIIE UNITED STATES, BY TYPE OF CARRIER'?

(Thousand metric tons)

Plant to terminal Plant to customer Terminal 10 customer Total to
Typeofcarrier Inbulk Jn bags? Jn bulk Jn bags’ Jnbulk Jn bags® customers*
2012:
Railroad 12,100 3 1.060 107 6 1,170
Truck 3.540 170 39,200 811 34.600 432 75,000
Barge and boat 9.020 185 2 187
24.600 173 40,400 811 34,700 437 76,400s
2013:
Railroad 11,500 42 1,440 249 6 1,700
Truck 3.680 151 41,500 858 34,900 351 77.600
Barge and boat 7.910 159 L7 17 193
Total’ 23,100 03 43,100 875 35,200 357 79.500 s
-Zero.

"Includes imported cement and cement made from imported clinker, Excludes Puerto Rico.

*Data are rounded to no morethan three sgnificant digits.

Includes packages. bags, and supersacks.

4May not add tototals shownbecause of independent rounding.

SShipmenls are based on an annual survey of plants and importers; may differ from totals in table 9. which are based on
consolidated monthly data.

CEMENT-2013 [ADVANCE RELEASE] 16.17



EXHIBIT A-4



Demand Overdraft Caused Losses in Nearly Half of the Cement Enterprises
Source: Economic Information Daily

December 15, 2015

In 2015, the cement industry falls into the same predicament as the iron and steel industry:
the profit declines sharply, and some enterprises have started a big contest to “see who can afford
to lose” and “see who can hold on.” Several years ago, when the iron and steel industry entered
the full loss stage, the cement industry was still enjoying the market bonus. But now, all of a
sudden, the industry has faced a series of problems such as random price reduction, malicious
competition, nearly half of the industry in loss, and emerging financial risks.

The cement industry is viewed as “adding frost by itself to the external snow.” Its actual
capacity utilization rate has dropped to 65%. It is imaginable how urgent it is to resolve the
capacity. Regarding this issue, industry insiders point out that, previous high-speed development
has overdrawn the demand for cement, and thus, closing obsolete cement capacity and promoting
mergers and restructures will be the main orientation for resolving the capacity in the future. It is
estimated that at least 500 million MT of low-grade capacity will be eliminated.

Overdraft, Busy Season Ends Early

As approaching the end of the year, Mr. Zhang becomes unhappy. The cement plant
where he is working has to stop operation after started the operation for just about a month, and
this time, the plant has to stop operation for two months.

According to Mr. Zhang, their plant has just received the notice. Except the clinker
production lines undertaking special tasks such as supplying heat for residential use and assisting
in disposing city residential garbage and hazard wastes, all other cement clinker producers
should stop operation for January 1 to February 29, 2016.

“We did not expect this year’s busy season had only lasted for about a month.” With a
sigh, Mr. Zhang said to himself. The plant has stopped operation at the time when it should be
busy.

What Mr. Zhang’s enterprise has suffered is merely a miniature of the whole cement
industry, and its cause is the advanced overdraft of cement demand due to China’s rapid
economic development in recent years. “For the previous 4 trillion RMB investment, all
localities nationwide strived for new projects, from infrastructure to real estate, from railway
investment to airport construction, and the market’s demand for cement had a significant leap in
quantity. But investment and demand are not endless. Such speeding development has resulted in
the advanced overdraft of demand for nearly 10 years.” Said industry insiders.

For the cement industry which used to have over half year of busy season, this busy
season is really too short to adapt to. The National Bureau of Statistics’ latest data show that,



after a slight recovery for two consecutive months, the cement production in November dropped
again significantly. The accumulative production for January to November was 2.147 billion MT,
5.1% down over the same period last year. In particular, the cement production in November was
205 million MT, 6.6% down over the same period last year, and the decline rate was 3.08% up
over October. The busy season ended early.

It is worth mentioning that, the latest data of above-scale industry added value published
by the National Bureau of Statistics in November show that, among the ten industrial products
published, only cement declined over the same period last year. In particular, steel was 93.96
million MT, 2.0% up over the same period last year; ten non-ferrous metals were 4.44 million
MT, 1.4% up; ethylene was 1.46 million MT, 1.5% up; automobiles were 2.551 million vehicles,
16.0% up; cars were 1.195 million vehicles, 8.4% up; electricity generation was 466 billion KWh,
0.1% up; crude oil processing volume was 43.92 million MT, 3.3% up; while the cement was
204.94 million MT, 6.6% down over the same period last year.

Cold Winter, Many Enterprises in Losses

The cement industry’s overcapacity has resulted in many enterprises in crucial moment
for survival. According to some industry insiders, some cement enterprises in Sichuan and
Chongging that they visited recently lose 15 to 35 RMB/MT when selling cement. For example,
an enterprise with a capacity of 2 million RMB loses as much as 30 to 70 million RMB in a year.

On November 12, Shanshui Cement’s 2 billion RMB extra-short-term financing bond
failed to pay the principal and interests at maturity, which was the first material default in public
extra-short-term financing bond offerings. Guosen Securities’ latest research report points out
that, the cement industry’ loss increases, and the evaluation risk increases.

According to Xiangzhong Kong, the Executive Vice President and Secretary General of
China Cement Association, the cement price has kept dropping this year, and the national
average ex-factory price of general cement in the first three quarters has dropped 10% per MT
over the same period last year. In September, the national average monthly ex-factory price of
general cement reached a record low level since the financial crisis in 2008.

Data show that, in the first five months, the Chinese cement industry only realized 9.3
billion RMB of profit in total, a significant decline of 64% over the same period last year. The
sales profit margin was only 2.8%. Compared to the past, now has reached the lowest level since
2007.

“Now, the number of loss-making enterprises has reached 1339 (including powder
grinding mills), accounting for 40% of total enterprises.” Xiangzhong Kong says, cement
enterprises lost as much as 17 billion RMB in the first three quarters, and more seriously, among
the remaining thin-profit-making enterprises, many are actually suffering invisible losses.

According to Longde Qiao, the Chairman of China Building Materials Association, now,
some cement producers are selling products at below-cost prices, and are even competing for



“who can afford to lose.” He points out that, as of the end of July 2015, the cement production
nationwide dropped 5%, sales income dropped 9.63%, and profit dropped 63.84%. The three
numbers do not match with each other. The production reduction does not match with sales
income decline, and the sales income decline is seriously out of line with the profit decline.

Now, almost all the cement enterprises are in losses, says honestly a responsible person
from a cement enterprise. Now, selling a bag loses tens of RMB, but the capacity is there, the
machine depreciation is there, and piles of inventories also account for cost, so there is no other
choice but to sell one bag after another.

“The main cause is the serious decline of cement price.” Longde Qiao says, although the
total production of the cement industry has reached its peak now, its product is irreplaceable, so
the problem can be resolved by reducing production, raising quality, and increasing price.

It is noteworthy that, because the cement industry’s investment is big, while capacity
increase is being restricted, some localities are still providing so-called “preferential policies” to
investors when seeking investment , and illegally and arbitrarily approving new capacity and
capacity expansion projects. Some localities actively assist enterprises to issue preapprovals and
obtain approvals, and even allow enterprises to start construction before or while obtaining
approvals. Some localities continue adding new cement production lines after mergers and
restructures, which result in the efforts for industrial mergers and restructures fruitless and more
excess capacities.

Solution, 500 Million MT Capacity to Be Eliminated

The cement industry is seriously over-capacitated. The root cause is that enterprises rely
too much on expanding capacity to achieve development.

“There will be 500 million MT capacity to be eliminated.” Longde Qiao says, obsolete
capacities that do not qualify for energy consumption, environmental protection, and quality
standards will continue to be eliminated. For example, the industry will study and urge to fully
cancel the 32.5 cement standard. After the 32.5 standard is canceled, low-grade capacities will
continue to be eliminated.

Xiangzhong Kong also says that, the Association will revise the standard, accelerating to
promote the use of high-performance concrete, encouraging to produce and use high-grade
cement, promoting energy saving in construction, raising building’s use life, strengthening
scientific and technological R&D, researching and developing new cement types, improving
product performance, and exploring new application fields.

Regarding enterprises’ mergers and restructures, Xiangzhong Kong says that, enterprises
are still encouraged and guided to eliminate obsolete capacities via mergers and restructures,
increase cement enterprises’ concentration, and meanwhile, firmly prevent blind capacity
expansion by mergers and restructures.



Longde Qiao points out that, the existing merger and restructure ways should be
improved, changing the one-to-one negotiation, and gradually formatting guidance directory
guidelines. For example, entire acquisition can be changed to cross-shareholding. Using mixed
ownership, enterprises in the same region may try to organize new companies based on capital
and run operation on consolidated basis.

Actually, leading enterprises in the cement industry have already strengthened acquisition
relying on advantages such as consolidated operation and cost control. On June 13, China
Resources Cement signed a cooperation agreement with Kungang Cement, subscribing 660
million RMB of Kungang Cement’s shares, which increased its shareholding to 50%, and
actually controlled the cement enterprise with the biggest market share in Yunnan market. After
that, Conch Cement announced to acquire Jiangxi Shengta Industries to establish Ganzhou
Conch, with a capital contribution of 220 million RMB, accounting for 55% of the shares therein.
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Vietnam's cement consumption up in fl.rst haH of
2015

Written by Global Cement |11 aff’
M July 201S

Vidmlm: Ammting 1oVi.emam Nm Apncy Bulll!tin, domestic cemmrt c:ommnption andexports
bolhimproved.inthefinthalfof 20 15despite im:mued competitivepressure fromm:ighboming
counlril!&.

SbdialicaframdmllUllatrw:tiunmDlIstiy ahowcd dmtinthe :6ntbalfof 20 15, Vi.emam(il cqnent
c:ommnption gn:w by 60o year-on-)'Clil'to 34.2Mt, m=ting47 % of the whole year'stirget. Of this,
domeatic CODSIIIDplion was S%higha 1Thanm 2014 at25.9Mt. Viemmn exported 8. OMtof cmient,
rep Sillltingan 8%year-on-year incrcue.Jn June 201S,mnmt c:ommnptim was catimatnl at
HIMt, 12% higber dmn in 20 ¥,imJuding 463Mt in ThccJmn...,ijc 11!lkc:t mid 1.OSMt furc:xporb.
The minillh:y saidtlJat cement llll.d clinb:r exports inthe :6nthalfof 2015:lia:cd diflicult conditions
in iosp11maibCs, esp11Cially Bmgladeh.

Nguyen Quang Cung, c:hainll8n of die V11!1Dam CmnentAsBOc:iation, said dmt tllln waa no c:oncem
about 1hecwient comumptionin 1he2015-2016pmiod thanks to a risingcJmn...,ijc: demand. In

2015, domestic cemmrtChnmmption ist | fIMne""" to Dicn!Ble by SMt. Cung said dmt aimmrt
(hnSlemplion in tbdomes1il: Dilllbrtburism thanks to improvement in Thereal estate JJINUDbt,
wbilanual infi:astnK:tures havebeen actively clneloped. The miniatryhas c:ah: Watad thatramiimt
GhnSlemplion in 2015 willgrow by 1.5-2% to 72 -74Mt Of lhis, loc:al c:ommnplion willbe S3-
Mt,while 19-20Mt willbeexported.

Jn 20I1SVi..CUND willhavetwomiw projec:ts,imjluding 1he 600000t/yr C8plICily SODg Lam 2 aiment
plant andtb 36Mt/yr capacity Cong Thanhomisrt plant. Thiswill bring die c:ounlry'stotal C""llene
prodnrtinn Jim& to 76,with 8LEMt/yr of deeigned c:apacity.

omitmtproductionin 2016is IEq!C!Cb:d tomelll domesil: CODSIIDIplilm cbwnend.o plus 15-6Mt of
expmts,inadditiontoanismve of 10- 15%to stabilisethomm:ket, pocially indie 11CJ111fum
r:ogion. Cung llllidthatthere willnotbe any mw ramimtprojectsin2016,altboupaDIDIberof
mgorprgects wouldbe cmilld outdming die 2017 -2018period.

Lastmodifi!.!don 75July2015

hilptferw. globelcament com/rewattamS858-visinam-s-ceam ank-carsum pl on-up- n-1 ret- hel-of- 20 H7im pl=companantdprini=1 111
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Cementinduilry cyeaexporta

"Yet'NamNeJ Bridge- VietNtmi's cementproduction hos met domatic delfUILUI sin«2010bul liar
ftliUXl.Ueditiilice 2012 becm e f dedim11gconntmplial 1 resulting.from eco'IWlltic reauiol t.

JInthis diffic:ult llituation, npom 11n1believed tobo 1ha solution that will enable cememiproduc«& to
nduce lhairinvtmtories Nguyen Quang Cung,pmlidmt of the Viet Nam Cement Assodation, spoke
toVi NC!WS Apm;y about meuum 1 to boost c:mnent tIXJKIIbi.

With cemeetnppl) nettdlng domadedemand, many companiel opttonport. Whatare
J1Turopilllou?

A C1JU111Iymu.st boost exports of 11l kinds of pmducts 8Dd Hrvic:1111 to gainadvantagN oft'tnd by
foreign c:wrency eamingB fori1ll developmmrt.

Regarding the cmncmt industry,some an1 of tha opinion that expmting isjuat aband-aid solution.
Howevsinmy opincm, c:1 1nent expurts, indeM, helpto bringlongtmn benefits to both pmduccn
md worbm.

Vi.en Nam bas advantages ITl cemmt production and nparts thanks to a:nindant mw matmiab,with

mountaim that mab vpthree-fourths oftho c:oumry'stotalandlong c:outlinl911 withports
systems, which are convenient for axpurbl.

Loc:a1cemeatcompaniesalsoin.vstITl advzuu:ed productian Jm.1111and. tel Imology,turning ViNam
into oneoftho 1""ding c:anent pmducers in then,gion.

Cemllltexports willbo agood chniCX'l :limnnow 1il1202S ofeven 2030.
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Are cement export prices competitive in comparison with that of other countries in the region?
Do you think there is unhealthy competition among domestic producers?

Currently, many countries in Asia have been exporting huge volumes of cement for a good number of
years. Among them, Thailand and Japan have been exporting cement for decades.

The competition in cement exports is not only in market shares but also in pricing. Many of Viet
Nam's exports are priced lower than that of other countries, such as rice, which is lower than that of
Thailand.

Current cement export prices fluctuate around US$50-55 per tonne, and are lower than that of several
countries in the region but not much, at below 10 per cent.

To boost exports, product quality must be enhanced along with brand name building among
customers, and these processes require time, effort and a long-term strategy.

In addition, unhealthy competition is a factor that hampers exports. In order to raise export prices, co-
ordination among the Ministries of Construction and Industry and Trade, Association of Building
Materials and other concerned authorities are essential to harmonise the benefits of domestic
producers and exporters and prevent unhealthy price competition.

What long-term measures should be carried out to ensure the efficiency of cement exports?

Development planning for the cement industry, which has been amended several times, stresses the
goal of meeting both domestic and export market demand. However, the cement industry currently
lacks a long-term export strategy.

This export strategy is very essential in clearly defining which products from which plants should be
exported, and which products from which plants should serve domestic demand.

For example, plants located near ports with good raw material sources, large capacity and high-
technology equipment should prioritise exporting, to benefit from well-know brands and low
production costs.

Itwill be unreasonable to export products of plants which are far from ports, as the transportation
cost alone is already high.

In fact, many cement companies in Viet Nam currently focus on domestic demand while exports are
still reliant on importing markets. Gaining export market share is also a problem for the cement
industry.

Therefore, a long-term cement export strategy which is appropriate to reality is indispensable.

VNSIVNN
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Taiwan Cement revenue set to climb : k égméﬁ‘éﬁ?ﬁ’é
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By Camaron Kao / Staff reporter ‘fl s 150 K"SBSOK
V. 1 i el

Taiwan Cement Corp (£ & 7KiE),
the No. 1 cement maker in Taiwan, PREVIEW PLANS

AMND PRICES
The University of Texas at Austin said yeslterday that its revenue
should rise by 7 percent to 13 Most Popular

T percent in the second half of this —
exas year from NT$58.59 billion el from BIiFOLLG 0 RaKEE
Executive (US$1.96 billion) in the first half as Mpet femd || Mot e-glied

TV host of ‘Taiwan Taste' dies in suspected

Alternating Weekends in Austin

sales increase in its traditional peak

Info Session season in the fourth quarter. S
in Austin 2 | Cold weather brings snow to nation
SIGN UP » : The company expects its revenue 3 UK petition calls for Taiwan to be called a
this quarter to be between country
NT$28.67 billion it reported in the
Expa nd Your Network firs:squarter and NT$F1;1 87 billion 4 Chinese soldiers linked to US military hacking
last quarter, while its revenue in 5 | Cold weather sparks wamings
the fourth quarter would be as high as the NT$34.21 billion it registered a year earlier, the
company said.
.
SEASONAL DEMAND NO’W open Be"a‘ﬁ

Cement prices and shipments tend to rise starting the end of the third quarter through the Pe rsona"zed Te\st

fourth quarter as most infrastructure construction projects are conducted in the period,

company senior vice president Edward Huang (% {i5%) said in an investors’ conference Prep & Tu‘tormg

yesterday.
ContactUsfora 1

'

The company’s shipments of four production lines in Guangdong Province, China, increased ; e
to 30,000 tonnes a day in the past 15 days this month from an average of 25,000 tonnes a FREE CUNSULTAHON' ik

day to 26,000 tonnes a day, Huang said. - -

Cz education
Huang said the company plans to raise the prices of its cement in the province this week or b
next week by between 20 yuan and 30 yuan (US$3.3 to US$4.9) per tonne from the current

310 yuan.
PRICE HIKE

The company also plans to raise prices in Jiangsu Province, China, by between 20 yuan and
30 yuan per tonne from current 260 yuan at the end of this month, when the Youth Olympic
Games end.

The company’s Guangdong capacity is about 17 million tonnes a year, compared with 4.75
million tonnes in Jiangsu.

Total capacity in China is 55.2 million tonnes a year, while Taiwan Cement has capacity of
10.6 million tonnes a year in its home market.

http:/Awww.taipeitimes.com/News/biz/archives/2014/08/19/2003597719 1/2



1/26/2016 Taiwan Cement revenue set to climb - Taipei Times

Meanwhile, the company plans to cut its production in Taiwan to 7 million tonnes this year
from 8.4 million tonnes last year to satisfy a government policy to reduce cement exports to
30 percent of a company’s local production.

Last quarter, the company reported profit of NT$3.2 billion, or NT$0.86 per share, up 74.4
percent from NT$1.83 billion, or NT$0.5 per share the previous quarter and 23.5 percent
from NT$2.59 billion, or NT$0.7 per share, the previous year, according to a company filing

to the Taiwan Stock Exchange.
BLRRAEPE—EHREMRIA

A=
The first quarter of a year is a slow season for the industry because of fewer working days,

which caused the quarter-on-quarter increase last quarter, Huang said, adding that the year- r Taipei Times

SLOW SEASON

on-year growth was because of lower prices of coal, a raw material to make cement. AR A 17/
Chinese coal cheaper A clash of cultures
Full story: http://is.gd/LnIhzw
Coal prices in China dropped to below 450 yuan per tonne recently from 550 yuan per tonne A recent court case raises concerns
a year ago as the economy in China declined, Huang said. over the disregard shown towards the
traditions and customs of Taiwan’s
Because of lower cement prices, gross margin at Taiwan Cement rose to 20.49 percent in Aboriginal hunters

the first half of this year from 16.57 percent the previous year, Huang said.

Huang said the company's profit this year would be higher than NT$10.03 billion on the back
of lower coal prices.

This story has been viewed 1043 times.
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2/23/2016 Exports increasing while intemal demand drops, Japan | CemWeek - The Cement Knowledge Platform

22/01/2016

IExports increasing while internal demand drops, Japan

Japanese companies are turning to the Asia-Pacific market

(CW Grour) Japanese cement companies are exporting more while domestic demand
falls, reports Nikkei.

Exports in the fiscal year 2015-2016 are expected to reach 10 million tons of
cement, 6 percent higher than in the previous year. Yen’s depreciation has brought
new opportunities to Japanese cement manufactures. Singapore is the main buyer
of Japanese cement: during April-November 2015 the country bought 2.37 million
tons. Australia remains the second biggest imported, but new markets are
appearing like Kenya and Philippines.

Meanwhile, in the domestic market, demand is now predicted to be around 45-46
million tons, after earlier predictions pointed to 46 million tons. Lack of investment
in public works projects is the main responsible for this expectations’ decrease.
Another problem is Chinese competitors, which are likely to try to increase their
exports given the current oversupply in the internal market.

Copyright CW Group. All rights reserved. Unauthorized distribution expressly
prohibited.

japanese demand exports main domestic new internal lack
predicted predictions pointed philippines like imported
markets appearing investment kenya expectations try

hitp:/www.cemweek.com/news/markets-a-competition/31613-exports-increasing-while-internal-demand-drops-japan?tmpl=component&print=1&layout=defa...
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29/12/2015

IChina’s cement sector in a dilemma over rising inventory

In order to resolve inventory, cement companies are to seek opportunities

(CW GROUP) with a possible chance of at least 500 million tons of low-grade cement production lined
up in the market, Chinese companies are in a dilemma over its takers, reports Schu.

It is evident that in the recent months, the country witnessed an insufficient
investment in fixed assets. In addition, a subdued growth in the real estate
industry too has taken a ripple effect on the overall cement demand.

As of November, China's urban fixed-asset investment CNY 49.7 trillion, with the
growth rate of 10.2 percent, the domestic real estate investment totaled CNY
8.8 trillion, the growth rate of mere 1.3 percent; new projects with a total
planned investment of CNY 37.4 trillion, with the growth rate of 4.7%;
construction project plans a total investment of CNY 98 trillion, with the growth
rate of 5.6 percent; growth level compared with the same period a marked
decline in 2014.

Meanwhile, due to international and domestic capital market downturn, cement
prices fell again, profits significantly reduced.

According to statistics, from January to October, the cement industry’s profit fell
by 64 percent to CNY 22.3 billion. According to official data, it is estimated that
the cement companies are expecting an annual profit per ton of cement in equal
shares to about CNY 10 / ton. However, the real profits may be lower, at about
CNY 7 to 8 / ton.

Copyright CW Group. All rights reserved. Unauthorized distribution expressly
prohibited.

cny growth investment rate percent real ton profits
industry  profit estate total dilemma inventory domestic
fell chinafixed planned marked
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Cement Weekly Review (151128): Cement Demand’s Average Annual Growth Rate Will
Be Around -3% During “13™ Five Year” Period

Geography Cement
November 28, 2015

(Portions omitted...)

The state has set the GDP development target for the “13™ Five Year” period as 6.5%.
Based on various factors, the average annual growth rate for cement demand can be roughly
estimated as -5% - 0%, with median of -3%. This means that, Chinese cement demand will drop
to approximately 1.8 — 2.0 billion MT at the end of the 13" Five Year” period. The 2.476 billion
MT cement production in 2014 should be the turning point for Chinese cement demand. The
demand for the future years may fluctuate, but will hardly exceed the 2014 level.

(Portions omitted...)
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EXHIBIT A-11



Cement Industry “12" Five Year” Development Plan

Source: Ministry of Industry and Information Technology of the People’s Republic of China

(Portions omitted...)

I1I. Guidelines, General Principles, and Major Targets
(Portions omitted...)

(TIT) Major targets

By 2015, the industrial added value of above-scale enterprises should have an annual
growth rate over 10%, backward cement capacities should be eliminated, major pollutant
emission should reach the standard, coordinated disposal should achieve apparent progress, total
waste comprehensive utilization volume should grow by 20%, percentage of the consumption of
42.5 grade and above products should exceed 50%, and concentration rate of top ten enterprises
should exceed 35%.

(Portions omitted...)

IV. Development Priorities
(Portions omitted...)

(IT) Adjust and optimize structure
1. Extend industrial chain

Support advantaged enterprises to focus on raising competitiveness, optimize the
allocation of factors such as technology, brand, management, resource, and market, endeavor to
strengthen the main business led by cement clinker, accelerate expanding the aggregate market,
give priority to the development of cement based materials and products, coordinate and develop
the producer service industry such as R&D and design, engineering service, commercial
warehousing and logistics, extend industrial chain, and make relevant industries bigger.

(Portions omitted...)
2. Raise industrial concentration

Support advantaged enterprises to carry out joint restructure crossing region, crossing
industry, and crossing ownership, and endeavor to integrate small and medium-sized cement
enterprises and cement grinding stations, to raise industrial concentration. Cultivate several
highly internationalized large-scale enterprise with business covering R&D, design, production,
equipment manufacturing, engineering service, logistics, trade, and efc. By the end of 2015,
strive to reduce the number of cement enterprise by 1/3 from 2010.

(Portions omitted...)

IV. Safeguard Measures



(I) Strengthen planning and guidance

Responsible departments for industry at all regions should comply with the function
designation of the region, enhance the coordination with adjacent regions and relevant plans, in
accordance with the requirements of this Plan, formulate and adjust the cement industry
development plan of the region, and submit to the state department responsible for industry for
record filing.

(Portions omitted...)
(IV) Increase policy support

Study and formulate support policies with respect to layout, access, land, fiscal and
taxation, credit loan, and efc. for co-disposal projects. Increase policy support for joint
restructure, backward capacity elimination, energy saving and emission reduction,
comprehensive utilization, “Go Abroad” strategy, and etc.

(Portions omitted...)
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EXHIBIT A-12



Shandong Province Cement Industry Transformation and Upgrade Implementation Plan
Source: General Office of the People’s Government of Shandong Province

April 10, 2015

Shandong Province Cement Industry Transformation and Upgrade Implementation Plan
Shandong Province Building Materials Industry Association

March 2015

The cement industry is an important fundamental raw materials industry for the national
economy. To raise the competition advantages of the cement industry of the province, the Plan is
hereby formulated.

(Portions omitted...)
IV. Development Goals

(T) Overall goals. Control the total capacity, optimize industry structure, strengthen
energy saving and emission reduction, comprehensive utilization, technology improvement, and
integration of industrialization and informationization, follow a safe, environmentally-friendly,
energy-saving, and highly efficient sustainable development, promote the cement industry to
transform into a new green industry, and further raise development quality and profitability.

(Portions omitted...)
V. Key Tasks and Implementation Ways

(1) Extend industrial chain. Guide cement enterprises to extend towards ready-mixed
concrete, ready-mixed mortar, concrete building components, engineering preform, prestressed
concrete pipe, and efc. (Portions omitted...)

(II) Promote the use of high-performance concrete and special cement. (Portions
omitted...)

(I1I) Promote M&A and restructure.

(IV) Realize green development. (Portions omitted...)

(V) Promote technology innovation. (Portions omitted...)

(VI) Promote the integration of industry and information technology. (Portions omitted...)
V1. Safeguard Measures

(Portions omitted...)



(IIT) Strengthen policy coordination. Relevant departments of the provincial government
should study and issue supporting policies for cement kilns’ co-disposal of wastes, and establish
a matching system and form a long-term mechanism.

(Portions omitted...)

(V) ) Improve enterprises’ financing environment. Financial institutions should avoid
“one size fits all,” and include the cement enterprises that have market and potential into the
financial support scope. Governments at all levels and all departments should actively coordinate
financial institutions, regulate banks’ floating interest rates, lower the financing threshold for
enterprises, and earnestly implement the state’s financing policy in supporting the development
of real economy.

(Portions omitted...)
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EXHIBIT A-13



Opinions of the General Office of the People’s Government of Hubei Province on
Supporting Sound and Fast Development of the Cement Industry of the Province

E Zheng Ban Fa (2011) No. 32

People’s governments of all cities, prefectures, and counties, and all departments of the
Provincial Government,

In order to earnestly promote the province’s cement industry to change development
pattern, accelerate the structure adjustment, optimization, and upgrade, raise industry
concentration, support backbone cement enterprises to become bigger and stronger, and promote
a sound and fast development of the province’s cement industry, following opinions are hereby
set forth.

(Portions omitted...)

I. Adequately understand the significance of accelerating cultivating backbone cement
enterprises of the province to develop and expand

The cement industry is an important fundamental raw materials industry of the province.
(Portions omitted...) In recent years, although backbone cement enterprises of the province have
maintained sound development trend, there are still big gaps with large-scale domestic cement
groups. To promote the province’s cement industry to change development pattern, accelerate
structure adjustment, promote industry optimization and upgrade, and have a continuous and
healthy development for the province’s cement industry, it is very important to accelerate
cultivating backbone enterprise of the industry, and exert their leading, model, and driving
functions. All localities and all relevant departments should strengthen guidance, actively
support, and employ strong measures, to support backbone cement enterprises to become bigger
and stronger.

II. Increase policy support to the cement industry
(Portions omitted...)

(VI) ) Increase fiscal and taxation support. Fiscal and taxation departments of the
provincial government should provide preferential treatment within the scope of state policies,
for the transaction taxes and fees involved in the course of joint restructure of advantaged
enterprises, and relevant taxes and fees including deed tax, business tax, and land appreciation
tax involved in transferring land and property certificates of the acquired or restructured
enterprise.

(VII) Increase financing support. People’s governments of relevant cities and prefectures
and the Provincial State-owned Assets Supervision and Administration Commission should
actively assist backbone cement enterprises to open up financing channels, and raise financing
capacity. Departments such as the Provincial Development and Reform Commission and Hubei



Securities Regulatory Bureau should provide relevant policy consultation in the course of
backbone cement enterprises’ acquisition and restructure and refinancing using capital market
(e.g., private placement, share allotment, and corporate bond issuance), and actively support
backbone cement enterprises to raise the proportion of direct financing, raise development fund,
optimize capital structure, and strengthen development ability.

III. Strengthen the organization, coordination, and service for the development of the
cement industry

(I) Strengthen the planning and guidance for the cement industry of the province.
Strengthen the study on the development strategy of the province’s cement industry,
scientifically formulate the development plan for the province’s cement industry, include the
backbone cement enterprises’ development plan into the key “12" Five Year” development plans
of the building materials industry of the province, guide the province’s cement industry to
accelerate structure adjustment and change development pattern via plans, and support backbone
cement producers to develop and expand.

(Portions omitted...)

April 3, 2011
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I Problems for China's strategy in the cement sector

Companies consolidation faces local opposition

(CW GRoup) Disagreements between central and local powers in China have
emerged over cement companies consolidation, reports South China Morning
Post.

The central Chinese government is currently trying to tackle the problem of
fragmentation and over-capacity, but local interests are making the task harder.
In Henan, the Tianrui Group (the seventh-largest cement maker in the market)
is trying to gain control of China Shanshui Cement Group, but its facing stark
opposition from the former bosses, supposedly backed-up by the local
government.

During December, denounces were made about groups of thugs entering the
local company’s headquarters, assaulting employees and destroying materials.
Few days later, a subsidiary of the company, Shandong Shanshui, protested
against illegal seizing of its factory.

The root of the conflict can be traced back to April, when Tianrui Group suddenly
raised its stake in Shanshui to 28.2 per cent and became its largest shareholder
by snapping up its shares in the open market. The hostile bid by Tianrui
triggered a conflict with Shanshui founder Zhang Caikui. Subsequently, Tianrui
called for shareholders meeting where it forced the removal of the entire
administration board, including Zhang. Also involved, is the Taiwan-based Asia
Cement with a 20.9 percent share, which boycotted the last meeting.

Copyright CW Group. All rights reserved. Unauthorized distribution expressly
prohibited.

shanshui  tianrui china conflict government trying meeting
central zhang consolidation largest opposition snapping
shareholder bid shares open hostile suddenly factory
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2. Summary of Accounting Dataand Financial Indicators

(1) FINANCIAL SUMMARY PREPARED IN ACCORDANCE WITH THE INTERNATIONAL
FINANCIAL REPORTING STANDARDS (“IFRSs”) FOR THE YEAR ENDED 31

DECEMBER
(Unit: RMB'000)

Items 2014 2013 2012 2011 2010
Revenue 60,758,501 55,261,677 45,766,203 48,653,809 34,508,282
Net profit atiributable to

equity shareholders ofthe

Company (Restated) 10,980,917 9,389,298 6,331,103 11,586,382 6,159,643
Total assets (Restated) 102,253,097 93,094,480 87,523,523 84,003,416 60,407,154
Total liabilities 33,026,013 34,692,721 36,720,402 37,554,590 25,157,974

Note: Under the Annual Improvements to IFRSs (2010) promulgated by the International Accounting Standards Board
(“IASB™), the Group recognized in the financial report prepared in accordance with IFRSs the land valuation surplus
from restructure during listing process since 2011, and restated the comparative figures of the "Net profit attributable
to equity shareholders of the Company” and “Total assets” in 2010 prepared in accordance with IFRSs as slated in the
above table.

Summary of Accounting Data and Financial Indicators
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Notes to the financial statements (continued)

(Expressedin Renminbi Yuanuniess otherwise indicated)

5

turnoVer and SeGment reportinG (continued)
(b) Segment reporting (continued)
(ii) Geographic information

The following table sets out information about the geographical location of (i)
the Group’s revenue from external customers and (ii) the Group’s fixed assets,
intangible assets, goodwill, interests in associates and joint ventures, loans
and receivables (“specified non-current assets”). The geographical location
of customers is based on the location at which the services were provided or
the goods delivered. The geographical location of the specified non-current
assets is based on the physical locations of the assets or the locations of the

operations.
revenue from Specified
external customers non-current assets
2014 2013 2014 2013
rmB’000 RMB’000 rmB’000 RMB’000
The PRC 59,265,433 53,810,965 71,325,209 64,760,662
Others 1,493,068 1,450,712 1,438,525 770,927

60,758,501 55,261,677 72,763,734 65,531,589

other reVenue and net income

2014 2013
rmB’000 RMB'000

other revenue
Interest income 419,999 191,946
Subsidy income 1,018,565 882,125
Dividend income from listed securities 29,492 22,848

1,468,056 1,096,919

Anhui Conch Cement Company Limited 159



11. FINANCIAL STATEMENTS PREPARED IN ACCORDANCE
WITH INTERNATIONAL FINANCIAL REPORTING STANDARDS

Notes to the financial statements (continued)

(Expressedin Renminbi Yuan unless otherwise indicated)

6 other reVenue and net income (continued)

Subsidy income comprises refunds of value-added tax in connection with sales of
certain cement products and government grants received.

2014 2013
Note rmB’000 RMB’000
other net income
Net loss on disposal of fixed assets and
lease prepayment (4,022) (635)
Net realised and unrealised gains on
trading securities 8,083 5,619
Net realised and unrealised gains on
derivative financial instruments 21,806 2,556
Net exchange (loss)/gain (87,991) 6,472
Negative goodwill 4 13,090 =
Others 31,697 7,097
(17,337) 21,109
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Notes to the financial statements (continued)

(Expressedin Renminbi Yuanuniless otherwiseindicated)

8 income tax in the conSolidated income Statement

(a) taxation in the consolidated income statement represents:

2014 2013
rmB’000 RMB’000
current tax-prc corporate income tax
Provision for the year 3,424,448 2,895,665
(Over)/under-provision in respect of prior years (9,567) 14,527
3,414,881 2,910,192
deferred tax
Origination and reversal of temporary
differences (54,698) (60,027)
3,360,183 2,850,165

No provision for Hong Kong Profits Tax is made for 2013 and 2014 as the Group
did not earn any income which is subject to Hong Kong Profits Tax.

Individual companies within the Group are generally subject to Corporate Income
Tax at 25% (2013: 25%) on taxable income determined according to the relevant
income tax rules and regulations of the PRC, except for:

Beiliu Conch Cement Co., Ltd. (“Beiliu Conch”) 15%
b7 B Rk e R |AE L R (Note (i)

Xingye Kuiyang Conch Cement Co., Ltd. (“Kuiyang Conch”) 15%
F 3SR B IROKE B R M AL | (Note (i)

Fusui Xinning Conch Cement Co., Ltd. (“Xinning Conch”) 15%
BB ERRORBREETL T (Note (i)

Xing’an Conch Cement Co., Ltd. (“Xing'an Conch”) 15%
HEZEIRKERREELF (Note (i)

Pingliang Conch Cement Co., Lid. (“Pingliang Conch”) 15%
FIRiBIRKER R EMEL 7 (Note (i)

Dazhou Conch Cement Co., Ltd. (“Dazhou Conch”) 15%

M RO A R B T (Note (i)

Anhui Conch Cement Company Limited 163
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11. FINANCIALSTATEMENTS PREPARED IN ACCORDANCE
WITH INTERNATIONAL FINANCIAL REPORTING STANDARDS

Notes to the financial statements (continued)

(Expressedin Renminbi Yuan uniess otherwise indicated)

8 income tax in the conSolidated income Statement (continued)

(a) taxation in the consolidated income statement represents: (continued)

Guangyuan Conch Cement Co., Ltd. (“Guangyuan Conch”) 15%
IR R B IR EEL R (Note (i)

Chongging Conch Cement Co., Ltd. (“Chongging Conch”) 15%
EEBRICOEEREEL T (Note (i)

Liquan Conch Cement Co., Ltd. (“Liquan Conch”) 15%
i@ RBRKE A REEL T (Note (i)

Guiyang Conch Panjiang Cement Co., Lid. (“Guiyang Conch?) 15%
R BRAETKER REEL A (Note (i)

Guiding Conch Panjiang Cement Co., Ltd. (“Guiding Conch”) 15%
BEBRETKETREELT (Note (i)

Zunyi Conch Panjiang Cement Co., Ltd. (“Zunyi Conch”) 15%
BB KRR REELF (Note (i)

Qianyang Conch Cement Co., Ltd. (“Qianyang Conch”) 15%
T B iRk e PR EE4 7] (Note (i)

Baoji Zhongxi Fenghuangshan Cement Co., Ltd. (“Fenghuangshan®) 15%
BERERERELKIEARL R (Note (i)

Baoji Zhongxi Jinlinghe Cement Co., Ltd. (“Jinlinghe”) 15%
HEHRESBETKERRA A (Note (i)

Guangxi Sihegongmao Co., Ltd. (“Sihegongmao”) 15%
EANESIEEREEELT (Note (i)

Longling Conch Cement Co., Ltd. (“Longling Conch”) 15%
BERR B IR KR BRE L 8] (Note (i)

Guizhou Liukuangruian Cement Co., Ltd. (“Liukuangruian”) 15%
BN AR R ARAR LR (Note (i)

Qianxian Conch Cement Co., Ltd. (“Qianxian Conch”) 15%
EEBIEKEAREEL R (Note (i)

Qianxinan Resource Development Co., Ltd. (“Qianxinan”) 15%,
BEMMNERERARERL A (Note (i)

Sichuan Nanwei Cement Co., Ltd. (“Nanwei Cement”) 15%
79)|| B gk e B PR 2 Bl (Note (i)

Shuicheng Conch (Note (i)) 15%
Liangping Conch Cement Co., Ltd (“Liangping Conch”) 15%
REBIRKEFREEL T (Note (i)

Hami Hongyi Construction Co., Ltd. (“Hami Construction”) 12.5%

e HELREM A REAEL T (Note (i)
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Notes to the financial statements (continued)

(Expressed in Renminbi Yuanunless otherwiseindicated)

8

income tax in the conSolidated income Stiatement (continued)

(a)

(b)

taxation in the consolidated income statement represents: (continued)

Notes:

(i)

(if)

Pursuant to Notice No.12 issued by State Administration of Taxation on 6 April 2012 and relevant
local tax authorities’ notices, these companies were entitled to a 15% preferential income tax rate
as qualifying companies located in western areas in the PRC. Qianyang Conch, Fenghuangshan,
Jinlinghe, Sihegongmao and Longling Conch are entitled to a preferential income tax rate of
15%, effective from 1 January 2012 to 31 December 2020. Liukuangruian and Qianxian Conch
are entitled to a preferential income tax rate of 15%, effective from 1 January 2013 to 31
December 2020. Qianxinan, Nanwei Cement,Shuicheng Conch and Liangping Conch are entitled
to a preferential income tax rate of 15%, effective from 1 January 2014 to 31 December 2020.
The remaining companies are entitled to a preferential income tax rate of 15%, effective from 1
January 2011 to 31 December 2020.

In 2012, Hami Construction was recognised by the local tax authorities as an enterprise located
in under-developed regions with operation in encouraged industries as defined by relevant
authorities. According to Cai Shui [2011] No. 53 jointly issued by the Ministry of Finance and the
State Administration of Taxation, Hami Construction is entitled to a tax holiday of a tax-free period
for the first and second years and a 50% reduction in income tax rate for the third to fifth years,
starting from the first year in which revenue is generated. In accordance with local tax authority’s
notice, the applicable income tax rates for Hami Consiruction are 0% in 2012 and 2013, and
12.5% from 2014 to 2016.

reconciliation between tax expense and accounting profit at applicable tax

rate:
2014 2013
rmB’000 RMB’000

Profit before taxation 14,927,042 12,671,169
Notional tax on profit before taxation

calculated at 25% (2013: 25%) 3,731,761 3,167,792
Tax effect of subsidiaries subject to

tax rates other than 25% (424,620) (318,881)
Tax effect of non-deductible expenses 21,322 9,133
Tax effect of non-taxable income (26,375) (23,034)
Tax effect of unused tax losses not recognised 1,073 628
Reversal of tax effect of prior years’

unused tax losses recognised 69,862 -
(Over)/under-provision in respect of prior years (9,567) 14,527
Others (3,273) -
Actual tax expense 3,360,183 2,850,165

Anhul Conch Cement Company Limited
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2014 Annual Report of Huaxin Cement Co., Ltd.

(Portions omitted...)

P. 4

Section I Introduction of the Company
(Portions omitted...)

III. Basic Information

Company’s registered address | 897 Huangshi Road, Huangshi City, Hubei Province

Zip code of the Company’s 435002
registered address

Company’s business address Building #5, International Enterprise Center, Special #1
Guanggu Road, Hongshan District, Wuhan City, Hubei

Province
Zip code of the Company’s 430073
business address
Company website www.huaxincem.com
E-mail address investor@huaxincem.com

(Portions omitted...)

P. 74:

III. Taxes

(Portions omitted...)

1. Preferential tax treatment

Except for following subsidiaries, the applicable enterprise income tax rate for the Group
is 25%.

The Group’s subsidiaries, Huaxin Cement (Tibet) Co., Ltd. and Tibet Huaxin Building
Materials Co., Ltd., are both productive enterprises established in Western Development regions,
and belong to the state’s encouraged category of enterprises for Western Development. Pursuant
to the Circular of the People’s Government of Tibet Autonomous Region on Issues Concerning
Enterprise Income Tax Rates of the Region (Zang Zheng Fa (2011) No. 14), all types of
enterprises established in Tibet Autonomous Region (including Tibet enterprises located outside
the Region) pay the enterprise income tax at a reduced tax rate of 15%, for 2012 to 2020.

The Group’s subsidiaries, Huaxin Cement Chongqing Fuling Co., Ltd., Huaxin Cement
(Enshi) Co., Ltd., Huaxin Cement (Qu County) Co., Ltd., and Huaxin Cement (Wanyuan) Co.,
Ltd., are all productive enterprises established in Western Development regions, and belong to
the state’s encouraged category of industries for Western Development. Pursuant to the Circular




on Taxation Policy Issues Concerning Deep Implementation of the Western Development
Strategy (Cai Shui (2011) No. 58), and upon the approval by Chongqing Municipality Fulin
District State Taxation Bureau, Enshi Autonomous Prefecture State Taxation Bureau, Qu County
State Taxation Bureau, and Wanyuan City State Taxation Bureau respectively, Huaxin Cement
Chongging Fuling Co., Ltd., Huaxin Cement (Enshi) Co., Ltd., Huaxin Cement (Qu County) Co.,
Ltd., and Huaxin Cement (Wanyuan) Co., Ltd. pay the enterprise income tax at a reduced tax rate
of 15% for 2011 to 2020.

The Group’s subsidiary, Huaxin Environmental Engineering (Wuxue) Co., Ltd. received
an approval from Hubei Province Wuxue City State Taxation Bureau in 2013, permitting the
company to enjoy the “Three Free Three Half” preferential enterprise income tax policy from
2012 because it is in compliance with the requirements for environmental protection, energy
saving, and water saving projects.

The Group’s subsidiaries, Huaxin Cement (Huangshi) Equipment Manufacturing Co., Ltd.
and Hunan Huaxin Xianggang Cement Co., Ltd., received the Certificate of High and New
Technology Enterprise from Hubei Province Science and Technology Bureau and Hunan
Province Science and Technology Bureau, respectively, in 2013. The Certificate’s effective term
is three years. Pursuant to relevant rules in Article 28 of the Enterprise Income Tax Law of the
People’s Republic of China, Huxin Cement (Huangshi) Equipment and Hunan Huaxin
Xianggang Cement Co., Ltd. pay the enterprise income tax at a reduced tax rate of 15%.

(Portions omitted...)

I'V. Notes to the items of the consolidated financial statements
(Portions omitted...)

P..103:

34. Deferred income

Unit: Yuan; Curency: RMB

Item Beginning Increase of this Decrease of this | Ending balance Cause
balance period period
Government 139,855,515 90,933,300 16,242,824 214,545,991 Received
subsidies government
subsidies related
to assets
Total 139,855,515 90,933,300 16,242,824 214,545,991
Items of beginning Increased Amount Other changes | Ending Related to
government balance subsidy included in of this year balance assets/ related
subsidies amount of non-operating to earnings
this year income of this
year
Cement kiln 63,422,592 59,049,900 10,869,584 - 111,602,908 Related to

2




infrastructure assets
Energy saving | 76,432,923 31,883,400 5,373,240 - 102,943,083 Related to
and assets
environmental
protection
technology
renovation
139,855,515 90,933,300 16,242,824 - 214,545,991

(Portions omitted...)

P. 106:

(Portions omitted...)

40. Operating income and operating cost

Unit: Yuan; Currency: RMB
Item Amount occurred in this period Amount occurred in last period
Income Cost Income Cost

Main business 15,945,382,809 11,253,498,077 15,953,873,371 11,506,031,077
Other business 50,766,438 25,003,244 30,481,885 14,408,642
Total 15,996,149,247 11,278,501,321 15,984,355.256 11,520,439,719

(Portions omitted...)

P. 109

(Portions omitted...)

48. Non-operating income

Unit:

Yuan; Currency: RMB

Item

Amount occurred in this

Amount occurred in last

Amount included in the

period period non-recurring gains and
losses of this period
Government subsidies 317,355,341 198,413,589 146,237,586

(note (a))

(a) Government subsidies included in the gains and losses of this period

Unit: Yuan; Currency: RMB
Subsidy item Amount occurred in this Amount occurred in last Related to assets/ related
period period to earnings
Tax refund for 170,117,755 113,564,788 Related to earnings
comprehensive utilization
of resources
Subsidy income from local | 88,342,323 48.913,856 Related to earnings




government (note (i))

Amortization of deferred 16,242,824 12,296,367 Related to assets
income

Other 41,652,439 23,638,578 Related to earnings
Total 317,355,341 198,413,589 /

(1) Subsidy income from local government mainly refers to the government rewards that
the Group received from local government.

(Portions omitted...)
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