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9 December 2022

Maanshan Iron & Steel Company Limited
No.8 Jiu Hua Xi Road

Maanshan City

Anhui Province

PRC
Attn; Board of Directots

Dear Sirs,
(1) DISCLOSEABLE AND CONNECTED TRANSACTION -
ABSORPTION AND MERGER OF MASTEEL FINANCE;
AND
(2) MAJOR AND CONTINUING CONNECTED TRANSACTIONS —
FINANCIAL SERVICES AGREEMENT

We refer to the circular in relation to the captioned subject dated 9 December 2022 (the “Circular”)
issued by Maanshan Iron & Steel Company Limited (the “Company”, together with its
subsidiaries, the “Group”). Capitalised terms used herein shall have the same meanings as defined
in the Circulat.

We hereby confirm that:

(a) we have given and have not withdrawn our written consent to the issue of the Circular,
with the inclusion of our lettet dated 9 December 2022 (the “Letter”) in the Circular
and/ot references to our name in the form and context in which it respectively appears;
and

(b) as at the Latest Practicable Date, (i) we did not have any interest, either direct or indirect,
in any assets which had been, since 31 December 2021, being the date to which the latest
published audited financial statements of the Company were made up, acquired or
disposed of by ot leased to any member of the Group or are proposed to be acquired or
disposed of by or leased to any member of the Group; and (i) we did not have any
shareholding interests in any member of the Group and it did not have any right, whether
legally enforceable or not, to subscribe for or nominate persons to subscribe for securities
of any members of the Group.

Yours faithfully,
For and on behalf of
Halcyon Capital Limited

Terry Chu
Managing Director

Tl (A%2) 3070 0000
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9 December 2022
MAANSHAN IRON & STEEL COMPANY %ﬁ”_{ﬂﬁﬂ&@ﬁﬁﬁ/&a
LIMITED.
No. 8 Jiuhuaxi Road TLEEPG S 8 8F
Maanshan BRI
Anhui Province TE
PRC o
Dear Sir/ Madam,

A}
(1) DISCLOSEABLE AND CONNECTED TRANSACTION — ABSORPTION ? ﬁa !
AND MERGER OF MASTEEL FINANCE; (2) MAJOR AND CONTINUING {‘Q'
CONNECTED TRANSACTIONS -FINANCIAL SERVICES AGREEMENT; [ 3% *zn,{%_

AND (3) NOTICE OF EGM A,
(1) AP B G RWER G —— R B A TR A § (2) EARGHINEL
——seRiR T 0 & (3) ERRAEEM | ?\;

We, China Assets Appraisal Co, Ltd., refer to the circular of Maansahn Iron & Steel Company

Limited (the "Company") dated 8 December 2022 (the "Circular") in relation to the captioned

matter. Terms used in this letter shall have the same meanings as those defined in the Circular

unless the context requires otherwise.

B PEEEMEARATRM AR 2022 F 12 A 9 HESUSMERGAERAS
( "2E" ) #y@ER ( “BR" ) AMEEETHAS - RXESBRHEI  KE

FIt FH e 2 B 488 LRI T 5 E 5 B A R -

We hereby confirm that we:

B ESLHERT -

(1)  had no shareholding in any member units of the Company and did not have any right,
whether legally enforceable or not, to subscribe for or to nominate persons to subscribe
for securities in any member units of the Company;

RFFE D EHERIK B BEAIAIRHE - TRERERER (HnE S A AERE ) 37
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(i) had no direct or indirect interest in any assets which had been, since 31 December 2021
(the date to which the latest published audited consolidated financial statements of the
Company were made up), acquired, disposed of by, or leased to any member units of the
Company, or were proposed to be acquired, disposed of by, or leased to any member units
of the Company;
H20214E 12 A 31 B (AFSMHSE — ST HREZH) sk &
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Z.
fm

(iii) have given and have not withdrawn our written consent to the issue of the Circular with
the inclusion of our valuation report and the reference to our name included therein in the
form and context in which it appears; and
EHEHERBERTHOCSEHAMNEEEEER  HhaEERITHEHE
DMEAME A SRR R E TS © K

(iv) have given and have not withdrawn our written consent to a copy of this letter and our 5- )
valuation report being made available for display on the Hong Kong Stock Exchange's * <7
website and the Company's own website in accordance with Appendix IV and Appendix ,':w
V to the Circular. :”' l
EﬁEﬂﬁﬁ@ﬁﬁﬁ%ﬁ@Wﬁ@&W%ﬂ%ﬁﬁﬂﬁ%%ﬁﬁﬁﬁﬁﬁﬂﬁ‘@J
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P

&

Except as stated above, our said letter is not to be quoted or referred to, in whole or in part, nor
shall our said letter or this consent letter be used for any other purpose, without our prior written
consent.

Fr LHUESSL > REFRITEHEEBETE » AR5 HBHERER RN -
WA SRR T RN B AR EE AT A EAm E Y -

Yours faithfully,
For ant"oti béhalf

Chihaiasists Aphraisth Co, Lid.
Koo\
q
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Level 16, Ernst & Young Tower HE SRR IR K RS Fax {£&: +86 10 8518 8298

Oriental Plaza AT BRI A6 ey.com

1 East Chang An Avenue .
Dongcheng District HBE4wAS: 100738

Beijing, China 100738

EY Ernst & Young Hua Ming LLP TR MBS (EHEEAMK)  Tel BBIE: +86 10 5815 3000

Consent letter

December 9, 2022

The Directors

Maanshan Iron & Steel Company Limited
No. 8, Jiuhua West Road, Ma'anshan, Anhui,
The People's Republic of China

Dear Sirs,

Maanshan Iron & Steel Company Limited (the “Company”) and its subsidiaries (the
uGr°upu)

We refer to the circular of the Company dated December 9, 2022 (the “Circular™) in
connection with the major transaction involving the absorption and merger of Masteel Group
Finance Co., Ltd., a final proof of which is attached and initialed by us on its front cover for
the purpose of identification.

We hereby consent to the inclusion of our letter dated November 15, 2022 on the
arithmetical accuracy of the calculations of the discounted cash flow forecast on which the
valuation dated 26 October 2022 prepared by China Assets Appraisal Co.,Ltd. in respect of
the appraisal of the fair value of Masteel Group Finance Co., Ltd. as at 30 June 2022 is based
and our letter dated December 9, 2022 on the sufficiency of working capital of the Company
and its subsidiaries, and the references to our name in the form and context in which they
are included.

This letter is solely being issued in connection with the issuance of the Circular and not for
any other purpose.

Yours faithfully,

s @ foveeg U tUing LLP

Ernst & Young Hua Ming LLP
Certified Public Accountants
Beijing, the People's Republic of China

A member firm of Ernst & Young Global Limited
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9 December 2022

To: the Independent Board Committee and

the Independent Shareholders

Dear Sirs,

(1) DISCLOSEABLE AND CONNECTED TRANSACTION -
ABSORPTION AND MERGER OF MASTEEL FINANCE;
AND
(2) MAJOR AND CONTINUING CONNECTED TRANSACTIONS -
FINANCIAL SERVICES AGREEMENT

INTRODUCTION

We refer to our engagement as the independent financial adviser to the Independent Board Committee
and the Independent Shareholders in respect of the terms of the Absorption and Merger Agreement, the
Financial Services Agreement and the transaciions contemplated thereunder, details of which are set out
in the letter from the Board (the “Letter from the Board™) contained in a circular of the Company (the
“Cireular™) to the Sharcholders dated 9 December 2022, of which this letter forms part. Capitalised
terms used in this letter shall have the same meanings as those defined in the Circular unless the context

otherwise requires.

Pursuant to the Absorption and Merger Agreement entered into on 15 November 2022, Baowu Finance
will merge with Masteel Finance by way of absorption and merger (the “Merger”). Upon completion of
the Merger, the Company will become a shareholder of Baowu Finance, the Company will no longer hold
Masteel Finance as its’ subsidiary {as the legal person status of Masteel Finance will be cancelled) and
therefore Financial Services transactions previously entered into between Masteel Finance and the Group
will also be accounted for as transactions entered with Baowu Finance (as businesses of Masteel Finance

will become part of Baowu Finance's operations).




HALCYON CAPITAL LEMITED
HBHAHIRAT

11/F, 8 Wyndham Street, Central, Hong Kong
Fril R Bk 1

As at the Latest Practicable Date. Magang Group holds approximately 47.131% of the Company’s
issued share capital and is the controlling shareholder of the Company. China Baowu is the controlling
shareholder of Magang Group, and indirectly holds a total of approximately 51.75% of the Company’s
issued share capital, while Masteel Finance, Baowu Finance, Baosteel and Wuhan Iron & Steel are direct
or indirect subsidiaries of China Baowu. As such, all the above other parties of the Absorption and Merger
Agreement are all connected persons of the Company under Chapter 14A of the Listing Rules, and the
transactions under the Absorption and Merger Agreement would constitute a connected transaction of the

Company under Chapter 14A of the Listing Rules.

The Absorption and Merger Agreement involves both this disposal of 91% equity interest in Masteel
Finance by the Company and the acquisition of 29.68% of equity interest in Baowu Finance by the
Company. Pursuant to Rule [4.24 of the Listing Rules, if a transaction involves both an acquisition and a
disposal, the Stock Exchange will apply the percentage ratios to both the acquisition and the disposal. The
relevant transaction will be classified by reference to the larger of the amount of the acquisition and the
disposal, and subject to the reporting, disclosure and/or Shareholders’ approval requirements applicable
to that classification. As the percentage ratios applicable to the disposal of 91% equity interest in Masteel
Finance are larger than that of the acquisition, this transaction is classified as a disposal and as one or
more applicable percentage ratios of the disposal are more than 5% but all less than 25%, pursuant to
Chapter 14 of the Listing Rules, the Absorption and Merger Agreement and the transactions contemplated
thereunder constitute discloseable transactions of the Company and are subject to the reporting and
announcement requirements under Chapter 14 of the Listing Rules.

Furthermore, the on-going Financial Services provided by Masteel Finance to the Group will continue to
be provided by Baowu Finance after completion of the Merger, to govern the future Financial Services
transactions between the Group and Baowu Finance after completion of the Merger, the Company also

entered into the Financial Services Agreement with Baowu Finance.

As the applicable percentage ratios under the Listing Rules in respect of the proposed anncal caps for
the deposit services and credit services contemplated under the Financial Services Agreement on an
annual basis are expected to be more than 5% (the “CCT™), such continuing connected transactions and
proposed annual caps (the “Propesed Annual Caps”™) are subject to requirements including reporting,
announcement, annual review and Independent Shareholders’ approval under Chapter 14A of the Listing
Rules. Furthermore, as the applicable percentage ratios under the Listing Rules in respect of the proposed
annual caps for the deposit services and credit services contemplated under the Financial Services
Agreement on an annual basis exceed 25%, such transactions also constitute major transactions of the
Company under Rule 14.06(3) of the Listing Rules and are subject to the notification, announcement and

Shareholders” approval requirements for major transactions under Chapter 14 of the Listing Rules.
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The Independent Board Committee, comprising all the independent non-executive Directors, namely
Ms. Zhang Chunxia, Ms, Zhu Shaofang, Mr. Guan Bingchun and Mr. He Anrui has been established
to consider and make a recommendation to the Independent Sharcholders on whether the terms of the
Absorption and Merger Agreement are fair and reasonable so far as the Independent Shareholders are
concerned, whether the Merger is in the interests of the Company and the Shareholders as a whole and how
the Independent Shareholders should vote at the relevant general meeting. Moreover, Independent Board
Committee will also consider, whether (i) the CCT contemplated under the Financial Services Agreement
are entered nto in the ordinary course of business of the Group; (ii) the terms of the Financial Services
Agreement are normal commercial terms, fair and reasonable and are in the interests of the Company and
the Shareholders as a whole; (i11) the Proposed Annual Caps are fair and reasonable and in the interests
of the Company and the Sharcholders as a whole; and (iv) as to voting at the relevant general meeting in
respect of the CCT. We, Halcyon Capital Limited, have been appointed to advise the Independent Board
Committee and the Independent Shareholders in this regard.

In the last two years from the date of our appointment, except for (i} being appointed as the independent
financial adviser to the then independent board committee and independent Shareholders of the Company
{(details of which have been set out in the letter from the independent financial adviser contained in the
circular of the Company dated 12 November 2021); and (ii) our current engagement as the Independent
Financial Adviser in respect of the Merger and the CCT, we have no other relationships with or interests
in the Company and any other parties that could reasonably be regarded as relevant to our independence.
Apart from the normal professional fees paid/payable to us in connection with our current and previous
appointment, no arrangements exist whereby we had received any fees or benefits from the Company or
any other party to the transactions. We are therefore independent under Rule 13.84 of the Listing Rules
to act as the Independent Financial Adviser to the Independent Board Committee and the Independent

Sharcholders in connection with the Merger and the CCT,
BASIS OF OUR OPINION

In formulating our advice and recommendation to the Independent Board Committee and the Independent
Shareholders, we have relied on the information, financial information and the facts supplied to us and
representations expressed by the Directors and/or management of the Group (the “Management”) and
have assumed that all such information, financial information and facts and any representations made to
us, or referred to in the Circular, in all material aspects, are true, accurate and complete as at the time
they were made and continue to be so as at the date of the Circular, has been properiy extracted from
the relevant underlying accounting records (in the case of financial information) and made after due and
careful inquiry by the Directors and/or the Management. The Directors and/or the Management have
confirmed that, after having made all reasonable enquiries and to the best of their knowledge and belief,
all relevant information has been supplied to us and that no material facts have been omitted from the
information supplied and representations expressed to us. We have also relied on certain information

available to the public and have assumed such information to be accurate and reliable. We have no reason
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to doubt the completeness. truth or accuracy of the information and facts provided and we are not aware of
any facts or circumstances which would render such information provided and representations made to us

antrue, inaccurate or misleading.

Our review and analysis were based upon, among others, the information provided by the Group including
the Absorption and Merger Agreement, the Financial Services Agreement, the annual report of the
Company for the year ended 31 December 2021 (the “2021 Apnual Report™), the interim report of the
Company for the six months ended 30 June 2022 (the “2022 Interim Report™), the financial statements
Baowu Finance and Masteel Finance for the year ended 31 December 2021, the independent valuation
reports in relation to Masteel Finance (the “Masteel Valuation Report™) and Baowu Finance (the “Baowu
Valuation Report”, together with the Masteel Valuation Report, the “Valuation Reports™), the Circular,

and certain published information from the public domain.

We have also discussed with the Directors and/or the Management with respect to the terms of and reasons
for the entering into of the Absorption and Merger Agreement and the Financial Services Agreement
and considered that we have reviewed sufficient information to reach an informed view and to provide
a reasonable basis for our opinion. We have not, however, conducted an independent verification or
appraisal of the information nor have we conducted any form of in-depth investigation into the businesses,
affairs, financial position, profitability or the prospects of the Group, Baosteel, China Baowu, Magang
Group, Wuhan Iron & Steel, Baowu Finance and Masteel Finance or any of their respective subsidiaries or
associates, Nothing contained in this letter should be construed as a recommendation to hold, sell or buy

any shares or any other securities of the Company.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our opinions for the Absorption and Merger Agreement and the Financial Services
Agreement and the transactions contemplated thereunder, we have considered the following principal

factors and reasons:

I Background of the Group

The principal activities of the Company involve manufacturing and sale of iron and steel products
with its main business operation in the PRC. The Company is one of the largest iron and steel

manufacturers in the PRC in terms of steel production capacity.

During the year ended 31 December 2021 (“FY20217), the Group produced [8.23 million tons of
pig iron, representing a year-on-year decrease of 1.70%, mainly due to the overhaul of a 4,000 m3
blast furnace of the Company from |5 September to 9 December 2021; 20.97 million tons of crude
steel, flat year-on-year, including 1.33 million tons of electric furnace steel, accounting for 6.3%
of crude steel output; 20.45 million tons of steel. representing an increase of 3.04% year-on-year, a
record high for the Group, mainly due to the Company’s adjustment of billet and rolling stock and

improvement of the utilization rate of rolling line capacity.

_4_
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Affected by macro factors such as the complex and severe international situation, the spread
of domestic epidemics, and the sluggish operation of the industrial chain and sapply chain, the
domestic economic development was faced with the triple pressure of demand contraction, supply
shock, and weakening expectations, during the six months ended 30 June 2022 (“6M2022"). The
Group produced 9.62 million tonnes of pig iron, representing only a year-on-year slight increase
of 2.23%, and produced 10.98 million tonnes of crude steel and 10.70 million tonnes of steel,

representing a year-on-year decrease of 2.05% and 0.47%, respectively.
I Financial performance of the Group
The following table sets out the summary of the consolidated financial performance of the

Group [or the two financial years ended 31 December 2020 and 2021 and for the six months
ended 30 June 2021 and 2022:

For the For the

For the For the six months six months

year ended year ended ended ended

31 December 31 December 30 June 30 June

RMB 'million 2020 2021 2021 2022
(Audited) {Audited) (Unaudited) {(Unaudited)

Revenue 21,6142 113,851.2 56,863.6 56,366.9
Operating profit 2,867.0 7,367.9 6.253.0 1,947.0
Net profit before tax 3,081.0 7.016.3 6,283.6 1,873.3
Net profit after tax 2,578.0 5,994.0 5,037.8 1,615.8

For the financial year ended 31 December 2021

Revenue increased by 39.50% compared with the previous year, mainly due to the year-on-

year increase in steel prices, higher gross profit and higher sales volume of steel products.

Operating profit, net profit before tax and net profit after tax for FY2021 increased by

156.99%, 127.74% and [32.51%, respectively, as compared with the financial year ended 31

December 2020 (“FY2020™), mainly due to the increase in gross profit of steel products of
the Company during FY2021 as compared with FY2020.
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For the six months ended 30 June 2022

Revenue decreased by 0.87% for 6M2022 as compared with the corresponding period of fast
year, mainly due to the decrease in average steel prices during the period as steel market
prices gradually cooled after a brief rebound in the first quarter of 2022, Cost of sales
increased by 7.90% as compared with the corresponding period of last year, mainly due 10

the increase in {uel costs for steel production.

Considering the effects of the decrease in revenue and increase in cost of sales, the Group
recorded a decrease in gross profit together with (1) asset impatrment losses of approximately
RMB818 million for 6M2022 as compared with approximately RMB26 million in the
corresponding period of last vear, mainly due to the sharp decrease in steel prices in June
and the lack of significant recovery in July, which resulted in an increase in the provision
for decline in value of inventories; and (ii) the decrease in operating income by 97.15% as
compared with the corresponding period of last year, mainly due to the gains from disposal
of certain scrapped old equipment for the new production line in the corresponding period
of the previous year. Thus, profit before tax and net profit decreased by 70.19% and 67.93%

respectively, as compared with the previous year.
Financial position of the Group

The following table sets out the summary of the consolidated financial position of the Group as
at 31 December 2021 and 30 June 2022:

As at As at

31 December 30 June

RMB ’"million 2021 2022
(Audited) (Unaudited)

Total assets 91,2077 94.890.1
Total liabilities 53,796.6 59.032.2
Equity attributable to owners of the parent 32,752.9 31,483.6

Total assets of the Group as at 30 June 2022 mainly comprised of inventories amounting to
RMB13,499.1 million, property, plant and equipment amounting to RMB30,397.6 miliion,
construction in progress amounting to RMB12,661.1 million and cash and bank balances
amounting to RMB7,225.3 million which in aggregate accounted for over 65% of the total
assels of the Group.
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Total liabilities of the Group as at 30 June 2022 mainly comprised of trade payables
amounting to RMBI2,150.6 million, customer deposils amounting to RMB9.453.1 million,
short-term Joans amounting to RMB8,387.2 million and fong-term loans amounting to
RMB6.563.2 million which in aggregate accounted for over 60% of the total liabilities of the

Group.

II. Information of Masteel Finance, China Baowu and Baowu Finance

i

Masteel Finance

Masteel Finance is a non-banking financial institution established under the PRC laws
in October 2011 with the approval of the CBIRC and is subject to the supervision of the
CBIRC. It is mainly engaged in providing financial services including but not limited to
deposit services, loan and entrusted credit services, discounting services and settlement

services to Magang Group and its subsidiaries, Its ultimate beneficial owner is China Baowu.
(a) Financial information of Mastee! Finance

The following table sets out the financial information of Masteel Finance for FY2020
and FY2021:

For the For the

year ended year ended

RMB 'million 31 December 31 December
(Audited) 2020 2621
Total revenue 393.7 402.2
Net profit before tax 368.2 391.0
Net profit after tax 2771 2914
Total assets 17.285.3 21,831.1
Total liabilities 13,937.2 18,425.3
Net assets value 3,348.1 3,405.8

Amidst the lingering effects of COVID-19 in the PRC since 2020, Masteel Finance
managed to record a slight growth in operations with revenue and net profit after tax

increased slightly by approximately 2.2% and 5.2% respectively.
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Total assets of Masteel Finance amounting to RMB21.831.1 million as at 31 December
2021 represented an increase of 26.3% as compared to 31 December 2020, which
mainly comprised of cash and deposit placed at central bank amounted to RMB938.9
million, deposit placed in financial institutions amounted to RMB2,859.0 million, loan
receivables amounting to RMBS8,388.9 million and other financial and debt investment
amounted to RMB5.732.5 million and RMB3.071.6 million respectively.

Total liabilities of Masteel Finance also recorded an increase of 32.2% as at 31
December 2021 compared to 31 December 2020.Total liabilities as at 31 December
2021 mainly comprised of deposit received amounted to RMBi7,433.2 million and
sales of financial instrument subject to repurchase amounted to RMB925.5 million

which in aggregate accounted for over 99% of the total liabilities of Masteel Finance.
(b} Update as of 30 June 2022 of Masteel Finance

Pursuant to the unaudited management account of Masteel Finance, as at 30 June
2022, net assets value of Masteel Finance decreased to RMB2,456.5 million. Such
decrease was mainly attributable to the dividend payable amounted to RMB214.1
million declared during the period while offset by net profit for the 6 months period
ended 30 June 2022 amounted to RMB148.9 million,

China Baowu

China Baowu is a state-owned capital investment company controlled and held by the State-
owned Assets Supervision and Administration Commission of the State Council. It is mainly
engaged in operating state-owned assets within the scope authorized by the State Council,
as well as carrying out relevant state-owned capital investment and operation. China Baowu
is the uitimate beneficial owner of Baowu Finance as well as Magang Group, Baosteel and

Wuhan Iron & Steel, being other parties of the Absorption and Merger Agreement.

Baowu Finance

Baowu Finance is a non-banking financial institution established under the PRC laws in
October 1992 with the approval of the CBIRC and is subject to the supervision of the
CBIRC. It is mainly engaged in providing financial services to its member units. The uliimate
beneficial owner is China Baowu, As a financial company subordinate to China Baowu, the
business network of Baowu Finance covers enterprises at all or different levels within China

Baowu and its upstream and downstream industrial chains.
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Financial information of Baowu Finance

The following table sets out the financial information of Baowu Finance for FY2020
and FY2021:

For the For the

year ended year ended

RMB “million 31 December 31 December
{Unaudited) 2020 2021
Total revenue 363.5 631.5
Net profit before tax 320.7 429.2
Net profit after tax 241.5 326.9
Total assets 36,414.4 40,240.7
Total liabifities 32.223.7 35.844.2
Net assets value 4.190.7 4.396.5

Despite the impacts brought on by COVID-19 in the PRC since 2020, Baowu Finance
managed to record a growth in operation with revenue and net profit after tax increased
by approximately 73.7% and 35.4% respectively. Such increase was contributed by the
merger of Baowu Finance with another finance company held by members of Baowu

Group during the year.

Total assets of Baowu Finance amounted to RMB40,240.7 million as at 31 December
2021 represented an increase of 10.5% as compared to 31 December 2020, which
mainly comprised of cash and deposit placed at central bank amounted to RMB4,434.1
million, loan receivables amounting to RMB19.510.8 million, procured financial
instrument subject to repurchase amounted to RMBI1,145.1 million and other

debt investment and transactional financial instrument in aggregate amounted to
RMBI11,307.2 million.

Total liabilities of Baowu Finance also recorded an increase of 11.2% as at 31
December 2021 compared to 31 December 2020. Total liabilities as at 31 December
2021 mainly comprised of deposit received amounted to RMB34,184.0 million and
sales of financial instrument subject to repurchase amounted to RMB933.5 million

which in aggregate accounted for over 97% of the total Habilities of Baowu Finance.
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(b} Update as of 30 June 2022 of Baowu Finance

Pursuant to the unaudited management account of Baowu Finance as at 30 June
2022 - the net assets value of Baowu Finance increased to RMB4,843.1 million as
compared to 31 December 2021. Such increase was mainly attributable to the net
profit for the 6 months period ended 30 June 2022 amounted to RMB192.0 million.

Reasons for the Merger and CCT

The PRC has been pushing for the mergers and acquisitions of iron and steel enterprises to promote
consolidation of the steel industry in China. Such consolidation aims to eliminate the overcapacity
of PRC’s steel mills and at the same time create globally competitive conglomerates. The above-
mentioned policies have also promoted the merger and absorption of financial operations held by

iron and steel enterprises.

In October 2020. Ma Steel (Shanghai) Financial Leasing Co., Ltd. (*Ma Steel Leasing”), an
investee company of the Group entered into the merger by absorption agreement with Huabao
Duding (Shanghai) Finance Leasing Co., Ltd. (“Huabao Leasing”}, pursuant to which Huabao
Leasing exchanged shares for merger by absorption of Ma Steel Leasing. After completion of the
merger, instead of holding 25% interest in Ma Steel Leasing, the Group held 4.319% in Huabao

Leasing.

In April 2021, an associate of the Group, Ma Steel (Shanghai) Commercial Factoring Company
Limited (“Masteel Factoring™) merged with Ouye Commercial Factoring Company Limited (“Ouye
Factoring™). After the completion of such merger, instead of holding 25% interest in Masteel
Factoring, the Group held 16.14% of Ouye Factoring.

According to the Directors, as the Group has also been aiming at focusing on their core business
of manufacturing and sale of iron and steel products and had been planning to streamline its
financial operations with other industry participants and deem disposing the controlling stake in
such financial operations in return of a minority interest as investment as well as to comply with
relevant administrative measures of relevant government authorities, on 13 November 2022 the
Group entered into the Absorption and Merger Agreement with Baowu Finance and its existing

shareholders to merge Masteel Finance with Baowu Finance.

Pursuant ta Article 6 under the Administrative Measures Governing Finance Companies of
Conglomerates ({{i MMM 54 RIEMAED) (published by CBIRC Order No.6 2022 on 13
October 2022 and has come into force on [3 November 2022) stipulates that “One conglomerate
can only have one finance company within it”. Given China Baowu is the controlling sharcholder of
Magang Group, in accordance with the above regulatory policy of the CBIRC, Baowu Finance and
Masteel Finance, both being subordinate companies under China Baowu, shall be integrated into
one finance company.

— 10 -
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Found in 1992, Baowu Finance was one of the earliest financial companies established in the PRC.
As a financial company subordinate to China Baowu, the business network of Baowu Finance
covers enterprises at all or different levels within China Baowu and its upstream and downstream
industrial chains, with numerous customer bases, large market space and plenty of development
potential. After absorbing and merging with Mastee] Finance, Baowu Finance will have larger assels
scale, stronger capital strength and more stable risk prevention ability. As a shareholder of Baowu
Finance after the absorption and merger, the Company will also benefit from the sound operation

and sustainable development of Baowu Finance and obtain stable shareholder returns.

Upon the absorption and merger, Masteel Finance will be cancelled and the Company will become a
shareholder of Baowu Finance, with a shareholding ratio of 29.68%. Considering that the merger of
the two finance companies will be more favorable for them to obtain professional management and

operation on a higher platform. it will be considered beneficial to the Company.

After completion of the Merger, the legal person status of Masteel Finance will be cancelied,
Baowu Finance will establish a branch in Maanshan and any previous transactions between the
Group and Masteel Finance will be transferred to Baowu Finance (as Masteel Finance will be
absorbed and become part of Baowu Finance) and hence the Company entered into the Financial
Services Agreement with Baowu Finance to govern the Financial Services to be carried out after

completion of the Merger.

After the signing of the Financial Services Agreement, Baowu Finance and the Company will
carry out financial cooperation in compliance with the principles of legal compliance, equity and
free will, controllable risks and mutual benefit, Baowu Finance will provide settlement, deposit,
credit and other financial services to the Group within the business scope approved by the CBIRC
in accordance with law, with charging standard and interest rate level not unfavorable than those
provided by major independent commercial banks or financial institutions within the PRC, which
will facilitate the optimisation of the financial management of the Group, the improvement of

capital utilisation efficiency of the Group, the reduction of its financing costs and financing risks.
In view that the CCT will be carried out in their respective ordinary and usual course of business,

we consider that the entering into of the Financial Services Agreement is in the ordinary and usual

course of business of the Group and is in the interests of the Company and Shareholders as a whole.
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The Merger

Baowu Finance will merge with Masteel Finance by way of absorption and merger. All the original

shareholders of Masteel Finance will become shareholders of Baowu Finance. The shareholding

structure and proportion of Baowu Finance after the absorption and merger will be determined

according to the appraisal value. Baowu Finance. as the surviving company after the merger, shall

undertake and inherit all the assets, liabilities, businesses, personnel, contracts and all other rights

and obligations of Masteel Finance. The legal person status of Masteel Finance will be cancelled,

and Baowsa Finance will establish a branch in Maanshan.

I

Major terms of the Absorption and Merger Agreement
Set out below are the major terms of the Absorption and Merger Agreement:
Parties

Parties to the Absorption and Merger Agreement included Baowu Finance; Masteel Finance;

the Company; Magang Group; China Baowu; Baosteel; and Wuhan fron & Steel,

Asset Valuation and Pricing

The reference date of valuation for the absorption and merger which was conducted by
China Assets Appraisal Co. Ltd is 30 June 2022. The book net assets of Baowu Finance is
RMB4,843.1457 million. the appraised value of the operation of Baowu Finance adopting
income approach together with the properties held by Baowu Finance adopting market
approach is RMBG6,065.1007 million, and the appreciation of valuation is RMBI1,221.9550
million with the appreciation rate of 25.23%; the book net assets of Masteel Finance before
valuation is RMB2,456.4693 million, the appraised value adopting income approach is
RMB2,935.0949 million, and the appreciation of valuation is RMB478.6256 million with the
appreciation rate of 19.48%.

Way of Share Exchange

The original equity structure of Masteel Finance and Baowu Finance before the absorption
and merger is as folows:

12




Masteel Finance

No. Name of sharcholders
1 The Company
2

Magang Group

Totai

Baowu Finance

No. Name of shareholders
[ China Baowu
2 Baosteel

Wuhan Iron & Steel

Total
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Capital Percentage of
contribution shareholdings
(RMBQO'000)

182,000 91%

18,000 0%

200,000 100%

Capital Percentage of
contribution shareholdings
(RMBO000)

136,035 47.90%
94,948 33.43%
53,017 18.67%

284,000 100%

After the absorption and merger, the registered capital of the surviving company will be

the sum of Baowu Finance and Masteel Finance, the corresponding share ratio and capital

contribution of the original shareholders of both parties in new Baowu Finance will be

determined in accordance with the corresponding equity value determined by the net assets

appraisal value of both parties filed and confirmed by China Baowu. The corresponding

calculation formula is as follows:

(1) The shareholding ratio of original sharcholders of Baowu Finance in the surviving

company = the shareholding ratio of original shareholders in Baown Finance * the

appraisal value of net assets of Baowu Finance <+ (the appraisal value of net assets of

Baowu Finance + the appraisal value of net assets of Masteel Finance)

The capital contribution of original shareholders of Baowu Finance in the surviving

company = the shareholding ratio of the shareholders of Baowu Finance in the

surviving company X (the registered capital of Baowu Finance before the absorption

and merger + the registered capital of Masteel Finance before the absorption and

merger)

w13
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(2)  The shareholding ratio of original shareholders of Mastee]l Finance in the surviving
company = the shareholding ratio of original shareholders in Masteel Finance X the
appraisal value of net assets of Masteel Finance + (the appraisal value of net assets of

Buowu Finance + the appraisal value of net assets of Masteel Finance)

The capital contribution of original shareholders of Masteel Finance in the surviving
company = the shareholding ratio of shareholders of Masteel Finance in the surviving
company * (the registered capital of Baowu Finance before the absorption and merger

+ the registered capital of Masteel Finance before the absorption and merger)

As calculated based on the appraisal value of net assets of both parties as at 30 June 2022, the
shareholding structure of Baowu Finance after the completion of absorption and merger is as
follows (the final shareholding structure after the absorption and merger shall be determined

based on the filed appraisal value):

Capital Percentage of
No. Name of shareholders contribution sharcholdings
(RMBO000)

1 China Baowu 156,229.76 32.28%
2 Baosteel 109,043.28 22.53%
3 Wuhan Iron & Steel 60,887.51 12.58%
4 The Company 143,633.90 29.68%
5 Magang Group 14,205.55 2.93%
Total 484,000 100%

Governance Structure of Baowu Finance After the Completion of the Absorption and Merger

Upon completion of the absorption and merger, the board of directors of Baowu Finance
will consist of nine directors (including one employee director), and two of them will be
appointed by the Company, and the directors appointed by the Company will serve on the

special committee of the board of directors of Baowu Finance.
Baowu Finance stipulates in the Articles of Association that shareholders shall receive

dividends in proportion to their paid-in capital, and the annnal distribution shall not be less

than 50% of the audited net profit for the year.

— 14—
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Baowu Finance shall have the technical conditions for the establishment of the Company’s
capital platform before the absorption and merger date to ensure the activation of the
platform to take over the Company’s capital when the assets are delivered and business is

transferred in the process of deregistration.

For the purpose of orderly commencement of the capital business of the members of Masteel
Finance including the Company, it is stipulated in the Absorption and Merger Agreement
that the Absorption and Merger Agreement shall be executed subject to the approval of the

Financial Services Agreement by the Board and the general meeting of the Company.
Effectiveness of the Absorption and Merger Agreement

The agreement shall be established from the date of signing by legal representatives or
authorized representatives of each party, and stamped with official seals or seals for contract,

and shall be effective upon all the following conditions are satisfied:

(1)  Each party has performed the necessary internal decision procedures to obtain all

approvals or authorizations in respect of the absorption and merger;
(2)  The absorption and merger has obtained the CBIRC’s approval;

{(3) The Financial Services Agreement between the Company and Baowu Finance, which
is required to be signed after the absorption and merger of Masteel Finance, has been
approved by the Board and the shareholders’ meeting of the Company and became
effective; and

(4y  The Company has performed all the necessary approval procedures under the
applicable Listing Rules in respect of the Absorption and Merger Agreement,
including obtaining the approval of the Board and the shareholders’ meeting of the
Company to take effect.

Our analysis on asset valuation and pricing
The reference date of valuation for the absorption and merger, which was conducted by
China Assets Appraisal Co., Ltd., (the “Independent Valuer™) is 30 June 2022. According

to the valuation results the appraised value of Baowu Finance was RMB6,065.1007 million
and the appraised value of Masteel Finance was RMB2,935.0949 million.

—15=-
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In return of merging Masteel Finance with Baowu Finance, the Group will hold
approximately 29.68% of Baowu Finance. Taking into consideration the aggregate appraised
value of Baowu Finance’s appraisal value of RMB6,065.1007 million and Masteel Finance’s
appraised value of RMB2,935.0949 million, the appraisal value of Baowu Finance as
enlarged by Masteel Finance would worth approximately RMB9,000 million, as such the
29.68% equity interest in Baowu Finance (as enlarged by Masteel Finance) would equal to
the appraised value of 91% equity interest in Masteel Finance of approximately RMB2,670.9

million,

In assessing the Considerations, we have considered the Valuation Reports prepared by the
Independent Valuer, of which summmary of the Valuation Reports is set out in Appendix IV
and Appendix V 1o the Circular, and discussed with the Independent Valuer regarding the
methodology and the principal bases and assumptions adopied for the valuations of Masteel
Finance (the “Masteel Valuation™) and Baowu Finance (the “Baowu Valuation”, together

with the Masteel Valuation, the “Valuations™),

We have reviewed and enquired into (i} the terms of engagement of the Independent Valuer
with the Company; (ii) the Independent Valuer’s qualification and experience in relation
to the preparation of the Valuation Reports; and (iii) the steps and due diligence measures
taken by the Independent Valuer for conducting the Valuations. From the engagement letter
and relevant information provided by the Independent Valuer and based on our interview
with them, we are satisfied with the terms of engagement of the Independent Valuer as well
as its experience for preparation of the Valuation Reports, We noted that the Valuations
were conducted by an execution team of professionals led by Mr. Li Xianggang, Ms. Dong
Xiaoning and Ms. Li Qiyao, which has extensive deal experiences in valuing companies
in the PRC. Mr. Li Xianggang is a project responsible officer of the Valuations and has
over 20 years of professional experience in valuation and participated in the valuation,
Ms. Dong Xiaoning and Ms. Li Qiyao were project team execution members (the “Project
Team”). Ms. Dong Xiaoning has more than 10 years of professional experience in provision
of professional valuation services. The Project Team had experience in valuation of
companies engaged in various industries, including but not limited to financial industry
(including fintech industry), mining, petrolenm, chemical industry, electronics, automobile,
shipbuilding, military industry, nuclear industry, aviation, aerospace, light industry, textile,
coal, machinery manufacturing, construction, agriculture, food, tourism, transportation,

public utilities, securities and other industries.
The Independent Valuer has also confirmed that they are independent to the Group, Baosteel,

China Baowu, Magang Group, Wuhan Iron & Steel, Baowu Finance and Masteel Finance or

any of their respective subsidiaries or associates and their respective associates.
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We have reviewed the Valuation Reports and discussed with the Independent Valuer
regarding the methodologies adopted for and the basis and assumptions used in arriving at
the Valuations. Based on the Valuation Reports, we noted that the Independent Valuer, after
considering various valuation methods (including income approach, market approach and
asset-based approach), has adopted income approach and market approach as the primary
vajuation method, of which income approach was adopted for valuing the operations of
Masteel Finance and Baowu Finance and market approach for the properties held by Baowu
Finance.

As discussed with the Independent Valuer, we concur with the Independent Valuer that
constdering asset-based approach, which involves the assessment of assets and labilities to
appraise the value of Masteel Finance and Baowu Finance, is not ideal for these Valuations as
it only takes into account the Masteel Finance and Baowu Finance's worth as at the valuation
date and forgoes the positive growth prospect of Mastee! Finance and Baowu Finance,
Taking into consideration the valuation purpose of the Valuations were for determining the
pricing of the Merger and as income approach could take into consideration the historical
financial results as well as growth prospect of Mastee!l Finance and Baowu Finance, we
concur with the Independent Valuer that income approach is an appropriate method in
arriving at the Valuations of Masteel Finance and Baowu Finance, Furthermore, given both
Masteel Finance and Baowu Finance engage in the same industry of provision of financial
services we consider applying the same methodology in valuing the operations of Masteel
Finance and Baowu Finance would be reasonable, Nevertheless, we noted that apart from
provision of financial services, Baowu Finance also held certain properties, of which we
consider market approach would better reflect the value of the properties and as advised
by the Independent Valuer, market approach would be a more common approach to value
properties, we therefore also concur with the Independent Valuer's application of market

approach for the valuation of the properties held by Baowu Finance.

a) Valuation by applying income approach in valuing the operations of Masteel Finance

and Baowu Finance

Under the income approach, the discounted cash flow method is adopted to derive the
market value of Masteel Finance and Baowu Finance, whereby the future cash flows
to be generated by Mastee! Finance and Baowu Finance respectively are discounted at
a discount rate {the cost of capital) that reflects the time value of money and the risks

associated with the cash flow to arrive at its present value.

We noted from the Valuation Reports that, when applying income approach in valuing
the operation of Masteel Finance and Baowu Finance, after applying comparable
underlying assumptions given both companies were engaged in the same industry in

the CAPM madel, both companies resulted in the same discount rates. In view of the
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above and as we considered both companies engage in the same industry with similar
operating environment and market peer, we concur with the Independent Valuer that,
the same discount rates and underlying assumptions should be applied towards the

Valuations of both Masteel Finance and Baowu Finance,
Financial projections of Masteel Finance and Baowu Finance

Estimates on the future operation and revenue of Masteel Finance and Baowu Finance
are conducted through analysis over revenue, costs and growth movements. We noted
that the Independent Valuer has considered and relied 10 a considerable extent on the
financial projections of Masteel Finance and Baowu Finance from 1 July 2022 to 31
December 2027 (the “Forecast Period™) as prepared by the management of Masteed
Finance and Baowu Finance when preparing the Valuation Reports. Accordingly, we
have discussed with the management of Masteel Finance and Baowu Finance and the
Independent Valuer in relation to the basis and assumptions used when preparing the
Valuations and noted that the management of Masteel Finance and Baowu Finance has
considered the historical and estimated performance of Masteel Finance and Baowu

Finance,

We have also confirmed with the management of Masteel Finance and Baowu
Finance, the financial projections during the Forecast Period, have been prepared
under the assumption that the Merger would not take place and were prepared on the
assumption that Masteel Finance and Baowu Finance's operation will be carried out
independently.

Revenue

In connection to the basis for projecting the revenue of Masteel Finance and Baowu
Finance, we noted that it is expected that the deposit balances will continue to grow
as well as the operation scale. In particular, we noted that the management of Masteel
Finance and Baowu Finance expects that Masteel Finance and Baowu Finance’s
revenue will achieve a compound annual growth rate (“CAGR”) of approximately6.5%
and 5.87% respectively from 2023 to 2027, primarily with reference to {i) the
historical performance of Masteel Finance and Baowu Finance in the first half of
2022, (ii) the current and expected market conditions; (iii} the business development
plan of each of Masteel Finance and Baowu Finance; and (iv) the corporate action of

Masteel Finance and Baowu Finance that took place in 2022,
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Masteel Finance

For the year ending 31 December 2022

When estimating the revenue growth of Masteel Finance for the year ending 31
December 2022, as hindered by the decrease in equity base of Masteel Finance in the
tirst half of 2022 as a result of dividend distribution, the available funds for carrying
out Masteel Finance's financing operation and investment decreased and hence
revenue in the second half of 2022 is expected to decrease as compared to the first half
of 2022.

For the years ending 31 December 2023 to 2027

We noted that revenue is estimated to grow during the period from 2023 to 2027, such
estimated growth was based on (i) the growth in operating scale with reference to the
Group’s 14th 5-year plan approved by the Board in 2022 which sets out among others,
the development blueprint, growth targets and investment plans of the Group for 2022
to 2027, the estimations in the [4th S-year plan of which had took into consideration
latest macro factors in the PRC as well relevant government polices impacting Mastee]
Finance's operation; (ii) the interest rates charged in respect of the relevant financing
activities will be comparable to the average historical rate in the first half of 2022; and

(iii) the investment scale will continue to be around the regulatory limit.

We noted that between 2018 1o 2021, Masteel Finanece’s revenue fluctuated and
recorded a range from & decline of 8.1% (recorded in 2020} to a growth of 20.3%
(recorded in 2019). Given the Group is disposing Masteel Finance, we consider
applying a CAGR growth rate of 6,5% which is within the historical revenue

fluctnation range to be acceptable.

Bazowu Finance

For the year ending 31 December 2022

When estimating the revenue growth of Baowu Finance for the year ending 31
December 2022, capital injection to Baowu Finance during 2022 was taken into

consideration and with such increase in capital base, it is estimated that revenue of

Baowu Finance will slightly increase and remained comparable to 2021.
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For the years ending 31 December 2023 10 2027

Factoring in (i) certain corporate actions including the capital injection mentioned
above and mergers of other finance companies (following the merger of other steel
companies), with additional member companies after the completion of two mergers
of other steel companies which will provide Baowu Finance additional business
opportunities; (ii) the estimated increase in carrying out investment activities up to a
level comparable to the statutory Hmit; and (iii) the interest rate charged in respect of
the relevant financing activities which were mainly referenced to the average historical
rate in the first half of 2022, it is estimated that Baowu Finance’s revenue will achieve
a CAGR of 5.87%.

In estimating a growth in revenue of a CAGR of 5.87% from 2023 to 2027 for Baowu
Finance by the Management, we noted that revenue of Baowu Finance recorded a
growth of a CAGR of 29.6% between 2019 to 2021, of which by considering such
historical growth we concur with the Management that apply a CAGR growth of 5.87%

from 2023 to 2027 in revenue to be appropriate.

Cost

Masteel Finance

We noted that key projection on cost components include among others, operating and

administrative expenses, provision of impairment loss and local tax and charges.

We noted that operating and administrative expenses mainly comprised of wages and
salary, office rental as well as depreciation expenses. We noted from the Management
that wages and salary were estimated based on the historical salary level with an
annual increment catering for possible increase in operating scale pursuant to the
14th 5-year plan as well as annual salary increment. Provision of impairment loss was
based on the estimated loan balances as at each forecast period times a provision ratio,
Pursuant to the Management, such provision ratio has been consistently applied for the
entire forecast period was referenced to the current provision ratio in place. Local tax
and charges mainly comprised of value added tax, wrban maintenance and construction
tax, education surcharge, stamp duty and others. We noted that such tax and charges
were estimated during the Forecast Period pursuant to the relevant rates according to

the relevant rules and regulations of the PRC.
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Given the above-mentioned major operating and administrative expenses were
estimated by taking into consideration (i) the historical amount; (i1} latest business
plan; (iii) the present rules and regulatory requirements; and (iv) the Group's
accounting policies (as the case maybe) we considered the cost estimation of Masteel

Finance io be reasonabie.
Baowu Finance

We noted that key projection on cost components include among others, operating and

administrative expenses, provision of impairment loss and local tax and charges.

We noted that operating and administrative expenses mainly comprised of wages and
salary, system maintenance fee as well as depreciation expenses. We understood from
the management of Baowu Finance that estimates of wages and salary were based on
the historical salary level with relevant increment catering for possible increase in
operating scale taking into consideration estimated increase in business scale after the
completion of the two mergers and capital injection carried out in 2022, while social
securities and overheads included in the estimates wages and salary would be based on
refevant rules and regulatory requirements. System maintenance fee and professional
fee mainly represent utilization of a Baowu Group internal system of which a fee
would be charged annually by a group company. Such estimated fee will be based on
the actual arrangement with group companies with reference to the operation scale.
Depreciation expenses were estimated based on the relevant depreciation policy
adopted by Baowu Finance. Provision of impairment loss was based on the estimated
loan balances as at each forecast period times a provision ratio. Pursuant to the
management of Baowu Group, such provision ratio has been consistently applied for
the entire forecast period and was referenced to the current provision ratio in place.
Local tax and charges mainly comprised of urban maintenance and construction 1ax,
education surcharge and stamp duty. We noted that such tax and charges were estimated
during the Forecast Period pursuant to the relevant rates according to the relevant rules
and regulations of the PRC,

Tax
Taxation rate of 25% was applied during the Forecast Period for both Masteel Finance

and Baowu Finance taking into consideration the current corporate income tax rate of

25% pursuant to relevant tax rules and regulations of the PRC.
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Discount rate of Masteel Finance and Baowu Finance

When applying the discounted cash flow method to estimate the net present value of
the above financial projections, it is necessary lo determine an appropriate discount
rate for Masteel Finance and Baowu Finance. We noted that the Independent Valuer
has used capital asset pricing model (“CAPM?™) in calculating the discount rate of
10.66%, which we understand from our discussion with the Independent Valuer,
is widely adopted for the purpose of valuing companies in the financial industry
in the PRC. In deriving the discounted rate of 10.66%, the Independent Valuer has
considered various factors including, among others (i) risk free rate; (ii) market risk
premium; (iil) beta, a measure of non-diversifiable risk of the comparable companies;

and (iv) corporate specific risk premium.

We have discussed with the Independent Valuer regarding the major factors taken into
consideration in deriving the discount rate and noted that these factors are commonly
used parameters in the industry when preparing valuation reports. In this regard, we
have (i) reviewed the relevant source of information and calculations of key estimates;
(i1) discussed with the Independent Valuer the basis and assumptions of the major
factors considered in deriving the discount rate, which is in line with common indusiry
practice; (iii) understood the selection criteria of the four comparable companies
which were adopted for beta references; and (iv) conducted our independent research
on parameters including the risk free rate, risk premium and noted that the risk free
rate and risk premium adopted in caleulating the discount rate for Masteel Finance and
Baowu Finance are in line with market. Having considered the above adopted by the
Independent Valuer when determining the discount rate, we consider that the discount
rate of 10.66% is appropriate.

General and specific assumptions of Mastee! Finance and Baowu Finance

A number of general and specific assumptions have been applied in determining the
Valuations pursuant to the Valuation Reports, for details of the basis and assumptions
please refer to appendix IV and V of the Circular. We have discussed with the
Independent Valuer and the Independent Valuer has confirmed that the relevant
underlying assumptions adopted in the Valuations are normally adopted in valuation
of business of such nature. Based on the review and discussion with the Independent
Valuer, we consider that the adoption of general and specific used in the Valuations

are appropriate under these circumstances.
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Valuation by applying market approach in valuing the properties held by Baowu
Finance

Two properties held by Baowu Finance located in Shanghai and Wuhan were subject

to valuation by applying market approach.

According to the Valuation Report when applying market approach, the Independent
Valuer applied the adjusted per meter square price to the size of the property subject
to valuation, taking into consideration comparable transactions selected based on the
selection criteria including (i) properties located at similar location; (ii) transaction
should be within 1 month before or after the valuation date; and (iii} the property is of
a similar usage. We considered that the above selection criteria to be comparable to

the nature of the properties held by Baowu Finance.

We have carried out desktop research and noted from the available public information
that the estimated adjusted per meter square price adopted in the valuations was within
the range of the listing price of properties listed as available for sales on real estate

website in the relevant regions of the PRC.

Having considered that (i) the Independent Valuer is independent from the Group and
other parties to the Absorption and Merger Agreement, and has relevant experiences
in conducting valuation for business operating in similar industry to Masteel Finance
and Baowu Finance; (ii) the methodologies and the key assumptions adopted by the
Independent Valuer for the Valuation Reports are commeonly adopted in the market for
adopting income approach for valuation; (iii) the underlying comparable transactions
data of the valuation of the properties held by Baowu Finance were mainly made
reference to the available transaction informasion; (iv) the selection criteria of
comparable transactions, reflect the chrematistics of the properties held by Baowu
Finance; and (v) the percentage of shareholding after completion of the Merger was
determined by both parties based on the appraised value of the entire equity interest of
Masteel Finance and Baowu Finance pursuant to the respective Valuation Reports, we
consider that the Valuation Reports are appropriate for the Directors in determining

the consideration of the Merger.
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Financial effect of the Merger

Upon completion, the legal persen status of Masteel Finance will be cancelled and therefore
Masteel Finance will cease 10 be a subsidiary of the Company. The assets, liabilities and
financial results of Masteel Finance will no longer be consolidated into the financial
statements of the Group. Approximately 29.68% equity interest in Baowu Finance to be held
by the Group will be recognized as investment in an associated company and at the fair value
of Baowu Finance’s identifiable net assets and liabilities attributable to the Company by using

the equity method.

It should be noted that the following analyses are for illustrative purpose only and do not
purport to represent how the financial performance and position of the Group will actually be

upon Completion.
Earnings

Upon completion of the Merger, the results of Masteel Finance will no longer be consolidated
into the income statement of the Group. While the 29.68% equity interest in Baowu Finance
to be held by the Group upon completion of the Merger will be accounted for as investment
in an associated company, any earnings of Baowu Finance would be accounted for as share
of profit or loss of an associate to the Group.

In terms of gain or loss resulting on the Merger, depending on the book value of Masteel
Finance and the value of the 29.68% equity interest in Baowu Finance upon Completion, the
actual gain or lfoss in connection with the Merger (if any) will be the difference between the
value of the consideration (i.e. the 29.68% equity interest in Baowu Finance) and the book
value of Masteel Finance upon Completion as well as the amount of professional fees and the

relevant applicable tax chargeable in the PRC (if any).
Nef assef valie

Upon completion of the Merger, the Masteel Finance’s assets and liabilities will no longer be

consolidated into consolidated statement of financial position of the Group.
Referring to the analysis above depending if the Merger will result in a gain or loss on

disposal, such gain or loss on disposal will increase or decrease the net asset value of the
Group (as the case maybe).
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Effect on cash flow

Given that the consideration for the Merger will be 29.68% equity interest in Baowu Finance
it is expected that apart from payment of professional fee and/for relevant applicable 1ax
chargeable in the PRC (if any), the Merger will not have any impact on the cash flow of the
Group.

The CCT

On 15 November 2022, the Company and Baowu Finance entered into the Financial Services
Agreement, pursuant to which, Baowu Finance agreed to provide the Group with settlement
services, deposit services, credit services and other financial services subject to the terms and

conditions provided therein.

~

Principal terms of the Financial Services Agreement in respect of the Proposed Annual
Caps

The principal terms of the Financial Services Agreement in respect of the Proposed Annual

Caps are summarised as follows:

Pate: 15 November 2022

Parties: (i) Baowu Finance; and
(ii}  The Company
In the agreement, Baowu Finance refers to Baowu Finance and/
or its branches, and the Company refers to the Company and/or its

subsidiaries.

Duration: The Financial Services Agreement shall be for a term commencing

from the agreement effective date to 31 December 2024,

Major Terms: Deposit Services
The Group opens settlement accounts with Baowu Finance, and
deposits funds into the saving accounts opened at Baowu Finance

under the principles of independent choice and free access to these

accounts.
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Baowu Finance provides deposit services 1o the Group at the
deposit interest rate determined in accordance with that of the
same type and under the same terms promulgated by the People’s
Bank of China, in principle, not lower than the deposit interest
rate of the same type and under the same terms of the independent

major commercial banks in the PRC,

During the term of the agreement, the maximum daily deposit
balance of the Group with Baowu Finance shall in principle not
exceed RMB 10 billion, and the total interest fee paid by Baowu
Finance to the Group for deposit services shall not exceed the

maximum of RMB190 million per year.

Credit Services

Baowu Finance will, within the scope permitted by national laws,
regulations and policies, in accordance with the requirements of
the CBIRC and in combination with its own operating principles
and credit policies, support the Group’s capital needs in business
development, and provide comprehensive credit services for the
Group. The Group may use the comprehensive credit extension
provided by Baowu Finance to handle loans, bill acceptance, bill

discounting and other types of financial services.

Baowu Finance provides preferential credit interest rates and
rates for credit businesses such as loans, bill acceptance, bill
discounting, etc. to the Group, which shall be in principle not
higher than the credit interest rates and rates of the same type,
under the same terms and at the same level obtained by the Group

from independent major commercial banks in the PRC.

During the term of the agreement, the maximum comprehensive
credit line provided by Baowu Finance to the Group shall not
exceed RMBI10 billion.

Under the current terms of the Finance Services Agreement, the
Group is not required to pledge its assets to secure the credit

services o be obtained.
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il Comparison of terms with independent third parties

As confirmed by the Directors, after completion of the Merger, financial services transactions
1o be conducted with Baowu Finance (as Baowu Finance will be the surviving entity after
the Merger) will be conducted in a similar manner as the financial services transactions

conducted with Masteel Finance prior to the Merger.
Depasit Services and relevant interest income

We understand from the Management that during FY2020 and FY2021 and the seven months
ended 31 July 2022 (*7M2022”) (the "Review Period”), the Group has placed deposits with
Masteel Finance. According 1o the Management, the deposit interest rates offered by Masteel
Finance to the Company are in accordance with their internal pricing guidelines which were

determined with reference to deposit rates promulgated by PBOC.

We have obtained sample documents covering each quarter of the Review Period indicating
that the interest rates offered by Masteel Finance to the Company for deposit services are
in accordance with the internal pricing guidelines. We further compared the interest rates
stipulated in Masteel Finance’s internal pricing guidelines and note that they are no less
favourable or higher than the deposit rates offered by other independent third-party financial

institutions.
Credit Services

During the Review Period, the Group has obtained credit services from Masteel Finance
comprising mainly loan services and bill discounting services and other types of financial

services such as bill acceptance services.

We noted that the Company will obtain quotations from independent banks and Masteel
Finance in terms of credit services to be obtained. The Company will compare the terms of
the credit services, including but not limited to the interest rates and facility amount and
choose the financial service provider with the most favourable terms. We noted that where
the Company has obtained credit services from Masteel Finance, the interest rates and terms
of the credit services offered by Mastee! Finance were no less favourable than those obtained

from independent third-party financial institutions,
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fii.  Basis of the Proposed Annual Caps

The transactions contemplated under the Financial Services Agreement are subject to the
Listing Rules’ requirements and conditions as further discussed under the section headed
“Reporting requirements and conditions of the CCT” below. In particular, the CCT are also

subject to the annual caps as discussed below,
a. Review of the historical figures

Masteel Finance has been providing, among other things, deposit services and credit
services to the Group. Set out below are the historical iransaction information for
FY2020, FY2021 and 7M2022.

Deposit Services

Set out below is the highest month end balance of deposits placed in Masteel Finance

and the interest receivable of deposits for the deposit services during the Review

Period:
For the
For the For the seven months
year ending year ending ended
31 December 31 December 31 July
2020 2021 2022
RMB’ billion RMB’ billion RMB’ billion
Highest month end deposit
balance 8.4 9.7 9.0
Interest receivables of the
deposits 0.084 0.081 0.089

As illustrated above, the highest month end balance of deposits placed by the
Company with Masteel Finance for each of FY2020, FY2021 and 7M2022 amounted
to approximately RMBSE.4 billion, RMB9.7 billion and RMB9.0 billion, respectively.
Furthermore, the Management advised that during the Review Period the maximum

day end balance of deposits placed with Masteel Finance reached approximately
RMB10.4 billion.
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As set out above. the interest receivables in respect of the deposits were RMB84.2
million and RMBEI.4 million respectively during FY2020 and FY2021. The interest
receivable during TM2022 has reached RMB89.0 million, which has exceeded the
receivables during the whole of FY2020 and FY202!.

Credit Services
Set out below is the highest month end credit facilities granted by Masteel Finance

to the Company (excluding interest} as well as the relevant utilization rate during the

relevani month end:

As at As at Asat

31 December 31 December 31 July

2020 2021 2022

RMB’ billion RMB’ biflion RMB’ billion

Credit facility granted 7.5 8.0 9.0
Utilization 3.4 4.9 35
Percentage of utilization 45.3% 61.2% 38.9%

As illustrated above, Masteel Finance granted a maximum month end credit line to
the Company of approximately RMB7.5 billion, RMBS§.0 billion and RMB9.0 billion,
respectively, for each of FY2020, FY2021 and 7M2022.

We noted that utilization of credit facilities varies from time-to-time and will depend
on the terms offered by Masteel Finance. Nevertheless, the credit facility offered by
Masteel Finance which is subject to Masteel Finance’s internal assessment of the
financial condition of the Group, increased from RMB7.5 billion as at 31 December
2020 to RMB9.0 billion as at 31 July 2022.
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Assessment of the Proposed Annual Caps

When assessing the reasonableness of the Proposed Annual Caps, we have discussed
with the Management the basis and assumptions underlying the projection of the
Proposed Annual Caps. Set out below are the Proposed Annual Caps in respect of the

deposit services, interest income and credit services:

Proposed
Annuoal Caps

For the

year ending
31 December
2023

RMB’ billion

For the

year ending
31 December
2024

RMB’ billion

Annual caps for deposit services
(the “Deposit Cap”) 10 10
Annual caps for interest income derived

from the Deposit Cap (the “Interest

Cap™) 0.19 0.19
Annual caps for credit services
(the “Credit Cap”} 10 10

Beposit Cap

Pursuant to the Financial Services Agreement, (i} the annual cap for the maximum
daily deposit of balance of the Group with Baowu Finance (i.e Deposit Cap) shall not
exceed RMB L0 billion; (i) and the annual cap for the total interest fee paid by Baowu
Finance shall not exceed RMB 190 million (i.e. the Interest Cap).

According to the Management, the Deposit Cap of RMBI10 billien is determined
mainly with reference to the historical maximum month end deposit balance placed
by the Group in Masteel Finance during the Review Period as well as the maximum
amount of borrowing to be obtained from Masteel Finance. As set out in the paragraph
“Review of the historical figures” above, (i) the maximum month end deposit balance
placed by the Group was recorded at RMB9.7 billion during the Review Period, which
would represent over 95% of the proposed Deposit Cap; and (i1) the maximum day end
deposit balance placed by the Company in Masteel Finance during the Review Period
was RMB10.4 billion, which would reach an amount higher than the proposed Deposit

Cap.

Taking into account the Group’s historical deposit balance in Masteel Finance, we are

of the view that the basis in determining the Deposit Cap to be appropriate.
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Interest Cap

We also understand that the Management considers the interest rate of the deposit a
crucial factor when considering whether to place deposits with Baowu Finance. We
have discussed with the Management and further understand that the deposit interest
rate to be granted by Baowu Finance to the Group shall in principte not be lower
than the PBOC Deposit Rate and under the same terms of the independent major

commercial banks in the PRC during the same period.

As advised by the Management, the Interest Cap of RMBI190 million is determined
based on a weighted average anticipated interest rate of approximately 1.9% to be
offered by Baowu Finance for the deposits placed by the Company. The anticipated
interest rate of 1.9% is a weighted average interest rate calculated based on (i) the
estimated composition of deposit portfolio of the Group placed in Masteel Finance
pursuant to the Management latest tentative treasury plan, comprising demand deposits
and fixed deposits with a term ranging from one year to seven days’ notice; and (ii)
the deposit rate offered by Baowu Finance according to its internal pricing guideline
for the corresponding type of deposit continuing to be effective as of the date of the

Announcement,

We understand that Baowu Finance determines the deposit interest rate set out in its
internal pricing guideline with reference to the latest PBOC Deposit Rate as at the date
of the Agreement with certain upward adjustment depending on the fixed term of the
deposil,

In terms of the interest rate applied towards the calculation of the weighted average
interest rate of 1.9%, we have compared the deposit interest rate estimated by Baowu
Finance with other independent commercial banks and note that the interest rate to be
offered by Baowu Finance is no less favourable than those offered by the independent
commercial banks and are not lower than PBOC Deposit Rates. Having taking into
account the above, we consider applying the 1.9% weighted average interest rate in

estimating the Interest Cap to be acceptable.
Credit Cap
During the term of the Financial Services Agreement, the annual cap for the maximum

credit facility provided by Baowu Finance to the Group shall not exceed RMBI10

billion.
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According to the Management, the Credit Cap is determined mainly with reference
to (i} the historical maximum credit facility obtained by the Group through Magang

Finance; and (ii) the historical financing needs of the Group.

As set out above in the paragraph “Review of the historical figures”, the latest credit
limit granted by Masteel Finance to the Company for as of 31 July 2022 and up to the
date of the Announcement was RMB9.0 billion, which is comparable to the Credit Cap
of RMB 10 billion.

In addition, referring to the 2022 Interim Report, we noted that the Group possessed
strong funding needs with shori-term and long-term loan of the Company as at 30 June
2022 amounting to RMBE&.4 billion and RMB6.5 billion, respectively. The sum of
which in aggregate amounted to approximately RMB14.5 billion, exceeding the Credit
Cap of RMB 10 billion.

Taking into consideration (i) the historical credit limit granted to the Group by
Masteel Finance; and (ii) the financing requirements as indicated by the level of short
term and long term borrowings of the Group as of 30 June 2022, we are of the view
that a Credit Cap of RMB 10 billion to be appropriate.

Pricing policies and relevant internal control of the Proposed Annval Caps

To ensure effective execution and implementation of the pricing of the transactions of the
CCT, the Company has established “Internal Control Management Measures of Connected

Transactions” to regulate the pricing management of continuing connected transactions.

The connected transaction management committee of the Company, which directly reports
to the Board, is responsible for the on-going monitoring of all the continuing connected
transactions of the Company, which include the continuing connected transactions
contemplated under the Financial Services Agreement. The responsibilities of the connected
transaction management committee include, among other things, approving and monitoring
of continuing connected transactions, gathering information for disclosure of continuing
connected transactions pursuant to the Listing Rules, and monitoring of pricing procedures
for continuing connected transactions to ensure that prices are determined on normal
commercial terms. For each relevant functional department of the continuing connected
transaction agreements or relevant companies entering transactions shall provide actual
trading situation quarterly to the operation and accounting department of the Company.
The operation and accounting department of the Company will report on a quarterly basis
to the connected transaction management committee regarding the actual amount of the
contineing connected transactions conducted during the quarter and the estimated amount

in the following quarter so as to facilitate the connected transaction management committee
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to (i) menitor the actual amount of continuing connected transactions carried out: and (ii)
assess whether the annual cap of any continuing connected transactions will be exceeded.
The continuing connected transaction management committee will then report to the Board
on quarterly basis.

In terms of deposit business of member units, Baowu Finance has formulated relevant
systems such as the "Deposit Management Measures”. "Operating Procedures for Renminbi
Deposit Business” and "Operating Procedures for Foreign Exchange Deposits™ to standardize
the commencement and specific practice of application acceptance. withdrawal, account
processing, and interests calculation under the company’s deposit business. The relevant
policies are implemented in strict accordance with the relevant regulations of the People’s
Bank of China, CBIRC and the China Securities Regulatory Commission, strictly follow
the principles of equality, voluntariness, fairness and honesty, fully guarantee the safety
of funds of member units, and safeguard the legal rights and interests of all parties. The
company’s deposit business adheres to the principles of voluntary deposits, free use of funds,
confidentiality for depositors, and no application by other parties, It has the right to refuse
inquiries from any unit or individual other than those stipulated by laws and administrative
regulations; it has the right to refuse freezes or deductions by any unit other than those
stipulated by laws.

Baowu Finance follows the allocation principles of safety, liquidity, and efficiency, and
arranges operating expenses in a reasonable and orderly manner. The deposits in Baowu
Finance are safe and have good liquidity, and there has been no delay in payment due to
insufficient cash positions of Baowu Finance.

In terms of the management of related parties’ transactions, Baowu Finance has developed
an online "related parties’ transaction management and control system", which can track
the fund situation in a timely manner, provide weekly analysis reports to the Company, and
effectively manage and control the funds of the Company in Baowu Finance such that they
will not be applied by other related companies in the group. This ensures the compliance
in terms of the use of funds by listed companies and complies with the requirements of the
regulatory guidelines for listed companies.

Furthermore, pursuant to the Management, a real time system has been in place by Baowu
Finance which could real time update the deposit balances of their customers. On a daily
basis, Baowu Finance will notify the Group the aggregate deposit balances amount should
the aggregate deposit balances approaching the Deposit Cap, the Group will deposit such
relevant amount of deposit to independent third-party financial institutions. In addition,
automatic direct debit instruction will also be implemented to the deposit accounts of the
Group held in Baowu Finance, should any deposit of funds to accounts held by the Group in
Baowu Finance exceeds the Deposit Cap, such exceeded amount will be automatically direct
debited to other deposit accounts of the Group held in independent third-party financial
institutions.
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In respect of utilizing the credit facilities provided by Baowu Finance to the Group, the
Group will centralize the credit draw down of each of the members of the Group, for each
new draw down, the Management will confirm the new draw down balance in aggregate with

the aggregate outstanding balances of the Group will not exceed the Credit Cap.
Pricing

The operation and accouating department will be responsible for the pricing management
and will guide various departments and units to establish the procedures and mechanism
of professional price management, so as to ensure that the pricing standard is fair and
reasonable, and conform with the market principle. Market prices will be obtained through,
among other things, open tenders/quotations from independent third party suppliers and
service providers, recent transaction prices of the Group with independent third parties,
pricing information obtained through subscription service and researches on industry
websites. The market price information will be circulated by the department to other
departments and companies of the Group to enable them to determine the prices for the
continuing connected transactions.

Undereaking provided by and measures taken by China Baowu

China Baowu has unconditionally provided an irrevocable undertaking that, during the term
of the Financial Services Agreement:

{1) it shall maintain its actual control over Baowu Finance, and ensure the standardised
operation of Baowu Finance;

(iiy it shall use it best endeavours and take all reasonable measures to ensure that Baowu
Finance will fulfi! its obligations for deposit services under the Financial Services
Agreement in 2023 to 2024,

(iti)  when necessary, supplement capital or provide support to the liquidity of Baowu
Finance in accordance with the relevant laws and regulatory requirements.

China Baowu confirms that it has obtained all necessary approval and authorisation for
executing the above written undertaking, and that the execution of the above written
undertaking will neither be in breach of the laws and regulations in the PRC nor conflicts
with any other agreements signed by China Baowu.

As confirmed by the Directors, the scope of the “Internal Control Management Measures
of Connected Transactions™ covers all the transactions contemplated under the Financial
Services Agreements,
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Review by auditor

The auditors of the Company will be engaged to report on the Group’s continuing connected
transactions in accordance with Hong Kong Standard on Assurance Engagements 3000
(Revised) “Assurance Engagements Other Than Audits or Reviews of Historical Financial
Information” and with reference to Practice Note 740 “Auditor’s Letter on Continuing
Connected Transactions under the Hong Kong Listing Rules” issued by the Hong Kong
Institute of Certified Public Accountants.

We understood from the Directors that the avnditors will make analysis on (a) if anything will
come to their attention that caused them to believe that the continuing connected transactions
had not been approved by the Board; (b} for the continuing connected transactions involving
the provision of goods or services by the Group, nothing has come to their attention that
caused them to believe that the transactions are not, in all material respects, in accordance
with the pricing policies of the Company; (¢) nothing has come to their attention that caused
them to believe that the continuing connected transactions are not entered into, in all material
respects, in accordance with the relevant agreements governing such transactions; and (d)
with respect to the aggregate amount of each of the continuing connected transactions,
nothing has come to their atiention that caused them to believe that the continuing connected

transactions has exceeded the annual cap as set by the Company.

Based on the obligations of the Directors to comply with the Listing Rules to conduct
the continuing connected transactions on normal commercial terms, we consider that the
continuing connected transactions wili be conducted on normal commercial terms.

Reporting requirements and conditions of the CCT

Pursuant to Rules 14A.55 to 14A.59 of the Listing Rules, the CCT are subject to the
following annual review requirements:

(a)  each year the independent non-executive Directors must review the CCT and confirm

in the annual report and accounts that the CCT have been entered into:
(i) in the ordinary and usual course of business of the Group;
(i)  on normal commercial terms or better; and

(ii1)  according to the agreement governing them on terms that are fair and reasonable

and in the interests of the Shareholders as a whole;
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each year the auditors of the Company (currently, Ernst & Young) must provide a
letter to the Board (with a copy provided 1o the Stock Exchange at least ten business
days prior to the bulk printing of the Company’s annual report) confirming whether

anything has come to the Board's attention that causes them to believe that the CCT:
(i) have not received the approval of the Board;

(ii)  are not in all material respects, in accordance with the pricing policies of the
Group if the transactions involve the provision of goods or services by the
Group:

(iif) have not been entered into in accordance with the relevant agreements

governing the CCT; and
(iv)  have exceeded the relevant annual caps;

the Company must allow, and ensure that counterparties to the CCT to allow, the
Company’s auditors sufficient access to their records for the purpose of the reporting

on the CCT as set out in paragraph (b); and

the Company shall promptly notify the Stock Exchange and publish an announcement
in accordance with the Listing Rules if it knows or has reason to believe that the
independent non-executive Directors and/or auditors of the Company will not be able

to confirm the matters set out in paragraphs (a) and/or (b) respectively.

In light of the reporting requirements attached to the CCT, in particular, (i) the limit of the

value of the CCT by way of the Proposed Annual Caps; and (ii) the on-going review by the

independent non-executive Directors and auditors of the Company regarding the terms of the

CCT; and (iii) the on-going review by the auditors of the Company confirming the relevant

Proposed Annual Caps not being exceeded, we are of the view that appropriate measures will

be in place to govern the conduct of the CCT and safeguard the interests of the Independent

Shareholders.
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RECOMMENDATION

Having considered the above principal factors and reasons. we are of the view that;
As to the Merger

(i} although the Merger is not in the ordinary and usual course of the business of the Group. the terms
of the Absorption and Merger Agreement and the transactions contemplated thereunder are on normal
commercial terms, fair and reasonable so far as the Independent Shareholders are concerned; and (ii)
the ensering into the Absorption and Merger Agreement is in the interests of the Company and the
Shareholders as a whole.

Accordingly, we advise (i) the Independent Board Commiitee to recommend the Independent
Shareholders; and (ii) the Independent Shareholders to vote in favour of the ordinary resolution(s) to
be proposed at the relevant general meeling to approve the Absorption and Merger Agreement and the
transactions contemplated thereunder.

As to the CCT

(1) the terms of the Financial Services Agreement and the transactions contemplated there under are in
the ordinary and usual course of business of the Group, on normal commercial terms, and in the interests
of the Company and the Shareholders as a whole and is fair and reasonable so far as the Independent
Sharcholders are concerned; and (i) the Proposed Annual Caps are fair and reasonable so far as the
Company and the Independent Shareholders are concerned and in the interests of the Company and the
Shareholders as a whole.

Accordingly, we advise (i) the Independent Board Commitiee to reconmend the Independent Shareholders;
and (ii) the Independent Shareholders to vote in favour of the ordinary resolution(s) to be proposed at the
relevant general meeting te approve the Financial Services Agreement (including the Proposed Annual
Caps) and the transactions contemplated thereunder.

Yours faithfully,
For and on behalf of
Haleyon Capital Limited

Terry Chu
Managing Director

Mr. Terry Chu is a person licensed under the SFO (o carry out type | (dealing in securities) and type 6

(advising on corporate finance) regulated activities under the SFO and regarded as a responsible officer of

Halcyon Capital Limited and has over 22 years of experience in corporate finance industry.
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