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Executive summary 
and methodology

Executive summary

Despite the global financial crisis, Chinese 
acquirers have increasingly looked at foreign 
Mining targets, with 2009 witnessing a record- 
breaking number of transactions, with 33 
announced deals worth US$9.2 billion, coming 
to market, a marked increase on the 20 deals 
seen in 2008. Looking ahead, this trend looks 
set to continue with a combined 73% of survey 
respondents expecting dealmaking in the wider 
Chinese Mining sector to increase over the 
coming 12 months. More pertinently, 46% of 
respondents expect outbound cross-border 
activity to drive this increase.

While M&A is undertaken for a number of 
different reasons, the need for Chinese companies 
to secure supplies of commodities is undoubtedly 
the principal driver of this recent wave of activity. 
Indeed, 85% of respondents expect this to be 
at least a significant driver of outbound Mining 
sector deal flow over the next 12 months with 
54% considering it the most important reason for 
such transactions.

Furthermore, domestic demand for such resources 
is set to rise further as China’s economic growth 
story continues, reinforced by the fact that 92% 
of respondents consider the country’s economic 
outlook to be either positive or very positive. 
One such respondent qualified this viewpoint by 
saying: “There is huge internal demand within 
China and this will drive economic growth going 
forward.”

Looking at specific sub-sectors within the 
Mining space, demand for iron ore is particularly 
significant with it rightly being considered as 

one of the key building blocks of the Chinese 
economy given the scale of the construction and 
infrastructure projects currently being undertaken 
there. Aside from crude oil, iron ore is perhaps the 
most important commodity in the world economy 
and therefore, it is unsurprising that 69% of 
respondents expect metal ore companies to see 
the greatest levels of M&A investment in 2010.

Although outbound M&A activity is predicted to 
increase, the nature of these deals is set to alter 
slightly in the coming months. Mining assets in 
Australasia have traditionally been most actively 
targeted by Chinese acquirers but this could 
change with the largest proportion of respondents 
(76%) naming Africa as the region expected 
to witness the bulk of outbound activity going 
forward. The proposed 'super tax' on Australian 
Mining company profits, even in its recently 
watered-down form, is obviously a deterrent for 
prospective investors, with 81% of respondents 
believing that the legislation, slated to come into 
law in 2012, will have a negative impact on the 
level of Chinese investment in Australasia*. 

It is of little surprise that 85% expect businesses 
to look to target other regions, with Africa set to 
be the main beneficiary. Indeed, one respondent 
points out that with African countries needing 
help and infrastructure support, it is "easy to gain 
access to their abundant resources by providing 
them with help." Corporate valuations are also 
playing a key role in this regard with valuations 
proving to be robust in the traditional hotbeds 
of activity, pushing investment to alternative 
locations such as Africa and, to a lesser extent, 
South America.

*Respondents answered survey before revision to the proposed tax 
were announced on 2 July 2010.
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Certainly, the outlook for Chinese outbound 
investment in the Mining niche remains positive, 
largely underpinned by the continued growth 
of the domestic economy. However, obstacles 
to dealmaking remain, primarily in the form of 
macroeconomic uncertainties and exchange rate 
concerns, although this will likely be outweighed 
by the desire to secure inputs at attractive prices. 
China remains as cash-rich and resource-hungry 
as ever and these factors will continue to drive 
Mining sector outbound activity over the rest of 
2010 and into 2011.

Methodology

Over the course of April and June 2010, Remark, 
the research and publications division of The 
Mergermarket Group, canvassed the opinions 
of 26 mainland China-based Mining corporates. 
All respondents had experience of an M&A 
transaction at some stage over the last five years. 
They were asked to give their opinions on a 
number of issues, including the key opportunities 
and challenges that businesses in the sector face 
in the current trading environment. All answers 
were confidential and results have been reported 
in aggregate.
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China M&A survey findings
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What was your most recent annual revenue 
in US$m?

In which Chinese city are your headquarters 
based?

Pre-qualifiers/respondent information
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65.4% 

Very positive Positive 

7.7% 

26.9% 

Neutral 

How would you rate China’s wider economic 
growth prospects over the next 12 months?

Deal drivers

Vast majority of respondents remain bullish 
on China’s economic growth prospects

The overwhelming majority of respondents 
believe that China’s economic growth prospects 
over the next 12 months will be positive, with 
over one quarter rating them as very positive. 
Just 7.7% of respondents give a neutral 
prognosis while no respondent thinks that the 
economic forecast is negative. 

One of those surveyed who has a positive 
outlook on China’s economic growth prospects 
goes on to remark that “domestic demand 
will drive economic growth looking forward,” 
while another notes that economic growth will 
continue unabated because of "major interest 
from overseas investors."
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Close to three-quarters expect Chinese 
Mining M&A to increase over 2010/2011…

A collective 73.1% of respondents expect to 
see a rise in the level of Chinese Mining sector 
M&A over the next 12 months, with a further 
11.5% predicting that Chinese Mining M&A 
flows will remain the same. One such respondent 
states that “Chinese miners want to expand 
through M&A as their demand for raw materials 
is rising – there is huge resource competition 
among Chinese miners precisely because of 
this. Furthermore, the Chinese government is 
heavily supporting companies looking to acquire 
abroad.”

However, this optimism is countered by the 
fact that some 15.4% of respondents believe 
that Mining M&A activity will decline over the 
stated period, with one respondent adding that 
"It's hard to say – the cost of M&A was low 
during the financial crisis. However, the global 
economy is now recovering, meaning that the 
associated cost of doing a deal is also rising.” 
Another respondent with similar views states that 
“Many companies have already invested heavily 
in acquiring domestic and foreign mining assets. 
This, along with increasingly volatile international 
markets and reduced demand in finished metal 
products, means that Chinese miners’ M&A 
strategies will be cautious and conservative 
looking forward.” Yet another respondent 
suggests that Chinese regulatory approval 
for such transactions will prove to be a major 
obstacle to Mining M&A activity.

…driven primarily by domestic and 
outbound acquisitions of Mining assets

M&A activity in China’s Mining sector is most 
likely to focus on either outbound or domestic 
acquisitions say some 88.5% of respondents, 
with close to half of them (46.2%) suggesting 
that the bulk of this projected deal flow will stem 
from the purchase of foreign Mining businesses.

Increase greatly Increase 

Decrease Decrease greatly 

69.2% 

11.5% 

3.9% 3.9%

11.5% 

Remain the same 

What do you expect to happen to the 
overall level of M&A activity in the Chinese 
Mining sector over the next 12 months?

Inbound cross-border M&A 

Outbound cross-border M&A Domestic M&A 

46.2% 

11.5% 

42.3% 

In terms of deal type, what do you expect to 
drive activity over this timeframe?
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(Respondents may have selected multiple answers)

In which particular sub-sector of the Chinese Mining sector do you 
expect to witness the most M&A activity over the next 12 months?

Metal ore firms likely to dominate Mining 
M&A activity say bulk of respondents

Respondents are confident that Chinese M&A 
activity in the Mining sector will be focused 
on transactions within the metallic ore space, 
with some 69.2% believing that this particular 
sub-space will see the greatest amount of 
M&A activity over the next 12 months. On the 
other hand, just 34.6% expect that coal-mining 
companies and other mining support firms will 
conduct the bulk of M&A acquisitions over the 
period.

“Recently, Chinese coal companies have 
been looking to add net raw inputs.”
Survey respondent
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More than half of respondents think that 
the most important driver of Chinese 
Mining M&A will be the securing of 
resources supply networks…

A combined 84.5% of respondents rank the 
securing of resource inputs as at least a significant 
driver of Chinese Mining M&A activity over 
2010/2011, with over half of this proportion 
(53.8%), believing that this is the most significant 
driver influencing Chinese Mining acquisitions. 
To this end, one respondent writes: “Acquiring 
resources is the most important aspect here, as it 
is the lifeblood of any mining corporation. Other 
drivers are important, but are certainly not as 
crucial as securing the flow of raw materials.”

Other important drivers include gaining market 
share and achieving economies of scale, with a 
total of 38.4% of respondents each ranking them 
as at least significant drivers of M&A within the 
Chinese Mining sector.

What do you think will be the three most significant drivers of M&A activity in the Chinese 
Mining sector over the next 12 months?

0 10 20 30 40 50 60 70 80 90

To acquire know-how/technology

To benefit from new mining prospects

To acquire other intangible assets

To benefit from low corporate valuations

To achieve price bargaining power

To achieve economies of scale

To acquire a competitor/gain market share

To secure resources supply

% 

53.8 26.9 3.8

Percentage of respondents 

3.8 15.4 19.2

7.7 11.5 19.2

7.7 23.1

15.4 3.8 7.7

11.5 15.4

7.7 3.8 11.5

3.83.8 15.4

Most significant Very significant Significant 

(Respondents may have selected multiple answers)

“Acquiring resources is the most 
important driver of Chinese Mining 
M&A, as it is the lifeblood of any 
mining corporation. Other drivers are 
important, but are certainly not as 
crucial as securing the flow of raw 
materials.”
Survey respondent
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(Respondents may have selected multiple answers)

What do you believe will be the three most significant obstacles to 
M&A activity in the Chinese Mining sector over the next 12 months?

…while exchange rate controls are 
highlighted as the most significant obstacle 
to Chinese Mining dealmaking

Some 57.7% of respondents indicate that 
exchange rate controls and currency convertibility 
is at least a significant obstacle to Chinese 
Mining sector dealmaking, with over one-quarter 
suggesting that this issue alone is the most 
significant hindrance to M&A. In addition, 
macroeconomic instability and interestingly – 
environmental protection – are also cited by 
respondents as two relatively important concerns 
that could negatively impact Mining deal flow. 

In contrast, just 7.6% of respondents in total, 
consider that differing price expectations 
between buyers and sellers are a significant 
obstacle to dealmaking. 

A small number of respondents note that other 
factors also hinder deal flow, with one noting 
that leveraging issues could restrict M&A activity. 
Elsewhere, another respondent comments that 
“China’s political landscape is a major obstacle 
for Mining businesses looking to transact.”
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Inbound Mining M&A most likely to stem 
from North American firms say more than 
one-third of respondents

36% of respondents suggest that the bulk of 
inbound M&A acquisitions of Chinese Miners will 
ultimately stem from North American companies, 
while, intriguingly, a further 32% consider that 
South American bidders will conduct the majority 
of such M&A activity over the next 12 months. 

Of those respondents who cite that North 
American businesses will conduct the majority 
of inbound Mining transactions in China over 
the next year, some 60% suggest that Canadian 
Mining firms will be active in this regard. Similarly, 
all those respondents who believe that South 
American concerns will conduct the bulk of 
such deals go on to say that these bidders will 
ultimately be Brazilian, with one respondent 
explaining that this is primarily due to the 
developing relationship between the Brazilian and 
Chinese governments, as well as their respective 
private sectors.

Somewhat surprisingly, a sizable number of 
respondents who believe that European firms 
will undertake the bulk of inbound acquisitions 
go on to highlight the likelihood of German 
Industrial sector manufacturers looking to acquire 
and/or merge with their Chinese counterparts. 
One suggests that “Germany has a huge import 
demand for raw materials and with inputs rising 
in price, German consumers of Mining inputs are 
increasingly entering into joint ventures and/or 
strategic alliances with the Chinese.” For instance, 
one such deal saw Siemens Energy move to 
acquire a majority stake in GIS Steel & Aluminium 
Products, the Chinese aluminium foundry, and 
Yangtze Delta Manufacturing, the Chinese 
metalworking company, for an undisclosed 
consideration in 2009.

0 5 10 15 20 25 30 35 40% 

36 

Percentage of respondents
(Respondents may have selected multiple answers)
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From which region(s) do you expect the bulk of inbound M&A 
activity in the Chinese Mining sector to stem over the next 12 
months?

“Germany has a huge import demand for 
raw materials and with inputs rising in 
price, German consumers of Mining 
inputs are increasingly entering into 
joint ventures and/or strategic alliances 
with the Chinese.”
Survey respondent
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In which region(s) do you expect the bulk of outbound Mining M&A 
activity to take place over the next 12 months?

More than three-quarters think that Africa 
is the most attractive destination for 
Chinese outbound Mining acquisitions

Some 76% of respondents highlight Africa as 
the most attractive region for outbound Chinese 
Mining investments, with a number of them 
citing reasons to support their answers. “China 
needs access to natural resources while African 
countries need a lot of capital and infrastructure 
support. Therefore, it is very easy for Chinese 
businesses to gain access to the abundant natural 
resources in African countries by providing 
them with capital and infrastructure aid,” one 
respondent quips, while another simply sums up 
their view by saying “African Miners are easier to 
acquire than their counterparts elsewhere.”

Mining acquisitions in Australia are also fairly 
appealing, with many respondents highlighting 
Australia’s transparent regulatory policies, 
large range of Mining sector targets and stable 
macroeconomic environment, as potential M&A 
drivers.

“The emergence of China as a capital 
exporter has been particularly significant 
to miners – whether in South America, 
Australia or elsewhere, the mining 
companies Deloitte works with 
recognize Chinese firms as key players in 
global M&A and project finance. We 
expect this trend to continue, if not 
intensify, through 2010 as companies 
seeking to develop projects look to 
China for strategic partners.”

Karl Baker - M&A Mining Leader, Deloitte China
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Nearly two-thirds of respondents expect 
private equity dealmaking in the Chinese 
Mining space to increase

A combined 65.4% of respondents believe that 
private equity dealmaking in the Mining sector 
will rise over the next 12 months, while just 
11.5% consider that private equity interest in 
the sector will decrease. The remaining 23.1% 
of respondents think that deal flows will stay the 
same.

One respondent who falls into the latter category 
explains that “private equity investors are still 
cautious of investing in the Mining sector due to 
market uncertainty. At the same time, they also do 
not want to lose out on the opportunity to invest 
in the sector due to its buoyant fundamentals.”

Local private equity players likely to lead 
any upcoming increase, say respondents 

Interestingly, nearly two-thirds (64%) of 
respondents believe that any increase in private 
equity dealmaking within the Chinese Mining 
space will predominantly stem from local 
financial investors, with one respondent going 
on to explain that “local private equity firms 
understand the Chinese Mining market very well 
and they want to be able to fully exploit any 
future opportunities."

Increase significantly Increase slightly 

Remain the same Decrease slightly 

50.0% 

15.4% 
11.5%

23.1% 

What do you expect to happen to the level 
of private equity activity in the Chinese 
Mining sector over the next 12 months?

Foreign private equity firms Local private equity firms 

64% 

36% 

Do you think over the next 12 months, the 
majority of this interest will stem from local 
private equity groups or foreign financial 
investors?
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In your opinion, what are the key 
considerations for Chinese companies 
looking to acquire foreign Mining assets 
over the next 12 months?

The bulk of answers to this question focused on 
the underlying rationale behind such acquisitions, 
with the vast majority of respondents (close to 
90%) suggesting that Chinese outbound Mining 
acquisitions are driven by the need to acquire 
Mining inputs – especially sources of non-ferrous 
metals and ores, which – as one respondent 
puts it – “Are fairly rare in China.” Approximately 
one-third of respondents also mention that 
outbound acquisitions are also driven by the 
need to utilize cheaper sources of labor abroad – 
presumably only in African and South American 
markets, however. 

Respondents believe gold and copper prices 
likely to rise the most over next 12 months

A combined 72% of respondents believe that 
the price of gold will increase over the next 12 
months, with 64% of them predicting a rise 
in prices of less than 20%. At the same time, 
a collective 53.9% of respondents also think 
that the price of copper and nickel will also rise, 
although their opinions differ on the degree in 
which this will occur – some 23.1% forecast that 
copper prices will rise by more than 20% while 
just 7.7% predict that nickel prices will do the 
same.
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What do you think will happen to the prices of the following raw 
Mining inputs over the next 12 months?

Outbound M&A spotlight
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Very significantly 

Not very significantly 

Significantly 

73.1% 

11.5% 
15.4% 

To what extent will the price of these inputs 
determine the level of outbound Chinese 
Mining acquisitions over 2010?

Just less than 90% suggest that 
input prices play an important role 
in determining the level of outbound 
acquisitions over 2010 

A total of 88.5% of respondents consider that 
Mining input prices play a significant role in 
determining the level of outbound Mining 
acquisitions over 2010, with 15.4% of them 
believing that price changes significantly 
impact outbound Mining deal flow. One such 
respondent writes that “Rises in input prices 
causes demand to fall and lowers target 
valuations, which should positively impact the 
number of M&A transactions taking place.”

The bulk of respondents believe that 
regulatory regimes impede outbound 
Mining acquisitions

69.2% of respondents believe regulatory issues 
are a significant hindrance to acquisitive Chinese 
Miners looking to buy abroad, with respondents 
pointing the finger at a variety of regulators. One 
respondent believes that local regulators "Have 
delayed previous transactions." Another suggests 
that North American and Australian regulatory 
authorities employ fairly stringent antitrust policies 
while yet another goes on to state that this has 
a knock-on impact on M&A regulatory situations 
in other regions such as Africa. Finally one 
respondent adopts a different approach, stating 
that more onerous environmental and quality 
control regulatory regimes abroad will increasingly 
impact on Chinese outbound Mining acquisitions.

Yes No

69.2% 

30.8% 

Do you believe regulatory issues are a 
significant challenge to Chinese Mining 
companies looking to undertake deals 
abroad?
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(Respondents may have selected multiple answers)

How big an obstacle to outbound Mining deal flow do you consider 
the following national regulators to be?

Respondents rank their own regulator as 
the most obstructive to outbound Mining 
dealmaking 

Some 31.6% of respondents believe that the 
most significant regulatory obstacle to an 
outbound Mining acquisition stems from Chinese 
regulatory authorities, while a combined 84.2% 
believe that local authorities present at least a 
significant obstacle to dealmaking. On the other 
hand, just 63.3% of respondents in total suggest 
that Australian regulators present a significant 
obstacle to outbound deal flow – although 
one respondent goes on to say that the recent 
imposition of the Mineral Resources Rent tax, 
which will see Australian Mining businesses being 
hit with a 30% tax on iron ore & coal profits, 
could alter this perception.
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Percentage of respondents
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IPO

Shares

Cash

How are Chinese Mining businesses looking to acquire abroad likely 
to finance their purchases over the next 12 months?

Cash is king say over half of respondents

57.7% of respondents suggest that Chinese 
mining businesses will use cash to pay for their 
overseas purchases over the next 12 months, 
while just over one-quarter say they will conduct 
share swaps in order to finance acquisitions. 
Just under one-in-five believe that public listings 
will be the method of choice when raising M&A 
war chests, while only 11.5% think that Chinese 
Miners will use commercial paper to finance M&A 
bids.

“China’s emergence in global mining is 
well documented and clear to see. The 
question going forward will be whether 
traditional sources of capital – such as 
public markets and bank-provided 
project finance – will return and increase 
the competition for assets. Regardless, 
the sophistication and speed with which 
Chinese firms have demonstrated will 
serve well to position them as a strategic 
partner to any firm looking to sell or 
develop a major mining asset.”

Jeremy South – Deloitte Global Mining Leader, Financial Advisory Services
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Discounted cash flow theory is the financial 
valuation model of choice 

Fully 60% of respondents state that they utilized 
the discounted cash flow model in order to 
value their target, while roughly one-in-ten 
respondents utilized other alternative methods 
such as relative value/comparative pricing and 
option pricing theories.

Target directly approached bidder Target approached bidder via advisor 

Bidder directly approached target 

26.9% 19.2% 

7.8%

26.9%
19.2% 

Bidder approached target via advisor 

Parties sourced on advisors’ recommendation

How was the target sourced?
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Other 

Market value 

Option pricing 

Relative value/
comparative pricing

Discounted cash flow 

Which financial valuation model was used to initially value the 
target?

Conducting a Chinese Mining M&A 
transaction

More than half of transactions sourced via 
advisors respondents note

A collective 53.8% of respondents state that they 
sourced their target with the help of an external 
advisor, with 26.9% writing that they were 
approached by the target via an advisor and 
another 19.2% noting that they had approached 
their target via a third-party. The final 7.8% 
note that they sourced their target based on an 
advisor’s recommendation.
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Maximum level of due diligence

High level of due diligence

Reasonable level of due diligence

61.5% 

15.4%
23.1% 

What level of due diligence was conducted 
on the target company?

Importance of due diligence not lost on 
respondents

More than 80% of respondents comment 
that their businesses conducted at least a high 
level of due diligence during their most recent 
acquisition, with 23.1% also mentioning that 
they had conducted the maximum level of due 
diligence possible. 

Policy-driven initiatives could be one reason why 
this percentage is so high – one respondent 
explains that “It is our strict policy to conduct a 
very thorough due diligence process before any 
transaction” while another writes that “We need 
to understand the financial and legal implications 
of any deal before it is completed.”

Do-by-close 

Sale & purchase agreement negotiation

Due diligence 

34.6% 

15.4%3.9%
3.8%

15.4%

26.9%

Target selection Strategy & Planning

Financial modeling/valuation 

At which point during the transaction 
were post-deal integration measures first 
discussed?

Over three-quarters of respondents 
discussed post-deal integration issues prior 
to the onset of due diligence… 

76.9% of respondents note that during their 
most recent acquisition, post-deal integration 
measures were discussed before the onset of 
due diligence, while a further 15.4% did so 
during the process. As a result, fully 92.3% of 
respondents had discussed post-deal integration 
issues before the announcement of the bid. 

One respondent believes that it is a natural 
process to begin discussing post-merger 
strategies as early as possible, commenting that 
“If you are conducting M&A, you’re essentially 
looking to enhance your firm’s productive 
capacity. Therefore, it’s reasonable to think about 
the relevant post-deal issues during the strategy 
and planning stage.”
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During the strategy/planning phase of the transaction 

During the due diligence phase 

40% 

8%

12%

40%

Before the deal announcement 

Never 

When did discussions relating to the impact 
of regulatory codes on the outcome of the 
transaction first begin?

…while discussions on potential regulatory 
issues tend to take place before or during 
the due diligence process

Similarly, 80% of respondents remark that 
discussions pertaining to the impact of regulatory 
edicts on M&A bids were undertaken either 
before or during the due diligence process, with 
a further 12% stating that these discussions 
took place before the announcement of any 
transaction. As a result, only 8% write that they 
did not discuss the implications of regulatory 
regimes on a potential acquisition. 

With the benefit of hindsight, what 
three pieces of advice would you offer 
to a Chinese Mining company looking to 
undertake an outbound M&A transaction?

The top three pieces of advice respondents put 
forward to potential acquirers were: 1) Never 
underestimate the impact of cultural differences 
between target and bidder companies; 2) Gather 
sufficient information on a target’s structure 
and practices before attempting to acquire it; 
3) Conduct the most thorough due diligence 
process possible on the target.

One-in-five respondents also mention that 
potential acquirers should use advisors where 
possible, while another 16% suggest that bidders 
should look into the regulatory regimes of their 
target company in order to quickly mitigate 
any potential problems later on during the 
acquisition.

“Use local advisors to help judge the 
financial condition of the target as well 
as the legal implications.” 
 
“The bidders should have a long term 
strategy of how to integrate the target 
company. HR should get involved as 
early as possible so as to mitigate any 
negative impact on the transaction, 
including cultural differences such as 
language.”
Survey respondents
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A significant negative impact 

A slight negative impact 

42.3% 

15.4%
19.2%

23.1%

A negative impact 

No impact 

What impact do you think the recent 
imposition of the resources super-profits tax 
on Australian mining companies will have 
on Chinese Mining outbound aquisitions in 
Australia over the next 12 months?

More than four-out-of-five believe that 
Australia's resources super-profits tax will 
have a negative impact on Chinese Mining 
acquisitions*

80.8% of respondents suggest that the recent 
imposition of Australia's  resources super-profits 
tax (RSPT) in Australia will have a negative impact 
on Chinese outbound Mining acquisitions of 
Australian targets, with more than half (57.7%) 
believing that the new tax will have at least a 
negative impact on deal flow.

One respondent who falls into this category 
notes that: “Smaller scale mining companies 
looking for minor mining assets will drop their 
acquisition plans”, while another notes that: 
“The Australian Government feels the RSPT will 
benefit their economy. But in due course, they 
will realize that the country will suffer in terms 
of foreign investment with more than US$100 
billion worth of projects as well as thousands of 
jobs, all being put at stake.” 

However, not all respondents ascribe to this 
viewpoint. One of the few respondents who 
believes that the RSPT will not impact deal flow 
says “Even though the RSPT may be imposed, 
Chinese companies will still target Australian 
mining assets as their demand for raw materials 
is so high.” Put another way, “It’s a question of 
resource demand versus supply. And considering 
the favorable M&A conditions in Australia as 
compared to Africa and Europe, I think the tax 
will not have any negative impact.”

* Respondents answered these questions prior to the revision of 
the proposed tax by Australian Prime Minister Julia Gillard on 2 
July 2010. 
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Vast majority of respondents expect 
Chinese bidders to look at alternative 
targets

Some 85% of respondents believe that as a result 
of the new tax, Chinese Miners will increasingly 
look to acquire in alternative regions, with many 
suggesting that in order to mitigate the negative 
impact of the RSPT, Chinese bidders will look 
to acquire in other regions like South America, 
Canada and Africa, where taxes are lower. 

However, some respondents who do not agree 
with this assessment go on to suggest that 
acquisitive Chinese miners’ choice of target 
would not be affected by the imposition of 
the tax because of the strength of previous 
relationships in Australia. “Many Chinese miners 
have sufficient customers and clients in Australia 
and may not be interested in cultivating new 
clients elsewhere” one writes, while another 
states that “We already have our assets spread 
over the country so moving to a different region 
is not on the agenda now.”

Yes No

85% 

15% 

If you think this tax will have a negative 
impact, do you expect Chinese miners to 
increasingly target businesses in other 
regions?

Africa most likely region for alternative 
acquisitions, say respondents

Of those respondents who believe that Chinese 
Miners will look to acquire mining assets in 
alternative locations following the imposition of 
the RSPT, more than half (52.6%) suggest that 
they will look to buy in Africa, with 31.6% also 
targeting South American businesses. 

One respondent who falls into this particular 
category explains that his firm will now look to 
invest in Argentina and Brazil, mainly because of 
the good relationships between these countries 
and China, as well as the fact that they both 
have an abundance of natural resources, such 
as iron ore, which Chinese Miners are urgently 
seeking out.

New Zealand

North America

Asia (Other)

South East Asia

South America

Africa
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15.8

15.8

31.6

21.1
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An interview with Deloitte China's Mining 
sector Partner

Karl Baker, Mining sector M&A Partner at 
Deloitte China, expects to see a growing 
trend of outbound M&A investments 
stemming from China over 2010. Going 
forward, Chinese firms are likely to make 
further African and South American 
Mining plays as well as in historially-more 
prominent Australia and Canada, primarily 
driven by the need to secure supplies of 
inputs at attractive prices.

Outbound M&A review

From the beginning of 2005 until the end of H1 
2010, Chinese acquisitions of foreign Mining 
assets have totalled some 91 deals, worth a total 
of US$31.9 billion.17 such deals have come to the 
market in the first six months of 2010 alone with 
Baker suggesting that one of the drivers of this 
recent surge in activity is simply due to the laws 
of supply and demand. “Chinese miners are being 
driven to undertake acquisitions abroad primarily 
to secure mining inputs at attractive prices,” he 
said, continuing to explain that “While there is 
currently talk about a residential property bubble 
emerging in China, demand for raw materials is 
not likely to fall as there are continuing significant 
construction projects taking place across the 
country.” Furthermore, as the wider economy 
continues to grow, Chinese appetite for energy 
inputs will increase further, leading to a rise in the 
number of acquisitions of coal – and increasingly, 
uranium – assets.

At the same time, Baker asserts that Chinese 
Miners are using M&A as a method to further 
enhance strategic relationships with their global 
Mining counterparts, one such example being 
Chinalco’s US$14 billion acquisition, along 
with the US firm Alcoa, of a 12% stake in Rio 
Tinto, the Anglo-Australian Miner, back in early 
2008. “Chinese Miners will continue to search 
for attractive overseas opportunities, targeting 
mutually-beneficial strategic relationships, 
especially when they are able to profit from 
technological transfers, the adoption of 

managerial best practices, advantageous 
pricing policies, and the increased likelihood of 
subsequent joint ventures," he said. 

However, Baker admits that making Mining 
investments abroad isn’t always successful, 
citing the failed attempt by Chinalco to purchase 
minority stakes in assets from Rio Tinto for a 
proposed US$11.8 billion back in 2009. The 
Mining giant was close to tying up a stake sale 
with Chinalco in order to reduce the level of 
debt on its balance sheet to manageable levels 
but backed out of the deal at the eleventh hour 
following a rapid bounce back in commodity 
prices as the global economic recovery got 
underway.

Mining M&A deal size

Transaction values of outbound Mining 
acquisitions from China have fallen in recent 
times with no deals in the first quarter of 2010 
exceeding US$500 million, compared to four such 
deals coming to market over 2009. Discussing 
this trend, Baker says the decline has been 
accompanied by a corresponding drop in the 
size of equity stake acquisitions with alternative 
deal structurings also being used. However, while 
average deal sizes have certainly fallen, foreign 
Mining targets are not getting cheaper in absolute 
terms. 

In addition, Baker explains that “Chinese bidders 
are starting to find that political and regulatory 
hurdles from abroad are somewhat lessened if 
they take a smaller equity stake in the target.” 
Indeed, while local acquirers have lowered their 
M&A expectations and are increasingly brokering 
minority stake deals, they are still often looking 
to obtain operational interest in certain specific 
Mining projects. In addition, Baker says that 
local lending practices are becoming much more 
thorough as the economy rebounds, meaning that 
Chinese miners – whether they are state-owned 
enterprises (SOEs) or private businesses – are now 
facing tougher checks and balances as they look 
to finance their acquisitions.

M&A Review
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Country splits

Historically, Chinese Mining acquisitions have 
tended to focus on making acquisitions across the 
wider Asia-Pacific region, with purchases of North 
American and European assets accounting for 
the minority of deal flow. However, Baker asserts 
that these relationships have developed over time 
and while the level of acquisitions undertaken in 
Asia has remained broadly constant, the number 
of deals involving North American and European 
Mining assets has increased. 

Nevertheless, the global economic recovery has 
seen Mining companies in Canada and Australia 
return to health relatively quickly, along with 
valuations. As a result, Chinese acquirers are 
beginning to increasingly look at Mining assets 
in alternative investment areas such as Africa and 
South America where corporate valuations are 
lower. Wuhan Iron and Steel’s bid for a 21.5% 
stake in MMX Mineracao e Metalicos, the Brazilian 
Mining company, for a total of US$400 million, 
announced back in November 2009, and the 
US$244 million offer for a 12.5% stake in African 
Minerals, the UK-based mineral exploration and 
development company with an interest in Africa, 
by China Railway Materials, announced in January 
2010, are both good examples of this incipient 
trend.

Looking forward

While Baker remains bullish on Mining M&A 
prospects abroad over 2010 and beyond, he 
does admit that there are challenges that Chinese 
companies will have to overcome in order to 
successfully complete a transaction. Among these 
remains the sometimes unpredictable nature of 
regulatory bodies on both the buy- and sell-side 
of a transaction.

“Chinese acquirers would do well to remember 
that domestic regulators are simply examining a 
proposed outbound transaction to ensure that 
it supports the wider economic policies of the 
Chinese government – as well as ensuring that 
the bidder can actually complete the transaction,” 
he said, going on to explain that “Despite a lot of 
publicity concerning rejected M&A bids, foreign 

regulatory regimes are in fact broadly supportive 
of Chinese investments into their jurisdictions.” 
He went on to cite the recent successful 
acquisition of a 70% stake in Energy Metals, 
the Australian firm engaged in the exploration 
and development of uranium projects, by China 
Uranium Development, for US$63 million, as 
a good example of the transparency of the 
Australian regulatory authorities. Significantly, 
the deal was approved in its original form despite 
obvious security concerns surrounding the export 
of uranium to China.

Baker also remains fairly optimistic on the 
implications of the recently-revised resources 
tax, explaining that "Under the new Minerals 
Resource Rent Tax (MRRT), which replaces the 
previously-announced Resource Super Profits 
Tax (RSPT), the new tax regime will apply to the 
mining of iron ore and coal in Australia but not 
other commodities as would have been the case 
under the RSPT. The MRRT, which will be levied 
at 30% and will be introduced on 1 July 2012, 
will mean that Chinese companies interested 
in buying Australian Mining assets will have to 
re-evaluate the impact of the proposed tax on 
future profitability as well as the overall viability 
of existing and proposed investment projects. 
However, with the tax now only applying to 
iron ore and coal assets at a reduced rate, and 
continuing strong demand from Chinese firms 
for iron ore and coal inputs over the foreseeable 
future, the potential impact of the MRRT on 
Chinese outbound Mining acquisitions in 
Australia has arguably been greatly reduced." 

Baker ends on a positive note, highlighting 
the growing maturity of Chinese bidders when 
conducting M&A overseas, ranking it as a major 
area in which Chinese miners have improved of 
late. “Previously, some local Mining businesses 
tended not to prioritize deal execution and post-
merger integration procedures. Now, they are 
starting to see the value of preparation and to 
this end, are beginning to hire external advisors 
to help them through the process.“ Indeed, one 
of the keys to M&A success remains thorough 
planning and preparation. “Fail to prepare, 
prepare to fail,” concludes Baker.
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Macroeconomic drivers of outbound 
Mining M&A

Mainland China itself is in a unique position 
as one of the world’s largest producers and 
consumers of minerals globally, granting it the 
ability to dramatically affect international metals 
markets. While Hong Kong, for its part, remains 
the headquarters for many firms in the Mining 
space that source and supply metals to the larger 
Chinese market, the core mining operations of 
many of these firms are in mainland China and as 
a result, domestic macroeconomic developments 
remain the key driver of outbound Mining M&A 
from the wider region.

On the back of rapid industrial development in 
recent decades, China’s need for raw materials 
has skyrocketed with the country emerging 
as one of the largest consumers of soft and 
hard commodities globally. In 2009, Chinese 
economic activity increased by 6.6% in real terms, 
a respectable level but still the slowest rate of 
expansion since 1990. Clearly, such high rates of 
expansion have required massive investment into 
the natural resources space to secure supply lines 
and to sustain economic growth. Given that China 
has run a high current account surplus in recent 
years, boosting its gross domestic savings, it is 
relatively well-placed to buy abroad.

In this regard, Chinese appetite for industrial 
metals is particularly significant. It is driven by 
several factors including a construction boom 
in residential housing and expanding public 
infrastructure projects in the Transportation and 
Utilities sectors. Moreover, China also requires 
manufacturing inputs for the production of goods 
for both the local and international markets. In the 
case of gross fixed investment into housing and 
infrastructure development, fiscal stimulus and 
an accommodative monetary policy have spurred 
activity, so much so in fact, that credible fears of 
economic overheating persist.
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Total value of China's Industrials sector

Total value of China's Construction sector

Meanwhile, industrial policy, particularly from late 
2008 onward, has also boosted demand for raw 
material metals. Specifically, in the early stages 
of the global financial crisis the government 
set out to boost productivity and efficiency 
in ten of China’s largest industries, many of 
which are dependent on raw material metals 
inputs, with the aim of making these sectors 
more competitive in the global marketplace. 
Examples of specific industries include, among 
others, automobile manufacturing, iron and 
steel production, equipment manufacturing, 
nonferrous metals production and shipbuilding. 

While China enjoys vast mineral wealth and a 
thriving domestic Mining sector – leading the 
world in the production of aluminium, coal, gold, 
iron and steel, lead and tin amongst numerous 
other minerals – the country remains heavily 
reliant on imports from overseas markets to 
satisfy its industrial metals requirements. Indeed, 
some industry players believe the domestic 
Mining sector remains fragmented and inefficient 
in the production of a number of strategically-
important mineral resources. 

The Chinese authorities have undertaken a 
number of steps to boost production and 
meet domestic demand such as increasing 
state investment into geological exploration; 
encouraging foreign investment into the 
exploration and extraction of select minerals; 
using import and export quotas, tariffs and duties 
to balance domestic supply and demand for 
select minerals; and finally, actively encouraging 
Mining sector consolidation in the domestic 
market through M&A. 

¥1
00

m

0

20,000

40,000

60,000

80,000

100,000

120,000

140,000

160,000

20092008200720062005

Source: National Bureau of Statistics of China, http://www.stats.gov.cn

¥1
00

m

0

5,000

10,000

15,000

20,000

25,000

20092008200720062005

Source: National Bureau of Statistics of China, http://www.stats.gov.cn



Mining for Growth: A review of outbound Mining M&A activity from China    33

Item
Volume

(10,000 tons)
% change,  

year on year
Value US$100 million

% change,  
year on year

Iron ore 62,778 41.6 501 -17.4

Crude oil 20,379 13.9 893 -31

Coal 12,583 211.9 106 201.3

Soybean  4,255 13.7 188 -13.9

Petroleum products refined 3,696 -5.4 170 -43.7

Plastics in primary forms 2,381 34.5 348 2.2

Rolled steel 1,763 14.3 195 -16.9

Paper pulp 1,368 43.7 68 2.1

Edible vegetable oil 816 8.4 59 -30.1

Aluminium oxide 514 12.1 13 -26.6

Copper and copper alloys 429 62.7 226 18

Cereals and cereal flour 315 104.6 9 22.7

Primary commodity imports, 2009

In particular, M&A in the domestic industry 
will help to cut excess capacity, decrease 
competitive pressures on domestic players and 
build economies of scale, thereby enhancing 
the merged entities' bargaining power vis-à-vis 
suppliers. The government has also encouraged 
cross-sector M&A between firms specializing in the 
Mining and Energy sectors, for example, as well 
as tie-ups between firms specialized in different 
Mining niches in order to create synergies.

Domestic consolidation has given rise to a handful 
of large domestic companies in the Mining 
space – so-called national champions – with 
the scale and financial resources to source M&A 
transactions internationally. Clearly, securing 
strategically-important minerals through outbound 
acquisitions is a key driver of Chinese outbound 
M&A activity, as is the desire to exercise greater 
control over global supply, demand and price 
movements in unforgiving global markets. 

Rapidly expanding output capacity and ever-more 
competitive firms will give Chinese Mining giants 
the ability and the incentive to consolidate their 
position in the global Mining sector. In this regard, 
the aim is not simply to satisfy domestic demand 
but also to tap into growing global demand and 
benefit from rising unit prices and higher profits in 
the recovering global economy. 

However, there are also the added benefits of 
gaining access to foreign expertise and technology 
that make outbound M&A attractive. M&A may 
grant Chinese acquirers access to not only the 
most innovative technology, but also the best 
supply and risk management methods employed 
by international competitors.

Source: National Bureau of Statistics of China, http://www.stats.gov.cn 
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Review of select minerals

Iron ore¹

China imported around one-half of the iron ore 
and pig iron produced globally in 2008 according 
to the United States Geological Survey (USGS), 
a US scientific body, and in 2009, the volume 
of iron ore imports rose by a remarkable 41.6% 
year-on-year. While China is one of the world’s 
largest producers of iron ore, many industrial 
firms prefer higher grade iron ore from overseas 
as the product from China has a generally lower 
iron content. 

The top three suppliers of iron ore globally are 
Australia’s BHP Billiton and Rio Tinto as well as 
Brazil’s Vale. Vale and BHP introduced a new 
pricing scheme in H1 2010, breaking from 
the annual pricing contracts for shorter-term 
agreements and winning big mark ups on iron 
ore sales agreements. Rio Tinto is reportedly 
considering adopting the pricing scheme. 
The change has elicited consternation from 
steelmakers and countries heavily dependent on 
iron ore imports, such as China. Indeed, in April 
the Chinese government reportedly moved to 
examine whether the three global Mining firms 
may be monopolizing the global supply of iron 
ore. Such developments will surely underpin an 
even stronger drive by Chinese firms to secure 
iron ore supplies in the future, with outbound 
M&A undoubtedly being the principal route to 
achieving this aim.

Mining production (million metric tons)

Countries 2008 2009

China  824  900 

Brazil  355  380 

Australia  342  370 

India  220  260 

Russia  100  85 

Ukraine  73  56 

South Africa  49  53 

Iran  32  33 

Canada  31  27 

United States  54  26 

Kazakhstan  23  21 

Sweden  24  18 

Venezuela  21  16 

Mexico  12  12 

Mauritania  11  11 

Other countries  47  47 

World total (rounded)  2,220  2,300 

Global production and reserves of usable ore

Reserves (million metric tons)

Countries Usable ore Iron content

Russia  25,000  14,000 

Australia  20,000  13,000 

Ukraine  30,000  9,000 

Brazil  16,000  8,900 

China  22,000  7,200 

India  7,000  4,500 

Kazakhstan  8,300  3,300 

Venezuela  4,000  2,400 

Sweden  3,500  2,200 

United States  6,900  2,100 

Iran  2,500  1,400 

Canada  1,700  1,100 

South Africa  1,000  650 

Mauritania  700  400 

Mexico  700  400 

Other countries  11,000  6,200 

World total (rounded)  160,000  77,000 

Source: US Geological Survey, Mineral Commodity Summaries (January 2010). 
Note¹: Data for 2009 are estimates; Figures for all countries other than China are based on crude ore, 
rather than usable ore.
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Coal¹

China, the world’s largest producer of coal, is 
heavily dependent on the mineral fuel to fire 
electricity generators which play a pivotal role in 
meeting its domestic energy needs. According to 
the USGS, around two-thirds of China’s electricity 
generation derives from coal-fired plants, with 
domestic power generation absorbing around 
one-half of China’s coal production. 

Before the onset of the global financial crisis in 
2008, Chinese demand for coal was incredibly 
robust with supply shortages reported in 
Guizhou, Henan, Jiangxi and Qinghai provinces 
according to the USGS. However, this problem 
eased in the wake of the global financial crisis 
as economic growth in the global and domestic 
economy slowed.

Not surprisingly, coal is the third-largest import 
by volume into China after iron ore and crude oil. 
In 2009, the import bill for overseas purchases 
of coal rose by over 200% to 125.8 million tons, 
worth a collective US$10.6 billion. And with 
newly installed coal-fired power-generation 
streams now coming online, the country will 
remain heavily dependent on coal production 
and imports to satiate domestic consumption 
needs, which could continue to drive overseas 
acquisitions of rival coal Mining firms and 
strategic coal assets. 

Global production of pig iron and steel¹

Pig iron (million metric tons)

Countries 2008 2009

China  471  540 

Japan  86  61 

Russia  48  40 

South Korea  31  26 

Ukraine  31  25 

Brazil  35  22 

United States  34  18 

Germany  29  17 

France  12  7 

United Kingdom  11  7 

Italy  11  5 

Other countries  133  96 

World total (rounded)  932  860 

Raw steel (million metric tons)

Countries 2008 2009

China  500  550 

Japan  119  79 

United States  92  56 

Russia  69  55 

South Korea  53  47 

Germany  46  29 

Ukraine  37  28 

Brazil  34  24 

Italy  30  18 

France  18  12 

United Kingdom  14  9 

Other countries  318  226 

World total (rounded)  1,330  1,100 

Source: US Geological Survey, Mineral Commodity Summaries (January 2010).
Note¹: Data for 2009 are estimates.
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Aluminium¹

It is also notable that the Chinese Mining sector 
has witnessed an increase in the country’s 
aluminium output capacity in recent years, 
largely thanks to rising investment in the space. 
Indeed, in 2009 alone, the year-on-year rise in 
capacity climbed 27% to 19 billion tons. The 
country imported some 5.1 million tons of the 
raw ingredient for aluminium, known as alumina 
or aluminium oxide, worth US$1.3 billion in 2009 
to support aluminium production, representing a 
volume increase of 12.1% year-on-year.

Production (million metric tons)

Countries 2008 2009

China  13,200  13,000 

Russia  3,800  3,300 

Canada  3,120  3,000 

Australia  1,970  1,970 

United States  2,658  1,710 

India  1,310  1,600 

Brazil  1,660  1,550 

Norway  1,360  1,200 

UAE, Dubai  910  950 

Bahrain  865  870 

South Africa  811  800 

Iceland  787  790 

Venezuela  610  550 

Germany  550  520 

Mozambique  536  500 

Other countries  4,850  4,600 

World total (rounded)  39,000  36,900 

Global production and capacity of aluminium

Capacity at year-end (million metric tons)

Countries 2008 2009

China  15,000  19,000 

Russia  4,400  5,150 

United States  3,620  3,500 

Canada  3,120  3,090 

India  1,800  2,000 

Australia  1,970  1,970 

Brazil  1,700  1,700 

Norway  1,360  1,230 

UAE, Dubai  950  950 

South Africa  900  900 

Bahrain  880  880 

Iceland  790  790 

Venezuela  625  625 

Germany  620  620 

Mozambique  570  570 

Other countries  6,260  6,920 

World total (rounded)  44,600  49,900 

Source: US Geological Survey, Mineral Commodity Summaries (January 2010).
Note¹: Data for 2009 are estimates.
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Copper¹

Copper is an important alloy used in the 
construction industry and is a key input in the 
manufacture of electric and electronic goods. 
As such, it has remained a metal of strategic 
importance for China in recent years. According 
to the USGS, copper consumption in China has 
grown by an average of around 10% a year 
in recent times with around half of the total 
destined for the power sector. 

While China has seen copper output grow at a 
fairly measured pace in contrast to some other 
industrial metals (it rose by just 1% annually 
in 2009 to 960 million tons), the country is 
still heavily dependent on imports to satisfy 
its copper needs with the volume of foreign 
purchases of copper and copper alloys rising by 
nearly two thirds in 2009 to 4.3 million tons. 
And even as China increases its smelting capacity 
for copper, its relatively small share of global 
copper reserves – estimated at 6% in 2009 – 
suggest that the country will continue to be 
heavily dependent on overseas imports from the 
Americas, Central & Eastern Europe and other 
markets in the Asia-Pacific region.

Copper

Mine production (million metric tons)

Countries 2008 2009

Chile  5,330  5,320 

Peru  1,270  1,260 

United States  1,310  1,190 

China  950  960 

Indonesia  651  950 

Australia  886  900 

Russia  750  750 

Zambia  546  655 

Canada  607  520 

Poland  430  440 

Kazakhstan  420  410 

Mexico  247  250 

Other countries  2,030  2,180 

World total (rounded)  15,400  15,800 
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Chinese outbound Mining investment case 
study - Australia

China’s appetite for Australian Mining assets 
is seemingly insatiable. Since the beginning of 
2006, Chinese companies have undertaken 27 
outbound M&A deals in this space, with an 
aggregate disclosed value of US$6.6 billion. In 
terms of overall outbound M&A, the Australian 
market leads the way with a significant 46% 
share of deal volume and 23% by value.

Given the cash-rich nature of many Chinese firms 
operating in and around the Mining sector, it is 
somewhat unsurprising that a number of notable 
large-cap outbound transactions have been 
announced in Australia in recent times. Indeed, 
mergermarket data shows that three US$500 
million+ deals have come to the market since the 
first quarter of 2006. 

The largest and most high-profile transaction 
was announced in August 2009 and saw 
Yanzhou Coal Mining acquire Felix Resources, 
the Australian coal producer, for US$2.6 billion. 
Yanzhou were able to complete the transaction 
at a 14% discount to Felix Resources' share 
price one day prior to the deal announcement. 
However, Yanzhou were unable to secure 
control of Felix Resources' South Australian Coal 
Corporation, which was ultimately spun off by 
the target and listed on the ASX. 

Elsewhere, deals that have so far been brokered 
in 2010 have generally fallen firmly in and around 
the mid-market space. The largest such deal was 
valued at US$46 million and saw the Yunnan Tin 
Group, the Chinese manufacturer and producer 
of tin, acquire a 50% stake in Bluestone Mines 
Tasmania, the Australian mining company from 
Metals X, the Australian company engaged in 
exploration and mining, to form a 50:50 joint 
venture. 

Despite the recent lack of large-cap activity, deal 
volumes have held up remarkably well since the 
onset of the global financial crisis in the autumn 
of 2008. The total number of transactions 
announced each year has steadily increased 

in recent times, peaking with 33 announced 
deals in 2009, a significant 65% increase on 
2008 numbers. Notably, the purchasing power 
of Chinese firms has remained intact and many 
would-be acquirers remain capable of conducting 
a mega-deal if a situation makes strategic sense.

The above-mentioned statistics clearly show that 
Chinese investment in Australian Mining assets 
is significant. In terms of the key drivers of this 
activity, the underlying issue is the desire to 
secure mining inputs at attractive and reasonable 
prices. Such inputs are literally the building blocks 
of China’s booming economy and are needed 
due to the vast number of domestic construction 
and infrastructure projects that continue to be 
undertaken. Indeed, iron ore is a vital commodity 
in this regard given that it is the main ingredient 
in steel – vast amounts of which are used to 
build, for example, skyscrapers and automobiles. 

Despite this, it is still surprising and remarkable 
that China’s imports of iron ore accounted for 
around 75% of global iron ore trading in 2009, 
according to Xin Guobin, an official with the 
Ministry of Industry and Information Technology. 
Looking ahead, the need for iron ore should 
mean that China will continue to invest in the 
Mining sector, particularly in Australia. The 
primary driver of such activity will continue to be 
the need to increase access to the commodity 
although there are also several secondary 
benefits such as technology transfers and the 
adoption of best practice operational techniques. 

While Australia will no doubt remain a key 
market, there are several obstacles to M&A. 
Regulatory hurdles persist and while the Foreign 
Investment Review Board (FIRB) welcomes 
foreign investors, preferably in collaboration with 
domestic firms, the regulator recently stated that 
it has a clear preference for foreign investment 
in larger Australian companies to be capped at 
15% with a 50% cap in early-stage companies. 
Such regulatory attitudes to cross-border Chinese 
Mining investments are discussed in detail in the 
next chapter however.
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Perhaps more significantly, the Australian 
government recently announced plans to levy a 
tax on “super profits” from resource companies, 
currently defined as profits above the 10-year 
Australian government bond rate. However, 
the recent replacement of Kevin Rudd with 
Julia Gillard as Prime Minister has resulted in a 
more conciliatory tone being adopted by the 
government of late.

Industry figures have said that the tax, initially 
slated to come in to effect in 2012, will curtail 
investment in the sector and limit employment 
opportunities. A reduction in the overall 
profitability of the Australian Mining sector is 
obviously a concern for current and prospective 
Chinese investors although M&A activity will 
likely continue as long as the demand for mineral 
resources remains robust. This is set to be the 
case with the current Mining surge likely to last 
for an extended period given the huge potential 
of economies such as China itself and, to a lesser 
extent, India.

The regulatory environment: a look at 
regulatory rulings on Chinese outbound 
Mining acquisitions

Chinese Mining companies suddenly burst 
onto the global M&A scene in 2008 and 2009 
following a series of high-profile acquisitions. 
A number of such deals have attracted the 
attention of regional regulatory bodies and while 
a large proportion of transactions have been 
approved, there have been several high-profile 
examples of deals being blocked on regulatory 
grounds. Remarkably, an Australian senator 
went so far as to run television advertisements 
opposing one such transaction, arguing that 
another sovereign nation should not be able to 
own a domestic sovereign asset.

Such widespread scaremongering must, 
however, be placed into the wider context. Since 
the beginning of 2005, Chinese miners have 
undertaken 63 acquisitions of foreign assets, 
spending a cumulative US$31 billion in the 
process. Of these, just three transactions worth 
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US$2.6 billion ultimately lapsed due to regulatory 
issues - surprisingly, all of them being bids for 
Australian assets.

Moreover, the bulk of the overall valuation figure 
is due to one deal – the Q1 2009 US$2.5 billion 
bid for OZ Minerals by China Minmetals – which 
was ultimately restructured and successfully 
completed. As a result, aborted cross-border 
Mining acquisitions undertaken by Chinese 
bidders comprised less than 5% of total activity 
in volume terms, making the press coverage and 
perceived tough stance of regulators somewhat 
disproportionate to actual deal rejection figures.

In fact, the annual reports of the Foreign 
Investment Review Board (FIRB), the Australian 
regulator responsible for inbound investments, 
shows that just 0.1% of the total number of 
takeover applications received were rejected 
between 2008 and 2009, down from 1.4% 
in the 2003-2004 period. While such figures 
point towards the FIRB adopting an increasingly 
lenient approach towards inbound investment in 
Australia, it may also be reflective of the fact that 
Chinese firms are developing a more nuanced 
approach to outbound investment and M&A 
more generally.

Casting an eye over historical regulatory activity, 
the most prominent case was undoubtedly the 
aforementioned OZ Minerals transaction. In 
February 2009, China Minmetals, the metals 
supplier, made a US$2.4 billion offer for 
complete control of Mining firm OZ Minerals. 
As part of the deal, Minmetals committed to 
repaying all of OZ Minerals’ outstanding debt, 
which amounted to around US$845 million at 
the time.

The deal was delayed by the FIRB and nearly 
fell apart as lenders, who had already accepted 
a short-term moratorium on OZ Minerals’ debt 
repayments, began to get impatient. Eventually, 
the FIRB released a statement in March 2009 
saying that it had rejected the original offer on the 
grounds of national security.

“Under the Foreign Acquisitions and 
Takeovers Act 1975, all foreign 
investment applications are examined 
against Australia's national interest. An 
important part of this assessment is 
whether proposals conform with 
Australia's national security interests, in 
line with the principles that apply to 
foreign government-related investments. 
It is not unusual for governments to 
restrict access to sensitive areas on 
national security grounds. (Therefore) 
the Government has determined that 
Minmetals' proposal for Oz Minerals 
cannot be approved if it includes 
Prominent Hill.”
FIRB Press Release No. 29, 2009
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In response to this development, China Minmetals 
submitted a revised US$1.4 billion offer which 
excluded the acquisition of the politically sensitive 
Prominent Hill Copper Mine, an asset close to 
Woomera Test Range, a strategic national asset 
given that it is described as the western world’s 
largest defence systems testing and evaluation 
range. The revised offer also did not include other 
Asian assets, including OZ Minerals’ Martabe 
Mines in Indonesia as well as several other 
exploration assets in Cambodia and Thailand. The 
revised bid received FIRB approval just nine days 
after it was first announced, with the Treasurer 
stipulating some further conditions, the main ones 
being that: 

1) China Minmetals would continue to operate 
the mines as a separate commercial business 
to its core operations, and would retain OZ 
Minerals’ headquarters in Australia.

2) Price OZ Minerals’ off-take on arms-length 
terms with reference to international 
observable benchmarks and global market 
practices. 

3) China Minmetals maintain or increase 
production and employment at OZ Minerals’ 
other mines.

China Minmetals agreed to adhere to these 
revised conditions and the deal was subsequently 
consummated. More than one year on since the 
transaction was completed, OZ Mineral’s share 
price has consistently remained above the average 
monthly price of AU$0.88 per share at the time of 
the deal, suggesting that the transaction has so far 
been value-accretive to shareholders. 

Elsewhere, China Nonferrous Metal Mining’s 
(CNMC) US$215 million bid to acquire a 51.66% 
stake in Australia’s Lynas Corporation, the rare 
earth metals miner, also suffered the same 
fate as Minmetal’s initial offer. However, in this 
instance, it is thought that the FIRB rejected the 
deal on antitrust grounds. According to the Wall 
Street Journal, Chinese rare earth miners account 
for more than 95% of global rare earth metals 

production and state-owned CNMC’s bid to take 
control of Lynas was widely seen as an attempt 
to reinforce the country’s monopoly over the 
production of such metals. In this regard, it is 
particularly notable that Lynas controls the world’s 
richest rare earth metals deposit near Laverton, 
Western Australia.

CNMC’s offer quickly aroused the suspicion 
of the FIRB, who had previously proved to 
be accommodating towards the purchase of 
Australian rare earth metals miners. Indeed, just 
a few months earlier, the board had approved 
the US$15 million acquisition of a 25% stake 
in Arafura Resources, by the East China Mineral 
Exploration & Development Bureau, without 
conditions.

After an initial review, the FIRB announced 
that it would approve the acquisition of Lynas 
if CNMC reduced its proposed stake holding 
to under 50%, ensuring that its directors did 
not make up half of more of Lynas’s board and 
provided independent marketing of Lynas’ rare 
earth products. The subsequent response from 
CNMC was unequivocal. Within one day of the 
announcement, the firm had pulled its offer for 
Lynas, presumably as it felt that the deal terms 
were too onerous, and has subsequently not 
made any further inroads into Australia.   

The third and final instance of a regulator 
ultimately shooting down an outbound Chinese 
Mining acquisition was seen in May 2008 when 
Sinosteel attempted to acquire Murchison Metals 
for US$1.2 billion. The company had previously 
bought out Australia’s Midwest Corporation just 
two months earlier, and used it as an acquisition 
vehicle to bid for Murchison, an iron ore 
miner. The deal was referred to the FIRB, who 
lengthened its review period of the transaction to 
three months from the customary 30 days. This 
was enough to prompt Sinosteel to reduce its 
offer to a 49.9% stake, a move which was viewed 
favorably by the FIRB with the revised offer being 
approved.
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Lessons learnt

Undoubtedly, a number of important lessons have 
been learnt in these deals. When Chinese firms 
are looking to broker an overseas cross-border 
acquisition, a number of factors must be keenly 
considered. These include:

1) Engage regulators at the earliest possible 
instance. On many occasions, regulators 
are the last party to be consulted about a 
possible acquisition, invariably delaying the 
deal timetable and increasing the likelihood of 
failure. This was especially prevalent during the 
CNMC/Lynas deal.

2) Ensure that any bid is first and foremost, a 
commercial transaction. Many regulators, 
the FIRB included, are happy to see foreign 
entities take control of local assets as long 
as they are in the national interest – hence 
the FIRB’s insistence that China Minmetals 
derives no pricing advantage of OZ Minerals’ 
off-take post-acquisition – a measure that 
would ensure a level playing field for all market 
participants. 

3) Have a back-up plan. Forward-thinking goes 
a long way when applying for regulatory 
approval as any advisor on the OZ Minerals/
China Minmetals will tell you. Individuals 
working on this particular deal would have 
recognized the likelihood of initial regulatory 
problems and, given the urgency of the tie-up, 
conjured up some alternative scenarios, which 
ultimately proved very timely indeed.
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Historical data

Top 10 Chinese outbound Mining deals: Q1 2006 - H1 2010

Announced 
Date

Status Target Company Target 
Country

Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Feb-08 C Rio Tinto plc  
(12% stake)

United 
Kingdom

Alcoa Inc; Aluminum 
Corporation of China 
(Chinalco)

14,000

Aug-09 C Felix Resources 
Ltd

Australia Yanzhou Coal Mining 
Company Ltd

2,568

Jul-09 C Teck Resources 
Ltd (17.2% stake)

Canada Fullbloom Investment 
Corporation

1,508

Apr-09 C OZ Minerals 
(certain assets 
excluding 
Prominent Hill and 
Martabe)

Australia China Minmetals 
Non-Ferrous Metals Co Ltd

OZ Minerals Ltd Australia 1,386

Mar-08 C Midwest 
Corporation Ltd 
(80.31% stake)

Australia Sinosteel Corporation 879

Nov-06 C Anglo American 
plc (1.01% stake)

United 
Kingdom

China Vision Resources E Oppenheimer & Son South Africa 812

Jun-07 C Peru Copper Inc Canada Aluminum Corporation of 
China (Chinalco)

779

Mar-06 C Ashapura 
Minechem Ltd 
(Alumina plant 
in Kutch) (50% 
stake)

India Qingtongxia Aluminium 
Group Company Ltd

Sichuan Aostar 
Aluminum Co Ltd

China 651

Aug-07 P Bellavista Holding 
Group Ltd (60% 
stake)

Chile China Elegance Resources 
Ltd

Ceasers Development 
Ltd

Hong Kong 600

Dec-09 C Corriente 
Resources Inc

Canada CRCC-Tongguan Investment 
Co., Ltd

549

C = Completed; P = Pending
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Announced 
Date

Status Target Company Target 
Country

Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Aug-09 C Felix Resources Ltd Australia Yanzhou Coal Mining 
Company Ltd

2,568

Jul-09 C Teck Resources Ltd (17.2% 
stake)

Canada Fullbloom Investment 
Corporation

1,508

Apr-09 C OZ Minerals (certain assets 
excluding Prominent Hill and 
Martabe)

Australia China Minmetals 
Non-Ferrous Metals 
Co Ltd

OZ Minerals Ltd Australia 1,386

Dec-09 C Corriente Resources Inc Canada CRCC-Tongguan 
Investment Co., Ltd

549

Feb-09 C Fortescue Metals Group Ltd 
(9.07% stake)

Australia Hunan Valin Iron & 
Steel Group Co Ltd

Harbinger Capital 
Partners Master 
Fund I Ltd; 
Harbinger Capital 
Partners Special 
Situations Fund, LP

USA 408

Nov-09 P MMX Mineracao e Metalicos 
SA (21.52% stake)

Brazil Wuhan Iron and Steel 
Company Ltd

400

Apr-10 P Sul Americana de Metais SA Brazil Honbridge Holdings 
Ltd 

Lit Mining 
Cooperatief U.A.; 
Votorantim Novos 
Negocios Ltda 

Brazil 390

Feb-09 C Fortescue Metals Group Ltd 
(7.42% stake)

Australia Hunan Valin Iron & 
Steel Group Co Ltd

363

Mar-10 P Spring Vast Ltd Russia FinTronics Holding 
Company Ltd

Truffle Rich 
Holdings Ltd

British Virgin 
Islands

300

Oct-09 C Guney Krom (50% stake); 
Kop Krom (50% stake); 
Krom Maden (50% stake)

Turkey Taiyuan Iron & Steel 
Group Company Ltd

CVK Group 
Corporation

Turkey 300

Top 10 outbound M&A Chinese Mining deals, Q1 2009 - H1 2010

C = Completed; P = Pending
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Announced 
Date

Status Target Company Target Country Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Jul-09 C Teck Resources Ltd 
(17.2% stake)

Canada Fullbloom 
Investment 
Corporation

1,508

Jun-07 C Peru Copper Inc Canada Aluminum 
Corporation of 
China (Chinalco)

779

Dec-09 C Corriente Resources 
Inc

Canada CRCC-Tongguan 
Investment Co., Ltd

549

Dec-07 C Northern Peru Copper 
Corp

Canada Northern Peru 
Acquisition Co

411

Mar-09 C Consolidated 
Thompson Iron Mines 
Ltd (19.9% stake)

Canada Wuhan Iron and 
Steel Company Ltd

240

Top five outbound Chinese Mining acquisitions of North American targets, Q1 2006 - H1 2010

Top five outbound Chinese Mining acquisitions of Asia-Pacific targets, Q1 2006 - H1 2010

C = Completed; P = Pending

C = Completed; P = Pending

Announced 
Date

Status Target Company Target Country Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Aug-09 C Felix Resources Ltd Australia Yanzhou Coal 
Mining Company Ltd

2,568

Apr-09 C OZ Minerals (certain 
assets excluding 
Prominent Hill and 
Martabe)

Australia China Minmetals 
Non-Ferrous Metals 
Co Ltd

OZ Minerals Ltd Australia 1,386

Mar-08 C Midwest Corporation 
Ltd (80.31% stake)

Australia Sinosteel 
Corporation

879

Mar-06 C Ashapura Minechem 
Ltd (Alumina plant in 
Kutch) (50% stake)

India Qingtongxia 
Aluminium Group 
Company Ltd

Sichuan Aostar 
Aluminum Co Ltd

China 651

Feb-09 C Fortescue Metals 
Group Ltd (9.07% 
stake)

Australia Hunan Valin Iron & 
Steel Group Co Ltd

Harbinger Capital 
Partners Master 
Fund I Ltd; 
Harbinger Capital 
Partners Special 
Situations Fund, LP

USA 408
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Announced 
Date

Status Target Company Target Country Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Feb-08 C Rio Tinto plc (12% 
stake)

United Kingdom Alcoa Inc; Aluminum 
Corporation of 
China (Chinalco)

14,000

Nov-06 C Anglo American plc 
(1.01% stake)

United Kingdom China Vision 
Resources

E Oppenheimer & 
Son

South Africa 812

Oct-09 C Guney Krom (50% 
stake); Kop Krom 
(50% stake); Krom 
Maden (50% stake)

Turkey Taiyuan Iron & Steel 
Group Company Ltd

CVK Group 
Corporation

Turkey 300

Mar-10 P Spring Vast Ltd Russia FinTronics Holding 
Company Ltd

Truffle Rich 
Holdings Ltd

British Virgin 
Islands

300

Nov-08 C Langfeld Enterprises 
Ltd (90% stake)

Cyprus Grandvest 
International Ltd

Cordia Global Ltd Cyprus 253

Top five outbound Chinese Mining acquisitions of European targets, Q1 2006 - H1 2010

Announced 
Date

Status Target Company Target Country Bidder Company Seller Company Seller 
Country

Deal Value 
(US$m)

Aug-07 P Bellavista Holding 
Group Ltd (60% stake)

Chile China Elegance 
Resources Ltd

Ceasers 
Development Ltd

Hong Kong 600

Nov-09 P MMX Mineracao e 
Metalicos SA (21.52% 
stake)

Brazil Wuhan Iron and 
Steel Company Ltd

400

Apr-10 P Sul Americana de 
Metais SA

Brazil Honbridge Holdings 
Ltd 

Lit Mining 
Cooperatief U.A.; 
Votorantim Novos 
Negocios Ltda 

Brazil 390

Sep-07 C Zimasco Consolidated 
Enterprises Ltd (92% 
stake)

Zimbabwe Sinosteel Trading 
Company

292

Nov-06 C Samancor Chrome 
(chrome mine and 
metallurgical plant) 
(50% stake)

South Africa Sinosteel 
Corporation

Samancor Chrome 
Ltd

South Africa 200

Top five outbound Chinese Mining acquisitions of other global targets, Q1 2006 - H1 2010

C = Completed; P = Pending

C = Completed; P = Pending
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