Sumitomo Metal Mining's Income Rises Significantly YoY on Steady Operations,
Promoting Growth Strategy and Strengthening Business Base in Response to
Changes in External Environment
This is a transcript of the Sumitomo Metal Mining Co., Ltd.(SMM) FY2020 Financial Results
and Management Strategy Progress Briefing held on May 19, 2021.
FY2020 Progress of Business Strategy
Akira Nozaki (Nozaki): Hello everyone, my name is Akira Nozaki, and I am the President. I
would like to take this opportunity to thank you all for your continued support and
understanding of our business. To prevent the spread of the COVID-19, today's briefing will
be held online, and I would like to ask for your understanding.
We have already announced the financial results for fiscal 2020 and the forecast for fiscal
2021, and today I would like to explain the situation surrounding our business.

Summary① Review of FY2020 (Production / Sales / Projects)

At the beginning of fiscal 2020, there were concerns about how the spread of the COVID-19
would affect our business and performance. Although the COVID-19 is more serious than
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expected, I believe that the results of our business were generally within the range of your
expectations.
This was because the production site was able to operate properly while working to prevent
infection from the COVID-19 outbreak. We believe that this is the result of our role as a
producer and supplier of materials to ensure a stable supply.
At the interim results briefing, I explained the need to strengthen our competitiveness at
every stage of the business process during these difficult times, and I believe we were able
to achieve this to a certain extent. In addition, the supply chain to our company was
maintained as usual, which was a major factor, and we are very grateful to all of our
suppliers.
Summary② Recent management challenges

Please refer to the current management issues on page 4. As I have always said, our
corporate governance is based on a balance between maximizing corporate value and
disciplined management. Maximizing corporate value is achieved by promoting growth
strategies and strengthening our business base. I will discuss the growth strategies of
individual businesses later, but here I would like to talk about some of the management
issues that we are currently facing concerning our business foundation.
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First, let's look at the impact of social issues on management. In this section, I have listed
three issues: carbon neutrality, DX, and human resources strategy. We believe that these
three issues should be addressed, and I would like to include them as themes in the next 3year business plan. I will have a chance to touch on the details later, but as far as carbon
neutrality is concerned, we believe that if we cannot address this issue, there is a risk that
we will be screened out. The third issue, human resources, is always a top-priority
management issue, but if we fail to address it, we will lose our vitality as a company and it
will affect our very survival.
All of these will be promoted as SMM's carbon neutral and SMM's DX, taking into account
our stature and capabilities.
Next, I would like to talk about the specific and current issues related to our business. The
first is the situation in the countries where we operate, which is an issue that affects our
business. In particular, in South America, there has been a move to strengthen taxation on
the resource industry, which in a sense is a form of resource nationalism.
The second is the rise of competing technologies. For example, we have HPAL, a
technology for extracting nickel from low-grade nickel oxide ores, but there is a movement to
produce nickel matte by pyrometallurgy smelting.
There are several technical, economic, and environmental challenges, including the grade of
nickel ore, energy costs, slag processing, and refining technology beyond the matte, but
there is also the fact that nickel pig iron (NPI), which had raised similar concerns, had
become the mainstream Class 2 nickel. For the time being, we are using HPAL. We will
continue to refine our HPAL technology, which has a low environmental impact, but we are
always on the lookout for innovative new smelting processes.
The last issue, which I believe will be a long-term challenge in the future, is the responsibility
for the supply of resources and materials and cost increases. With the advent of an
environment-conscious society, the consumption of non-ferrous metals such as copper and
nickel is expected to increase and grow. The prices of these metals have been rising.
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In the future, I assume that resource development will be under more stringent conditions.
We also assume that the energy used for its production and consumption will be clean and
high cost. I believe that costs will also rise, as we invest in R&D to develop new technologies
to curb GHG (greenhouse gas) emissions and to introduce optimal environmentally friendly
technologies.
As for recycling, I believe that refining takes more time and effort than generally thought,
including the cost of collection and sorting. As a company that supplies materials, I believe
that we need to address these issues.
Summary ③ Safety initiatives

First of all, I would like to talk about our safety efforts for fiscal 2020. The only way to
achieve this is to make steady and repeated efforts to prevent serious accidents and injuries
to workers. However, as the graph on the slide shows, our ability to achieve this goal has
been stagnant for the past 10 years.
I believe that there are methods that we have not yet implemented that do not contradict the
three realities principles that the production sites are currently working on. I am instructing
the department in charge to see if we can't come up with a new approach that won't confuse
the field by testing it in a limited area, such as a model workplace.
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1) Change in financial results (FY2015-FY2021 forecast)

I would like to talk about our business performance and forecast, please turn to page 7.This
is the transition of our business performance from FY2015 to FY2021 forecast. In 2015 and
2016, there was a large impairment loss on investments in a overseas copper mine, which
led to a significant deterioration in profit and loss. Since then, however, profit before tax has
been around 100 billion yen.
2) FY2020 results and FY2021 forecast
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Page 8 refers to the business results for FY2020 and the forecast for FY2021, and the
results for FY2019 are also listed here. As a result, fiscal 2020 was the third-best fiscal year
ever, but due to the impact of the COVID-19, we initially expected to struggle.
Therefore, we thought that we should take some action, and although it is difficult to take
steps to directly increase earnings, we have instructed our staff to take steps to improve
cash flow if they have the wisdom to do so.
In response, we have made improvements of nearly 30 billion yen by reducing or postponing
investments that do not affect the execution of our strategy and reducing OPEX to the extent
that they do not affect operations. The effect of bold and speedy cost-cutting at overseas
copper mines also contributed greatly to this.
On the other hand, there was an increase in inventories due to rising market prices, but
since we had been instructed to reduce inventories from the time the budget was prepared,
we assess that we were able to reduce inventories by about 10 billion yen if we eliminate
market factors here as well. Although we did not reach the initial target due to some increase
in capacity utilization, we were able to reduce it.
3) Profit/loss before tax analysis FY2020 results vs FY2019 results
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Page 9 shows a waterfall graph by factor comparing the results for fiscal 2019 and fiscal
2020. The upturn of 24.8 billion yen due to market factors was more than enough to offset
the decline in TC/RC for copper smelting and the impact of the difficult sales environment for
metal sales.
The production volume shortfall, which had been a major issue until last year, is coming to a
halt and the cost-per-unit difference is improving. The materials business is also improving,
and as I mentioned earlier, we are seeing the effects of cost reduction and cost-cutting.
4) Profit/loss before tax analysis FY2021 forecast vs FY2020 results

Please refer to page 10. For fiscal 2021, the impact of price fluctuation factors is expected,
but it is assumed that operations will continue as planned. The main price assumptions are
estimated at $7,800 per ton for copper and $7 per pound for a nickel.
At this point, the risk of greatest concern remains the shutdown of operations due to the
spread of the COVID-19 infection. We will take all possible precautions to prevent such a
situation from occurring.
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5) Financial position changes

This is the change in financial position. In fiscal 2020, the equity ratio was 59.1%, and ROA
was 5.25%. ROA was around 2% in the first half of the fiscal year, but it improved to over 5%
mainly due to increased earnings in the second half of the fiscal year. We believe that this
was supported by the measures to improve cash flow and reduce inventories that I
mentioned earlier.
As I always say regarding financial indicators, large mineral resource development projects
require us to make decisions on large expenditures within a limited time frame. We believe
that it is essential to maintain a sound financial position to promote and implement our
growth strategy.
In addition, some of the issues that we are being asked to address today do not translate
into profits even if we invest in them. For example, the internal carbon pricing system that we
introduced in the fiscal year 2021 is an incentive for investment that contributes to CO2
reduction, but the portion that is artificially added is not visibly monetized.
We are supporting the TCFD. However, in the future, if we can avoid the risk realization in
the scenario analysis of TCFD, for example, when the carbon burden charge is
institutionalized, we can clearly express the economic efficiency if we can offset it, but this
does not mean that we can increase the profitability additionally.
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In the past, companies have invested in pollution prevention and other measures to ensure
business continuity, but we believe that investments in this category will be bigger than the
extension of the past. To prepare for the various investments and expenditures that will be
required to meet these social demands, we would like to create a business structure that can
earn a solid income. We believe that strengthening our financial position and asset efficiency
will play a role in both further developing and maintaining the sustainability of our business.
6) Capital expenditure results (FY2020 result vs FY2020 plan)

Page 12 shows the actual capital investment for FY2020. It is 35.1 billion yen, which is a
decrease of 19 billion yen from the plan. This is mainly due to the reduction and
postponement of general investments, as well as delays in the timing of the recording of
such investments. Concerning growth strategy investment, both business units and R&D
divisions are proceeding as planned.
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7) Capital expenditure plan (FY2021)

Page 13 shows the capital expenditure plan for fiscal 2021. For a change, this has
increased, with 85.6 billion yen planned. This includes full-scale development work
expenditures for the Cote gold mine in Canada, as well as investments in smelting and
refining, and material business that have been postponed from FY2020.
8) Capital expenditure / Investment and financing plan (comparison with 2018 3-year
Business Plan)
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Page 14 shows the comparison with the 3-year business plan, comparing the plan for 2019
to 2021 with the actual results to date plus the plan. Investments are down significantly
versus the plan, but this is due to a delay in decision-making on nickel-related investments
for the large Pomalaa project.
In any case, the timing of our growth strategy investment will be delayed, but we plan to
steadily implement it.
9) Cashflow (FY2020 results)

Page 15 is an explanation of cash flow. The contents are omitted.
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10) Shareholder return (Dividend forecast: FY2020 / FY2021)

Page 16 is about shareholder returns. We return profits to our shareholders through
dividends, which are linked to our business performance. During the current 3-year business
plan period, we are maintaining a dividend payout ratio of 35 percent or more.
The dividend forecast for FY2020 and FY2021 has already been announced, but the
forecast for FY2020 is a record high, and our current plan for FY2021 is to exceed it.
1) QB2 Project (Progress / Schedule moving forward)
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This is the status of our growth strategy. This is the status of the QB2, Quebrada Blanca 2
project. As you can see, construction was temporarily suspended last year due to the
COVID-19, but it has now resumed. In April of this year, we have just surpassed the halfway
point of the overall project progress.
The project was able to resume relatively quickly after the interruption caused by the COVID19, but the number of people mobilized to the site has been controlled at less than 10,000 to
prevent infection. We have received reports that the most recent number is over 9,500.
This is a challenging project in terms of infrastructure, including large port facilities,
desalination units, and buried pipelines. Except for the effects of the COVID-19, the project
is progressing well.
2) Pomalaa project (Investigation / Initiatives moving forward)

Page 19 shows the status of the Pomalaa project. For Pomalaa, there are some delays in
obtaining permits and approvals and in discussions with partners due to the impact of the
COVID-19, but we are making steady progress in obtaining permits and approvals.
It's been a slow process, but we are making progress, and we hope you will be patient with
us for a while longer.
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3) Battery Materials Business Expansion (Current situation / Prospects)

Page 20 shows the status of battery material expansion. As for battery materials, we are
planning to establish a total of 10,000 tonnes per month of cathode materials by 2027.
We understand that the emission control policies of governments and trends of automobile
manufacturers regarding the introduction of electric vehicles (EVs) are becoming more
specific and rapid as environmental discussions increase. We will keep in close contact with
our existing customers to enhance our sensitivity to the trends of each customer and the
market and respond to them on time.
Against this backdrop, we have decided to invest in increasing NCA production by 300
tonnes per month in FY2020, and construction is currently underway. We are determined to
continue promoting our growth strategy.

14

4) Cote Gold Project (Progress / Schedule moving forward)

On page 21, I would like to talk about the resource-related Cote gold development project,
for which we have made the decision to start construction in FY2020 and have begun work.
So far, the control of the prevention of COVID-19 infection and the progress of the
construction work are going well.
The project has a good relationship with the neighboring indigenous people and is regarded
as one of the most influential projects in the mining country of Canada, which started
construction in the COVID-19. Prime Minister Trudeau even visited to the site at the start of
construction.
In addition to that, exploration in the concession area is progressing well, as there are
surrounding concessions.
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1) Mineral Resources ①Hishikari Mine

Page 23 shows the status of the Hishikari Mine. On page 23 is the status of the Hishikari
Mine. The Hishikari Mine is producing 6 tonnes of gold per year, as planned in the mediumterm management plan.
The amount of reserves at the end of 2020 is 159 tonnes. To develop the lower part of the
hot spring water level, we are currently constructing a hot water extraction chamber at a
level of minus 80 meters. We are working diligently to lower the hot spring water level.
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1) Mineral Resources ②Overseas copper mines (Morenci, Cerro Verde, Candeleria)

Page 24 is the status of overseas copper mines and describes the three mines of Morenci,
Cerro Verde, and Candelaria. The production plans for all of these mines are as explained.
Overseas copper mines, especially in South America, need to be monitored closely for the
effects of the COVID-19. We will continue to collect information on production results and
changes in plans not only from the official committees in which we participate but also from
our daily communications.
The most important risk is the infection situation of the COVID-19, but as I mentioned earlier,
we also need to pay attention to the mining taxation systems of various countries.
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1) Mineral Resources ③ Sierra Gorda Copper Mine

Page 25 shows the situation at the Sierra Gorda copper mine. You can see the pit in the
picture, and the mining has progressed and become deeper. Thanks to the contribution of
the support team dispatched by our company, production has settled down considerably. As
the ore grade is expected to increase, we are planning to increase copper production this
fiscal year. We are continuing to examine strategic options for our equity interest in this
project.

18

2) Smelting and refining ①Domestic smelters

Page 26 shows the status of domestic smelters. The Toyo Smelter & Refinery, a copper
smelter, is scheduled to undergo scheduled repairs for about a month in the second half of
the year, so the production plan is slightly down from the previous year.
The Niihama Nickel Refinery's production plan for electrolytic nickel is 57,000 tonnes, taking
into account the procurement of raw materials and the production status of intermediate
products in the Philippines.
Nickel sulfate is used for external sales and internal consumption for battery materials, but in
fiscal 2020, the Niihama Nickel Refinery and Harima Refinery combined to achieve a record
high production volume.
As for the Hyuga Smelter, production of 13,700 tonnes is planned.
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2) Smelting and refining ②CBNC / THPAL

Page 27 shows Coral Bay and Taganito in the Philippines. The production plan is 20,000
tonnes for Coral Bay and 33,000 tonnes for Taganito HPAL. We will aim for stable
operations as a core intermediate raw material source for our nickel business.
At present, the COVID-19 outbreak in the Philippines has not been contained, and the
infection is rather spreading in the areas around our HPAL plant. We will continue our
cautious operations while working to prevent infection.
As a key industry in the region, we are determined to continue our business with
consideration for the community and the environment. As you can see on the slide, in March
of this year, we received the "2020 Presidential Mineral Industry Environmental Award" from
the Philippine Department of Environment and Natural Resources, the first time that two of
our sites received the award at the same time.
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3) Materials ①Battery materials Market trends / Effect on our company, etc.

On page 28, there are two graphs on battery materials and their impact on the market and
our company. On the left side of the slide is the outlook for the EV market, and on the right
side is the outlook for the cathode materials market. 2021 is expected to be a year of normal
production and sales as the overall market is on a recovery trend.
In April of this year, the Battery Association for Supply Chain was established. It is a
association for the establishment of supply chains for battery-related materials, which are
becoming increasingly important, and for various other initiatives. We are also participating
in this association.
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3) Materials ②Advanced materials Each business / Main products

Page 29 is about advanced materials. We expect the market for advanced materials for
smartphones, PCs, televisions, and automobiles to be strong. In addition, with the shift to 5G
communications going into full swing in 2021, we expect an increase in the use of crystal
and powder-related materials. We hope to capture this trend and determine future targets
and further growth.
1) Climate change Initiatives to reduce greenhouse gases
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The last part of this report is about the promotion of activities to realize our "Vision for 2030.
Page 31 describes our efforts to reduce GHGs due to climate change. Three points are
mentioned here: TCFD scenario analysis, internal carbon pricing system, and introduction of
binary power generation at the Hishikari Mine.
The environment surrounding the social issue of GHG reduction is changing day by day, as
the government has decided on a carbon-neutral policy for 2050. As I mentioned at the
beginning of this report, the demand for GHG reduction is also increasing in the supply chain
of our customers, and if we are not able to respond to this demand, there is a risk that we
will fall behind in the competition for adoption, or not be adopted at all.
Also, as an industry that consumes a lot of electricity, the composition of the grid (power
source) has a large impact on our business. However, as a company, we would like to
continue our efforts to aim for lower carbon in our production processes and to pursue and
improve energy efficiency.
In addition, we will always consider the adoption of optimal technology, Best Available
Technology, as management, but we also consider maintaining and strengthening our
financial position for that time to be an issue to be considered in the future. As for our
business, we would also like to focus on the development and supply of products that can
contribute to GHG reduction at the social level.
The binary power generation at the Hishikari Mine has a limited effect in reducing CO2
emissions, but we are picking up these initiatives one by one.
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2) Progress of other key measures and future schedule

This section describes the progress of other major measures and plans for the future. As for
“the effective use of resource”s and “employee safety and health”, we have introduced the
launch of the DX Promotion Committee. Since we have many different businesses and
divisions, various initiatives are already being implemented at the base level, such as the
use of big data, the development of communication infrastructure, and the use of RPA.
At the DX Promotion Committee, we would like to discuss and promote initiatives that
contribute to increased management efficiency and safety in all aspects of our business,
taking into account whether there are any omissions in our comprehensive understanding of
these issues, or whether there are things that can be expanded to other areas. Naturally,
there is the issue of security behind all of this, and we intend to discuss this as well.
I mentioned that human resource strategy is a theme regarding “diverse human resources”
and “the development and utilization of human resources”, and this is also a theme that is
part of our ‘vision’. What I am thinking about are the three categories of securing,
developing, and utilizing human resources.
In terms of securing human resources, we will actively implement career recruitment, or
confirm and supplement human resource allocation for future business development. In
terms of training, we will examine the contents of the various menus already in existence
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and aim to increase the level of experience through practical application, such as the
"Shikinen Reform Project" introduced company-wide last year. In terms of utilization, we will
examine from multiple perspectives, such as reforming the way we work, diversifying our
workforce, or utilizing veterans such as those who have reached the extended retirement
age, which is associated with such system changes. Currently, the department in charge is
in the process of starting a fundamental revision of the personnel compensation system.
We are already working on human rights in the supply chain. In April last year, we
established the Sumitomo Metal Mining Group CSR Sourcing Policy, and as of the end of
fiscal 2020, 99% of our major suppliers have confirmed their compliance status. In the future,
we will begin to establish a due diligence system.
That is all the explanation I have for you. Thank you very much.
Q & A: Conversion from Class 2 nickel to Class 1 nickel
Questioner 1: I know this story came out of nowhere on March 3, but I would like to ask you
a question about the conversion of Class 2 nickel to Class 1 nickel by the Tsingshan Holding
Group. According to Chinese experts, the conversion cost is quite high compared to HPAL
and other methods, and the running cost is high and there is an environmental impact. Also,
even if you use this technology, you have to start from the ore and work in an integrated
manner to make it a viable business, so there is a view that this is a move limited to
Indonesia.
On the other hand, there is some confusion in the market due to the unexpected increase in
supply, and I would like to know about the risks involved in proceeding with the Pomalaa
project and the impact on the nickel market as a whole.
Nozaki: I would like to start by explaining the definition of Class 2 and Class 1 in our industry
in nickel. The definition of Class 1 is a product with the last resort, which we consider to be
Class 1 if it is traded on the LME. Since nickel is a product for which demand fluctuates very
rapidly, nickel projects without a last resort are a source of concern. In the case of our
company, we have a refinery in Niihama, so although we are crossing the country, we are
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working on the project with the confidence that we can properly produce the final product at
a low cost. Of course, our policy is not to aggressively sell our products to LME warehouses,
but to sell them to customers who need them.
We think the same way about the promotion of the Pomalaa project. In the end, we will have
to decide whether to make it a Class 1 marketable metal or a nickel sulfate product for
internal consumption, but in any case, we would like to proceed with the business where
there is no need to worry about distribution. As for the Pomalaa project, more than 20
engineers and administrators have been working on it for years, and they are still working
with a high level of awareness, and our company's stance to promote this project remains
unchanged.
The process of making nickel matte from oxide ore has been done before. Sorowako's PT
Vale Indonesia, in which we have a stake, and Le Nickel's Doniambo smelter in New
Caledonia, which may no longer be in operation, both produce nickel matte from saprolite,
ore with a relatively high nickel grade. We do not know the type of nickel ore used by the
Tsingshan Holding Group, but we believe that any difference in the nickel grade contained in
the ore will have a negative impact on costs.
If you are making NPI (nickel pig iron), both nickel and iron are commodities, and while the
nickel grade of NPI is probably in the range of 10 to 20 percent, a nickel matte is required to
have a grade of about 70 percent. In other words, it is a form of iron extrusion, and the
processing of the slag generated in this process is considered a cost.
In that sense, as you have pointed out, the most beautiful business model is to produce
through to the final product. However, in terms of refining technology, the finishing process is
quite different depending on whether you are making nickel sulfate or nickel metal, so I think
one issue is how to deal with this. Of course, it is possible to sell mattes as an intermediate
product. However, even in this case, it is a question of which supplier or company has the
capacity for the downstream processes. The nickel industry is relatively integrated, and the
mainstream is to either consume the intermediate raw materials made by the company inhouse or convert them into final products. I don't think there are currently any places that
have a large margin for accepting externally purchased raw materials.
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To be honest, we don't know much about the details, so we are keeping a close eye on it. As
I explained, we cannot deny the possibility of it becoming a mainstream market like NPI. We
will keep a close eye on this.
Q & A: Peru and Chile's Resource Nationalism
Questioner 1: I would like to ask you about resource nationalism in Peru and Chile.
Depending on the outcome of the presidential election in June, there is a radical leftist
movement in Peru that wants to nationalize mining. In Chile, a proposal to introduce a
progressive taxation system for the mining industry has been passed by the Chamber of
Deputies. Although the market's reading is that "nothing too extreme will happen," what do
you think we should expect?
Nozaki: In Peru, the presidential primaries are over. Each candidate is saying that they want
to secure the national interest from the mining business. We are watching the developments
closely until the main election is over and it becomes a law.
In Chile, I am aware that a progressive royalty bill has passed the Chamber of Deputies.
However, since this is an issue of taxation in one country, I don't think it is something that
one company or another country can interfere with. Having said that, I think there is a
judgment to be made as to whether a harsh tax system will have a positive or negative
impact when considering the utilization of one's resources.
Since Japanese companies are also quite involved in this matter, the Japan Mining Industry
Association, an industry group, is taking the lead in gathering information and thinking about
how to respond. I don't think there will be a zero response since we have been talking about
this so far, but I can honestly say that we are hoping for a reasonable landing place.
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Q & A: Possibility of CO2 reduction in nickel smelting
Questioner 2: Concerning carbon neutrality, I believe that much of the nickel supply chain of
your company will eventually flow to EVs. In this context, is there a possibility in the future
that nickel smelting will be required to take action to further reduce CO2 emissions?
Nozaki: I have my own opinion, but I believe that the question will always be asked.
Especially when dealing with automobile manufacturers, we cannot avoid the issue of the
final carbon load. In the case of our company, we use a smelting technology called HPAL to
produce intermediate raw materials, which is an excellent technology in terms of CO2
emissions because it is a hydrometallurgical refining process that does not use thermal
power.
The problem at the moment is that many of the places we are entering into business are
undeveloped, so we have to start with electricity. If we can get power from the existing grid,
then depending on the power mix, coal-fired power generation is economically
advantageous for the small-scale power generation we use. At least in the new projects that
we are considering now, we are considering not only coal-fired power generation but also
other types of power generation with a lower CO2 load, such as LNG. If we don't tackle
these issues, I feel that development will be difficult.
Q & A: About drastic changes in human resources and HR system
Questioner 2: You are talking about drastically changing the human resources and
personnel systems, but what are the problems with the current methods?
Nozaki: Where the problem lies is a very difficult question to answer. Currently, the entire
country is working together to increase the mobility of labor in society. We live in an age
where it is no longer the norm to work for the company you graduated from forever. I don't
want to stereotype, but I believe that a large percentage of our company's employees are
coming from this way of thinking.
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On the flip side, from now on, we will not be able to fill in the gaps of the people who have
left unless we actively promote career recruitment. At that time, such a person may be
appointed to a post, so we need to properly design a treatment that is commensurate with
their abilities. To be honest, although our company is linked to business performance, there
is still a seniority-based system in place. This is not to deny that system, but if we do not
combine these aspects well, we will not be able to hire talented people and there is a risk
that we will lose talent.
Also, due to the COVID-19, remote work has become the natural way to work. I had been
advocating the promotion of remote work even before the COVID-19, but before was for the
people wanted to work but could not due to childcare or nursing care issues.
Currently, the world has advanced a bit, and there are more and more people in society who
think that remote work is more efficient. The HR department is currently looking into various
ways to improve the rules and treatment of such people.
Q & A: Progress of battery material growth strategy
Questioner 3: Concerning cathode materials for batteries, you mentioned that you are aiming
for a monthly production of 10,000 tonnes. What is the status of customer development and
marketing progress?
Nozaki: It is very difficult for me to talk about the growth strategy of battery materials. This is
because our customers are closely related to us, and the individual measures we take
directly express our company's strategy. To put it simply, we are thinking about a lot of
things, but there is not much we can say yet. In terms of marketing, it also depends on what
the customer's deployment situation will be. We have the option of expanding domestically
or overseas. Even if it is overseas, it could be in the US, Europe, or China. We will consider
the best-fit strategy in line with this. Please wait until we can talk about this.
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Q & A: HPAL's environmental advantages
Questioner 3: About the conversion to nickel matte that Tsingshan Holding Group is about to
undertake, please explain in detail the environmental advantages that your company's HPAL
and other processes have.
Nozaki: Let me explain the difference in environmental impact between that and so-called
pyrometallurgical matte smelting. In the matte smelting process, we usually assume the
oxide ore, so it is pre-reduced in a rotary kiln with coal or other materials to remove the
oxygen. After that, the ore is put into an electric furnace for strong reduction to make an alloy
of nickel and iron, and finally, a converter is used to add sulfur to make matte.
I estimate that the amount of energy used in each process is very large. Our ferronickel
plant, the Hyuga Smelter, has also become much more efficient in its operations, but the
amount of electricity it uses is quite large. I mentioned earlier that HPAL is also struggling in
terms of power supply, and I think the major point is what will happen with this. If we can use
renewable energy to run the electric furnace, we can make up for the rotary kiln part, so we
may not be able to emit additional CO2, although it is not recoverable.
However, it is said that the reduction of nickel-iron requires more electricity than the
production of aluminum, which is known as the 'can of electricity', and it is also a costly story
to cover it all with renewable energy.
Questioner 3: In general terms, is it correct to understand that hydrometallurgical process
emits less CO2 than pyrometallurgical smelting?
Nozaki: Hydrometallurgy is about chemical reactions in the liquid, not about forced reduction
using energy, so I think that is a good understanding.
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Q & A: Medium- to long-term outlook for ferronickel business

Questioner 4: I would like to ask about ferronickel on page 41 of the slide document. With
nickel pig iron becoming the world's mainstream, what are your medium- to long-term plans
for the ferronickel business? You mention cost reductions through stable production and
efficient operations, but do you still have the room to do so?
Nozaki: About ferronickel smelting, as is the case with most of our business, the biggest
contribution to cost reduction is stable operation. As I mentioned earlier, the Hyuga Smelter
uses electric furnaces to produce ferronickel, and the most important factor in reducing costs
is to apply a stable and uniform level of electric load.
As for the future of the ferronickel business, Japan's stainless steel industry is still very
strong technologically and the quality of the products is high. Although the industry is in the
process of merging and integrating, it is still operating properly, and I believe that our highquality products, including impurity control, will still be in demand. We do not have a specific
plan to reduce costs by doing this, but we are thinking about how we can ensure stable
operations with limited facilities and ore supply capacity.
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Q & A: Status of cathode material development for solid-state batteries

Questioner 4: On page 20 of the slide document, regarding battery materials, it is stated that
the battery research laboratories has been expanded to develop cathode materials for solidstate batteries. Please comment on any updates for solid-state batteries.
Nozaki: Solid-state batteries are expected to be introduced in the 2020s, and we have been
participating in the development association for several years now, researching cathode
materials and working with automakers, battery manufacturers, anode material producers,
and others to create suitable products. To further advance this research, we are in the
process of expanding our battery research laboratories in Niihama and adding more
facilities.
Q & A: About the concept of carbon pricing and its targets
Questioner 5: Concerning the concept of internal carbon pricing, I feel that it is an interesting
approach to consider the plus side of what is generally considered to be a cost. As you
mentioned the conversion of fuels as an example, I think this will become a process of
budgeting as a concrete action plan in the next 3-year business plan, etc. How much of the
budget will be spent? Also, I believe that the expansion of the recycling process will be
considered, but could you please explain what specific targets you have in mind?
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Nozaki: To be honest, we don't yet have an idea of the scale of the budget for internal
carbon pricing. Internally, we are saying that the carbon neutrality, DX, and human
resources strategies in the next 3-year business plan mean that we will allocate resources to
this. I would like to make sure that people understand that this is what management is
thinking and encourage them to take a proactive approach.
Production sites have learned to keep costs as low as possible and to make equipment last
longer. This is important, but society's demands go beyond this, and we want to make the
system supports.
Regarding carbon neutrality, you are right that we will contribute through recycling. As a
major initiative, we are researching the recycling of lithium-ion batteries at a pilot plant. The
process has already been decided, so we are now finalizing the best combination of
machines and processes to make the plant run more efficiently in actual operation.
Q & A: Allocation of management resources beyond the existing pipeline
Questioner 5: From a long-term perspective, I believe that the main pillar of your company,
which is to become a leader in non-ferrous metals industry, will not change. As for the
current projects in the pipeline, QB2, Cote, and Pomalaa are the three main metals. In the
future, other than strengthening resource nationalism, will there be a strengthening of
environmental aspects, and will invest in nickel domestically be acceptable given the carbon
burden in the country? Regarding the allocation of management resources, what sense of
direction do you have beyond the existing pipeline?
Nozaki: As a leader in non-ferrous metals industry, I believe that our project pipeline is very
important. As stated in our long-term vision, we are aiming for copper interests, our interests
in nickel, and prime gold projects. We are almost there with copper, but as resources are
depleting assets, the mainstay will eventually decline. This means that we must be sure to
have a project in place for that time. Projects take five to ten years to complete, so we are
considering them with that kind of eye.
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As for gold, we would like to have our operatorship in mines overseas, but we believe that
gold development is the right size in terms of investment and operation scale, and we will
continue to pursue promising gold projects after the Cote Gold Mine.
We are short of 150,000 tonnes of nickel even if Pomalaa is realized, and I think that the
next project to fill this gap may not be HPAL technology. We are continuing to explore nickel
ore sources, but the type of ore that is suitable for HPAL and the type of ore that is suitable
for electric furnaces are different, so after looking at these different types of ore, we are
directing our research from the perspective that we may need a new process. Naturally, we
will need to increase the number of plants in Japan that will be used for the back-end
process, but if the supply chain is for battery materials, nickel sulfate is more suitable, and in
that case, we believe that we can reduce the carbon footprint somewhat, as it is different
from electrolytic nickel in terms of power consumption and other factors.
Q & A: Plans for using new power sources
Questioner 6: Regarding carbon neutrality, you mentioned that you are planning to use new
power sources, but not just one or two years from now. I understand that you haven't
solidified this yet, but please let me know if you have any thoughts. I know that many power
sources in Japan depend on coal, what measures do you have in mind?
Nozaki: In Japan, we use the public power grid, which is supplied with electricity by local
power companies. At the national level, I am aware that individual power plants have been
listed and discussed since last year, with inefficient coal-fired power generation being faded
out and gradually switched to more efficient thermal power generation, such as LNG.
The issue of electricity is a very big one, and the Basic Act on Energy Policy is being
discussed at the national level, and the power supply composition is also being discussed
again there. I believe that we will see a major policy that takes into account the recent
proposals for carbon neutrality in 2050 and a 46% reduction in CO2 emissions in 2030
compared to 2013.
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Most of production sites are located in Niihama, Ehime Prefecture, and I understand that the
power companies in this area are also probably thinking about introducing LNG power
generation and sequentially fading out inefficient thermal power generation. Also, there is a
CO2 emission factor for each power source, so we calculate the company's emissions there,
but there are some things that are beyond our reach.
Questioner 6: Does your company have any thoughts on offsetting, for example, by
participating in carbon credits or CCS?
Nozaki: I understand that carbon credits and carbon taxes have not yet been finalized at the
national level, and CCS and CCU are technically very challenging issues. Therefore, it is not
a matter for individual companies to deal with, but for us as a company to respond to the
trends in the world. To be prepared for this, we need to have a strong financial structure to
ensure the continuity of our business.
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