Ahead of the Game:
steel decarbonisation survey results

July 2024

ACCR



Contents

1. Demographic 4

2. Green steel 8

3. Metallurgical coal 18 i

4. Risks and opportunities 28

5. Low carbon energy 31 ; / 2
6. Policy and lobbying 34 o & .

7.1.5°C 43 s
8. Investor action and education 46

2 | accr.org.au ACCR

N



Objectives

e  What are the prevailing narratives around steel and decarbonisation for investors? Is it seen
as too hard? Within reach? What are the perceived challenges and opportunities?

e What are investors’ perceptions of metallurgical coal and its role in the steelmaking process?

Methodology

e We engaged the services of a consulting firm, which conducted a comprehensive survey of

500 global investors with investments in steelmaking, iron ore and/or metallurgical coal
mining.

e Respondents answered a series of multiple-choice questions relating to the decarbonisation
of the steel sector and its value chain.

All survey results are reported as percentages (rounded to the nearest whole number). In instances

where investors are asked to select two or three responses, the response total will add to 200% or
300% respectively.
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In which country/region are What type of financial services

you based for work? business do you work for?
Australia Asset
us management
China
India Corporate bank
UK
Hong Kong Investment bank
Japan
Singapore Private pension
South Korea fund
Finland Public pension
Netherlands fund
Sweden Endowment or
Denmark foundation
Belgium

Luxembourg
Spain

France
Germany
Norway

Rest of Europe

Family office

Hedge fund
management

Sovereign wealth
fund

0l 2 4 6 8 10 12 14 16 18 20
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Which of these roles represent your job?

Portfolio Manager / Investment Manager

Investment Director
Head of ESG / Head of Responsible Investing The |argeSt COhortS Of respondents were:

Investment Strategist

Investment Committee Member

e  Portfolio or Investment Managers
(20%)

Asset Manager

Pension Manager

Chief Investment Officer (CI0)
Fund Manager e Investment Directors (17%).

Pension Director

Vice President of ESG / Responsible Investing
Head of Fixed Income

A professional trustee on an investment board
Head of Private Equity

Head of Public Equity

Chief Executive Officer (CEO) / Managing Director
A lay trustee on an investment board

Chair of Trustees

Chairman of an investment board / committee
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What is the value of your assets (in USD)
under management?

More than $10bn

$5bn to $9.99bn

$1bn to $4.99bn

$500mn to $999.99mn

$100mn to $499.99mn

Does your organisation have
investments in any of the following?

Mining - iron ore
and/or metallurgical
coal

Steel processing
and/or manufacturing

Both

0] 5 10 15 20 25 30 35 40 45 50

7 | accr.org.au

=ACCR



Green steel

ACCR

Back to contents page




How investors define green steel

Green steel is steel produced
without fossil fuels (e.g. without
metallurgical coal), using renewables
and green hydrogen instead.

Green steel is steel produced with
less emissions than traditional
steelmaking processes.

Green steel is steel produced with
fossil fuels, with emissions abated
through technology solutions and/or
offsets.

Green steel is steel produced with
less emissions due to the use of
hydrogen from natural gas.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

© Agree @ Disagree
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Many investors see growth in the
green steel market, though not all
countries are In consensus The market demand for green steel is growing rapidly.

Response breakdown by country

The majority of investors (55%) agreed the market

demand for green steel is growing rapidly, Nordics R
however, responses varied by the location of the EU member states (excl. Nordics) B3
respondent: w I

ISl 58%

e  European investors had a much stronger
sentiment on the growth of the market for
green steel, with 83% of respondents in the

Hong Kong L3
Singapore [EL

Nordics and two thirds of those from other Australia JEr¥s
EU member states agreeing with the EREUN 52%
statement. South Korea [EYAZ3

China ¥4

e  Fewer investors in Asia believe the market
is growing rapidly: notably only a third of
respondents in India and 43% in China.

India [JEERA
Total |55%
0 10 20 30 40 50 60 70 80

. Agree Total Agree
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What are the two most important opportunities for
green steel processing and manufacturing?

Each respondent selected two answers below

Improved reputation

Align portfolio with ESG benchmarks

High growth expectations for the
sector

Regulatory compliance

Robust returns in the sector

Implement stewardship initiatives for
transition strategies

Comply with client investment
mandates

0

Investors view improved reputation
(48%) and aligning portfolios with
ESG benchmarks (41%) as the two
most important opportunities for
green steel.

High growth expectations for the
sector were also highlighted by a
third of respondents.

Around one fifth of investors (21%)
already see robust returns in green
steel as a key opportunity for this
new market.

11 | accr.org.au

=ACCR



Improved reputation is considered an
important opportunity by investors from
every country featured in the survey.

Respondents based in key Asian
steelmaking countries, such as China and
India, also identified expectation of high
growth in the sector and the opportunity
to align portfolios with ESG benchmarks
as important green steel opportunities.

European respondents demonstrated a
much higher interest in implementing
stewardship initiatives for transition
strategies than other regions.

What are the two most important opportunities for green steel

processing and manufacturing?
Each respondent selected two answers below and response is broken down by country

South Hong

EU
member UK  Japan Korea [

Total US  China India  Australia Singapore

Robust returns in the
sector

13% 19% 13%

16%
High growth expectations 13%
for the sector °
Regulatory compliance 19%
Improved reputation -
Comply with client
investment mandates X 5% 13% % 6% 16%

Align portfolio with ESG
benchmarks

Implement stewardship
initiatives for transition
strategies

Don't know/Not
applicable

0% 0% 0% 2% 0% 0% 0% 0% 0% 0% 0%

18% 13% 13% 22% 1B% 6%
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What are the two greatest challenges you face when making decisions
for investing in the decarbonisation of steel manufacturing?

Each respondent selected two answers below

Technology maturity — concerns about
technologically viable alternatives for
‘hard-to-abate’ industries such as steel making

High capex — concerns about commercially viable
alternatives for ‘hard-to-abate’ industries such as
steel making

Fast pace of innovation - the technology for
decarbonising steel is advancing too fast and my
organisation can't keep up

Lack of demand for green steel

Lack of policy settings to enable global green
steel production

There is a general lack of information about the
pathways to decarbonising steel

Lack of certainty - it is difficult to evaluate future |
returns on investment for green steel

0

25 30 35 40

The challenges that were selected by most
respondents were:

e technology maturity (40%)

e  high capex (39%), citing concerns
about the technological and
commercial viability of alternatives.

However, nearly a third of respondents (31%)
did agree that there is a fast pace of
innovation in this sector which makes it
difficult for their organisations to keep up.

Less than a quarter of investors (21%)
selected uncertainty about the future returns
on investment for green steel as a key
challenge.
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What are the two greatest challenges you face when making decisions
for investing in the decarbonisation of steel manufacturing?

Each respondent selected two answers below and response is broken down by country

Total US ﬁifna‘ Imﬂaz ‘Ausml'i‘a

Technology maturity - concerns about
technologically viable alternatives for ‘hard-to-
abate’ industries such as steel making

High capex - concerns about commercially viable
alternatives for ‘hard-to-abate’ industries such as
steel making

Fast pace of innovation - the technology for
decarbonising steel is advancing too fast and my
organisation can't keep up

Lack of demand for green steel

Lack of policy settings to enable global green steel
production

19% 6%

23% 16% 17% 14%

There is a general lack of information about the

pathways to decarbonising steel 22X . s - ke
Lack of certainty - it is difficult to evaluate future

returns on investment for green steel 2 25 |5 - L% RS
1don’t see any challenges ahead 0% 2% 0% 0% 0% 0% 0% 0% 0% 0% 0%
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More investors based in Asia, Australia and the US considered technology
maturity as a key challenge for investing in the steel transition than those in
Europe

Looking at the results by country, there were some trends in how respondents from different regions considered
challenges in steel decarbonisation investment:

e Australian investors believe that there is rapid innovation in green steel and that the returns on investment are
certain. Nearly half of Australian investors stated that the technology for decarbonising steel is advancing too
fast for their organisation to keep up, while only 14% stated that it was difficult to evaluate future returns on
investment for green steel.

e Investors based in the USA, Asia and Australia are more likely to consider technology maturity as a key
challenge for investing in the decarbonisation of steel manufacturing than investors in Europe.

e High capex is seen as a challenge across the globe — Nearly half of the respondents in China and South Korea
selected this as one of the two greatest challenges for decision making in steel decarbonisation investment.
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What are the two most important risks for green steel processing
and manufacturing?

Each respondent selected two answers below

Pressure from internal stakeholders (e.g.
shareholders, customers)

Fall short of client investment mandates

Failed engagement with investee(s) over
transition strategy

Falling returns in the sector

Regulatory compliance

Align portfolio with ESG benchmarks

High risk sector/fear of stranded assets | 8%

Reputational risk/pressure from civil society or
NGOs

Don't know/Not applicable | 2%

45

=ACCR



It is currently too costly for my
institution to exclude high-emitting
sectors or companies from its
investment portfolio.

Green steel requires too much
upfront investment and has
uncertain returns as the market is
not yet mature.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

@® Agree @ Neutral @ Disagree
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The steel industry will need to rely on metallurgical coal

China
Australia

EU member states (excl. Nordics)
South Korea
Japan

Hong Kong
Singapore
Nordics

us

India

UK

Total

until, or beyond, 2050.

Response breakdown by country

@ Disagree @ Total Disagree
72%
70%
69%
65%
61%
58%
55%
53%

52%

43%

41%

Metallurgical coal is a necessary component in steelmaking and
will continue to be required for many decades to come.

UK

Nordics
Japan

China

us

EU member states (excl. Nordics)
South Korea
Australia
Singapore
India

Hong Kong

Total

0

Response breakdown by country
. Disagree . Total Disagree
78%

77%

77%

2%

68%

68%

68%

67%

65%

58%

52%
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These charts show how respondents considered the role of metallurgical coal in the steel industry to 2050 and beyond.

e  The majority of investors do not think metallurgical coal plays a critical role in steelmaking, or that the steel industry
will need to rely on metallurgical coal until or beyond 2050.

e  Theresults vary by location of respondents. However, in every surveyed location, only a minority of investors believed
metallurgical coal is a necessary component in steelmaking.

e  Only 13% of respondents based in China think the steel industry will need to rely on metallurgical coal until, or beyond,
2050.
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The harm to my institution's

reputation from investing in

metallurgical coal outweighs
the financial benefits.

Our customers/ shareholders
provide clear signals about their
wish to divest from metallurgical
coal and other fossil fuels.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

@ Agree @ Neutral @ Disagree
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Around half of investors are
already receiving signals from
customers and shareholders
about their wish to divest
metallurgical coal assets

e Alltypes of investors surveyed are
receiving signals from
customers/shareholders to divest from
metallurgical coal and other fossil fuels.

e  These signals are strongest from the
customers of private pension funds,
family offices and asset managers.

Our customers/shareholders provide clear signals about their
wish to divest from metallurgical coal and other fossil fuels.

Response breakdown by institution type
Private pension fund U7
Family office [EIZ
Asset management R
Endowment or foundation KA
Investment bank Y&
Corporate bank [REZYS
Public pension fund RS
Hedge fund management REIFA

Sovereign wealth fund P23

Total | 49%

0 5 10 15 20 25 30 35 40 45 50 55 60

. Agree Total Agree
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By when do you expect the risk profile of mining
metallurgical coal or use thereof to increase?

110

100 98% 100% 100%  100%

90 /
o)
a1 80%,

@
70
60
20 43%
40 °
30

20

Cumulative %
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By when do you expect the risk profile of mining
metallurgical coal or use thereof to increase?

Response breakdown by country

110
100

=

Cumulative %

= US == China =— India =— Australia = EU member states

= UK === Japan === South Korea === Hong Kong === Singapore
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What are the two most important risks for metallurgical coal mining?
Each respondent selected two answers below

Reputational risk/pressure from civil society or
NGOs

High risk sector/fear of stranded assets

Regulatory compliance

Failed engagement with investee(s) over transition
strategy

Fall short of client investment mandates

Pressure from internal stakeholders (e.g.
shareholders, customers)

Falling returns in the sector

Align portfolio with ESG benchmarks

15 20 25 30 35 40

=ACCR
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My organisation has yet to review its portfolio for potential

climate-related risks and assets that can become stranded. Despite stranded asset risk being the second

Response breakdown by value of assets under management most important risk identified by investors (p
25), 46% of investors acknowledged their
organisation had not yet reviewed its portfolio
for this risk.

$100mn to $499.99mn

$500mn to $999.99mn
Fewer investors from smaller institutions had

assessed stranded asset risk compared to

$1bn to $4.99bn . .
those at larger institutions:

$5bn to $9.99bn e 74% of investors at institutions

managing between SUS100 and 499
million of assets were yet to review their
portfolios.

More than $10bn

Total

e Incontrast, only 36% of investors at

0 10 20 30 40 50 60 70 institutions managing more than
SUS10bn in assets were yet to review
@ Agree @ Total Agree their portfolios.
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What are the two most important opportunities for metallurgical coal mining?

Each respondent selected two answers below

Robust returns in the sector

Comply with client investment mandates

Implement stewardship initiatives for
transition strategies

Regulatory compliance

Align portfolio with ESG benchmarks

High growth expectations for the sector

Don't know/Not applicable

Improved reputation

0

We are not phasing out metallurgical coal because
returns are still good for the foreseeable future.

0% 10% 20% 30%  40% 50% 60% 70%  80% 90% 100%

. Agree . Neutral . Disagree
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What are the two most important risks for each of these investment areas?
Each respondent selected two answers per investment area

Mining metallurgical coal Mining iron ore Steel processing & manufacturing Green steel processing & manufacturing

Reputational risk/pressure
from civil society or NGOs

High risk sector/fear of
stranded assets

Regulatory compliance

Failed engagement with
investee(s) over transition
strategy

Fall short of client investment
mandates

Pressure from internal
stakeholders (e.g.
shareholders, customers)

Falling returns in the sector

Align portfolio with ESG
benchmarks
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Robust returns in the
sector

Comply with client
investment mandates

Implement stewardship
initiatives for transition
strategies

Regulatory compliance

Align portfolio with ESG
benchmarks

High growth expectations
for the sector

Don't know/Not applicable

Improved reputation 0%

What are the two most important opportunities for each of these investment areas?
Each respondent selected two answers per investment area

Mining metallurgical coal Mining iron ore Steel processing & manufacturing Green steel processing & manufacturing

10 15 20 25 30 35 40 45 ) 5 10 15 20 25 30 35 40 45 5 10 15 20 25 30 35 40 45 50 )| 5 10 15 20 25 30 35 40 45 50
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Perceptions on low-carbon
energy availability for the
steel industry differ across
regions

A higher proportion of surveyed investors from
Asia, Australia and the USA believe there is not
enough low-carbon energy to decarbonise steel
compared to investors from Europe. In
particular:

e  63% of investors based in China believe
there is not currently enough low-carbon
energy to decarbonise the steel industry

e only 28% of investors based in the UK
believe there is not currently enough
low-carbon energy to decarbonise the
steel industry.

| believe there is not yet enough low-carbon energy
available to decarbonise the steel industry.

Response breakdown by country

China

Australia

South Korea
India

us

Japan

Hong Kong
Singapore

EU member states

UK

Total

0 5 10 15 20 25 30 35 40 45 50 55 60

@ Agree Total Agree
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/Disagree 15%

Importing green iron
is a viable opportunity
for steelmakers with
limited access to
renewable energy.

Neutral 26%

33 [ accr.org.au [ ] ACCR



Policy and lobbying

ACCR



What do you believe will have the biggest impact on each region's steel industry?
Each respondent selected one answer per region

.EU Cross-border .Availability of .Availability of green .Availability of .Net-zero .Customer demand
mechanism (CBAM) renewable energy hydrogen capital targets for green steel

North America Europe

Asia-Pacific

o
X

10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
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Similarities across the three regions:

e  Customer demand is not considered to have a large impact on any region by the investors.

e The surveyed investors consider the availability of renewable energy and green hydrogen consistently significant
across each region, with around a third of investors citing one of these as having the biggest impact on each region’s
steel industry.

Differences between the three regions:
e The availability of capital is considered more impactful in the Asia-Pacific and North America than in Europe.
e Investors believe the CBAM will have a much bigger impact on Europe than North America or the Asia-Pacific.

e They also believe net zero targets will have a bigger impact on the steel industry in Europe and North America than in
the Asia-Pacific.
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The current policy landscape sufficiently
supports the decarbonisation of the steel
sector and aligns with net-zero goals
necessary for the industry’s sustainable
transition.

The current policy landscape adequately
supports the shift from traditional to
green steel production methods, aligning
with long-term investment goals.

0%

10% 20% 30% 40% 50%

@® Agree @ Neutral @ Disagree

60%

70%

80%

90%

100%
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Effective climate policies are crucial to
accelerate the transition towards green
steel production and are likely to
positively impact my investment
portfolio.

Government incentives and regulatory
frameworks play a pivotal role in
making green steel a more attractive
investment opportunity.

Increased policy advocacy aimed at
expanding green steel demand and
production would positively influence
my investment decisions.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

@ Agree @ Neutral @ Disagree
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New climate regulation will have a
negative impact on our investment
portfolio related to mining and/or
steel processing and
manufacturing.

New climate-related regulation will
improve the valuation of our green
steel-related investments.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

@ Agree . Neutral @ Disagree
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The European cross-border mechanism (CBAM)
is going to jumpstart a green steel industry.

0 10

20

30 40 50 60 70

@ Agree @ Neutral @ Disagree

80

90

100

53% of investors agree that the EU’s
Carbon Border Adjustment
Mechanism (CBAM)* is going to
catalyse a green steel industry.

*The CBAM is a tariff on carbon intensive
products imported into the European Union. It
started in 2023, and will be fully implemented
by 2026.
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The persistence of metallurgical coal in steel production due to
lobbying efforts is a significant concern for sustainable
investment strategies.

0%| 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

. Agree . Neutral ’ Disagree
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Nearly half of the investors
surveyed are lobbying their
government for incentives to
attract renewable energy
development

This was fairly consistent for investors in
different regions, though the lowest proportion

of respondents that agreed were based in China
(40%), Japan (39%) and Hong Kong (35%).

We are lobbying our government for more incentives to attract
renewable energy development.

Response breakdown by country
Singapore [JEYAZ
Nordics eI
US Y
South Korea [EFA
India IR
Australia WV
EU member states (excl. Nordics) WA
UK AR
China WA
Japan [EEES

Hong Kong [EEY

Total | 45%

0 5 10 15 20 25 30 35 40 45 50

‘ Agree Total Agree
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50% of investors aim to align
with 1.5°C and factor the
Paris Agreement goals into
their investment decisions

This was most strongly supported by investors
in Nordic countries, where over three quarters
of respondents (77%) agreed that they aim to
align with 1.5°C.

Comparatively, a much lower proportion of
investors based in India (37%) and China (32%)
factored the goals of the Paris Agreement into
their investment decisions.

Aiming to align with 1.5C and the goals of the Paris Agreement
factors into our/my investment decisions.

Response breakdown by country

Nordics [RARZ

UK SR

ISl 58%

Singapore RERFA

South Korea [EE¥A

Hong Kong [REPAZ3

EU member states (excl. Nordics) RIM3
Japan [V

Australia R

India JEIEA

China [EPAZ

Total | 50%

0 10 20 30 40 50 60 70

. Agree Total Agree
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Investors in Europe are more
optimistic about staying within
the 1.5°C limit by 2100 than the
rest of the world

The majority of respondents from Nordic
countries and other European states believe
that keeping temperature increases below
1.5°C is achievable by 2100.

In contrast, only 33% of investors in India
and 35% in Singapore and Japan believe
this.

Overall, just under half of respondents
believe it is possible.

Keeping temperature increases below 1.5C is
achievable by 2100.

Response breakdown by country
Nordics [REXS
EU member states (excl. Nordics) WIS
US eI
Australia S
South Korea [ES¥
UK R
China A4
Hong Kong [EEM3
Japan [REEXA
Singapore R
India [JERF
Total |47%

0 10 20 30 40 50 60 70

. Agree Total Agree
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More than half of investors vote in
favour of resolutions asking for
increased ambition or
transparency in decarbonisation
efforts

Investors are using shareholder powers to
encourage companies to disclose more
information, or decarbonise:

e  Asset managers were the most likely to do
so, with two-thirds of respondents (67%) at
these institutions stating they voted in
favour.

e Hedge funds (38%) and
endowments/foundations (31%) were the
least likely to vote in favour of shareholder
resolutions.

My institution votes in favour of shareholder resolutions that ask
companies to disclose more information or take more action on
decarbonisation.

Response breakdown by institution type

Asset management
Family office

Private pension fund
Corporate bank

Public pension fund
Sovereign wealth fund
Investment bank

Hedge fund management
Endowment or foundation

Total

0 10 20 30 40 50 60

. Agree Total Agree
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What are your three most important motivations for engaging with
mining/steel companies?

Each respondent selected three answers below

To improve ESG rating of portfolio

Compliance with new climate-related
regulation / avoid stranded assets

Protection of our reputation

Financial reward - being a first mover in green
steel will secure future earnings

We have a fiduciary responsibility as investors
to provide the capital to decarbonise this
industry

We have a fiduciary responsibility as investors
to protect our portfolio against runaway
climate change

Don't know/none of the above

20 25 30 35 40 45 50 55
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There is enough information available to factor
decarbonisation into investment decisions about steel.

0 10 20 30 40 50 60 70 80 920 100

® Agree @ Neutral @ Disagree
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Which of these sources of information are the three most important sources
you rely on when making climate-related decisions for your investments in
mining and/or steel making?

Each respondent selected three answers below

International frameworks (e.g. Task Force on
Climate-related Financial Disclosures (TCFD),
Science Based Targets initiative (SBTi) etc.)

Industry associations (e.g. World Steel
Association, World Business Council for
Sustainable Development (WBCSD))

General news media (e.g. New York Times,
Financial Times; online or print)

In-house research

Non-government organisations (e.g.
Australasian Centre for Corporate
Responsibility (ACCRY))

Social media

Government entities

Consultancies (e.g. EY, BCG, Wood
MacKenzie)

Trade press |19%
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