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Disclaimer 

This report has been prepared by Hatch Ltd. (“Hatch”) for the sole and exclusive benefit of 

Baffinland Iron Mines Corporation (the “Client”) for the sole purpose of assisting the Client to 

identify potential options to increase production from the Mary River mine, and may not be 

provided to, used or relied upon by any other party for financing purposes without receipt of a 

copy of the attached waiver and release executed by such third party. 

Any use of this report by the Client is subject to the terms and conditions provided in the 

ArcelorMittal General Service Agreement, dated November 14, 2014, including the limitations 

on liability set out therein. Without limiting the foregoing, Hatch explicitly disclaims all 

responsibility for losses, claims, expenses or damages, if any, suffered by a third party as a 

result of any reliance on this Report, including for any decisions made or actions made by 

such a third party and based on this Report (“Claims”), and such third party’s use or review of 

the Report shall constitute its agreement to waive all such Claims and release Hatch in 

respect thereof. 

This report is meant to be read as a whole, and sections should not be read or relied upon 

out of context. While it is believed that the information contained herein is reliable under the 

conditions and subject to the limitations set forth herein, this Report is based in part on 

information not within the control of Hatch and Hatch therefore cannot and does not 

guarantee the accuracy of such information based in whole or in part on information not 

within the control of Hatch. The comments in it reflect Hatch’s professional judgment in light 

of the information available to it at the time of preparation. 

This report contains the expression of the professional opinion of Hatch, based upon 

information available at the time of preparation. Hatch has conducted this investigation in 

accordance with the methodology outlined herein. It is important to note that the methods of 

evaluation employed, while aimed at minimizing the risk of unidentified problems, cannot 

guarantee their absence. The quality of the information, conclusions and estimates contained 

herein is consistent with the intended level of accuracy as set out in this report, as well as the 

circumstances and constraints under which this report was prepared. 



 
 

Baffinland Iron Mines LP - Mary River Expansion Stage 3 
Definitive Study Report - May 1, 2017 

Section 20 –Financial Analysis and Evaluation  
 

   

 
 

H353004-00000-100-146-0001-SE19, Rev. 0 
Page iii 

  

© Hatch 2017 All rights reserved, including all rights relating to the use of this document or its contents. 

 

Table of Contents 

1. Executive Summary .............................................................................................................................. 4 

19. Financial Analysis ................................................................................................................................. 6 

19.1 Introduction .................................................................................................................................... 6 

19.1 Model Setup and Key Assumptions .............................................................................................. 6 

19.2 Exchange Rate and Pricing ........................................................................................................... 6 
19.2.1 Exchange Rate .................................................................................................................... 6 
19.2.2 Pricing .................................................................................................................................. 7 

19.3 Production Ramp-up ...................................................................................................................... 7 

19.4 Operating Costs ............................................................................................................................. 8 

19.5 Capital Costs ................................................................................................................................. 8 
19.5.1 Expansion Project Capital.................................................................................................... 8 
19.5.2 Sustaining Capital ................................................................................................................ 9 
19.5.3 Working Capital.................................................................................................................... 9 

19.6 Results ........................................................................................................................................... 9 
19.6.1 Net Present Value (NPV) ................................................................................................... 10 
19.6.2 Sensitivity Analysis ............................................................................................................ 11 

19.2 Reference Documents ................................................................................................................. 12 
 

List of Tables 

Table 1-1: Cash flow summary over life of mine ........................................................................................... 4 
Table 1-2: NPV summary, $US millions (excluding sunk costs) ................................................................... 4 
Table 19-1: Exchange rate projections, Source: Bloomberg ......................................................................... 6 
Table 19-2: Annual production ramp-up to 12 Mtpa ...................................................................................... 7 
Table 19-3: Annual operating cost summary during ramp-up ....................................................................... 8 
Table 19-4: Capital Cost Foreign Exchange Mix ........................................................................................... 9 
Table 19-5: Project overview summary ($US millions, unless otherwise indicated) ................................... 10 
Table 19-6: Cash flow summary over life of mine ....................................................................................... 10 
Table 19-7: NPV summary, $US millions (excluding sunk costs) ............................................................... 11 

 

List of Figures 

Figure 1-1: Net Present Value Sensitivity at 10% of After Tax, Levered Cash Flow .................................... 5 
Figure 19-1: Comparison of benchmark price series and realized price ....................................................... 7 
Figure 19-2: Quarterly finished ore production, annualized rates ................................................................. 8 
Figure 19-3: Net Present Value Sensitivity at 10% of After Tax, Levered Cash Flow ................................ 11 

 

 



 
 

Baffinland Iron Mines LP - Mary River Expansion Stage 3 
Definitive Study Report - May 1, 2017 

Section 20 –Financial Analysis and Evaluation  
 

   

 
 

H353004-00000-100-146-0001-SE19, Rev. 0 
Page 4 

  

© Hatch 2017 All rights reserved, including all rights relating to the use of this document or its contents. 

 

1. Executive Summary 

The objective of the analysis is to investigate value of the mine life project feasibility to 

increase production from 5 Mtpa (currently) to 12 Mtpa (planned) for the Mary River Project. 

Average, undiscounted average unit cash flows for the life of mine are shown below. Working 

capital is excluded as it is negligible over the life of mine.  

Table 1-1: Cash flow summary over life of mine 

Cash flow summary, $US/t 
Average, 

LoM 

Revenue $71.62 

Operating costs (18.06) 

Freight and port charges (6.14) 

Royalties and overheads (1.82) 

EBITDA 45.60 

Capital spending (5.12) 

EBITDA less Capital Spending 40.48 

 

The resulting project net present value (NPV) is summarized in the tables below. NPVs 

include impact of pre-existing selling price, tax, royalties and financing supplied by Baffinland 

and included in their financial model. 

Table 1-2: NPV summary, $US millions (excluding sunk costs) 

Discount 
rate 

Pre-tax 
unlevered 

After-tax 
levered 

7% 5,869 3,549 

8% 5,233 3,156 

10% 4,201 2,513 

 

A sensitivity analysis was performed to examine the impact to after tax, levered NPV from 

changes in forecast benchmark price, exchange rate, capital costs and operating costs. 
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Figure 1-1: Net Present Value Sensitivity at 10% of After Tax, Levered Cash Flow 

 

Benchmark prices which directly impact revenue are the largest sensitivity. Capital costs and 

operating costs are largely denominated in Canadian Dollars, while revenues are in US 

Dollars. Exchange rate showing the second largest sensitivity is therefore expected. 
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19. Financial Analysis 

19.1 Introduction 

This section covers the assumptions and results of the financial analysis for the Mary River 

Stage 3 expansion project. It includes estimates of: 

• Quarterly and annual cash flows, including selling prices/revenues, operating costs, initial 

capital spending and sustaining capital 

• Net present value (NPV) based on 7%, 8% and 10% weighted average cost of capital 

• Sensitivity analysis 

The objective of the analysis is to investigate value of the mine life project feasibility to 

increase production from 5 Mtpa (currently) to 12 Mtpa (planned) for the Mary River Project.  

19.1 Model Setup and Key Assumptions 

The financial analysis was completed based on a financial model provided by Baffinland for 

update.  

The model was set up in 3 phases: 

• Phases 1 and 2: a Baffinland forecast for its current, ongoing operations 

• Phase 3: incremental production, from 2019 onwards 

Some key assumptions are detailed below, with further details provided in the following 

sections. 

• Total production from all phases (1-3): 12 Mtpa. 

• Production, grade, stripping ratio an life of mine (LoM): as per material balances 

• Units: All unit revenues and costs are given in $US/wmt unless otherwise noted 

• Inflation: none, all estimates are in 2017 dollars. 

19.2 Exchange Rate and Pricing 

19.2.1 Exchange Rate 

A Bloomberg exchange rate curve was used (April 4, 2017) for the financial analysis, as 

summarized in the table below.  

Table 19-1: Exchange rate projections, Source: Bloomberg 

Year 2017 2018 2019 2020 2021 2022+ 

$US:$C 0.752  0.755  0.761  0.766  0.771  0.775  
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19.2.2 Pricing 

Iron ore is priced starting with the Consensus Economics forecast (Q1, 2017) for the “Platts 

IODEX 62% Fe CFR North China Midpoint Average” benchmark. A comparison of this curve 

with estimated prices realized by Baffinland is illustrated below alongside CRU forecast prices 

for the Atlantic blast furnace pellet premium. 

 

Figure 19-1: Comparison of benchmark price series and realized price 

Iron ore is priced starting with the benchmark price noted above. To estimate an indicative 

selling price the benchmark price is scaled based on ore grade and adjusted for penalties and 

premiums for high or low levels of impurities, freight, value-in-use and moisture during 

negotiations between the seller and purchaser of the ore. 

Realized prices have been estimated using conversions from benchmark pricing to realized 

price supplied by Baffinland. 

19.3 Production Ramp-up 

Table 19-2 below summarizes the annual production ramp-up for the project. The graphical 

representation in Figure 19-2 shows the ramp-up details on a quarterly basis, to achieve the 

target annual production of 12 Mtpa. 

Table 19-2: Annual production ramp-up to 12 Mtpa 

 
2017 2018 2019 2020 2021+ 

Finished Ore Production, Mt 5,2 5.3 7.2 12.0 12.0 

Ore Shipped, Mt 4.8 5.2 5.5 11.9 12.0 
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Figure 19-2: Quarterly finished ore production, annualized rates 

Finished ore production is forecast to reach a rate of 60% of nameplate (7.2 Mtpa) on a 

sustained basis from Q3 2019. Shiploading is expected to cross the same threshold in the 

2020 shiploading season.  

19.4 Operating Costs 

The detailed development of the operating costs is discussed in section 14 of this report. A 

summary of the operating costs used in the financial analysis is presented below. Unit costs 

have been adjusted from those reported in section 14 to account for changes in fuel price and 

foreign exchange rates. 

Table 19-3: Annual operating cost summary during ramp-up 

 
Units 2017 2018 2019 2020 2021 2022 

Finished Ore Production Mt 5.2 5.3 7.2 12.0 12.0 12.0 

Unit operating costs $US/t wet 34.69 33.70 25.25 14.84 15.93 15.60 

 

Operating costs vary year to year, in accordance with the mine plan (stripping ratio and 

amount of waste to be moved) and the average haul distance varying over the life of mine. 

Unit operating costs are higher during production ramp up, and towards the end of the mine’s 

life, when production is low but fixed costs such as labour are the same as during full 

production. 

19.5 Capital Costs 

19.5.1 Expansion Project Capital 

The capital cost estimate, incurred cost curve used in the preparation of this financial model,  

and other related items are covered in section 12 of this report. 
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The following table summarizes the different currencies used (US Dollars, Euros and 

Canadian Dollars), and their relative contributions to the total capital cost. 

Table 19-4: Capital Cost Foreign Exchange Mix 

Currency Conversion 
Rate 

Total 
($US millions) 

% of Total 
Installed Cost 

United States Dollar 1 144.21 15% 

Canadian Dollar 0.7355 724.08 77% 

European Euro 1.0867 68.55 7% 

 

When reforecasting capital spending using a varying exchange rate and performing exchange 

rate sensitivity analysis, Euros and Canadian dollars were assumed to move in tandem 

relative the US Dollar. 

19.5.2 Sustaining Capital 

See section 14 of this report. 

19.5.3 Working Capital 

Working capital changes were estimated using assumptions included in Baffinland’s financial 

model. These include the following: 

• Expansion project accounts payable: Average 180 days outstanding 

• Operations accounts payable: Average 60 days outstanding 

• Fuel is purchased on consignment annually 

Based on the above assumptions, and the amount and timing of project funding considered 

for project development, working capital is not forecast to have a negative impact on overall 

corporate cash flow during project development.  

19.6 Results 

Using the inputs as described above, the following summary provides an overview of the 

production, key costs and other assumptions during the ramp-up period. 
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Table 19-5: Project overview summary ($US millions, unless otherwise indicated) 

  Units   2017   2018   2019   2020   2021  

 Production Mt 5.2 5.3 7.2 12.0 12.0 

 Shipments Mt 4.8 5.2 5.5 11.9 12.0 

    
     

 Exchange rate US$/C$ 0.75 0.76 0.76 0.77 0.77 

 Iron Ore prices 
      

 Index - CFR China US$/t $ 71 $ 60 $ 56 $ 55 $ 54 

 Realized price US$/t    78    64    60    59    58 

    
     

 Revenues 
 

$ 410 $ 331 $ 447 $ 759 $ 758 

 Costs 
      

 Operating 
 

183 182 186 182 195 

 Freight and port charges   27   31   35   68   69 

 Royalties and overheads   27   28   18   17   17 

 EBITDA 
 

$ 174 $ 89 $ 208 $ 492 $ 478 

    
     

 Capital Spending $ 335 $ 452 $ 254 $ 42 $ 12 

  
      

 Unit operating cost US$/t $ 35 $ 34 $ 25 $ 15 $ 16 

 

19.6.1 Net Present Value (NPV) 

Average, undiscounted average unit cash flows for the life of mine are shown below:  

Table 19-6: Cash flow summary over life of mine 

Cash flow summary, $US/t 
Average, 

LoM 

Revenue $71.62 

Operating costs (18.06) 

Freight and port charges (6.14) 

Royalties and overheads (1.82) 

EBITDA 45.60 

Capital spending (5.12) 

EBITDA less Capital Spending 40.48 

 

The resulting project NPV is summarized in the tables below. NPVs include impact of pre-

existing financing included in Baffinland’s financial model. 
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Table 19-7: NPV summary, $US millions (excluding sunk costs) 

Discount 
rate 

Pre-tax 
unlevered 

After-tax 
levered 

7% 5,717 3,437 

8% 5,044 3,017 

10% 3,975 2,346 

 

19.6.2 Sensitivity Analysis 

A sensitivity analysis was performed to examine the impact to after tax, levered NPV from 

changes in forecast benchmark price, exchange rate, capital costs and operating costs. 

 

Figure 19-3: Net Present Value Sensitivity at 10% of After Tax, Levered Cash Flow 

 

Benchmark prices which directly impact revenue are the largest sensitivity. Capital costs and 

operating costs are largely denominated in Canadian Dollars, while revenues are in US 

Dollars. Exchange rate showing the second largest sensitivity is therefore expected. 
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19.2 Reference Documents 

Document Number Title Revision Date 
Appendix 
Number 

 Financial Model   A19-1 
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