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Labrador Iron Mines Holdings Limited (TSX: LIM)

After the FQ3 2012 Call: New Guidance, Revised
Estimates

Sector Perform
Above Average Risk
Price: 5.78

Shares O/S (MM): 54.1
Dividend: 0.00
NAVPS: 7.35

Price Target: 7.50 ↓ 8.00
Implied All-In Return: 30%
Market Cap (MM): 313
Yield: 0.0%
P/NAVPS: 0.8x
Avg. Daily Volume (MM): 0.34

Fiscal Year End March 31st
Priced as at 1:45pm ET, February 15, 2012

Event

LIM reported its FQ3/12 financial results on February 14, 2012 and held a
conference call on February 15, 2012.

Investment Opinion

• FQ3/12 EPS - Not a focus: LIM reported EPS of ($0.03) in FQ3/12
(December quarter end) versus ($0.13) in FQ2/12 and ($0.02) in FQ3/11. For
additional details see our comment "Reports FQ3/12 Results - Production
Ramp-up Continues" published on February 15, 2012.

• Guidance update: LIM is targeting iron ore sales of 2.0 million tonnes (mt) in
FY2013, 0.5 mt of which consists of direct rail ore. On the conference call, the
company stated that capex for FY2012 was expected to be $107 million versus
our estimate of $49 million, and that iron ore sales for FY2014 iron ore were
expected to be 3.0 mt versus our estimate of 3.4 mt.

• Balance sheet: Based on LIM's planned capital expenditures, existing cash
balance and its anticipated cash flow generation beginning in May 2012, our
analysis suggests that LIM will have sufficient liquidity to fund its
development plans in 2012. However, we note that a delay in first sale beyond
May 2012, or a meaningful decline in iron ore prices, could result in LIM
having to seek financing for working capital purposes in the first half of 2012.

• Estimate revisions: We have revised our model to reflect higher capex and
lower sales volumes in FY2013 than we had previously been forecasting. We
have also adjusted our model to reflect LIM's recently announced 2012
sales/marketing agreement with IOC. Our FY2013E EPS declines to $0.73
from $0.96 and our FY2014E EPS declines to $1.34 from $1.56. Our NAV
decreases to $7.35 from $7.91. Our price target, set at 1.0x our NAV, declines
from $8.00 to $7.50.

• Investment rationale: LIM is the newest producer of iron ore in Canada. The
company provide investors with near-term exposure to iron ore and longer-term
upside through resource and production growth potential. However, a number
of challenges remain in order for LIM to achieve its medium term production
targets. These include securing port access in 2013 and 2014, potentially
building a new processing facility and successfully permitting and developing
the Houston deposit. As a result of these challenges, we remain cautious in our
outlook. We rate the shares Sector Perform, Above Average Risk.

Priced as of prior trading day's market close, EST (unless otherwise noted).
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FY Mar 2011A 2012E 2013E 2014E

Adj EPS - FD (0.08) (0.23) 0.73 1.34

Prev. (0.24) 0.96 1.56

P/AEPS NM NM 7.9x 4.3x

Adj CFPS - FD (0.08) (0.30) 1.33 2.50

Prev. (0.08) 1.71 2.11

P/ACFPS NM NM 4.3x 2.3x

EBITDA (MM) (4.9) (15.0) 75.0 140.0

Prev. (5.3) 94.7 157.8

Adj EPS - FD Q1 Q2 Q3 Q4

2011 (0.01)A (0.02)A (0.02)A (0.03)A

2012 (0.09)A (0.13)A (0.03)A 0.03E

Prev. (0.08)E (0.02)E

2013 0.18E 0.18E 0.18E 0.18E

Prev. 0.38E 0.38E 0.21E 0.00E

2014 0.34E 0.34E 0.34E 0.34E

Prev. 0.61E 0.61E 0.00E
Adj CFPS - FD

2011 (0.02)A (0.02)A (0.02)A (0.02)A

2012 (0.08)A (0.11)A (0.01)A (0.10)E

Prev. 0.17E (0.06)E

2013 0.33E 0.33E 0.33E 0.33E

Prev. 0.67E 0.67E 0.38E 0.00E

2014 0.62E 0.62E 0.62E 0.62E

Prev. 0.82E 0.82E 0.46E 0.00E

All values in CAD unless otherwise noted.

For Required Non-U.S. Analyst and Conflicts Disclosures, see page 5.
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Appendix – Labrador Iron Mines 

Labrador Iron Mines (TSX: LIM) Sector Perform
Fiscal Year End March 31st Above Average Risk

Valuation 2008A 2009A 2010A 2011A 2012E 2013E 2014E 12-Month Target $7.50

EPS, adjusted $0.07 ($0.08) ($0.23) $0.73 $1.34 Analyst Robin B. Kozar

EPS Growth n.a. -207.1% n.a. n.a. 82.7% (416) 842-7861

P/E 36.2x n.a. n.a. 7.9x 4.3x robin.kozar@rbccm.com

CFPS ($0.07) ($0.08) ($0.30) $1.33 $2.50 Current Share Price $5.78

P/CFPS n.a. n.a. n.a. 4.3x 2.3x 52-Week High $14.95

EV/EBITDA n.a. n.a. n.a. 3.9x 2.1x 52-Week Low $4.44

Dividend Per Share $0.00 $0.00 $0.00 $0.00 $0.00 Market Capitalization (million) $313

Dividend Yield (%) 0.0% 0.0% 0.0% 0.0% 0.0% Shares Outstanding (million) 54.1

Franking (%) -                 -                 -                 -                 -                 Float (million) 54.1

Weighted Average Share Outstanding, F.D. (million) 37.4 43.7 53.6 56.0 56.0 Year-end 31-Mar

Average Share Price $4.20 $2.47 $2.71 $7.89 $5.78 $5.78 $5.78 Reporting Currency C$

P&L (millions) 2008A 2009A 2010A 2011A 2012E 2013E 2014E
Total Revenue $0 $0 $0 $214 $303

Operating Costs $1 $1 $0 $0 $0

SG&A $0 $0 $0 $0 $0

Exploration + R&D $1 $1 $0 $0 $0

Other Expenses $1 $3 $15 $140 $163

EBITDA ($3) ($5) ($15) $75 $140

DD&A $0 $0 $4 $6 $15

EBIT ($3) ($5) ($19) $68 $125

Net Interest Expense $0 $0 $0 $0 $0

Others ($0) ($0) $0 ($0) ($0)

Provison for Taxes ($4) ($1) ($8) $27 $50

Equity & Associate Interests $0 $0 $0 $0 $0

Minority Interests $0 $0 $0 $0 $0                Chart priced as of market close February 14, 2012

Net Earnings $1 ($4) ($12) $41 $75

Preferred Dividends & Other $0 $0 $0 $0 $0

Net Earnings to Common $1 ($4) ($12) $41 $75

Adjustments $2 $0 $0 $0 $0

Adjusted Net Earnings $3 ($4) ($12) $41 $75

Cash Flow (millions) 2008A 2009A 2010A 2011A 2012E 2013E 2014E
Net Earnings $1 ($4) ($12) $41 $75

DD&A $0 $0 $4 $6 $15

Deferred Taxes ($4) ($1) ($8) $27 $50

Working Capital & Other ($0) $1 $0 $0 $0

Operating Cash Flow ($3) ($3) ($15) $75 $140

CAPEX ($14) ($27) ($107) ($41) ($46)

Repayment of Long-term Debt & Investment $0 $0 $0 $0 $0

Preferred Dividends $0 $0 $0 $0 $0

Free Cash Flow ($18) ($31) ($122) $33 $94

Common Dividends $0 $0 $0 $0 $0

Dividends Paid to Minority Interests $0 $0 $0 $0 $0

Issuance/Buyback of Common Shares $35 $0 $121 $0 $0

Other Financing Activities ($2) $2 ($7) ($0) ($0)

Acquisition/Disposal of Assets $0 $0 $0 $0 $0

Other Investing Activities ($2) ($12) $0 $0 $0

Net Change in Cash $13 ($41) ($8) $33 $93

Balance Sheet (millions) 2008A 2009A 2010A 2011A 2012E 2013E 2014E

Cash & Short-term Investments $48 $8 ($0) $33 $126

Total Current Assets $49 $10 $2 $35 $128

Property, Plant & Equipment $151 $164 $267 $302 $333

Total Assets $210 $225 $321 $389 $513

Short-term Borrowing & Debt Due in One Year $0 $0 $0 $0 $0

Total Current Liabilities $2 $15 $15 $15 $15

Long-term Debt $0 $2 $1 $1 $0

Total Liabilities $34 $51 $43 $69 $119

Minority Interests $0 $0 $0 $0 $0

Common Shareholders' Equity $176 $174 $278 $319 $394

Exchangeable Debentures $0 $0 $0 $0 $0

Total Liabilities & Shareholders' Equity $210 $225 $321 $389 $513
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Labrador Iron Mines (TSX: LIM) Sector Perform - Above Average Risk
Ratio Analysis 2008A 2009A 2010A 2011A 2012E 2013E 2014E 12-Month Target $7.50

Sales Growth (%) n.a. n.a. n.a. n.a. 41.4%

EBITDA/Sales (%) n.a. n.a. n.a. 34.8% 46.1%

EBIT/Sales (%) n.a. n.a. n.a. 31.9% 41.2%

Net Earnings/Sales (%) n.a. n.a. n.a. 19.2% 24.8%

Effective Tax Rate 142.4% 17.3% 40.0% 40.0% 40.0%

Net Interest Coverage (EBIT/Interest Charges) n.a. n.a. n.a. n.a. n.a.

Net Debt/Equity -27.5% -3.4% 0.4% -10.1% -31.9%

Net Debt/ Total Capitalization -27.5% -3.3% 0.4% -10.1% -31.9%

Return on Assets (ROA) 1.3% -1.6% -3.6% 10.6% 14.6%

Return on Equity (ROE) 1.6% -2.0% -4.2% 12.9% 19.0%

Return on Capital Employed (ROCE) 1.6% -2.0% -4.1% 12.8% 19.0%

Commodity & FX Assumptions 2008A 2009A 2010A 2011A 2012E 2013E 2014E

Fines Benchmark Price (64% Fe, CFR China) $155 $181 $153 $135

Lump Benchmark Price (65% Fe, CFR China) $164 $202 $172 $152

Fines Realized Price (US$/t, FOB Canada) $132 $107 $101

Lump Realized Price (US$/t, FOB Canada) $155 $128 $119

Weighted Avg Realized Iron Ore Price (US$/t, FOB Canada) n.a. $104 $99

CAD/USD $0.98 $1.00 $0.97 $0.97

Saleable Production (millions tonness)2008A 2009A 2010A 2011A 2012E 2013E 2014E

Total Saleable Iron Ore Production 0.0 0.9 1.5 3.0

Cash Costs (US$/tonne, FOB Port) 2008A 2009A 2010A 2011A 2012E 2013E 2014E

Mining & processing $0.00 $21.75 $21.36

SG&A and other n.a. $6.18 $5.56

Rail & port handling n.a. $31.83 $28.68

Total cash cost $0.00 $59.76 $55.60

Operating Profits 

By Operations (million) 2008A 2009A 2010A 2011A 2012E 2013E 2014E

Schefferville Projects ($0) ($7) $70 $128

Estimated Earnings Leverage 2008A 2009A 2010A 2011A 2012E 2013E 2014E

US$10 Increase in Fines Iron Ore Benchmark Price ($0.00) $0.13 $0.25

US$10 Increase in Lump Iron Ore Benchmark Price $0.00 $0.04 $0.03

Combined US$10/t Increase in Iron Ore Prices ($0.00) $0.16 $0.28

US $0.05 Increase in US$/C$ $0.00 ($0.10) ($0.15)

Estimated NAV Break-Down (at 8%) millions C$ C$/sh % Assets

Schefferville Projects $398 $7.35 100.0%

Gross Asset Value $398 $7.35 100%

Net Corporate Overheads & CAPEX ($20) ($0.38)

Net Debt $20 $0.37

Net Asset Value $397 $7.35

Estimated NAV Leverage to Valuation (1.0x NAV)

US$10 Increase in Fines Iron Ore Benchmark Price $1.33 Stage 1 - 2 $7.35

US$10 Increase in Lump Iron Ore Benchmark Price $0.48 Stage 1 - 3 $10.45

Combined US$10/t Increase in Iron Ore Prices $1.81 Stage 1 - 4 $11.61

US $0.05 Increase in US$/C$ ($0.70)

12-month Target $7.50

Price/NAV 0.79x
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NOTE: Priced as of 1:45pm ET, February 15, 2012 

Source: Company reports, RBC Capital Markets estimates 
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Valuation

We value Labrador Iron Mines using a discount cash flow approach. We derive our $7.50 price target by applying a 1.0x multiple to
our NAV of $7.35 per share. We believe an NAV approach is the appropriate valuation metric as LIM transitions from a development
company into commercial producer in early 2012.

Price Target Impediment
Higher-than-expected operating costs, a delay in production ramp-up, or the inability to secure future port access would negatively
affect our outlook. Changes to iron ore prices and foreign exchange rates could also pose risks to our outlook.

Company Description
Labrador Iron Mines is primarily engaged in developing its 100%-owned iron ore properties in the Schefferville area, located 1,150
km northeast of Montreal. These high-grade, high-quality direct shipping ore operations are located in the central region of the trough
and are the remnants of IOC's previous mining operations that took place from 1954 to 1982. LIM was established in 2007 and
commenced iron ore production in June 2011.

 February 15, 2012
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Non-U.S. Analyst Disclosure

Lisa Wilkinson (i) is not registered/qualified as a research analyst with the NYSE and/or FINRA and (ii) may not be associated
persons of the RBC Capital Markets, LLC and therefore may not be subject to FINRA Rule 2711 and NYSE Rule 472 restrictions on
communications with a subject company, public appearances and trading securities held by a research analyst account.

Conflicts Disclosures

The analyst(s) responsible for preparing this research report received compensation that is based upon various factors, including total
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investment banking activities of the member companies of RBC Capital Markets and its affiliates.
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Explanation of RBC Capital Markets Equity Rating System

An analyst's 'sector' is the universe of companies for which the analyst provides research coverage. Accordingly, the rating assigned to
a particular stock represents solely the analyst's view of how that stock will perform over the next 12 months relative to the analyst's
sector average.
Ratings
Top Pick (TP): Represents analyst's best idea in the sector; expected to provide significant absolute total return over 12 months with a
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Distribution of Ratings
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Hold/Neutral, or Sell - regardless of a firm's own rating categories. Although RBC Capital Markets' ratings of Top Pick/Outperform,
Sector Perform and Underperform most closely correspond to Buy, Hold/Neutral and Sell, respectively, the meanings are not the same
because our ratings are determined on a relative basis (as described above).

Distribution of Ratings
RBC Capital Markets, Equity Research
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considered a long-term 'Sector Perform' or even an 'Underperform' might be a short-term buying opportunity as a result of temporary
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circumstances and objectives, and investors should make their own independent decisions regarding any Short-Term Trade Ideas
discussed therein.

Analyst Certification
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subject securities or issuers. No part of the compensation of the responsible analyst(s) named herein is, or will be, directly or
indirectly, related to the specific recommendations or views expressed by the responsible analyst(s) in this report.

 February 15, 2012

jill.bledsoe@thomsonreuters.com Jill Bledsoe 02/16/12 02:35:16 AM Reuters - Internal Employee ID's - 96

https://www.rbccm.com/global/file-414164.pdf 
https://www.rbcinsight.com


7
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