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Re-rating begins 

BC Iron (BCI) remains on track to commence first production from the Nullagine Iron Ore 
JV in the Dec Q 2010.  

Last week, the Company entered into a Native Title Mining Agreement with the Palyku 
Native Title Claim Group, paving the way for final environmental and regulatory 
approvals. 

Key contracts for Camp Construction and Ore Haulage were recently awarded to 
Complete Portables and Mitchell West respectively.  The JV has also signed agreements 

with pastoralists in the Nullagine area, clearing the way for land access to facilitate the 
construction of the heavy haul road to Christmas Creek. 

Work associated with the construction contract for the Stage I, 60-man camp at site has 
commenced. Pending receipt of further approvals, the accommodation village will be 
expanded to house ~150 employees ahead of first production. It is expected that the 

planning, construction and delivery of Stage I of the camp will take ~2 months to 
complete. Complete Portables handle the design, manufacture, transport and set-up of all 

components of the accommodation. 

The Ore Haulage contract with Mitchell West covers the transport of Nullagine iron ore to 
the FMG rail infrastructure near Christmas Creek. Ore will be transported using 360t 
powered road trains, which are significantly larger than conventional road trains, thus 
increasing overall efficiency and reducing costs.  

Crucially, BCI is funded to first production following the US$50m prepayment/20Mt off-
take agreement signed in November 2009 with Henghou Industries. To date, the JV has 

received two installment payments (totalling US$30m), with a third due later in the year. 

Milestone dates over the coming months include: 

• June 2010 – Haul road and mine centre construction begins 

• August 2010 – Mining commences 

• October 2010 – Road haulage begins 

• December 2010 – First Rail & Ship 

We also await a resolution to the matter between the Company and Tennant Metals which 

is presently before arbitration.  

As the Company continues to tick-off on key project milestones in the coming months, we 
expect the stock to track higher. Following upgrades to our iron ore pricing forecasts (now 
+80% for fines), our assessed valuation for BCI has risen to $2.70.  

BCI can be distinguished from the plethora of iron ore hopefuls given its high quality, 
marketable product, low capital intensity, tangible infrastructure solution and near-term 
production potential. The stock is still trading at a significant discount to NPV despite 
recent share price appreciation. 

BUY 
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Ticker: BCI

Sector: Materials

Shares on Issue (m):

Market Cap (A$m): 169.5

Net Cash (A$m): 7.3

Enterprise Value (A$m): 162.2

52 wk High/Low: $2.05 $0.46

12m Av Daily Vol (m):

Key Metrics

10F 11F 12F

P/E (x) -22.2 9.8 2.4

EV/EBITDA (x) -21.3 6.3 1.6

Financials:

Revenue ($m) 0.0 56.5 161.2

EBITDA ($m) -7.6 25.6 101.8

NPAT ($m) -7.6 17.3 69.8

Net Assets ($m) 35.4 61.3 138.6

Op CF ($m) -0.5 33.3 80.4

Per Share Data:

EPS (cps) -9.1 20.6 83.1

DPS (cps) 0.0 0.0 0.0

Div Yield 0.0 0.0 0.0

CFPS (cps) -0.5 39.7 95.9
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Product Quality 

Nullagine Ore compares favourably against a number of well established products. 

Figure 1: Silica (SiO2) 
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Source: IRESS, Company data, POL, Argonaut estimates 

Figure 2: Alumina (Al2O3) 
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Source: IRESS, Company data, POL, Argonaut estimates 

Figure 3: Phosphorous (P) 

0.00%

0.02%

0.04%

0.06%

0.08%

0.10%

0.12%

0.14%

0.16%

0.18%

IOH FRS AGO AQA Spec BRM FMS GIR FMG MGX BCI

 

Source: IRESS, Company data, BCI, Argonaut estimates 

BC Iron (BCI) is the only junior stock which we can identify that betters typical spec 
thresholds. 

The issue for most juniors is that they typically don’t have the blending capability (e.g. 

blend high P ore with lower P ore) to meet spec. As a consequence, they are more likely to 
attract a discount for their product. 
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Valuation & Recommendation 

Argonaut’s commodity and exchange rate pricing assumptions are presented in Table 1. 

Table 1: Commodity and exchange rate assumptions 

Key Pricing Assumptions

FY11 FY12 FY13 LT

Iron Ore Price A$/t 113 107 82 62

Exchange Rate A$:US$ 0.88 0.88 0.88 0.80
 

Source: Argonaut 

Other assumptions include a 30% corporate tax rate, 6% in royalties and a nominal 
discount rate of 10%. Our modelling assumes a 36Mt mining inventory (DSO Reserve base) 
with production commencing in Dec Q 2010. Key model inputs are presented in Table 2 
below. 

Table 2: Key project parameters 

Nullagine Iron Ore JV

Key Project Assumptions

Ore Mined Mt 36

Grade % Fe 57

Production* Mtpa 5

Mine Life yrs 8

Capex + WC $m 70

Cash Costs - inc royalties A$/t 42

* At targeted capacity  

Source: Argonaut 

Table 3: Sensitivity 

$2.70 -10% -5% 0% 5% 10%

-10% $2.67 $3.00 $3.33 $3.66 $3.99

-5% $2.37 $2.69 $3.00 $3.31 $3.62

0% $2.10 $2.40 $2.70 $2.99 $3.29

5% $1.85 $2.14 $2.42 $2.71 $2.99

10% $1.63 $1.90 $2.17 $2.45 $2.72%
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Source: Argonaut 

We maintain BCI can be distinguished from the plethora of iron ore hopefuls given its: 

• High quality, marketable product 

• Low capital intensity 

• Tangible infrastructure solution 

• Near-term production potential 

 

BUY 

 
 
 
 

Upgrades to Fe prices 
 
 
 

 
 
 
 
 
 
 

 
 

Model assumes production 
commences Dec Q 2010  
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rising iron ore price 
environment 
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BC Iron Equities Research
Analyst: Tim Serjeant

Recommendation BUY Sector Materials
Current Price $2.02 Issued Capital (m) 83.9

Valuation $2.70 Market Cap (m) $169.5

All Ords (XAO) 5,012 Updated

Profit & Loss (A$m) 30 June 2010E 2011E 2012E Financial Summary 2010E 2011E 2012E

Sales Revenue 0.0 56.5 161.2 Reported Earnings

Other Income 0.9 0.3 2.7 Net Profit ($m) -7.6 17.3 69.8

Profit/(Loss) on Hedging 0.0 0.0 0.0 EPS (A$) -0.09 0.21 0.83

Operating Costs 5.0 27.5 58.5 PER (x) -22.2 9.8 2.4

Exploration Exp 1.1 0.8 0.5 Normalised Earnings

Corporate/Admin 2.4 3.0 3.0 Net Profit ($m) -7.6 17.3 69.8

EBITDA -7.6 25.6 101.8 EPS (A$) -0.09 0.21 0.83

Depn & Amort 0.0 1.0 2.1 EPS Growth (%) n/a -326.5 304.2

EBIT -7.6 24.7 99.7 PER (x) -22.2 9.8 2.4

Net Interest Paid 0.0 0.0 0.0 Cashflow

Operating Profit -7.6 24.7 99.7 Operating Cashflow ($m) -0.5 33.3 80.4

Tax expense 0.0 7.4 29.9 GCFPS ($) -0.01 0.40 0.96

Minorities 0.0 0.0 0.0 PCF (x) -374.2 5.1 2.1

NPAT -7.6 17.3 69.8 Dividend

Normalised NPAT -7.6 17.3 69.8 Dividend ($) 0.00 0.00 0.00

Yield (%) 0% 0% 0%

Franking % 0% 0% 0%

Cash Flow (A$m) 2007A 2010E 2011E 2012E

Operating Cashflow -0.5 33.3 80.4

- Capex (+asset sales) -22.6 -11.6 -6.0 Financial Ratios 2007E 2010E 2011E 2012E

 -Exploration Expenditure -1.0 -0.8 -0.5 Balance Sheet Ratios

 -Other 0.0 0.0 0.0 Total Debt/Equity (%) 62% 45% 20%

Free Cashflow -24.1 21.0 73.9 Interest Coverage (x) n/a n/a n/a

- Dividends 0.0 0.0 0.0 Profitability Ratios

+ Equity raised 12.6 0.0 0.0 Net Profit Margin (%) - 31% 43%

+ Debt drawdown (- repaid) 22.0 5.4 0.0 Return on Assets (%) -30% -7% -3%

Net Change in Cash -10.7 21.0 73.9 Return on Equity (%) -22% 28% 50%

Cash at End Period 9.7 30.6 104.5

Net Cash (Debt) -12.3 3.3 77.2

Valuation Summary A$m $/sh

Balance Sheet (A$m) 2007A 2010E 2011E 2012E Nullagine JV (BCI - 50%) 223 2.66

Total Assets 58.2 89.7 167.1 Bungaroo Creek 5 0.06

Total Debt 22.0 27.4 27.4 Investments 0 0.00

Total Liabilities 22.9 28.4 28.5 Unpaid Capital 4 0.05

Shareholders Funds 35.4 61.3 138.6 Corporate -14 -0.17

Cash (estimate) 24 0.29

Debt -17 -0.20

Production & Cash Costs 2007A 2010E 2011E 2012E

Sales

Nullagine Mt - 0.50 1.50 Total @ 10% Discount Rate 226.3 2.70

Cash Costs 

 - inc royalties A$/t - 44.0 43.4

Directors

Reserves & Resources Name Position

Tony Kiernan Chairman

Mike Young Managing Director

Reserves Mt % Fe %CaFe %P Garth Higgo Non-Executive Director

Proven Terry Ransted Non-Executive Director

Probable 35.6 56.9 - 0.020 Steven Chadwick Non-Executive Director

Total 35.6 56.9 - 0.020

Resources Mt % Fe %CaFe %P

Measured 1.7 57.0 64.8 0.018 Substantial Shareholders %

Indicated 38.6 57.0 64.7 0.016 Palmary 22%

Inferred 10.4 57.0 64.8 0.013 Regent Pacific 16%

Total 50.7 57.0 64.8 0.015 Alkane Resources 6%

Nullagine DSO

13-April-2010
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 Important Disclosures 

Argonaut acts as Corporate Adviser to BCI and receives fees commensurate with these 
services 

Argonaut has acted in the following roles: 

� Manager to the placement of 8.5m shares to raise $9.4m (June 2009) 

� Underwriter to the pro-rata entitlements issue to raise $12.6m (June 2009) 

Argonaut owns or controls 500,000 BCI options exercisable on or before 31 March 2012 

 General Disclosure and Disclaimer 

This research has been prepared by Argonaut Securities Pty Limited (ABN 72 108 330 650) 
(“ASPL”) for the use of the clients of ASPL and its related bodies corporate (the “Argonaut 
Group”) and must not be copied, either in whole or in part, or distributed to any other 
person. If you are not the intended recipient you must not use or disclose the information 

in this report in any way.  ASPL is a holder of an Australian Financial Services Licence No. 
274099 and is a Market Participant of the Australian Stock Exchange Limited. 

Nothing in this report should be construed as personal financial product advice for the 
purposes of Section 766B of the Corporations Act. This report does not consider any of 
your objectives, financial situation or needs.  The report may contain general financial 
product advice and you should therefore consider the appropriateness of the advice having 
regard to your situation. We recommend you obtain financial, legal and taxation advice 

before making any financial investment decision. 

This research is based on information obtained from sources believed to be reliable and 
ASPL has made every effort to ensure the information in this report is accurate, but we do 
not make any representation or warranty that it is accurate, reliable, complete or up to 
date. The Argonaut Group accepts no obligation to correct or update the information or the 
opinions in it. Opinions expressed are subject to change without notice and accurately 
reflect the analyst(s)’ personal views at the time of writing.  No member of the Argonaut 

Group or its respective employees, agents or consultants accepts any liability whatsoever 

for any direct, indirect, consequential or other loss arising from any use of this research 
and/or further communication in relation to this research. 

Nothing in this research shall be construed as a solicitation to buy or sell any financial 
product, or to engage in or refrain from engaging in any transaction. The Argonaut Group 
and/or its associates, including ASPL, officers or employees may have interests in the 
financial products or a relationship with the issuer of the financial products referred to in 
this report by acting in various roles including as investment banker, underwriter or dealer, 

holder of principal positions, broker, director or adviser. Further, they may buy or sell 
those securities as principal or agent, and as such may effect transactions which are not 
consistent with the recommendations (if any) in this research.  The Argonaut Group and/or 
its associates, including ASPL, may receive fees, brokerage or commissions for acting in 
those capacities and the reader should assume that this is the case. 

There are risks involved in securities trading. The price of securities can and does 
fluctuate, and an individual security may even become valueless. International investors 

are reminded of the additional risks inherent in international investments, such as currency 
fluctuations and international stock market or economic conditions, which may adversely 
affect the value of the investment. 

The analyst(s) principally responsible for the preparation of this research may receive 
compensation based on ASPL’s overall revenues. 
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