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News 
Iron Ore Holdings (‘IOH’ or the ‘Company’) has received a non-refundable A$25m cash 
payment and signed a binding Memorandum of Understanding (‘MoU’) which, subject to 
completion of legal documentation, will provide Fortescue Metals Group (‘FMG’) with an 
exclusive 13 month option to obtain a licence to mine IOH’s 100% owned Iron Valley 
tenements. Under the proposed terms of the agreement IOH will receive a further $20m 
cash payment and 2-5% royalty based on FOB revenue realised by FMG should they 
exercise the option, with IOH retaining ownership of the tenements. FMG will pay all costs 
associated with developing and operating Iron Valley. The deal provides IOH a small 
component of cash upfront (increasing its cash reserves to A$130m2 or A$0.79/sh) and 
provides exposure to potentially +A$50m pa in free cash flow from a royalty annuity 
(A$675m life of mine) without any further capital outlays for the Iron Valley project.  

Iron Valley is favourably located in the Central Pilbara only 25km and 20km from the 
existing railway lines of BHPB and RIO respectively, with the Iron Valley orebody 
continuing into FMG’s neighbouring tenement and forming the extension of its Nyidinghu 
deposit. Iron Valley outcrops on IOH’s land (before dipping into the FMG tenement), has a 
mining lease, land access and land heritage agreements already in place, with a PFS 
confirming the attractive economics of an operation of up to 15Mtpa at a grade of 58.6% 
Fe for a 12 year period. Environmental approval is expected by late 2012, which supports 
Iron Valley being production ready in 2013 (subject to infrastructure access).  

The greater Iron Valley/Nyidinghu orebody resource is now 2.27Bt and according to 
Andrew Forrest is the largest discovery in the Pilbara. FMG is looking to develop its 
Nyidinghu project as soon as possible with feasibility studies commenced. Indeed, in 
FMG’s Dec’11 Production Report (announced January 17th) it stated “a study team for 
Nyidinghu has been assembled and work is being conducted across a range of subjects 
including the review of mining and material handling logistics. Given a mining licence has 
already been granted over part of the Nyidinghu deposit, there is work progressing on an 
early ore project based on trucking up to 5Mtpa of direct ship Nyidinghu material to utilise 
available port capacity”. Nyidinghu lies just ~35km south of FMG’s Cloudbreak mine and 
its proximity to its existing mining operations and infrastructure “boosts their collective 
value significantly”. 

Ocean Comment 
While the agreement with FMG is still at an MoU stage with a 13 month exclusivity period 
we expect that the option will be exercised given: FMG’s commitment to make the 
upfront A$25m non-refundable payment; the continuous nature of the Iron Valley and 
Nyidinghu deposits (they are the same orebody); the significant synergies that 
developing Iron Valley first offers FMG for the development of Nyidinghu; FMG’s track 
record of large scale developments; and, FMG’s publically stated aggressive plans for 
Nyidinghu which have always been to “developing this deposit as rapidly as possible”. The 
13 month exclusivity period to obtain a licence to mine the Iron Valley and the adjacent 
Welli Wolli tenements coincides with when we expect the project to be potentially 
production ready with all statutory approvals in place and feasibility studies completed.  

In our view Iron Valley provides FMG a potentially attractive near term, low cost trucking 
operation exploiting outcropping high grade mineralisation which is expected to provide 
excellent blending material with existing operations at Cloudbreak and Christmas Creek. 
We believe the commercial logic for FMG developing Iron Valley before Nyidinghu relates 
to: permitting; reducing the lead time to, and improving the ability to ramp up, initial 
production; and, reducing upfront capex with initial mining at Iron Valley effectively being 
the pre-strip for Nyidinghu (which lies ~40m undercover at the tenement border) and 
being above the water table. We would expect that the agreement between IOH and FMG 
in effect reflects a ‘take-or-pay’ structure, with minimum production levels and a fixed 
starting date, which safeguards IOH shareholders to ensure that the deposit is not 
‘warehoused’. However, given FMG’s publically stated plans to integrate Nyidinghu with 
the Chichester Hub and potentially support a 40Mtpa operation we expect the Central and 
Northern zones of Iron Valley to be relatively quickly, and fully, depleted.  

While there are limited financial implications of the deal included in either IOH or FMG’s 
press release we believe the structure is an excellent outcome for IOH shareholders by 
providing additional near term cash (increasing cash reserves to A$130m2 or A$0.79/sh) 

Our discussion continues on the next 2 pages . . .  
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 and providing exposure to medium term cash flow without significant dilution or funding risk. Based on the 
Aug’11 SRK PFS, and incorporating the Central and Northern zones of the Iron Valley resource, we estimate 
that the agreement with Fortescue, assuming a realised price of A$100/t and 3.5% royalty, would generate 
total undiscounted cash flow to IOH of A$675m or over A$50m pa in steady state production (refer to 
Exhibits 1 & 5).  

We estimate that the Net Present Value (‘NPV’) under this scenario is worth ~A$264m (or A$1.59/sh) 
assuming production commences in 2017 with a 10% discount rate and believe there is upside risk to the 
expected commencement date of operations (we believe FMG is currently investigating a near term 5Mtpa 
trucking operation) and iron ore price assumption. On a resource basis we highlight the agreement is worth 
A$1.75/tFe Unit, a significant premium to the recent non-core “Satellite” disposals of A$1.32/tFe Unit for the 
Koodaideri South tenements to Rio Tinto (Sep’11) and A$1.35/tFe Unit for the Phil's Creek, Lamb Creek & 
Yandicoogina Creek tenements to Mineral Resources (Oct’11). We believe this premium is justified given the 
greater commercial appeal of the asset given Iron Valley’s economies of scale, location to existing (and 
proposed) infrastructure, and level of feasibility studies. 

Exhibit 1: Production profile based on the adjusted SRK Aug’11 PFS for Iron Valley 
which we estimate would generate total undiscounted cash flow to IOH of A$675m or 
over A$50m pa in steady state production 

 

Exhibit 2: Summary of key valuation metrics which highlights 
IOH’s current capitalisation ascribes little or no value for the 
announced deal with FMG 

 
 

Source: Ocean Equities  
 

 

 

 As the summary valuation table in Exhibit 2 illustrates, IOH’s current capitalisation ascribes little or no value 
for the announced deal with FMG or its remaining assets in the Western Pilbara (total resource 573Mt), 
including Bungaroo South that has a 241.6Mt resource. The Company has cash reserves of A$130m2 (or 
A$0.79/sh) and an implied EV of only A$124m. We estimate the deal announced with FMG to have an 
NPV10% of ~A$264m (or A$1.59/sh) with risk to the upside from our conservative assumptions. 

Exhibit 3: Iron Valley cross section into Nyidinghu illustrating high grade outcropping 
ore at Iron Valley sits above the water table before the orebody dips into FMG’s 
tenement 

 
 
 
Source: IOH, Ocean Equities  

Exhibit 4: We expect the Central and Northern zones of Iron 
Valley to be relatively quickly, and fully, depleted 
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Cash NPV A$m 42.3
Royalty NPV A$m 221.7
NPV of FCF A$m 264.0
Implied value p share A$/sh 1.59

Iron Valley Transaction $1.75  per Fe Unit
Satellite Transactions $1.32-1.35  per Fe Unit

Summary Valuation of IOH
Share Price A$/sh 1.54               
No Shares OS (pre buy-back) 166.09            
Est buy-back 1.45               
Net No Shares 164.64            
Market Cap 253.54            
Cash Balance (post MinRes) 105
FMG deposit 25.0
Total Cash 130.0
Cash backing p share 0.79
EV 123.5
Iron Valley NPV - FMG (ex A$25m cash paid) 239.0
Adj EV post Iron Valley-FMG deal -115.5
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3.2. Ground Water 

3.2.1. Scope of Study 

!" Undertake an investigation to identify ground water aquifer parameters required 
for the design of a mine dewatering operations plan and identify potential 
environmental impacts of mine dewatering operations.  

#" Prepare a scope for development of a hydrogeological drilling program and a 
detailed ground water flow model for the project to be implemented as part of 
PFS Phase 2 activities to commence in August 2011. 

3.2.2. Results of Study 

 A northeast/southwest striking dolerite dyke towards the north end of the 
proposed mine pit appears to separate the regional water table (refer figure 3). 
Therefore the dewatering of the southern two thirds of the proposed mine may be 
relatively simple to introduce and maintain.  

 The water table in the pit at the northern end of the tenement will have larger 
areas of groundwater recharge from the north and may have a greater 
dewatering requirement.   

 A hydrogeological drilling and test pumping program has been scoped for 
implementation to confirm the above assumptions and quantify the likely mine 
dewatering volumes. 

 
Figure 3:  Iron Valley  Cross Section 
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Figure 2:  Iron Valley  Staged Mine Development 
 

 
 

Table 2  Recoverable Resources, with Proposed Staged Mine Design 

50% Fe Cut-off 
Total 

Tonnes 
(dry Mt) 

Ore 
Tonnes 
(dry Mt) 

Waste 
Tonnes 
(dry Mt) 

Stripping 
Ratio 

Fe Grade 
(%) 

Potential 
Mine Life 

(yrs) 
(at 15Mtpa) 

Stage 1 and 2 231 82 149 1.8 59.2 6 

Stage 3 193 66 127 1.9 58.2 5 

Stage 4 66 12 44 3.7 56.8 1 

Total 480 160 320 2.0 58.6 12 
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News Flow & Catalysts 

IOH’s business model is to create value through discovering, de-risking, and commercialising steel-feed 
commodities. To this end it is looking to monetise its existing portfolio of iron ore projects and also utlise its 
balance sheet via the acquisition of undervalued assets and has commenced a share buy-back. The 
Company in the last 6 months has very successfully executed an orderly approach to creating value for 
shareholders with three commercial agreements with existing iron ore producers realising value and 
successfully executing its commercialisation strategy.  

In our view these transactions have established a precedent for the commercialisation of its remaining West 
Pilbara assets (total resources 573Mt). IOH’s key asset in this region is its Bungaroo South (241.6Mt @ 
57.2% Fe CID/Yandi ore) and is contiguous with Aquila/API’s Buckland Hills project (in a similar nature to 
Iron Valley and Nyidinghu). Based on our estimated NPV value of IOH’s deal with FMG for Iron Valley 
(A$1.75/tFe Unit) the implied value of Bungaroo South is in the order of ~A$240m. We expect the West 
Pilbara’s infrastructure landscape to significantly change as plans for the proposed development of the new 
Anketell port are announced in the near term. At an operational level for Bungaroo South, PFS and 
port/rail/commercial structure negotiations remain ongoing. Exploration activities are planned to build 
resource inventory at its Maitland River magnetite project (existing 310Mt @ 34.7% Fe resource), the recent 
magnetite discovery at Mt Dempster, and the recently acquired Mardie project (prospective for hematite, 
magnetite and salt). These are all favourably located to the coast and/or existing and proposed 
infrastructure. 

On December 14th, IOH announced an initial on-market share buy-back of up to A$10m (up to 10% of its 
ordinary shares). IOH’s buy-back activities commenced January 3rd and A$2.1m of stock has been bought to 
date. Following the announcement of the agreement with FMG we would expect IOH to recommence its 
share buy-back. 

Resumption of the ongoing share buy-back, compeletion of the MoU with FMG to a commercial agreement 
and increased understanding of the financial implications of the deal for Iron Valley are expected to be key 
near term share price catalysts. 

 

Exhibit 5: Further details of our production profile and estimated NPV based on the adjusted SRK Aug’11 PFS for Iron Valley which we estimate would 
generate total undiscounted cash flow to IOH of A$675m or over A$50m pa in steady state production and an NPV10% of  ~A$264m 

Source: IOH, Ocean Equities 

2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030

Production Profile
Stage 1 & 2 dmt 0 0 0 0 0 7 15 15 15 15 15 0 0 0 0 0 0 0 0
Stage 3 dmt 0 0 0 0 0 0 0 0 0 0 0 15 15 15 15 6 0 0 0
Stage 4 dmt 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0
FMG Boundary Agreement dmt 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 9 4 0 0
Jun'11 Resource upgrade dmt 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 11 8 0

dmt 0 0 0 0 0 7 15 15 15 15 15 15 15 15 15 15 15 8 0

Product Price US$/t 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100
FX rate USD:AUD 1.00   1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  1.00  
Product Price A$/t 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100 100

Gross Sales Revenue A$m 0 0 0 0 0 700 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 1,500 800 0

Royalty 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5% 3.5%

Net Royalty Income A$m 0 0 0 0 0 24.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 28 0
Cash Consideration
Non-refundable Option payment 25
Exercise of Option consideration 20
Free Cash Flow A$m 25.0 20.0 0.0 0.0 0.0 24.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 52.5 28.0 0.0
Undiscounted Cash Flow A$m 675.0

Discounted, real cash flow A$m 25.0 17.3 0.0 0.0 0.0 14.5 28.3 25.7 23.4 21.2 19.3 17.5 15.9 14.5 13.2 12.0 10.9 5.3 0.0

Cash NPV A$m 42.3
Royalty NPV A$m 221.7
NPV of FCF A$m 264.0
Implied value p share A$/sh 1.59



 

 

 

 
OCEAN EQUITIES Ltd 

INDEPENDENT PARTNERSHIP SPECIALISING  

IN THE NATURAL RESOURCE SECTOR 

3 Copthall Avenue 

London EC2R 7BH 

Tel: +44 (0)207 786 4370 
Fax: +44 (0)207 786 4371 

E-mail: info@oceanequities.co.uk 

Website: www.oceanequities.co.uk 

Bloomberg: OELR [GO] 

 

 
PARTNERS 

 
Guy Wilkes 

CEO 

+44 (0) 20 7786 4372 

guy.wilkes@oceanequities.co.uk 

 

Rupert Williams 

Director, Head of Sales 
+44 (0) 20 7786 4373 

rupert.williams@oceanequities.co.uk 

 

Will Slack 

Director, Corporate Finance 

+44 (0) 20 7786 4375 

will.slack@oceanequities.co.uk 

 

Will Hodson 

Senior Equity Sales Executive 

+44 (0) 20 7786 4376 

will.hodson@oceanequities.co.uk 

 

RESEARCH 

 
Sam Spring, CFA, CA 

Senior Mining Analyst 

+44 (0) 20 7786 4378 

sam.spring@oceanequities.co.uk  

 

Christopher Welch 

Mining Analyst 
+44 (0) 20 7786 4377 

christopher.welch@oceanequities.co.uk 

 

Adam Lucas 

Mining Analyst 

+44 (0) 20 7786 4382 

adam.lucas@oceanequities.co.uk  

 
Richard Nash 

Mining Analyst 

+44 (0) 20 7786 4386 

richard.nash@oceanequities.co.uk 

 

SALES 

 
Justin Tooth 

Sales & Business Development 

+44 (0) 20 7786 4385 

justin.tooth@oceanequities.co.uk 

 

Jeremy Woodgate 

Executive, Sales & Trading 
+44 (0) 20 7786 4381 

jeremy.woodgate@oceanequities.co.uk  

 

James McLucas 

Executive, Sales 

+44 (0)207 786 4384 

james.mclucas@oceanequities.co.uk 

 

Amanda van Dyke 

Executive, Sales 

+44 (0) 20 7786 4387 

amanda.vandyke@oceanequities.co.uk 

Kelly Edwards               Manager, Trading and Settlements   +44 (0) 20 7786 4374  kelly.edwards@oceanequities.co.uk 
Katie Pollard                 Executive Assistant / Office Manager   +44 (0) 20 7786 4370   katie.pollard@oceanequities.co.uk 

Danielle Shoemark          Corporate Finance & Compliance Administrator    +44 (0) 20 7786 4389            danielle.shoemark@oceanequities.co.uk 

Authorised and Regulated by the Financial Services Authority 

Member of the London Stock Exchange 
 

DISCLAIMER 
Copyright 2011 Ocean Equities Limited.  All rights reserved.  

This document does not purport to be impartial investment research as defined by the Conduct of Business Rules of the FSA and as such constitutes marketing communication.  This document has not 

been prepared in accordance with legal requirements designed to promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of 

investment research. 

This material does not in itself constitute an offer or invitation to sell, or any solicitation of any offer to purchase or subscribe for, any securities in the Company or any other body corporate or an 

invitation or an inducement to engage in investment activity under section 21 of the Financial Services and Markets Act 2000 nor shall it or any part of it form the basis of or be relied on in connection 

with any contract therefore. We are not soliciting any action based on this material.  It is for the general information of clients of Ocean Equities Limited.  It does not constitute a personal 

recommendation or take into account the particular investment objectives, financial situations, or needs of individual clients.  Before acting on any advice in this material, clients should consider whether 

it is suitable for their particular circumstances and, if necessary, seek professional advice.  The price and value of the investments referred to in this material and the income from them may go down as 

well as up, and investors may realize losses on any investments. Past performance is not a guide to future performance.  The material is based on information that we consider reliable, but we do not 

represent that it is accurate or complete, and it should not be relied on as such.  Opinions expressed are our current opinions as of the date appearing on this material only.  We and our affiliates, 

officers, directors, and employees, including persons involved in the preparation or issuance of this material, may from time to time have “long” or “short” positions in, act as principal in, and buy or sell 

the securities or derivatives (including options) thereof of companies mentioned herein.  No part of this material may be (i) copied, photocopied or duplicated in any form by any means or (ii) 

redistributed without the prior written consent of Ocean Equities Limited. 

Neither this material nor any copy of it may be taken, transmitted or distributed, directly or indirectly, into the United States of America, its territories or possessions or passed to US Persons (as defined 

in Regulation S of the United States Securities Act of 1933 (as amended)), United States residents, corporations or other entities, save pursuant to an applicable exemption. Neither this material nor any 

copy of it may be taken or transmitted into any jurisdiction outside the UK or distributed to persons with addresses outside the UK where such distribution would be a breach of relevant securities laws or 

regulations.  Distribution of this summary in the United States and certain other jurisdictions may constitute a violation of relevant securities law. No recipient of the information in this Summary should 

deal in or arrange any dealing in or otherwise base any behaviour (including any action or inaction) in relation to any securities to which this document relates (including behaviour referred to in section 

118(6) of the Financial Services and Markets Act 2000) which would or might constitute market abuse (as defined inspection 118 of the Financial Services and Markets Act2000).   

In the UK this document has been issued by Ocean Equities Limited. It is not intended for private customers.  In the UK, this document is only being distributed to persons who are reasonably believed to 

be persons who fall within Articles 19, 47, 48, 49, 50 or 51 of The Financial Services and Markets Act 2000 (Financial Promotions) Order 2001 and Schedule 11 to the Financial Services and Markets Act 

2000 or to other persons to whom this summary may otherwise be lawfully distributed. Ocean Equities Limited is registered in England No 3994976, and is authorized and regulated by the FSA. 


