
 

 01 August 2019 
Ticker: CIA CN/AU Net cash 1Q19: -C$62m Project:  Bloom Lake 
Market cap: C$1,132m Price: C$2.61/sh Country: Quebec, Canada 
RECOMMENDATION(UNC): BUY TARGET PRICE(↓): C$3.30/sh RISK RATING: MEDIUM 

Champion’s operation are now producing extremely well, with the mill slightly under nameplate offset by grades 
higher than expected enabling sales of 7.6Mtpa vs. 7.5Mtpa nameplate. Champion’s achieved US$129/t average 
selling price showed a remarkable 31% lift QoQ, driving a C$45m beat on our forecast revenue given a +US$12/t 
price advantage from prior period adjustments. A rise in unit costs offset this for EBITDA, cash flow operations and 
change in net cash all ~C$30m ahead of our forecast, albeit with EPS of 9.5c/sh   in line with our 9.0c/sh forecast. 
There was minimal expenditure on the expansion during the quarter, with that spend ramping up next year. 
Interestingly the company’s rationale of higher unit costs came from spending increases to lift production to take 
advantage of high iron ore prices. While useful in the short term and of less impact in the long term, it somewhat 
tips Champion’s hand on their own view of the iron ore price. We remain positive on Champion in the long-term 
where value-add from the expansion could offset any potential drop in iron ore prices, hence maintaining our BUY 
rating. However, we expect back-weighted (ie 2021) momentum given (i) Vale’s recent restart has impacted both 
shipping costs and iron ore prices, (ii) being cognizant that the whiplash benefit from prior-period adjustments (four 
ships can equate to up to a third of quarterly production) can work in reverse for those that watch QoQ, and (ii) 
that the expansion is some time away from hitting the bottom line. As such, we lower our NAV multiple from 1.0x 
to 0.8x, thus lower our PT from C$4.40/sh to C$3.30/sh. 

Figure 1. Historic and spot site and shipping costs and achieved price and margin 

 
Source: Champion, SCPe, Bloomberg; PPA=prior period adjustment. SQ19 = AISC flat forward from prior quarter, shipping spot Brazil-China adjusted to Sept 
Iles on same ratio as historic actuals-spot.  

2Q19 shows excellent operations, momentum to pause with iron ore prices before expansion  

JQ19 operations saw +10% QoQ production, 5% ahead of our forecast as mill throughput stayed flat QoQ at 4.8Mt, 
just under nameplate 5Mtpa, offset by a 6% lift in grade to 32.5%, well over our 30.3% forecast, which itself helped 
with recovery lifting to 82.1%, close to the 82.9% target. This flowed through to sales of 1.9Mt, 3% ahead of our 
forecast 1.85Mt. The company achieved ~US$129/dmt CFR China ahead of trader discounts, a 31% jump QoQ and 
US$14/t over our forecast with the benefit of US$12/t from prior period adjustments (revenue for four ships sailing 
prior to MQ19 period end adjusted upward from higher price on their arrival to customer). Although shipping 
dropped by US$1.6/t QoQ, this and higher prices were partially offset by a US$7.5/t lift in AISC to US$66.8/t AISC 
CFR China. The rise in prices by far outpaced the rise in costs, for an AIS margin of US$62.4/t, up 68% QoQ and 15% 
or US$8.0/t ahead of our forecast. With production 0.05Mt ahead of forecast, and received price US$14/t ahead of 
our forecast plus shipping US$1.60/t under our forecast, financials showed a C$45m revenue beat. This was 
eroded by costs being C$20m ahead of SCPe, driving EBTIDA of C$167m, up 90% QoQ and C$30m ahead of our 
forecast. Net cash lifted by C$69m a similar C$34m beat, albeit despite C$34m of tax payments and a C$23m 
increase in working capital. Phase II (7.5>15Mtpa) commenced with engineering works and recruitment, albeit 
with only a C$2.3m spend. The company is fully funded for the initial C$68m commitment through to 2020, and 
will evaluate non-dilutive funding to cover any shortfall from operational FCF thereafter. 
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Table 1. CIA 1Q19 operating and financial results vs last Q and SCPe 

 
Source: SCP estimates, company data; *SCPe pre trader discount; **Before working capital 

Our view 

1Q19 results: Operations performed excellently, albeit mill throughput remains a little under nameplate, offset by 
an unexpected lift in grade and continued iterative recovery improvements. One niggle from us comes from the 
underlying units costs per tonne of rock, which dropped to record lows in 1Q19, but saw a 17% QoQ lift in 2Q19. 
This clearly has a material impact if forecast flat forward. However, Champion clarified that to take advantage of 
the current high iron ore prices the increase in expense was, to a degree, ‘spending’ for higher production with a 
variety of investments into the fleet to maximise production over the quarter. On a positive note, the company 
expects these to be readily reversible in the event of any fall in iron ore prices, hence this has little long-term 
impact. A side note to this is that despite the company presenting a coherent supply-constraint demand-premium 
argument for sustained higher prices, the above strategy of ‘spending for production’ perhaps reveals their own 
thoughts on the underlying commodity price.  

Other aspects of the results were largely benign – cash continues to be impacted by post-period sales driving up 
accounts receivable, albeit this is perhaps the new-normal given the same argument was presented by the 
company in the prior quarter. Similarly, the company benefited from prior-period adjustment where four ships or 
~700kt could equate to up to a third of production. The risk going forward is that if iron ore prices fall, prior-period 
adjustments will provide similar downward whiplash to the positive impact seen this week. Taxes climbed 
considerably as expected, including a  SCPe lift in mining duties from 22% to 28% in line with the profit-related 
formula used for these. Cash was also impacted by tax with C$34m payments made for FY19, albeit these are all 
broadly in line with our forecasts. 

Recommendation: maintain BUY rating, lower price target to C$3.30/sh 

Updating for the current quarter takes our 1xNAV8% at LT US$90/t CFR China for P65 material from C$2,145m t o 
C$1,940m almost entirely as a consequence of the higher underlying unit costs (going forward we use an average 
of the past two quarters published costs). This lifts back to C$2.0bn rolling the model forward a quarter, and to 
C$2.14bn lifting SQ19 benchmark P65 prices from US$105/t to spot US$127/t before reverting to LT US$90/t over 
subsequent two years. Our prior price target was based on 1.0xNAV as rising iron ore price offset the executing 
and timing risk for the expansion. However, in light of the Vale restart and rising shipping prices likely to impact 
the bottom line (exacerbated by prior period adjustments, a new aspect in our model) well before the expansion, 
we now lower our NAV multiple to 0.8x, and thus maintain our BUY rating, but lower our PT from C$4.40/sh to 
C$3.30/sh.  

Figure 2 SCP NAV estimate and sensitivities, and old / new production and earnings estimates 

   

PRODUCTION 1Q19A 2Q19E 2Q19A QoQ vsSCP FINANCIALS MQ19A JQ19E JQ19A QoQ vsSCP
Concentrate production (000wmt) 1,802 1,893 1,989 10% 5% Revenue (C$m) 182.1 233.0 277.9 53% 19%

Concentrate sales (000dmt) 1,744 1,851 1,907 9% 3% Cash flow ops. (C$m)** 61.3 44.7 101.4 66% 127%
Price achieved (US$/dmt CFR)* 98.9 115.4 129.2 31% 12% EBITDA (C$m) 87.9 137.8 166.9 90% 21%

Less AISC (US$/dmt FOB as sold) 39.4 39.2 46.6 18% 19% Attr. profit (C$m) 8.9 41.1 38.8 333% -6%
SCPe shipping + demur (US$/dmt) 22.4 21.8 20.2 -10% -7% EPS (Cc/sh) 5.0 9.5 9.0 79% -5%

AIS margin (US$/dmt 65% Fe) 37.21 54.41 62.37 68% 15% ∆ in net cash (C$m) 18.9 35.3 69.4 268% 97%
Benchmark 62% Fe (US$/dmt CFR) 82.7 94.6 100.1 21% 6% Net cash at end (C$m) (132) (96) (62) -53% -35%

AISC (US$/dmt 62% FeEq) 45.5 40.2 37.7 -17% -6%
AIS margin (US$/dmt 62% FeEq) 37.21 54.41 62.37 68% 15%
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Bloom Lake (63 .2%): 15Mtpa

2Q19E C$m O /ship NAVx C$/sh

Bloom Lake (attr) 2,502 100% 0.8x 4.10

Central SG&A & fin costs (323) - 1.0x (0.66)

Cash 2Q19 193 - 1.0x 0.40

Debt 2Q19 (291) - 1.0x (0.60)

Cash from options 41.6 - 1.0x 0.09

1xNAV8% 2Q19 US$90/t 2 ,123 3.30

1xNPV attrib  sens. to FeO  price, NAV/sh sens. to 65% Px and discount

1xNAV group (C$m) 65: $70/t 65: $80/t 65: $90/t 65: $100/t 65: $110/t

62% Fe US$60.0/t (3) 1,026 2,071 2,820 3,754

62% Fe US$70.0/t 53 1,078 2,123 2,868 3,802

62% Fe US$80.0/t 108 1,130 2,175 2,916 3,851

0.8xNAV FD (C$/sh) 65: $70/t 65: $80/t 65: $90/t 65: $100/t 65: $110/t

10% discount (0.20) 1.30 2.80 3.80 5.10

8% discount (0.10) 1.60 3.30 4.60 6.10

6% discount -             2.00 4.00 5.50 7.30
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Source: SCP estimates 

In the short-term the stock is catalyst-light as rising shipping prices and risk of falling iron ore prices and associate 
whiplash from prior period adjustments.  However, even at FY22 SCP prices of US$92/t, ie US$35/t under current 
spot prices, we estimate Champion is still trading at FCF yields >20% from 2H22 once the expansion is 
commissioned. Thereafter there is long-term growth potential with the Fire Lake north asset tie-in making this a 
solid buy-and-hold name, in our view. 

Why we like Champion Iron  

1. High price-premiums for 65% material make CIA lowest-quartile producer on 62% FeEq 
2. Strong operations and management with ramp up de-risked by prior investments 
3. Expansion not fully priced in with stock at discount to NAV even at iron ore US$40/t under spot 
4. Future growth potential beyond Bloom Lake with Fire Lake North asset 

Catalysts 

• 3Q19: Completion of debt refinance and ownership roll up 
• 2020: Non-dilutive financing for expansion 
• 1Q21: First ore from expansion 

 

Brock Salier 
Partner, Sprott Capital Partners 
T:  +44.207.659.0841 
M: +44.7400.666.913 
bsalier@sprott.com 
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Tic ker:          CIA CN / AU Share price: Market P/NAV: 0.60x Projec t: Bloom Lake

Analyst:        Brock Salier Market cap: US$855m 1xNAV FD: Country: Canada / Quebec

Commodity  price FY19A Spot FY20E FY21E FY22E Resource/reserve (100%) Mt % Fe EV/t (US$/t)

FeO 62% CFR China (US$/dmt 71.4 117.1 108.3 93.0 72.2 Bloom Lake reserve 807 28.9% 0.60

FeO 65% CFR China (US$/dmt 92.5 127.3 125.1 108.8 91.8 Bloom Lake resource 947 30.3% 0.51

CIA px 66.2% (SCPe, gr adj) 92.5 127.9 125.1 108.8 91.5 Group reserves: 1272Mt @ 30.2% Fe Group resources: 7.3Bt @ 29.3% Fe

Shipping (BR > CN, US$/t) 22.5 0.0 20.6 21.0 21.0 Ratio analysis (yr to Mar) FY18A FY19A FY20E FY21E FY22E

CIA px net shipping (US$/t) 69.9 127.9 104.5 87.8 70.5 Basic shares (m): 430.5 FD + options (m): 488.2 EV : C$1,221m

Bloom Lake (63 .2%): 15Mtpa FD shares out (m) 380.2 488.2 488.2 488.2 488.2

2Q19E C$m O /ship NAVx C$/sh EPS (C$/sh) (0.20) 0.19 0.58 0.47 0.44

Bloom Lake (attr) 2,502 100% 0.8x 4.10 CFPS before w/c (C$/sh) (0.39) 0.37 0.37 (0.55) 0.37

Central SG&A & fin costs (323) - 1.0x (0.66) EV (C$m) 726 1,273 779 986 1,009

Cash 2Q19 193 - 1.0x 0.40 FCF yield  (%) -            22.9% 14.3% (0) 14.2%

Debt 2Q19 (291) - 1.0x (0.60) PER (x) -            13.5x 4.5x 5.5x 5.9x

Cash from options 41.6 - 1.0x 0.09 P/CF (x) -            7.0x 7.0x -            7.0x

1xNAV8% 2Q19 US$90/t 2 ,123 3.30 EV/EBITDA (x) -            4.4x 2.0x 2.7x 2.7x

1xNPV attrib  sens. to FeO  price, NAV/sh sens. to 65% Px and discount Income stmt (yr to Mar) FY18A FY19A FY20E FY21E FY22E

1xNAV group (C$m) 65: $70/t 65: $80/t 65: $90/t 65: $100/t 65: $110/t Revenue (C$m) 0.4 655.1 1,052.5 866.4 1,229.4

62% Fe US$60.0/t (3) 1,026 2,071 2,820 3,754 COGS (C$m) -            351.9 400.6 386.4 730.4

62% Fe US$70.0/t 53 1,078 2,123 2,868 3,802 Gross profit (C$m) 0.4 303.2 651.9 480.0 499.0

62% Fe US$80.0/t 108 1,130 2,175 2,916 3,851 G&A, dep'n, c/maint (C$m) 28.8 60.6 86.9 85.0 147.4

0 .8xNAV FD (C$/sh) 65: $70/t 65: $80/t 65: $90/t 65: $100/t 65: $110/t Net finance costs (C$m) 13.2 28.9 19.9 12.7 9.8

10% discount (0.20) 1.30 2.80 3.80 5.10 Tax (C$m) -            66.0 260.1 179.8 152.6

8% discount (0.10) 1.60 3.30 4.60 6.10 Minority interest (C$m) 32.9 64.6 35.5 -            -            

6% discount -             2.00 4.00 5.50 7.30 Net income attr. (C$m) (74.5) 83 .0 249.5 202.4 189.3

NAV over time Cash f low (yr to Mar) FY18A FY19A FY20E FY21E FY22E

1xNAV FD 3Q19 3Q20 3Q21 3Q22 3Q23 Profit/(loss) after tax (C$m) (41.6) 147.6 285.0 202.4 189.3

1xNAV group (C$m) C$2123m C$2338m C$2544m C$2790m C$2968m Add non-cash items (C$m) 23.5 83.9 44.3 36.1 91.1

1xNAV FD (C/sh) C$3.30/sh C$4.79/sh C$5.21/sh C$5.72/sh C$6.08/sh Less wkg cap / other (C$m) (83.0) (54.8) 61.4 75.6 (120.3)

Produc tion RO M Grade Recov. Strip Prod'n Cash f low ops (C$m) (101.1) 176.7 390.7 314.1 160.0

FY20 Mt % Fe % x 000dmt PP&E (C$m) (96.7) (62.9) (166.8) (474.8) (120.7)

SCPe 19.8 31.0% 81.1% 0.74 7.67 Other (C$m) (35.0) (10.0) (2.0) -            -            

SCP  forec ast (YT Mar) FY18A FY19A FY20E FY21E FY21E Cash f low inv. (C$m) (131.7) (72 .9) (168.8) (474.8) (120.7)

Bloom Lake prod'n (000dmt) 623 6,821 7,668 7,520 13,310 Debt draw (repayment) (C$m) 193.6 24.7 13.4 (46.4) (61.9)

AISC (US$/dmt CFR China)* 44 49 49 46 Equity (C$m) 50.2 -            185.0 -            -            

Other (C$m) (5.0) (4.2) (23.2) -            -            

Cash f low f in. (C$m) 238.8 20.5 (9 .8) (46 .4) (61 .9)

Net change post forex (C$m) 6.0 127.5 208.8 (207.1) (22.5)

Balance sheet (yr to Mar) FY18A FY19A FY20E FY21E FY22E

Cash (C$m) 7.9 135.4 344.2 137.1 114.6

Accounts receivable (C$m) 25.8 93.0 99.1 81.8 132.1

Inventories (C$m) 48.2 44.2 44.8 44.7 89.9

PPE & exploration (C$m) 244.0 305.6 562.4 1,004.1 1,036.6

Other (C$m) 75.9 93.8 81.2 81.2 81.2

Total  assets (C$m) 402 672 1,132 1,349 1,454

Debt (C$m) 226.2 284.8 -            -            -            

Other liabilities (C$m) 121.1 171.5 495.0 506.8 420.2

Shareholders equity (C$m) 224.3 238.0 429.5 432.4 435.3

Retained earnings (C$m) (210.2) (127.2) 122.3 324.7 514.0

Minority int. & other (C$m) 40.3 104.9 85.0 85.0 85.0

*62% FeEq CFR China Liabi l i ties+equity  (C$m) 402 672 1,132 1,349 1,454

Source: SCP estimates
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Disclosures & Disclaimers  
This research report (as defined in IIROC Rule 3400) is issued and approved for distribution in Canada by Sprott Capital Partners LP (“SCP”), an 
investment dealer who is a member of the Investment Industry Regulatory Organization of Canada (“IIROC”) and the Canadian Investor 
Protection Fund (“CIPF”). The general partner of SCP is Sprott Capital Partners GP Inc. and SCP is a wholly-owned subsidiary of Sprott Inc., which 
is a publicly listed company on the Toronto Stock Exchange under the symbol “SII”. Sprott Asset Management LP (“SAM”), a registered 
investment manager to the Sprott Funds and is an affiliate of SCP.  

This research report is provided to retail clients and institutional investors for information purposes only. The opinions expressed in this report 
are the opinions of the author and readers should not assume they reflect the opinions or recommendations of SCP’s research department. The 
information in this report is drawn from sources believed to be reliable but the accuracy or completeness of the information is not guaranteed, 
nor in providing it does SCP and/or affiliated companies or persons assume any responsibility or liability whatsoever. This report is not to be 
construed as an offer to sell or a solicitation of an offer to buy any securities. SCP accepts no liability whatsoever for any loss arising from any 
use or reliance on this research report or the information contained herein.  

Past performance is not a guarantee of future results, and no representation or warranty, expressed or implied, is made regarding future 
performance of any security mentioned in this research report. The price of the securities mentioned in this research report and the income 
they generate may fluctuate and/or be adversely affected by market factors or exchange rates, and investors may realize losses on investments 
in such securities, including the loss of investment principal. Furthermore, the securities discussed in this research report may not be liquid 
investments, may have a high level of volatility or may be subject to additional and special risks associated with securities and investments in 
emerging markets and/or foreign countries that may give rise to substantial risk and are not suitable for all investors.  

SCP may participate in an underwriting of, have a position in, or make a market in, the securities mentioned herein, including options, futures 
or other derivatives instruments thereon, and may, as a principal or agent, buy or sell such products.  

Dissemination of Research:  
SCP’s research is distributed electronically through email or available in hard copy upon request. Research is disseminated concurrently to a 
pre-determined list of clients provided by SCP’s Institutional Sales Representative and retail Investment Advisors. Should you wish to no longer 
receive electronic communications from us, please contact unsubscribe@sprott.com and indicate in the subject line your full name and/or 
corporate entity name and that you wish to unsubscribe from receiving research.  

Research Analyst Certification:  
Each Research Analyst and/or Associate who is involved in the preparation of this research report hereby certifies that:  

• The views and recommendations expressed herein accurately reflect his/her personal views about any and all of the securities or 
issuers that are the subject matter of this research report; 

• His/her compensation is not and will not be directly related to the specific recommendations or view expressed by the Research 
analyst in this research report; 

• They have not affected a trade in a security of any class of the issuer within the 30-day period prior to the publication of this 
research report; 

• They have not distributed or discussed this Research Report to/with the issuer, investment banking group or any other third party 
except for the sole purpose of verifying factual information; and  

• They are unaware of any other potential conflicts of interest.   

UK Residents:  
Sprott Partners UK Limited is an appointed representative of PillarFour Securities LLP which is authorized and regulated by the Financial 
Conduct Authority. This document has been approved under section 21(1) of the FMSA 2000 by PillarFour Securities LLP (“PillarFour”) for 
communication only to eligible counterparties and professional clients as those terms are defined by the rules of the Financial Conduct 
Authority. Its contents are not directed at UK retail clients. PillarFour does not provide investment services to retail clients.  
 
PillarFour publishes this document as non-independent research which is a marketing communication under the Conduct of Business rules. It 
has not been prepared in accordance with the regulatory rules relating to independent research, nor is it subject to the prohibition on dealing 
ahead of the dissemination of investment research. It does not constitute a personal recommendation and does not constitute an offer or a 
solicitation to buy or sell any security. Neither Sprott nor PillarFour nor any of its directors, officers, employees or agents shall have any liability, 
howsoever arising, for any error or incompleteness of fact or opinion in it or lack of care in its preparation or publication; provided that this 
shall not exclude liability to the extent that this is impermissible under the law relating to financial services. All statements and opinions are 
made as of the date on the face of this document and are not held out as applicable thereafter. This document is intended for distribution only 
in those jurisdictions where PillarFour is permitted to distribute its research.  
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Sprott Capital Partners Explanation of Recommendations: 

Should SCP issue research with recommendations, the research rating guidelines will be based on the following recommendations:  

BUY: The stocks total returns are expected to be materially better than the overall market with higher return expectations needed for more 
risky securities markets 

NEUTRAL: The stock’s total returns are expected to be in line with the overall market  

SELL: The stocks total returns are expected to be materially lower than the overall market  

TENDER: The analyst recommends tendering shares to a formal tender offering 

UNDER REVIEW: The stock will be placed under review when there is a significant material event with further information pending; and/or 
when the research analyst determines it is necessary to await adequate information that could potentially lead to a re-evaluation of the rating, 
target price or forecast; and/or when coverage of a particular security is transferred from one analyst to another to give the new analyst time 
to reconfirm the rating, target price or forecast.  

NOT RATED (N/R): The stock is not currently rated  

 

Research Disclosure Response 

1 SCP and its affiliates collectively beneficially owns 1% or more of any class of the issuer's equity securities1 NO 

2 The analyst or any associate of the analyst responsible for the report or recommendation or any individual directly 
involved in the preparation of the report holds or is short any of the issuer's securities directly or through derivatives  

NO 

3 An SCP partner, director, officer or analyst involved in the preparation of a report on the issuer, has during the preceding 
12 months provided services to the issuer for remuneration other than normal course investment advisory or trading 
execution services  

NO 

4 SCP has provided investment banking services for the issuer during the 12 months preceding the date of issuance of the 
research report or recommendation 

YES 

5 Name of any director, officer, employee or agent of SCP who is an officer, director or employee of the issuer, or who 
serves in an advisory capacity to the issuer  

NO 

6 SCP is making a market in an equity or equity related security of the issuer  NO 

7 The analyst preparing this report received compensation based upon SCP's investment banking revenue for the issuer NO 

8 The analyst has conducted a site visit and has viewed a major facility or operation of the issuer  YES 

9 The analyst has been reimbursed for travel expenses for a site visit by the issuer  YES 

 

Sprott Capital Partners Equity Research Ratings: 

 

                                                           
1 As at the end of the month immediately preceding the date of issuance of the research report or the end of the second most recent month if 
the issue date is less than 10 calendar days after the end of the most recent month 

BUY: 14
HOLD: 1
SELL: 0
UNDER REVIEW: 1
NOT RATED: 1

TOTAL 100%

Summary of Reccomendations as of August 2019


