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16 July 2021

Fortescue Metals Group (FMGQG)
FY21 dividend set for record

Iron ore stronger for longer — but still set to drop

We have updated our commodity price and foreign exchange rate forecasts, including
the mark-to-market for FY21 of our benchmark iron ore price. For the June 2021
quarter we measured the 62% Fe benchmark price at US$200.40/dmt which was 5.5%
ahead of our US$190dmt forecast. We continue to see downside risk to the iron ore
price as a result of lower Chinese steel production, increased iron ore production, the
ongoing disruption of COVID-19 and maintain our forecast for it to drop in 1HFY22.
However, the price has remained stronger than expected and we reflect this into FY22
and FY23, with increases of 9% (to US$143/dmt) and 5% (to US$100/dmt)
respectively. We also continue to forecast a lower AUD:USD exchange rate, which we
view is consistent with a dropping iron ore price, global interest rate differentials and
Australia’s (relatively) lagging COVID-19 vaccinisation rates.

Record dividend, bumper yields

These updates have a positive impact on our financial forecasts for FMG. Our key
focus in the near term remains the dividend payout and yield. Our FY21 dividend
increases 1.3% to A409cps, inclusive of a fully franked final dividend payment of
A262cps (from A257cps), a 10.2% yield on its own. Our forecast prospective 12-month
dividend payouts lift 5.7% to A460cps (from A435cps) as 1THFY22 captures our higher
iron ore price forecast, for an interim payment of A198cps and forecast 17.9% fully-
franked yield. In our view FMG’s fully franked dividend yields remain a key price
support for the stock, even in our forecast environment of a declining iron ore price.

Investment thesis — Hold TP$24.06/sh (from Hold, $23.96/sh)

Our NPV-based target price increases incrementally to $24.06/sh and our FY21 and
FY22 earnings forecasts increase 1% and 12% respectively on this update. The
dividend remains a compelling price support, offsetting the recent share price
appreciation to maintain a forecast total shareholder return of 11.4%. We retain our
Hold recommendation, in conformity with our recommendation structure.

Earnings Forecast

Year ending 30 June 2020a 2021e 2022e 2023e

$30.00
Sales (US$m) 12,820 22,425 20,843 14,141
$25.00 W EBITDA (US$m) 8,312 16,727 15,196 9,033
$20.00 v NPAT (reported) (US$m) 4,735 10,849 9,908 5,450
$15.00 N NPAT (adjusted) (US$m) 4,735 10,849 9,908 5,450
EPS (adjusted) (UScps) 154 352 322 177
$10.00 ?A\‘fi“ EPS growth (%) 49% 129% 9% -45%
$5.00 EPS (adjusted) (Acps) 229 471 438 242
$0.00 . . . ‘ PER (x) 11.2 5.5 5.9 10.6
Jul19 Jan20 Jul20 Jan2l Jul2l EV/EBITDA (x) 73 36 4.0 6.7
—_—FMG S&P 300 Rebased Dividend (Acps) 176 409 338 169
Yield (%) 6.8% 15.9% 13.1% 6.6%
Franking (%) 100% 100% 100% 100%
ROE (%) 36% 58% 56% 30%
SOURCE: IRESS SOURCE: BELL POTTER SECURITIES ESTIMATES
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Fortescue Metals Group (FMG)

Iron ore stronger for longer — but still set to drop

We have updated our commodity price and foreign exchange rate forecasts, including the
mark-to-market for FY21 of our benchmark iron ore price. For the June 2021 quarter we
measured the 62% Fe benchmark price at US$200.40/dmt which was 5.5% ahead of our
US$190dmt forecast. We continue to see downside risk to the iron ore price as a result of
lower Chinese steel production, increased iron ore production and the ongoing disruption
of COVID-19 and maintain our forecast for it to drop in THFY22.

Our updated forecasts are summarised below:

Table 1 — Bell Potter iron ore (Fines) CFR @ 62% price forecast

2HFY21 1HFY22 2HFY22 1HFY23 2HFY23
Old 179 153 110 95 95
New 184 165 120 100 100
Change 3% 8% 9% 5% 5%

SOURCE: BELL POTTER SECURITIES ESTIMATES

Our latest forecast compared with the latest consensus range is shown in the chart below:

Figure 1 - Updated iron ore price forecasts vs latest consensus
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SOURCE: CONSENSUS ECONOMICS AND BELL POTTER SECURITIES ESTIMATES

Marginally offset by stronger AUD:USD

We also apply a marked-to-market AUD:USD exchange rate for this update which results
in an incremental lift (<1%) compared to our previous AUD:USD forecast and an EPS
decrease of just A2cps for FMG.

Changes to our forecasts

We have made no major changes to our modelled assumptions beyond updating our
forecasts for our latest marked-to-market iron ore price and currency exchange rates.
These flow through to our dividend and earnings forecasts which are upgraded on our
latest price assumptions. The net impact to our production and earnings estimates are
summarised overleaf.
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Table 2 - Changes to earnings estimates

Previous New Change

Year ending June 30 Jun-21 Jun-22 Jun-23 Jun-21 Jun-22 Jun-23 Jun-21 Jun-22 Jun-23
Iron ore (Fines) CFR @ 62% Fe 152 131 95 155 143 100 2% 9% 5%
AUD/USD 0.75 0.73 0.73 0.75 0.74 0.73 0% 1% 1%
Total production (Mt wet) 180.0 179.0 180.0 180.0 179.0 180.0 0% 0% 0%
Costs C1 (US$/t) 13.58 13.63 13.39 13.57 13.72 13.49 0% 1% 1%
Revenue (US$m) 22,227 19,196 13,434 22,425 20,843 14,141 1% 9% 5%
EBITDA (US$m) 16,540 13,696 8,403 16,727 15,196 9,033 1% 1% 7%
NPAT (adjusted) (US$m) 10,714 8,823 4,989 10,849 9,908 5,450 1% 12% 9%
Adjusted EPS (Ac/sh) 465 393 223 471 438 242 1% 12% 8%
PER () 55 6.6 11.5 5.5 5.9 10.6 (0.1) 0.7) (0.9)
DPS (Ac/sh) 404 301 156 409 338 169 1% 12% 8%
Yield (%) 15.7% 11.7% 6.1% 15.9% 13.1% 6.6% 0.2% 1.4% 0.5%
Net debt (cash) ($m) (1,725) 404 (125) (1,849) (219) (642) 7% -154% 416%
ND / (ND + E) (%) -10% 2% 1% -11% -1% -4% -1% -4% -3%
Valuation ($/sh) 23.85 24.06 1%

SOURCE: COMPANY DATA AND BELL POTTER SECURITIES ESTIMATES

Our higher forecast iron ore price is the primary driver of our earnings, dividend and target
price increases. The higher iron ore price is incrementally offset by a higher AUD:USD
forecast. This flows through to our dividend forecasts, for which we maintain our assumed
80% payout ratio. This is at the top end of FMG’s 50%-80% payout policy and in-line with
guidance. Our FY21 dividend increases 1% to A409cps, inclusive of a final dividend
payment of A262cps, fully franked (for a 10.2% yield on its own). Our forecast prospective
12-month dividend payouts lift 5.7% to A460cps (from A435cps) for a forecast 17.9% fully-
franked yield. Our NPV-based target price increases incrementally to $24.06/sh.

Upcoming catalysts
Key near term catalysts for FMG include:

e The sustainability of favourable market factors through FY22, primarily an elevated iron
ore price but also a weakening AUD:USD exchange rate;

e Improved grade and quality discounts being sustained in the market;
e The June 2021 quarter report, scheduled for release on 29 July 2021;

e Production and development updates from the Eliwana project (now in ramp-up),
Queens Valley at Solomon Hub and the Iron Bridge Magnetite project; and

e Progress updates in relation to the investments being made into FFI.

FMG vs the ASX Metals and Mining Index

Figure 2 - FMG relative share price performance vs ASX Metals and Mining Index (XMM)
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Fortescue Metals Group Ltd (FMG)

Company description: Iron ore major in the Pilbara, WA

FMG is an independent iron ore producer in the Pilbara region of Western Australia. The
company is currently achieving its targeted ~175-180Mtpa production rate, following ten
years of development and expansion. It has successfully reduced its debt and built a
strong balance sheet. FMG is now targeting the production of a +60% Fe product and has
become more active in exploration for other commodities.

Investment thesis — Hold TP$24.06/sh (from Hold, $23.96/sh)

Our NPV-based target price increases incrementally to $24.06/sh and our FY21 and FY22
earnings forecasts increase 1% and 12% respectively on this update. The dividend
remains a compelling price support, offsetting the recent share price appreciation to
maintain a forecast total shareholder return of 11.4%. We retain our Hold recommendation,
in conformity with our recommendation structure.

Valuation: $24.06/sh

Our FMG valuation incorporates DCF models of FMG’s Chichester and Solomon
production hubs, including future production from the Eliwana and Iron Bridge projects. We
also make an estimate of exploration/expansion upside and an estimate of corporate
overhead costs. We calculate a 12-month forward, NPV-based valuation for FMG’s assets
of $24.06/sh on this basis.

Risks

Risks to resources sector equities include, but are not limited to:

¢ Funding and capital management risks: Funding and capital management risks can
include access to debt and equity finance, maintaining covenants on debt finance,
managing dividend payments and managing debt repayments. Exploration and
development companies with no sales revenues are reliant on access to equity markets
and debt financing to fund the advancement and development of their projects.

e Operating and development risks: Mining companies’ assets are subject to risks
associated with their operation and development. Risks for each company can be
heightened depending on method of operation (e.g. underground versus open pit
mining) or whether it is a single mine company. Development of mining assets may be
subject to receiving permits, approvals timelines or weather events, causing delays to
commissioning and commercial production.

e COVID-19 risks: Mining companies’ rely on freedom of movement of workforces,
functioning transport routes, reliable logistics services including road, rail, aviation and
ports in order to maintain operations and get their products to market. They also rely on
liquid, functioning markets to sell their products. Measures being put in place to combat
the COVID-19 pandemic are posing risks to these conditions.

e Operating and capital cost fluctuations: The cost and availability of exploration,
development and mining inputs can fluctuate widely and cause significant differences
between planned and actual operating and capital costs. Key operating costs are linked
to energy and labour costs as well as access to, and availability of, technical skills,
operating equipment and consumables.

e Commodity price and exchange rate fluctuations: The future earnings and
valuations of exploration, development and producing Resources companies are

BELL POTTER
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subject to fluctuations in underlying commodity prices and foreign currency exchange
rates.

Resource growth and mine life extensions: The viability of future operations and the
earnings forecasts and valuations reliant upon them may depend upon resource and
reserve growth to extend mine lives, which is in turn dependent upon exploration
success, of which there are no guarantees.

Regulatory changes risks: Changes to the regulation of infrastructure and taxation
(among other things) can impact the earnings and valuation of mining companies.
NIC’s assets are located in Sulawesi, Indonesia, which has in the past implemented
regulatory changes related to mining project ownership, fiscal terms and mineral export
requirements.

Sovereign risks: Mining companies’ assets are subject to the sovereign risks of the
jurisdiction within which they are operating. NIC’s assets are in Indonesia, a G20
country with one of the largest economies in SE Asia. Its sovereign debt is rated
investment grade by the major ratings agencies.

Corporate/M&A risks: Risks associated with M&A activity including differences
between the entity’s and the market's perception of value associated with completed
transactions.

BELL POTTER
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Fortescue Metals Group
as at 16 July 2021

Table 3 - Financial summary

Year ending 30 Jun Unit 2019a 2020a 2021e 2022¢ : Year ending 30 Jun Unit 2019a 2020a 2021e 2022¢e
Revenue US$m 9,965 12,820 22,425 20,843 VALUATION
Expense US$m (3947)  (4508) (5698) (5647) (5108)  NPAT (adjusted) US$m 3389 4735 10849 9,908 5,450
EBITDA US$m 6,018 8,312 16,727 15,196 9,033  Adjusted EPS USc/sh 103 154 352 322 177
Depreciation US$m (1,196)  (1,400)  (1,346)  (1,339)  (1,346)  EPS growth % 198% 49%  129% 9% -45%
EBIT US$m 4,822 6,912 15,381 13,857 7,687  Adjusted EPS Ac/sh 145 229 471 438 242
Net interest expense ussm (253) (222) (121) (95) (117)  EPS growth % 223% 59% 106% 7% -45%
US$m 4,569 6,690 15,260 13,762 7,569  PER X 17.8x 11.2x 5.5x 5.9x 10.6x

Tax expense US$m (1,382)  (1,955)  (4,411) (3853) (2119) DPS Ac/sh 114 176 409 338 169
NPAT (reported) Us$m 3,187 4,735 10,849 9,908 5,450  Franking % 100% 100% 100% 100% 100%
Abnormal items ussm 202 - - - - Yield % 4% 7% 16% 13% 7%
NPAT (adjusted) ussm 3,389 4,735 10,849 9,908 5,450  FCF/share USc/sh 110 145 254 296 177

FCF/share Ac/sh 153 215 339 402 243
FCF yield % 6% &%  13%  16% 9%
Half year ending Unit Dec-19a  Jun-20a  Dec-20a Jun-21e Dec-21e:  EV/EBITDA X 10.0x 7.3x 3.6x 4.0x 6.7x
Revenue ussm 6,485 6,335 9,335 13,090 11,845  EBITDA margin % 60% 65% 75% 73% 64%
Expense ussm (2,278) (2,230) (2,724) (2,974) (2,994)  EBIT margin % 48% 54% 69% 66% 54%
EBITDA US$m 4,207 4,105 6,611 10,116 8,851  Return on assets % 16% 20% 38% 36% 20%
Depreciation US$m (657) (743) (672) (674) (645)  Rel ui % 30% 36% 58% 56% 30%
EBIT ussm 3,550 3,362 5,939 9,442 8,206  LIQUIDITY & LEVERAGE
Net interest expense Us$m (123) (99) (75) (46) (45)  Net debt (cash) US$m 2,078 258 (1,849) (219) (642)
PBT US$m 3,427 3,263 5,864 9,396 8,162 ND/E % 20% 2% -10% -1% -4%
Tax expense ussm (974) (981) (1,780) (2,631) (2,285) ND/(ND +E) % 16% 2% 1% -1% -4%
NPAT (reported) US$m 2,453 2,282 4,084 6,765 5,877 ND/EBITDA X 0.3x 0.0x -0.1x 0.0x -0.1x
Abnormal items ussm - - - - - EBITDA/Interest X 23.8 374 138.6 159.9 77.0
NPAT (adjusted) US$m 2,453 2,282 4,084 6,765 5,877

ASSUMPTIONS - Prices
Year ending 30 Jun Unit 2019 2020 202e 2022 2023
Year ending 30 Jun Unit 2019a 2020a 2021e 2022e 2023e: Iron ore (Fines) CFR @ 62% Fe US$/dmt 80 94 155 143 100
OPERATING CASHFLOW AUD/USD US$/A$ 0.72 0.67 0.75 0.74 0.73
Receipts US$m 8,853 12,704 22,134 21,129 14,279
Payments US$m (3874)  (4417)  (5916)  (5743)  (5,166)
Tax ussm (376)  (1,685)  (4708) (3.853)  (2,119)
Net interest US$m (230) (187) (150) (95) (117)  Year ending 30 Jun Unit 2019a 2020a 2021e 2022¢ 2023e
Other US$m - - 54 - - Sales (FMG equity) Mwt 167.7 178.2 180.0 179.0 180.0
Operating cash flow US$m 4,373 6,415 11,415 11,438 6,876  Third party Mwt - - - - -
INVESTING CASHFLOW Sales (total) Mwt 167.7 178.2 180.0 179.0 180.0
Capex & exploration US$m (1,040)  (1,768)  (3,099)  (2335)  (1,418)  62% Fe index price (real) US$/dt 82 91 151 140 9%
Other US$m 57 (200) (507) - - FMG realised price CFR US$/dt 65 79 133 123 85
Investing cash flow ussm (983)  (1,968)  (3,606)  (2,335)  (1,418)  Realised price discount % 21% -14% -12% -12% -11%
FINANCING CASHFLOW Costs C1 (excl. royalty) US$/wt 13.09 12.87 13.57 13.72 13.49
Net equity proceeds US$m - - - - - Shipping USS$/wt 6.45 6.68 7.20 6.97 6.94
Debt proceeds US$m 56 1,625 1,500 - - Royalties US$/wt 3.88 4.74 8.1 8.61 573
Debt repayments US$m (85) (905)  (1,915) - (500)  Other US$/wt 0.02 0.17 0.19 0.19 0.18
Dividends US$m (2220) (1,925) (5479) (10,733)  (5035) Costof sales US$/wt 2345 2446  20.08 2049 2633
Other Us$m (143) (76) (127) - - Interest US$/wt 1.51 1.32 1.11 1.23 1.19
Financing cash flow US$m (2,392)  (1,281)  (6,021) (10,733)  (5,535)  Capex (sustaining) US$/wt 6.20 11.04 13.17 5.50 5.50
Change in cash US$m 998 3,166 1,788 (1,630) (77)  Total all-in cost US$/wt 31.16 36.82 43.36 36.22 33.02

Total all-in cost (@ 8% moist) US$/dt 34 40 47 39 36
BALANCE SHEET Total all-in cost (62% Fe eq.) US$/dt 41 46 53 44 40
Year ending 30 Jun Unit 2019a 2020a 2021e 2022e 2023e:
ASSETS
Cash & short term investments US$m 1,874 4,855 6,637 5,007 4,930  Issued capital
Accounts receivable ussm 925 545 925 639 501  Shares onissue m 3,079
Inventory US$m 772 828 953 953 953  Options (in the money) m 15
Property, plant & equipment US$m 11,340 9,894 19,423 20,388 20,430 Totalm 3,094
Exploration & evaluation US$m 4,731 6,169 15 45 75 Current +12 months +24 months
Other US$m 52 1,107 154 154 154 Sum of parts valuati A$m $/sh A$m $/sh A$m $/sh
Total assets ussm 19,694 23,398 28,108 27,187 27,043 Iron ore operations (DCF) 78,640 25.42 69,365 22.42 65,131 21.05
LIABILITIES Exploration (estimate) 3,932 127 3,468 112 3,257 1.05
Accounts payable US$m 986 1,057 892 796 737  Corporate (DCF) (821) (0.27) (791) (0.26) (755) (0.24)
Borrowings US$m 3,952 4,234 3,907 3,907 3,407  Total enterprise value 81,750 26.42 72,043 23.28 67,632 21.86
Other US$m 4,155 4,863 4,811 4,811 4,811
Total liabilities US$m 9,093 10,154 9,610 9,514 8,955  Net debt/(cash) 1,347 0.44: (2,398) 0.77) (301) (0.10)
SHAREHOLDER'S EQUITY Equity value 80,403 25.99 74,441 24.06 67,933 21.96
Share capital US$m 1,181 1,167 1,104 1,104 1,104
Reserves us$m 42 62 12 12 12
Retained earnings US$m 9,365 12,002 17,361 16,536 16,951 Minderoo Group Pty Ltd 36%
Non-controlling interest US$m 13 13 21 21 21 Hunan Valin Iron & Steel Group 9%
Total equity US$m 10,601 13,244 18,498 17,673 18,088  Combined 45%
Net debt US$m 2,078 (621) (27300  (1,100)  (1,523)
Weighted average shares m 3,090 3,077 3,079 3,079 3,079

SOURCE: BELL POTTER SECURITIES ESTIMATES
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The following may affect your legal rights. Important Disclaimer:

This document is a private communication to clients and is not intended for public circulation or for the use of any third party, without the prior approval of Bell Potter Securities
Limited. In the USA and the UK this research is only for institutional investors. It is not for release, publication or distribution in whole or in part to any persons in the two specified
countries. In Hong Kong, this research is being distributed by Bell Potter Securities (HK) Limited which is licensed and regulated by the Securities and Futures Commission,
Hong Kong. In the United States, this research is issued and distributed by Bell Potter Securities (US) LLC which is a registered broker-dealer and member of FINRA. Any
person receiving this report from Bell Potter Securities (US) LLC and wishing to transact in any security described herein should do so with Bell Potter Securities (US) LLC.

This is general investment advice only and does not constitute personal advice to any person. Because this document has been prepared without consideration of any specific
client’s financial situation, particular needs and investment objectives (‘relevant personal circumstances’), a Bell Potter Securities Limited investment adviser (or the financial
services licensee, or the representative of such licensee, who has provided you with this report by arrangement with Bell Potter Securities Limited) should be made aware of
your relevant personal circumstances and consulted before any investment decision is made on the basis of this document.

While this document is based on information from sources which are considered reliable, Bell Potter Securities Limited has not verified independently the information contained
in the document and Bell Potter Securities Limited and its directors, employees and consultants do not represent, warrant or guarantee, expressly or impliedly, that the
information contained in this document is complete or accurate. Nor does Bell Potter Securities Limited accept any responsibility for updating any advice, views opinions, or
recommendations contained in this document or for correcting any error or omission which may become apparent after the document has been issued.

Except insofar as liability under any statute cannot be excluded. Bell Potter Securities Limited and its directors, employees and consultants do not accept any liability (whether
arising in contract, in tort or negligence or otherwise) for any error or omission in this document or for any resulting loss or damage (whether direct, indirect, consequential or
otherwise) suffered by the recipient of this document or any other person.

Research Policies:

For Bell Potter's Research Coverage Decision Making Process and Research Independence Policy, please refer to our company website:

https://bellpotter.com.au/research-independence-policy/

Disclosure of interest:

Bell Potter Securities Limited, its employees, consultants and its associates within the meaning of Chapter 7 of the Corporations Law may receive commissions, underwriting
and management fees from transactions involving securities referred to in this document (which its representatives may directly share) and may from time to time hold interests
in the securities referred to in this document.

ANALYST CERTIFICATION

Each research analyst primarily responsible for the content of this research report, in whole or in part, certifies that with respect to each security or issuer that the analyst
covered in this report: (1) all of the views expressed accurately reflect his or her personal views about those securities or issuers and were prepared in an independent manner
and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific recommendations or views expressed by that research analyst in the
research report.
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