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The Opportunity

Three months ago, we discussed the price correction
then underway in iron ore prices and recommended
standing back from all stocks, except BHP Group.

In this research note, we review our estimates of the
average cost of entry for investors in shares of the
major listed iron ore producers. This is our method
to gauge investor sentiment, and to determine when
bear market conditions have abated.

The stocks surveyed are:

e BHP Group BHP.AX
e Fortescue Metals Group  FMG.AX
¢ Rio Tinto Ltd RIO.AX
e Mineral Resources MIN.AX
e Champion Iron CIA.AX
o Grange Resources GRR.AX

e Mount Gibson Iron MGX.AX
The list comprises all ASX-listed iron ore producers
capped over $500M AUD. To simplify the equation
BHP is 70% of the combined market cap, followed by
RIO at 14% and FMG at 11% and MIN at 3%. Pick a
major for the core, and a minor for the satellite

Update since Last Report

Our previous report, titled “Is Iron Ore Done and
Dusted”, was published on 2-Sep-2022. Then we
identified that the iron ore sector, apart from BHP
Group and Mineral Resources had entered a bear
market, as measured by our cost basis indicator.

The purpose of this technical indicator is to alert us
to when investors are likely holding positions that
are underwater on their purchase price. This affects
sentiment negatively and can prolong periods when
stocks simply trade sideways to down. Those names
with positive sentiment, which we identify with the
average investor positions being in profit, tend to do
better under such conditions of uncertainty.

The total return since is shown in Exhibit 1. The two
stocks highlighted in orange, in panel (a), were the
only two that were trading in a positive sentiment
condition in our previous report.

Of course, no purely formulaic approach to selecting
stocks can be perfect, any more than the traditional
methods of fundamental analysis. Champion Iron
Ore had negative sentiment in our last note but has
come in at number two over this period. Indeed, the
fundamentals swayed in this case, as the firm posted
areasonable earnings report and record production.

The correlation between our unrealised profit and
loss signal three months prior, and the toral return
over the period since, is shown at panel (b). There
is a near 78% correlation between the two, which is
encouraging, but should not be over-interpreted.
These tools can be helpful for risk management, but
the fundamentals driving changes to the operating
conditions of the sector are of key importance.

Favoured Names

The bear market sentiment that made us so cautious
in our last note has now largely abated. Five of the
seven focus list names are showing positive investor
profit and loss, Exhibit 2. The weakest remain the
two smaller iron ore plays, Grange Resources and
Mount Gibson Iron. These are clearly still in bear
market conditions, as shown at Exhibit 13, and at
Exhibit 15. Fortescue Metals Group has recovered
into positive territory, Exhibit 7, as has Rio Tinto,
Exhibit 5, but the valuation discount to BHP Group,
as shown at Exhibit 2, is not great enough for us to
change our view on BHP as the preferred major.

On valuation grounds, both Mineral Resources and
Champion Iron Ore are offering some discount to
BHP Group and improving fundamentals with iron
back above $100 USD/tonne. The investment case
for Mineral Resources now rests on the recovery in
the iron business profitability providing cash flow to
help grow their very attractive lithium business. Our
previous concern was that the firm might be under
pressure to restructure. In the case of Champion
Iron Ore, CIA, higher grade iron ore is key to lower
carbon emissions from steelmaking. The premium
for such products should help support the business.
In our view, CIA warrants a small position as a
satellite to our core portfolio holdings in BHP, and
the diversified growth options presented by MIN.
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Exhibit 1 (a) Total return of iron ore stocks since 2-Sep-2022 and (b) correlation analysis between profit & loss signal and later return

(a) Total Return on Iron Ore Stocks Since 2-Sep-2022

(b) Correlation between Profit & Loss Signal and 3M Return
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Source: Jevons Global & Refinitiv Data (2022).
Exhibit 2 Iron ore producers of capitalisation > $500M ranked by average investor unrealized profit and loss.
Ticker Company Cap ($B) Price ($) 12MFwd.PER  Yield Cost Basis Profit & Loss
MIN.AX Mineral Resources Ltd 17.10 89.83 7.73 4.2% 59.56 50.8%
CIAAX Champion Iron Ltd 349 6.75 8.9 3.5% 5.45 23.8%
BHP.AX BHP Group Ltd 23181 45.76 11.04 6.5% 37.63 21.6%
RIO.AX Rio Tinto Ltd 4155 111.94 10.56 7.3% 103.65 8.0%
FMG.AX Fortescue Metals Group Ltd 60.59 19.68 10.62 7.5% 18.23 8.0%
GRR.AX Grange Resources Ltd 0.95 0.82 0.91 -10.0%
MGX.AX Mount Gibson Iron Ltd 0.58 0.48 7.87 0.0% 0.54 -10.7%

Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 3 Price history of BHP (P) versus estimated average Cost-Basis (CB).

BHPAX on 2022-12-02: Close price (P} = 45.76, Cost basis (CB) = 37.63, Profit and loss (PnL) =21 .60%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 4 Estimated average unrealized profit and loss for investors in BHP (PnL =P/CB - 1).

BHP.AX on 2022-12-02: Close price (P) = 45.76, Cost basis (CB) = 37.63, Profit and loss (PnL) =21.60%
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Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 5 Price history of RIO (P) versus estimated average Cost-Basis (CB).

RIO.AX on 2022-12-02: Close price (P) = 111.94, Cost basis (CB) = 103.65, Profit and loss (PnL) =7.99%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 6 Estimated average unrealized profit and loss for investors in RIO (PnL = P/CB - 1).

RIO.AX on 2022-12-02: Close price (P) = 111.94, Cost basis (CB) = 103.65, Profit and loss (PnL) =7.99%
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Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 7 Price history of FMG (P) versus estimated average Cost-Basis (CB).

FMG.AX on 2022-12-02: Close price (P) = 19.68, Cost basis (CB) = 18.23, Profit and loss (PnL) =7.98%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 8 Estimated average unrealized profit and loss for investors in FMG (PnL = P/CB - 1).

FMG.AX on 2022-12-02: Close price (P} = 19.68, Cost basis (CB) = 18.23, Profit and loss (PnL) =7.98%
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Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 9 Price history of MIN (P) versus estimated average Cost-Basis (CB).

MIN.AX on 2022-12-02: Close price (P) = 89.83, Cost basis (CB) = 59.56, Profit and loss (PnL) =50.83%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 10 Estimated average unrealized profit and loss for investors in MIN (PnL = P/CB - 1).
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MIM.AX on 2022-12-02: Close price (P) = 89.83, Cost basis (CB) = 59.56, Profit and loss (PnL) =50.83%
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Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 11 Price history of CIA (P) versus estimated average Cost-Basis (CB).

CIA.AX on 2022-12-02: Close price (P) = 6.75, Cost basis (CB) = 5.45, Profit and loss (PnL) =23.76%
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Exhibit 12 Estimated average unrealized profit and loss for investors in CIA (PnL =P/CB - 1).

ClAAX on 2022-12-02: Close price (P) = 6.75, Cost basis (CB) = 5.45, Profit and loss (PnL) =23.76%
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Exhibit 13 Price history of GRR (P) versus estimated average Cost-Basis (CB).

GRR.AX on 2022-12-02: Close price (P} = 0.B2, Cost basis (CB) = 0.91, Profit and loss (PnL) =-10.04%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 14 Estimated average unrealized profit and loss for investors in GRR (PnL = P/CB - 1).

GRR.AX on 2022-12-02: Close price (P) = 0.82, Cost basis (CB) = 0.91, Profit and loss (PnL) =-10.04%
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Source: Jevons Global & Refinitiv Data (2022).
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Exhibit 15 Price history of MGX (P) versus estimated average Cost-Basis (CB).

MGX.AX on 2022-12-02: Close price (P) = 0.48, Cost basis (CB) = 0.54, Profit and loss (PnL) =-10.73%
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Source: Jevons Global & Refinitiv Data (2022).

Exhibit 16 Estimated average unrealized profit and loss for investors in MGX (PnL = P/CB - 1).

MGX AX on 2022-12-02: Close price (P) = 0.48, Cost basis (CB) = 0.54, Profit and loss (PnL) =-10.73%
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Source: Jevons Global & Refinitiv Data (2022).
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TRADING POSITION DISCLOSURE

The Jevons Global Opportunities portfolio holds these trading positions of relevance to this research note:

LONG Grange Resources Ltd (ASX: GRR.AX) Thematic Sector: Resources & Energy
LONG Rio Tinto Ltd (ASX: RIO.AX) Thematic Sector: Resources & Energy
LONG BHP Group Ltd. (ASX: BHP.AX) Thematic Sector: Resources & Energy

The analyst Dr Kingsley Jones, CFA has a beneficial interest in any profit or loss derived from these trading positions.

GENERAL ADVICE WARNING

Please note that any advice given by Jevons Global Pty Ltd (JG), an authorized representative of BR Securities Australia Pty Ltd (BR) is
GENERAL advice, as the information or advice given does not consider your objectives, financial situation or needs. You should, before
acting on the advice, consider the appropriateness of the advice, having regard to your objectives, financial situation, and needs. If our
advice relates to the acquisition, or possible acquisition, of a particular financial product you should read any relevant Product Disclosure
Statement or like instrument.

DISCLAIMERS

JG does not warrant the accuracy of any information it sources from others. JG provides this report as an opinion held at a point in time
about an investment or sector. JG has no obligation to update the opinion unless you are a client of JG. Assessment of risk can be subjective.
Historical information may not translate into future performance. Portfolios of investments need to be well diversified and the risk
appropriate for the investor. JG does not stand behind the capital value or performance of any investment. To the fullest extent permitted
by the law, JG disclaims any liability for any loss or damage arising from the use of, or the reliance on, any information within the report
whether caused by any negligent act or omission of JG. Overseas investors acknowledge that JG has not solicited their business and that they
have accessed this report while searching for information on Australian companies. ]G is regulated to do business in Australia by the
Australian Securities and Investments Commission (ASIC).

DISCLOSURES

Kingsley Jones, an authorized representative (AFS Representative Number 001250728) of BR Securities Australia Pty Ltd (BR), certifies that
the advice provided is their honest opinion at a point in time. The analyst provides general advice on security selection and portfolio
construction in accordance with the Jevons Global System. This classifies the global universe of securities into eight thematic sectors:
Resources and Energy (RE); Food and Agriculture (FA); Physical Infrastructure (PI); Financial Infrastructure (FI); Digital Technology (DT);
Analog Technology (AT); Consumer Needs (CN); and Consumer Wants (CW).

The investment process considers portfolio construction regarding the assessed risk and reward characteristics of each thematic sector
regarding the targeted level of diversification and portfolio risk. Security selection within each thematic sector combines an assessment of
relative value and strategic positioning of the targeted securities within the relevant thematic opportunity set. This process blends original
industry research of Jevons Global with third-party quantitative screening models provided by StarMine, a service of Thomson Reuters. To
the extent possible, portfolio construction is guided by the historical risk-return characteristics of thematic sectors and risk factors known
to influence investment outcomes. These include but are not limited to profitability; balance sheet quality; revenue trends; management
and cyclical factors. Model risks for individual positions are managed through attention to position limits and a disciplined approach to
portfolio diversification across security, country, and industry exposures. Recommendations are given in the form of thematic sector
positions along with a list of preferred security exposures.

Analysts are compensated through a share of fees generated from contract research and consulting services and may share in brokerage or
origination fees where research services are provided to other parties. Analysts may own securities in companies recommended but will buy
and sell in accordance with the BR Personal Dealing Policy, the BR Insider Trading Policy, the BR Conflict of Interest Policy, and the law.
Jevons Global operates reference portfolios for the purpose of personal dealing and compliance. These are the Jevons Global Core portfolio
and the Jevons Global Opportunities portfolio. Analysts are required to hold the bulk of their personally managed investments in a
combination of these strategies, to properly ensure an alignment of action with the client financial interest.

Analysts must disclose a beneficial trading interest wherever present.

CONFIDENTIALITY NOTICE

This email (and any attachments) is intended only for the addressee and may contain information which is confidential and privileged. If
you are not the addressee you may not use, disseminate, or copy this information. If you have received this information in error, please
notify us immediately and destroy this email and attachments. We do not guarantee the integrity of any e-mails or attached files and are
not responsible for any changes made to them by any other person.

Jevons Global Pty Ltd (ABN 96 152 556 833) is a Corporate Authorized Representative (CAR 1250727) of BR Securities Australia Pty Ltd (ABN
92 168 734 530) which holds an Australian Financial Services License (AFSL 456663).

This research note was written in the beautiful urban-rural city of Canberra, Australia
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