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A Closer Look at Teck Resources’ Third Quarter Earnings

Description

Teck Resources (TSX: TCK.A and TCK.B) (NYSE: TCK) is out with its third quarter earnings. Despite
slumping profits, the diversified miner beat estimates which has sentits stock higher. Let’s dig in and
see what happened this past quarter.

Digging into the numbers

Teck Resources reported adjusted profit of C$252 million or C$0.44 per share. This is actually down
from the C$425 million or C$0.73-per share it earned in the third quarter of 2012. However, the fact
that analysts were expecting earnings of C$0.38 demonstrates just how negative they had become.

The other important number this past quarter was cash flow from operations. Teck delivered C$647
million for the quarter, which while less than the C$885 million it earned last year, but still a solid tally.
The company'’s efforts to cut costs, including a C$330 million cost reduction program is clearly working.

What went right?

The biggest contributor to the earnings beat were the record coal sales that Teck Resources delivered
this past quarter. Coal sales hit 7.6 million tonnes, which was up 37% from the year ago quarter. The
company saw strong customer demand in the quarter as Chinese demand played a big role in surging
Canadian steelmaking coal sales. Canadian coal exports to China more than doubled in the quarter
over last year.

In addition to record coal sales, Teck really did a good job keeping costs down. Mine operating costs
dropped 14% to C3$50 per ton, well below the C$58 it delivered last year.

What went wrong?

Page 1
Footer Tagline



COMPANY NAME
Address | Phone | Link | Email

If there is one area of concern it’s coal pricing. Teck Resources noted that the current price for
steelmaking coal is below the price needed to sustain adequate long-term production for the industry.
The company only realized $139 per tonne, which is well below the $193 per tonne it realized in last
year’s third quarter.

The other negative on the quarter were copper sales, which were down C$49 million. The company
experienced reduced production at its Quebrada Blanca mine, along with lower grade ore production at
most of its mines, which resulted in lower production. Teck was also hurt by falling copper prices,
which were down 8% year-over year.

Lower copper prices also impacted copper giant Freeport-McMoRan (NYSE: FCX). Average realized
copper prices were about 10% lower for Freeport-McMoRan. However, its diversified business helped
keep Freeport-McMoRan'’s results from slipping too far. Teck benefitted from its diversified

production base as well as its zinc business more than made up for the lost revenue in copper as zinc
revenue was up by C$57 million.

Looking ahead

Teck’s fourth quarter is already off to a solid start. The company has'agreements to sell more than 5.6
million tonnes of coal and expects total sales to hit 6.3 million'tonnes in the quarter.

Looking even further ahead, Teck Resources-owns a'20% interest in Suncor’s (TSX: SU) (NYSE: SU)
Fort Hills oil sands mining project in Alberta. A final decision on the project has not been made at this
point. However, if Suncor andits_other-partners in the project give the green light it could be a
significant future cash flow driver for Teck. Current estimates suggest that the Suncor operated project
could contribute 10% of Teck’s 2018 cash flow.

Investor takeaway

Teck Resources reported a very solid quarter. Coal sales rebounded and look to remain strong through
next quarter. The company continues to keep a lid on costs and is doing a solid job delivering in the
currently tough operating environment.

More from The Motley Fool
Interested in a top small-cap stock idea from The Motley Fool’s senior investment advisor? Click here
to download a FREE copy of “A Top Canadian Small Cap for 2013 — and Beyond.”

The Motley Fool’s purpose is to help the world invest, better. Click here now for your free subscription
to Take Stock, The Motley Fool Canada’s free investing newsletter. Packed with stock ideas and
investing advice, it is essential reading for anyone looking to build and grow their wealth in the years
ahead.

Follow us on Twitter and Facebook for the latest in Foolish investing.

Fool contributor Matt Dilallo does not own shares of any of the companies mentioned at this time. The
Motley Fool has no positions in the stocks mentioned at this time.
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