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When “endless problems” are good news: copper and Freeport.

The Gobi Desert: Rio’s Oyu Tolgoi Copper Mine

“Costs Rise Again at Rio’s Mongolian Copper Mine” said the headline. Rio Tinto is a giant iron miner, and
wants to be a giant copper miner as well. The company has one chance to do that: its part-ownership in
the Oyu Tolgoi copper mine, deep in the Gobi Desert of Mongolia. (Oyu Tolgoi might win the gold medal
in the “middle of nowhere” competition for copper mines . .. though Freeport’s Grasberg mine on top of
a 14,000-foot mountain in Papua New Guinea would give it a run for its money.)

Rio began digging an underground expansion of the Oyu Tolgoi open-pit mine in 2015. Outlook clients
will prick up their ears, noting the similarity with Freeport’s Grasberg: except that Freeport already has
Grasberg’s underground up and running, on time and on schedule . . . and Rio’s headaches at Oyu look
never-ending, at the moment. That headline covered Rio’s latest cost hike of $300 million. But if we back
up a little for the whole picture, we see that back in 2015 Rio’s cost budget was at $5.3 billion. Now it’s
reached $7.1 billion . . . so far. Further, the project is about 3 years behind schedule, and the government
of Mongolia just forced Rio to “forgive” the $2.4 billion Mongolia borrowed from Rio to pay for its share
of the underground project. (“Forgive” means “write off” of course—adding another couple of billion to
Rio’s original estimate of its own costs.)

Yes . . . “In our business, finding or building out new copper mines is very hard to do, and very
expensive.” That’s Freeport CEO Richard Adkerson. No need for a date on his remark; he’s made it dozens

of times over many years. Let’s glance at Freeport.

Freeport: 5 Years



# Freeport-McMoRan Inc Price % Change Jul 15°22 104.7%

That green arrow was fun for us investors, mostly. Freeport peaked at a 312% 5-year gain, exactly four
months ago. The roller coaster does go up and down, though. The red arrow is the last 4 months of
pain: leaving Freeport’s 5-year gain at “only” 105%. The market seems to be telling us the wheels fell off
the bus at Freeport.

The market tells us a lot of things. Investors’ most fundamental decision is either choosing to believe
what the market says is important; or choosing to believe what the market says is so often silly,
exaggerated and/or distorted that we’d do better to believe the opposite, most of the time. Nothing has
changed about Freeport’s operating strength and its long-term road to the future. They are both
impressive. Nor has anything changed about copper’s basic facts: difficult long-term supply; certain long-
term demand. What has changed is what’s in the “mind” of the market at the moment: fear that it might
have to wait a few months, or a year, or more for the riches promised by Freeport’s road to the future to
show up and plunk themselves into investor’s wallets.

It might. But in Rio Tinto’s latest cry of pain—that “$300 Million More!” headline—the company also
announced, wincing, that actual production from Oyu’s underground would be postponed yet another 6
— 12 months: until 2024 or so, maybe later. Hmm. “Supply is difficult. Demand is certain.” At Outlook
we doubt we’ll have to wait all that long for Freeport’s red line, up there, to turn green and point up,
again.
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The remarks above aren’t a general recommendation to buy or sell particular securities. Such decisions should
only be made in the context of an investor’s own circumstances. Stocks and bonds carry the risk of loss.



