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3 September 2015 

 

ANDREW HARDING (Chief Executive, Iron Ore): 

 

We will now open the session to Q&A.  The first question please?   

 

QUESTION:   

 

Spot sales, 15 per cent I think from memory.  We hear rumblings from some of the 
Chinese steel mills.  Is it appropriate to have all of the tonnes that are getting sold in 
China priced around a spot market that might be quite small in terms of the aggregate 
tonnes?  So do you think there is a better way for pricing all of those tonnes or is this a 
really accurate reflection at all times of market dynamics? 

 

ANDREW HARDING: 

 

Okay, thanks very much for that.  Over to you, Bold. 

 

BOLD BAATAR (Managing Director, Iron Ore Sales & Marketing and Marine): 

 

China has about 261 steel mills covering about 900 Mt of capacity.  The top 75 account 
for 530 Mt, the bottom 110 account for 150 Mt.  Now these are blast furnaces that are 
sized less than 2 million tonnes of total steel production per year, so within the Chinese 
steel industry we have a consolidated large customer base and very fragmented smaller 
steel mills. 

A contract mix tries to address both ends of the market.  Under the longer term contracts 
where we sell in $12 million value roughly products, which are 180,000 tonnes, that is a 
lot of financing that’s required upfront before a cargo gets sailed, so that ensures we are 
after the largest customers. 

The spot sales are meant to go after the retail end of the steel industry, in other words, 
the distribution players such as some of the Chinese traders and distribution companies, 
they sell in 500 tonnes to 50,000 tonnes which are very smaller end and therefore very 
difficult to supply that from a vessel in Australia.  The spot vessel sales are meant to 
address the smaller end of the steel mills through those distributors in China.   

The contract mix strategy is very much the top end and then the spot end ensures that 
we cover the smaller end of the steel mill industry. 
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ANDREW HARDING: 

 

Thanks Bold.  If I could just follow up as well and maybe add some historical context to it.  
As we have been expanding our production, and you will have heard the comments in 
Bold’s earlier speech, the reality is our spot sales percentage has been going up over 
time and we continue to increase it over time, and that provides a market in general.  It’s 
a market that’s not that old in reality, so it allows as the market develops that you actually 
increase the liquidity over time as you have got more and more product available to the 
market place.  Thank you.   

 

QUESTION:   

 

Andrew, I have got two questions.  One, I’ll try and keep it kind of short but it needs quite 
a bit of a long-winded answer from you hopefully. 

So you have got 360 Mt of installed capacity now at the back end, yet I think you probably 
have got some fairly low numbers in terms of production ramp-up and next year’s 
guidance was probably below everyone’s expectations.  I was just trying to get you to 
walk us through how you are approaching this then?  Is this a case of value over volume, 
so you are concerned then if you bring too much volume on you may impact the price, 
because I would have thought you want to try and push the system and get a return on 
the what was $14.8 billion you have just spent? 

And then if I listen to Vivek talk about 2 per cent per annum growth out to the next 15 
years, for you to hold market share you’ve got to grow to 480 Mt.  So I am just curious, 
and if you can talk me through a little bit, how much do you think the 360 can do?  I watch 
your peers all do 20 per cent above their nameplate.  I know it is early, it’s only just been 
installed, but you’ve been running at 350 now for about a quarter or more out the back 
end.  If you could talk through that, where the business goes longer term? 

And then secondly, given the scale of the business, your cost base is US$16.20, I know 
it’s history, it’s at about a 78-79 cent a dollar, can you give me some help on where you 
think this business is today and when you actually expand it to its capacity where you 
think it could be please?  Thanks. 

 

ANDREW HARDING: 

 

I’ll start with the first question and the answer to why next year is 335.  It’s all around the 
fact that over the last couple of years before we had the extra rail infrastructure we’d 
actually built up inland stockpiles, and so now we have greater rail infrastructure and port 
infrastructure and we are actually pushing those stockpiles to the customers as fast we 
can possibly do that. 

The reality with stockpiles is that they run out and next year we’ll have much lower 
stockpiles than we’ve had this year and therefore that’s the difference between what 
you’re seeing at current run rates and what may have expected for next year.  It’s just 
pushing those stockpiles to the coast. 

And again we have got our programme to expand the business ultimately over time to 
360 Mt, but the reality was get the infrastructure in place first and then carefully and 
thoughtfully bring on mine production as we deem it appropriate to bring it on.  We have 
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stated that position quite a number of times in the past and that’s continually what we will 
do. 

I have absolutely no doubt that we will get to 360 Mt, which gets to the last part of your 
question.  We have not tested the system at 360.  It is not a trivial or a simple task to do 
so and as we get closer and closer to that we’ll get an idea of what can go past it. 

If I drop back into theory for a second and move out of the sort of practicalities of it, the 
reality is when you design systems that have multiple pieces of equipment and you want 
to make the whole system work, you install it, there’s usually some sort of mismatch 
between pieces of equipment and that’s what enables the whole concept of 
de-bottlenecking to take place over time. 

But to really de-bottleneck the system you may be able to do some of that with some 
pieces of equipment in advance, and I would acknowledge that we do that whenever the 
opportunity presents itself, but you can’t de-bottleneck the complete system until you are 
actually running at that sort of rate. 

Theory would say there would be more capacity available, history would say the same 
thing, but there’s no way on earth I’m going to volunteer anything in advance until we’ve 
actually done all that test work.  But have no doubt, that we will actually be doing it. 

From a cost point of view, the overall strategy, the thing that allows us to stand up here 
and talk about the long-term, is to maintain our prominent position at the bottom end of 
the cost curve.  So you should have absolutely no doubt that every day of my working life 
is devoted in some way to actually achieving that. 

Achieving cost down initiatives is a mix of a whole lot of things, and I suppose the first 
thing I would say is that we have been through a process of growing the business, and 
we have still got some to grow as I acknowledged earlier, to get to that final 360 number.  
But the reality is we’ve had a lot of focus on growth and in the last couple of years 
because, as Greg says, we expected greater volatility we started working pretty hard on 
costs. 

We took out, as you can imagine, the ‘low-hanging fruit’, the easier to reduce costs, and 
now we are moving to the harder to reduce costs.  But one of the nice dynamics we’ve 
got is we’ve got an organisation that doesn’t have to focus on two really different sorts of 
issues: growing the business fast and focusing on optimisation and costs down. 

At a time when we are moving to the harder-to-get-to costs, and I completely 
acknowledge it’s getting harder to get to, we have also got greater focus to actually get 
to.  The reality is the US$16.20.  If you want to use current oil and FX exchange costs it’s 
a US$15.20 mark, but the reality is the real costs incurred was US$16.20, and our 
intention is to continue to focus really heavily on the cost down. 

What I hope I showed you in the whole presentation is there is a lot of stuff that goes into 
making it happen, there are lot’s of initiatives, there are big initiatives and there is really, 
really, really small initiatives.  It takes a lot of engagement from a whole lot of people to 
make all that happen and we will continue to do that and we will continue to build 
momentum. 

One of the great things about the high value initiatives (HVI) is that if you can imagine in 
this large organisation, in the Pilbara it’s 12,000 plus people, that you do a HVI with 10 or 
12 people and you get a 20 per cent change in one of your key metrics for the actual 
business – and we’ve only just started doing some of those things. 

I have no doubt as we devote more and more attention to that style of engagement we’ll 
get more and more benefit as we go through.  I can’t put, I won’t put, a number to it.  The 
reality is it is our intention to take it lower and we will get up every day and do that.  
Thank you. 
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QUESTION:   

 

Just for clarification, the 350 Mt in 2017 set is a production target and likewise the 335 
next year, how much actual excess inventories are there within the system that can be 
released?   

Also the contracted versus spot, I think there was a comment in the presentation of 250 
Mt contracted.  Should we basically say that’s the contracted volume going forward and 
as you go up to that sort of 350/360 those additional tonnes go into the spot market or the 
actual contracted tonnes continue to grow as you expand up to that 360? 

 

ANDREW HARDING: 

 

Okay.  Bold, do you want to have a go at the contracted versus spot? 

 

BOLD BAATAR: 

 

Sure.  The contracted volume of 2016 may go up moderately but it’s not going to go up 
probably at the same scale as the production ramp-up.  We do intend to introduce a little 
bit more into the spot market considering the high demand of our products. 

 

ANDREW HARDING: 

 

If I look from an excess inventory point of view next year to add to a production target, the 
reality is by the end of this year we will be down into the very low single-digits of tonnage, 
millions of tonnes left in the Pilbara compared to producing 335 Mt, so it won’t be 
significant at all. 

 

QUESTION:   

 

The first question is just on the lump premium.  It’s been fairly volatile and I’m just 
wondering if you could give us an update on what it costs to sinter fines at the moment in 
China, just to get a read on what the sort of real premium should be? 

And the second question is around the economics of deferring Silvergrass.  I am just 
trying to understand why you are establishing a small-scale trucking operation over a few 
years only then to sort of unwind it.  I am just wondering why it’s not better to just build 
Silvergrass now and get that extra 10 Mt?  Thanks. 

 

ANDREW HARDING: 
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Okay.  Bold, do you want to work on lump premium?   

 

BOLD BAATAR: 

 

Yes, this is where I go to my technical marketing team, to dial in and answer the question.  
Now the reality is that the lump premium has been volatile and it’s quite seasonal.  Right 
now it’s 12½ cents per dry metric tonne unit and it’s about $6.50 premium to the fines.  
Typically in Q4 it does go up as the Chinese mining is affected by colder weather in the 
north and therefore there’s less concentrate feed coming in from Chinese mines.   

So typically in Q4 last year it reached over 20 cents per dry metric tonne, which would 
mean it could go up another 40 per cent from here.  Now we can’t predict prices and the 
sinter price cost side I will have to come back to you after I consult with the tech 
marketing team. 

 

ANDREW HARDING: 

 

Okay.  Thanks for that, Bold. 

As far as the deferral of Silvergrass, essentially what you are looking at there is a strategy 
that we’ve been running for several years.  When we looked at what was available to us 
by going down the brownfields pathway from a value point of view it just made inherent 
sense to us, and we have been pushing that strategy as far as we possibly can. 

Like everything there are not firm boxes around all these ideas and there are grey areas 
available to us and we have got a team of very clever engineers that every day think of 
something new that can add value to the business. 

So what we have actually managed to do is figured out a pathway that we believe 
provides the most value to the business by going down a brownfields pathway and then 
including the NIT 1 and NIT 2 – unfortunate sort of three letter acronyms – but we are 
going down that pathway before we find it necessary to improve the Silvergrass 
operation.  That’s simply why we are doing it. 

 

QUESTION:   

 

Just two questions from me.  Firstly, you mentioned the utilisation of your autonomous 
fleet was 12 per cent above the manned fleet.  I just wonder if you can talk us through the 
returns you are getting out from that in terms of, I presume the autonomous has got a 
higher level of capital, and I am just wondering what the operational cost differences are?  
So utilisation up, but just what’s the return you are getting from the investment from that 
automation? 

And the second question paints a more bigger picture.  I guess you’ve got a world-class 
best iron ore business, but they were probably some of the best outlook assumptions that 
I have seen for a while in terms of where iron ore demand and steel demand is going to 
go globally.  Now for the last 15 years it has been about 50 Mt worth of increasing steel 
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demand from the rest of the world and we talking 500 million over the next 15 years, so 
it’s a massive step up.   

It’s people’s assumptions, if they get that right, but how would you start to run the 
business, how Rio would run the business if some of those assumptions don’t come 
through, if hypothetically it peaks - steel in China - and we don’t get those ramp-ups in 
terms of steel elsewhere.  What’s the contingency plan in terms of how you actually start 
running your business and thinking about investment back end of the business? 

 

ANDREW HARDING: 

 

Okay.  Thanks for that.  Vivek, before I talk about contingency planning do you want to 
make a few comments about the assumptions because I think that might be worth just 
having a go at? 

 

VIVEK TULPULE (head of Economics and Markets): 

 

Yes, sure.  The question I suppose is, why do you expect the demand for steel in the rest 
of the world to go up so much?  There is a range of reasons and I promise I won’t go 
granular, as to the extent I did on China, for the other economies.  But fundamentally 
what we are seeing is that emerging economies in Asia are now beginning to reach a 
point of inflexion that requires greater steel use, so they require more infrastructure, more 
of the fundamental capital that’s required in the development process.   

So it shouldn’t really surprise us to see an acceleration of steel use in this period of time 
as economies necessarily become more capital intensive as they build the stock that is 
required to grow.  In the case of India and ASEAN in particular we are expecting to see 
growth rates for India over this period of time of around 6½ per cent of GDP and around 5 
per cent for ASEAN and we are expecting growth in their steel use over those periods of 
time to grow only slightly faster than those GDP growth rates. 

Now in the past few years arguably, or certainly, those economies weren’t at their 
inflexion points so of course steel demand was going to grow more slowly.  Now when 
you more to the inflexion points steel demand grows faster.   

The demand growth rates I’ve quoted and that make up that chart are nothing like the 
growth rates that we saw for China - I think the China story was extraordinary – but the 
growth rates that we are projecting forward for these other economies are certainly not 
inconsistent with their growth rate, they are entirely consistent with their level of 
development today and into the period to 2030.  So I am actually pretty confident about 
those. 

 

ANDREW HARDING: 

 

Look, we have got contingency plans for just about everything in Rio Tinto.  The way we 
deal with issues around iron ore growth - and globally what would you do? – is anyone of 
our investments looks at a central case and an upper or lower performance in a whole 
heap of metrics and then we look at how successful that investment would be in those 
circumstances, and that’s part of the decision-making process that we undertake. 
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The reality of this amazing suite of assets is the decision we’ve made to invest to go, the 
infrastructure of the 360, is a great decision.  So it’s sustainable under all the 
extraordinarily bad situations, in which case you wouldn’t be sitting in the room worried 
about what I was doing sort of scenarios.  They are very, very robust plans.  But we do 
test them, not at any optimistic view, we test them at quite pessimistic views and make 
the decisions when we actually go through quite a robust analysis of those various 
scenarios. 

We do have contingency plans if short-term things happen, geopolitical issues that cause 
disruptions, the possibility – I’m not talking war but unfortunately if we have got an issue 
or something like that – we have got full blown contingency plans about how you actually 
manage the business through short, medium and longer term disruptive events, and 
completely documented and ready to roll in the unfortunate and very unlikely 
circumstance that was actually required. 

How does the utilisation increase translate to a value point of view?  Well, I talked in the 
speech about some of the cost improvements that we can get from the loading, haul and 
the drill point of view.  So the data is there but the reality, the investment in incremental 
automation, is all argued from a capital point of view around generating a NPV – net 
present value – so it has to add value or we don’t actually do it. 

That’s a wonderful place to be because it’s actually a defining difference between us and 
anybody else in the industry, probably not just the iron ore industry but the mining 
industry in general, is because we’ve actually made the large investments in the past, 
which themselves had attractive NPVs, we’ve actually done the large-scale capital 
investment to build a platform that we can now add incremental value to.  

So now we are adding incremental automation from a truck point of view.  We don’t have 
to go through the whole development phase and very shortly we are doing the same thing 
with drills, very shortly have the same situation organised from an AutoHaul point of view 
and then you can incrementally expand your automation.   

The really interesting thing that sort of comes from your question is not only do we get an 
overall NPV from each one of those decisions but the decision is a micro-decision for us 
from now on.  It’s not a massive decision where you are looking at the fundamentals and 
saying, should I really be putting this into a rather dwindled pool of capital and should I be 
putting that into a major play on automation vis-à-vis building a new mine or something 
like?  We are actually making quite small decisions that rapidly advance our automation. 

The fascinating thing for me about that is what we get, what we thought you’d have when 
we invested in automation, is we thought we would be in a position where we would be 
several years in front of our competitors.  That’s what happens, competitive advantage 
lapses fairly quickly in the modern world but the reality is because of the timing and the 
cycle I think that could be considerably longer, probably three times longer than that, a 
decade of competitive advantage and we’ll just continue to steam ahead.   

So I think it’s a way bigger opportunity than just looking at some small cost savings or 
anything like that, it’s a massively big competitive advantage for us.  It will disappear one 
day but I might well be retired by the time that it actually disappears.  Thank you very 
much for that question. 

 

QUESTION:   

 

Andrew, I just want to circle back to a comment you answered just a little while ago and 
also to come back to a comment that Sam made at the Results in August.   
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If I got your quote right, you were very considered with your wording, and you said the 
tonnes to 360 would be very carefully and very thoughtfully brought on.  And Sam made 
the comment in regard to 360 that you would be running the business for maximising the 
blend versus maximising volume - I think was something to that nature.   

That’s quite different rhetoric to what we’ve heard over the last 6 months written in the 
press and we have heard around the market.  You’re sending me a message.  Are you 
sending me the message that the market growth rates are slower and it’s harder to shoe-
horn these tonnes in or what are you trying to tell me? 

 

ANDREW HARDING: 

 

What we are doing with the Nammuldi Incremental Tonnes – NIT 1 and 2 – and ultimately 
Silvergrass is their impact on the Pilbara blend is actually to maintain quality in the main.  
There is some incremental tonnage that’s attached to it, so while it has some growth 
aspect to those various projects they’re mainly being pursued for maintenance of the 
premium product blend that we actually put into the market place.   

 

QUESTION:   

 

Okay.  And just another question you answered before on the production outlook, I am 
not looking for guidance but just looking back at what you’ve done historically.  
Businesses creep and particularly manufacturing businesses and if I look at alumina or 
aluminium 2 per cent is a kind of ballpark number over long periods of time.  You are 
becoming more manufacturing based.  Should I think about your manufacturing process 
as creeping at some rate, be it 2 per cent or 1 per cent, is that how I think about the 
outlook for this business creep? 

 

ANDREW HARDING: 

 

So now we are in the realm of theory.  As I said earlier when answering a somewhat 
similar question, what I am focused on now is getting us to 360 and that will take a 
number of years going forward before we are actually there.  When we get to 360 we will 
be testing the business and we will be pursuing de-bottlenecking.   

I am reticent to actually suggest any version of creep that you would be putting in your 
models and I imagine that you need to or in fact want to do that, but I am not in a position 
that I am ready to do that at this stage.  I want to get to the 360 mark later in the decade 
and then we can take it from there.  Thank you. 

 

QUESTION:   

 

Thanks for all the detail on the view on the steel demand outlook.  I am interested in your 
thoughts on the Chinese iron ore supply outlook, I think Bold mentioned 280 Mt of 
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domestic iron ore production at the moment, whether you see that changing materially 
given cost pressures or grade pressures and environmental issues, that sort of thing? 

Then secondly a question on IOC, the cost target of $30 a tonne.  Already the costs down 
there 25 per cent or so year on year and another big step expected.  If you are able to 
provide perhaps a little more detail on how you are going to achieve another 25 per cent 
reduction in the costs there?  Thanks. 

 

ANDREW HARDING: 

 

Yes, no problem.  We will go to Bold actually.  That’s a good point on mine supply. 

 

BOLD BAATAR: 

 

Of the 280 Mt about 120 Mt is sitting within the largest, SOE captive mines of steel 
production, that is not going to exit the market, which leaves us with roughly incremental 
of 160 Mt.  We would say, we said at the current prices there is about 45 Mt that is likely 
to exit the market, out of which I would assume less than half is from domestic iron ore 
production. 

 

ANDREW HARDING: 

 

Look, from an IOC point of view the single biggest thing we can do at IOC to affect the 
costs is actually the volume.  It has got quite a lot of fixed costs in it.  I am not for a 
second saying there’s not a comprehensive programme actually addressing a lot of the 
cost of materials, labour, productivity and all those sort of things but volume actually 
helps an enormous amount, which is why I was at pains to push through the volume 
increases that we have just seen and that we are likely to see in the very near future. 

That all said, we have got this big programme that’s actually running.  There has been 
honestly a reduction in employees, it’s never pleasant but it’s a reality of life.  We have 
actually seen a massive reduction in overtime, it’s an overtime based operation, and we 
have seen many, many successful projects around containing costs by employee 
engagement which are just too numerous to actually mention.  But that kind of whole 
package of things is what actually allows us to comfortably see that style of improvement 
at the operation. 

 

BOLD BAATAR: 

 

Andrew, just maybe to add, if I could clarify a point? The reason why we are not seeing 
all of the incremental difference in that 160 Mt exiting the market is the number of mines 
that are significantly inland in China, which would make the seaborne iron ore less 
competitive in Inner Mongolia and in inland China. 
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QUESTION: 

 

Thanks Andrew.  I appreciate what you were clarifying earlier with the incremental 
tonnage and maintaining the Pilbara Blend.  Just clarifying there is no pressure on strip 
ratios, mine plan designs, operating costs that are some sort of trade-off in that optimising 
of the blend that will affect the unit costs at any point going forwards? 

 

ANDREW HARDING: 

 

No, I can comfortably say that.  I would like to give you more context, but other than 
saying “no” I think that’s the case. 

 

QUESTION:   

 

A couple of questions.  Just coming back to demand in India and maybe explore India a 
little bit more with regard to where their steel production is going and when they might be 
a net importer, if at all, and in that context perhaps where, when and if Orissa would ever 
fit in strategically? 

And a second question with regard to Greg, you mentioned about T&I and the new 
technologies applying to iron ore and the haul trucks and a lot of sensor points, and you 
also mentioned about applying that to fixed planned elsewhere in the group.  Could you 
talk a little bit about whether or not that can be – it is a little bit off the top – but maybe 
applied to the aluminium smelters and what kind of uplift might be there from applying to 
a hot metal business?  Thank you. 

 

VIVEK TULPULE: 

 

We have Indian steel consumption today at around 80 Mt and a growth rate of 7½ per 
cent.  That almost triples over a 15-year period.  Now the question is where does the iron 
ore come from to make those tonnes?   

We see that India itself will be able to supply quite a large fraction of the amount of iron 
ore it needs to produce that steel, but it becomes increasingly difficult through time as 
effectively the ‘low-hanging fruit’ in India diminishes and it becomes harder to access the 
resources because of land use constraints and progressively over time we see India 
becoming more dependent on the seaborne market. 

When I made my presentation I said that of the tonnage increases that we were 
expecting about half of those would come from the seaborne market in time, and that half 
is essentially because we see India in the initial instant at least being able to supply quite 
a lot of its own tonnes.  And of course growth in steel production in Brazil will rely on 
Brazilian tonnes and won’t need to come off the seaborne market, but eventually the 
seaborne market is accessed. 
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ANDREW HARDING: 

 

Okay, thanks Vivek.  Look pretty simply Orissa remains, I suppose the best way to put it, 
as a long-term option and I don’t think there will be anything changing there for long-term. 

Greg, do you want to comment? 

 

GREG LILLEYMAN (Group Executive, Technology and Innovation): 

 

Look, the opportunities around fixed plant are probably even more so than mobile mining 
equipment, the question or point made earlier about manufacturing facilities and the like.  
I mean an aluminium smelter is very much or more like a manufacturing facility.  Next 
week co-incidentally I have got my executive team in Montreal engaging with the 
Aluminium Group.  We will be visiting the Saguenay where I think you have got a lot of 
parallels in the way that the integrated system of hydro facilities and smelters are 
integrated in one.   

We have been exploring an aluminium excellence centre to start tapping in and looking at 
the opportunities across the aluminium smelters and there is already quite a lot of 
automation in some of those smelters, certainly if you go to Kitimat smelter now quite a 
lot of automation in the way the equipment is moved around there.   

So there are absolutely huge opportunities to think about how we can connect much 
better into what’s going on inside a facility and optimise in the case of a smelter the way 
the electrons are converting alumina into aluminium and make sure they are targeting 
absolutely every opportunity. 

 

ANDREW HARDING: 

Thanks for that, Greg.  I actually think I will come back a little bit on the question of 
brownfields and the Nammuldi, NIT 1 and 2 type issues, and if there are any issues 
around costs and that sort of stuff.  The answer at an executive summary level was “no”, 
but maybe there is a bit of thinking I have done since answering the question. 

The brownfields approach is obviously clever from a pushing capital out point of view; to 
put the matter at rest, it doesn’t affect stripping ratios.  If you think about where those 
tonnages are coming from they usually affect haul distance, so there is a little bit more 
haul distance attached to accessing the tonnes, if I were to make a general statement 
which is a little bit of a risk when you actually talking about a whole lot of operations. 

The Nammuldi incremental tonnes accessed by truck early on and then conveyable, no 
issue with stripping ratio, just a difference between haulage between long distance truck 
haulage.  And then the stripping ratio issue from a very long-term, well not very long term 
but medium to long-term, is really about what the impact of Koodaideri will be when it 
comes in 2019-2020. 

So what I’ve said before, the mines are getting older and deeper and you see a small 
every year increase in the stripping ratios to the end of the decade and then as 
Koodaideri comes in you see a quite substantial reset - because it’s a low-stripping ratio 
mine it will be big tonnage.  So that might help when thinking about that entire package, 
when you asked me that question. 
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QUESTION:   

 

There are two questions I just wanted to ask.  The first one, is that money you have got, 
the $194 million at the moment for NIT, is that inclusive or exclusive of the NIW contract 
of $140 million or should we be thinking that as an additional opex on top? 

Then the second question is more about I guess the NPV of the Mine of the Future 
programme.  I remember from a slide that went out before you were saying the 
autonomous trucks really didn’t start making money until version 3 of ‘home run up’ and 
so I was just kind of curious about where you guys are in that now and then also what 
stage you are at in terms of AutoHaul as well and if you have envisaged that getting 
better over time? 

 

ANDREW HARDING: 

 

Okay.  I’ll start with, while I remember it, the Mine of Future stuff.  I might leave the 
AutoHaul one to you, Greg.  

I have got to say this, the autonomous haulage system, there is a lots of auto stuff 
leading to automation, version 3 is a substantial step-up from all the versions that actually 
ran before it and it gave us an opportunity in the main to have much larger fleet so that 
we could actually move to the full mine being under autonomous haulage because you 
could cover a lot more equipment as you are actually doing it. 

I suppose the issue with how I presented the numbers to you is not really reflective of a 
big improvement between that and version 3.  There has been an improvement for it.  
What we have actually done is we have been able to collect the data over a longer 
enough scale that we can look back against the manned operations and I can produce 
validated data that allows you to see what has happened.  It’s not representative of just a 
really neat piece of software that came in and allowed lots and lots of different things to 
happen, so that’s more of what has actually driven our truck improvement information. 

 

GREG LILLEYMAN: 

 

AutoHaul: look, it will be no different from any other technology that’s ever been released 
on this planet.  There will inevitably be improvements as you continue to use the 
technology, use the system, learn from it, reintroduce what you learned back into the 
code, that allows you to optimise any gaps between trains, the way it will traverse up or 
down a hill, the way that it will enter into a loading area at one of the mine sites, the way 
that it presents itself for loading, all of those opportunities.   

Even if we think about it from an energy efficiency perspective about optimising the 
energy saving so that you are reducing fuel on the way through, all of those opportunities 
will not be in sort of release 1, if you like, and it will be an efficient operation on day 1 but 
that will be the start of the opportunities and not the end of them, that’s for sure. 
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ANDREW HARDING: 

 

There is another interesting piece that happened with automation, just to build on 
something that Greg was just saying, is that when you have manned operations 
essentially people report areas in operation that are fairly high level – safety issues get 
reported pretty well – but small interruptions don’t get so and people work around them 
and the figure them out and you never hear about them from a management point of 
view.   

When you actually have an autonomous system the computer stops and it says I’m not 
going to work, and then you have got to do this quite sort of rigorous review of what 
stopped and it takes some time.  At first I used to look at that as this is quite a frustrating 
thing and get slightly hot under the collar with people delivering this; the machine stopped 
for all sorts of reasons or several times or lots.  

But actually what’s happened over a couple of years now is if you think of it not as a 
computer, as a difficulty, but as a learning opportunity that you never get with manned 
operations, to fundamentally understand and continue to improve what’s going on.  So 
what you build in with this automation programme is you capture the learnings that you 
never get to see with a manned operation, so your manned operation just doesn’t 
improve, and that allows you to rapidly improve the capability of the system.  So it starts 
slow and it improves kind of every day because you are just capturing and experiencing; 
it is fundamentally a learning process. 

 

GREG LILLEYMAN: 

 

And you can permanently engineer out whatever the issue is that was stopping it - with a 
thousand different haul truck drivers you will never permanently change all of their 
behaviour in exactly the same way all of the time.  But one computer, put in some code, 
change it, you’ve fixed it forever. 

 

QUESTION:   

 

I have a follow up question.  You have given a lot of detail about 2015 and the longer 
term outlook.  Looking at 2016 in terms of what sort of additional supply do we expect to 
come into the market, I am thinking of the expectation of generally around about another 
100 Mt of low cost supply.  Is there enough of a bounce-back in steel demand to offset 
that or do we see further closure of high-cost capacity effectively being squeezed out of 
the market next year? 

 

BOLD BAATAR: 

 

Sure, you are right, it is about 110 Mt of additional supply coming in.  As we look at some 
of the recent events, today is the Chinese parade and everybody was expecting 
significant drop-offs in price and decrease in volume for the month of August.  Every day 
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now on spot pricing platforms we actually have seen an increase in number of bidders, 
and this started happening since the end of July, and prices have remains stable.   

So what it’s telling us is that is quite a resilient amount of stable steel demand.  I can’t tell 
you what the steel forecast is going to be next year, but assuming where it is today, the 
seaborne side is actually pretty well positioned. 

 

QUESTION:   

 

Perhaps a question for Bold again? One of the features of the iron ore market this year 
has been the high premiums being paid within the Chinese domestic market, which I 
presume is due to the shortage of pellet feed in the market there.  Is that still the case 
today and is that sustainable and how do you think that plays out over the next couple of 
years with prices? 

 

BOLD BAATAR: 

 

Now the shortage side of the feed – look, the Chinese concentrate supply has shrunk and 
there is a high demand for pellets, and as that supply has shrunk of course it is playing 
pretty well for lump.  I can’t tell you exactly what the forecast is going to be on that, but 
we do think that it is actually quite well positioned for lump products and general pellet 
premiums going forward. 

Now we have seen – I think between Europe and China - there are different pellet 
premiums and so the European side is getting higher than China at this point. 

 

QUESTION:   

 

I have just got a question on Baby Hope clays and some of the water issues at Hope 
Downs.  You once told us that what keeps you up at night is water, so in the light of Hope 
Downs 1 following the EIS submissions for I think it is Baby Hope to the south, it is 
indicating that you have got some clay issues that are blocking up and causing issues 
and downtime issues for some of the processing equipment, chutes and things like that.   

Is this the sort of thing that was going to keep you up at night, is this the worst-case 
scenario or other issues around water that you were talking about earlier?  And could you 
give us a bit more of an understanding about what’s happening there and how long this is 
going to take to resolve and is this what we can come to expect when it comes to the Big 
Wet in, say, the first and second quarter like you had? 

 

ANDREW HARDING: 

 

It is always nice to be reminded about what I’ve said previously.  That water issue linked 
to the Hope Downs mine is actually not reflective of my broader water worries that I had, 
and I’ll get to that in a second but we should differentiate the two of them. 
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The reality is there we have got material that doesn’t process in the wet as well as was 
originally thought about from a metallurgical point of view.  One solution that’s possible, 
and there are others, is a blending solution that allows you to actually reduce the effects 
to the point that the material will flow and therefore handle.  That’s kind of the idea that’s 
driving what you seeing play out with those permissions etc that are actually processing 
requests and that sort of stuff. 

When you asked some time ago about what keeps me awake from a water point of view, 
what I’m thinking about is more of the cumulative impacts of not just what Rio does but 
what many operations in the Pilbara are doing and how that plays out.   

There’s a fundamental and reasonable requirement from the community, that their 
expectations rise as to how you actually deal with this, and it drives some of the stuff we 
have done that you would have seen, like not pumping the water out of the mine and just 
pumping it down a river but actually secondarily using it to make hay and value-adding in 
the local community.   

So those were the issues I was talking about more at that time and I can tell you they 
haven’t gone away, they are still there and we are still dealing with them and we will 
continue to deal with them over the much longer term.   

 

QUESTION:   

 

I might have missed it but I am not sure if I got the message that you were trying to give 
earlier.  Is it a case that if you bring the tonnes on too fast you are worried about price 
and therefore value?  Is that the reason - I mean not talking about blending and keeping 
the product strategy? 

And then secondly, it’s a good market, it’s a good business, 60 per cent, 50 or whatever it 
is over the last 60 years, fragmentation is your biggest fear I would have thought to your 
margins and 10 years ago you had two railway lines in the Pilbara, now you have got 
almost four.   

Do you think where we are with capital compression, the price today, is that sufficient to 
deter new entrants now or is it still a risk that we can see more people come in and 
basically destroy this industry?  Because if it goes like the steel industry and fragments 
and you look at their margins, a low single digit, it’s not where you want to take this 
business I wouldn’t have thought, so just your thoughts on the industry as well. 

 

ANDREW HARDING: 

 

Yes, sure.  I might as well deal with the strategic issue first.  Look, I suppose what I think 
is happening, and you can see it actually playing out in the language that’s being used, 
even at federal government/state government level, is that three years ago when I arrived 
there was an absolute belief that the iron ore price was three digits – absolute belief – 
and that was across a lot of industry, governments globally, and it led to lots of people 
deciding that for some reason this was an industry where you could never lose money 
and you never had to be efficient.   

A few people that had been around a long time didn’t necessarily believe that but it was 
very hard to have a say, and the reality is that in a very, very short period of time, and I 
think it is kind of good that it happened in a very short period of time, because what has 
actually happened and people have gone, ‘Oh hold on, there is a gravity effect in this 
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industry’.  The relentless reality that the price isn’t going to let everybody into the market 
and produce whatever you want because it’s not just sustainable, and you can see that 
language playing out.  Everyone has come around to it. 

I always worried even about the term, the new normal, coming in because you see 
people thinking – we are talking about the new normal before the price even came down 
close to where it is now – and I am not going to make statements about price as you 
know, but the reality is if you look back at long-term averages and that, this is a pretty 
good situation that we are actually in. 

The new normal – I think Vivek was talking about a transition to a new normal and it’s not 
that we had arrived at it or anything like that – that thinking is actually because of the 
amount of pain that was caused by such a sudden shift in the price for a whole lot of 
reasons we now all understand and no-one really predicted, although we had actually 
built in reversion-to-mean type concepts in our approvals, that’s just what you get taught 
to do, it’s quite miserable actually but that is what you get taught to do, so that had played 
out.   

You just see that with lots of people who had not as much experience in the industry or 
none, they just looked at these amazing profits and thought ‘I’ll just have some of that and 
there is no way I can lose’, and the people that have gone ‘there is no way I can lose’ 
actually feel now they can lose and some of them have lost big time.   

So I think that thinking will cause the market to become more rational in its behaviour and 
in some ways I think the short sharp change actually, while I like a high price better than 
a low price let’s be honest, the reality is that actually making people think more practically 
and sensibly about the industry. 

I am not quite sure what I am going to do about trying to actually be more clever at subtly 
messaging, but when we looked at how we expand the business we think about every 
tonne we put into the market will actually have a depressing impact on the price.  It’s not 
in isolation.  We consider the value of a project.   

If we introduce 10 Mt we think about the impact on the whole 300 Mt and something we 
are producing at that moment in time, and then we look at the impact it has through 
simulation on the entire industry as much as we are able to tell because we don’t have 
infinite data but we have collected good data over time.  We think that’s how we make 
decisions to make investments. 

Now the other side of the curve, when you think infrastructure, is if the structure doesn’t 
come in neat 100 Mt packets or 10 Mt packets you basically have got to buy yourself a 50 
Mt dumper or you have got to build a wharf and if you are going to put a wharf in, in our 
business it’s 100 Mt or ‘don’t get out of bed’ type scenarios.  So you have to put all those 
things together before you make consideration about how you actually expand from a 
market point of view. 

Infrastructure is quite lumpy, mines are lumpy but not quite as lumpy, and the reality is I 
was pointing out that the Silvergrass investment and the NIT 1 and 2 investments are 
being driven by our desire to maintain a product premium, that’s the first thought that 
actually comes in.  It comes with volume because the two kind of aren’t linked, so you 
can’t just unlink them and consider one out of the other, but if you are thinking about what 
it does as the most beneficial thing on a list of beneficial things, that’s the most beneficial 
thing it actually does.   
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QUESTION:   

 

Bold, the market been fascinating with the iron ore price, not least in April, and I think it 
was April 2 and beginning late June the plunges in price.  Can you just give me some 
thoughts about what drove that?  Is that normal or was there anything untoward and how 
should we think about that going forward?  

And then, Andrew, I come back to you, sustaining capital sort of circa 5 to 6 bucks; a long 
time ago it was more like 1.   I am not suggesting you are going to get back to 1, but 5 or 
6 still seems too high.  You are one of the best at cutting and driving and grinding, and 5 
or 6 just doesn’t sound right. 

 

ANDREW HARDING: 

 

Look, from a sustaining capex point of view, and the answer can’t be too short, the reality 
is if you are thinking about maintenance of what’s already there, not maintenance of 
depletion so building a new mine, for the sustaining capex there is no actual recipe/rule 
book for actually how you do it - you’ll know if you spend too much and you’ll know if you 
spend too little.   

If you get really good at it you figure out how to prioritise over time, you build up a data 
base and you start making better and better decisions, which is why with long life 
operations with lots of history, like us, we are getting quite good at it and we get better 
and better at it.   

If I was thinking of that sort of capex I wouldn’t be thinking 5 to 6 bucks, I would be 
thinking 4 to 5 bucks going forward.  1 buck is not in my plans for the future; it maybe in 
Sam’s plans for my performance payment but it is not in my plans. 

 

BOLD BAATAR: 

 

I remember July 1 because that was my first day in the job.  The Dalian had closed.  It 
was down for more than 4 per cent every day and it reached its every down limit and it 
was forced to close after Shanghai plunged for three consecutive days, and the Dalian 
Commodity Exchange has influenced the Platts and financial environment. 

So what we have seen is that despite the healthy number of bidders, people were then 
coming with the lower sentiment and there was a panic in the market, if you recall.  The 
beginning of July was the period where the Chinese Government started introducing a lot 
of measures to arrest the fall, including short selling and preventing management from 
selling, and basically saying to 800 companies you cannot sell shares. So that was the 
beginning of the tighter regulation.   

If you go back to April, that was I believe a first time when the PMI started coming in a bit 
softer, especially on the Hang Seng or the HSBC Index, and that was more fundamentals 
driven and just the fact that there is going to be a bit of softer steel demand. 

What is interesting was that the end of July and then the recent August drop-offs in 
Shanghai has not driven the drop-off in Dalian at all and we continue to observe every 
day what is going to happen and Dalian held steady on the spot side and did not translate 
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into any panic on the physical and the physical actually remained very strong with a very 
large number of bidders and prices slightly down, but it has crept up by the end of the 
week.  So going forward, I don’t have a crystal ball, it is kind of my take on what 
happened. 

 

ANDREW HARDING: 

 

Thanks very much for that, Bold. 

Look, thank you very much for the questions, lots of different topics and some quite sort 
of challenging ones there. 

I have just three takeaways as you are leaving the room.  The first one is we are moving 
from a business that has had the focus on grow quickly and optimise and reduce costs 
and we are moving to a business that’s really around productivity and cost driving going 
forward, so lots of single-minded focus on that.   

And it’s really about people, people, people, people.  I have given you examples; this is 
not HR nonsense.  HVIs are worth ten of millions of dollars to us apiece – high value 
initiatives – and we are going to do lots of them and then we are going to do the small 
stuff as well, and we have been, so we have got a track record of doing it. 

The second thing is there is an automation gap.  It is going to be there for a lot longer 
than I thought and it makes me smile.   

The third thing is I want to reaffirm my commitment and belief that about a billion tonnes 
by 2030 is a damn good estimate and I think it is the best one out there. 

What Vivek articulated so beautifully to us is in a microburst of the information that is 
available to him to come to that recommendation you saw a tiny, tiny fraction of the work 
that Rio Tinto has done to actually support that one-liner statement about the size of the 
market in 2030.  There is a significant amount behind that, that you don’t even get to see, 
a tip of the iceberg sort of concept. 

So those are the three things that I wanted to leave you with.  Thank you very much for 
coming along, I have really enjoyed the experience and we’ll catch up again at a later 
date.  Thank you. 

 

 

(End of Q&A Session) 

 

 


