
 
 

Freeport-McMoRan 
2Q2016: neutral for the stock, hope for better 2H16 
 
 Freeport-McMoRan (NYSE: FCX) reported 2Q16 results. The 

company’s revenues amounted $3334m in 2Q16, down 5% QoQ and down 15% 
YoY affected by weaker gold volumes (down 22% QoQ). Net loss totaled $479mn 
for 2Q16. Impairment of properties reported at $291m comparing to $3787m in 
1Q16 and $2686m a year ago. Production and delivery costs were 8% up QoQ 
and 12% up YoY in 2Q16. The company reported completion of asset sales, 
including 13% interest in Morenci for $1bn, Timok Exploration project for $0.13bn, 
O&G royalty interest for $0.1bn and other land sales for $0.06bn. The total ‘asset 
sale and other’ brought $749mn in cash. On the positive side Cerro Verde 
increased copper sales to 270m lbs in 2Q16 vs 97m lbs a year ago, contributing 
into unit cash cost reduction to $1.22/lb in 2Q16 vs $1.87/lb a year ago. Copper 
sales were down just 1% QoQ at 1.1mn lbs. FCX adjusted EBITDA was $966mn 
in 2Q16 including $73mn on discontinued operations of African subsidiary Tenke 
Fungurume (agreed to be finally sold in 4Q2016 for $2.65bn). Average realized 
copper price was slightly above our expectations at $2.18/lb ($2.10/lb expected). 
Realized gold price reported at $1292/oz ($1230/oz).  The results are neutral for 
the stock, in our view, as the annual projections are driven by 2H16 plans.  

 The company still has to deliver projected FY2016 figures. The 

company plans to achieve copper production of 5mn lbs (up 22% YoY) and gold 
production of 1.7m ozs (up 36% YoY) in FY2016. FCX targets copper sales at 
1.3bn lbs in 3Q16 (up 17% QoQ), and 1.4bn lbs in 4Q16 (up 27% vs 2Q16). Gold 
sales should fo up 163% QoQ to 410k ozs in 3Q16 and to 955k ozs in 4Q16 to 
reach the targeted sales figure. The company plans to keep flat molybdenum 
sales QoQ and slightly decrease oil and gas sales in 3Q and 4Q 2016. The unit 
cost projections by the company are $1.06/lb of copper and $15.5/BOE of oil for 
FY2016. FCX also expects higher oil price at $48/bbl, copper price at $2.25/lb 
and gold price at $1300/oz in 2H16 that will drive the operating cash flow to 
$4.5bn for FY2016. We expect slightly lower product prices and keep our 
forecasts unchanged as well as indicative 12M price range $10.2-16.8.  

 High debt level remains the main challenge for FCX. The total 

FCX debt stays at $19.3bn at the end 2Q16. In 2016 FCX negotiated a number of 
private debt-for-equity transactions for the total face amount of $369m of bonds 
exchanged for 28m shares of FCS stock. The annual interest savings amounts 
$17mn. O&G business restructuring and higher copper and gold production 
volumes in Indonesia in 2H16 should improve the situation. The recently 
announced stock issue plan for $1.5bn might be more efficient for FCX 
deleverage.  Gold and copper volume growth and unit cost decrease are two 
major drivers for FCX stock performance in 2H16, in our view.  
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Description:  

Freeport-McMoRan is the world’s largest publicly 
traded copper producer, with an asset base 
diversified in gold, silver, cobalt, molybdenum. The 
company has assets located in North and South 
America, Africa and Indonesia. The company 
holds a portfolio of oil and gas assets in the US. 
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Figure 3: FCX quarterly results - comparisons 

 
2Q16 1Q16 QoQ 2Q15 YoY FY2015 

FY2016 – 
FCX est 

Sales 
       

Copper, mn lbs 1111 1123 -1% 964 15% 4070 5000 

Gold, 000' ozs 156 201 -22% 352 -56% 1250 1700 

Molybdenum, mn lbs 19 17 12% 23 -17% 89 76 

Oil and gas, MMBOE 12.4 12.524 -1% 13.1 -5% 52.6 47.4 

Price 
       

Copper, $/lb 2.18 2.17 0% 2.71 -20% 2.42 2.25 

Gold, $/oz 1292 1227 5% 1174 10% 1129 1300 

Molybdenum, $/lb 8.34 7.61 10% 9.51 -12% 8.70 6 

Oil, $/bbl 32.7 23.79 37% 50.04 -35% 57.11 48 

Net unit cost 
       

Copper, $/lb 1.33 1.38 -4% 1.5 -11% 1.53 1.06 

Oil and gas, $/BOE 15 15.85 -5% 19.04 -21% 18.59 15 

Revenues, $mn 3334 3527 -5% 3938 -15% 15877 
 

Operating income, $mn 18 -3876 
 

-2421 
 

-13382 
 

Impairments, $mn 291 3787 
 

2686 
 

13144 
 

Operating cash flow, $mn 874 740 18% 1069 -18% 3220 4500 

Total debt, $mn 19319 20777 -7% 
  

20428 
 

Capex, $bn 0.833 0.982 -15% 1.661 -50% 6.35 3.1 

Mining 0.441 0.459 -4% 0.855 -48% 2.4 1.7 

Oil&Gas 0.392 0.523 -25% 0.806 -51% 3 1.4 

Source: Company data, Hypothesis Research estimates 
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Analysts certification and disclaimer 

This report has been prepared and issued by Hypothesis Research Limited (“Hypothesis”) in accordance with Hypothesis 
policies for managing conflicts of interest arising as a result of publication and distribution of investment research. 
Hypothesis is an appointed representative of Blackheath Capital Management LLP, which is authorised and regulated by the 
Financial Conduct Authority (“FCA”). This report has been prepared by the analyst whose name appears on the front page of 
this report. 
The information contained within the report is intended for use by professional clients and eligible counterparties as defined 
in section 3 of the FCA Conduct of Business rules. Our research must not be acted on or relied upon by persons in the UK 
who would be categorised as retail clients. 
The report must not be distributed in any other jurisdictions where its distribution may be restricted by law. Persons into 
whose possession this report comes into should inform themselves about, and observe, any such restrictions. 
All information used in the publication of this report has been compiled from publicly available sources that are believed to 
be reliable, however we do not guarantee the accuracy or completeness of this report. Opinions contained in this report 
represent those of Hypothesis and the analyst at the time of publication.  
Hypothesis does not offer or provide personalised advice. The information provided is not intended to be, and should not be 
construed in any manner whatsoever as, personalised advice as it does not have regard to the specific investment 
objectives, financial situation and particular needs of any specific person who may receive this report. The information 
provided by us should not be construed by any subscriber or prospective subscriber as Hypothesis’ solicitation or 
inducement to buy, sell, subscribe, or underwrite any securities mentioned in this report. Investors should make their own 
investment decisions based upon their own financial objective and resources. 
Hypothesis has a restrictive policy relating to personal dealing. Hypothesis, its respective directors, officers, employees and 
contractors do not hold any positions in the securities mentioned in this report. Hypothesis may perform services or solicit 
business from any of the companies mentioned in this report.  
The value of securities mentioned in this report can fall as well as rise and may be subject to large and sudden swings. In 
addition, it may be difficult or not possible to buy, sell or obtain accurate information about the value of securities mentioned 
in this report. Past performance is not necessarily a guide to future performance. Forward-looking information or statements 
in this report contain information that is based on assumptions, forecasts of future results, estimates of amounts not yet 
determinable, and therefore involve known and unknown risks, uncertainties and other factors which may cause the actual 
results, performance or achievements of their subject matter to be materially different from current expectations.  
To the maximum extent permitted by law, Hypothesis, its affiliates and contractors, and their respective directors, officers 
and employees will not be liable for any loss or damage arising as a result of reliance being placed on any of the information 
contained in this report and do not guarantee the returns on investments in the products discussed in this publication. 
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