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Executive Summary

This report estimates the economic impacts associated with the current and potential
development of the iron ore industry in Labrador under four scenarios, as outlined in Table
ES-1. The projects considered in the base case are IOC, Wabush, Tata’s DSO and Labrador
Iron Mines, while the other scenarios consists of a combination of expansions to IOC,
Alderon, LabMag and Julienne Lake with variations in production and the existence of
pelletizing. The purpose of the report is to generate a series of economic simulations that
illustrate the significant economic impacts of iron ore mining developments in Labrador. This
includes economic impacts on employment, incomes and taxation. Each of the scenarios
analyzed in this report are briefly described in the Table ES-1 below:

Table ES-1
Project Scenarios

Base Scenario 1 Scenario 2 Scenario 3

Average annual production 26.0 MT 41.0 MT 62.3 MT 81.1 MT

Each of the project scenarios were further analyzed from 2011-2031 utilizing the three
commodity price cases:
Table ES-2
Iron Ore Pricing FOB Sept Iles, Quebec

Company Concentrate Pellets
Low $85 $115
Base $100 $130
High $115 $145

The detailed results of the analysis undertaken in this study are provided in Tables ES3 and
ES4.

The analysis indicates that the forecasted capital and operating expenditures under each of the
scenarios analyzed will have a significant impact on the economy of Newfoundland and
Labrador. The Base Case, consisting of projects currently operating or under construction
will have estimated expenditures of $40 billion over the next twenty one years including $7.5
billion in estimated capital expenditures and $32 billion in operating expenditures. Under
Scenarios 1, 2 and 3, projected expenditures increase significantly to $60 billion, $84 billion
and $123 billion, respectively. Should all projects proceed as described in Scenario 3, the
iron ore industry in Newfoundland and Labrador could generate an incremental increase of
$80 billion dollars in expenditures over anticipated current levels of expenditures.

Each of the projects analyzed contain assumptions on the ability of Newfoundland and
Labrador to supply labour and goods and services required during construction and
operations. The assumptions used may be considered conservative and range from 60%-70%
for labour during construction and 25%- 45% for materials, goods and services.

September 2012



CIMFP Exhibit P-00069

Economic Impact Analysis of Iron Ore Mining Industry in Labrador — 2011-31

Page 5

11

Table ES3
Capital Cost Scenario Comparison ($M)

Parameter Base Scenario 1  Scenario 2  Scenario 3
Capital Cost

Capital cost (total; SCDN) $7.441 $12,408 $20,747 $33,523

Capital cost (avg annual; $CDN) $354 $591 $988 $1,596
Operating Costs

Operating cost (total; SCDN) $32,265 $47,713 $63,777 $89,636

Operating cost (avg annual; 1 SCDN) $1,536 $2,272 $3,037 $4,268
Total Costs

Total cost (total; SCDN) $39,706 $60,122 $84,524 $123,160

Total cost (avg annual; $CDN) $1,891 $2,863 $4,025 $5,865

The Base Case consisting of current mining projects in Labrador is already having significant
impacts on employment, incomes and taxation. Using a $100/t commodity price for
concentrate and $130/t for pellets, current mine developments and anticipated levels of
production and capital expenditures in the iron ore mining industry will generate more than
157,000 person years of employment in Newfoundland and Labrador over the next twenty
one years including 62,000 person years of direct employment. On an annual basis, current
mining activities should grow to support 7,500 person years of employment on average
including 3,000 direct person years of employment. Correspondingly, current mining
operations will also generate more than $20 billion in incomes ($1.0 billion annual average),
$53 billion in GDP ($2.5 billion annual average) and $9.0 billion in Taxes ($0.4 billion annual

average).

The scenarios described in Table ES1 are based on a series of assumptions affecting the
production of concentrate and pellets and capital and operating expenditures brought about
through a series of expansion activities. The economic impacts resulting from expansion
activities are substantial. Total employment could increase from 157,000 person years of
employment in the Base Case to 237,000 (11,000 PYs on average) person years of
employment under Scenario 1, 333,000 (16,000 PY's on average) person years of employment
under Scenario 2 and 515,000 (24,500 PY's on average) person years of employment under
Scenario 3. Investments in Scenario 3 could generate an incremental increase of
approximately 358,000 person years of employment. Similarly, total Newfoundland and
Labrador incomes could rise from $20 billion under the Base Case to $30.0 billion under
Scenario 1, to $40 billion under Scenario 2 and $58.0 billion under Scenario 3 for an
incremental increase of $38 billion over the next twenty years.

Based on the range of iron ore prices described in Table ES2, the Base Case iron ore industry
in Labrador is expected to generate an estimated $9.1 +/-1.3 billion ($0.4 +/- $0.1 billion
annually average) in total taxes paid to government over the next twenty years. Operating
under Scenario 1 treasury impacts could increase to $13.7 +/- $2.4 billion ($0.7 +/- $0.2
billion annual average), $24.6 +/-$5.0 billion ($1.2 +/- $0.3 billion annual average) under
Scenario 2 and $25.9 +/-$5.4 billion ($1.2 +/- $0.5 billion annual average) under Scenario 3.
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Impact Summary, All Scenarios

Table ES-4

Period Totals and Annual Averages (2011-31)

Total 2011-2031

Annual Average 2011-2031

Scenario Base | Scenario 1 Scenario 2 Scenario 3 Base | Scenariol | Scenario 2 Scenario 3
Employment (000’s PY)
Direct Employment 62.0 92.1 118.8 173.1 3.0 4.4 5.7 8.2
Indirect Employment 50.4 78.3 124.8 212.1 2.4 3.7 5.9 10.1
Induced Employment 453 67.4 89.1 130.0 22 32 42 6.2
Total Employment 157.7 237.8 332.7 515.2 7.5 113 15.8 24.5
Total Income ($ Billion) $20.6 $30.6 $40.2 $58.5 | $1.0 $1.5 $1.9 $2.8
GDP ($ Billion)
GDP from Income $20.6 $30.6 $40.2 $58.5 | $1.0 $1.5 $1.9 $2.8
GDP from Production
$85/$115 $24.5 $35.8 $63.2 $85.8 | $1.2 $1.7 $3.0 $4.1
$100/$130 $32.5 $48.4 $82.6 $111.1 | $1.5 $2.3 $3.9 $5.3
$115/$145 $40.4 $61.1 $101.9 $136.4 | $1.9 $2.9 $4.9 $6.5
Total GDP
$85/$115 $45.1 $66.3 $103.4 $1443 | $2.1 $3.2 $4.9 $6.9
$100/$130 $53.0 $79.0 $122.8 $169.6 | $2.5 $3.8 $5.8 $8.1
$115/$145 $60.9 $91.6 $142.2 $1949 | $2.9 $4.4 $6.8 $9.3
Taxes ($ Billion)
Direct Taxes
$85/$115 $5.9 $8.3 $15.6 $14.5 | $0.3 $0.4 $0.7 $0.7
$100/$130 $7.1 $10.7 $20.5 $19.7 | $0.3 $0.5 $1.0 $0.9
$115/$145 $8.4 $13.1 $25.5 $252 | $0.4 $0.6 $1.2 $1.2
Indirect Taxes $0.4 $0.6 $0.9 $1.6 | $0.0 $0.0 $0.0 $0.1
Induced Taxes $1.6 $2.4 $3.1 $4.5 | $0.1 $0.1 $0.1 $0.2
Total Taxes
$85/$115 $7.9 $11.3 $19.7 $20.6 | $0.4 $0.5 $0.9 $1.0
$100/$130 $9.1 $13.7 $24.6 $259 | $0.4 $0.7 $1.2 $1.2
$115/$145 $10.4 $16.1 $29.6 $31.3 | $0.5 $0.8 $1.4 $1.5
Equivalent in cents per Kwh
Income Tax Benefits $85/$115 46.6 48.3 52.6 49.7
Income Tax Benefits $100/$130 49.2 51.6 57.8 53.2
Income Tax Benefits $115/$145 51.9 54.8 63.0 56.9

As impressive as these estimates are, it is also worthy to highlight that iron ore industry is
already one of the largest sources of employment and revenues for business in Newfoundland
and Labrador. In particular, its operations represent one of the few significant sources of
employment and earnings outside of the Avalon Peninsula. The development, construction
and ultimate operation of the iron ore projects described in this analysis will require
substantive investments in supporting human resources and capital infrastructure. Appendix
A and B contain detailed industry estimates of employment and sales for Newfoundland and
Labrador workers and businesses.
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1.0 Introduction

This report has been prepared by Dr. Wade Locke and Strategic Concepts, Inc. (SCI) and on
behalf of the Department of Natural Resources, Government of Newfoundland and Labrador.
The purpose of the report is to generate a series of economic simulations that illustrate the
significant economic impacts of iron ore mining developments in Labrador. This includes the
economic impacts on employment, incomes and taxation and thee equivalent value in terms
of cents per Kwh. The report also analyzes the cumulative and incremental increases in key
economic indicators that could potentially be generated in the province based on new projects
coming on line, various expansion scenarios and alternative commodity prices.

The cash flow projections, used as a base for the economic impact model, were developed by
Dr. Wade Locke and SCI for four distinct capital investment profiles/operating expenditure
configurations. The projects included in these scenarios are described in Section 1.2.5.

The study estimates the impacts on Newfoundland and Labrador economies for the period
from 2011 to 2031. A price sensitivity analysis was completed to illustrate total and
incremental impacts commodity prices have on taxation and GDP. The range of prices used
in the analysis is contained in Table 1 below

Table 1
Iron Ore Pricing FOB Sept Iles, Quebec
Company Concentrate Pellets
Low $85 $115
Base $100 $130
High $115 $145

Estimates of the economic impacts from 2011 mining operations were used as a reference
year and formed the basis for developing the parameters used to estimate the economic
impacts from iron ore development on a go-forward basis.

1.1 Study Objectives

The objective of the study is to quantify the economic impacts associated with iron ore
activities in Labrador on current and expanded production levels over the next twenty years.

The economic impacts associated with current and expanded mining activities were analyzed
from two perspectives:

1. The economic effects, which drew from the detailed cash flow projections by area of
operation and by type of expenditure (e.g., labour, major consumables, etc.) to estimate
impacts on employment, income, and GDP on the broader economy by measuring their
direct, indirect and induced impacts; and

2. The provincial treasury, which measured direct, indirect and induced taxation effects felt
by the Government of Newfoundland and Labrador.
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1.2 Background

This section of the report sets the context for the results of the economic impact analysis. The
scenarios analyzed are described in Table 2 below

Table 2
Project Scenarios

Base Scenario 1 Scenario 2 Scenario 3

Average annual 26.0 MT 41.0 MT 62.3 MT 81.1 MT
production

Iron Ore Company of Canada

The Iron Ore Company of Canada (IOCC) started producing iron ore from its Carol Lake
(Labrador West) project in 1962. Canada’s largest iron ore pellet producer operates several
open pits, a concentrator, a pellet plant at Carol Lake, port facilities in Sept-Iles, Québec, and
a 420-kilometre rail line that links the mines and the port.

IOCC Concentrate Expansion Program

In 2008, IOCC announced a 3-phase Concentrate Expansion Program (CEP). Phase I and II of
CEP are largely focused on “de-bottlenecking” the current IOCC production platform. Phase I
of the expansion is currently undergoing operational testing. Phase II construction will

continue through 2012 with commissioning expected by Q1, 2013. Phase III is likely to enter
environmental assessment in 2012, and will involve construction of a new 6 mta concentrator.

IOC Labrador West Strategic Development

The Iron Ore Company of Canada is studying the feasibility of expanding concentrate
production to 50 million tonnes or more annually. Plans are at an early stage, hence detailed
timelines and capital cost estimates are not yet available. Construction and operational
employment would be significant if it proceeds. The project would likely proceed in phases,
with first production from early phase(s) if sanctioned expected by 2017. Each phase, based
on limitations of concentrator throughput is likely to add 8 mta to output,

Wabush Mines

Wabush Mines consists of an open pit mine producing iron ore for a concentrating plant at
Wabush, and a pellet plant and shipping facilities in Point Noire, Quebec. Wabush Mines is
100 % owned and operated by Cliffs Natural Resources Inc.

Wabush Mines produced about 3.5 million tonnes of iron concentrate in 2011. Employment
at the mine site is approximately 500.

Labrador Iron Mines Ltd.

Labrador Iron Mines Ltd. (LIM) is the first new iron ore producer in the province since 1965.
LIM mines seasonally, shutting down from November to May, and is ramping up to 2 million
tonnes/ year production. LIM are mining ores amenable to direct shipping with minimal
processing. Ore is shipped from the Menihek area to Sept Isles via rail.

Alderon Iron Ore Corp — Kami Project
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Alderon Iron Ore Corporation (Alderon) is developing the Kamistiatusset (Kami) iron ore
project in Labrador West. The project is located 5 km southwest of Wabush Mines.

A 2011 preliminary economic assessment suggested that the project can economically support
an operation that would produce 8 million tonnes of iron concentrate per year grading 65.5%
iron and the mine would have a life of 15 years. The assessment was based on one of three
separate iron ore deposits on the Kami property. Further resource statements and final
feasibility studies will include one or both of the remaining two deposits and will contemplate
expansion to 16 mta.

Alderon registered the project with provincial and federal environmental regulators in
October, 2011 and the company is currently preparing an environmental impact statement.
The company expects to complete a definitive feasibility study for the project by Q3, 2012.
Mining is planned to start in Q3, 2015. Alderson announced major investment from Chinese
steel maker Hebei in April 2012, suggesting that the project is well on track to become a
mine.

Tata Steel Canada - Labmag Project

This project is undergoing feasibility studies in conjunction with the adjacent Kemag project
in Quebec. This is a major taconite iron ore project in the Menihek district. Early stage plans
envision a mine producing 22 million tonnes annually. Pelletizing will be required and will
require additional power if conducted in Labrador. The feasibility study is to be completed in
Q4, 2012.

DSO New Millennium Capital (TATA Steel)

In September 2010 New Millennium and Tata Steel announced a Joint Venture (“JV”)
agreement, whereby Tata Steel would arrange funding for up to CDN $300 million to cover
capital costs associated with the DSO iron ore project in Labrador to earn its 80% share of the
JV and commit to take 100% of the DSO project’s iron ore products of specified quality, at
world market prices, for the life of the mining operation. It is expected that the JV will
produce 4 million dry tonnes per year of iron ore products commencing in 2012.

Julienne Lake

This is a crown owned iron ore deposit, approximately 15 kms from Labrador City and
Wabush. Government has conducted geologic and economic analysis. Preliminary indications
are that the deposit could support a 16 million tonne concentrate producing operation.
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2.0 Economic Impact Results

This section of the report provides a detailed overview of the findings, including the
methodology employed and the data sources used.

2.1 The Economic Impact Model and Approach

The model used to measure economic impacts, developed specifically for Newfoundland and
Labrador-based resource projects, has been applied to the majority of large mining and oil and
gas projects proposed or occurring within the province. The economic model is based on the
principal of tracking expenditures through the economy and applying coefficients to
determine direct, indirect and induced impacts on employment, incomes, gross domestic
product, taxation and equalization. The primary sources of information used in the economic
impact analysis were projected capital and operating expenditure based on information
provided by the Department of Natural Resources.

2.2  Methodology

The economic model used in this analysis has been purposely built to analyze the mining
activities from a number of perspectives:

¢ Government of Newfoundland and Labrador

e Newfoundland and Labrador labour and businesses

¢ Newfoundland and Labrador economy

The working basis underlying this model is that the economic impacts that flow throughout
the provincial and national economies emanate from the project expenditures associated with
mining operations. In addition, the sale of final iron ore mining outputs also generates
economic impacts. Furthermore, all of these impacts are magnified as incomes earned by
labour and businesses associated with the mining activities are re-spent throughout the
economy.

Figure 1 on the following page illustrates graphically how the economic impact model takes
mining company’s expenditures and flows them through the economy.

Economic Impact Models
Terms and Definitions

Direct impacts stem from the direct hire of persons and include employment and labour
income impacts.

Indirect impacts result from the supply of goods and services and are measured on
employment, labour income and profits.

Induced impacts refer to impacts from the expenditure of money in the economy by those
employed directly and indirectly on the project. They are calculated using income
multipliers and are based on the total direct and indirect impacts

Income multipliers measure the impact of an initial expenditure into an economy on
incomes in the economy.

The size of the income multiplier is determined by three factors:

1)  How much of the income that people receive actually gets spent.

2) How much of the income is allocated to government through taxation

3) How much of the income spent in the community is on imported goods and services
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2.2.1 Data Sources

The input data utilized in this model incorporated estimated capital and operating expenditures
over a 21-year period of mining in the Labrador Trough under four scenarios.

Publicly available corporate brochures, web sites and filing information were utilized in support
of expenditure profiles to obtain a better understanding of each company’s operations and
production profiles. The economic impact parameters used in this analysis were gathered from a
number of sources, including Statistics Canada, other similar economic impact assessments on
projects in Newfoundland and Labrador, and the experience and knowledge of the consultant
team.

2.2.2 Reporting Conventions
Throughout this report, the following conventions are used:
e  All dollar figures are in Canadian dollars unless otherwise stated.

e  All employment figures are reported as person-years of employment, which corresponds to
2,000 person-hours on an annual basis

e  The analysis period for the Base Case and Scenarios 1, 2 and 3 covers 21 years, extending
from 2011 to 2031. Throughout the report, totals are frequently presented as cumulative
totals, followed by annual averages.
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2.3 Results
2.3.1 Scenarios

The four scenarios considered in this analysis were described in Section 1.2.5. Table 3 below
provides a comparison of the four scenarios in terms of capital and operating costs. The Base
Case reflects an extension of current known or anticipated operating and capital expenditures.
Projects currently operating or under construction are expected to incur capital and operating
expenditures of approximately $40 billion over the next 21 years for an annual average
expenditure of $1.9 billion. Figure 2 shows the incremental increase in operating and capital
expenditures between the four scenarios. As an illustration, Scenario 3 involves $123 billion in
capital and operating expenditures, $85 billion higher than the base case. Scenario 3 also
includes $33.5 billion in incremental capital expenditures on new and expanded mining
operations. A decomposition of capital and operating expenditures was used to generate direct,
indirect and induced economic impacts on the treasury and the economy.

Table 3
Capital Cost Scenario Comparison

Parameter Base Scenario  Scenario  Scenario
1 2 3
Capital Cost
Capital cost (total; $CDN) $7.,441 $12,408 $20,747 $33,523
Capital cost (avg annual; $CDN) $354 $591 $988 $1,596
Operating Costs
Operating cost (total; $CDN) $32,265 $47,713 $63,777 $89,636
Operating cost (avg annual; $CDN) $1,536 $2.,272 $3,037 $4,268
Total Costs
Total cost (total; $CDN) $39,706 $60,122 $84,524 $123,160
Total cost (avg annual; $CDN) $1,891 $2,863 $4,025 $5,865
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2.3.2 Production and Value of Production

A price sensitivity analysis was completed to determine the value of iron ore production
according to the four scenarios. Tables 4 and 5 and Figures 5 to 7 below illustrate the
cumulative and incremental increases in the value of production between the four scenarios.
Expanding production between the Base Case and Scenario 3 should see a 200% increase in the
production of iron ore in Labrador as well as the corresponding increase in key economic
indicators. The level of iron ore production is anticipated to reach 547 mt in the Base Case over
the twenty one years analyzed, the level of production increases to 861mt, 1,309 mt and 1,703 mt

respective between Scenarios 1, 2 and 3, respectively.

Table 4
Production Scenario Comparison — Iron Ore 2011-2031
Scenario  Scenario  Scenario
Parameter Base
1 2 3
Iron Ore Saleable Production (2011-2031)
Pellets 307 307 487 986
Concentrate 240 554 822 717
Total Saleable Production 547 861 1,309 1,703
Figure 5

Production Scenario Comparison — Iron Ore 2011-2031
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Figure 6

Production Profile Scenario Comparison — Iron Ore 2011-2031
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The value of concentrate and pellet production in the Base Case at $100/t concentrate and $130/t
for pellets is estimated at approximately $65.0 billion. Depending on price, the value of
production could be +/- $0.8 billion over the twenty one year period analyzed. The value of
production increases from $96.0 billion +/- $12 billion under Scenario 1 to $146.0 billion +/- $16
billion under Scenario 2 and to $200 billion +/- $25.0 billion under Scenario 3. The difference in
the value of production, $55.0 billion between Scenarios 2 and 3 is attributable in part to

increased pellet production in Labrador.

Table 5
Value of Production Comparison
Total 2011-2031
Scenario Base Scenario 1 | Scenario 2 Scenario 3
$85/$115 $56.8 $83.5 $127.0 $175.5
$100/$130 $64.7 $96.1 $146.3 $200.7
$115/$145 $72.7 $108.8 $165.7 $226.0
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Figure 7
Value of Production Scenario Comparison
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2.3.3 Newfoundland and Labrador Economic Impacts

2.3.3.1 Employment Impacts

One of the key economic indicators to be impacted through increased capital and operating
expenditures in the iron ore industry is employment. Table 6 and Figures 8-13 illustrate the total
and the annual average employment expected to be generated under each of the production
scenarios.

Table 6
NL Employment Impacts
(person years)
Total 2011-2031 Annual Average 2011-2031

Scenario Base | Scenariol | Scenario2 | Scenario3 | Base | Scenario 1 Scenario 2 Scenario 3
Employment (000’s PY)

Direct Employment 62.0 92.1 118.8 173.1 3.0 44 5.7 8.2

Indirect Employment 50.4 78.3 124.8 212.1 24 3.7 59 10.1

Induced Employment 453 67.4 89.1 130.0 22 32 4.2 6.2
Total Employment 157.7 237.8 332.7 515.2 7.5 11.3 15.8 24.5

Current mine developments and anticipated levels of production and capital expenditures in the
iron ore mining industry will generate more than 157,000 person years of employment in
Newfoundland and Labrador over the next twenty one years including 62,000 person years of
direct employment. On an annual basis, mining activities should grow to support 7,500 person
years of employment on average, including 3,000 direct years of employment.

The employment impacts resulting from expansion activities are substantial. Total employment
could increase from 157,000 person years of employment in the base case to 238,000 (11,000
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PY's on average) person years of employment under Scenario 1. This increases to 333,000
(16,000 PYs on average) person years under Scenario 2 and 515,000 (24,500 PYs on average)
person years of employment under Scenario 3. Investments in Scenario 3 could generate an
incremental increase of approximately 358,000 person years of employment over anticipated
current levels of employment.

Under Scenario 3, labour requirements during construction are expected to peak at 8,000 direct
person years of employment in 2016 — 2017, see figure 9. Total direct employment is also
expected to peak during this time frame at approximately 15,000 person years of employment.
Scenario 3 would support an annual Newfoundland Labrador work force of approximately
10,000 workers over the twenty one year period analyzed. In comparison, the base case would
support approximately 3,500 workers in Newfoundland and Labrador annually.

Figure 8
Direct Annual Employment for Combined Capital and Operating Expenditures by Scenario
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Figure 9
Direct Annual Employment for Capital by Scenario
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Figure 10
Direct Annual Employment for Operations by Scenario
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Figure 11
Total Annual Employment for Combined Capital and Operating Expenditures by Scenario
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Figure 12
Total Annual Employment for Capital by Scenario
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Figure 13
Total Annual Employment for Operations by Scenario
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2.3.3.2 Income

In addition to the employment generated within Newfoundland and Labrador, iron ore mining
operations and capital expenditures will provide considerable income to Newfoundland and
Labrador workers and businesses. Table 7 below and Figures 14 to 16 summarize the income
impacts for Newfoundland and Labrador labour and business for each of the scenarios analyzed.

Table 7
NL Income (M$ CDN)
Total 2011-2031 Annual Average 2011-2031
Scenario Base Scenario | Scenario | Scenario Base Scenario | Scenario | Scenario
1 2 3 A B C
Total Income ($ Billion)
Direct Income $11.6 $17.1 $20.7 $27.8 | $0.6 $0.8 $1.0 $1.3
Indirect Income $4.2 $6.4 $10.3 $17.2 | $0.2 $0.3 $0.5 $0.8
Induced Income $4.7 $7.1 $9.3 $13.5 | $0.2 $0.3 $0.4 $0.6
Total Income ($ Billion) | $20.6 $30.6 $40.2 $58.5 | $1.0 $1.5 $1.9 $2.8

Under the Base Case Scenario, incomes in Newfoundland and Labrador will be approximately
$21.0 billion ($1.0 billion annual average.) over the next twenty one years. This figure includes
approximately $12.0 billion ($0.6 billion annual average.) in direct incomes. Under Scenarios 1,
2 and 3, total incomes generated by Newfoundland workers and businesses would be
approximately $30.0 billion ($1.5 billion annual average), $40.0 billion ($1.9 billion annual

average) and $58.0 billion ($2.8 billion annual average) respectively.
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Figure 14
Total Annual Income for Combined Capital and Operating Expenditures by Scenario
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Figure 15
Total Annual Income for Capital Expenditures by Scenario
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Figure 16
Total Annual Income for Operating Expenditures by Scenario
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2.3.3.3 GDP

The GDP has two components. The first is the net value of production after costs have been
deducted. The second component is the labour and business income that is generated in the
province from those expenditures, which is then added back to the net value of production to
generate the total GDP impact. Table 8 below contains estimates for Provincial GDP. Under the
Base Case Scenario using $100/t for concentrate and $130/t for pellets, total GDP is estimated at
$53.0 billion +/- $0.8 billion between the price sensitivities. Total GDP consists of $20.6 billion
in incomes and $32.5 billion in the net value of production. On an annual basis the Base Case
generates $2.5 billion +/- $0.4 billion in Total GDP. The Base Case figures increase significant
between the Scenarios. Scenarios 1, 2 and 3, generate $79.0 billion +/- $13.0 billion, $123.0
billion +/- $20.0 billion and $170.0 billion +/- $25.0 billion respectively. On an annual average
basis Total GDP increase between Scenarios 1, 2, and 3 from $3.8 billion +/- $0.6 billion, $5.6
billion +/- $1.0 billion and $8.1 billion +/- $1.2 billion respectively.
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Table 8
GDP From Incomes and the Value of Production
Total 2011-2031 Annual Average 2011-2031
Scenario Base Scenario | Scenario | Scenario Base Scenario | Scenario | Scenario
1 2 3 1 2 3
GDP ($ Billion)
GDP from Income $20.6 $30.6 $40.2 $58.5 | $1.0 $1.5 $1.9 $2.8
GDP from Production
$85/$115 $24.5 $35.8 $63.2 $85.8 | $1.2 $1.7 $3.0 $4.1
$100/$130 $32.5 $48.4 $82.6 $111.1 | $1.5 $2.3 $3.9 $5.3
$115/$145 $40.4 $61.1 $101.9 $136.4 | $1.9 $2.9 $4.9 $6.5
Total GDP
$85/$115 $45.1 $66.3 $103.4 $144.3 | $2.1 $3.2 $4.9 $6.9
$100/$130 $53.0 $79.0 $122.8 $169.6 | $2.5 $3.8 $5.8 $8.1
$115/$145 $60.9 $91.6 $142.2 $194.9 | $2.9 $4.4 $6.8 $9.3

The annual income and GDP impacts for Newfoundland and Labrador are illustrated in Figures
17-19 below.

Figure 17
Gross Domestic Product — $100/$130 Commodity
Newfoundland and Labrador GDP Profile ($M CDN)
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Gross Domestic Product — $100/$130 Commodity

Newfoundland and Labrador ($M CDN)

Figure 18

Scenario Comparison

$180,000
$169,575
$160,000
$140,000
$122,797 578,661
$120,000 .
z $100,000
g8 : $50,114
2 78,997
g 580,000 —
2 $15,952 537,906
]
$60,000 $53,008 410,038 $19,674
$53,008 $53,008 $53,008
520,000
$20,556
50 [ :
Base Scenario 1 Scenario 2 Scenario 3
(Income+Production)
Hincome MProduction MTotalBase W N
Figure 19
Gross Domestic Product — Commodity Sensitivity
Newfoundland and Labrador ($M CDN)
$250,000
$194,861
$200,000
$169,575
—_ $144,289
Z 5$150,000
(=]
=3
v
5
8 $100,000 -
$50,000
$0 -
$85 $100 $115
mBase MScenariol mScenario2 M Scenario3




CIMFP Exhibit P-00069 Page 26

Economic Impact Analysis of Iron Ore Mining Industry in Labrador 20

2.3.3.4 Treasury Impacts

The Newfoundland and Labrador treasury also benefits considerably from the iron ore industry
through direct taxes paid by the mining companies and through taxes paid on the incomes earned
by labour and business. Table 9 and Figures 20 and 22 illustrate the direct, indirect and induced
taxes by Scenario and price sensitivity. Under the Base Case and assuming prices of $100/t for
concentrate and $130/t for pellets, provincial government revenues are expected to be $9.1
billion +/- $1.3 billion over the twenty one year period. On an annual basis, the Base Case is
expected to generate $0.7 billion +/- $0.2 billion depending on price. Provincial revenues
increase substantially between the Base Case and Scenarios 1, 2 and 3, reaching $25.9 billion +/-
$5.0 billion under Scenario 3. The increase between Scenarios 2 and 3 is marginal despite the
increase in the value of production associated with moving from increased concentrate to
increased pellet production. This is the result of higher capital costs and the resulting write offs
against taxation. While incremental increases in employment, incomes and the value of
production between the scenarios is substantial, government revenues only increase $1.3 billion
+/- $0.3 billion between Scenarios 2 and 3.

Table 9
NL Treasury Impacts (M$ Cdn)
Total 2011-2031 Annual Average 2011-2031
Scenario Base Scenario | Scenario | Scenario Base Scenario | Scenario | Scenario
1 2 3 1 2 3
Taxes ($ Billion)
Direct Taxes
$85/$115 $5.9 $8.3 $15.6 $14.5 | $0.3 $0.4 $0.7 $0.7
$100/$130 $7.1 $10.7 $20.5 $19.7 | $0.3 $0.5 $1.0 $0.9
$115/$145 $8.4 $13.1 $25.5 $252 | $0.4 $0.6 $1.2 $1.2
Indirect Taxes $0.4 $0.6 $0.9 $1.6 | $0.0 $0.0 $0.0 $0.1
Induced Taxes $1.6 $2.4 $3.1 $4.5 | $0.1 $0.1 $0.1 $0.2
Total Taxes
$85/$115 $7.9 $11.3 $19.7 $20.6 | $0.4 $0.5 $0.9 $1.0
$100/$130 $9.1 $13.7 $24.6 $259 | $0.4 $0.7 $1.2 $1.2
$115/$145 $10.4 $16.1 $29.6 $31.3 | $0.5 $0.8 $1.4 $1.5
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Figure 20
Direct Treasury Impacts by Scenario
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Total Treasury Impacts by Scenario
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Figure 22
Treasury Impacts by Scenario - Commodity Sensitivity
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2.3.3.5 Economic Impact Converted to $/Kwh Equivalent

An alternative way of presenting the economic benefits to Newfoundland and Labrador from
iron ore development in Labrador is to convert the income and tax benefits for the province into
an equivalent value in terms of electricity prices. This will facilitate a comparison of the total
benefits received from the construction and operations of the iron ore projects with the
alternative of simply exporting the power at some net back price. The numbers presented below
do not include a purchase price to the iron ore developers for the use of electricity. Thiis would
have to be added to the equivalent price calculated for the Newfoundland and Labrador income
and tax benefits.

In addition to this revenue generated from the purchase of power, the construction and operation
of the smelter in Labrador will yield additional tax revenues to the provincial government and an
increase in income benefits to Newfoundland and Labrador businesses and labour who supply
goods and services to the project. The additional benefits considered in this analysis were the
direct labour income benefits, which excludes associated taxes paid to the provincial and federal
governments; indirect income benefits, which includes incomes earned by businesses and labour
that supply goods and services to the project but excludes any associated taxes collected by the
provincial and federal governments; induced income benefits, which includes incomes earned by
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service sector businesses and labour but excludes any associated taxes paid to the provincial and
federal governments; direct corporation income taxes and mining taxes paid by the mining
proponents to the Government of Newfoundland and Labrador; other direct taxes paid to the
provincial government such as personal income taxes collected from workers; indirect taxes
collected by the provincial government, which includes corporation income taxes and personal
income taxes; and induced taxes collected by the provincial government, include HST, personal
income taxes and corporation income taxes collected in the service sector. These incremental
impacts would be lost to the provincial economy if the power were not available for iron ore
development in Labrador.

To compare power purchase revenue benefits to these economy-wide impacts, it is necessary to
calculate the equivalent of a levelized unit energy cost. Specifically, the equivalent power price
is determined by solving for “P” in the following equation that equates net present value of
income and tax benefits received by Newfoundland and Labrador to the equivalent net present
value of additional revenue that would have to be received over and any negotiated power
purchase price.

where P = the real price of power that is equivalent to the income and tax benefits; e, = the annual amount of power
consumed in year t; r = the real discount rate (assumed to be 8% real); IBT, = direct, indirect and induced income
benefits net of taxes and all corresponding taxes received by Newfoundland and Labrador

Equation (1) can be rearranged to give:

p=aUFD) /o Egn(2)

= (1+7)

From equation (2), the equivalent power price of the income and tax benefits can be derived by
dividing the net present value of the income and tax benefits by the net present value of the
power consumption. Table 10 indicates that the additional benefit derived by Newfoundland and
Labrador depends on the price and scenario chosen. This range from 47 cents per Kwh for the
base case scenario and $85 price per tonne for concentrate to 63 cent per kwh for Scenario 2
under the assume price of $115 price per tonne for concentrate. While significant parts of these
benefits accrue to local workers and businesses, a relative big impact is felt by the provincial
treasury through enhanced tax revenue. Specifically, independent of the price charged by
NALCOR to the mining companies, the provincial treasury stands to receive additional utax
revenues between 17 cents per Kwh for the base case with a price of $85 per tonne of
concentrate to 32 cents per Kwh for scenario 2 and $115 per tonne of concentrate.
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24 Concluding Observations

This analysis demonstrates the significant economic impacts the iron ore mining industry is
having on the economy and treasury of Newfoundland and Labrador. The already impressive
economic impacts could increase by a factor of three if all anticipated increases in production
perceived in this analysis proceed. This analysis assumes that the availability power and labour
will not pose any constraints on development.
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Appendix A
Inter-Industry Sales by Scenario and Industry
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