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Labrador Iron Ore Royalty Corporation

L

abrador Iron Ore Royalty Corporation (‘‘LIORC’’), a Canadian
corporation, owns interests in Iron Ore Company of Canada (‘‘IOC’’)
which operates a major iron mine near Labrador City, Newfoundland
and Labrador on lands leased from LIORC. Directly and through
its wholly-owned subsidiary, Hollinger-Hanna Limited, LIORC owns a 15.10%
equity interest in IOC and receives a 7% gross overriding royalty on all iron ore
products produced from the leased lands, sold and shipped by IOC and a $0.10
per tonne commission on sales of iron ore by IOC.

As at December 31, 2014, there were 64 million common shares issued and
outstanding which are listed for trading on the Toronto Stock Exchange under
the symbol LIF. Generally, LIORC pays cash dividends from its net income to
the maximum extent possible, subject to the maintenance of appropriate levels
of working capital. Currently, the holders of common shares receive quarterly
dividends on the 25th day of the month following the end of each quarter. The
common shares are qualified investments under the Income Tax Act (Canada) for
deferred plans including registered retirement savings plans, registered
retirement income funds and deferred profit sharing plans.
LIORC has a Board of ten Directors, an Audit Committee, a Compensation
Committee and a Nominating Committee. Each Committee is composed of
seven independent Directors. Scotia Managed Companies Administration Inc.,
pursuant to an administration agreement, acts as the administrator of LIORC.
All dollar amounts included herein are in Canadian dollars unless otherwise noted.
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Shareholders’ Investment Highlights

Years Ended December 31

2014

2013

($ in millions except per share information)

Revenue
Net Income
Adjusted Cash Flow(1)(2)
Net Income per Share
Adjusted Cash Flow per Share(1)(2)
Cash Distributions per Share

117.5
104.1
113.6
$ 1.63
$ 1.77
$ 1.650

(1) See Management’s Discussion & Analysis for definition
(2) 2014 includes IOC dividends totaling $48.1 (2013 – $40.0) million or $0.75 (2013 – $0.63) per Share.
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139.3
148.8
115.4
$ 2.33
$ 1.80
$ 1.875
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To the Holders of Common Shares of Labrador Iron Ore Royalty
Corporation

Financial Performance
The Shareholders’ adjusted cash flow (see Management’s Discussion & Analysis for definition and calculation) for the year ended
December 31, 2014 was $113.6 million or $1.77 per share as compared to $115.4 million or $1.80 per share for 2013.
IOC’s 2014 iron ore sales totaled 14.3 million tonnes compared to 14.8 million tonnes in 2013. Royalty revenue decreased to
$115.7 million as compared to $137.6 million in 2013. The lower royalty revenue was mainly the result of the sharp decline in
the US$ price of iron ore, which started in the summer and by year end had declined almost 50% to levels not seen in over five
years. This was partially offset by the lower value of the Canadian dollar against its US counterpart. LIORC had expected that
with the completion of IOC’s expansion program, 2014 production would be materially greater than 2013 and therefore sales
and LIORC’s royalty would be also increased. Unusually harsh weather conditions that lasted well into the second quarter
resulted in frozen material and unplanned equipment downtime. A railway derailment in November which shut down the
railway for a two week period had only a minor effect on production but did cause some sales to be delayed until 2015.
The Shareholders’ consolidated net income for the year ended December 31, 2014 was $104.1 million or $1.63 per share
compared to $148.8 million or $2.33 per share in 2013. Equity earnings from IOC amounted to $40.6 million compared to
$82.3 million in 2013.

IOC Developments
The expansion program to increase IOC’s capacity to 23.3 million tonnes of concentrate was completed during the year. This
figure is the amount that could be produced if the mine and concentrator operated at maximum efficiency 365 days a year. There
are a number of factors that reduce capacity including maintenance shutdowns, winter and other severe weather conditions,
operating problems etc. IOC is currently undertaking a major review to reduce the impact of winter operations and to minimize
operating problems. IOC had previously idled one of the lines in its pellet plant reducing pellet capacity to 10 million tonnes,
currently this line is being refurbished and is expected to be finished by mid-year, returning capacity to 12-13(1) million tonnes. It
should be noted that it takes about 1.07 tonnes of concentrate to produce a tonne of pellets. We expect that with average winter
weather conditions, concentrate production of approximately 20 million tonnes will occur in 2016, with pellet production of
approximately 12.5 million tonnes.
1)

Actual capacity is dependent of pellet product mix.

Outlook
With IOC’s expansion program now complete and the pellet plant capacity expected to be returned to 12-13 million tonnes by
mid-year, IOC will be in a position to increase sales. All areas of operations are being examined to create efficiencies and reduce
costs. The outlook for iron ore prices is currently a major question mark and thus cost reductions to remain a low cost producer
are of utmost importance. With the premium for pellets remaining at the high end of its trading range, the increased volume of
pellet production will help offset the low price for iron ore concentrate, as will the $CDN/$US exchange rate, which is currently
more than 10% lower than the 2014 average rate. Unless a significant recovery in iron ore prices occurs, we anticipate LIORC’s
royalty revenue will be lower than in 2014 but should still be satisfactory.
I would like to take this opportunity to thank our Shareholders for their interest and loyalty and my fellow Directors for their
wisdom and support.
Respectfully submitted on behalf of the
Directors of Labrador Iron Ore Royalty Corporation,

12FEB201017421715
Bruce C. Bone
President and Chief Executive Officer
March 5, 2015
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CORPORATE STRUCTURE
Labrador Iron Ore Royalty Corporation (‘‘LIORC’’ or the ‘‘Corporation’’) is a Canadian corporation resulting from the conversion
of the Labrador Iron Ore Royalty Income Fund (the ‘‘Fund’’) under an Arrangement effective on July 1, 2010. LIORC is also the
successor by amalgamation under the Arrangement of Labrador Mining Company Limited, formerly a wholly-owned subsidiary
of the Fund. Under the Arrangement, the Fund distributed $248 million of subordinated notes to its unitholders and the
unitholders exchanged their units of the Fund for common shares of LIORC. Effective October 3, 2012, the $248 million
subordinated notes outstanding were exchanged for additional common shares and the common shares were consolidated, with
the result that each holder of common shares (‘‘Shareholder’’) ended up holding the same number of common shares as before
the transactions, and LIORC had 64 million common shares outstanding.
LIORC, directly and through its wholly-owned subsidiary Hollinger-Hanna Limited (‘‘Hollinger-Hanna’’), holds a 15.10% equity
interest in Iron Ore Company of Canada (‘‘IOC’’) and receives a 7% gross overriding royalty and a 10 cent per tonne commission
on all iron ore products produced, sold and shipped by IOC. Generally, LIORC pays cash dividends from its net income to the
maximum extent possible, subject to the maintenance of appropriate levels of working capital. The common shareholders receive
quarterly dividends on the common shares on the 25th day of the month following the end of each quarter.
Ten Directors are responsible for the governance of the Corporation and also serve as directors of Hollinger-Hanna. The
Directors, in addition to managing the affairs of the Corporation and Hollinger-Hanna, oversee the Corporation’s interests in IOC.
Two of the ten Directors sit on the board of IOC and the seven independent Directors serve as members of the Audit, Nominating
and Compensation Committees. Scotia Managed Companies Administration Inc., pursuant to an administration agreement, acts
as the administrator of the Corporation and Hollinger-Hanna.

Taxation
The Corporation is a taxable corporation. Dividend income received from IOC and Hollinger-Hanna is received tax free while
royalty income is subject to income tax and Newfoundland royalty tax. Expenses of the Corporation include administrative
expenses. Hollinger-Hanna is a taxable corporation.

Income Taxes
Dividends to a shareholder that are paid within a particular year are to be included in the calculation of the shareholder’s taxable
income for that year. All dividends paid in 2014 were ‘‘eligible dividends’’ under the Income Tax Act.
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REVIEW OF OPERATIONS
Iron Ore Company of Canada
The income of the Corporation is entirely dependent on IOC as the only assets of the Corporation and its subsidiary are related to
IOC and its operations. IOC is one of Canada’s largest iron ore producers, operating a mine, concentrator and pellet plant at
Labrador City, Newfoundland, and is among the top five producers of iron ore pellets in the world. It has been producing and
processing iron ore concentrate and pellets since 1954. IOC is strategically situated to serve the markets of the Great Lakes and
the balance of the world from its year-round port facilities at Sept-Îles, Quebec.
IOC has ore reserves sufficient for approximately 29 years at current production rates with additional resources of a greater
magnitude. It currently has the nominal capacity to extract around 55 million tonnes of crude ore annually. The crude ore is
processed into iron ore concentrate and then either sold or converted into many different qualities of iron ore pellets to meet its
customers’ needs. The iron ore concentrate and pellets are transported to IOC’s port facilities at Sept-Îles, Quebec via its whollyowned Quebec North Shore and Labrador Railway, a 418 kilometer rail line which links the mine and the port. From there, the
products are shipped to markets throughout North America, Europe, the Middle East and the Asia-Pacific region.
IOC’s 2014 sales totaled 14.3 million tonnes comprised of 6.1 million tonnes of iron ore concentrate and 8.2 million tonnes of
iron ore pellets. Production in 2014 was 8.7 million tonnes of pellets and 6.0 million tonnes of concentrate. Production in 2014
was severely affected by the polar vortex with temperatures remaining below ⳮ30 degrees centigrade (ⳮ22 fahrenheit) for
30 consecutive days. As a result of frozen stockpiles, it was mid-summer before operations returned to normal. IOC generated
ore sales revenues (excluding third party ore sales) of $1,595 million in 2014 (2013 – $1,952 million). IOC sales traditionally
have been approximately 35% in Europe, 35% in North America and 25% in Asia with minor amounts to other areas.

Selected IOC Financial Information
2014

2013

2012

2011

2010

($ in thousands)

Operating Revenues
Cash flow from operating
activities
Net income(1)
Capital expenditures

1,794,380

2,193,836

1,963,444

2,443,195

2,521,935

454,597
273,282
187,042

780,976
549,010
275,445

505,319
393,437
757,323

946,240
826,677
647,209

911,637
863,226
237,977

(1) Net income includes unrealized foreign exchange gains/(losses) before tax on U.S. debt translation of ($25,361) in 2014, ($18,248) in 2013, $1,143 in 2012,
$4,122 in 2011, and $10,033 in 2010. All are presented in accordance with IFRS.

IOC Royalty
The Corporation holds certain leases and licenses covering approximately 18,200 hectares of land near Labrador City. IOC has
leased certain portions of these lands from which it currently mines iron ore. In return, IOC pays the Corporation a 7% gross
overriding royalty on all sales of iron ore products produced from these lands. A 20% tax on the royalty is payable to the
Government of Newfoundland and Labrador. For the five years prior to 2014, the average royalty net of the 20% tax had been
$105.5 million per year and in 2014 the net royalty was $92.5 million (2013 – $110.1 million).
Because the royalty is ‘‘off-the-top’’, it is not dependent on the profitability of IOC. However, it is affected by changes in sales
volumes, iron ore prices and, because iron ore prices are denominated in US dollars, the United States – Canadian dollar
exchange rate.
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IOC Equity
In addition to the royalty interest, the Corporation directly and through its wholly owned subsidiary, Hollinger-Hanna, owns a
15.10% equity interest in IOC. The other shareholders of IOC are Rio Tinto Limited with 58.72% and Mitsubishi Corporation
with 26.18%.

IOC Commissions
Hollinger-Hanna has the right to receive a payment of 10 cents per tonne on the products produced and sold by IOC. Pursuant to
an agreement, IOC is obligated to make the payment to Hollinger-Hanna so long as Hollinger-Hanna is in existence and solvent.
In 2014, Hollinger-Hanna received a total of $1.4 million in commissions from IOC (2013 – $1.4 million).

Quarterly Dividends
Dividends of $1.650 per share, including special dividends of $0.650 per share, were declared in 2014 (2013 – dividends of
$1.875 per share including special dividends of $0.875 per share). These dividends were allocated as follows:
Period Ended

Mar. 31, 2014
Special Dividend
Jun. 30, 2014
Special Dividend
Sep. 30, 2014
Special Dividend
Dec. 31, 2014
Special Dividend

Payment Date

Dividend
Income per
Share

Total
Dividend
($ Million)

Apr. 25, 2014
Apr. 25, 2014
Jul. 25, 2014
Jul. 25, 2014
Oct. 25, 2014
Oct. 25, 2014
Jan. 25, 2015
Jan. 25, 2015

$ 0.250
0.150
0.250
0.150
0.250
0.250
0.250
0.100

$ 16.0
9.6
16.0
9.6
16.0
16.0
16.0
6.4

$ 1.650

$ 105.6

$ 0.250
0.125
0.250
0.125
0.250
0.125
0.250
0.500

$ 16.0
8.0
16.0
8.0
16.0
8.0
16.0
32.0

$ 1.875

$ 120.0

Dividend to Shareholders – 2014
Mar. 31, 2013
Special Dividend
Jun. 30, 2013
Special Dividend
Sep. 30, 2013
Special Dividend
Dec. 31, 2013
Special Dividend

Apr. 25, 2013
Apr. 25, 2013
Jul. 25, 2013
Jul. 25, 2013
Oct. 25, 2013
Oct. 25, 2013
Jan. 25, 2014
Jan. 25, 2014

Dividend to Shareholders – 2013

The quarterly dividends are payable to all shareholders of record on the last day of each calendar quarter and are paid on the
25th day of the following month.
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MANAGEMENT’S DISCUSSION AND ANALYSIS
The following is a discussion of the consolidated financial condition and results of operations of the Labrador Iron Ore Royalty
Corporation (‘‘LIORC’’ or the ‘‘Corporation’’) for the years ended December 31, 2014 and 2013. This discussion should be read in
conjunction with the consolidated financial statements of the Corporation and notes thereto for the years ended December 31,
2014 and 2013. This information is prepared in accordance with International Financial Reporting Standards (‘‘IFRS’’) as issued
by the International Accounting Standards Board (‘‘IASB’’) and all amounts are shown in Canadian dollars unless otherwise
indicated.
The Corporation is a Canadian corporation resulting from the conversion of the Labrador Iron Ore Royalty Income Fund
(the ‘‘Fund’’) under an Arrangement effective on July 1, 2010. LIORC is also the successor by amalgamation under the
Arrangement of Labrador Mining Company Limited, formerly a wholly-owned subsidiary of the Fund. Under the Arrangement,
the Fund distributed $248 million of subordinated notes to its unitholders and the unitholders exchanged their units of the Fund
for common shares of LIORC. Effective October 3, 2012, the $248 million subordinated notes outstanding were exchanged for
additional common shares and the common shares were consolidated, with the result that each holder of common shares
(‘‘Shareholder’’) ended up holding the same number of common shares as before the transactions, and LIORC had 64 million
common shares outstanding.

General
The Corporation is dependent on the operations of IOC. IOC’s earnings and cash flows are affected by the volume and mix of iron
ore products sold and the prices received. Iron ore demand and prices fluctuate and are affected by numerous factors which
include demand for steel and steel products, the relative exchange rate of the US dollar, global and regional demand and
production, political and economic conditions and production costs in major producing areas.

Liquidity and Capital Resources
The Corporation had $35.0 million in cash as at December 31, 2014 with total current assets of $60.3 million. The Corporation
has a working capital of $32.6 million. The Corporation earned operating cash flows of $113.5 million with the cash balance
declining $17.7 million during 2014, as a result of dividends paid.
Cash balances consist of deposits in Canadian dollars with Canadian chartered banks. Accounts receivable primarily consist of
royalty payments from IOC. Royalty payments are received in U.S. dollars and converted to Canadian dollars on receipt, usually
25 days after the quarter end. The Company does not normally attempt to hedge this short term foreign currency exposure.
Operating cash flow of the Corporation is sourced entirely from IOC through the Corporation’s 7% royalty, 10 cents commission
per tonne and dividends from its 15.10% equity interest in IOC. The Corporation intends to pay cash dividends of the net
income derived from IOC to the maximum extent possible, subject to the maintenance of appropriate levels of working capital
and debt.
The Corporation has a $50 million revolving credit facility with a term ending September 18, 2017 with provision for annual
one-year extensions. No amount is currently drawn under this facility leaving $50.0 million available to provide for any capital
required by IOC or requirements of the Corporation.

24MAR201506054556
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Operating Results
The following table summarizes the Corporation’s 2014 operating results as compared to 2013 results.
Revenue

2014

IOC royalties (net of 20% Newfoundland royalty tax)
IOC commissions
Other

2013

$ 92,546,049
1,409,750
390,170

$ 110,109,340
1,445,192
203,191

94,345,969

111,757,723

2,385,249
26,455,430

3,221,566
33,143,074

28,840,679

36,364,640

Net Income before undernoted items

65,505,290

75,393,083

Non cash revenue (expense)
Equity earnings in IOC
Deferred income taxes
Amortization

40,556,772
2,213,000
(4,143,811)

82,269,765
(5,146,000)
(3,686,708)

38,625,961

73,437,057

Net income for the year
Other comprehensive (loss) gain

104,131,251
(4,140,000)

148,830,140
9,992,000

Comprehensive income for the year

$ 99,991,251

Expenses
Administrative expenses
Income taxes expense – current

$ 158,822,140

A summary of IOC’s sales in millions of tonnes is as follows:
First
Quarter
2014

Second
Quarter
2014

Third
Quarter
2014

Fourth
Quarter
2014

Total
Year
2014

Total
Year
2013

Pellets
Concentrates(1)

1.88
0.63

1.93
1.91

2.00
2.28

2.52
1.17

8.33
5.99

8.60
6.20

Total

2.51

3.84

4.28

3.70

14.32

14.80

(1) Excludes third party ore sales.

IOC’s 2014 iron ore sales totaled 14.3 million tonnes compared to 14.8 million tonnes in 2013. Royalty revenue decreased to
$115.7 million as compared to $137.6 million in 2013. The lower royalty revenue was mainly the result of the sharp decline in
the US$ price of iron ore which started in the summer and by year end had declined almost 50% to levels not seen in over five
years. This was partially offset by the lower value of the Canadian dollar against its US counterpart. We had expected that with the
completion of IOC’s expansion program, 2014 production would be materially greater than 2013 and therefore sales and LIORC’s
royalty would be also increased. Unusually harsh weather conditions that lasted well into the second quarter resulted in frozen
material and unplanned equipment downtime. A railway derailment in November which shut down the railway for a two week
period had only a minor effect on production but did cause some sales to be delayed until 2015. The lower prices reduced IOC’s
cash flow from operating activities to $455 million, compared to $781 million in 2013. With the completion of the expansion
program, capital expenditure was $200 million as compared to $349 million in 2013.
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The Shareholders’ consolidated net income for the year ended December 31, 2014 was $104.1 million or $1.63 per share
compared to $148.8 million or $2.33 per share in 2013. Equity earnings from IOC amounted to $40.6 million compared to
$82.3 million in 2013. The main cause of IOC’s lower earnings for 2014 as compared to 2013 was the lower iron ore price. As
quoted by Platts, the average price for concentrate in 2014 was 28% lower than the 2013 price. The December 31, 2014 price
was 53% of the December 31, 2013 price.
Fourth quarter 2014 sales of 3.7 million tonnes were slightly higher than last year but the sharp fall in sales price of iron ore
resulted in royalty income of $25.3 million for the quarter as compared to $34.2 million for the same period in 2013. Adjusted
cash flow from operations was $14.4 million ($0.22 per share) compared to 2013 of $57.6 million ($0.90 per share). IOC did not
pay a dividend in the 2014 fourth quarter but 2013 cash flow included a $40.0 million dividend ($0.63 per share) in the quarter.
IOC recorded a loss of $8 million in the fourth quarter as a result of substantially lower iron ore prices and the derailment that
closed the railway for two weeks causing some sales to be deferred until 2015.

Selected Consolidated Financial Information
The following table sets out financial data from a Shareholder’s perspective for the three years ended December 31, 2014, 2013
and 2012.

Description

Years Ended December 31
2013

2014

2012

(in millions except per Share information)

Revenue
Net Income
Net Income per Share
Adjusted Cash Flow(2)
Adjusted Cash Flow per Share(2)
Total Assets
Cash Distribution per Share
Number of Common Shares outstanding
(1)
(2)
(3)
(4)

$ 117.5
$ 104.1
$ 1.63
$ 113.6(3)
$ 1.77
$ 731.0
$ 1.650
64.0

$ 139.3
$ 148.8
$ 2.33
$ 115.4(4)
$ 1.80
$ 775.6
$ 1.875
64.0

$ 124.2
$ 122.5(1)
$ 1.91(1)
$ 75.1(1)
$ 1.17(1)
$ 696.3
$ 1.500
64.0

Includes interest income for the year ended December 31, 2012 of $22,464,000 or $0.351 per share on the subordinated notes of the Corporation.
‘‘Adjusted cash flow’’ (see below)
Includes $48.1 million of IOC dividends.
Includes $40.0 million of IOC dividends.
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The following table sets out quarterly revenue, net income and cash flow data for 2014 and 2013. Due to seasonal weather
patterns the first and fourth quarters generally have lower production and sales. Royalty revenues and equity earnings in IOC
track iron ore spot prices,which can be very volatile. Dividends, included in adjusted cash flow, are declared and paid by IOC
irregularly according to the availability of cash.
Revenue

Net Income

Net Income
per Share

Adjusted
Cash Flow(1)

Adjusted
Cash Flow
per Share(1)

Distributions
Declared
per Share

(in millions except per Common Share/Unit information)

2014
First Quarter
Second Quarter
Third Quarter
Fourth Quarter

$ 27.2
$ 33.8
$ 30.8
$ 25.7

$ 27.1
$ 35.9
$ 29.0
$ 12.1

$ 0.42
$ 0.56
$ 0.46
$ 0.19

$ 27.7(2)
$ 33.7(3)
$ 37.8(4)
$ 14.4

$ 0.43
$ 0.53
$ 0.59
$ 0.22

$ 0.400
$ 0.400
$ 0.500
$ 0.350

2013
First Quarter
Second Quarter
Third Quarter
Fourth Quarter

$ 26.4
$ 42.2
$ 36.1
$ 34.6

$ 21.7
$ 39.2
$ 41.2
$ 46.7

$ 0.34
$ 0.61
$ 0.65
$ 0.73

$ 14.4
$ 23.4
$ 20.0
$ 57.6(5)

$ 0.22
$ 0.37
$ 0.31
$ 0.90

$ 0.375
$ 0.375
$ 0.375
$ 0.750

(1)
(2)
(3)
(4)
(5)

‘‘Adjusted cash flow’’(see below)
Includes a $12.6 million IOC dividend.
Includes a $14.8 million IOC dividend.
Includes a $20.7 million IOC dividend.
Includes a $40.0 million IOC dividend.

Standardized Cash Flow and Adjusted Cash Flow
For the Corporation, standardized cash flow is the same as cash flow from operating activities as recorded in the Corporation’s
cash flow statements as the Corporation does not incur capital expenditures or have any restrictions on dividends. Standardized
cash flow per share was $1.77 for 2014 (2013 – $1.90). Cumulative standardized cash flow from inception of the Corporation is
$20.61 per share and total cash distributions since inception are $19.94 per share, for a payout ratio of 97%.
‘‘Adjusted cash flow’’ is defined as cash flow from operating activities after adjustments for changes in amounts receivable,
accounts and interest payable and income taxes payable. It is not a recognized measure under IFRS. The Directors believe that
adjusted cash flow is a useful analytical measure as it better reflects cash available for distributions to Shareholders.
The following reconciles standardized cash flow from operating activities to adjusted cash flow.
2014

2013

Standardized cash flow from operating activities
Changes in amounts receivable, accounts and interest payable and income taxes
recoverable and payable

$ 113,541,709

$ 121,690,503

Adjusted cash flow

$ 113,571,094

$ 115,411,994

$ 1.77

$ 1.80

Adjusted cash flow per share

29,385
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Disclosure Controls and Internal Control over Financial Reporting
The President and CEO and the CFO are responsible for establishing and maintaining disclosure controls and procedures and
internal control over financial reporting for the Corporation. Two officers serve as directors of IOC and IOC provides monthly
reports on its operations to them. The Corporation also relies on financial information provided by IOC, including its audited
financial statements, and other material information provided to the President and CEO, the Executive Vice President and
Secretary and the CFO by officers of IOC. IOC is a private corporation, and its financial statements are not publicly available.
The Directors are informed of all material information relating to the Corporation and its subsidiary by the officers of the
Corporation on a timely basis and approve all core disclosure documents including the Management Information Circular, the
annual and interim financial statements and related Management’s Discussion and Analyses, the Annual Information Form, any
prospectuses and all press releases. An evaluation of the design and operating effectiveness of the Corporation’s disclosure
controls and procedures was conducted under the supervision of the CEO and CFO. Based on their evaluation, they concluded
that the Corporation’s disclosure controls and procedures were effective in ensuring that all material information relating to the
Corporation was accumulated and communicated for the year ended December 31, 2014.
The President and CEO and the CFO have designed internal control over financial reporting to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with IFRS. An evaluation of the design and operating effectiveness of the Corporation’s internal control over financial reporting
was conducted under the supervision of the CEO and CFO. Based on their evaluation, they concluded that the Corporation’s
internal control over financial reporting was effective and that there were no material weaknesses therein for the year ended
December 31, 2014.
No material change in the Corporation’s internal control over financial reporting occurred during the year ended
December 31, 2014.

Outlook
With IOC’s expansion program now complete and the pellet plant capacity expected to be returned to 12-13 million tonnes by
mid-year, IOC will be in a position to increase sales. All areas of operations are being examined to create efficiencies and reduce
costs. The outlook for iron ore prices is currently a major question mark and thus cost reductions to remain a low cost producer
are of utmost importance. With the premium for pellets remaining at the high end of its trading range, the increased volume of
pellet production will help offset the low price for iron ore concentrate, as will the $CDN/$US exchange rate, which is currently
more than 10% lower than the 2014 average rate. Unless a significant recovery in iron ore prices occurs, we anticipate LIORC’s
royalty revenue will be lower than in 2014 but should still be satisfactory.

Additional information
Additional information relating to the Corporation, including the Annual Information Form, is on SEDAR at www.sedar.com.
Additional information is also available on the Corporation’s website at www.labradorironore.com.

12FEB201017421715
Bruce C. Bone,
President and Chief Executive Officer
Toronto, Ontario
March 5, 2015
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The consolidated financial statements are the responsibility of the management of Labrador Iron Ore Royalty Corporation
(the ‘‘Corporation’’). They have been prepared in accordance with International Financial Reporting Standards as issued by the
International Accounting Standards Board, using management’s best estimates and judgements, where appropriate.
Management is responsible for the reliability and integrity of the consolidated financial statements, the notes to the consolidated
financial statements and other financial information contained in this report. In the preparation of these consolidated financial
statements, estimates are sometimes necessary because a precise determination of certain assets and liabilities is dependent on
future events. Management believes such estimates have been based on careful judgements and have been properly reflected in
the accompanying consolidated financial statements.
Management is also responsible for maintaining a system of internal controls designed to provide reasonable assurance that assets
are safeguarded and that accounting systems provide timely, accurate and reliable financial information. The Directors are
responsible for ensuring that management fulfills its responsibilities for financial reporting and internal control.
Deloitte LLP, the independent auditors, have audited the Corporation’s consolidated financial statements in accordance with
Canadian generally accepted auditing standards and have provided an independent professional opinion.

12FEB201017421715
Bruce C. Bone
President and Chief Executive Officer

12FEB201017411211
Alan R. Thomas
Chief Financial Officer

Toronto, Ontario
March 5, 2015
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To the Shareholders of Labrador Iron Ore Royalty Corporation

We have audited the accompanying consolidated financial statements of Labrador Iron Ore Royalty Corporation, which comprise
the consolidated balance sheets as at December 31, 2014 and December 31, 2013, and the consolidated statements of
comprehensive income, consolidated statements of changes in equity and consolidated statements of cash flows for the years
then ended, and a summary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance
with International Financial Reporting Standards, and for such internal control as management determines is necessary to enable
the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our
audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements
are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material
misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the
auditor considers internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of accounting estimates made by management, as well as evaluating the overall presentation
of the consolidated financial statements.
We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide a basis for our
audit opinion.

Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Labrador Iron
Ore Royalty Corporation as at December 31, 2014 and December 31, 2013, and its financial performance and its cash flows for
the years then ended in accordance with International Financial Reporting Standards.

21MAR201321200926
Chartered Professional Accountants, Chartered Accountants
Licensed Public Accountants
Toronto, Canada
March 5, 2015
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LABRADOR IRON ORE ROYALTY CORPORATION
CONSOLIDATED BALANCE SHEETS
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December 31,
2014
Assets
Current Assets
Cash
Amounts receivable (note 4)
Income taxes recoverable

As at
December 31,
2013

$ 34,955,633
24,861,203
472,626

$ 52,613,924
35,818,924
—

60,289,462

88,432,848

Non-Current Assets
Iron Ore Company of Canada (‘‘IOC’’),
royalty and commission interests (note 5)
Investment in IOC (note 6)

275,432,981
395,271,413

279,576,792
407,622,445

Total Non-Current Assets

670,704,394

687,199,237

$ 730,993,856

$ 775,632,085

Liabilities and Shareholders’ Equity
Current Liabilities
Accounts payable
Dividend payable (note 7)
Taxes Payable

$ 5,311,477
22,400,000
—

$ 7,508,145
48,000,000
8,317,812

Total Current Liabilities

27,711,477

63,825,957

Non-Current Liabilities
Deferred income taxes (note 9)

125,563,000

128,478,000

Total Liabilities

153,274,477

192,303,957

Shareholders’ Equity
Share capital (note 10)
Retained earnings
Accumulated other comprehensive loss (note 11)

317,708,147
271,757,232
(11,746,000)

317,708,147
273,225,981
(7,606,000)

577,719,379

583,328,128

$ 730,993,856

$ 775,632,085

Total Current Assets

Total Assets

Total Liabilities and Shareholders’ Equity
See accompanying notes to consolidated financial statements.
Approved by the Directors,

12FEB201017421715

12FEB201017411211

Bruce C. Bone
Director

Alan R. Thomas
Director
13

24MAR201506054690

LABRADOR IRON ORE ROYALTY CORPORATION
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31
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2014

Revenue
IOC royalties
IOC commissions
Interest and other income

Expenses
Newfoundland royalty taxes
Amortization of royalty and commission interests
Administrative expenses

Income before equity earnings and income taxes
Equity earnings in IOC (note 6)
Income before income taxes
Provision for income taxes (note 9)
Current
Deferred

Net income for the year
Other comprehensive (loss) income
Share of other comprehensive (loss) income of IOC that will not be reclassified
subsequently to profit or loss (net of taxes) (note 11)
Comprehensive income for the year
Net income per share (note 10)

2013

$ 115,682,561
1,409,750
390,170

$ 137,631,880
1,445,192
203,191

117,482,481

139,280,263

23,136,512
4,143,811
2,385,249

27,522,540
3,686,708
3,221,566

29,665,572

34,430,814

87,816,909
40,556,772

104,849,449
82,269,765

128,373,681

187,119,214

26,455,430
(2,213,000)

33,143,074
5,146,000

24,242,430

38,289,074

104,131,251

148,830,140

(4,140,000)

9,992,000

$ 99,991,251

$ 158,822,140

$ 1.63

$ 2.33

See accompanying notes to consolidated financial statements.
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LABRADOR IRON ORE ROYALTY CORPORATION
CONSOLIDATED STATEMENTS OF CASH FLOWS
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For the years ended December 31

2014

2013

Net inflow (outflow) of cash related to the following activities
Operating
Net income for the year
Items not affecting cash:
Equity earnings in IOC
Current income taxes
Deferred income taxes
Amortization of royalty and commission interests
Common share dividend from IOC
Change in amounts receivable and accounts payable
Income taxes paid

$ 104,131,251

Cash flow from operating activities
Financing
Dividends paid to shareholders
Cash flow used in financing activities
(Decrease) increase in cash, during the year
Cash, beginning of year
Cash, end of year

$ 148,830,140

(40,556,772)
26,455,430
(2,213,000)
4,143,811
48,065,804
8,761,053
(35,245,868)

(82,269,765)
33,143,074
5,146,000
3,686,708
40,018,911
(5,169,433)
(21,695,132)

113,541,709

121,690,503

(131,200,000)

(96,000,000)

(131,200,000)

(96,000,000)

(17,658,291)
52,613,924

25,690,503
26,923,421

$ 34,955,633

$ 52,613,924

CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY

7APR201513073819

Share
capital

Retained
earnings

Balance as at December 31, 2012
Net income for the year
Dividends declared to shareholders
Share of other comprehensive income from
investment in IOC (net of taxes)

$ 317,708,147
—
—

$ 244,395,841
148,830,140
(120,000,000)

—

—

Balance as at December 31, 2013

$ 317,708,147

$ 273,225,981

Net income for the year
Dividends declared to shareholders
Share of other comprehensive loss from investment
in IOC (net of taxes)
Balance as at December 31, 2014

—
—

Accumulated
other
comprehensive
loss

104,131,251
(105,600,000)

$ (17,598,000)
—
—
9,992,000
$ (7,606,000)
—
—

—

—

(4,140,000)

$ 317,708,147

$ 271,757,232

$ (11,746,000)

See accompanying notes to consolidated financial statements.
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Total

$ 544,505,988
148,830,140
(120,000,000)
9,992,000
$ 583,328,128
104,131,251
(105,600,000)
(4,140,000)
$ 577,719,379

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
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1. Corporate Information
Labrador Iron Ore Royalty Corporation (the ‘‘Corporation’’) directly and through its wholly-owned subsidiary, Hollinger-Hanna
Limited (‘‘Hollinger-Hanna’’), holds a 15.10% equity interest in Iron Ore Company of Canada (‘‘IOC’’), a 7% gross overriding
royalty on all iron ore products produced, sold, delivered and shipped by IOC, a $0.10 per tonne commission interest on sales of
iron ore by IOC and certain lease interests and, accordingly, is economically dependent on IOC. The Corporation and HollingerHanna were established under the laws of the Canada Business Corporations Act. The Corporation is listed on the Toronto Stock
Exchange under the symbol LIF. The registered office of the Corporation is 235 Water Street, P.O. Box 610, St. John’s,
Newfoundland, A1C 5L3.
These consolidated financial statements were authorized for issuance by the Board of Directors of the Corporation on
March 5, 2015.

2. Basis of Presentation
These consolidated financial statements of the Corporation have been prepared in accordance with International Financial
Reporting Standards (‘‘IFRS’’) as issued by the International Accounting Standards Board (‘‘IASB’’). The consolidated financial
statements are prepared on a going concern basis, under the historical cost convention. All financial information is presented in
Canadian dollars, except as otherwise noted. The significant accounting policies described in Note 3 are consistently applied for
all the years presented.

3. Summary of Significant Accounting Policies
(a) Statement of compliance
These consolidated financial statements have been prepared in accordance with IFRS as issued by the IASB.
(b) Basis of consolidation
These consolidated financial statements include the accounts of the Corporation and its wholly-owned subsidiary, HollingerHanna. All inter-company transactions, balances, income and expenses are eliminated in full on consolidation.
(c) Investment in associate
The Corporation has a 15.1% equity and voting interest in its associate, IOC, and exercises significant influence over IOC
through its direct ownership interest, combined with its representation on the board of directors, participation in policy-making
and approval processes, and the mineral sublease under which IOC conducts its operations near Labrador City, Newfoundland
and Labrador. This investment is accounted for using the equity method.
The Corporation recognizes its share of earnings (loss) net of tax in the consolidated statements of comprehensive income which
is adjusted against the carrying amount of its investment in IOC.
Unrealized gains and losses on transactions between the Corporation and IOC are eliminated to the extent of the Corporation’s
interest in this entity. Unrealized losses are eliminated only to the extent that there is no evidence of impairment.
The excess of the cost of the investment in IOC over the underlying book value at the date of acquisition is amortized on the
unit-of-production method based on production and reserves of iron ore at IOC. The rate of amortization is based on estimates of
total proven and probable reserves and a portion of mineral resources, which may differ from actual.
(d) Revenue recognition
Royalty and commission income are based on IOC sales, and are measured at the fair value of the consideration received or
receivable. Royalty and commission income is recorded on an accrual basis in accordance with the substance of the mineral
sublease provided that it is probable that the economic benefits will flow to the Corporation and the amount of revenue can be
measured reliably and collectability is reasonably assured.
(e) IOC royalty and commission interests
The royalty and commission interests are carried at cost less accumulated amortization. Amortization is recognized on the
unit-of-production method based on production and reserves of iron ore at IOC. The rate of amortization is based on estimates of
total proven and probable reserves along with a portion of mineral resources, which may differ from actual.

24MAR201506054556
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(f) Asset impairment
At each balance sheet date the Corporation assesses whether for assets, including investments in associates, other than those
measured at fair value, there is any indication that such assets are impaired. Impairment is recognized if the recoverable amount,
determined as the higher of the estimated fair value less costs to sell or the value in use, is less than its carrying value. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects
current market assessments of the time value of money and the risks specific to the relevant asset for which the estimates of future
cash flows have not been adjusted. The projections of future cash flows take into account the relevant operating plans and
management’s best estimate of the most probable set of conditions anticipated to prevail.
Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the lesser of the revised
estimate of recoverable amount and the carrying amount that would have been recorded had no impairment loss been recognized
previously.
(g) Income taxes
The Corporation and Hollinger-Hanna are taxable corporations.
Current income taxes are measured at the amount expected to be paid to tax authorities, based on taxable profit for the period,
net of recoveries using enacted tax rates at the balance sheet date. Taxable income differs from income as reported in the
consolidated statements of comprehensive income because of items of income or expense that are taxable or deductible in other
periods and items that are never taxable or deductible. Deferred income tax liabilities are recognized using the liability method on
taxable temporary differences between the tax bases and carrying amounts of assets and liabilities. Deferred income tax assets are
recognized for all deductible temporary differences to the extent that it is probable that deductions can be utilized. Deferred
income tax assets and liabilities are measured at tax rates that are expected to apply to the year when the asset is realized or the
liability settled, using enacted or substantively enacted tax rates at the balance sheet date. Deferred income taxes are presented
as non-current.
(h) Foreign currency transactions
The Canadian dollar is the functional and presentation currency of the Corporation and Hollinger-Hanna. Amounts receivable
and payable denominated in U.S. dollars are translated at exchange rates in effect at the balance sheet date and revenues and
expenses denominated in U.S. dollars are translated at exchange rates in effect at the transaction date.
(i) Financial instruments
Financial assets and financial liabilities are measured at fair value on initial recognition in the consolidated balance sheets.
Measurement subsequent to initial recognition depends on the financial instrument’s classification which is determined by the
purpose for which the instrument was acquired or issued, the instrument’s characteristics and the Corporation’s designation of
the instrument. Financial instruments are classified as held-for-trading, available-for-sale, held-to-maturity, loans and
receivables, or other financial liabilities. Financial assets and financial liabilities classified as held-for-trading are measured at fair
value with changes in those fair values recognized in net income. Financial assets classified as held-to-maturity, loans and
receivables, and other financial liabilities are measured at amortized cost, net of associated transaction costs, using the effective
interest method. The Corporation includes transaction costs associated with the origination of interest-bearing financial assets
and liabilities as a component of the initial carrying amount of the instrument, except for held-for-trading financial instruments,
for which the transaction costs are expensed. Cash and cash equivalents are classified as loans and receivables measured at cost;
all other financial assets and financial liabilities are measured at amortized cost.
(j) Financial liabilities and equity instruments
Debt and equity instruments issued by the Corporation are classified as either financial liabilities or as equity in accordance with
the substance of the contractual arrangements and the definitions of a financial liability and an equity instrument.
(k) Critical judgments and estimates
The preparation of financial statements requires the Corporation’s management to make estimates and assumptions that affect the
reported amounts of the assets, liabilities, revenue and expenses reported each period. Each of these estimates varies with respect
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to the level of judgment involved and the potential impact on the Corporation’s reported financial results. Estimates are deemed
critical when the Corporation’s financial condition, change in financial condition or results of operations would be materially
impacted by a different estimate or a change in estimate from period to period. By their nature, these estimates are subject to
measurement uncertainty, and changes in these estimates may affect the consolidated financial statements of future periods.
Critical judgments in applying accounting policies
Determination of significant influence over investment in IOC
The Corporation owns 15.1% of IOC. Judgment is needed to assess whether this interest meets the definition of significant
influence and accounted for under the equity method. Management makes this determination based on its legal ownership
interest, board representation and through an analysis of the Corporation’s participation in IOC’s policy making process and
mineral sub-lease agreements under which IOC conducts its operations.
Income taxes
The Corporation applies judgment in determining the tax rate to calculate deferred income taxes based upon temporary
differences between the assets and liabilities that are reported in its consolidated financial statements and their tax bases as
determined under applicable tax legislation. The Corporation records deferred income tax assets when it determines that it is
probable that such assets will be realized. The future realization of deferred tax assets can be affected by many factors, including
current and future economic conditions, expected royalties and commissions and can either be increased or decreased where, in
the view of management, such change is warranted.
Critical accounting estimates and assumptions
Ore reserves
Reserves are estimates of the amount of product that can be economically and legally extracted from the IOC’s mining properties.
Reserve estimates are an integral component in the determination of the commercial viability of the investment in IOC, the IOC
royalty and commission interest, amortization calculations and impairment analyses. In calculating reserves, estimates and
assumptions are required about a range of geological, technical and economic factors, including quantities, grades, production
techniques, production decline rates, recovery rates, production costs, commodity demand, commodity prices and exchange
rates. In addition, future changes in regulatory environments, including government levies or changes in the Corporation’s rights
to exploit the resource imposed over the producing life of the reserves may also significantly impact estimates.
Asset impairment
The Corporation’s investment in IOC and the IOC royalty and commission interests are tested for impairment if there is an
indicator of impairment. Where an indicator of impairment exists, a formal estimate of the recoverable amount, which is
considered to be the higher of the fair value less costs to sell and value in use, is made. These assessments require the use of
estimates and assumptions such as long term commodity prices, discount rates, future capital requirements, reclamation costs
and operating performance. Fair value is determined as the amount that would be obtained from the sale of the asset(s) in an
arm’s-length transaction between knowledgeable and willing parties. Value in use for mineral assets is generally determined as the
present values of estimated future cash flows arising from the continued use of the assets. These cash flows are discounted by an
appropriate discount rate to determine the estimated value in use. Projections inherently require assumptions and judgments to
be made about each of the factors affecting future cash flows. Changes in any of these assumptions or judgments could result in a
significant difference between the carrying amount and fair value of these assets. Management considers IOC to be a single cash
generating unit.
(l) Adoption on new and amended accounting pronouncements
(i)

IAS 32, Financial Instruments: Presentation was amended by the IASB in December 2011. The amendment clarifies that an
entity has a legally enforceable right to offset financial assets and financial liabilities if that right is not contingent on a future
event and it is enforceable both in the normal course of business and in the event of default, insolvency or bankruptcy of the
entity and all counterparties. The Corporation adopted the amended standard effective January 1, 2014. The adoption did
not have a significant impact on the Corporation’s consolidated financial statements.
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(ii) IAS 36, Impairment of assets was amended by the IASB in May 2013. The amendments require the disclosure of the
recoverable amount of impaired assets when an impairment loss has been recognized or reversed during the period and
additional disclosures about the measurement of the recoverable amount of impaired assets when the recoverable amount is
based on fair value less costs of disposal, including the discount rate when a present value technique is used to measure the
recoverable amount. The Corporation adopted the amended standard effective January 1, 2014. The adoption did not have
a significant impact on the Corporation’s consolidated financial statements.
(iii) IFRIC 21, Levies was amended by the IASB in June 2013. IFRIC 21 provides guidance on the accounting for levies within the
scope of IAS 37, ‘‘Provisions, contingent liabilities and contingent assets’’. The main features of IFRIC 21 are: (i) the
obligating event that gives rise to a liability to pay a levy is the activity that triggers the payment of the levy, as identified by
the legislation, and (ii) the liability to pay a levy is recognized progressively if the obligating event occurs over a period of
time. The Corporation adopted the amended standard effective January 1, 2014. The adoption did not have a significant
impact on the Corporation’s consolidated financial statements.
(m) Future Accounting Policies
(i)

IFRS 9 Financial Instruments which was issued by the IASB in November 2009 and will replace IAS 39, ‘‘Financial
Instruments: Recognition and Measurement’’ (IAS 39) which addresses the classification and measurement of financial
assets. Requirements for financial liabilities were added in October 2010. IFRS 9 replaces the multiple rules in IAS 39 with a
single approach to determine whether a financial asset is measured at amortized cost or fair value and a new mixed
measurement model for debt instruments having only two categories: amortized cost and fair value. The approach in IFRS 9
is based on how an entity manages its financial instruments in the context of its business model and the contractual cash
flow characteristics of the financial assets. This standard also requires a single impairment method to be used, replacing the
multiple impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018. The
Corporation is currently evaluating the impact of this standard and amendments on its consolidated financial statements.

(ii) IFRS 15 Revenue from Contracts with Customers which was issued by the IASB on May 28, 2014 and will replace IAS 18
Revenue and IAS 11 Construction Contracts. IFRS 15 provides a more detailed framework for the timing of revenue
recognition and increased requirements for disclosure of revenue. IFRS 15 uses a control based approach to recognize
revenue which is a change from the risk and reward approach under the current standard. The mandatory effective date is
for annual periods beginning on or after January 1, 2017. The Corporation is currently evaluating the impact of this
standard on its consolidated financial statements.
(iii) An amendment to IAS 16 Property, Plant and Equipment was issued by the IASB in May 2014. The amendment prohibits the
use of a revenue-based depreciation method for property, plant and equipment as it is not effective of the economic benefits
of using the asset. It clarifies that the depreciation method applied should reflect the expected pattern of consumption of the
future economic benefits of the asset. The amendment to IAS 16 is effective for annual periods beginning on or after
January 1, 2016. The Corporation does not expect the standard to have a material impact on its consolidated financial
statements.
(iv) An amendment to IAS 38 Intangible Assets was issued by the IASB in May 2014. The amendment prohibits the use of a
revenue-based depreciation method for intangible assets. Exceptions are allowed where the asset is expressed as a measure
of revenue or revenue and consumption of economic benefits for the asset are highly correlated. The amendment to IAS 38
is effective for annual periods beginning on or after January 1, 2016. The Corporation does not expect the standard to have a
material impact on its consolidated financial statements.
(v) Amendments to IFRS 10 Consolidated Financial Statements, IFRS 12 Disclosure of Interests in Other Entities, and IAS 28
Investments in Associates and Joint Ventures were published by the IASB in December 2014. The amendments define the
application of the consolidation exception for investment entities. They are effective for annual periods beginning on or after
January 1, 2016. The Corporation is evaluating the impact of this standard but does not expect the standard to have a
material impact on its consolidated financial statements.
(vi) An amendment to IAS 1, Presentation of Financial Statements was issued by the IASB in December 2014. The amendment
clarifies principles for the presentation and materiality consideration for the financial statements and notes to improve
understandability and comparability. The amendment to IAS 1 is effective for annual periods beginning on or after
January 1, 2016.
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4. Amounts Receivable
Amounts receivable consist of the following:
December 31
2014
IOC royalties
IOC commissions
Other

2013

$ 24,726,794
115,293
19,116

$ 35,669,616
130,194
19,114

$ 24,861,203

$ 35,818,924

5. IOC Royalty and Commission Interests
December 31
2014
7% Overriding royalty interest, at cost
Commission interest, at cost
Accumulated amortization

2013

$ 351,617,440
13,661,451
(89,845,910)

$ 351,617,440
13,661,451
(85,702,099)

$ 275,432,981

$ 279,576,792

The Corporation reviews and tests the carrying amount of its royalty and commission interests when events or changes in
circumstances suggest that their carrying amount may not be recoverable. If the recoverable amount falls below the carrying cost,
a write-down would be recorded.

6. Investment in IOC
The Corporation holds, directly and through Hollinger-Hanna, all of the Series B and Series C common shares of IOC,
representing a 15.10% equity interest in the company as at December 31, 2014 and 2013. The Series B and Series C common
shares have identical voting rights to all other issued and outstanding common shares of IOC.
2014

2013

Investment in IOC, beginning of year
Equity earnings in IOC
Other comprehensive (loss) income of IOC
Common share dividends received

$ 407,622,445
40,556,772
(4,842,000)
(48,065,804)

$ 353,685,591
82,269,765
11,686,000
(40,018,911)

Investment in IOC, end of year

$ 395,271,413

$ 407,622,445

The Corporation’s ability to exercise significant influence over IOC is achieved through its legal ownership interest, combined
with its representation on the board of directors, participation in policy-making processes and in approval processes, and the
mineral sublease agreement under which IOC conducts its operations near Labrador City, Newfoundland and Labrador.
The net excess of cost of the Investment in IOC over the net book value of underlying net assets amounts to $47,108,000 (2013 –
$47,818,000) and is being amortized to net income on the units-of-production method based on production and reserve
estimates at IOC.
The Corporation reviews and tests the carrying amount of its Investment in IOC for impairment when events or changes in
circumstances suggest that its carrying amount may not be recoverable. If the recoverable amount falls below the carrying cost, a
write-down would be recorded.
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A summary of the financial information of IOC is as follows:
2014
Common share dividends received from IOC
Amounts per IOC’s financial statements: (in ‘000’s)
Current assets
Non-current assets
Current liabilities
Non-current liabilities
Revenue
Net income
Other comprehensive (loss) income
Comprehensive income

$ 48,065,804
592,266
3,013,655
438,347
880,982
1,794,380
273,282
(32,063)
241,219

2013
$ 40,018,911
623,139
2,924,829
460,634
718,139
2,193,836
549,010
77,394
626,404

Commitments
LIORC has no commitments from its investment in IOC that would give rise to future outflow of cash.

Contingent Liability
IOC is the defendant in a lawsuit by two Quebec Innu communities, claiming damages of $900 million relating to aboriginal
rights and titles on the land where IOC operates. At this stage, IOC’s management considers the risk of a material financial impact
of this action is low.

7. Dividends to Shareholders
A dividend of $0.35 per common share comprised of a regular dividend of $0.25 and a special dividend of $0.10 per share, being
an aggregate dividend of $22.4 million, was declared by the Directors of the Corporation payable to shareholders of record on
December 31, 2014 and paid on January 25, 2015.
Total dividends to shareholders as declared by the Directors of the Corporation in 2014 were $105.6 million or $1.650 per share
(2013 – $120.0 million or $1.875 per share).
A regular dividend of $0.25 per common share or $16 million was declared by the Directors of the Corporation payable to
shareholders of record at the close of business on March 31, 2015 and to be paid on April 25, 2015.

8. Debt
The Corporation has a $50 million revolving senior secured credit facility to September 18, 2017 with provision for annual
one-year extensions. The credit facility provides for various forms of advances at the option of the Corporation. Various interest
options are available for these revolving credits and a standby fee is payable on the unadvanced portion of the facility. The facility
is secured by an assignment of the Corporation’s and Hollinger-Hanna’s interests in the IOC common shares, the IOC royalty and
commission interests, and other assets of the Corporation and requires that the Corporation maintain certain financial ratios.
As at December 31, 2014, no amount was drawn on the credit facility (2013 – nil) leaving $50 million available to provide for
any investment in IOC or other Corporation requirements.
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9. Income Taxes
The provision for income taxes in the statements of comprehensive income differs from the amount computed by applying the
combined Canadian federal and provincial tax rate to the Corporation’s income before income taxes. The reasons for the
difference and the related tax effects are as follows:
2014
Income before income taxes
Income taxes at combined federal and provincial
statutory tax rates of 29%
Increase (decrease) in income taxes resulting from:
Undistributed equity earnings in investment in IOC
Equity earnings distributed as dividends
Other
Income tax expense

2013

$ 128,373,681

$ 187,119,214

37,228,367

54,264,572

(5,880,732)
(6,969,542)
(135,663)

(11,929,116)
(5,802,742)
1,756,360

$ 24,242,430

$ 38,289,074

The deferred tax liability is comprised of the following:
Opening
Balance

December 31, 2013
Difference in tax and book value of assets
Tax benefit of deductible temporary
differences
Net deferred income tax liability
December 31, 2014
Difference in tax and book value of assets
Tax benefit of deductible temporary
differences
Net deferred income tax liability

$ 122,681,450

Recognized in
net income

Recognized in
other
comprehensive
income

$ 5,056,326

$ 1,694,000

89,674

—

$ 121,638,000

$ 5,146,000

$ 1,694,000

$ 129,431,776

$ (2,288,994)

(1,043,450)

(953,776)
$ 128,478,000

75,994
$ (2,213,000)

$ (702,000)

Closing
Balance

$ 129,431,776
(953,776)
$ 128,478,000

$ 126,440,782

—
$ (702,000)

(877,782)
$ 125,563,000

10. Share Capital
The common shares issued and outstanding as at December 31, 2014 and 2013 were 64 million or $317.7 million.
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11. Accumulated Other Comprehensive Losses
Net actuarial
gain (loss)
on defined
benefit plans
(net of tax)
Balance, January 1, 2013
Other comprehensive income

$ (17,598,000)
9,992,000

Balance, December 31, 2013

$ (7,606,000)

Balance, January 1, 2014
Other comprehensive loss

$ (7,606,000)
(4,140,000)

Balance, December 31, 2014

$ (11,746,000)

12. Capital Management
The Corporation’s capital consists of the shareholders’ equity and the long-term debt facility. The Directors are responsible for
managing the investments and affairs of the Corporation, which consists mainly of the receipt of revenues from IOC and the
payment of dividends to the shareholders, in a manner that retains sufficient liquidity to provide funds to protect its investment
in IOC. The Corporation pays cash dividends of the net income to the maximum extent possible, subject to the maintenance of
appropriate levels of working capital.

13. Fair Value of Financial Instruments
Fair value is the amount that willing parties would accept to exchange a financial instrument based on the current market for
instruments with the same risk, principal and remaining maturity. The fair value of interest bearing financial assets and liabilities
is determined by discounting the contractual principal and interest payments at estimated current market interest rates for
the instrument.
The carrying value of amounts of cash, amounts receivable, accounts payable and dividends payable to shareholders approximate
their fair value because of the short-term nature of these items.
Such fair value estimates are not necessarily indicative of the amounts that would be realized upon disposition of the
Corporation’s financial instruments.

14. Financial Instrument Risk Management
Commodity price risk
The Corporation is dependent on royalty income, commissions and dividends received from IOC. IOC’s earnings and cash flows
are affected by the volume of iron ore products sold, the price of those products, operating costs, and currency movements. The
demand for and price of iron ore fluctuate as a result of numerous factors outside the control of the Corporation and IOC. Such
factors include, but are not limited to, the demand for steel and steel products, global and regional demand, political and
economic conditions, and production conditions and costs in major producing regions.
Based on gross royalties for the year ended December 31, 2014, an increase or decrease in sale price of iron ore by 5% with all
other variables held constant could have an unfavourable or favourable impact of approximately $3.3 million (2013 –
$3.9 million), respectively, on net income.

Currency risk
The Corporation derives dividends and royalty income from IOC denominated in US dollars. From time to time the Corporation
may enter into financial agreements with banks and other financial institutions to reduce the underlying risks associated with this
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foreign currency denominated income. As at December 31, 2014 and 2013, there were no foreign exchange contracts
outstanding.
Based on financial instrument balances as at December 31, 2014, a strengthening or weakening of $0.01 of the Canadian dollar
to the U.S. dollar with all other variables held constant could have an unfavourable or favourable impact of approximately
$0.1 million (2013 – $0.2 million), respectively, on net income.
Based on gross royalties for the year ended December 31, 2014, a strengthening or weakening of $0.01 of the Canadian dollar to
the U.S. dollar with all other variables held constant could have an unfavourable or favourable impact of approximately
$0.6 million (2013 – $0.7 million), respectively, on net income.

Credit risk
The Corporation is exposed to credit risk with respect to amounts receivable from IOC. The Corporation is economically
dependent on IOC. The Corporation maintains all of its cash with financial institutions having a minimum debt rating of A.

15. Key Management Personnel Compensation
Key management personnel are the President and Chief Executive Officer, the Executive Vice President & Secretary, the Chief
Financial Officer and directors. Their remuneration for the year ended December 31, 2014 was comprised of salaries totaling
$880,000 (2013 – salaries and bonuses totaling $899,000).
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