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Overview and Thesis  

Southern Copper Corporation (SCCO) is one of the world's largest and lowest cost integrated copper 

producers, operating a diversified portfolio of long life assets across Peru and Mexico. The Peruvian 

operations include the Toquepala and Cuajone open pit porphyry systems, while the Mexican platform 

comprises the Buenavista del Cobre complex and the IMMSA underground mining division, which 

includes Charcas, Santa Barbara, San Martin and other producing polymetallic deposits. These assets 

provide predictable ore geometries, multi decade reserve lives, and substantial by product credits, 

supported by company owned smelting and refining capacity that anchors operating costs at the lower 

end of the global cost curve. 

Production is expected to remain stable through 2030, with additional volume coming from two 

committed projects, Tia Maria in Peru and El Pilar in Mexico. These projects together represent less than 

seven percent of expected 2030 output and therefore do not materially affect consolidated cost 

structures within the forecast horizon. Revenue forecasts reflect mine level production schedules and a 

long term copper price deck that aligns with current market expectations. Cost of goods sold, operating 

expenses and tax rates are based on observed historical patterns and the structural stability of SCCOs 

integrated operating model. Working capital requirements remain limited due to the company's 

downstream processing capability and efficient inventory management. 

Valuation is based on a WACC driven discounted cash flow model with a Poisson based adjustment to 

terminal value that captures the long run probability of reserve replacement and project advancement. 

The investment case is supported by SCCOs structurally low cost position, resilient margins, diversified 

operating footprint and visible growth pipeline, all of which contribute to durable free cash flow 

generation and long term intrinsic value. 

Figure: Organizational structure (SCCO 2024 Annual Report)  
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Revenue forecast 

Production forecast: 

Our production forecasts for Southern Copper Corporation are built using a mine-specific, 
physics-based modelling framework that reflects the actual operating behaviour of each 
asset. Rather than relying solely on management guidance or applying a single corporate 
CAGR across all operations, we construct each mine’s long-run trajectory using operating 
statistics, metal recovery characteristics and project engineering constraints. This 
approach improves transparency and closely aligns with best practice in institutional 
mining research. 

For the four large open-pit copper concentrator operations; Toquepala, Cuajone, La 
Caridad and Buenavista. We begin by anchoring our model to the most recent period 
where we have a consistent and representative picture of operating performance. We use 
2025 copper output as the anchor year, and we calibrate long-run operating trends over a 
full decade of historical data from 2015 to 2025. Using ten years of ore milled, head grade 
and recovery statistics enables us to extract stable structural parameters rather than 
short-term fluctuations. 

From this 2015–2025 history we calculate a long-run ore-growth parameter for each mine. 
This is derived as the compound annual growth rate of ore milled over the period and is 
defined as: 

 

In parallel, we compute a long-run grade-decline parameter using the 2015–2025 
compound rate of change in copper grade: 
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These parameters reflect the underlying geological and processing behaviour of each mine 
rather than short-term yearly noise. Recovery rates are held at decade-average levels, 
consistent with their observed stability and the absence of disclosed plant redesigns. 

For each concentrator mine, copper production from 2026 onward evolves recursively 
from the 2025 base. The production function for forecast year t is defined as: 

 

This formulation ensures that future copper output follows a smooth, physically grounded 
trajectory consistent with the mine’s long-run operating profile. It also mirrors the 
structure of how production planning typically evolves in porphyry copper operations, 
where ore throughput and grade trends drive long-run tonnage rather than discrete annual 
jumps. 

By-product forecasting for the concentrator mines follows the same logic. We calculate 
stable metal-to-copper ratios using the ten-year history from 2015 to 2025. These ratios 
are highly stable over time and therefore provide a credible basis for scaling by-product 
output with future copper production. 

The IMMSA underground polymetallic division is modelled separately, reflecting its distinct 
geometallurgical profile and the absence of detailed ore-grade data in public filings. Using 
a decade of historical output from 2015 to 2025, we observe gradual, consistent depletion 
characteristics. Copper output from IMMSA is therefore projected using a long-run decline 
factor, applied recursively from the 2024 level: 

 

where the decline parameter is approximately one percent per year. Zinc and silver follow 
similar structures using their respective decade-long decline factors. 

Finally, the Tía María and El Pilar projects are modelled as copper-only SX-EW operations. 
Since heap-leach–solvent-extraction–electrowinning flowsheets do not produce payable 
molybdenum, zinc or silver, these mines are treated as pure copper capacity additions. 
Their production is therefore determined by a Historical and peer reviewed capacity ramp 
function using the disclosed start years and nameplate outputs. 
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This captures the natural leach-curve behavior of SX-EW projects without overstating 
production in early years. 

At the consolidated level we sum metal output across all mines to obtain total copper, 
molybdenum, zinc and silver production. Because each component mine evolves 
according to long-run structural parameters calibrated on ten years of operating history, 
the resulting forecasts are internally consistent, engineering-aligned and robust across 
multiple valuation scenarios. 

 

Realized Price Forecasting 

Forecast realized prices for copper, molybdenum, silver and zinc were derived using the 
same procedure applied in the Lundin Mining valuation and were based entirely on 
independent market data sources. Copper realized prices were taken from forward 
quotations on the Chicago Mercantile Exchange (CME). Silver and zinc realized prices were 
derived from COMEX and LME forward curves, respectively, using the same horizon of 
futures availability. Molybdenum, which does not trade through an exchange-based 
forward market, was held at the multi-year historical average level used in the Lundin 
analysis to maintain consistency across both valuation frameworks. 

Southern Coppers realized prices show a persistent and measurable relationship to 
benchmark market prices. Over the past decade, the company has generally received 
prices that are slightly below exchange quoted averages due to typical commercial factors 
including treatment and refining charges, concentrate quality adjustments and contract 
specific terms. Historical disclosures indicate that realized copper prices have trailed the 
COMEX and LME benchmarks by roughly one to three percent in most years, with similar 
patterns observed for molybdenum, silver and zinc. To reflect this observed pricing 
differential, the model applies a two percent adjustment to all benchmark metal price 
inputs.  
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The relationship is given by: 

 

where k denotes copper, molybdenum, silver or zinc. 

This adjustment captures the consistent historical spread between SCCOs realized prices 
and global benchmark prices and provides an internally valid basis for forecasting without 
requiring any external report structure. Real revenue is then obtained by multiplying mine 
level output by SCCO ownership percentages to determine the attributable revenue 
contribution from each asset. 

 

Year SCCO Realized 
Copper Price 
(US$/lb) 

LME Average Copper Price (US$/lb) Realized 
Discount (%) 
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2020 2.78 2.80 -0.7% 

2021 4.21 4.23 -0.5% 

2022 3.98 4.00 -0.5% 

2023 3.87 3.93 -1.5% 

2024 4.14 4.21 -1.7% 

 

This leads to forecasted revenue of: 
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2025 

Mine 
Copper(T
) 

Molybdenum 
(T) 

Zinc 
(T) 

Silver 
(Kiloounce) 

RP 
copper 

RP 
Molyb 

RP 
Zinc 

RP 
Silver 

Mine 
Revenue 

Total 
Revenue 

Toquepala 249500 7805.819168 0 6010.480759 10863 50706 2200 49798.7 3405434495 12347022537 

Cuajone 161400 5049.535927 0 3888.142663         1946912650   

La Caridad 87300 2731.254563 0 2103.066013         1053069853   
Buenavist
a 450500 14094.27469 

11340
0 10852.59151         5683706449   

IMMSA 10200 319.1156534 61300 245.7190531         257899089   

  

 

 

2026 

Mine Copper(T) 
Molybdenum 
(T) Zinc (T) 

Silver 
(Kiloounce) 

RP 
copper 

RP 
Molyb 

RP 
Zinc 

RP 
Silver Mine Revenue 

Total 
Revenue 

Toquepala 245757.5 4728.505287 0 4728.505287 10906 51720 2233 51548 3168534579 13446385081 

Cuajone 158979 3058.840695 0 3058.840695         2049705335   

La Caridad 86863.5 1671.300038 0 1671.300038         1119925143   
Buenavist
a 

448224.97
5 8624.08742 113400 8624.08742         6032156037   

IMMSA 10098 8231.237493 
60688.5

3 7850.89825         1076063987   

Tia Maria 0 0 0 0          €                            -   

El Pilar 0 0 0 0          €                            -   
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2027 

Mine Copper(T) Molybdenum (T) Zinc (T) Silver (Kiloounce) 
RP 
copper 

RP 
Molyb 

RP 
Zinc 

RP 
Silver Mine Revenue Total Revenue 

Toquepala 
242071.13

8 4657.577708 0 4657.577708 11246 52754 
2266.

5 
52606.

4 2967407820 13005455772 

Cuajone 
156594.31

5 3012.958084 0 3012.958084         1919616312   

La Caridad 
86429.182

5 1662.943537 0 1662.943537         1059518476   
Buenavist
a 

445961.43
9 8580.535778 113400 8580.535778         5723755307   

IMMSA 9997.02 8148.925118 
60385.0

9 7811.643759         660292350   

Tia Maria 60000 0 0 0         674812754   

El Pilar 0 0 0 0         52754   

 

 

2028 

Mine Copper(T) Molybdenum (T) Zinc (T) Silver (Kiloounce) 
RP 
copper 

RP 
Molyb RP Zinc 

RP 
Silver 

Mine 
Revenue 

Total 
Revenue 

Toquepala 238440.07 4587.714042 0 4587.714042 11457 53809 
2300.4

9 
54228.

3 3227452125 15434362808 

Cuajone 154245.4 2967.763713 0 2967.763713         2087818730   

La Caridad 
85997.036

6 1654.62882 0 1654.62882         1164029678   
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Buenavist
a 

443709.33
4 8537.204073 113400 8537.204073         6266790154   

IMMSA 9897.0498 8067.435867 
60083.1

6 7772.58554         1107206121   

Tia Maria 120000 0 0 0         1374840000   

El Pilar 18000 0 0 0         206226000   

 

 

  

 

 

2029 

Mine Copper(T) Molybdenum (T) Zinc (T) Silver (Kiloounce) 
RP 
copper 

RP 
Molyb 

RP 
Zinc 

RP 
Silver Mine Revenue Total Revenue 

Toquepala 
234863.46

9 4518.898331 0 4518.898331 11714 54886 2335 
54962.

3 3247584070 15845997836 

Cuajone 
151931.71

9 2923.247257 0 2923.247257         2100841960   

La Caridad 
85567.051

4 1646.355676 0 1646.355676         1183181845   
Buenavist
a 

441468.60
2 8494.091192 113400 8494.091192         6369213824   

IMMSA 9798.0793 7986.761509 
59782.7

5 7733.722612         1117792137   

Tia Maria 120000 0 0 0         1405680000   

El Pilar 36000 0 0 0         421704000   
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2030 

Mine Copper(T) Molybdenum (T) Zinc (T) Silver (Kiloounce) 
RP 
copper 

RP 
Molyb RP Zinc 

RP 
Silver 

Mine 
Revenue 

Total 
Revenue 

Toquepala 
231340.51

7 4451.114857 0 4451.114857 12915 55983.7 
2370.0

2 
55405.

3 3483568014 17052012535 

Cuajone 
149652.74

4 2879.398548 0 2879.398548         2253498507   

La Caridad 
85139.216

2 1638.123897 0 1638.123897         1282041959   
Buenavist
a 

439239.18
5 8451.196032 113400 8451.196032         6882905163   

IMMSA 
9700.0985

1 7906.893893 
59483.8

3 7695.053999         1135258892   

Tia Maria 120000 0 0 0         1549800000   

El Pilar 36000 0 0 0         464940000   
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Cost of Goods Sold 

COGS includes all direct mining, milling, smelting, refining, energy, consumables, labor, and 

maintenance costs. SCCO operates three extremely large, mature porphyry systems (Toquepala, 

Cuajone, and Buenavista). These assets have highly stable ore geometry, long reserve lives, and 

predictable processing rates, resulting in structurally stable production costs and low volatility in COGS.. 

Year COGS (USD mm) 
Revenue (USD 

mm) 
COGS / Revenue 

2019 3,606.4 7,285.6 49.5% 

2020 3,929.8 7,984.9 49.2% 

2021 3,894.4 10,934.1 35.6% 

2022 4,649.1 10,047.9 46.3% 

2023 4,687.7 9,895.8 47.4% 

2024 4,841.4 11,433.4 42.3% 

LTM 5,099.6 12,334.5 41.3% 

 

● Transitioned from ~49% (2019–2020) to a stable 41–42% in 2023–LTM. 

● Variability driven primarily by copper prices rather than underlying production cost changes. 

● No structural deterioration or cost break is observed. 

Thus, 42.3% (FY 2024 constant) is the correct starting point for forecasting. 

SCCO’s cost base is dominated by four slow-moving components: 

Cost Driver Share Economic Behavior Forecast Implication 

Labor ~25% 
Tied to Peru/Mexico 
CPI (3–5%); stable long-
term union contracts 

Predictable inflation 
only 

Energy (diesel + 
electricity) 

~30% 
2022 spike normalized; 
long-term PPAs reduce 
volatility 

Mild downward 
normalization 

Consumables & 
Reagents 

~20% 
Track global industrial 
inflation; SCCO self-
produces sulfuric acid 

Low sensitivity to 
global cycles 

Maintenance 15–20% 
Driven by equipment 
hours; stable for long-
life open pits 

No major shifts 
expected 

 

Vertical integration reduces dependence on third-party smelters and TC/RC volatility. 

Therefore, SCCO’s cost structure is naturally stable and slow-moving, with no basis for sharp downward 

or upward adjustments. 
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Impact of Tia Maria and El Pilar  

Project First Production 2030 Output 
% of SCCO 
Total 

Treatment Effect on COGS 

Tía María 
(Peru) 

2029–2030 45–60 kt 5% 
All pre-
production costs 
capitalized (CIP) 

Immaterial 
before 2030 

El Pilar 
(Mexico) 

2028–2030 36 kt 2% 
Pre-production 
capitalized 

Immaterial 
before 2030 

 

Combined, the two projects represent <7% of consolidated output by 2030. CIP does not enter COGS 

until the mine is “available for use.” New mines do not alter consolidated COGS before 2030. 

No “ramp-up” or “recovery” adjustments are appropriate. 

COGS/Revenue shifted from: 49.5% to 41.3% 

This was driven by normalisation of 2022 energy inflation, higher throughput, revenue expansion and no 

structural cost changes. To avoid overfitting, a sustainable cost elasticity is used. 

Step 1: Raw slope (2019–LTM) 

-8.2 p.p. over 6 years = -1.37 p.p. year 

Step 2: Apply cost-persistence factor (0.30–0.40 typical for mining) 

-1.37 x 0.35 = -0.48 p.p. year (rounded to -0.5) 

This matches industry behaviour for large porphyry mines where: 

● nominal costs rise slowly 

● revenues rise faster (marginal price × volume) 

● fixed costs dilute gradually 

The -0.5 p.p./year drift is anchored to the structural component of the historical decline after removing 

price-driven denominator effects, and matches dilution trends observed in global porphyry producers 

(FCX, Antofagasta, Teck at -0.4 to -0.6 p.p./year). 

We anchor the forecast at 42.3% (FY 2024) and apply the drift above: 

COGS/Revenuet = 42.3% − 0.5% × (t−2024) 

This keeps COGS fully within SCCO’s historical range (35–49%) and aligned with global copper majors 

(38–42%). 

 



 

   

 

15 
 

 

Depreciation and Amortisation 

Mining assets are depreciated using the Unit-of-Production (UoP) method. SCCO operates very large, 

long-life porphyry copper mines (Toquepala, Cuajone, Buenavista), reserves are extensive (>40–60 

years), and production volumes vary modestly year-to-year. Thus, the UoP depletion rate, and therefore 

D&A intensity, tends to be stable, governed primarily by capital cycle dynamics. 

Amortization of intangibles represents <2% of total D&A and is therefore immaterial to forecasts. 

Year D&A (mm) Revenue (mm) D&A / Revenue 

2019 764.4 7,285.6 10.5% 

2020 775.6 7,984.9 9.7% 

2021 806.0 10,934.1 7.4% 

2022 796.3 10,047.9 7.9% 

2023 833.6 9,895.8 8.4% 

2024 845.9 11,433.4 7.4% 

LTM 852.0 12,334.5 6.9% 

 

● D&A ranges 6.9–10.5%, with a post-2021 average near 7.7%. 

● Variation is driven primarily by capital cycles, not revenue. 

● Declining D&A/Revenue after 2021 reflects: 1) depreciation on a slowly ageing capital base,       

2) higher copper prices & volumes, 3) absence of new major depreciable assets entering service 

This stable 7–9% band is consistent with other large, integrated, long-life copper producers. 

SCCO is predicted to see no major structural shifts pre-2030 that change D&A meaningfully under UoP. 

Tía María and El Pilar begin contributing only near 2030, and together represent <7% of SCCO’s output 

at that time. Pre-production capital is capitalized (CIP) and does not generate depreciation, and initial 

production volumes are too small to shift consolidated UoP depletion rates. Therefore, neither project 

has a material impact on D&A before 2030. 

There has been a decrease of 3.6p.p. since 2019. This is -0.60p.p. year. This raw effect is influenced by: 

● copper-price-driven revenue expansion 

● the post-2021 recovery in volumes 

● a pause in large capital additions 

● mild capital under-depreciation relative to CapEx 

To avoid attributing cyclical effects to structural trends, we apply a 40% persistence factor, consistent 

with UoP elasticity: 

−0.60×0.40=−0.24 p.p./year 
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We anchor forecasts at D&A/Revenue = 7.4%, because: 

● 2024 is fully audited 

● it sits in the center of the post-2021 range (7.4–8.4%) 

● it reflects a stable, steady-state UoP depletion year 

● it is unaffected by one-off capital events 

Anchoring at LTM (6.9%) would overstate the trend. 

D&A/Revenuet = 7.4% − 0.25 × (t−2024) 

All values remain safely within SCCO’s historical 6.9–10.5% band and reflect the natural dilution of UoP 

depreciation as revenues rise modestly and capital additions stay low. 
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Taxation 

Southern Copper Corporation (SCCO) operates entirely in Peru and Mexico, both of which apply 

standard corporate income taxes and mining-specific royalties. Mining royalties that are calculated 

based on operating margins are included in income tax expense, not operating costs. SCCO has no tax 

holidays, no special exemptions, and no jurisdictional shifts expected before 2030, making its effective 

tax rate (ETR) unusually stable and straightforward to forecast. 

Peru (≈ 55–60% of SCCO’s pre-tax earnings) 

Peru applies three margin-based mining taxes in addition to corporate income tax: 

Tax Rate Basis 

Corporate Income Tax (CIT) 29.5% Taxable income 

Mining Royalty (Regalía Minera) 1–12% Operating margin 

Special Mining Tax (IEM) 2–8.4% Operating margin 

Special Mining Contribution 0–13.2% 
Operating profit (applicable under 
stability agreements) 

 

Combined, these typically produce a Peruvian marginal burden of ~35–40%. 

Mexico (≈ 40–45% of SCCO pre-tax earnings) 

Mexico applies a simpler regime: 

Tax Rate Basis 

Corporate Income Tax (CIT) 30% Taxable income 

Special Mining Duty 7.5% EBITDA 

Extraordinary Duty (precious metals) 0.5% Revenues (immaterial for SCCO) 

 

This results in a Mexican marginal burden of ~33–35%. 

Year Pre-Tax Income (mm) Income Tax (mm) ETR 

2019 2,381.5 886.1 37.2% 

2020 2,868.3 1,087.4 37.9% 

2021 5,008.7 1,970.5 39.3% 

2022 3,215.0 1,105.1 34.4% 

2023 3,108.1 1,062.6 34.2% 

2024 3,741.0 1,349.0 36.0% 

LTM 4,189.0 1,519.6 36.3% 

 

● The ETR has remained within a narrow 34–39% band for six consecutive years. 
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● The 5-year average = 36.4%. 

● Variation is driven entirely by margin-linked royalties, not by structural tax rate changes. 

SCCO’s long-run ETR is extremely stable around 36%. This is because:  

1. Stable Jurisdiction Mix 

~58% of earnings come from Peru and ~42% from Mexico, a pattern unchanged for over a 

decade and not expected to shift before 2030. This locks the company into a stable blend of 

statutory burdens. 

2. Margin-Based Royalties with Limited Volatility 

Peru’s mining royalties adjust with operating margins, but SCCO’s margins vary only modestly in 

your forecast. This produces small ETR movements within a narrow 34–39% band. 

3. No Structural Tax Shields 

SCCO has minimal interest expense, no significant loss carry forwards, and no tax holidays or 

incentives, so statutory rates flow directly into the effective tax rate. 

4. New Projects Are Immaterial 

Tía María and El Pilar contribute <7% of output by 2030, split between Peru and Mexico. Their 

effects offset and pre-production costs are capitalized, so they do not alter the ETR. 

We compute SCCO’s structural ETR using a weighted average of statutory burdens. 

● Peru share = 0.58 

● Mexico share = 0.42 

● Peru marginal burden = midpoint of 35.5–39.5% = 37.5% 

● Mexico marginal burden = midpoint of 33–35% = 34% 

ETR = 0.58 (0.375) + 0.42 (0.34) = 36.15% (rounded down to 36) 
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Operating Expenses  

Operating expenses include administration, site support, and energy costs not included in COGS. OpEx 

excludes production-related costs (recorded in COGS) and non-cash charges (recorded in D&A). 

SCCO operates three large, mature porphyry systems (Toquepala, Cuajone, Buenavista). Because these 

mines exhibit stable ore geometry, consistent throughput, and very long reserve lives, their operating 

costs behave with high stability and limited sensitivity to short-term fluctuations in production volumes. 

Year OpEx (USD m) Revenue (USD m) OpEx / Revenue 

2019 926.2 7,285.6 12.7% 

2020 934.4 7,984.9 11.7% 

2021 974.6 10,934.1 8.9% 

2022 963.0 10,047.9 9.6% 

2023 1,015.8 9,895.8 10.3% 

2024 1,037.3 11,433.4 9.1% 

LTM 1,036.8 12,334.5 8.4% 

 

● Over six years, OpEx/Revenue remained within a narrow 8.4–12.7% band. 

● Variation was driven primarily by revenue changes, not OpEx changes. 

● Nominal OpEx grew from USD 926 mm to 1,037 mm (CAGR 2.2%), consistent with inflation in 

Mexico/Peru. 

OpEx behavior is dictated by stable and predictive drivers. Labour, Energy, Consumables & Reagents, 

Maintenance. These move slowly with local inflation and long-term contracts. Costs are fixed. New 

projects (Tía María, El Pilar) do not affect OpEx before 2030, as pre-production costs are capitalized and 

early production volumes are too small to shift consolidated cost intensity. 

Therefore, a sustainable trend is estimated for OpEx/Revenue using historical data.  

2019 to LTM:  

12.7% to 8.4% giving  -4.3 p.p. in 6 years.  

This represents a decrease of 0.72 p.p. per year.  

However: 

● 2021 and LTM have unusually high revenue due to strong copper prices 

● Denominator effects exaggerate the apparent improvement 

● Mining OpEx is known to be inelastic (cost curves have low operating leverage) 

Therefore, we apply a 50% persistence factor, consistent with mining cost behaviour.  

Sustainable drift = -0.72 x 0.5 = -0.36%. (rounded down to -0.35 for ease of calculation) 
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OpEx/Revenue is anchored at 9.1% (2024) because: 

● It avoids LTM revenue distortion 

● It lies close to the 3-year average 

● It fits within the long-run structural band (8–12%) 

● It is the most representative steady-state year 

Operating Expenses are calculated by  

OpEx/Revenuet = 9.1% − 0.35 × (t − 2024) 

Projections remain within SCCO’s historical cost envelope, are consistent with mining cost theory, and 

reflect normalisation of the 2022 energy spike. 
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Capital Expenditure 

Southern Copper’s capital expenditures fall under two categories: 

1. Sustaining CapEx – required to maintain productive capacity 

2. Growth (Development) CapEx – pre-production investment in new mines 

All pre-production development for Tía María and El Pilar is recorded as Construction-in-Progress (CIP) 

and is not depreciated nor expensed until the assets are “available for use.” Therefore, CapEx affects 

cash flows only, not COGS or D&A, until commissioning. 

Year CapEx (mm) Revenue (mm) CapEx/Revenue 

2019 707.5 7,285.6 9.7% 

2020 592.2 7,984.9 7.4% 

2021 892.3 10,934.1 8.2% 

2022 948.5 10,047.9 9.4% 

2023 1,008.6 9,895.8 10.2% 

2024 1,027.3 11,433.4 9.0% 

LTM 1,138.0 12,334.5 9.2% 

 

Very low relative to global peers, reflecting SCCO’s large, mature porphyry assets and integrated 

infrastructure. Forms a baseline for forecasting.  

Mining literature and SCCO’s own disclosures indicate sustaining needs of: 

• Major equipment replacement 

• Tailings expansions 

• Leach pad maintenance 

• Smelter/refinery upkeep 

• Mine infrastructure renewal 

Historically, sustaining CapEx for large-scale porphyry operations is 5–8% of revenue. SCCO data show a 

long-term sustaining band near 6%, with growth projects accounting for the remainder. 

Sustaining CapEx = 6% x Revenue 

6% is correct matches SCCO management commentary on long-term sustaining needs. 
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Growth CapEx reflects actual project costs, not curve fitting. 

Based on comparable greenfield open-pit projects and SCCO’s own development history: 

Tía María (Peru) 

● Total Project Cost: $1.4–1.6 billion 

● Construction Window: 2025–2030 

● Production Start: ~2029/2030 

● Treatment: Capitalized until “placed in service” 

Year Tía María CapEx 

2025 $200M 

2026 $250M 

2027 $300M 

2028 $300M 

2029 $275M 

2030 $225M 

 

El Pilar (Mexico) 

● Total Cost: $300–350M 

● Construction: 2025–2027 

● Production Start: 2028–2030 

● Treatment: Capitalized 

Year El Pilar CapEx 

2025 $120M 

2026 $130M 

2027 $100M 

2028 $35M 

2029 $10M 

2030 $5M 

 

Total CapEx = 6% × Revenue + Growth 

Year 
Revenue 

(mm) 
Sustaining (6%) Tía María El Pilar 

Total 
CapEx 

CapEx / 
Revenue 

2025 12,500 750 200 120 1,070 8.6% 

2026 12,900 774 250 130 1,154 8.9% 

2027 13,200 792 300 100 1,192 9.0% 

2028 13,400 804 300 35 1,139 8.5% 

2029 13,650 819 275 10 1,104 8.1% 

2030 13,850 831 225 5 1,061 8.0% 
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Total CapEx declines after 2028 because growth CapEx for Tía María and El Pilar rolls off as construction 

concludes. Sustaining CapEx remains a constant 6% of revenue and increases each year, so the decline 

reflects project completion, not reduced sustaining needs. 
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Poisson Process  

SCCO relies primarily on long-life porphyry deposits with low geological uncertainty. However, over 

horizons longer than the explicit forecast period (2031+), long-run production capacity depends on the 

probability of new economically viable deposits being discovered and developed. To incorporate this 

into the terminal growth rate, we model the arrival of new firm-scale deposits as a Poisson process. 

Model Definition 

(N(t)) IS the number of economically viable, company-scale copper deposits discovered by SCCO over 

time horizon (t). 

N(t)∼Poisson(λt) 

Where: 

● λ = SCCO’s annual discovery rate 

● (t) = time horizon (years) 

Probability of ≥1 new discovery: 

P(N(t)≥1) = 1−e−λt. 

This probability determines how much incremental reserve capacity enters the business after the 

explicit forecast and therefore influences the terminal growth rate (g). 

SCCO Calibration of λ 

To avoid generic assumptions, λ IS calibrated using the following: 

1) Global porphyry copper discovery rate - Empirically, 1 major discovery per year globally.  

2) SCCO’s share of global exploration spending - SCCO spends 1-2% of global copper exploration 

budgets. 

Thus: 

λSCCO = 1 × (0.01−0.02) = 0.01−0.02 

We use the midpoint: 

λ = 0.015 discoveries per year 

This directly reflects SCCO’s modest exploration focus, mature asset base, and brownfield-centric 

strategy. 
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Long-Horizon Discovery Probabilities 

P(N(t)≥1) = 1−e^−0.015t 

Horizon (t) 
Probability ≥1 

Discovery 

10 years 13.9% 

20 years 25.9% 

30 years 36.3% 

 

Linking the Poisson Process to Terminal Growth  

Let: 

● (C) = incremental steady-state production capacity contributed by a new discovery (analogous to 

a Tía María–scale mine) 

● (P(N(t)≥1) = long-run probability of ≥1 discovery over the horizon that affects terminal growth 

(e.g., 20–30 years) 

Then over long horizons, the expected reserve/production uplift is: 

Expected Reserve Growth = P(N(t) ≥1) × C  

In corporate valuation, terminal growth (g) must reflect: 

● reserve replacement (maintaining output), and 

● expected incremental resource additions, driven by exploration success. 

Thus, the Poisson-driven exploration contribution to (g) is: 

G exploration = (P(N(T)≥1) x C / Base Production Capacity) x 1/T 

Where (T) is the horizon relevant for long-run reserve evolution (typically 20–30 years). 

Using approximate values: 

Let: 

● (T = 30) years 

● (P(N≥1) = 36.3% 

● (C) = 5–7% of SCCO’s current production (Tía María–type scale) 

Then: 
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G exploration = (0.363 x 0.06) / 30 = 0.07% 

This is the crucial terminal-growth insight: 

The Poisson process adds 0.05–0.10 percentage points to terminal growth. 

This aligns with the literature on mature mining firms, where exploration contributes 0% to 0.2% to 

long-run growth. 

11.5 Final Terminal Growth Determination 

Terminal growth is decomposed as: 

G terminal = g inflation + g productivity + g exploration 

Using mining-sector norms: 

● Inflation (long-run commodity price trend) = 1.5–2.0%. FED targets 2% 

● Productivity (efficiency + mix) = roughly 0.0% 

● Exploration via Poisson (above) = 0.05–0.10% 

G terminal = 1.6% - 2.1% 
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Rolling beta  

 

Leverage does not explain Southern Copper’s beta volatility 

To determine whether Southern Copper’s pronounced beta swings reflect a true change in 

systematic risk or temporary market dislocations, we first examine the firm’s long-run leverage 

profile. If capital structure were the driver, major shifts in β should coincide with visible changes 

in the D/(D+E) ratio. 

Over 2000–2024, SCCO’s D/(D+E) ratio is remarkably stable: 

● Early 2000s: ~0.20–0.25 

● Pre-GFC and early 2010s: ~0.25–0.30 

● Post-2013: step-up into a tighter band around 0.40–0.55 

● LTM 2024: 0.48 

Across the period where we observe the significant beta moves in our 60-month rolling 

estimates, leverage remains within this narrow corridor. A simple regression of changes in β on 
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changes in D/(D+E) produces a correlation effectively indistinguishable from zero; no 

statistically significant relationship appears, and there is no structural break in leverage around 

any of the major beta events. 

Conclusion: SCCO’s beta spikes are not driven by changes in financial leverage. The capital 

structure is too stable to explain the observed swings in β. 

 

 

What actually drives the beta spikes 

Using the rolling diagnostics and a two-factor model (market + copper), we find that the large 

movements in SCCO’s beta are caused by covariance dynamics, not balance-sheet shifts: 

● The average two-factor R² over 2010–2025 is 0.53, indicating that just over half of 

return variation is explained by systematic factors; the rest is idiosyncratic and episodic. 

● The largest beta dislocations post-2010 (e.g., 2014–2016 and 2018) coincide with sharp 

changes in market correlation (ρ) and, to a lesser extent, short-term spikes in relative 

volatility (σ_stock / σ_mkt). 

● During these episodes, D/(D+E) remains effectively flat, confirming that the beta jumps 

are driven by copper-cycle shocks and shifts in co-movement with the market, not by a 

change in the firm’s target leverage. 
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In other words, SCCO’s rolling beta is noisy because of the interaction of copper prices, EM risk 

sentiment and global risk-on / risk-off regimes, rather than any structural re-gearing of the 

balance sheet. 

 

Construction of a stable valuation beta 

Because leverage does not explain the noise in SCCO’s beta, adjusting β via capital-structure 

normalization is not appropriate. Instead, we treat beta as a statistical quantity that must be 

filtered to remove tail events while preserving the underlying risk profile. 

The steps are: 

1. Base series 

a. Use the 60-month rolling beta vs the U.S. total market (DWCF / VTI), computed 

on monthly returns from 2010 onward. 

b. This horizon minimises noise relative to shorter windows (36–48 months) while 

remaining responsive to genuine regime shifts. 

2. Winsorisation (5–95%) 

a. Take the distribution of 60-month betas over 2010–2025. 

b. Clamp observations below the 5th percentile and above the 95th percentile to 

those percentile values. 

c. This removes the influence of extreme copper shock episodes without discarding 

data. 

3. Structural beta estimate 

a. Compute the median of this winsorised 60-month series. 

b. The result is a structural equity beta of 1.12 for SCCO. 

Final valuation input 

On this basis, the equity research model uses: 

Equity beta for Southern Copper: β = 1.12 

This figure is: 

● Derived from a long-horizon 60-month series, 

● Statistically cleaned via 5–95% winsorisation to remove copper-shock outliers, 

● Demonstrably independent of leverage changes, and 
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● Cross-checked against an adjusted-beta framework and a two-factor (market + copper) 

regression with average R² ≈ 0.53. 

As a result, β = 1.12 is a single, coherent estimate that reflects SCCO’s true long-run market risk, 

rather than transient commodity-cycle noise. 

 

1. Overview of Valuation Framework 

Our valuation of Southern Copper Corporation (SCCO) integrates a full discounted cash flow 

(DCF) model, an Adjusted Present Value (APV) cross-check, and a probabilistic Net Asset Value 

(NAV) assessment for the project pipeline. All inputs are grounded in either 

(i) SCCO’s most recent 10-K/10-Q disclosures,  

(ii) observed market prices,  

(iii) our independently constructed mine-level production and cost model, or  

(iv) academic-standard cost-of-capital estimates (Damodaran ERP, treasury yields, and 

structural beta estimation). 

The objective is to quantify intrinsic value rather than replicate sell-side outputs, and to 

explicitly incorporate SCCO’s pipeline (San Martín restart + Buenavista Zinc) which the market 

frequently ignores. 

 

2. Forecast Model (2025–2030) 

Our operating model is built directly from the full mine-by-mine supply model (uploaded 

previously), consolidated into the revenue/EBITDA/NOPAT schedule reproduced below. 

All figures are in USD, no rounding, and reflect the company’s production portfolio including Tía 

María and El Pilar (both already embedded in the revenue uplift). 
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Forecast Operating Schedule 

 

Key modelling decisions: 

● NOPAT derived using SCCO’s statutory 36% tax rate, consistent with historical filings. 

● CapEx uses project-level detail from the mine model, not a % of revenue. 

● ΔNWC fixed at 1.35% of revenue — derived directly from historical NWC/revenue ratios. 

● Depreciation is based on SCCO’s historical D&A intensity (6.1–7.2%). 

● All numbers are used unrounded to avoid drift in terminal-year valuation. 

 

3. Cost of Capital (WACC) 

All inputs are observable market data or derived from our structural beta estimation 

(winsorised). 

3.1 Cost of Equity (kE) 
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Where: 

Component Input Source 

Risk-free rate 4.35% US 10-year Treasury 

Equity beta 1.12 
Winsorised 60-month structural beta from our SCCO beta 

toolkit 

Equity Risk Premium 4.33% Damodaran (US market, 2025 update) 

 
 

3.2 Cost of Debt (kD) 

SCCO credit rating: 

 ✔ BBB+ (S&P, confirmed via market data) 

BBB+ U.S. corporate yield: 

 

After-tax: 

 
 

3.3 Capital Structure 

We use target long-run D/(D+E) from multi-decade SCCO history: 

D/(D+E)=45%D/(D+E) = 45\%D/(D+E)=45%  

Thus: 

● wE = 0.55 

● wD = 0.45 
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3.4 Final WACC 

 

This is substantially lower than analyst estimates (8–10%) because: 

● SCCO’s balance sheet is unusually strong. 

● Structural beta is lower than Bloomberg’s one-year raw beta. 

● Cost of debt is low due to investment-grade credit rating. 

 

4. Terminal Value 

We use a Gordon Growth Model on UFCF: 

  

Terminal growth: 

● 2.1% (consistent with long-term copper demand growth and SCCO exploration 

replacement probability). 

This is applied to UFCF_2030 × (1+g) before discounting. 

 

5. Project Pipeline NAV (Probability-Adjusted) 

The base DCF includes all fully approved and already advanced projects (Tía María, El Pilar). 

The Pipeline NAV is reserved for non-modeled pipeline projects: 

5.1 Buenavista Zinc Expansion 

● CapEx: $420m (company filings) 
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● Expected EBITDA: $200m at steady state 

● Post-tax UFCF margin: ~60% 

● Startup year: 2026 

● Probability of execution: 90% 

NAV: 

 

At this stage, industry data show <10% failure rate once commissioning is underway. Therefore 

our NAV applies 90% × $1.80bn expected NPV  $1.62bn. 

5.2 San Martín Restart 

● CapEx: already sunk (restart) 

● Expected EBITDA: $150m 

● Probability: 70% 

● High geological uncertainty, intermittent shutdowns historically 

● NAV: 

 

Brownfield restart probability is materially higher than greenfield. We model 70% × $0.90bn expected NPV ≈ 

$0.63bn. 

 

 

Total Pipeline NAV 

 

The total pipeline NAV added: 2,250,000,000 USD 
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6. Final Valuation Output 

6.1 DCF (WACC-based) 

Item Value 

PV of 2025–2030 UFCFs $23,145,342,325 

PV of Terminal Value $76,578,106,880 

Operating EV $99,723,449,205 

Pipeline NAV +2,250,000,000 

Total EV $101,973,449,205 

Less: Net Debt (7,430,000,000 – 4,525,500,000) 

Equity Value $99,068,949,205 

Implied Price/Share $123.21 

 

 

7. Interpretation 

● The DCF fair value of $123.21/share is below the market price of ~$135/sh. 

● Valuation is not the result of aggressive discounting, the WACC is low (6.83%). 

● The shortfall is driven by: 

o Lower long-term copper price deck implicit in your forecast vs. market optimism 

o High near-term CapEx intensity 

o Large ΔNWC requirements 

At these parameters, SCCO screens as modestly overvalued relative to intrinsic fair value, but 

this is highly sensitive to: 

● Long-term copper price (most important) 

● Terminal growth rate 

● Execution of pipeline projects 

● Peruvian regulatory/political climate 
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8. Final Investment View  

Southern Copper remains a premier low-cost integrated copper producer with a uniquely long 

reserve life and industry leading margins. However, under a conservative and academically 

rigorous valuation framework including structural beta, investment-grade cost of debt, 

probability-weighted NAV, and mine-level production modelling the intrinsic value consolidates 

at $123.21, modestly below current trading levels. 

The valuation is highly levered to two external variables: 

 (i) long-term copper pricing and 

 (ii) execution success of Buenavista Zinc and San Martín restart. The market appears to be 

capitalizing SCCO at a premium to intrinsic value, consistent with investor preference for long-

lived, pure-play copper exposure into the 2030s. 

9. Why Our Valuation Differs from the Market 

Our intrinsic value estimate is modestly below the current share price primarily because the 

market appears to be capitalizing several factors more aggressively than our model allows. 

First, investors are assigning near-certainty probabilities (90–100%) to SCCO’s future project 

pipeline, whereas our probability-adjusted NAV applies more conservative and historically 

realistic execution likelihoods. Second, Southern Copper’s exceptionally high margins and 

unusually stable production profile relative to its peers have created a structural premium in 

the stock. Recent competitor mine shutdowns and supply disruptions have amplified this 

premium, effectively pulling SCCO’s valuation above fundamentals. Third, the market may be 

implicitly embedding a copper price well above the futures curve, driven by enthusiasm around 

structural demand from data centers, electric vehicles, and grid expansion. Our methodology 

instead assumes that these demand effects are already incorporated into the forward curve, 

and that spot-market sentiment is temporarily overstating long-term pricing power. 

 


