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North American Gold
Q4 Preview - What We Expect

Lower QoQ metal prices will weight on Q4 earnings. But we believe
the focus will be more on the outlook as we head into 2015. We
remain OW on AEM, FNV, NGD

A Difficult Quarter but Could See Better Times Ahead - 4Q14 results
exemplify the difficulties facing the industry, however with 2015's stronger
gold price YTD, select companies that have been able to execute and operate in
stable regions will continue to garner above average multiples. In 2015 we
expect over half of our coverage will report increasing production and ~40%
are expected to meaningfully reduce operating costs YoY.

Market Reaction So Far Showing Little Tolerance for Guidance
Disappointments or Surprises With several companies having announced
their 2015 outlook along with pre-released operating results, the market has
shown little appetite for disappointments or surprises. AGI and EGO have seen
shares materially impacted after reporting disappointing guidance, declining
26% and 21%, respectively, vs the HUI which is up 23% YTD. EGO was further
impacted by heightened uncertainty in Greece. NAm goldcos still to report
guidance incl. ABX, AEM, IAG, KGC, NEM, NGD, SMF-T, FNV, SLW.

Budgets Made During Lower Gold/ Higher Fuel Environment Could
Provide for Upside Surprises in 2015 With 2015 budgets done early in 4Q -
during a lower gold and higher oil price environment, we suspect budgets
could prove to be conservative in 2015.

Write Downs Anticipated ABX and GG have already announced that they
expect to report impairment charges. ABX's Lumwana mine is expected to
transition to care and maintenance by mid 2015 - it currently has a carrying
value of ~$1bn. And GG's recently ramped up Cerro Negro mine is expected to
take a $2.3-$2.7bn charge. Others could be announced, but we suspect they
will be more minor.

Resources Could Decline as a Result of Shrinking Exploration Spend
2013's yr end gold price assumptions look fair, in most cases, relative to spot
prices. We highlight GG, IAG and NGD as having some risk of revisions, as all
use $1,300/oz or higher. Further reserve declines could occur as slashed
exploration budgets show the challenges of balancing capital discipline with
replacing ounces mined. We note EGO recently indicated that Kisladag could
see a reduction due to deferring expansion plans.

Updating PT for AEM , AGI, PPP, Along with our Q4 expectations, we have
incorporated a number of model fine tuning adjustments, revisions and
incorporated recently released guidance. As a result, AEM's PT increased to
$37.50 from $36.00. We are also lowering our PTs for AGI to $8.00 from $8.75
and PPP to $5.50 from $6.00. Maintaining our ratings: OW - AEM NGD, FNV,
KGC and UW - IAG, AUQ.

Exhibit 1: Quick Reference MSe vs Consensus for 4Q14

* RG LD repo rted  resu lts fo r FY2Q 15Sou rce: B loomberg , Morgan  Stan ley Research

Morgan Stanley does and seeks to do business with
companies covered in Morgan Stanley Research. As a result,
investors should be aware that the firm may have a conflict
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North American Gold - 4Q14 Preview

Gold and Gold Equity Performance Gold prices saw volatility again over the quarter with bullion ranging
>$100/oz from peak to trough. The HIU Index peaked early on October 8th and declined over the quarter with
the HUI to gold ratio reaching a low on Dec 15th as equities underperformed bullion. Beyond the quarter both
have recovered, with gold trading at $1,280/oz at the time of publication and the HUI increasing >20% YTD in
2015.

Potential Positive Surprises:

EGO - After disappointing the market with its updated 2015 outlook, combined with the negative comments
from Greece's energy minister, shares have declined over 20% YTD (vs HUI increasing >20%). The upcoming
financial results and conference call should allow EGO an opportunity to provide additional details, and
hopefully comfort, to the market. We suspect, given this recent underperformance, if management is able to
provide comfort, its shares could find some support. We are also looking for a modest EPS beat at $0.05 vs
consensus at $0.04.

NGD - We forecast strong operating results in 4Q14, which could provide a catalysts for shares when released
on its investor day on February 5th. NGD has been lagging its peers partially due, we believe, to its higher
copper exposure.

Potential Negative Surprises:

AEM - We believe consensus is too high vs our EPS estimates. We are looking for EPS of $0.00 vs consensus of
$0.05. We anticipate street expectations will come down over the coming weeks, however given current
sentiment and recent market reaction to misses, shares could come under pressure if the company reports in
line with our estimates. That said, any weakness would likely be considered an opportunity as management has
already provided some high level color on its 2015 production outlook.

ABX - Although we are expecting a noisy 4Q14 with the anticipated write down at Lumwana, some risk remains
with the company's 2015 production guidance, which we expect could decline ~2% YoY, partially due to
divestitures. We see potential for ABX to meet expectations operationally in Q4 given the company updated its
guidance in Q3, however street EPS expectations appear to be high for Q4. We are looking for EPS of $0.11 vs
consensus of $0.15 (we note a broad range of EPS estimates from $0.08 to $0.28).

Exhibit 2: HUI/Gold Ratio reached a historic low
Dec 15th...

Source: Thomson Reuters, Morgan Stanley Research

Exhibit 3: ...since then equity prices have
recovered along with the higher gold price

Source: Thomson Reuters, Morgan Stanley Research
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FNV - Although we expect Franco-Nevada to benefit from a larger contribution from Gold assets in Q4, we
suspect this was partially offset by a reduction in revenue from Oil and Gas assets. Consensus EPS currently
appears high at $0.22 vs our estimate of $0.19.

Exhibit 4: MSe vs Consensus 4Q14 EPS and CFPS

Sou rce: Morgan  Stan ley Research
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Exhibit 5: Sr Gold Miners 2014 Reporting Trends

EG O , G G  an d  IAG  h ave repo rted  operatin g  resu lts Sou rce: Compan y Data , Morgan  Stan ley Research
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Exhibit 6: Mid-Tier Gold Miners 2014 Reporting Trends

AG I, AU Q , PPP an d  SMF  h ave repo rted  operatin g  resu ltsSou rce: Compan y Data , Morgan  Stan ley Research

Exhibit 7: Royalty/Streaming Companies 2014 Reporting Trends

RG LD h as repo rted  resu ls,  th e compan y's FY2015 co rrespon ds to  CY2014 Sou rce: Compan y Data , Morgan  Stan ley Research
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Previous Gold Price Assumptions Close to Spot, but Lower Reserves May Still be Announced

2013 year-end reporting saw several gold miners lower reserves and resources on the back using lower gold
price assumptions. Last year's recalibrated assumptions still look fair, in most cases, relative to current gold
price levels. We highlight Goldcorp, IAMGOLD and New Gold, which are at the higher end, all using $1,300/oz or
higher. Beyond these exceptions, further reserve declines could also occur as strained exploration budgets begin
to show the challenges of balancing capital discipline with replacing ounces mined. We also highlight that
Eldorado's Kisladag mine could see lower reported reserves as recently indicated by the company - a result of
deferring its expansion project.

Eldorado - Kisladag: Along with its recently released
operating results, Eldorado announced that the Phase
Four expansion at Kisladag will now be deferred. At
current gold prices the company is focusing on other
initiatives. The deferral will result in a smaller open pit
and reserves are expected to decline as a result. Year-
end 2013 2P reserves at Kisladag were 9.5Moz (431Mt
@0.69g/t). Companywide, EGO's 2013 year-end 2P
reserves totaled ~28Moz (739Mt @1.17g/t).

Still Expecting Some Writedowns

Barrick - Lumwana: With Zambia's new legislation increasing its tax/royalty structure for miners, whereby
corporate income tax is replaced with a substantial increase to the country's royalty rate (to 20% from 6%) ABX
announced that its Lumwana copper mine will be placed on care and maintenance. Lumwana's remaining net
carrying value is ~$1bn and ABX indicated it expects to record an impairment charge on this asset in 4Q14.

Goldcorp - Cerro Negro: Along with its pre-released operating results, Goldcorp estimated Cerro Negro would
see an impairment charge in the $2.3-$2.7bn range. The company is currently in the process of concluding the
impairment test, the result is expected with its full 4Q14 financial results. The impairment is largely due to
unfavorable conditions in Argentina given import restrictions, limitations on the exchange of Argentine pesos
into USD, as well as the inflationary environment. Additionally, GG estimates the market value of exploration
potential has declined. Cerro Negro was carried at $5.3bn as of 3Q14.

Updating Price Targets for AEM , AGI, PPP, Along with estimates for the quarter, we have incorporated a
number of model fine tuning adjustments, revisions and our estimates going forward taking into consideration
recently announced operating guidance. As a result, we are increasing our price target for AEM to $37.50 from
$36.00. We are also lowering our price targets for AGI to $8.00 from $8.75 and PPP to $5.50 from $6.00. We are
maintaining our ratings: OW - AEM, KGC, NGD, RGLD and UW - IAG and AUQ.

Exhibit 8: Main Gold Price Assumption Used in
2013 Year-end Reserve Calculations

Sou rce: Compan y Data , Morgan  Stan ley Research
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Research Recap

Pre-Released Operating Results

January 28, 2015 - Royal Gold First Look: FY2Q15 Miss; Outlook Remains on Track

January 22, 2015 - Alamos Gold Setbacks at the Mill Result in a Weaker Quarter as Operations Miss
Guidance

January 21, 2015 - Eldorado Gold: Tapered Expectations at Kisladag

January 21, 2015 -SEMAFO More From Mana - 2015 Guidance Beat Expectations

January 20, 2015 - Primero Mining Plans Remain on Track in 2015; 4Q14 Operating Results In Line

January 16, 2015 - Detour Gold Corp: Could 2015 be the Year Detour Lake Stabilizes?

January 14, 2015 - AuRico Gold - First Look: Operating Results in Line; Meeting Targets, But Priced In

January 13, 2015 - Goldcorp - First Look: 2014 Output Miss on Guidance - As Expected, But Big Write-down
a Surprise

Recent Announcements

January 30, 2015 - New Gold - Rainy River Receives Environmental Approval

January 5, 2015 - Silver Wheaton - Another Extension for Pascua-Lama, But Amendments Largely As
Expected

December 18, 2014 - Barrick Gold: Final Nail In Lumwana - Moving to Care and Maintenance; Write Down
Expected

Industry Reports

January 27, 2015 - Refresher: Sensitivities - Who Is Most Sensitive to Gold Price Moves?

January 16, 2015 - Global Gold Compass - Sentiment Improving On Rising Prices & Expectations for
Declining Costs

January 8, 2015 - Buy Some Gold; KGC to OW, BRSS to EW

December 16, 2014 - Global Metals Playbook: 2015 Outlook: Back to Metals

December 15, 2014 - NAm Gold Positioning into 2015: Overweight AEM, FNV, NGD
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Senior Gold Miners
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Agnico Eagle Mines (AEM, Overweight, PT $37.50)

Exhibit 9: Agnico Eagle - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Barrick Gold (ABX, Equal-weight, PT $13.50)

Exhibit 10: Barrick Gold - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Eldorado Gold (EGO, Equal-weight, PT $7.15)

Exhibit 11: Eldorado Gold - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Goldcorp (GG, Equal-weight, PT $26.50)

Morgan Stanley is currently acting as a financial advisor to Coeur Mining, Inc. (“Coeur”) in relation to its
definitive agreement with a subsidiary of Goldcorp Inc. to acquire 100% of the Wharf gold mine, as announced
on January 12, 2015. The proposed transaction is subject to United States antitrust approval and other
customary closing conditions. Coeur has agreed to pay fees to Morgan Stanley for its services that are subject to
the consummation of the proposed transaction. Please refer to the notes at the end of the report.

Exhibit 12: Goldcorp - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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IAMGOLD (IAG, Underweight, PT $2.50)

Exhibit 13: IAMGOLD - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Kinross Gold (KGC, Overweight, PT $4.50)

Exhibit 14: Kinross Gold - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Newmont Mining (NEM, Equal-weight, PT $25)

Exhibit 15: Newmont Mining - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Mid-Tier Gold Miners
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Alamos Gold (AGI, Equal-weight, PT $8.00)

Exhibit 16: Alamos Gold - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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AuRico Gold (AUQ, Underweight, PT $4.00)

Exhibit 17: AuRico Gold - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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New Gold (NGD, Overweight, PT $6.75)

Exhibit 18: New Gold - 4Q14 Preview

Sou rce:Compan y Data , B loomberg , Morgan  Stan ley Research
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Primero Mining (PPP, Equal-weight, PT $5.50)

Exhibit 19: Primero - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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SEMAFO (SMF, Equal-weight, PT C$4.75)

Exhibit 20: SEMAFO - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Royalty / Streaming Companies
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Franco-Nevada (FNV, Overweight, PT $61.00)

Exhibit 21: Franco-Nevada - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research

| February 2, 2015North American Gold

MORGAN STANLEY RESEARCH

23



 

Royal Gold (RGLD, Equal-weight, PT $77.00)

Exhibit 22: Royal Gold - FY2Q15

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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Silver Wheaton (SLW, Equal-weight, PT $24.00)

Exhibit 23: Silver Wheaton - 4Q14 Preview

Sou rce: Compan y Data , B loomberg , Morgan  Stan ley Research
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North American Gold Comps

Exhibit 24: North American Gold Comps - Market Data and Operating Stats

Sou rce: Compan y Data , Morgan  Stan ley Research

Exhibit 25: North American Gold Comps - Valuation and FCF

Sou rce: Compan y Data , Morgan  Stan ley Research
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Valuation Methodology and Risks

Exhibit 26: Price Targets with Valuation Methodology and Key Risk

Sou rce: Compan y Data , Morgan  Stan ley Research
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Price Target    $37.50 60% 1.3x NAV & 40% 16x 2yr average fwd CF

Bull $52.50
Assuming Bull Case Metal
Price Deck

Stars align, Multiple Expands. Our Bull case assumes better than
expected execution on the LaRonde extension and higher grades
for longer at Meadowbank leading to further multiple expansion.
This adds ~50koz and drives FCF up ~12% in 2015 (from Base
case).

Base $37.50
Assuming Base Case Metal
Price Deck

FCF positive in 2015; ~20% output growth 2014-2016. Our
Base case assumes AEM delivers results in line with our
expectations, FCF positive in 2015, along with the low political risk
profile and mgmt track record, we expect the mkt to continue to
afford the company above avg multiples.

Bear $19.50
Assuming Bear Case Metal
Price Deck

Delays push out FCF growth. Our Bear case assumes delays
accessing higher grades at the LaRonde extension, mining below
reserve grades at Meadowbank and slow integration and
optimization of Canadian Malartic. Missed expectations lead to
compressed multiples.

Investment Thesis

Agnico Eagle has several key attributes; i) quality
assets in relatively stable regions, ii) a flexible
project pipeline and iii) expected to be FCF positive
on our price deck in 2015.

Given AEM’s recent history executing on cost
cutting and better than expected operating
performance we believe investors will continue to
support higher than average multiples.

Key Value Drivers

Investor Confidence in mgmt and its ability to
meet or exceed expectations.

Solid Assets - Long life mines in stable
jurisdictions.

No Significant Commitments - Flexible project
pipeline.

Operational Strength - Continued operating
strength and improvements at Meadowbank and
LaRonde.

Exploration Upside around most operating
mines but most encouraging to date is the
Amaruq project in Nunavut.

Gold Price - We calculate that a 5% change in our
price deck equates to a 9% move in our NAV
estimate and 10% move in 2014 CF estimates.

Potential Catalysts

Updates and initial resource at Amaruq project.

Continued strong operating momentum into
1H15.

Positive results as LaRonde progresses into depth
extension (higher grades).

Meliadine feasibility update and Kittila’s large scale
expansion study.

Successful integration and optimization at recently
acquired Canadian Malartic mine.

Risks to Our Price Target

Exposed to modest near term execution risk from
the LaRonde extension.

Delays in achieving Canadian Malartic design
throughput rates.

AEM is exposed to gold price movements.

AEM tends to garner above average multiples, if
sentiment should change or the company
disappoints, these multiples could contract.

 

Agnico Eagle Mines (AEM, Overweight, PT $37.50)

Executing in Politically Safe Jurisdictions = Premium Multiple

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 27: AEM – Key Value Drivers: Gold Price and Grade

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates .
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Exhibit 28: AEM – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $61.00 60% 1.8x NAV & 40% 26x 2yr average fwd CF

Bull $76.00
Assuming Bull Case Metal
Price Deck

Beat Expectations, Model Attracts Additional Funds Flow. Our
bull case assumes revenues come in 10% better than expected;
challenging mining market continues – FNV model becomes
preferred exposure to precious metals leading to higher royalty
company multiples.

Base $61.00
Assuming Base Case Metal
Price Deck

Lower Risk than Producers (limited Capex/Opex inflation risk);
With a well diversified portfolio of assets (>360 assets), ~60%
growth in GEO 2014 to 2018, lower risk that miningcos with
better leverage than bullion and pays a dividend, and benefiting
from challenging mining mkts – FNV business model and portfolio
supports a premium multiple.

Bear $44.50
Assuming Bear Case Metal
Price Deck

Exposed to Development Delays/Deferrals and Production
Disruptions. Although FNV is very diversified, a number of
issues/concerns related to development projects (i.e., Cobre
Panama on the back of weaker copper prices) would impact NAV,
multiplies and sentiment.

Investment Thesis

Franco-Nevada boast one of the more diversified
portfolios of royalties/streaming companies by
NAV concentration, source metal, source company
and geography with over 360 mining assets and
165 oil & gas. In our view, FNV continues to be
the “go to” royalty name.

Key Value Drivers

Sentiment: Royaltycos demand premium multiples
given risk-reward profiles, more pronounced in
challenging mining markets.

Growth Opportunities Expanding: With the
financial markets (debt and equity) largely closed
to miningcos, royalties and streams become a
meaningful financing alternative driving future
growth opportunities.

Solid Assets: FNV’s portfolio consists of several
long life assets in stable jurisdictions as well as
undeveloped opportunities that could become
meaningful contributors longer term.

Potential Catalysts

Clarity on potential changes to Cobre Panama
agreement – 1Q15.

Rosemont permitting.

Further expansion and exploration potential
throughout FNV’s portfolio.

Further accretive transactions.

Risks to Our Price Target

Although royaltycos have less risk than Miningcos,
they are still exposed to delays, output disruptions
& metal prices. Franco-Nevada is also exposed to
oil prices.

Negative changes to the Cobre Panama
agreement.

If sentiment toward miningcos improves or if
financial markets open up.

Changes to mine plans or capital decisions could
impact valuations.

Royaltycos also have limited access to operating
data and are bound by guidance provided by the
source company.

 

Franco-Nevada (FNV, Overweight, PT $61.00)

The Go To Royaltyco

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 29: FNV – Business Model Drives Premium Multiples

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Exhibit 30: FNV – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $4.50 Based on a blend of (i) NAV at 8% discount rate and (ii) historical
average P/CF applied on average of 2015-16e CFPS.

Bull $6.00
Calculated at Bull Case Prices

Bull case commodity prices; KGC delivers on growth. Tasiast
shows significant increase in reserves. KGC’s low base metal
exposure attracts gold-focused investors. Gold volumes higher
than base case and costs decline.

Base $4.50
Calculated at Base Case Prices

KGC produces 2.5-2.7 moz in 2014 and costs meet guidance.
Paracatu continues to meet expectations. Dvoinoye to reach
targeted production rate in 2014.

Bear $2.25
Calculated at Bear Case Prices

Bear case commodity prices; KGC volumes lag guidance.
Gold volumes lower than base case and costs increase. Challenges
resume at Paracatu. Tasiast capex higher than in feasibility study.

Investment Thesis

Kinross offers the lowest base metal exposure
among North American gold stocks.

FCF breakeven price is at ~$1,150/oz, vs. spot
above $1,200/oz. At spot, KGC is trading at an
EV/EBITDA of 4.9x (vs. 2001-10 average at 10.7x
on consensus).

We think that the recent rally has been driven by:
1) signs that operations at the Company’s Russian
assets have thus far been unaffected by Russian
sanctions, 2) management comments on the 3Q
conference call that the Tasiast expansion decision
will depend on gold price environment, and 3) an
7% rally in gold price.

We are Equal-weight because of KGC’s large
exposure to Russia (24% of NAV, our estimate) &
execution risk at the Tasiast expansion project.

Key Value Drivers

Gold Price Sensitivity: We estimate every $10/oz
change in gold price would affect 2015e EPS by
10.6% and CFPS by 1.8%, relative to our base case.

Production growth: Longer term, we anticipate
Tasiast expansion to drive cost reduction & growth
vs. 2014-16 levels.

Costs should benefit from Paracatu improvements.

Key Projects

Tasiast is the company’s key growth project.

Lobo Marte is planned after Tasiast.

Potential Catalysts

Higher than expected reserves growth

A further increase in investor confidence about
stability in the Russian region.

Better than expected economics at Tasiast.

Further details of 2015-16 production plans.

Risks to Achieving Price Target

Upside risk from formation of attractive JV
partnership at growth projects that reduce
spending.

Further capex cuts allowing for more capital return.

Political risks.

Higher than expected capex at Tasiast.

 

Kinross Gold (KGC, Overweight, PT $4.50)

Risk Reward View

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 31: KGC Production Profile, moz, 2013 - 2016e

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates. .
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Exhibit 32: KGC Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research
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Price Target    $6.75 60% 1.3x NAV & 40% 12x 2yr average fwd CF

Bull $10.00
Assuming Bull Case Metal
Price Deck

C-Zone expansion, with Rainy River ramping ahead of
expectations - multiples expand. Our Bull Case assumes that
the C-Zone adds higher grades and mine life at New Afton and
Rainy River ramps up ahead of schedule leading to multiple
expansion.

Base $6.75
Assuming Base Case Metal
Price Deck

Stable, low costs, growth and optionality make NGD a “Go-
To” holding in Mid-tier group. Our Base Case assumes NGD’s
modest expansion at New Afton and the development of Rainy
River occur as planned. NGD continues to grow at a measured
pace with valuation well supported by its cornerstone asset. NGD
becomes a Core Holding.

Bear $3.25
Assuming Bear Case Metal
Price Deck

Challenges arise at New Afton, delays plague Rainy River and
Copper prices continue to weaken. Our Bear Case assumes
New Afton expansion is completed ~6mo later than expected and
Rainy River is delayed 12mos and costs $100mn more to build.
Issues at these two key assets put pressure on multiples and
sentiment.

Investment Thesis

We believe New Gold has the key hallmarks of a
core holding in the mid-tier gold space – stable
jurisdictions, growth, relatively low costs,
exploration potential, and a project pipeline with
optionality.

With its cornerstone asset, New Afton, performing
and the next fully funded project, Rainy River,
recently permitted, we believe its key attributes
and pipeline optionality will allow NGD to
outperform its peer group.

Our target is based on a 1.3x P/NAV and 12x
P/CFPS. NGD is currently trading at 1.1x P/NAV
and 7.2x P/2015CFPS.

Key Value Drivers

Execution – Stable performance at New Afton
(~50% of NAV) and development of Rainy River
(~10%).

Production Growth and Cost Control – We
forecast production growth of ~50% with total
cash costs remaining at current, industry leading
low levels 2014 to 2017.

Gold price – A 5% change in the gold has a ~10%
impact on our NAV estimate and ~10% impact on
2015 CFPS.

Potential Catalysts

Rainy River construction updates.

Quarterly operating updates at New Afton.

Exploration updates.

Risks to Our Price Target

Development and Execution risk – we assume the
New Afton expansion hits design rates 4Q15 and
Rainy River achieves commercial production 1H17
(we note however, the Rainy River development
plan can be adjusted if market conditions
deteriorate).

Gold and copper price movements.

 

New Gold (NGD, Overweight, PT $6.75)

Stable Jurisdictions, Growth, Low Costs, Exploration Upside & Optionality

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 33: NGD – Execution & Jurisdiction Driving Multiples

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates .
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Exhibit 34: NGD – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $8.00 60% 1.2x NAV & 40% 12x 2yr average fwd CF

Bull $10.70
Assuming Bull Case Metal
Price Deck

Mulatos production reaches 200Koz level in 2016, Turkey
moves fwd, Trends towards historical premiums. Our Bull
Case assumes the successful ramp up of various satellite deposits
on the Mulatos property and AGI’s Turkish assets receive required
permits and move fwd. With these positive catalysts AGI regains its
premium goldco status and trends toward historical multiples. This
Bull Case is now more of a 2016/2017 event.

Base $8.00
Assuming Base Case Metal
Price Deck

Production meets company guidance in 2015 with Turkey
contributing in 2017. Our Base Case assumes production
increases at Mulatos in 2015 (~160koz) with Turkey starting to
contribute in 2017. Combined we estimate gold output of nearly
500koz in 2018.

Bear $4.30
Assuming Bear Case Metal
Price Deck

Delays in Mexico & Turkey. Our Bear Case assumes permitting
delays push growth out 6mo in Mexico and 12mo in Turkey.
Negatively impacting CFPS growth and multiples.

Investment Thesis

Following depletion and challenges at the higher-
grade Escondida deposit, uncertainty around its
Turkish assets, and a drop in output while
developing new higher-grade satellite deposits, the
market removed much of AGI’s premium multiple.
We believe AGI will add to its production profile
over the coming years, however we suspect the
market will remain on the sidelines until the
company executes on these plans. We submit that
its shares have been oversold, however in this
environment without a near-term catalysts we
suspect the shares could remain at historically low
multiples until 2016. Once sentiment improves
and as AGI emerges from this transition period, we
believe its key attributes will again demand a
premium valuation. In the meantime, we are
maintainting an Equal-weight rating.

Key Value Drivers

Execution at Mulatos – Successfully modifying
the plant and ramping up the San Carlos deposit.

Progress in Turkey – Progress on the EIA front in
Turkey.

Production Growth and Cost Control – We
forecast production growth of ~100% (incl Turkey,
excl ~45%) with total cash costs remaining
relatively low (incl Turkey, excl we expect decline of
~10%) 2014 to 2017.

Gold price – A 5% change in the gold price has
~9% impact on our NAV estimate and ~16%
impact on 2015 CFPS.

Potential Catalysts

Quarterly operating updates at Mulatos.

Exploration success.

Permits – primarily in Turkey, but also in Mexico.

Risks to Our Price Target

Execution and operating risk.

Permitting risk – multiple assets that are in the
permitting stage.

Development risks.

Dilutive M&A

Gold price movements

 

Alamos Gold (AGI, Equal-weight, PT $8.00)

Stock Looks Oversold, But Lacking A Short Term Catalyst

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 35: AGI – Bull Case Driven By Execution & Sentiment

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Exhibit 36: AGI – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $13.50 60% on 1.3x NAV estimate and 40% on 10x 2yr average fwd CF

Bull $20.75
Assuming Bull Case Metal
Price Deck

Cost Improvements, Economics at Pascua-Lama Improve. Bull
Case assumes ABX revitalizes the company with its core assets
driving investor interest. Pascua-Lama moves ahead with capex in
line with previous guidance, non-core asset sales completed at
NAV and overall operating costs decline. This scenario also requires
a clear and consistent strategy from mgmt.

Base $13.50
Assuming Base Case Metal
Price Deck

Declining Production Profile ; Primary Headwind = Strategy
and Outlook Unclear. In Base Case Pascua-Lama has been
deferred. ABX continues to pursue its portfolio restructuring and
cost cutting initiatives. Modestly FCF positive in 2015.

Bear $4.50
Assuming Bear Case Metal
Price Deck

Further Challenges Prevent Full Execution of Revitalization
Plan. Bear Case assumes Pascua remains on care and maintenance
and in the headlines. Non-core asset sales continue but at 50%
NAV. Costs begin to rise. FCF negative in 2015.

Investment Thesis

Although we believe the company is taking
appropriate steps, we suspect its debt load, risks
and uncertainty related to Pascua-Lama and the
lack of clarity on the company’s medium to long
term operating profile and strategy, will continue
to weigh on its shares. We will review our position
on ABX as more actions are taken and more
comfort/clarity is provided.

Key Value Drivers

Cost Profile – ABX continues to be one of the
lower cost senior producers with costs remaining
relatively flat YoY on a AISC basis.

Gold price - for every 5% move in gold our
Mining Asset NAV changes ~13%, the overall NAV
is highly sensitive given ABX's financial leverage at
~26% and CFPS moves by ~11%.

Potential Catalysts

Clarity on Pascua-Lama: Very little guidance has
been provided on timelines and capex expectations
since the temporarily suspension at Pascua-Lama
was announced (~50% complete, >$5.5bn spent).

Further non-core asset sales – the market appears
pleased with its asset sales to date, even at a
discount to spot – we expect further sales and
potential merger and/or “spinouts”.

Clarity on medium term profile and strategy.

Optimization and potential expansion
study/decision at Turquoise Hills

Study on Goldrush project in Nevada

Risks to Our Price Target

Uncertainty around the company’s key
development project

With divestitures, optimizations and closures, % of
revenue from copper will increase

Declining and Uncertain production profile

Gold price movements

 

Barrick Gold (ABX, Equal-weight, PT $13.50)

Transition Ongoing, but Future Remains Unclear And Uncertain

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 37: ABX – Clarity on Operating Profile and A Strategy Required

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Exhibit 38: ABX – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $7.15 60% on 1.2x NAV estimate and 40% on 13x 2yr average fwd CF

Bull $9.65
Assuming Bull Case Metal
Price Deck

Permits Received; Sentiment Improves; Multiples expand.
Bull Case assumes EGO’s projects (Perama & Eastern Dragon)
receive permits and advance without headline concerns or
development delays. Core assets operate according to our Base
Case expectations.

Base $7.15
Assuming Base Case Metal
Price Deck

Approaching 1Moz in 2017. Base Case assumes that EGO
delivers results in line with our expectations (~975koz in 2017 at
AISC of <$750/oz), without significant permitting or operational
setbacks and no major unexpected capital and operating costs
appreciation.

Bear $3.35
Assuming Bear Case Metal
Price Deck

Permit and Project delays; Greece Risk Increases; Multiples
contract. Bear Case assumes permitting/project setbacks (option
value on Perama Hill). Remaining Greek assets move fwd ~6-12mo
slower than our Base Case, Phase III @ Olympias encounters
challenges. The project setbacks and strong balance sheet lead to
M&A concerns, compressing multiples.

Investment Thesis

Eldorado has a notable track record of navigating
through regions that have historically been
considered challenging or hostile to foreign
investment and/or mining (i.e., Turkey and China),
which should provide some comfort to its push
into Greece. That said, we see the company’s
above average political risk profile more than
offsetting its track record and low operating costs
given the current market’s limited appetite for risk,
and as a result we remain cautious in the near to
medium term.

The recent 2015 guidance disappointment and the
uncertainty in Greece hurt Eldorado's multiple,
could remain compressed until positive catalyst, ie
information on HK listing of Chinese assets,
permits, details on Phase III Olympias.

We will continue to monitor sentiment towards
political risk, as we view Eldorado’s management
track record, low operating costs and flexible
project pipeline as key attributes.

Key Value Drivers

Output Growth LT - We are forecasting ~20%
production growth from 2014 to 2017.

Remain s a Low Cost Producer – EGO has
consistently reported operating costs in the lower
quartile. Costs are expected to remain relatively
low as it builds out its project pipeline.

Gold Price – We calculate that a 5% change in our
price deck equates to a 9% change in NAV and 9%
move in 2015 CF estimates.

Potential Catalysts

Uncertainty in Greece

Permitting - We believe success on the permitting
front would begin to improve investor sentiment –
particularly at Perama Hill in Greece.

Clarity on Phase III at Olympias.

Eastern Dragon permit

Listing Chinese assets on HK exchange

Risks to Our Price Target

Headline risk and negative sentiment from
protests in Greece or Romania.

Gold price movements

Execution risk as the company brings several
projects forward

 

Eldorado Gold (EGO, Equal-weight, PT $7.15)

Strong Balance Sheet & Low Costs; Political & Permitting Risks Create Headwinds

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 39: EGO – Key Value Driver Is Permitting, Lowering Political Risks

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Exhibit 40: EGO – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $26.50 60% 1.3x NAV & 40% 16x 2yr average fwd CF

Bull $38.00
Assuming Bull Case Metal
Price Deck

It is all about execution. Bull case assumes upside to the
Penasquito mine plan and that all new projects come in ahead of
Base case. Costs decline ~15%, output increases ~10%. The strong
execution leads to positive FCF after dividend in 2015 driving
premium multiples.

Base $26.50
Assuming Base Case Metal
Price Deck

Expect output up >25% and cost down ~25% between 2014
and 2016. Base case assumes GG delivers according to plan with
issues at Penasquito, Red Lake and PV all resolved. Cerro Negro,
Éléonore and Cochenour all ramping up as anticipated. The new
projects and drop in capex drives FCF growth in 2H15.

Bear $14.50
Assuming Bear Case Metal
Price Deck

Challenges arise. Bear case assumes a slower ramp up at Cerro
Negro, Cochenour and Éléonore pushing out FCF to late 2016,
along with higher capex, lower investor confidence and M&A
concerns driving a multiple compression.

Investment Thesis

We believe, Goldcorp is one of the higher quality
senior gold producers, however at this time see
better upside in our OW names.

With 2 of the 3 key development projects now
pouring gold, over the coming 12-18 months, the
company is expected to have the best growth
profile of the group, declining operating costs and
we estimate should begin to generate positive FCF
in 2H15.

Key Value Drivers

Growth Profile – 25% growth 2014-16.

Declining Costs – 25% drop 2014-16.

Potential Catalysts

Cerro Negro ramping up.

Further high-grade discoveries in the Red Lake
district.

Gold Price – We calculate that a 5% change in our
price deck equates to a 9% change in NAV and 7%
move in 2015 CF estimates.

Risks to Our Price Target

Delays or cost overruns at its development
projects. Although to date all projects appear to be
largely on track.

Inflation and hostile operating conditions in
Argentina.

Gold price movements.

 

Goldcorp (GG, Equal-weight, PT $26.50)

Strong Growth, Declining Costs, Waiting For Entry Point

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 41: GG – Upcoming Growth Drives Value

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Exhibit 42: GG – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $23 Based on a blend of (i) NAV at 8% discount rate and (ii) historical
average P/CF applied on average of 2015-16e CFPS.

Bull $31
Calculated at Bull Case Prices

Bull case commodity prices; Strong execution. Production on
track to reach 6 moz in 2017. Reserves increase from exploration
success. Costs fall below base case in 2015.

Base $23
Calculated at Base Case Prices

NEM remains on track for ~4.8-5.1 moz/yr gold production
in 2016. Production and costs within management guidance for
2015-16. Company meets project development milestones in time
and on budget.

Bear $15
Calculated at Bear Case Prices

Bear case commodity prices; operating goals not achieved.
Operational data disappoints and costs increase. Production
declines due to lack of new projects. Investors remain concerned
about dilutive M&A outside the gold space.

Investment Thesis

NEM shares offer portfolio diversification for
investors looking for a S&P 500 component gold
miner. Over the last 1 month, shares had a
positive correlation of 0.80 with gold and 0.19 with
S&P 500.

FCF breakeven price in 2015 could be ~$1,150-
1,200/oz. At spot, NEM is trading at an EV/EBITDA
of 6.3x (2001-10 avg: at 8.8x).

We think NEM needs to spend $2-3 bn in growth
capex during 2015-18 to maintain its production
rate. If volumes fall, some de-rating is a risk. M&A
is a possibility, but options are limited by low FCF
& high debt.

While shares are trading below historical multiples,
we remain EW on execution risks & high debt.

Key Value Drivers

Gold Price Sensitivity: We estimate every $10/oz
change in gold price would affect 2015e EPS by
6.2% and CFPS by 1.8% relative to our base case.

Growth: Management is targeting several projects
to offset production decline from existing assets to
yield ~4.8-5.1 moz production in 2016.

Gold-linked dividend: NEM’s current dividend yield
is <1%. Dividend declines to 0 at <$1,200/oz gold
price.

Key Projects

Merian and Conga (currently suspended) are key
development projects.

Turf Vent Shaft.

Long Canyon project is expected to startup in
2017.

Potential Catalysts

Turf vent shaft ramps up as planned.

Positive outcome at Conga.

Capex and/or cost reduction.

Reserves growth.

Changes to dividend policy.

Risks to Achieving Price Target

Execution risk as production growth comes from
several projects.

Dilutive/non-gold M&A risk.

 

Newmont Mining (NEM, Equal-weight, PT $23)

Only Gold Name in S&P 500; but Execution Risk & High Debt

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 43: NEM Production Growth, moz, 2013 - 2016e

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.

| February 2, 2015North American Gold

MORGAN STANLEY RESEARCH

44



Exhibit 44: NEM Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research
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Price Target    $5.50 60% 1.1x NAV & 40% 11x 2yr average fwd CF

Bull $7.75
Assuming Bull Case Metal
Price Deck

San Dimas Achieves >3,000tpd @>5g/t & Black Fox Turns
The Corner Ahead of Expectations. San Dimas mill achieves
above design rates at higher grades and that the turnaround at
Black Fox progresses quicker and smoother than expected
(>1,000tpd UG in Q1) reducing execution risks.

Base $5.50
Assuming Base Case Metal
Price Deck

San Dimas Continues to Generate Strong Cash Flow with
Black Fox Showing Steady QoQ Improvements. PPP’s mgmt
and plan for Black Fox succeeds, supported by strong cash flow
from San Dimas. Our Base Case estimates 40% production growth
from 2014 to 2017 with the addition and successful
recapitalization of Black Fox.

Bear $2.00
Assuming Bear Case Metal
Price Deck

Expanded Rate at San Dimas Hurts Recoveries & Black Fox
Does Not Hit 1,000tpd Until Year-End 2015. Expansion at San
Dimas lowers recoveries to 92% LT at <5g/t and the ramp
up/turnaround at Black Fox encounters challenges limiting the
mining rate UG.

Investment Thesis

With the current management team and solid cash
flow from San Dimas, we believe Primero is well
positioned to recapitalize and turnaround Black
Fox. However turnaround stories require a longer-
term view and patience, two characteristics that we
do not see in the current market. As a result, we
believe the risk-reward profile remains balanced at
current levels.

Key Value Drivers

Execution at both San Dimas (~85% of NAV) and
Black Fox (~10%). Near term the market will likely
be most focused on progress at the Black Fox
mine. Key is increasing UG mining rate to
1,000tpd.

Exploration Success – With Black Fox largely
open in all directs and returning encouraging
results at depth, additional positive results will de-
risk the longer term plan for this operation.

Production Growth and Cost Control – We
forecast production growth of ~40% with total
cash costs declining ~11% between 2014 and
2017.

Gold Price – A 5% change in the gold price has
~12% impact on our NAV estimate and ~17% on
our 2015 CFPS estimate.

Potential Catalysts

Operating updates from San Dimas and Black Fox

Exploration results from Black Fox and nearby Grey
Fox.

Gold price movements

Risks to Our Price Target

Delays either in the expansion at San Dimas or in
the turnaround at Black Fox.

Tax changes in Mexico related to the accounting
for silver streaming ounces from San Dimas.

Gold price movements.

 

Primero Mining (PPP, Equal-weight, PT $5.50)

Well Positioned to Turnaround Black Fox Mine, But Need Patience

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 45: PPP – Risk Reward Profile Balanced

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.
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Exhibit 46: PPP – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $77.00 60% 1.7x NAV & 40% 22x 2yr average fwd CF

Bull $97.00
Assuming Bull Case Metal
Price Deck

Uncertainty on Pascua-Lama & Mt. Milligan diminishes,
Multiples Expand. Our Bull Case assumes concerns over Pascua
and Mt. Milligan decline and Mt. Milligan ramps up faster than
expected - multiples expand (1.8xNAV/25xCF).

Base $77.00
Assuming Base Case Metal
Price Deck

FCF positive in F2015; Key Asset (~36% of NAV) Ramps-up
According to Plan. Our Base Case assumes RGLD’s key asset, Mt.
Milligan, ramps up according to plan, supporting current multiples.
CF growth of 26% F2014-F2017.

Bear $48.00
Assuming Bear Case Metal
Price Deck

Delays & Pascua Concerns Impact Multiples. Our Bear Case
assumes Mt. Milligan experiences longer than expected ramp-up &
that Pascua concerns heighten. CFPS slips ~10% in F2015.
Concerns impact multiples.

Investment Thesis

We like Royal Gold’s strong business model,
relatively low political risk profile, and solid balance
sheet, along with its key asset, which continues to
de-risking. However given its outperformance in
2014 and its less diversified portfolio we view the
risk-reward profile as balanced at this time. Staying
EW.

Key Value Drivers

Investor Sentiment/Market Conditions: With
the financial markets (debt & equity) largely closed
to miningcos, royalties and streams become a
meaningful financing alternative driving future
growth opportunities. And the lower risk nature of
the business model (limited exposure to opex and
capex inflation) tends to attract premium multiples
when investor sentiment toward miners is low.

De-Risking: With Mt. Milligan currently ramping
up and shipping concentrate, a significant de-
risking event is under way.

Solid Assets: RGLD’s portfolio consists of several
long life assets in stable jurisdictions.

No Significant Capital Commitments: Strong
balance sheet, which should allow for further
royalty or stream transactions.

Potential Catalysts

Successful ramp-up at Mt. Milligan.

Grade improvements at Penasquito.

Additional accretive transactions.

Longer term - further clarity on the timing and
mining sequence at Pascua-Lama.

Risks to Our Price Target

Less diversified - Mt. Milligan accounts for 36% of
RGLD’s NAV.

Although royaltycos have less risk than miningcos,
they are exposed to delays, output disruptions &
metal prices. They do not control mine plans or
capital decisions but are affected by changes. They
have limited access to operating statistics and are
bound by source company guidance.

A negative outcome on the Voisey's Bay royalty
calculation.

If sentiment toward miningcos improves and
financial markets open up, royaltyco multiples and
future growth prospects could be negatively
affected.

 

Royal Gold (RGLD, Equal-weight, PT $77.00)

Growth & De-Risking Under Way

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 47: RGLD – Mt. Milligan Is Key Value Driver Affecting NAV, CF & Multiples

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.
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Exhibit 48: RGLD – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $4.75 60% 1.2x NAV & 40% 12x 2yr average fwd CF

Bull $6.00
Assuming Bull Case Metal
Price Deck

Expanding Siou Deposit Adding Higher Grades For Longer.
Our Bull Case assumes SEMAFO continues to add high grade
ounces to its production profile, with an additional 2 years of high
grade at Siou beyond our Base Case. This success and the resulting
higher output and lower costs drive expanded multiples.

Base $4.75
Assuming Base Case Metal
Price Deck

Continued Success Replacing Wona Kona Tonnes with Higher
Grade Siou and Fofina Ounces. Our Base Case assumes SMF
continues to increase the portion of its throughput coming from
the higher grade deposits with the strong operating results
offsetting its perceived political risk profile. We incorporate roughly
4 years of additional reserve grade material in our Base Case.

Bear $2.50
Assuming Bear Case Metal
Price Deck

Back to Wona Kona, Limited High Grade Beyond Current 2P
Reserves. Our Bear Case assumes SMF has limited additional
near-term exploration success. Production declines, costs increase
and current positive sentiment fades leading to multiple
compression.

Investment Thesis

SEMAFO has done an impressive job of reworking
its business and executing at the Mana operation.
The company has also had noteworthy success
discovering and developing higher grade satellite
zones; however, given our view on its risk-reward
profile and that longer term upside really requires
a mill expansion, new facility or M&A (currently
pursuing Orbis Gold), we remain Equal Weight.

Key Value Drivers

Exploration Success and Execution will be the
key drivers over the near term.

FCF Positive – We expect SMF to generate FCF
from its Mana operations with a yield of ~7% in
2015 on our price deck.

Production Growth and Cost Control – We
forecast a relatively flat production and cost profile
between 2014 and 2018 with costs remaining low.

Gold price – A 5% change in the gold price has
~10% impact on our NAV estimate and ~9% on
our 2015 CFPS.

Orbis Gold - A positive and accretive outcome
from the pending Orbis Gold transaction

Potential Catalysts

Ongoing exploration results.

2015 Guidance

New high grade discoveries within hauling distance
of Mana mill (with ~20km radius).

Connection to power grid reducing operating costs
roughly $40/oz.

Potential dividend, although management
commentary suggests this could be longer term.

Risks to Our Price Target

Operating issues are particularly meaningful given
it is a single asset company.

Dilutive M&A

Gold price movements.

 

SEMAFO (SMF, Equal-weight, PT C$4.75)

Strong Turnaround, FCF Positive, But Longer-Term Growth is Limited

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 49: SMF – Strong Execution to Date, but Longer-term Limited Upside Without
M&A

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.
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Exhibit 50: SMF – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $24.00 60% 1.6x NAV & 40% 20x 2yr average fwd CF

Bull $34.00
Assuming Bull Case Metal
Price Deck

Clarity On Key Issues Drives Higher Multiples. Our Bull Case
assumes clarity on the CRA review (positive outcome) and on the
development of Pascua. The reduction in risk leads to multiple
expansion more in line with its royalty peers.

Base $24.00
Assuming Base Case Metal
Price Deck

Status Quo, FCF positive, Strong Growth. Our Base Case
assumes status quo on uncertainty around the CRA review and
Pascua – multiples remain at a discount to peer group. FCF
positive in 2015, output to increase ~30% F2014 to F2018.

Bear $12.00
Assuming Bear Case Metal
Price Deck

Negative Outcome Re CRA & Pascua – Impacts Multiples. Our
Bear Case assumes a negative outcome regarding the CRA review
(we view low probability), leading to a much higher tax rate going
fwd. This leads to a drop in multiples, more in line with higher
quality producers.

Investment Thesis

Although we like Silver Wheaton’s business model,
growth potential and cash flow generation, we
believe its valuation will continue to be under
pressure until there is clarity on the CRA audit
and/or Pascua-Lama’s development plan.

Key Value Drivers

Investor Sentiment: With the financial markets
(debt and equity) largely closed to miningcos,
royalty/streamingcos tend to demand premium
multiples on the back of their lower risk profile.
SLW’s uncertainty related to the CRA audit offsets
much of this premium.

Growth Opportunities: In the current
environment, Royalties and Streams become a
meaningful financing alternative driving future
growth opportunities.

Solid Assets: SLW’s portfolio consists of several
long life assets in stable jurisdictions. Growth of
~30% F2014-18.

Strong CF: SLW should be able to rebuild its
balance sheet and participate in further
transactions.

Potential Catalysts

A positive outcome on the CRA review could have
an immediate positive impact on multiples.

Further clarity on the timing at Pascua-Lama -
likely longer term.

Accretive transactions.

Risks to Our Price Target

Key risk to SLW’s valuation hinges on the CRA
review and Pascua’s timeline.

While streamers have less risk than Miningcos,
they are still exposed to delays, output disruptions
& metal prices.

If sentiment toward miningcos improves and
financial markets open up, SLW’s multiples and
future growth prospects could be negatively
impacted.

Streamers do not control mine plans or capital
decisions where changes could negatively impact
valuations. And have limited access to operational
statistics or guidance.

 

Silver Wheaton (SLW, Equal-weight, PT $24.00)

Tax Review Continues to Weigh on Valuation

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 51: SLW – Uncertainty Weighing on Valuation

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.
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Exhibit 52: SLW – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $4.00 60% 1.2x NAV & 40% 12x 2yr average fwd CF

Bull $5.55
Assuming Bull Case Metal
Price Deck

Assumes Young-Davidson Tracks 6mo Ahead of Plan, FCF
Positive in Late 2016, Multiples Expand. Our Bull Case assumes
Young-Davison tracks ~6mo ahead of plan with AUQ becoming
FCF breakeven late in 2016. The successful ramp-up of its key
asset reduces risk – expanding multiples.

Base $4.00
Assuming Base Case Metal
Price Deck

YD Ramps Up to Design By YE 2016. Our Base Case assumes YD
(81% of NAV) achieves an 8,000tpd UG mining rate by the end of
2016 with El Chanate (15%) continuing to run at steady state. FCF
positive in 2017 on MSe deck.

Bear $1.30
Assuming Bear Case Metal
Price Deck

YD timelines Begin to Slip, Leading to a 6mo Delay,
Impacting Sentiment and Multiples. Our Bear Case assumes YD
runs into challenges achieving 8,000tpd UG, capex increases,
sentiment turns negative and multiples begin to reflect higher risk.
FCF declines ~30% in 2017 (vs Base Case).

Investment Thesis

AuRico’s key asset, Young-Davidson, continues to
track ahead of plan. That said, with a long ramp up
still ahead, we believe, given AuRico's current
relative valuation and its risk-reward profile, that
there are greater risks to the downside than
upside from these levels vs our coverage group.
Remaining Underweight.

Key Value Drivers

Operating Performance has been and will
remain the key value driver for AUQ over the next
12-24 months as its Young-Davidson mine ramps
up to design UG mining rates.

Production Growth and Cost Control – We
forecast production growth of ~40% with total
cash costs declining ~15% between 2014 and
2017.

Gold Price – A 5% change in the gold price has
~20% impact on our NAV estimate and ~17%
impact on 2015 CFPS.

Potential Catalysts

Quarterly operating updates from Young-
Davidson

Positive exploration results at El Chanate,
suggesting a mine life extension

Monetizing Kemess North project.

Risks to Our Price Target

Roughly 80% of our NAV estimate is derived from
its Young-Davidson mine which is currently in
ramp up mode. Until this asset achieves design UG
mining rates (expected by the end of 2016) there
will be a heightened execution and operating risk.

Recent performance at YD suggests the ramp-up
is tracking ahead of plan, this resulted in AUQ
garnering a higher multiple than would typically be
applied to a ramp up stage company, any
unexpected issues could result in a sentiment
change and multiple compression.

Gold price movements.

 

AuRico Gold (AUQ, Underweight, PT $4.00)

Progressing Ahead of Plan - Reflected in Current Valuation

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 53: AUQ – Given Long Ramp-Up Period, Risk-Reward Profile is Skewed to
Downside

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates.
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Exhibit 54: AUQ – Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research  estimates
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Price Target    $2.50 Based on a blend of (i) NAV at 8% discount rate and (ii) historical
average P/CF applied on average of 2015-16e CFPS.

Bull $4.50
Calculated at Bull Case Prices

Bull case commodity prices; better than expected returns at
Cote Lake project. Aggressive cost reductions & volume increase
drive better than expected FCF in 2015-16.

Base $2.50
Calculated at Base Case Prices

IAG’s production on track for 0.9 moz by 2016. Production
and costs meet guidance in 2014-15. IAG remains FCF negative in
2014, despite large cost/capex cuts. Westwood ramp-up is on
schedule. Cote Lake construction stays deferred.

Bear $1.50
Calculated at Bear Case Prices

2015 volumes below expectations; bear case commodity
prices. Current mines experience declining volumes and costs rise
more than guidance. Key growth projects run behind schedule.

Investment Thesis

IAG shares are trading at 3.8x 2014 EBITDA at
spot (pro-forma the sale of Niobec), vs. 2001-10
avg. of 11.9x, & likely already pricing plenty of
concerns. However, under MS Commodity team’s
gold price forecast, we still see headwinds from the
high cost of its operations (AISC ~$1,200/oz), low
returns on growth projects, and low near-term
FCF. We see downside to our price target and
remain Underweight.

Shares should react favorably to management
actions to improve 2015-16 FCF.

If gold prices rally, IAG's high cost position could
be favored by investors, due to higher leverage to
earnings.

Key Value Drivers

Gold Price Sensitivity: We estimate every $10/oz
change in gold price would affect 2015e EBITDA by
3.8% and CFPS by 2.7% relative to our base case.

Growth: We estimate consolidated production
could rise to 0.9-1.0 moz by 2016, based on the
current growth pipeline.

Cost Control: Cash costs are up ~50% in last 4
years. Management is optimistic of $75-100/oz of
cost reduction by 2015.

Key Projects

Westwood (Canada, 100% ownership) started
commercial production in July 2014 and is
expected to reach full capacity by end 2016.

The plant expansion at Essakane (Burkina Faso,
90% ownership) is ramping up.

Potential Catalysts

Further resource addition at Cote Lake.

Risks to Achieving Price Target

Cost cuts not sufficient to offset price decline

Growth project delayed.

Closure of higher cost mines.

Political risks.

Upside risk from significant cost cutting.

 

IAMGOLD (IAG, Underweight, PT $2.50)

Risk Reward View

Sou rce: Th omson  Reu ters,  Morgan  Stan ley Research  estimates

Exhibit 55: IAG Production Growth, koz, 2013 - 2016e

Sou rce: Morgan  Stan ley Research  estimates. .
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Exhibit 56: IAG Financial Summary

Sou rce: Compan y Data , Morgan  Stan ley Research
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INDUSTRY COVERAGE: North American Gold

COMPANY (TICKER) RATING (AS OF) PRICE* (01/30/2015)

Brad Humphrey
Agnico Eagle Mines Ltd (AEM.N) O (11/25/2013) $33.72
Alamos Gold Inc (AGI.N) E (09/03/2014) $5.30
AuRico Gold Inc (AUQ.N) U (12/03/2014) $3.94
Barrick Gold Corporation (ABX.N) E (10/10/2012) $12.78
Detour Gold Corp (DGC.TO) E (09/03/2014) C$13.00
Eldorado Gold Corporation (EGO.N) E (11/25/2013) $4.78
Franco-Nevada Corp (FNV.N) O (12/15/2014) $57.60
Goldcorp Inc. (GG.N) E (11/14/2008) $24.03
New Gold Inc. (NGD.A) O (09/03/2014) $4.36
Primero Mining Corp (PPP.N) E (09/03/2014) $4.02
Royal Gold Inc. (RGLD.O) E (12/15/2014) $72.46
SEMAFO Inc (SMF.TO) E (12/03/2014) C$4.45
Silver Wheaton Corp. (SLW.N) E (05/29/2014) $22.97
Yamana Gold Inc. (AUY.N) ++ $4.11

Paretosh Misra, Ph.D.
IAMGOLD Corporation (IAG.N) U (11/25/2013) $2.67
Kinross Gold Corp. (KGC.N) O (01/08/2015) $3.39
Newmont Mining Corp. (NEM.N) E (06/29/2007) $25.15

Stock Ratings are subject to change. Please see latest research for each company.
* Historical prices are not split adjusted.
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