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Gold stocks to buy on the back of stalling US policy and growth
Investment Theme:
Talking Point mostly discusses stocks for which Foster
Stockbroking does not provide formal research
coverage. It combines both the dealing desk’s market
view and basic research analysis. The aim is to offer
clients additional investment ideas that lie outside the
firm’s universe of formally covered stocks.
Occasionally, some stocks under formal research
coverage will also be discussed in Talking Point.



Heightened expectations of US growth are fading in light of no new
economic data to suggest the promised fillip. The efforts of the new
Trump administration continue to be frustrated on a number of fronts
and cannot point to any meaningful progress so far (Obamacare repeal,
debt ceiling, and other self-inflicted distractions). Global markets have
been patient so far on US policy implementation, but who knows for
how much longer? There appears to be a dawning realisation that
progress on any policy front in the US will be slow, if at all, as
demonstrated by the failed Obamacare repeal attempt.



The US dollar Index has fallen 1.8% since the start of the year, despite a
very brief recovery through February. Markets are no longer as certain
of further rate increases during the year, and the slower than expected
US rate hike cycle will be supportive of gold prices in the near term.



Recent dovish statements and March minutes from the US Fed have
dampened expectations of the expected three rate increases in the US
this year and revealed concerns of an overvalued US equities market. 10
year US Treasury bond yields have fallen in the past fortnight, while the
yield curve spread between 10-year and 2-year Treasuries have
narrowed ~30bps to 2.3%.



Current volatility (VIX 12.39) remains low compared to historical levels
(10 year average of 20.70), and with the above headwinds, we believe
gold is the way to hedge against USD weakness and slowing US growth.

Recommendation:


We recommend a basket of gold equities from the following companies:


Beadell Resources (BDR, $0.31, mkt cap $378M);



Dacian Gold (DCN, $2.01, $387M);



Evolution Mining (EVN, $2.28, $3,830M);



Northern Star Resources (NST, $4.54, $2,726M);



Perseus Mining (PRU, $0.345, $356M);



Regis Resources (RRL, $3.60, $1,804M);



Resolute Mining (RSG, $1.41, $1,039M);



Saracen Mineral (SAR, $1.06, $856M); and



St Barbara Mining (SBM, $2.78, $1,383M).

DISCLAIMER: Foster Stockbroking Pty Ltd does and seeks to do business with companies covered in its research reports. As a result, investors should be aware that the firm may
have a conflict of interest that could affect the objectivity of this report. Refer full disclosures at the end of this report.
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ASX listed intermediate and junior gold miners


We have included a table of junior and intermediate ASX listed gold miners that are an attractive
way to play the theme, given the recent pull back in domestic gold stock prices, and relative value
across the space.

Figure 1: ASX listed gold miners

Company
Beadell Resources
Dacian Gold
Evolution Mining
Northern Star
Perseus Mining
Regis Resources
Resolute Mining
Saracen Mineral
St Barbara Mining

Code
BDR
DCN
EVN
NST
PRU
RRL
RSG
SAR
SBM

Mkt
Cap,
A$M
378
387
3,830
2,726
356
1,804
1,039
856
1,383

FY17e
prod,
koz
145
0
830
500
200
315
300
280
360

Reserve,
koz
1,476
1,200
7,055
1,962
2,078
2,125
5,600
1,500
4,011

Grade,
Au g/t
1.59
2.00
1.10
4.70
1.14
1.09
1.50
1.80
3.40

FY17e
AISC,
USD/oz
880
779
698
769
1,110
761
960
1,001
750

P/E 1 yr
fwd
10.3x
19.6x
10.8x
10.2x
nm
12.4x
8.4x
9.2x
8.4x

P/FCF 1
yr fwd
8.0x
N/A
7.6x
9.9x
N/A
12.0x
N/A
7.9x
6.9x

Net
debt /
(cash),
A$M
(18)
(132)
589
(273)
(55)
(91)
(119)
(28)
(31)

Source: Company reports, Bloomberg, Foster Stockbroking estimates, AUD/USD 0.75.
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A.B.N. 15 088 747 148 AFSL No. 223687
Level 25, 52 Martin Place, Sydney, NSW 2000 Australia
General: +612 9993 8111 Equities: +612 9993 8100 Fax: +612 9993 8181
Email: contact@fostock.com.au
PARTICIPANT OF ASX GROUP
Foster Stockbroking recommendation ratings: Buy = return >10%; Hold = return between –10% and 10%; Sell = return <-10%. Speculative Buy = return >
50% for stock with very high risk. All other ratings are for stocks with low-to-high risk. Returns quoted are annual.
Disclaimer & Disclosure of Interests. Foster Stockbroking Pty Limited (Foster Stockbroking) has prepared this report by way of general information. This
document contains only general securities information. The information contained in this report has been obtained from sources that were accurate at
the time of issue. The information has not been independently verified. Foster Stockbroking does not warrant the accuracy or reliability of the
information in this report. The report is current as of the date it has been published.
In preparing the report, Foster Stockbroking did not take into account the specific investment objectives, financial situation or particular needs of any
specific recipient. The report is published only for informational purposes and is not intended to be personal financial product advice. This report is not a
solicitation or an offer to buy or sell any financial product. Foster Stockbroking is not aware whether a recipient intends to rely on this report and is not
aware of how it will be used by the recipient. Before acting on this general financial product advice, you should consider the appropriateness of the advice
having regard to your personal situation, investment objectives or needs. Recipients should not regard the report as a substitute for the exercise of their
own judgment.
The views expressed in this report are those of the analyst/s named on the cover page. No part of the compensation of the analyst is directly related to
inclusion of specific recommendations or views in this report. The analyst/s receives compensation partly based on Foster Stockbroking revenues,
including any investment banking and proprietary trading revenues, as well as performance measures such as accuracy and efficacy of both
recommendations and research reports.
Foster Stockbroking believes that the information contained in this document is correct and that any estimates, opinions, conclusions or
recommendations are reasonably held or made at the time of its compilation in an honest and fair manner that is not compromised. However, no
representation is made as to the accuracy, completeness or reliability of any estimates, opinions, conclusions or recommendations (which may change
without notice) or other information contained in this report. To the maximum extent permitted by law, Foster Stockbroking disclaims all liability and
responsibility for any direct or indirect loss that may be suffered by any recipient through relying on anything contained in or omitted from this report.
Foster Stockbroking is under no obligation to update or keep current the information contained in this report and has no obligation to tell you when
opinions or information in this report change.
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Foster Stockbroking and its directors, officers and employees or clients may have or had interests in the financial products referred to in this report and
may make purchases or sales in those the financial products as principal or agent at any time and may affect transactions which may not be consistent
with the opinions, conclusions or recommendations set out in this report. Foster Stockbroking and its Associates may earn brokerage, fees or other
benefits from financial products referred to in this report. Furthermore, Foster Stockbroking may have or have had a relationship with or may provide or
has provided investment banking, capital markets and/or other financial services to the relevant issuer or holder of those financial products.
For an overview of the research criteria and methodology adopted by Foster Stockbroking; the spread of research ratings; and disclosure of the cessation
of particular stock coverage, refer to our website http://www.fostock.com.au.
Specific disclosures: The analyst owns no shares in BDR, DCN, EVN, NST, PRU, RRL, RSG, SAR, and SBM at the time of this report. Diligent care has been
taken by the analyst to maintain an honest and fair objectivity in writing the report and making the recommendation.
Specific disclosure: As of 7 April 2017, Foster Stockbroking, its Executive Directors, and associated fund Cranport Pty Ltd held 500,000 shares in BDR,
444,087 shares in DCN, 2,500,000 shares in PRU, 100,000 shares in RSG, and 5,000 shares in SBM. This position may change at any time and without notice,
including on the day that this report has been released. Foster Stockbroking and its employees may from time to time own shares in BDR, DCN, EVN, NST,
PRU, RRL, RSG, SAR, and SBM, and trade them in ways different from those discussed in research. Foster Stockbroking may also make a market in securities
of BDR, DCN, EVN, NST, PRU, RRL, RSG, SAR, and SBM, including buying and selling securities on behalf of clients.
Review disclosure: The report was authored by Matthew Chen and was reviewed and checked by Mark Fichera, Head of Research.
Disclosure review. All the disclosures in the report have been reviewed and checked by Mark Hinsley, Head of Corporate.
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