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A tough start to the year, but a
lot in the price now
From weak trading updates, to Fed policy, to geopolitical risks,
gold equities have had a difficult start to the year. But we
argue that lowered expectations and poor sentiment leaves
risk rewards looking appealing, with stocks discounting a gold
price 8-17% below spot. Polymetal top pick.

Gold stocks remain out of favour for a variety of reasons...YTD, all gold equities

in our coverage are down bar one, with drops of up to 30%. This compares to the

gold price, flat. What is driving this disconnect? In the Russian names, cost of

equity assumptions have increased on the back of rising geopolitical tensions. In

addition, weak trading updates from Fresnillo and Polymetal have also weighed

on stocks, along with a military coup in Burkina Faso where Endeavour has more

than 50% of its production. Moreover, continued focus on Fed tightening in 2022

(with our strategists expecting 4 hikes this year), means that investors have been

asking whether the gold price, and by extension gold equities, can perform in that

environment.

...but low expectations and poor sentiment has left risk rewards looking

appealing in our view - with stocks discounting a gold price 8-17% below spot.

We think the YTD weakness presents an opportunity for investors. Based on our

multiples-based analysis, stocks are now discounting a gold price 8-17% below

spot. That represents a price in the low $1,500's/oz. We would argue that leaves

fears on rate hikes and geopolitical tensions, as things stand, in the price. In terms

of valuation multiples, Polymetal offers the highest cash return potential with a

dividend yield on spot of 9% in 2022, but across the space, FCF generation

remains high despite inflation pressures, with stocks on 5.5-11% FCF yields.

Polymetal remains top pick. We continue to see an attractive risk reward at

Polymetal where spot will ~70% YoY increase in FCF in 2022 vs 2021. This is as

the current market cap sits ~30% below the average for last year. This illustrates

the magnitude of the de-rating that we have seen, with the stock now trading on

an 9% FCF and dividend yield in 2022e. This would make it one of the biggest

cash returners in the gold space. We would add that whilst the recent guidance

update disappointed, market expectations have rapidly adjusted and we would

argue that the inflation factors driving the increase in costs and capex are likely

to impact the wider sector, and Polymetal is potentially just one of the first to

readjust market expectations to reflect this. We stay Overweight.

Where next for the gold price? Gold has been remarkably resilient against a

backdrop of rising real and nominal interest rates, as investors hedge against

still-strong inflation prints and geopolitical tensions. Many of these factors

remain through Q1, keeping gold well supported. However, rising real rates
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should eventually put gold under pressure, with our strategists calling for 10y

real yields to rise to -0.1% by year end, from -0.5% currently, taking gold to

$1620/oz in our view. The bull case centres around more persistent inflation, or if

lower growth impacts central banks' ability to raise rates - listen to this podcast

for more detail.
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Key charts

Exhibit 1: Only Centamin in our coverage has posted a positive return
YTD...
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Exhibit 2: ...whilst the rest of our coverage sits in negative territory
despite gold being up.
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Exhibit 3: Across the board, gold equities are discounting a gold price well below spot.
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Exhibit 4: Top pick Polymetal is down 26% vs 2021 avg despite 2022
spot FCF being ~90% above 2021e
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Exhibit 5: Looking at it another way, FCF is almost doubling, but the
stock is down ~25% from 2021 avg
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Exhibit 6: Gold comps on spot
USDm
Company Rating 2022e 2023e 2022e 2023e 2022e 2023e 2022e 2023e 2022e 2023e 2022e 2023e
Centamin Equal-weight 405 463 2.9x 2.5x 75 126 5.5% 9.3% 5.1% 8.5% NM NM
Endeavour Mining Equal-weight 1,324 1,469 4.5x 4.0x 621 661 11.3% 12.1% 8.7% 9.2% Cash Cash
Polymetal Overweight 1,700 1,785 4.9x 4.6x 653 788 9.3% 11.2% 9.3% 11.2% 0.7x 0.6x
Polyus Equal-weight 3,633 3,985 6.1x 5.4x 1,521 1,882 7.5% 9.2% 5.3% 5.8% 0.3x 0.1x

ND/EBITDAEBITDA EV/EBITDA FCF FCF yield Divi yield

Source: Company Data, Morgan Stanley Research estimates
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Important note regarding economic sanctions. This research references country/ies which

are generally the subject of selective sanctions programs administered or enforced by the

U.S. Department of the Treasury’s Office of Foreign Assets Control (“OFAC”), the European

Union and/or by other countries and multi-national bodies. Users of this report are solely

responsible for ensuring that their investment activities in relation to any sanctioned

country/ies are carried out in compliance with applicable sanctions.
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Valuation Methodology and Risks

Centamin PLC (CEY.L)

Our base case is derived from the simple average of NAV at spot (WACC 10.1% and 1%

LT growth), a forward P/BV of 1.1x in line with historical average for base case earnings

level, & a continued EV/Reserve Resource value ratio of 0.07x (close to its historical av.).

Our rounded 100p PT is derived by assigning a 60% weight to our base case, 35% to

bull, and 5% to bear, to reflect spot above our L-T real forecast of $1,155/oz.

Risks to Upside

A more rapid return to 500koz of production (MSe 2024e).

Risks to Downside

Lower than expected commodity prices and slower return to 500koz production. An

adverse decision in the Sukari concession court case would also negatively impact the

share price.

Endeavour Mining (EDV.L)

Base case derived from the simple average of NAV at spot prices (WACC 9.4% and 0%

LT growth), a forward P/BV of 1.3x and a continued EV/Reserve & Resource value of

0.12x. Our rounded 1,850p PT is derived by assigning a 60% weight to our base, 35% to

our bull, and 5% to our bear case. This better reflects market expectations of the gold

price, with spot currently above our base case.

Risks to Upside

If the gold price remains above our base case longer-term, we see upside risk to our

estimates, whilst faster delivery of production growth would provide an NPV boost.

Risks to Downside

A weaker gold price than we include in our numbers, and political risks in West Africa,

provide downside risks. In addition, growth depends on delivery of one greenfield

project, which carries inherently more risk than a brownfield.

Polyus Gold (PLZLq.L)

Our base case is a simple average of NAV at gold forward prices (WACC 10.0% and 1%

long-term growth), and a continued EV/Reserve Resource value ratio of 0.05x (the

historical average). Our $100 price target is rounded, weighted 60% to our base case,

35% bull case and 5% bear case to better reflect market expectations of the gold price,

with spot above our base case.

Risks to Upside
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Risks to Downside

Polymetal International PLC (POLYP.L)

Base case derived from the simple average of NAV at spot prices (WACC 9.8% and 0%

LT growth), a forward P/BV of 3.0x (LT ROE is higher than COE by 12.00% and LT

growth rate of 0%) and a continued EV/Reserve & Resource value of 0.11x. Our rounded

1,450p PT is derived by assigning a 60% weight to our base, 35% to our bull, and 5% to

our bear case. This better reflects market expectations of the gold price, with spot

currently above our base case.

Risks to Upside

Gold price is more resilient than expected. Cash cost improvements at Mayskoye and

better economics than expected at new mine Nezhda.

Risks to Downside

A weaker gold price and stronger rouble and resultant impact on costs are risks to the

downside. In addition, potential for recent de-rating to be a structural change.

Upside gold price risks including a weakening US dollar and negative real rates,

combined with weakening equity markets, central bank buying, and the

beginnings of a recovery in fabrication demand

Better operational performance at current mines, with Blagodatnoye and

Olimpiada both key

Capex overspend on projects

Weaker gold price on stronger USD, rising rates

7



Disclosure Section
The information and opinions in Morgan Stanley Research were prepared or are disseminated by Morgan Stanley Europe S.E., regulated by Bundesanstalt
fuer Finanzdienstleistungsaufsicht (BaFin) and/or Morgan Stanley & Co. International plc, authorized by the Prudential Regulatory Authority and regulated by
the Financial Conduct Authority and the Prudential Regulatory Authority. Morgan Stanley & Co. International plc disseminates in the UK research that it has
prepared, and approves solely for the purposes of section 21 of the Financial Services and Markets Act 2000, research which has been prepared by any of its
affiliates. As used in this disclosure section, Morgan Stanley includes RMB Morgan Stanley Proprietary Limited, Morgan Stanley Europe S.E., Morgan
Stanley & Co International plc and its affiliates.
For important disclosures, stock price charts and equity rating histories regarding companies that are the subject of this report, please see the Morgan
Stanley Research Disclosure Website at www.morganstanley.com/researchdisclosures, or contact your investment representative or Morgan Stanley
Research at 1585 Broadway, (Attention: Research Management), New York, NY, 10036 USA.
For valuation methodology and risks associated with any recommendation, rating or price target referenced in this research report, please contact the Client
Support Team as follows: US/Canada +1 800 303-2495; Hong Kong +852 2848-5999; Latin America +1 718 754-5444 (U.S.); London +44 (0)20-7425-8169;
Singapore +65 6834-6860; Sydney +61 (0)2-9770-1505; Tokyo +81 (0)3-6836-9000. Alternatively you may contact your investment representative or Morgan
Stanley Research at 1585 Broadway, (Attention: Research Management), New York, NY 10036 USA.
Analyst Certification
The following analysts hereby certify that their views about the companies and their securities discussed in this report are accurately expressed and that they
have not received and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report: Alain
Gabriel, CFA; Ioannis Masvoulas, CFA; Sandeep Peety; Amy Sergeant, CFA; Dan Shaw.
.
Global Research Conflict Management Policy
Morgan Stanley Research has been published in accordance with our conflict management policy, which is available at
www.morganstanley.com/institutional/research/conflictpolicies. A Portuguese version of the policy can be found at www.morganstanley.com.br
Important Regulatory Disclosures on Subject Companies
As of December 31, 2021, Morgan Stanley beneficially owned 1% or more of a class of common equity securities of the following companies covered in
Morgan Stanley Research: Centamin PLC.
In the next 3 months, Morgan Stanley expects to receive or intends to seek compensation for investment banking services from Centamin PLC, Endeavour
Mining, Polymetal International PLC, Polyus Gold.
Within the last 12 months, Morgan Stanley has received compensation for products and services other than investment banking services from Polymetal
International PLC.
Within the last 12 months, Morgan Stanley has provided or is providing investment banking services to, or has an investment banking client relationship with,
the following company: Centamin PLC, Endeavour Mining, Polymetal International PLC, Polyus Gold.
Within the last 12 months, Morgan Stanley has either provided or is providing non-investment banking, securities-related services to and/or in the past has
entered into an agreement to provide services or has a client relationship with the following company: Polymetal International PLC.
Morgan Stanley & Co. International plc is a corporate broker to Endeavour Mining, Polymetal International PLC.
The equity research analysts or strategists principally responsible for the preparation of Morgan Stanley Research have received compensation based upon
various factors, including quality of research, investor client feedback, stock picking, competitive factors, firm revenues and overall investment banking
revenues. Equity Research analysts' or strategists' compensation is not linked to investment banking or capital markets transactions performed by Morgan
Stanley or the profitability or revenues of particular trading desks.
Morgan Stanley and its affiliates do business that relates to companies/instruments covered in Morgan Stanley Research, including market making, providing
liquidity, fund management, commercial banking, extension of credit, investment services and investment banking. Morgan Stanley sells to and buys from
customers the securities/instruments of companies covered in Morgan Stanley Research on a principal basis. Morgan Stanley may have a position in the debt
of the Company or instruments discussed in this report. Morgan Stanley trades or may trade as principal in the debt securities (or in related derivatives) that
are the subject of the debt research report.
Certain disclosures listed above are also for compliance with applicable regulations in non-US jurisdictions.
STOCK RATINGS
Morgan Stanley uses a relative rating system using terms such as Overweight, Equal-weight, Not-Rated or Underweight (see definitions below). Morgan
Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight, Equal-weight, Not-Rated and Underweight are not the equivalent of
buy, hold and sell. Investors should carefully read the definitions of all ratings used in Morgan Stanley Research. In addition, since Morgan Stanley Research
contains more complete information concerning the analyst's views, investors should carefully read Morgan Stanley Research, in its entirety, and not infer the
contents from the rating alone. In any case, ratings (or research) should not be used or relied upon as investment advice. An investor's decision to buy or sell a
stock should depend on individual circumstances (such as the investor's existing holdings) and other considerations.
Global Stock Ratings Distribution
(as of December 31, 2021)
The Stock Ratings described below apply to Morgan Stanley's Fundamental Equity Research and do not apply to Debt Research produced by the Firm.
For disclosure purposes only (in accordance with FINRA requirements), we include the category headings of Buy, Hold, and Sell alongside our ratings of
Overweight, Equal-weight, Not-Rated and Underweight. Morgan Stanley does not assign ratings of Buy, Hold or Sell to the stocks we cover. Overweight,
Equal-weight, Not-Rated and Underweight are not the equivalent of buy, hold, and sell but represent recommended relative weightings (see definitions below).
To satisfy regulatory requirements, we correspond Overweight, our most positive stock rating, with a buy recommendation; we correspond Equal-weight and
Not-Rated to hold and Underweight to sell recommendations, respectively.

8



COVERAGE UNIVERSE INVESTMENT BANKING CLIENTS (IBC) OTHER MATERIAL
INVESTMENT SERVICES

CLIENTS (MISC)
STOCK RATING
CATEGORY

COUNT % OF
TOTAL

COUNT % OF
TOTAL IBC

% OF
RATING

CATEGORY

COUNT % OF
TOTAL

OTHER
MISC

Overweight/Buy 1505 42% 403 45% 27% 671 42%
Equal-weight/Hold 1547 43% 402 45% 26% 695 44%
Not-Rated/Hold 0 0% 0 0% 0% 0 0%
Underweight/Sell 544 15% 90 10% 17% 220 14%
TOTAL 3,596 895 1586

Data include common stock and ADRs currently assigned ratings. Investment Banking Clients are companies from whom Morgan Stanley received investment
banking compensation in the last 12 months. Due to rounding off of decimals, the percentages provided in the "% of total" column may not add up to exactly
100 percent.
Analyst Stock Ratings
Overweight (O). The stock's total return is expected to exceed the average total return of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.
Equal-weight (E). The stock's total return is expected to be in line with the average total return of the analyst's industry (or industry team's) coverage universe,
on a risk-adjusted basis, over the next 12-18 months.
Not-Rated (NR). Currently the analyst does not have adequate conviction about the stock's total return relative to the average total return of the analyst's
industry (or industry team's) coverage universe, on a risk-adjusted basis, over the next 12-18 months.
Underweight (U). The stock's total return is expected to be below the average total return of the analyst's industry (or industry team's) coverage universe, on a
risk-adjusted basis, over the next 12-18 months.
Unless otherwise specified, the time frame for price targets included in Morgan Stanley Research is 12 to 18 months.
Analyst Industry Views
Attractive (A): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be attractive vs. the relevant broad
market benchmark, as indicated below.
In-Line (I): The analyst expects the performance of his or her industry coverage universe over the next 12-18 months to be in line with the relevant broad market
benchmark, as indicated below.
Cautious (C): The analyst views the performance of his or her industry coverage universe over the next 12-18 months with caution vs. the relevant broad market
benchmark, as indicated below.
Benchmarks for each region are as follows: North America - S&P 500; Latin America - relevant MSCI country index or MSCI Latin America Index; Europe -
MSCI Europe; Japan - TOPIX; Asia - relevant MSCI country index or MSCI sub-regional index or MSCI AC Asia Pacific ex Japan Index.
Stock Price, Price Target and Rating History (See Rating Definitions)
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Important Disclosures for Morgan Stanley Smith Barney LLC & E*TRADE Securities LLC Customers
Important disclosures regarding the relationship between the companies that are the subject of Morgan Stanley Research and Morgan Stanley Smith Barney
LLC or Morgan Stanley or any of their affiliates, are available on the Morgan Stanley Wealth Management disclosure website at
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INDUSTRY COVERAGE: Gold and Precious Metals

COMPANY (TICKER) RATING (AS OF) PRICE* (01/28/2022)

Dan Shaw
Centamin PLC (CEY.L) E (03/07/2019) 88p
Polyus Gold (PLZLq.L) E (12/08/2021) US$75.60

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