Smith, Larry (Toronto)

From: Haughton, David [David.Haughton@bmo.com]

Sent: Friday, August 02, 2013 8:23 AM

To: Smith, Larry (Toronto)

Subject: RE: Question regarding Barrick Gold: Q2/13 Results Beat; Addressing Market Concerns;
Upgrading to Market Perform (Comment)

Attachments: Q313 Equity Strategy.pdf

Hi Larry,

Thank you for the email.

NPV is the discounted cash flow (DCF) valuation of each asset adjusted for corporate costs and debt.

NPV and NAV are generally interchangeable.

| prefer NPV as some may confuse Net Asset Value with a balance sheet measure rather than a DCF.

Fig 19 of the attached report shows the IRR of the gold sector for the past decade.

The IRR is calculated as the discount rate required for the P/NPV = 1 for the entire sector using prevailing spot.

The IRR ranges from 0 to 12% depending upon the investor outlook and other measures that are too long to explain here.
BMO consistently uses spot at 10% for the valuation metric.

Other analysts use differentiates for their own reason while some use WACC.

The discount rate discussion is also a long and involved one...

Regards, David H.

From: Smith, Larry (Toronto) [mailto:Ismith@barrick.com]

Sent: August 1, 2013 7:56 PM

To: Haughton, David

Subject: Question regarding Barrick Gold: Q2/13 Results Beat; Addressing Market Concerns; Upgrading to Market
Perform (Comment)

Hello David,

| have read your Barrick analysis with interest.
While | am an employee of Barrick Gold, the questions below come from my role as a teacher of Mineral Economics.

| note with interest that your analysis of Barrick refers to "5.0x NPV (10% discount rate; spot prices)”.
Both the 5x and the 10% are new to me.
I am more familiar with 1-2x NAV (more recently ~1x) and 0% or 5% discounting.

Would you mind expanding on your use of 5x and 10%?
What is the relationship between “NPV” as you have used it here and “NAV”?
What are your thoughts on 1-2x NAV and 5%?

Such criteria are always a matter of interest and debate in the discussion of discount rates and valuations.
Your insights would be appreciated.



Many thanks,
Larry Smith

L. D. Smith

LDS@sympatico.ca

416-804-5465

This e-mail has been sent from a business e-mail account.

Please use the e-mail address above for your reply and your address book.

From: David Haughton [mailto:david.haughton@bmo.com]

Sent: Thursday, August 01, 2013 6:56 PM

To: |-d-smith@sympatico.ca

Subject: Barrick Gold: Q2/13 Results Beat; Addressing Market Concerns; Upgrading to Market Perform (Comment)

Event: Barrick reported Q2/13 adjusted EPS of US$0.66, above BMO Research at US$0.50 and
consensus of US$0.58. In addition to the US$0.5B loss on the sale of Barrick Energy, ABX
reported a total of US$8.7B in after-tax impairments, including: US$5.1B for Pascua and
US$2.3B in goodwill. Barrick cut its quarterly dividend from US$0.20 to US$0.05/sh.
Impact: Positive. Barrick has undertaken steps to address the key market concerns of (1)
cash flow strains on the indebted balance sheet, (2) mine plan revisions in light of
lower metal prices, (3) worrying impairment charges, and (4) progress on Pascua-Lama.
Barrick has reduced 2013 capital and costs by US$2B (with some deferred in to 2014 and
2015) and saved US$600M/year by trimming the dividend. The company maintained 2013
production guidance, but lowered cost expectations for gold and copper with the strong Q2
supporting the results. All mines are being assessed at US$1,100/0z with 12 higher-cost
mines subjected to optimization, suspension, closure or divestiture. Impairment tests
were run at US$1,300/0z (previously US$1,700/0z), which reduces the risk more ahead. BMO
Research estimates the Pascua-Lama IRR at 12% using spot (ignoring sunk costs), which is
less than optimal and with significant expenditure and risks ahead, but could become a
key asset for Barrick if executed to plan.

Forecasts: The 2013 and 2014 EPS forecasts were increased to US$2.19 (up ~12%) and
US$1.15 (up ~6%), respectively, on improved cost and production guidance.

Valuation: Barrick trades at 5.0x NPV (10% discount rate; spot prices), at a significant
premium to the senior gold producer average of 2.4x.

Recommendation: BMO Research is upgrading Barrick to Market Perform. Barrick appears to
be addressing the key concerns that prompted the Underperform rating, but the company
must now deliver on the plans and ease balance sheet pressure.

For full report including research disclosures: http://research-
ca.bmocapitalmarkets.com/documents/fcd790fe-5d1le-4df4-a30f-28ee4d914621 . pdf
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Q2/13 Results Beat; Addressing Market Concerns;
Upgrading to Market Perform

Event

Barrick reported Q2/13 adjusted EPS of US$0.66, above BMO Research at
US$0.50 and consensus of US$0.58. In addition to the US$0.5B loss on the sale
of Barrick Energy, ABX reported a total of US$8.7B in after-tax impairments,

including: US$5.1B for Pascua and US$2.3B in goodwill. Barrick cut its
quarterly dividend from US$0.20 to US$0.05/sh.

Impact

Positive. Barrick has undertaken steps to address the key market concerns of (1)
cash flow strains on the indebted balance sheet, (2) mine plan revisions in light
of lower metal prices, (3) worrying impairment charges, and (4) progress on
Pascua-Lama. Barrick has reduced 2013 capital and costs by US$2B (with some
deferred in to 2014 and 2015) and saved US$600M/year by trimming the
dividend. The company maintained 2013 production guidance, but lowered cost
expectations for gold and copper with the strong Q2 supporting the results. All
mines are being assessed at US$1,100/0z with 12 higher-cost mines subjected to
optimization, suspension, closure or divestiture. Impairment tests were run at
US$1,300/0z (previously US$1,700/0z), which reduces the risk more ahead.
BMO Research estimates the Pascua-Lama IRR at 12% using spot (ignoring
sunk costs), which is less than optimal and with significant expenditure and
risks ahead, but could become a key asset for Barrick if executed to plan.

Forecasts

The 2013 and 2014 EPS forecasts were increased to US$2.19 (up ~12%) and
US$1.15 (up ~6%), respectively, on improved cost and production guidance.

Valuation

Barrick trades at 5.0x NPV (10% discount rate; spot prices), at a significant
premium to the senior gold producer average of 2.4x.

Recommendation



BMO Research is upgrading Barrick to Market Perform. Barrick appears to be
addressing the key concerns that prompted the Underperform rating, but the
company must now deliver on the plans and ease balance sheet pressure.
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