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Bruised gold miners start hedging output, in a
limited way
Ft Mat 14 2014

* Gold miners se I product on up to a year forward
' o-g{e"n rredg ng sti I seer w[l^ sJSp c 01
* Hochschild, Detour, Petropav ovsk among the hedgers

By Silvia Anionioll and Clara Denina

LON DON, l\/larch 14 (Reuters) - lncreasing numbers of gold miners, battered by last year s drop in bu lion pr ces. are
sell ng planned output foMard to help shore up their finances for stormy t mes. but these hedges are only for the short
term

Large miners and their shareho ders typically rai against the practice of foMard sales because locking n pr ces ahead
of production closes off opportun t es to benef t from a rise n the metal's value

That was pafticularly ped nent during the 2001-2012 go d bul run, when pr ces swept from around $260 an ounce to a
recofd $1 920 30 in late 201 1.

But last year. a 28 percent dive n bullion prices caught producers by surpr se. putting balance sheets under stress
Now some rniners are warmlng up to the ldea of selling a portion of their gold a few months foMard at a fixed price,
banklng and ndustry sources said, and investors seem to agree.

'l see a short-term hedge as a weapon in the arsenal of a financial director to ptotect the company and generate some
sho( to mediumlerm secu r iy,' sa d l\ilarkus Bach man n manager of precious nr etals and g loba resources fu nds at
Craton Cap tal.

'ln a gold pr ce environment that is a little bit shaky, as it was ln the last six to e ght months, you need certaintv. So we
say f ne. We accept that, as ong as you don't ock ln too much production for a ong period of t me. '

London- isted Hochschild N/lining Plc and Canadian miner Detour Gold for example announced this year they wou d
open new hedges, mostly to help finance new projects and pay off debt.

Heavily ndebted Petropavlovsk one of thevery fewcompaniesto pui hedges in place before the price colapse last
year. sa d it wou d cont nue to do so whi e pr ces rernajn volati e

"We decided to hedge around 50 percent ofthe yearly production . lt is al shodlerm hedg ng lasting about one
year.' Petropavlovsk Chief ExecuUve Peter Hambro to d Reuters.

'Once you have bui t your hedge book, t s rea ly not that different than se ling spot t does mean that vou have a
degree of certainty over the next financia year that makes running the company easier "

Russla's biggest go d miner Po yus, is also look ng ai using this nstrument to contro ts ba ance sheets more tightly.
ndustry sources said. Po yus dec ined to comment

Cash-sirapped producers after years spent pursuing groMh at al costs,

Compan es booked billions in writedowns, cut jobs. cance led costly projects. replanned mines and booted out chief
executives

'The price fal last year put their margins under pressure, so m iners have cut costs wherever they cou ld " Societe
Genera e ana yst Robin Bhar said

'Obv ously, once you have cut all those costs and you are sti b eeding cash, then hedg ng would be a solut on ,'

A 13 percent recovery in gold prices so far this year also has offered thern a better platform from which to sel output
forward.

THE ''H' WORD

l\,4in ng firms stress however that short-term hedglng is not about express ng a pess mistc view on the metals they
produce

Latin Amerca-focused gold and silver miner Hochschild said it had decided to put n place a short{erm hedge on
about 20 percent of its production to cope with a padicu arly demanding situation t rnust spend hundreds of m ll ons
to comp ete a project in Peru and repay a debt that expires n October
'We have a very sttong view of the u pside that gold and si ver offer in the long term But s very difficult for us to
anticlpate fluctuat ons over the short term,' Chief Executive lgnacio Bustamante said n an interview
' We have a very strong cap tal commitment this year. Socaprta management and obtaining cash-flow ceftainty isvery
mportant for us We feel confident that at current conditions, (hedging) has been a very positive nreasure for the
company "

Lorg tern l-edgi^g is a d "ere'rr slory

ast year were forced to refocus on cutting
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Fund managers sti I say they wou d avoid any cornpany involved w th that, say ng they buy stakes in m ners to gei full
exposure to prices

"Hedg ng s for gardeners,' sa d lan Williams, manager ofthe Charteris gold and precious metals fund

"Our nvestors expect to be rewarded if the prlce of gold goes up. They do not want their bullish vlew negated by
company hedging '

In December. the ncoming chairman of Canada s Barrick Go d Corp the world s biggest gold nrlner, told reporters he
would look seriously at hedging

The company ater said it was not ooking to hedge because t expected a sharp gold pr ce lncrease n coming years

Hedg ng s st I a dirty word,' Bhar sald

CEOs get a hard t me from investors when they talk about it. But f you can do it in an intell gent way and don t call it
hedging then you can probab y get away with that.'
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