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RESEARCH NOTE 

 
 

NovaGold and Teck Cominco to Build Galore Creek Mine 
 
 

NovaGold (AMEX,TSX: NG) announced the formation of a partnership allowing Teck Cominco (NYSE: TCK) to earn a 50% 
interest in the Galore Creek copper-gold project in British Columbia.  It was expected that NovaGold would secure a partner 
for Galore Creek in 2007.  We see the partnership with Teck, one of the industry’s most credible companies, as clear validation 
of the feasibility of the Galore Creek project and the work of NovaGold’s management team.  
 

For many reasons, based on several components in the announcement, we believe this announcement will assure the market of 
the certainty for the development of a world-class copper-gold mine at Galore Creek.  We see this as an inflection point for 
investors who should look on the partnership as a grand slam.  Teck has validated management guidance providing clarity and 
assurance in three critical areas including financing, economics, and permitting. 
 

It appears that NovaGold may be able to complete the financing of its share of the project without additional equity dilution.  
The project is estimated to cost roughly US$2 billion (C$2.2 billion).  In simplest terms, NovaGold and Teck will contribute 
US$500 million each from debt financing with Teck agreeing to assist NovaGold in 2008 to secure its project loans.  Certainly 
Teck could contribute their share from cash but we are attempting to keep the math simple.  Teck will contribute the next 
US$478 million in addition to the US$128 million that NovaGold has spent to date.  The remaining US$394 will be split 
equally between NovaGold and Teck.  NovaGold reports it has about US$262 million cash on hand, sufficient cash to meet its 
contribution requirement without equity dilution.  This also does not include available marketable securities or cash flow from 
Nome over the next 4 years. 
 

NovaGold may be able to look at other ways to maximize value of the project or to accelerate payback of its project loans by 
selling the silver production from the property or to possibly issue a copper note tied to its copper production.  In addition, if 
NovaGold was to sell a copper note at $2.50/lb on its half of the project’s first year of copper production it could potentially 
raise over $500 million and payback its entire project loan.  More important than the risk of dilution for NovaGold is the com-
mitment of a major mining company which supports the economic feasibility of Galore Creek and credibility of NovaGold 
management. 
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NovaGold completed a Feasibility Study and resource upgrade on Galore Creek.  Presently there remains about one billion 
tonnes of resource that we believe has a good likelihood to be added onto the identified reserve with additional drilling and 
optimization.  The company noted that US$8.5 million has been budgeted for exploration at Galore Creek in 2007.  We see 
drill results in late 2007 and the potential for a resource update in early 2008 as very likely.  In addition, we believe the met-
als assumptions ($1.50 Cu, $450 Au, and $8.00 Ag) are very conservative.  While these may satisfy banker’s models for debt 
financing given low metal prices over the last couple decades, they are inconsistent with real metal prices over the prior cen-
tury.  From a historic viewpoint it is difficult to reconcile the widely held perception of global growth with these assump-
tions.  The partnership with Teck also appears to support our view of the increased resource potential and/or long term 
prices. 
 

We were also pleasantly surprised by the announcement that all of the key provincial permit approvals have been received 
over the past month including the surface lease over the area for tailings disposal.  Apparently only the Federal permit ap-
provals for bridges remains outstanding but is anticipated to be issued shortly.  The timing of these permits is important to 
optimize the construction season and maintain the current schedule.  Once again, and a credit to several years of work by 
NovaGold with the Tahltan First Nation and the Province of British Columbia, for timely advancing permits that would fa-
cilitate a timely announcement of the partnership with Teck.  It also provides further support to management’s position that 
litigation over the Pioneer property should not have any impact on development, with support from both the Province of 
British Columbia and Teck for NovaGold’s position. 
 
 

Conclusion: Increase Rating to Strong Buy 
 

With the partnership with Teck several remaining issues related to financing, economics, and permitting are answered.  We 
are increasing our rating to Strong Buy from Buy and retain our 12-month price target of $27.00 per share. NovaGold also 
remains on our “top pick” list for the resource sector.  We see the initiation of construction at Nome and resolution of issues 
relating to ownership at Donlin Creek as potential catalysts in 2007.  The change in rating is consistent with improving fun-
damentals for NovaGold and a reduction in company and project risk.  We also reiterate our High risk rating due to the po-
tential for sustained declines in commodity markets. 
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DISCLOSURES: 
Beacon Rock Research, LLC provides information and analysis on selected companies, with a focus on small-cap and micro-cap companies.   
 
This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Chartered Financial Analyst Institute 
(CFAI).  Our research has been conducted by employing analytical practices generally accepted as standard within the analytical industry.  In this instance, a 
comparison of financial strength, a bottom-up earnings projection based on a recovery in the U.S. economy, and relative multiples, were employed.  The target 
price was calculated on comparative EPS, sales and book value multiples, and our knowledge of small-cap markets when enjoying both a sector and a cyclical 
rebound.  Our conclusions are, by the very nature of forecasting, speculative, but are also reasonable, supportable and consistent. 
Key to disclosures:  
 

1. The research analyst or a member of the research analyst’s household has a financial interest in the securities of the Subject Company in 
the form of a long position.  

2. The Subject Company has paid SLB Equity Research, LLC., one of its affiliates, $4,000.00 per month for arranging institutional intro-
ductions and other awareness building services.   

3. The research analyst principally responsible for preparing this research report received compensation based upon various factors, in-
cluding SLB Equity Research, LLC total revenue. 

4. This report was prepared exclusively for the benefit of institutional investors and may or may not receive compensation directly or in 
soft dollar arrangements. 

 
 
The analyst, Mike Niehuser, hereby certifies that the research conclusions and recommendation contained herein accurately reflects his personal views about the 
industry, company and shares and also hereby certifies that no part of his research compensation was or will be directly or indirectly related to the earnings esti-
mates, target price or recommendation about the security.  
 
The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or securities named above.  
The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are subject to change without notice.  Facts have been 
obtained from sources considered reliable but should not be construed as complete and are not guaranteed to be accurate.  Beacon Rock Research, LLC; its mem-
bers; employees and their families may have positions in the securities covered within the research material above and may make purchases or sales while this 
report is in circulation.  Additional information on the subject companies is available upon request. 
 

 EQUITY RECOMMENDATION SYSTEM: 
 
Strong Buy Immediate purchase is recommended.  The security is expected to outperform the market over the next six to 12 months. 
 
 Buy   Immediate purchase is recommended.  The security is expected to outperform the market over the next 12 to 18 months. 
 
 Hold  Holding the stock is recommended because the share price’s appreciation potential is less than or equal to the market. 
 
 Sell   The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the stock. 
 

 EQUITY RISK SYSTEM: 
 
 High  The security is more volatile than the market and/or the company is more leveraged than its peer group.   
 
 Moderate  The security has about the same volatility as the market and/or the company carries a level of leverage in line with its peer group. 
 
 Low   The security is less volatile than the market and/or the company is less leveraged than its peer group. 
 

 DISTRIBUTION OF RECOMMENDATIONS: 
 

At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any conclusions regarding bias 
about the research methodology.  Prospective companies are screened and evaluated by sales personal and research analysts with the investment thesis and overall 
research recommendation developed before the commission is established. 


