
Why I like Terraco Gold Corp (TEN/V)

Companies We Like  Terraco Gold Corp (TEN/V)

Companies We Like

Why do I believe that Terraco is a junior gold company that is demonstrably undervalued? Is it because of the million 
gold ounces that the company owns on its Nutmeg Mountain property in Idaho? Is it because of the Moonlight 
property the company owns in Nevada? Is it because of the excellent management team? The answer is none of 
these, although management is certainly a key factor in the acquisition of this valuable asset. So what is this asset 
which makes Terraco shares undervalued and why does the investment public appear not to know about it? Terraco 
owns a gold net smelter royalty on almost all the Spring Valley Nevada deposit. Barrick Gold owns 75% and Midway 
Gold the remaining 25% of this project. Regarding why investors don't know about the royalty, perhaps it is because 
they don't understand mining royalties and if they do maybe they just don't understand the value of the Teracco 
royalty to the company and the company's shareholders. Whatever the reason, I am going explain to you why this 
royalty is not being re�ected in Terraco's current share price and because of that why Terraco's share price is under-
valued by perhaps as much as 50%.

A net smelter royalty is a percentage of the gross revenue from a resource extraction operation, less a proportionate 
share of incidental transportation, insurance, re�ning and smelting costs (Royal Gold de�nition). For example, 
Terraco's net smelter royalty on the Spring Valley mine amounts to Barrick/Midway paying to Terraco 3% of the gross 
revenue for each ounce of gold produced on approximately 75% of the ore body and 1% on the remaining 22%, 
minus 3% of the incidental costs as outlined in the de�nition quoted above.

One of the most signi�cant aspects of the Spring Valley deposit is the importance that Barrick Gold ascribes to it. 
Barrick has stated that Nevada is the primary focus of its gold mining ventures. It completed its earn-in of 70% on the 
Spring Valley project by spending $38 million (U.S.) a year ahead of schedule. Barrick has raised its interest in Spring 
Valley to 75% after Midway opted to take a free carry to production. In 2014, Barrick will spend $17.4 million (U.S.) on 
Spring Valley, which is twice the amount that was spent last year. This amount includes $9 million (U.S.) for in�ll 
drilling; $8.4 million (U.S.) is earmarked for completion of an in-house pre-feasibility. Earlier this year, Barrick publicly 
stated that Spring Valley “has advanced to the pre-feasibility stage and could potentially be a new stand-alone gold 
mine." (A pre-feasibility study is the initial step taken towards a decision to actually bring a mine into production.) It 
means that the company conducting the study is serious about analyzing the viability of the project. No company 
would undertake such a study unless it believed that the project had a very good chance of being mined successfully 
and pro�tably. Last but not least, the Spring Valley project is highlighted in the company's investor presentation.

In-�ll drilling between 2011 and 2013 added substantially to the Spring Valley gold resource, which now totals 5.4 
million ounces grading 0.53 g/t. This was a signi�cant increase to both the measured and indicated resource and 
grade, the former doubled to 4.4 million ounces and the grade in this category increased by 20%. The deposit 
remains open along strike (towards Terraco's Moonlight project) and at depth. 
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Barrick's determination to fast track the Spring Valley project for production adds to the attractiveness of Terraco 
Gold's royalty overlying virtually the entire gold deposit.

Of course a net smelter royalty doesn't pay until gold production gets underway.

Although the net smelter royalty doesn't pay until production, it still has value that can be attributed to it at this 
time. This net present value is determined by making several assumptions with regard to the present deposit. For 
example, what is the anticipated annual gold production from the mine? What percentage of the gold will be 
recovered? How long is the life of the mine? What is the anticipated average price of gold for the life of the mine? 
How much of the gold production is attributable to each of the royalties owned by Terraco?

I have read a couple of recent broker reports detailing the Spring Valley project and the value of that project attribut-
able to Midway Gold's 25% ownership. On this basis, I have derived the following assumptions regarding the 
questions which I have outlined in the previous paragraph.

1. Contained gold- 327,857 ounces for 14 years and 220,002 ounces in year 15.

2. Expected gold recovery-80%=298,286 produced or payable ounces per annum for 14 years and 176,002 ounces in 
year 15.

3. Mine life -15 years.

4. Anticipated gold price for the life of the mine-$1,500.00 (U.S.) per ounce.

5. Approximately, 75% of the ore body lies within Terraco's 3% royalty and 22% within the 1% royalty. On the basis of 
the anticipated annual gold production this equates to net proceeds to Terraco of $129,607,778 (U.S.) over the 15 
year life of the mine.

By applying a reasonable 5% discount rate to each year of the royalty proceeds, the net present value of the 16 year 
total royalty payments of $129,607,778 (U.S.) paid to Terraco equals $70,528,067 (U.S.). From this amount 
$16,083,000 (U.S.) is deducted, which is the amount that Terraco must pay to exercise on the remaining royalty 
option. This leaves a net present value of Terraco's royalty on the Spring Valley project of $55,940,312 (U.S.). Terraco 
Gold has 134,797,151 shares outstanding, which when divided into the net present value of the royalty is equal to a 
value $0.415 per share. 
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Terraco Gold Moonlight Nevada project lying adjacent to and north of the Barrick/Midway Spring Valley property 
with details of the 5.4 million ounce deposit and the royalties overlaying that deposit. Terraco's Moonlight property 
is situated directly along strike north from the Coeur Mines Rochester mine and the Barrick/Midway 5.4 million 
ounce deposit. In other words, it is situated in desirable location. Sumitomo, the Japanese mining giant, has recently 
joint-ventured the property immediately to the north of the Terraco boundary in this trend, which adds additional 
credibility to the importance of Terraco's land position within the trend.

 While the essence of this report is to outline to you the royalties that Terraco will earn once the Spring Valley mine is 
operational and the net present value of these royalties, I do not want to ignore not only the two properties, Moon-
light in Nevada and Almaden in Idaho, but also, the excellent company management team. 

The company's Nutmeg Mountain project in Idaho is host to a one million ounce gold deposit, which could grow at 
depth and peripherally. Charles Sulfrian, the company's geologist and ex-Barrick Gold geologist believes that the low 
epithermal hot spring type system is similar to the Ken Snyder, 'Midas', Fire Creek and Hollister mines in Nevada, 
which hosted bonanza-grade feeder zones at depth below the surface deposit and on that account the property 
requires to be drilled at depth in an e�ort to locate these feeder zones.

The present deposit on Nutmeg Mountain has some metallurgical issues, which might limit gold recovery to perhaps 
60% or 600,000 ounces. At higher gold prices, perhaps greater than $1,600.00 (U.S.) per ounce, the value of this 
deposit would be considerably enhanced.

I have outlined the strategic positioning of Terraco's Moonlight property along strike with the Coeur Rochester mine 
and Barrick/Midway Spring Valley deposit and the Sumitomo joint venture on its northern boundary.
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I consider Terraco's management as good as any in the junior mining space. A simple way to describe the company's 
management might be “good but not �ashy." When I say 'good' I mean the team led by Todd Hilditch, President and 
CEO, possesses all the attributes that makes for the success of a junior mining enterprise. It is focused, honest, hard 
working and committed to enhancing shareholder value in the company. Part of this commitment to shareholders is 
evidenced by this very valuable gold royalty on the Barrick/Midway 5.4 million ounce project.  Moreover, for the 
royalty, shareholders must thank Todd Hilditch, President and CEO, who on account of his excellent personal 
relationship skills was instrumental in making a purchase agreement with the original royalty owner.

I have valued Terraco's gold royalty at $0.415 per share. I have conservatively placed a combined value of $10 million 
(U.S.) on the company's 1 million gold ounces on Nutmeg Mountain, Idaho and the strategically located Moonlight 
property in Nevada. This is equal to approximately $0.075 per share, which gives an implied value of $0.49 to the 
Terraco shares. This is well below the current trading price of $0.18.

As always, I recommend that you do your own due diligence before purchasing shares in any company and particu-
larly junior mining companies. To this end, you can call Todd Hilditch, President and CEO at (604) 443-3831 or Matt 
Johnston, the very capable Corporate Development Advisor at (604) 443-3835 or Toll Free 1-877-792-6688.

Ian A. Gordon, The Long Wave Analyst, www.longwavegroup.com
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”Those who cannot remember the past are condemned to repeat it”. Santayana


