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Exposure to Resource-Rich Newfoundland and Labrador
Altius has been exceptionally successful in capitalizing on the underdeveloped resource potential of Newfoundland and Labrador. The Company maintains interests in
several projects including the Voisey’s Bay nickel sulfide royalty, exposure to uranium
in the central mineral belt through Aurora Energy Resources (AXU-T), a historical
copper project in Newfoundland, a collection of interests in precious and base metal
projects throughout the region, and potentially material upside in its heavy oil refinery
project.
In the context of a stable commodity market we believe Altius’ stock offers an
attractive risk reward potential with approximately $2.50 share of downside and
$17.00 share of upside largely related to its refinery project.
Immense Upside Potential in Oil Refining
The Company is a 37.5% partner in Newfoundland and Labrador Refining Corporation (NLRC), which is exploring the possibility of building a new heavy oil refinery
in Come By Chance Newfoundland. The Company is currently in the second of three
phases of a refinery feasibility study scheduled to be completed in the fall. However,
the project could be accelerated if NLRC acquires an interest in the nearby North
Atlantic Oil Refinery, which has publicly been put up for sale by Geneva-based Vitol
Group. The market dynamics for heavy sour crude refining capacity are exceptional
at present and we would expect development of a new refinery in Placentia Bay to be
a high probability.
Stable Cash Flow Provides Self-funding in the Near-Term

Please see pages 33
thru 35 for full rating structures, important disclosures,
risk parameters and
disclaimers.

The Company’s 0.3% net smelter return on Inco Limited’s Voisey’s Bay nickel sulfide
project provides Altius with sustainable steady cash flow to fund corporate and administrative expenses in the near term. The Company currently holds $42 million in
cash and short-term investments, more than sufficient to fund current capital projects
.
outside of refinery building and acquisition costs.
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Investment Thesis
We are initiating coverage on Altius Minerals Corporation (Altius) with a
SECTOR OUTPERFORM (SPECULATIVE) rating and $10.00 target price.
Altius provides investors with exposure to the resource-rich but underdeveloped
Newfoundland and Labrador region. The key driver for the stock over the near
term is its high-impact refinery opportunity with Newfoundland and Labrador
Refining Corporation (NLRC).
The Company holds royalties and equity interests in several projects, including the
following:

Revisions, Date of Record·
Target: $10.00 July 19, 2006
Rating: SECTOR OUTPERFORM
(SPECULATIVE) July 19, 2006
Risk Profile
Forecast Risk
Financial Risk
Valuation Risk
Political Risk

Diverse Resource Exposure in Newfoundland and Labrador
Offering High-Impact Upside Potential



37.5% stake in Newfoundland and Labrador Refining Corporation now in the
second of three phases of a feasibility study exploring building a refinery in
Come By Chance, Newfoundland. The feasibility study is scheduled for
completion in the fall. However, the project could be accelerated if NLRC
acquires an interest in the nearby North Atlantic Oil Refinery, which has been
put up for sale by Geneva-based Vitol Group.



10% of the 3% NSR on Voisey’s Bay nickel sulphide project operated by
Inco Limited’s wholly owned subsidiary Voisey’s Bay Nickel Company Ltd.



20% equity interest in Aurora Energy (AXU–T), which is in prefeasibility in
a Central Mineral Belt project that we expect holds 80 million pounds of
uranium. The Company also holds a 2% royalty on gross uranium sales and a
2% NSR on base metals in the project.



30% equity stake in Rambler Metals and Mining PLC (RMM–AIM), which
holds the rights to a copper-gold prospect in Newfoundland.



Equity stakes in Paragon Minerals and Alba Resources PLC as well as
several wholly owned or joint-venture mineral exploration projects



In the context of a stable commodity market, we believe Altius’ stock offers
an attractive risk-reward potential, with approximately $2.50 per share of
downside and $17.00 per share of upside largely related to its refinery
project.

Moderate to High
High
Moderate
High
Moderate

Industry – Resources
Company Profile – Altius is a
diversified resource business holding
10% of the Labrador Nickel Limited
Partnership 3% NSR on the Voisey’s
Bay nickel deposit. The Company
also holds equity positions in two
public mining companies and a
private venture aimed at participating
in the oil refining sector, and is
involved
in
several
mineral
exploration projects.
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We have valued Altius Minerals using a combination of public market values in
our base case scenario, with further upside potential calculated from the midpoint
between conservative and aggressive potential valuations (see full valuation
below). The net result of our assumptions reveals an aggregate value of $10.00 per
share, which equates to a 42.7% upside potential on this speculative vehicle.

0.0

Catalysts
Source: Bloomberg

Increasing resource estimates by Aurora and Rambler, and potential for new
discoveries; feasibility commencing on Aurora’s Central Mineral Belt project;
feasibility commencing on Rambler’s copper-gold project; completion of a
refinery feasibility study in the fall of 2006; successful bid for North Atlantic
refinery, perhaps this summer.
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Investment Profile
Most of our clients know us for our “Return on Capital” work on operating companies. However, today
we are pleased to be initiating coverage on Altius Minerals, a non-operating resource Company generating
some of the strongest returns on capital performance of any investment vehicle we have uncovered to
date. We would also like to express our thanks for the help of a number of individuals in our research
group, including Andrew Kaip, Stefan Ioannou, Alan Knowles, Kerry Smith, Jim Mustard, and Chris
Thompson.
Shareholders who purchased Altius stock on its October 1997 reverse takeover have realized a compound
annual rate of return of 35% with little volatility. It has been very hard to lose money with this investment,
as management has been extremely successful in generating resource-based ideas, minimizing the
Company’s capital investment through partnerships, and maximizing returns to shareholders. With an
initial investment of $650,000 in what is now Aurora Energy (AXU–T), the Company has captured a 140fold return in three years. The Company’s $13.2 million investment in the 3% net smelter return on the
Voisey’s Bay nickel sulphide project would be worth an estimated $22 million on the market today (using
International Royalty Corporation as proxy). The Company’s $500,000 investment in Rambler now trades
on the market with a $10.8 million value. We suspect the Company’s share of the $7.5 million investment
in the current feasibility study of Newfoundland and Labrador Refining Corporation will also yield
exceptional returns.
Table 1: Expected Changes to Cash Position
Near-Term Sources and Uses of Cash
Amount
Approx. Cash and Equiv.
$ 42,000,000
FY2006E Operating CF
$
(634,356)
Est. Tax on AXU Capital Gain
$ (5,661,415)
Refinery Feasibility Study
$ (2,812,500)
Property Maintenance
$
(271,292)
Equity Investment in South Tally $ (1,900,000)
Capital Expenditures
Rocky Brook
$
(650,000)
Moosehead
$
(500,000)
Funds After Expenditures
$ 29,570,437

The Company has about 10 projects in the works covering over 25 to 30 properties. Altius expects to see a
minimum of between $27 million and $32 million spent on projects it is involved with this year, including
about $7 million on a refinery feasibility study, $14 million at Aurora, $5 million to $7 million at
Rambler, $650,000 at Rocky Brook, and $500,000 at South Tally Pond.
With a well-capitalized balance sheet in excess of $42 million in cash and short-term investments, the
Company is entering its next phase of growth as it expands into energy markets and increases its exposure
in larger capital projects. At the same time, the Company continues to pursue a risk-averse and highimpact strategy while maintaining its geographic focus on the embryonic Newfoundland and Labrador
resource potential.
We believe Newfoundland and Labrador could evolve into one of Canada’s most important resource
districts, and for investors who wish to participate in early stage development, we would recommend
betting on this proven and exceptional management team.
In our estimation, we believe Altius shares have a downside of $2.50 and an upside in excess of $17.00.
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The Investment Region: Newfoundland and Labrador
Once known primarily for its fisheries industry, Newfoundland and the vast Labrador regions have proven
to be exceptionally gifted in material resources despite their relative underdevelopment. The region boasts
three producing, and a fourth undeveloped, offshore oil fields, and a significant mineral potential
underscored by the Voisey’s Bay, Labrador, nickel sulphide find—the largest of its kind in the past 25
years.
Also present is Canada’s largest iron ore producer, the Iron Ore Company of Canada (IOC), which is
58.7% owned by Rio Tinto, 26.2% owned by Mitsubishi Corporation, and 15.1% owned by the Labrador
Iron Ore Royalty Income Fund. Operations near Labrador city have produced over a billion tonnes of
crude ore with an iron content of 39%. The site has known reserves of 1.4 billion tonnes and can produce
for the next 50 years.
Mineral shipments in the province, made up mostly of iron ore, rose 140% to $1.5 billion in 2005. The
addition of nickel from the Voisey’s Bay project will likely push this value beyond $2.5 billion in 20061.
Other mineral projects occurring in the region at present include the following:
•

Aur Resources Duck Pond base metals deposit is scheduled to start production in late 2006
with an annual yield of 41 million pounds of copper, 76 million pounds of zinc, 536,000
ounces of silver, and 4,100 ounces of gold.

•

Anaconda Gold Corporation expects to begin production on its Pine Cove gold project in late
2006, producing 200,000 ounces over the 15-year life of the mine.

Oil production, though in decline, is expected to remain over 120 million barrels in 2006. The Hebron
field and new finds represent further upside in the industry.
In addition to the resource potential, the region is entering a phase of industrial expansion, with several
large-scale projects being considered, including developing a hydroelectric project on the lower Churchill
River in Labrador, bringing the Hebron offshore oil field into production, Inco installing a full-scale hydro
metallurgical facility to process Voisey’s Bay nickel concentrate, and building a new heavy oil refinery in
Placentia Bay.

Valuation
We have valued Altius Minerals using a combination of public market values in our base case scenario,
with further upside potential calculated from the midpoint between conservative and aggressive potential
valuations. For upside, we have used NAV multiples (1.5x to 2x for royalties and 1.0x to 1.5x for base
metals) and cash-flow multiples of 20x to 30x on the Company’s cash-generating Voisey’s Bay royalty
(comparable to current multiples applied to International Royalty Corporation (IRC-T)) and in situ
comparative value assumptions for the Aurora equity stake. Finally, we have applied a 20% holding
company discount. This technique has excluded any valuation attempt for the Company’s non-public
portfolio of mineral exploration projects, and we have not provided an equity value for Newfoundland and
Labrador Refinery Corporation (NLRC), which could be very material to Altius’ overall valuation.
Prospective investors will notice the potential impact of the NLRC royalty, which reveals a value to Altius
of $0.51 per share (at a 20% discount) when we assume refining margins at the low end of the refinery
cycle of $4 per barrel. Our aggressive assumption of $20.56 per share uses the top royalty figure of 9%
and a $20 refining margin achieved today in the industry. The midpoint equates to a material $4.50 per
share royalty value to Altius using $10 per barrel refining margin, which appears to be the long-term trend
in the industry.
The net result of our assumptions reveals an aggregate value of $10.00 per share, which equates to a
42.7% upside potential on this speculative vehicle. In terms of risk-reward in the context of a stable
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commodity market, we believe the stock offers approximately $2.50 per share of downside to our base
case and perhaps $17.00 per share of upside if greenfield refinery operations move forward.
Table 2: Current Market Values for Altius Assets
Value
Per ALS share
Asset
LNRLP 0.3% Net Smelter Royalty
10% of IRC Market Value Attributable to LNRLP
$22,307,400
$0.78
Aurora 2% Gross Sales Royalty NAV10%
$9,188,583
$0.25
Equity Holdings
Aurora - 19.9% Interest
$56,611,428
$1.98
Rambler PLC - 30% Interest
$12,006,893
$0.42
Paragon (Pre-IPO) - 19.4%* Interest
$2,037,000
$0.07
Alba Minerals Resources PLC - 2.1% Interest
$225,645
$0.01
Net Cash Estimated End of FY2007
$29,570,437
$1.04
Total
$131,947,386
$4.55
*Based on most recent financing (June 2006) at price of $0.50 and 21 million shares outstanding

Table 3: Potential Altius Valuations
Asset

Valuation per ALS share given scenario
Midpoint
High
Low

Equity Holdings
Aurora Energy - In Situ Valuation (see table 15)
Rambler Metals and Mining PLC - Multiples to NAV10%
Paragon - Expected Market Value
Alba Mineral Resources PLC - Equity Value
Net Cash
NLRC Refinery Royalty Multiple to NAV20%***
LNRLP Trading Multiple to 2007E CF
Aurora 2% Gross Sales Royalty NAV10%
Lower Churchill Falls Royalty multiple to NAV30%
NLRC Refinery Equity Interest
Total
At 20% Discount

$1.88
$1.03
$0.07
$0.01
$1.04
$0.51
$1.11
$0.38
$0.10
Not Assigned
$6.12
$4.90

$3.28
$1.29
$0.07
$0.01
$1.04
$4.50
$1.39
$0.44
$0.12
Not Assigned
$12.13
$9.71

$5.00
$1.55
$0.07
$0.01
$1.04
$20.56
$1.67
$0.50
$0.14
Not Assigned
$30.53
$24.42

***Scenarios refer to prevailing refining margins of $4, $10, and $20 respectively. See table 10.

Table 4: Altius Asset Valuation Multiples for Given Scenarios

Valuation multiple given scenario
Low
Midpoint
High
1.0x
1.25x
1.5x
1.5x
1.75x
2.0x
20x
25x
30x
1.5x
1.75x
2.0x
1.5x
1.75x
2.0x

Asset
Rambler PLC - multiples to NAV10%
NLRC Refinery Royalty
LNRLP trading multiple to CF
Aurora 2% Gross Royalty
Lower Churchill Falls Financing Royalty
Source: Haywood Securities
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Oil Refining: Altius’ Ace
Newfoundland and Labrador Refining Corporation
Altius is a major shareholder in Newfoundland and Labrador Refining Corporation (NLRC), a private
corporation set up with the intention of participating in the booming heavy sour oil refining market. The
firm is currently in the second of three phases of a feasibility study. Altius is a 37.5% shareholder along
with its three European venture capital partners who each have an equal share of the remaining 62.5%.
The following is a brief examination of the potential value of this investment.

A Primer on Oil Refining
Feedstock – Crude Oil
Crude oil, the feedstock in the production process, is categorized and priced by its sulphur content and
density. The terms sweet (low) and sour (high) refer to sulphur content, while light, medium, and heavy
describe its API gravity2 with higher API being lighter.

Sulphur
Content

Table 5: Crude Oil Categories

< 0.7%
> 0.7%

API Gravity
34º>x > 24º
> 34º
< 24º
Light
Medium Heavy
sweet
Sweet
sweet
Light
Medium Heavy
sour
sour
sour

Source: Haywood Securities

West Texas Intermediate (WTI) is the predominant light sweet benchmark upon which market prices are
based. Heavier sour feedstock trades at a discount to this price. Refining heavy sour crude to break down
and reform hydrocarbons to produce light transportation products (i.e., gasoline, diesel, and jet fuel)
requires greater processing than for light sweet feedstock. This greater processing is accompanied by
higher cost, but heavy sour feedstock is in ample supply, compared with light sweet (with demand limited
by lack of complex refining capacity). The discount more than offsets the greater operating costs at
current differentials—an advantage for refineries capable of high conversion.
At present, more than 80% of global proven and recoverable crude reserves are sour. As light sweet
production has likely peaked, we are seeing the majority of incremental supply come from heavy sour.
Thus we are observing a trend in average crude quality available on the market moving towards heavy
sour.

Greg Smith (416-507-2339, gsmith@haywood.com)
David Beasley (416-507-2710, dbeasley@haywood.com)

Page 6

July 19, 2006

Altius Minerals Corporation
Figure 1: Global Proven Crude Reserves

Figure 2: Trend in Average Crude Quality

Note: The trend line indicates crude quality in that year
Source: Valero Energy

Source: Simmons & Company International

Production
The finished product takes many forms. In addition to light products such as gasoline, distillate
fuels, kerosene, and liquefied petroleum gas (LPG), there remains economic value in bottom-ofthe-barrel products, such as residual fuels, coke, and asphalt. However, the higher the complexity
of the refinery, the more residual products can be upgraded to higher value products.
The refining process begins with fractional distillation, the separation of crude into fractions by
boiling point, and proceeds through conversion, treatment, formulation, blending, and other
processes to produce the final saleable products. Though the process includes numerous subprocesses, we can break refining capacity into its critical components along three levels of
complexity.
Simple – Hydroskimming: The basic refinery consists of an atmospheric distillation tower to
separate the crude oil, and a catalytic reformer to convert low-octane gasoline to high-octane
gasoline. These refineries cannot upgrade lower value gas oil and residual fuel, resulting in the
lowest yield of high-value light products.
Figure 3: Product Yield

Source: Energy Information Administration
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Medium – Cracking: In addition to the atmospheric distillation tower, this type of refinery is
equipped with a catalytic cracker or hydro cracker to upgrade medium gas oil into distillates. It
also has an alkylation unit that recovers gasoline from the process.
High – Coking: In addition to the components used in a medium-complexity refinery, the highcomplexity refinery utilizes a coking unit to further break down heavy fuel oil into higher value
products. These refineries are also known as full conversion refineries since they can upgrade
even the bottom-of-the-barrel residual output into higher value products.
Figure 4: Simplified Diagram of a Full Conversion Refinery
Products Recovered
Through Fractional
Distillation

Primary
components of a
simple complexity
refinery

End refined
products

Low
20ºC

Gas Vapours
LPG
LPG

Boiling Point

Naphtha

Reformer

Kerosene
Diesel
Distillate

Gasoline
Jet Fuel
Diesel Fuel

Alkylation Unit
Jet Fuel

Med. Gas Oil
Cracking Unit

Motor Gasoline
Jet Fuel
Diesel Fuel

High
1000ºC

Heavy Gas Oil
Coking
Unit

Industrial Fuel

Residuum
Asphalt Base

Crude
Feedstock

Additional component in a
high complexity refinery

Additional components in
a medium complexity
refinery

Source: Chevron and Haywood Securities
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The Economics of Refining
As in any manufacturing operation, input costs make up the majority of production expenses. In
the refining sector, the associated margin is Gross Refining Margin, which is revenues less
feedstock costs expressed on the basis of per barrel of crude processed.
After a period of excessive investment, refining capacity was at a large surplus from the mid1970s to the early 1990s, resulting in narrow margins and little if any profit. However, we now
find ourselves at the end of a period of underinvestment, with the last refinery having been built
in the United States in 1976. Additions to the capacity of existing refineries have since lagged
behind growth in consumption, and utilization has become tighter, approaching 90% globally.
Figure 5: Consumption Growth Has Outpaced Refining Capacity Additions
3.5%
3.0%
2.5%
2.0%
1.5%
1.0%
0.5%
0.0%
-0.5% 1988 1990 1992 1994 1996 1998 2000 2002 2004
-1.0%
-1.5%
Growth in refining capacity

Growth in global consumption

Source: British Petroleum and Haywood Securities

Tighter utilization has in turn driven up margins as refining capacity has become a scarce
resource. Of the remaining capacity available, much is simple complexity not able to maximize
yield on the heavier sour feedstock that forms the majority of incremental crude production.
Therefore, complex refineries are benefiting most, as margins on heavy/medium sour feedstock
have risen considerably over the past few years.
Figure 6: A Dramatic Rise in Sour Crude Margins

Source: Valero Energy
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As can be observed, the discount spread to the WTI benchmark remains wide. For instance, on
June 9, 2006, WTI light sweet crude with an API gravity around 39.6º traded for $71.63 per
barrel while a heavy oil, Mexico Maya at 22º, sold for $54.45 per barrel for a differential of
$17.18 (a 24% discount).
Figure 7: Recent Heavy Sour Crude Discounts to WTI (US$ per barrel)

Source: Simmons & Company International

These discounts increase as heavy production increases as a proportion of total and as the WTI
market price increases. The trend towards cheaper feedstock is expected to persist in the
medium-term as growth in demand for distillates continues to outpace complex refining capacity
additions. Adding capacity requires considerable construction lead time and can cost $2 billion to
$6 billion. Permitting is perhaps an even more significant barrier to capacity additions, since few
communities would accept a new refinery. Clearly, a medium-term sustainable competitive
advantage exists in holding high conversion capacity owing to the materially lower cost of inputs
and barriers to new entrants.
To gauge the financial implications of this, consider the performance of North America’s biggest
refining company, Valero Energy Corporation (VLO-NYSE). The company, which operates the
largest upgrading capacity in the industry, had 3.3 million barrels per day (bpd) of throughput
capacity as of the end of 2005, including 1.2 million barrels per day of medium- and 0.4 million
barrels per day of high-conversion capacity. The Company has seen its profits rise from EPS of
$1.27 in 2003 to $6.10 in 2005 as refining margins have more than doubled. The market appears
to believe the outlook is strong, as the shares are up nearly six-fold over the same time frame. As
could be expected, a major reason for the Company’s success is its investment in complex
refineries and the prevailing high margins associated with high-conversion production.
Altius, through its partnership in Newfoundland Labrador Refining Corporation (NLRC), is well
positioned to benefit from these dynamics.
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The Partnership
The majority shareholder is Altius, which holds a 37.5% stake. The partnership is completed by
three prominent names: two of Europe’s most successful venture capitalists in Harry Dobson and
Dermott Desmond, as well as Steven Posford, the former head of Solomon Brothers Europe, who
each hold 20.8%.
The Landscape
Placentia Bay, Newfoundland, is home to North America’s largest ice-free deepwater port in
Come By Chance. This fact and its geographical position on the North Atlantic Ocean make it an
ideal area for a refinery capable of receiving feedstock from producers in the Middle East, Africa,
and the North Sea and shipping refined product to the U.S. Eastern Seaboard and Europe. The
depth and width of the bay provide year-round access to supertankers, thus achieving maximum
economies of scale in transportation costs. The site is also significant for its proximity to the asyet-undeveloped Hebron heavy oil project. At present, the eastern side of the harbour is host to
North Atlantic Oil Refinery, while the western side remains undeveloped. The province of
Newfoundland has granted a land freeze in favour of NLRC that covers both sides of Come by
Chance Bay while it completes its feasibility study.
Figure 8: Placentia Bay, Newfoundland

Source: Newfoundland and Labrador Refining
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Participating in the Golden Age of Refining
NLRC has two immediate opportunities to participate in this market: (1) buy the existing refinery
with current capacity of 105,000 barrels per day located in Come By Chance, and/or (2) build a
greenfield operation in the same harbour.
Purchase North Atlantic Oil Refinery
North Atlantic Oil Refinery is situated in Come By Chance, Newfoundland. The refinery, once
owned by Petro-Canada, was built in 1973 and purchased by its current operator, Vitol Group, in
1994. After struggling initially in a market of overcapacity, the refinery has remained profitable
since the 1980s. At present, it has the second highest utilization of any refinery in Canada. The
refinery converts sour crude and thus benefits from widening price differentials between sour
crude and WTI feedstock. As mentioned above, the refinery sits on a strategic ice-free deepwater
port, a location that minimizes freight costs as the largest tankers can dock year-round.
Figure 9: North Atlantic Oil Refinery

Figure 10: Whiffen Head Oil Transhipment
Facility

Source: North Atlantic Oil Refinery

Source: Newfoundland and Labrador Refining

Vitol recently put North Atlantic Oil Refinery on the market and is currently considering bids—
including one from NLRC we suspect. NLRC stated in pubic presentations earlier this year that it
was considering the acquisition but has not confirmed its continued participation in the sale
process citing confidentiality restrictions. Vitol is a privately held corporation, and thus detailed
financial data are not available for North Atlantic. However, we consider the performance of two
publicly traded refinery companies as peers: Western Refining Corporation and Tesoro Petroleum
Corporation.
Peer Refining Companies
Western Refining Corporation
Recently listed on the NYSE, Western Refining Corporation (WNR) is a pure-play refining
company with 115,000 barrels per day of light sweet and sour refining capacity. The Company
has cracking capability, but the majority of crude processed in 2005 (82%) was lower margin
WTI feedstock. Regardless, the Company yielded gross refining margin of $9.53 per barrel and
generated cash flow from operations of $236.7 million ($2,032 per barrel per day of throughput
achieved) during the year.
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Tesoro Corporation
Tesoro (TSO–NYSE) operates six refineries with a combined output capacity of 560,000 barrels
per day. The Company achieved an average gross refining margin of $11.81, with a range of
$6.25 to $17.88 in 2005. The higher refining margin is likely due to a greater proportion of heavy
sour crude in its feedstock. Cash flow in 2005 was $796 million ($1,502 per barrel per day of
throughput). These numbers were dampened somewhat from a net loss at its retail segment,
which accounts for about 6% of revenues. Without the impact of this segment, we would expect
to see higher cash flow per barrel of throughput.
Table 6: Comparables Companies (US$)
FY2005
Throughput (bpd)
% of feedstock light sweet
% of feedstock heavy/ sour
Gross Refining Margin/barrel
Product Yield (bpd)
% gasoline
% jet and diesel
CFO ('000)

Western
116,510
82.4%
8.2%
$9.52
114,431
58.0%
34.7%
$236,738

Tesoro
530,000
50.0%
46.2%
$11.81
549,000
45.2%
33.9%
$796,000

Source: Company 2005 SEC 10K Filings and Haywood Securities

North Atlantic refinery’s ability to process high quantities of sour crude feedstock provides wide
margins and presumably strong cash flow per barrel per day of throughput. Though financial data
are unavailable, we turn to comparable Companies’ cash flow per barrel per day of throughput
and capacity utilization to predict cash flow. In our sensitivity analysis, we consider a range of
US$1,200 in cash flow per barrel per day at the low end of our estimate for North Atlantic and
US$2,600 per barrel per day at the high end. Therefore, we conservatively predict that the
refinery produced cash flow of about US$190 million (mean scenario in table 7) during 2005.
Table 7: Annual Cash-Flow Estimates (US$)

CF per bpd of Throughput

90,000

Throughput (bpd)
95,000
100,000

105,000

110,000

$1,200
$1,400
$1,600

$108
$126
$144

$114
$133
$152

$120
$140
$160

$126
$147
$168

$132
$154
$176

$1,800
$2,000
$2,200
$2,400

$162
$180
$198
$216

$171
$190
$209
$228

$180
$200
$220
$240

$189
$210
$231
$252

$198
$220
$242
$264

$2,600

$234

$247

$260

$273

$286

Source: Haywood Securities

Valuation
To estimate the value of the refinery, we consider two approaches: a comparable transaction and
prevailing market value per barrel per day of throughput capacity.
The most recent comparable transaction was Valero Energy’s 2005 purchase of Premcor Inc. for
US$8 billion. That figure represents 6.6x Premcor’s 2004 cash flow from operations generated
(US$864 million) plus annual cost-saving synergies expected in the deal (estimated at US$350
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million per year). Given our cash-flow presumption and applying a similar multiple of 6.6x,
North Atlantic’s sour conversion assets could be worth US$1.25 billion under a similar valuation.
When we use the current market values of three publicly traded (NYSE) refining companies, we
derive a more conservative valuation. The three refiners average US$10,200 per barrel per day of
refining throughput capacity. Applying this average to North Atlantic’s capacity of 105,000
barrels per day, we value the stand-alone operation at around US$1.07 billion.
Table 8: Market Capitalization per bpd of Refining Capacity

Refining Capacity (bpd)
Recent Market Cap. (US$M)
Mkt Cap./bpd capacity (US$)

Western
Refining Corp.
117,000
1,246.3
10,652.5

Tesoro
Valero Energy
Corporation
Corporation
560,000
3,260,000
4,663.2
38,231.9
8,327.2
11,727.6

Source: Company SEC 10K Filings, Capital IQ and Haywood Securities

Vitol stated when the refinery came up for sale in December that it would need another $600
million to $800 million invested for it to become a major player by adding coking ability to
upgrade lower gravity crude. If we assume roughly one third of this amount to be maintenance
capital expenditures in the near-term and subtract it from the market value as estimated above, we
believe a winning bid could fall in the US$900 million to US$1 billion range. Given the high cash
flow of such an entity, we also expect a financial transaction would likely involve a combination
of debt and equity.
We expect the bid process would be highly competitive. However, in a presentation to investors
made in June, Valero Energy CEO Bill Klesse announced he would “not overpay for
acquisitions” when referring to Come By Chance and a Houston refinery which Valero had been
considering. If this major industry force is out of the bidding, we would assign a higher
probability to NLRC’s chances of submitting the winning bid3.
Build a New 300,000 bpd High-Conversion Refinery in Placentia Bay
As mentioned, Newfoundland and Labrador Refining Corporation is in the second of three phases
of a feasibility study examining the viability of constructing a refinery in Placentia Bay,
Newfoundland. Altius has a 37.5% share ownership in NLRC and holds 62.5% of a sliding scale
royalty on gross refining margins on the project.
The project proposed would be a 300,000 barrels per day high-conversion refinery positioned to
achieve maximum benefit from a market defined by prevailing wide discounts on heavy sour
feedstock, tight supply of complex refining capacity, and growing demand for high-value
distillate fuels. For instance, the demand for jet fuel has tightened to the point that Virgin
Atlantic CEO Richard Branson has stated that the airline may be entering the refining business
itself! The first stage of the feasibility study confirmed that there is expected to be a significant
lack of complex refining capacity in North America and Europe. Stage two, which includes
environmental registration and initiation of permitting for the site, is expected to be completed by
the end of September.
An advantage for NLRC resides in the positive public support we believe the project would
receive. Permitting has always been one the most significant barriers to refinery construction,
since few are willing to accept one in their backyards. However, Newfoundland Premier Danny
Williams has publicly stated that he would like to see a refinery built in his province.
Furthermore, in an April 2006 Haywood research visit to the community around Come By
Chance, we found local support quite favourable. We presume the permitting stage of feasibility
is indeed achievable.
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The project’s early stage limits our vision into its cost and return profile. Thus, we turn to
comparable data. A 580,000 barrel-per-day-capacity plant of similar configuration is currently
being built by Reliance Petroleum in Jamnagar, India, at an expected cost of US$6 billion.
Adjusting for scale and differences in labour and other costs, we would expect a plant such as the
one being proposed to have a required capital investment near US$4 billion. While labour itself
has become a scarce resource in the oil industry, we believe the project would have no shortage of
supply as we suspect Newfoundland workers would be eager to return from work on the Alberta
oil patch to be nearer to home. As for funding, we expect the market to look favourably upon an
equity issue to raise capital. Reliance Petroleum, a subsidiary set up in the same manner as NLRC
by Indian giant Reliance Industries, saw its initial public offering of 25% of its equity
oversubscribed 44.5 times.
To estimate returns, we consider annual cash flow generated per barrel of throughput capacity.
Since the project is intended to maximize total gross refining margin and has considerable
geographic and transportation advantages we apply the high end of the range, 2,200 to 2,600
barrels per day. The result is an annual cash-flow estimate between US$660 million and US$780
million.
Extrapolating from these estimates, we anticipate the project will cost US$4 billion with a 5.5year (undiscounted) payback at US$720 million in cash flow annually. Again, with successful
feasibility and a stable market, we assume NLRC’s high-conversion refinery could receive a
premium market valuation to those refining companies listed above. In our base case scenario, we
apply the 6.6x multiple from the Premcor transaction and derive a market value for NLRC of
US$4.8 billion.
We expect both the equity position in NLRC and the sliding scale royalty to be accretive to
Altius. Depending on the prevailing long-run average gross refining margins, the royalty alone
could provide a considerable boost to the Company’s shares. At US$10 long-run average margins
with a 4.5% royalty discounted at 10%, our discounted cash-flow-value analysis produces over
$5.00 per Altius share.
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Table 9: Potential Value of Refining Royalty to Altius at DCF10%
Long-run Average Gross
Refining Margins
$4.00
$6.00
$8.00
$10.00
$12.00
$14.00
$16.00
$18.00
$20.00

Applicable
Royalty
1.5%
2.5%
3.5%
4.5%
5.5%
6.5%
7.5%
8.5%
9.0%

DCF10% Value
per ALS shr
$0.73
$1.82
$3.40
$5.46
$8.01
$11.05
$14.57
$18.58
$21.86

Source: Altius Minerals and Haywood Securities

Table 10: Potential Value of Refining Royalty to Altius at DCF20%
At Valuation
Long-run Average Gross Applicable DCF20% Value
per ALS shr Multiples Given*
Refining Margins
Royalty
$0.34
$0.51
$4.00
1.5%
$0.86
$6.00
2.5%
$1.60
$8.00
3.5%
$2.57
$4.50
$10.00
4.5%
$12.00
$3.77
5.5%
$5.20
$14.00
6.5%
$6.85
$16.00
7.5%
$8.74
$18.00
8.5%
$10.28
$20.56
$20.00
9.0%
*Multiples at $4, $10, and $20 margins are 1.5x, 1.75x, and 2.0x respectively
Source: Altius Minerals and Haywood Securities
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MINERALS
Uranium
We believe uranium offers the most reliable, economic, and abundant supply of energy available
as the world makes a transition from fossil fuels. In the face of global warming and increasing
energy demand, uranium offers a potentially clean energy solution with abundant long-term
supply dynamics. Cameco reports that world uranium consumption was about 175 million tonnes
in 2005 and expects 2% growth annually. Today, the industry accounts for 16% of world energy
needs, behind coal at 39%, hydro at 19%, and above natural gas at 15% and oil at 10% (World
Nuclear Association). There are 441 reactors worldwide (as of May 2006), 27 under construction
today for 82 planned or in construction over the next 10 years (57 in Asia, with 18 in China and
15 in India), and 16 anticipated closures. Cameco suggests that net reactor capacity is expected to
increase 19% over this period, and that a 1% increase in world capacity results in incremental
demand for 1.5 million pounds of uranium concentrate. Over the past 20 years, uranium
consumption has exceeded mine production by a significant margin, with excess demand met by
inventory (stored reserves, Russian and U.S. military stockpiles, and recycled products). Last
year, of the 175 million tonnes of consumption, 67 million pounds of inventory were sold in the
market. It is believed today that inventories are considerably reduced, and there remains a
potential for price shock should inventory supply falter. It is also believed that incremental
demand will have to be met with increasing mine production, which may be some time off.
Cameco notes an encouraging trend that supports this thesis, as 2005 witnessed utilities
purchasing uranium in an effort to build strategic inventory.
Another developing trend in the market has utilities purchasing material volumes of longer term
contracts up to ten years, from previous three- to five-year contracts. The industry is attempting to
minimize the risk of potential future supply shortfalls. At the end of 2005, long-term contracts
were priced at $36.13/lb, up from $25/lb in 2004, and today term pricing is $46/lb to $47/lb.
Haywood’s commodity assumptions in our models use $42/lb this year, $45/lb for the remainder
of this decade, and $30/lb long term. Dustin J. Garrow of Colorado Nuclear is estimating
US$50/lb before the end of 2006, US$55/lb to US$60/lb in 2007/2008, and greater than $60/lb of
uranium by 2009. He also suggests a high potential for price shocks, as there is little excess
capacity, and current primary mine production is concentrated through few producing mines,
which can be vulnerable to shutdown4.
Figure 11: Requirements

Figure 12: Production and Consumption

Source: Colorado Nuclear Inc.

Source: Colorado Nuclear Inc.
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Operating costs in the industry remain the lowest of all non-hydro sources, arriving in the United
States around $0.0168 per nuclear kWh, $0.0192 for coal, $0.0539 for oil, and $0.0587 for natural
gas (Cameco Corporation, 2005). However, governments and environmentalists continue to
debate controversial waste-management issues.
According to Cameco, which produces about 20% of the world’s uranium and has 38% of the
world’s UF6 conversion capacity, volumes of spot market transactions represent only 10% to 15%
of annual global uranium production. Cameco has over 525 million pounds of proven and
probable uranium reserves. The Company must enter long-term contracts with its customers, and
by doing so, has realized prices significantly lower than spot. In 2004, the Company realized
$12.89/lb, a 44% discount from the average spot price. In 2005, the Company realized $15.45/lb,
an 85% discount from spot. So far this year, spot price has averaged $40.28, up from $28.67 last
year. At $35 spot, Cameco expects to realize prices over the next three years of $19.25, $22.75,
and $28.25. For a price, uranium is abundant. In its 1999 report, the President’s Committee of
Advisors on Science and Technology reported up to 4 billion tonnes of uranium could be
extracted from seawater. The Japan Atomic Energy Research Institute is developing a process
that might make it possible to recover U3O8 from seawater at a cost of $120 per lb5. This should
be an investor’s high-water mark for the price of uranium.
The industry is experiencing stable growth. However, we suspect the speculator in uranium
equities will experience many surprises ahead. Cameco discusses risks in a depreciating U.S.
dollar, changing inventory policies, the entrance of market speculators, and the increasing
demand with new construction capacity. It describes the market’s short-term future as “opaque”,
and we agree when it suggests the biggest questions for any project and investment are the price
required to bring the project into production and the timing of getting that production to market. It
is this notion that leads to Aurora (AXU-T, ~$285M market cap.).
Aurora Energy Resources Inc.
There are over 300 uranium exploration companies listed on stock exchanges, and the majority of
projects may never be developed. Aurora describes itself as the largest undeveloped deposit in
Canada and fully expects to move projects into near-term production. We think Aurora offers real
potential to be developed and could experience continued share price improvement through highimpact exploration drilling this summer. We expect the Michelin project will expand in scale
considerably and may see share price improvement through highly likely new discoveries and
early stage feasibility study work.
Aurora is a recent public vehicle owning 30 mostly continuous, staked licences covering 82,900
hectares in northeast Labrador. The area was historically known as the Kitts-Michelin uranium
district in the eastern part of the Central Mineral Belt. The Company is currently 49.3% owned by
the operator Fronteer Development and 19.9% owned by Altius Minerals. Altius reduced its
equity exposure in return for a longer term royalty on the project, exchanging 2% equity interest
for a 2% gross sales royalty on future uranium production and a 2% net smelter royalty on any
base and precious metals. The arrangement was conditional on Aurora going public within a year,
as Altius did not wish to be a minority shareholder in a private company. Aurora raised $5
million privately for exploration work in 2005, and in February 2006 the Company went public at
a price of $3.60 per share, with a post-money valuation of $220 million. Altius sold 10.7 million
shares on the highly oversubscribed offering. The offering provided Altius with $38.5 million of
cash, while maintaining a 19.9% interest in Aurora, and its royalty stream. The Company has
crystallized some gain, yet remains exposed to equity upside on the short- to mid-term horizon
and should benefit in the long term through its royalty in the asset. The market and cash value to
Altius generated from the project today is worth over $90 million. Thus, given Altius’ investment
of $650,000 in Aurora and its predecessor joint venture, the Company has generated a 140-fold
return in a little over three years.
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The Michelin project was originally discovered by the British Newfoundland Exploration
Company Limited (Brinex) and was to be placed into production in the early 1980s. The company
got to the feasibility and permitting stage with a defined 18 million-pound reserve, but
development was hung up in local lobbying and a declining price environment. Land holdings
lapsed, and the final nail was driven into coffin when the government placed a ban on uranium
mining. Subsequently, the ban was lifted, and in 2002, when few were interested in the uranium
market, Altius and Fronteer Development created a 50/50 partnership and began staking the area.
The Central Mineral Belt in Labrador has been considered the second most important uranium
district in Canada outside the stunning Athabasca Basin in northern Saskatchewan.
Table 11: Aurora – Uranium Resources
Zone

Category

Michelin

Measured
Indicated
Inferred

Inda
Nash
Rainbow
Gear

Historic
Historic
Historic
Historic

Tonnes

%U3O8

Pounds U3O8

342,000
8,615,000
4,116,000

0.113
0.113
0.148

851,000
21,374,000
13,260,000
35,485,000

514,519
215,971
272,232
76,860

0.155
0.224
0.100
0.145

1,758,167
1,066,523
600,159
245,695

Source: Aurora Energy Resources

Uranium mineralization in Aurora’s area is found in deformed sedimentary and volcanic rocks
that are 1.6 billion to 2.5 billion years old. The uranium is associated with magnetite, actinolite,
and calcium-rich veins that are in turn associated with a broader scale and pervasive iron oxide
(hematite) alteration halo.
In 2005, the Company ran a 9,402-metre, 27-hole diamond-drill program across the Michelin,
Otter, and Jacques’s Lake targets. Results were very encouraging, and the Michelin deposit was
extended from a vertical depth of 250 metres to almost 700 metres and remains open at depth and
along strike. Jacques Lake encountered a similar zone to Michelin (0.1% U3O8 over 9.2 metres)
and some high grade at Otter South (1.0% U3O8 over 9.2 metres). The Company’s technical
reports suggest that the potential for the discovery of additional uranium resources in the district
is excellent. In 2006, $14.5 million will be spent on 40,000 metres of diamond drilling and
preliminary resource, metallurgical, environmental, and engineering studies. Several new targets
will also be drilled, known as Rainbow (2.0% U3O8 over 20 metres), White Bear Lake (0.217%
U3O8 over 20.5 metres historic), Melody Hill (a low-probability prospect to find the source of 27
boulders grading 8%), and Post Hill. Field work began in April and will continue into October.
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Figure 13: Aurora Properties

Source: Aurora Energy Resources

Michelin is on surface, almost 700 metres deep currently, and open along strike. The target dips
45% along the shear zone and is described by the Company as similar to Archean load gold
situations that have encountered extreme lengths. These types of gold deposits include Ontario’s
Red Lake and the Temiskaming district in eastern Ontario where dozens of mines sprang up
along the “Golden Mile”, including Kirkland Lake, Teck-Hughes, Lake Shore, WrightHargreaves, Sylvanite, Macassa, Tobum, and Golden Gate. The deposit will initially be mined as
an open pit, but underground workings are also likely. The project, grading 0.114% to 0.19%
uranium, is comparable to many currently producing mines. Cameco is at present developing an
inferred 161 million-pound deposit in Kazakhstan grading 0.07% with a low-cost in situ leaching
mining method.
The Michelin deposit may contain 35 million pounds of uranium (measured, indicated, and
inferred) with the data gathered to date. Through Canada’s largest uranium drilling program this
summer, the Company hopes to increase the resource to over 70 million pounds. Given the
historical resource information and very prospective targets, we are modelling for an 80 millionpound deposit. On July 12, 2006, the Company reported wider and higher grade intersections at
Michelin where it is largely infilling the target. Drill hole M-06-16 returned 0.18% U3O8 over
59.4 metres, and hole M-06-13 returned 0.19% U3O8 over 48.5 metres. Naturally, these results are
very encouraging and upward pressure on our estimates is likely, as grade is increasing at depth
and the target remains open and extending. Jim Lincoln, Vice President Operations, stated,
“There are very few mineral deposits around the world that show this degree of continuity in
terms of geometry and mineralization.”
We are assuming a $180 million capital cost project excluding underground workings with
operating costs around $16.75/lb uranium. The Company believes the resource is comparable to
Valhalla in Australia, which has estimated costs in the range of $8.00/lb to $8.50/lb. For
comparison purposes, SXR Uranium One is expecting US$30.9 million of capital cost and
US$12.40/lb in operating costs for its in situ leach Honeymoon project in Australia. Paladin’s
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Langer Heinrich open-pit project in Namibia has operating costs estimates at $12.20/lb in the first
six months and $14.18/lb over the life of the project. The Ur-Asia in situ leach process in
Kazakhstan has estimated costs on its various projects in the range of $7.49/lb to $8.70/lb. When
uranium was trading just above $10/lb, International Uranium Corp. had suspended its mining
operations in the United States. At the end of last year, the company still had not re-opened
operations, stating that increasing operating costs were delaying a positive outcome. Just recently,
it decided to open its mines and mill owing to the new price strength in the market. With this
information, we would expect that our estimates are conservative when comparing projects with
near-term production visibility. Aurora expects to release early prefeasibility information later
this year.

Million lb

Table 12: Aurora NAV10% Attributable to Altius’ Interest per Share

35
75
80
100

Average Uranium Price
$20.00 $30.00 $40.00 $50.00
$0.00
$0.00
$0.05
$0.38
$0.00
$0.47
$1.16
$1.85
$0.00
$0.56
$1.30
$2.04
$0.00
$0.92
$1.85
$2.77

Greg Smith (416-507-2339, gsmith@haywood.com)
David Beasley (416-507-2710, dbeasley@haywood.com)

Page 21

July 19, 2006

Altius Minerals Corporation
Figure 14: Michelin Deposit

Source: Aurora Energy Resources

As Cameco suggests, value for shareholders will be affected by the lead time for commercial
production. We understand that new uranium mills take seven to ten years to get licensed through
the tough regulation process. Aurora estimates that production is likely to begin in 2011, and we
are taking a more conservative view and modelling for 2013. Investors should be fully aware of
the possible delays and market impact as experienced getting Voisey’s Bay nickel sulphide
project into production. A 10% discount rate over two years will have a significant effect on
value. While Labrador is better informed and structured for mining operations these days,
Aurora’s management team should maximize and maintain very high community and social
relations.

Valuing Aurora
Using our current estimates, Aurora is trading at 3.3x our forecasted NAV. The market is less
concerned with this method and appears to rely on in situ value techniques that apply multiples of
estimated pounds of uranium in the ground to arrive at market values. We estimate that
feasibility-stage projects are trading at $12.44/lb, and advanced projects at $6.65/lb. Interestingly
enough, Paladin has just made an offer to purchase a 50% interest in the Valhalla project for what
appears to be approximately US$7/lb. Aurora currently trades at $6.82/lb, assuming 35.6 million
pounds, which equates to $1.88 per share to Altius. Our midpoint assumption uses $7/lb at 60
million pounds, and our aggressive assumption of $5.00 per share uses $8/lb at 80 million
pounds.
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Table 13: Adjusted Market Capitalization per Pound of Uranium – Feasibility-Stage Firms
Company

Ticker

Paladin Resources Ltd.
PDN-T
UrAsia Energy Ltd.
UUU-V
International Uranium Corp.
IUC-T
SXR Uranium One Inc.
SXR-T
Average excluding outlier (SXR-T)
Source: Haywood and Capital IQ

Price
3.75
2.70
5.88
9.60

Shrs Out
(Mln)
444.0
479.7
88.5
112.0

Mkt. Cap Resource
(US$Mln) (Mln lbs.)
1486.6
112.6
1156.3
95.7
464.5
38.6
959.8
184.4

Mkt. Cap.
Per Pound
$13.20
$12.08
$12.03
$5.21
$12.44

Table 14: Adjusted Market Capitalization per Pound of Uranium – Advanced Projects
Ticker

Company

Mega Uranium Ltd.
MGA-V
UEX Corp.
UEX-T
Uranium Power Corp.
UPC-V
Aurora Energy Resources Inc. AXU-T
Average excluding outlier (MGA-V)
Source: Haywood and Capital IQ

Price
7.00
3.74
0.44
4.68

Shrs Out
(Mln)
52.1
180.4
72.2
60.8

Mkt. Cap Resource
Mkt. Cap.
(US$Mln) (Mln lbs.) Per Pound (US$)
325.7
17.0
$19.16
602.4
71.4
$8.44
28.3
5.8
$4.89
254.1
35.6
$7.14
$6.82

Uranium Resource - Mlb

Table 15: Value per ALS share of Altius’ 19.9% Interest in Aurora Energy Resources
(C$/share)

22.2
35.6
40.0
50.0
60.0
70.0
80.0
100.0

$2.00
$0.35
$0.56
$0.63
$0.78
$0.94
$1.09
$1.25
$1.56

US$ Justifed Market Capitalization per Pound
$3.00
$4.00
$5.00
$6.00
$7.00
$0.52
$0.69
$0.87
$1.04
$1.22
$0.83
$1.11
$1.39
$1.67
$1.95
$0.94
$1.25
$1.56
$1.88
$2.19
$1.17
$1.56
$1.95
$2.34
$2.73
$1.41
$1.88
$2.34
$2.81
$3.28
$1.64
$2.19
$2.73
$3.28
$3.83
$1.88
$2.50
$3.13
$3.75
$4.38
$2.34
$3.13
$3.91
$4.69
$5.47
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Rocky Brook Uranium Project
Aurora was not the Company’s initial investment in the uranium market. In early 2001, Altius
acquired a uranium-silver property in western Newfoundland, which yielded boulders grading 1%
to more than 10% uranium oxide (U3O8). Cameco originally agreed to joint venture but moved on
to focus on opportunities in Kazakhstan. In 2005, the new joint venture (with partner JNR
Resources) completed 78 diamond-drill holes totalling 3,265 metres in an effort to locate the
bedrock source. Following up on encouraging results, the joint venture plans to spend $650,000
for an 1,100-kilometre high-resolution radiometric, magnetic, and electromagnetic airborne
survey and 3,000-metre diamond-drilling program comprising 90 to 100 short holes. JNR
Resources may earn a 70% interest by spending $2.525 million on exploration over four years.
Altius has also retained certain royalty rights to the property.

Nickel
Voisey’s Bay – Labrador Nickel Royalty Limited Partnership (LNRLP)
Figure 15: Voisey’s Bay Nickel Deposits

Source: Voisey’s Bay Nickel Company

The Voisey’s Bay nickel deposit is best known for the “ovoid”, a bowl-shaped mass measuring
approximately 800 x 350 x 125 metres. Inco Limited subsidiary Voisey’s Bay Nickel Company
began open-pit mining of the ovoid in September 2005, shipping its first concentrate in
November. According to Inco’s 2005 mineral reserves and resources estimate, the deposit
contains proven and probable reserves of 32 million tonnes grading 2.75% nickel, 1.73% copper,
and 0.15% cobalt. In addition, there are an estimated 40 million tonnes of indicated mineral
resource grading 1.89% nickel, 1.90% copper, and 0.12% cobalt, and 6 million tonnes of inferred
mineral resource grading 1.9% nickel, 0.9% copper, and 0.12% cobalt. Inco recently confirmed
favourable exploration upside at the site, referring to drilling on the Reid Brook deposit: “At the
Voisey’s Bay Mine in Labrador, drilling has extended the Upper Reid Brook Zone and has
confirmed the exploration potential of the recently discovered Lower Reid Brook Zone.”6
Altius owns 10% of the 3% net smelter royalty on this operation through the Labrador Nickel
Royalty Limited Partnership. (International Royalty Corporation owns the 90% majority
position.) The Company received its first royalty check in May.
At present, this is the most consistent source of cash flow for Altius and reduces risk in our
outlook, as it should help fund corporate and exploratory expenses. Given our assumptions for
production and long-term metal prices, we have modelled modest near-term cash flow to Altius at
a normalized rate of over $1 million per full year.
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Table 16: LNRLP Royalty Cash Flow to Altius
Nickel Price Assumption
Payable Nickel Production (Mlb)
0.3% Royalty in Calendar Year(post-tax)
Per ALS Share

CY2006E
$6.75
100
$1,164.1
$0.04

CY2007E
$6.75
135
$1,584.4
$0.06

CY2008E
$5.00
135
$1,115.2
$0.04

CY2009E
$5.00
135
$1,104.4
$0.04

Modelling a 25-year mine life, with nickel at our long-term price assumption of $5.00 and
discounting the royalty stream at 6%, we derive an NPV of the royalty of $14.6 million or just
under $0.50 per fully diluted Altius share. The royalty applies to the entire Voisey’s Bay district,
and thus the Company will participate in exploration and expansion upside. Royalties typically
trade at multiples to NAV, and our base case value uses a 1.5x multiple, or $22 million. The
result would equate to the market value attributed to International Royalty Corporation (IRC–T)
when we assume 90% of the Company’s current value is attributed to its 90% interest in the same
royalty.

ALBA Minerals Resources
Extending the Company’s knowledge of Voisey’s Bay has led to an £100,000 investment in Alba
Minerals, which is looking at similar type targets in Norway, Sweden, and Finland. Altius owns
1,250,000 shares of the Company and 937,000 warrants at 9 pence until 2015. With this
investment, the Company has been granted a 1.5% royalty based upon any minerals that are
discovered. On May 15th, Alba announced that the Company has entered into an agreement with
Inco (N-T). In this agreement Inco has the right to earn a 60% interest in the Company’s Arthrath
nickel-copper-PGE project in Scotland by funding €2,500,000 of exploration work over a four
year period.

Copper
Rambler Metals and Mining PLC – Copper-Gold Property
Altius owns 12 million shares or approximately 30% of Rambler Metals and Mining PLC
(RMM), which trades on the AIM Market of the London Stock Exchange with a market
capitalization of approximately C$32 million. Altius received its equity position in the spring of
2005 after selling the historic mining property to Rambler founders Harry Dobson and Brian
Hinchcliffe. These gentlemen are the same principals of Kirkland Lake Gold Inc. (KGI–T), who
after a number of delays, may be on the eve of successfully resuming gold mining operations on
the property. Kirkland Lake now supports a market capitalization of approximately $370 million.

Greg Smith (416-507-2339, gsmith@haywood.com)
David Beasley (416-507-2710, dbeasley@haywood.com)

Page 25

July 19, 2006

Altius Minerals Corporation
Figure 16: Rambler Copper-Gold Deposit

Source: Rambler Metals and Mining

The outcome for Rambler is planned to be much the same as Kirkland Lake Gold. The
historically mined deposit consists of narrow zones of high-grade copper and gold mineralization.
From 1972 to 1982, the Ming Mine produced 2.1 million tonnes at 3.5% copper and 2 grams per
tonne gold. From 1995 to 1996, the Ming West Mine produced 271,000 tonnes at 4.0% copper
and 4.8 grams per tonne gold when the mine workings neared the property boundary. Production
was subsequently halted. In 2001, Altius consolidated the land position in the area and later found
that the deposit continued beyond historical boundaries and extended at depth into the thick Ming
Footwall Zone that is about 100 metres under existing underground mining infrastructure.
Figure 17: Ming Deposit Footwall Zone

Source: Rambler Metals and Mining

The Company raised approximately C$18.3 million to fund a 28,000-metre drilling program on
the property last year that intersected copper-gold mineralization in the Ming Massive Sulphide
and Ming Footwall Zone. The Company is currently operating two drill rigs with the goal to
delineate the Ming Footwall Zone at 50-metre centres. Recent highlights include the following:
•

RM-06-04d returns 34.4 feet @ 3.20% copper

•

RM-06-04e returns 24.6 feet @ 4.17% copper plus 4.50 grams per tonne gold and 57.1 feet
@ 3.18% copper
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•

RM-06-03b returns 21.0 feet @ 3.32% copper and 36.1 feet @ 2.42% copper

In addition, last week the Company announced the discovery of a new zone of copper mineralization
located between the Ming Deposit and the Ming Footwall Zone that saw some extremely high-grade
copper intersections. Results include:
•

RM-06-04f returns 19.7 feet of 14.40% copper plus 1.8 g/T gold

•

RM-06-04g returns 47.2 feet oft 4.71% copper; including 10.8 feet @ 14.00% copper plus 1.0 g/T
gold

The Company is currently at the permitting stage of dewatering and rehabilitation of the Ming Mine
underground infrastructure. The Company plans to accelerate resource delineation and resume mining
operations. However, it is unlikely that the mill will be restarted given the length of time operations
were left idle and its small scale relative to the thickness and hence mining rate potential of the Ming
Footwall Zone. The Company believes metal recoveries should be high given simple mineralogy,
metamorphic grades, and grain size. Results of sampling and testing of the Ming Footwall Zone by the
previous operator support this belief. Most of the gold in the Ming Mine was free, although a portion
was contained in pyrite.
We estimate a 10 million tonnes resource (Haywood estimate, not 43-101 compliant) at a conservative
2.7% copper. The Company currently has about $14 million of cash that should be sufficient to get it
through dewatering and further delineation. We have estimated another $50 million of capital
expenditures will be required to get the project into operation (4000 tonnes/day) in three years with
operational cash costs around $1.28/lb copper (excluding any potential gold). When we apply a 10%
discount rate we get a positive NPV at $1.61 copper, and an NPV of $100 million at a 40% discount to
current metal prices. The Company latest drill results are encouraging as the Company has released
some of the best copper grades to date (19.7 feet of 14.40% copper) and are seeing gold above 1 g/ton
which we have not included in our calculations.

Capstone Mining (CS–T, $128 million market capitalization) might offer the closest comparable with
its Cozamin copper-silver-zinc mine in Mexico. A recent estimate on the project has the measured and
indicated resource of 2.76 million tonnes containing 152.15 million pounds of copper (2.5%) and 7.58
million ounces of silver, and the inferred resource of 3.09 million tonnes containing 151.26 million
pounds of copper and 7.86 million ounces of silver. The recent feasibility study estimated throughput
of 1,000 tonnes per day, with annual production of 16 million pounds of copper at a cash cost of
$0.80/lb and a $9.9 million capital cost. The major difference with Rambler is its higher mining costs
and the lack of precious metals in the footwall zone. It is much cheaper to mine in Mexico, and
Capstone’s feasibility study uses $16 per tonne mining costs, while we are using $50 per tonne at
Rambler. Capstone’s present feasibility study uses current copper prices down to $1.25 in year 5, with
a 5% discount rate, which yields an estimated NPV of US$43.4 million.
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Gold
Paragon Minerals and South Tally Pond
Rubicon Minerals (RMX–T, $97 million market capitalization) has a plan of arrangement to spin
out its Newfoundland-based gold and base metal assets into a new public vehicle called Paragon
Minerals. Altius has subscribed for 2.5 million flow-through special warrants at C$0.60 each and
800,000 non-flow-through special warrants at C$0.50 each. The C$1.9 million investment by
Altius should be the largest component of a proposed minimum C$3.0 million non-brokered
private placement financing. We understand that Altius also plans to vend in its gold-rich
volcanogenic massive sulphide (VMS) target known as South Tally Pond and increase its equity
in the Company to about 19.4%.
The South Tally Pond property is located 5 kilometres southwest of Aur Resources’ Duck Pond
VMS deposits, where mine development has recently commenced. Both Altius' South Tally Pond
property and Aur’s Boundary and Duck Pond deposits are contained within the Tally Pond
Volcanic Belt.

Hydroelectricity
Lower Churchill Falls Hydroelectric Project
The Newfoundland Government in partnership with Newfoundland and Labrador Hydro has
begun to first steps towards the development of a 2800 MW hydroelectric project at Muskrat
Falls and Gull Island, southeast of the current 5400 MW Churchill Falls hydroelectric generating
station. The government sees the project-sanctioning decision by 2009, and first electricity by
2015. The project has been described as important to ensuring the sustainability of Canada’s
hydroelectric supply7.
In August 2005, the government announced that three firms had made the shortlist for financing
alternatives from twenty-five expressions of interest entered for development and financing
options. Among the three was a proposal by Altius to buy a $200+ million gross royalty stake
and to create a trust entity that would be structured to offer high benefits to Newfoundland and
Labrador based investors, including Altius.
In May 2006, Premier Danny Williams announced that Newfoundland and Labrador would lead
development of the site. He stated that having an external partner join the province would result
in ‘less-than-acceptable’ benefits to the province.
Given Altius’ position as a Newfoundland-based firm with deep local roots and an intriguing
financing proposal, we believe this decision is positive for the Company.
We believe this royalty would provide significant upside to the Company’s long-term
performance. There is perhaps no better royalty stream than that from hydro, as cash flows may
be generating until the next ice age! Unfortunately, however, we suspect cash flows are far in the
future, and with our 30% discount rate, we do not see much upside in this project at present.
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Figure 18: Lower Churchill Falls Hydro Developments

Source: Newfoundland and Labrador Hydro

Risks
Tax Liability
We calculate the Company should have a tax liability of approximately $5.3 million on the $36.5
million gain on the secondary sale of Aurora shares in March 2006. The Company has seen
significant capital appreciation of the remainder of this investment as well as its Rambler Metals
and Mining equity interest. Significant tax liabilities may occur on the sale of these assets.

Refining
Currently, there is a race to build heavy crude refinery capacity in the market. India has been the
most aggressive, with several expansion projects also planned in the Middle East. However, we
suspect that the lack of capital commitment in the United States and the obvious disruptions in
the industry during the hurricane season of 2005 will make Newfoundland of particular strategic
importance.

Minerals
As Altius is invested in a number of early stage mineral projects, commodity prices and market
appetite will be of particular importance to the Company. Value for shareholders will be affected
by the lead time for commercial production.
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Financial Forecast

Financial Forecast: Year-end April 30
Revenue
Pre-tax Royalty income
Option payments & management fees
Other
Total Revenue

2004

2005

2006E

2007E

2008E

47,081
47,081

183,740
183,740

121,734
22,025
143,759

2,025,789
71,361
2,097,150

2,218,011
71,361
2,289,372

Operating income (EBIT)

635,803
222,158
38,964
76,726
973,651
(926,570)

745,215
505,744
152,798
28,429
1,432,186
(1,248,446)

907,431
126,185
50,874
170,588
1,255,078
(1,111,319)

1,043,546
27,649
100,000
1,171,195
925,956

1,200,077
32,616
100,000
1,332,693
956,679

(Interest Income)
Interest Expense
Dilution (gain) on issuance of shares of investee
Loss (Gain) on disposal of Assets or Investments
Share of loss/(gain) in equity investee
Earnings Before Taxes
Taxes (recovery)
Net Earnings
EPS Basic
EPS F/D

(44,842)
(55,523)
(826,205)
(826,205)
(0.03)
(0.03)

(25,707)
(4,650,823)
(329,494)
(244,662)
4,002,240
456,000
3,546,240
0.13
0.13

(163,282)
(1,339,352)
(36,515,462)
800,151
36,106,626
5,274,323
30,832,304
1.08
1.06

(609,584)
1,535,540
537,439
998,101
0.03
0.03

(575,134)
1,531,813
536,135
995,679
0.03
0.03

Expenses
General and administrative
Mineral properties abandoned or impaired
Amortization
Stock-based compensation
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Conclusion
We believe Newfoundland and Labrador could evolve into one of Canada’s most important
resource districts and is ripe for capital investment in secondary industries, which should be well
supported by the provincial government. For investors who wish to participate in earlier stage
development of the province, we would recommend betting on this proven and exceptional
management team.

Sources
British Petroleum, Statistical Review of World Energy
Valero Energy Corporation, Various Company Presentations, and SEC Filings (also Premcor Inc.,
SEC Filings)
Western Refining Corporation, Company Web site, and SEC Filings
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Simmons & Company International, Simmons Oil Monthly—Macro Energy Outlook 2006
Booz Allen Hamilton, Refining Trends: The Golden Age or the Eye of the Storm? Parts I & II
Baker & O’Brien, Status of the U.S. Refining Industry, October 2005
Chevron Corporation, various
U.S Environmental Protection Agency (EPA), various
Energy Information Administration (EIA), various
Altius Minerals Corporation, various
Aurora Energy Resources Inc., various
Rambler Metals and Mining PLC, various
Newfoundland and Labrador Refining Corporation
Inco Limited
Voisey’s Bay Nickel Company Limited
Colorado Nuclear Inc.
Cameco Inc., various
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Appendix 1
Management and Directors
Name

Title

Brian F. Dalton

President and
CEO

Roland W. Butler
Jr.

Vice President
And Director

Donald J. Warr,
FCA

Chief
Financial
Officer

Dr. J. Geoffrey
Thurlow

Director

John A. Baker, QC

Director

Chad Wells

Corporate
Secretary

Profile
Mr. Dalton began his career as a mining entrepreneur staking
prospects in Newfoundland and Labrador while still a Geology
student at Memorial University in the early 1990’s. He developed
his early prospecting successes into building a group of private
exploration companies before co-founding Altius and taking the
Company public in 1997 through a reverse takeover.
Mr. Butler has prior experience with junior and senior exploration
companies and has led much of Altius’ successful mineral project
generation business. He holds a Bachelor of Science degree as well
as a Bachelor of Education degree.
Mr. Warr has been a Chartered Accounted for more that 33 years
and maintains active practice as a partner in an accounting firm. He
is also a board member of Newfoundland Capital Corporation
(NCC–T).
Dr. Thurlow has extensive experience as a consultant for both
junior and senior mining companies domestically and
internationally. He is considered an export on volcanogenic
massive sulphide (VMS) base metals.
Mr. Baker is a corporate lawyer and senior partner in a prominent
St. John’s law firm. He has served on the boards of several public
companies.
Chad manages business development and investor relations for the
Company. He holds a Bachelor of Science in Geology from
Memorial University.

Ownership –
Shares (% of
Outstanding)
1.246 million
(4.4%)

779,150 (2.7%)

N/A

1,286,512 (4.5%)

430,250 (1.5%)

27,362 (0.10%)

Major Shareholders
Holder Name

Particulars

Shares (% of outstanding)

David W. Tice & Associates

Prudent Bear Fund

1.895 million (6.7%)

Sprott Inc.

Sprott Gold and Precious Metals

1.5 million (5.3%)

John Tognetti

Chairman, Haywood Securities Inc.

1.465 million (5.1%)

Dr. J. Geoffrey Thurlow

Director, Altius Minerals

1,286 million (4.5%)

Brian F. Dalton

President and CEO, Altius Minerals

1.246 million (4.4%)

Resolute Funds

Resolute Growth Fund

1.14 million (4.0%)

RBC Global Investments

RBC Precious Metals

0.862 million (3.0%)

Roland W. Butler, Jr.

Vice President, Altius Minerals

0.779 million (2.7%)

Fidelity Management

Fidelity International Fund

0.758 million (2.7%)

John A. Baker

Director, Altius Minerals

0.43 million (1.5%)

Source: Altius, Bloomberg, and Targeted Inc

Greg Smith (416-507-2339, gsmith@haywood.com)
David Beasley (416-507-2710, dbeasley@haywood.com)

Page 32

July 19, 2006

Altius Minerals Corporation

Rating Structure
SECTOR OUTPERFORM – Haywood’s top rating category. The analyst believes that the security will outperform its
sector. Furthermore, the shares are forecast to provide attractive returns measured against alternative investments when
considering risk profiles. The rating carries a minimum total return threshold of 15% for equities and 12% for trusts. The
rating applies to companies that have tangible underlying assets that give a measure of support to the market valuation.
The rating category considers both the absolute and relative values in assigning the highest rating on the security.
SECTOR OUTPERFORM (SPECULATIVE) – Investment for risk accounts only. The security has strong upside
although its risk profile leaves the potential for significant downside. Return expectations should generally exceed those
of SECTOR OUTPERFORM to allow for the additional risk. Companies in this rating category carry greater financial
and/or execution risk without tangible assets for underlying support.
SECTOR PERFORM – The analyst believes that the security will trade with tight correlation to its underlying sector.
Furthermore, the target price (together with any anticipated distributions) is at or above the market price, and forecast
risk-adjusted returns are attractive relative to alternative investments.
SECTOR UNDERPERFORM – Investors are advised to sell the security or hold alternative securities within the sector.
Stocks in this category are expected to underperform relative to their sector. The category also represents stocks with
unattractive forecast returns relative to alternative investments.
TENDER – The analyst is recommending that investors tender to a specific offering for the company’s stock.
RESEARCH COMMENT – An analyst comment about an issuer event that does not include a rating.
COVERAGE DROPPED – Haywood Securities will no longer cover the issuer. Haywood will provide notice to clients
whenever coverage of an issuer is discontinued. The termination of coverage will not occur unless clients have been
provided with advice relating to positions they may still hold, such as a recommendation to sell their securities.
The above ratings are determined by the analyst at the time of publication. On occasion, total returns may fall outside of
the ranges due to market price movements and/or short term volatility. At the discretion of Haywood’s Management, these
deviations may be permitted after careful consideration.
Rating Distribution as of June 15, 2006
Investment Banking Services Provided
within the past 12 months as of June 15, 2006

21%

0%

Sector Outperform
(Speculative)
Sector Outperform

60%

Sector Perform

40%

5%

51%

50%
31%

30%

0%

0%

0%

2%

Tender

Under Review

10%

Sector
Underperform

Tender
15%

16%

20%

Sector
Perform

Sector Underperform

Coverage Dropped
43%

Coverage
Dropped

Under Review

Sector
Outperform

0%
Sector
Outperform
(Speculative)

3%

13%

For further information on Haywood Securities’ research dissemination policies, please visit:
http://www.haywood.com/research_dissemination.asp
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Analyst Certification
I, Greg Smith hereby certify that the views expressed in this report (which include the rating assigned to the issuer’s
shares as well as the analytical substance and tone of the report) accurately reflect my/our personal views about the
subject securities and the issuer. No part of my/our compensation was, is, or will be directly or indirectly related to the
specific recommendations.

Important Disclosures
This report is prepared by Haywood Securities Inc. for use by Haywood Securities Inc., Haywood Securities (USA) Inc.
and Haywood Securities (UK) Limited and their clients. Haywood Securities Inc. is a Canadian broker-dealer and a
member of the Toronto Stock Exchange and the Canadian Venture Exchange. Haywood Securities (USA) Inc. is a wholly
owned subsidiary of Haywood Securities Inc., registered with the U.S. Securities and Exchange Commission, and is a
member of the National Association of Securities Dealers (NASD) and the Securities Investor Protection Corporation
(SIPC).

Of the companies included in the report the following Important Disclosures apply:
•

As of the end of the month immediately preceding this publication either Haywood Securities, Inc., its officers or
directors beneficially owned 1% or more of Altius Minerals Corporation (ALS-V) and International Royalty Corp.
(IRC-T).

Other material conflict of interest of the research analyst of which the research analyst or member knows or has reason to
know at the time of publication:


n/a

Risk Profile Parameters – Special Situations
Forecast Risk: High – Haywood forecasts are below guidance. The Company has a history of missing targets and/or
Haywood expects guidance to be lowered. Sales are minimally visible. Moderate – Haywood forecasts are generally in line
with guidance and sales are moderately visible. The Company has a history of meeting or exceeding guidance. Low –
Haywood forecasts exceed guidance. The Company has a history of meeting or exceeding guidance and its sales are highly
visible.
Financial Risk: High – The business plan is not fully funded but requires debt and/or equity financing. This
categorization does not necessarily predict whether the additional funds will be raised. Inventory turnover is low, cash
flow is weak, and assets are below par. Moderate – The business plan is fully funded. Inventory turnover and cash flow
are moderate, and assets are reasonably liquid. The Company’s debt is rated below investment grade. Low – The
Company is fully funded with investment grade debt, high inventory turnover, high cash flow, and superior assets.
Valuation Risk: High – The current valuation is at the high end of historic levels and/or at a premium to peers. Where
applicable, the DCF valuation is not more than 10% above the current equity valuation. Moderate – The current valuation
is within historic ranges and generally consistent with peers. Where applicable, the DCF valuation exceeds the current
capitalization by more than 10%. Low – The current valuation is at the low end of historic ranges and at a discount to peer
valuations. Where applicable, the DCF valuation exceeds the current capitalization by more than 20%.

Disclaimers
Estimates and projections contained herein, whether or not our own, are based on assumptions that we believe to be
reasonable. The information presented, while obtained from sources we believe reliable, is checked but not guaranteed
against errors or omissions.
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Haywood Securities Inc., its subsidiaries and their respective officers, directors, and employees may hold positions in the
securities mentioned and may purchase and/or sell them from time to time.
This report is neither a solicitation for the purchase of securities nor an offer of securities. Our ratings are intended only
for clients of Haywood Securities Inc. Haywood Securities (USA) Inc., and those of Haywood Securities (UK) Limited
and such clients are cautioned to consult the respective firm prior to purchasing or selling any security recommended or
views contained in this report. Haywood Securities (UK) Limited (“HSUK”) is a wholly owned subsidiary of Haywood
Securities Inc. authorized and regulated in the UK by the Financial Services Authority as a stock broker and investment
adviser and has applied for membership of the London Stock Exchange.
This report has been approved by HSUK for the purposes of section 21 of the UK’s Financial Services and Markets Act
2000.If you wish to contact HSUK please email D. Kim Gorius at kgorius@haywood.com.
If you are a UK resident private customer your attention is drawn to the risk warnings set out below:
Haywood Securities Inc or its subsidiaries or respective officers, directors or employees have or may have a material
interest in the securities to which this report relates.
Past performance should not be seen as an indication of future performance. The investments to which this report relates
can fluctuate in value and accordingly you are not certain to make a profit on any investment: you could make a loss.
Changes in the rates of exchange between currencies may cause the value of your investment to fluctuate.
If you are a UK resident private customer and you propose to do business with Haywood Securities Inc, please take note
of the following:
Any investment services undertaken on your behalf by Haywood Securities Inc are not covered by the rules and
regulations made for the protection of private investors in the UK. This means that you will not have the benefit of rights
designed to protect investors under the Financial Services and Markets Act 2000 and under the rules of the Financial
Services Authority (“FSA”).In particular, you will not benefit from the following UK protections:
(a) the right to claim through the UK’s Financial Services Compensation Scheme for losses resulting in the unlikely event
of our default;
(b) in the event of a dispute, access to the UK’s Financial Ombudsman Service;
(c) protection of money held on your behalf under the FSA’s Client Money Rules.
1

www.economics.gov.nl.ca
API gravity refers to a scale developed by the American Petroleum Institute (API) used specifically to measure the density of petroleum liquids.
3
CBC News Article, Will not overpay for Come by Chance refiner
2

4

Haywood Securities Silver and Uranium Workshop 2006, Speech: Nuclear Power and the International Uranium Market

5

A Report from the President’s Committee of Advisors on Science and Technology Panel on International Cooperation in Energy Research,
Development, Demonstration, and Deployment, Powerful Partnerships: The Federal Role in International Cooperation on Energy Innovation.
Washington, DC, June 1999
6
Inco Limited. Press release dated June 19, 2006.
7
TD Economics, Lower Churchill River Hydroelectricity Development: the Project’s Day in the Sun May Have Finally Arrived
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