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Here is a copy of our most recent report on Novo
Resources (NVO.v, NSRPF). The report was published
for premium subscribers on Saturday May 12,
2018.

For timely coverage of Novo and our other holdings,
consider a subscription to our premium service:

https://thedailygold.com/premium/
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Novo Resources (NVO.v, NSRPF)

Price: US $4.35
Shares: 154 M / 201 M
Cap: US $670 Million 
Cash: C$70M

Six years ago I was on a mine tour with 
my friend Bob Moriarty (publisher of 
321gold.com) and he mentioned he knew 
something that could become the biggest 
story in mining. That was when I first heard 
of Novo Resources and Quinton’s Hennigh’s  
theory that the Pilbara region of Western 
Australia millions of years ago was 
connected to the Witwatersrand Basin in 
South Africa and could potentially, contain as 
much Gold. According to South Africa 
statistics, The Wits (as its known for short) 
has produced nearly 2 Billion oz Au (roughly 
half of all historical gold production). The 
South African currency, the Rand, is named 
after it. Until 2017, Novo was active at its 
Beaton’s Creek project where it discovered 
and drilled out nearly 600K oz Au at a strong 
grade of 2.7g/t Au. 

However, in 2016 upon hearing of local 
prospectors discovering gold outcropping at 
surface several hundred km west of 
Beaton’s Creek near Karratha, Hennigh 
quickly staked up to 7000 square kilometers 

at what has become the Karratha Gold 
project. In late July 2017, Novo reported and 
showed via video the discovery of gold 
nuggets in its first trenching at its Purdy’s 
Reward property. (The sample graded at 67 
g/t and included 9 g/t in fine grain gold). The 
numerous nugget discoveries by prospectors 
along 8 km (along with similar discoveries in 
other areas of the Pilbara) has led some to 
believe that Quinton’s theory has viability 
and Novo could be onto a historic gold 
discovery in Western Australia. 

The backstory on what is now known as 
the Karratha Gold project is Quinton in 2016 
heard of metal detectorists discovering gold 
nuggets around the city of Karratha, which is 
300 km from Beaton’s Creek. Quinton quietly 
and immediately went to Karratha to stake 
as much ground as he could. Through 
staking, Novo was able to acquire a 100% 
interest in a total of 6,021 square km. In 
addition, Novo struck a joint venture with 
ASX-listed Artemis Resources to earn a 50% 
interest in its claims totaling 1,536 square 
km, (which includes Purdy’s Reward, which 
is 25 square km). Finally, Novo also acquired 
an 80% interest in Comet Well, a 48 square 
km property at which gold nuggets were 
discovered by local prospectors. Some of 
the richest discoveries by prospectors were 
found at Comet’s Well. 
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Novo began work at Purdy’s Reward in 
2H 2017 not because it was the best 
property but because it was the first and only 
one permitted for exploration. The property 
is owned in a 50-50 joint venture with 
Artemis Resources, an ASX-listed company 
with a questionable reputation. After the 
frenzy around the first trench sample, 
Artemis jerked Novo around for 6 weeks as 
presumably, they gave away 50% of Purdy’s 
Reward for only $2M. Novo eventually had 
to give Artemis 4M shares to be able to 
resume exploration but the damage was 
done as critical time was wasted.  

The initial exploration at Purdy’s Reward 
did not pan out well and Novo’s stock took a 
big hit. One of the problems with nuggety 
mineralization is it is very difficult to measure 
cost effectively outside of mining it. Novo’s 
plan to assess grade was to use large 
diameter drilling to take numerous large 
samples. However, the integrity of the drill 
core was compromised and the company 
decided it could not continue with the original 
plan. 

Novo’s follow up exploration work at 
Purdy’s produced two more pieces of bad 
news. Conventional drilling, which was 
executed for structure rather than grade led 
the company to believe that the fine grain 
gold was in fact not separate from the 
nuggets themselves. Furthermore, Novo 
learned that the high grade nuggets were 
occurring within only a half meter of 
conglomerate around the bottom layer. 

An image depicting the lower 
conglomerate along with Novo’s trenching 
results at Purdy’s Reward is shown below.  
From the image we can see how the 
trenches are from three different areas with 
the lower conglomerate being extremely rich. 
The grades there range from 10.6 g/t to 67 
g/t. Grades just below the bottom 
conglomerate layer (in the dolerite) range 
from (KX061- 0.03 g/t) to 4.1 g/t (KX063) 
with a median of 2.2 g/t. The reason (and 
you can tell from the image) is there is a bit 
of spillover into the dolerite area. The grades 
above the bottom layer come in at 1.3 g/t, 
1.3 g/t and 0.2 g/t.

Novo’s stock emerged from its bottom as 
the company began to work at newly 
permitted Comet Well, which is considered 
to be not only much richer than Purdy’s 
Reward but much larger in terms of the 
scope of mineralization. The recovery in the 
stock gained traction as initial exploration at 
Comet Well revealed the conglomerate unit 
to be larger and likely much richer than at 
Purdy’s Reward. 
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The initial exploration at Comet Well 
(consisting of 39 vertical holes on a 200 
meter grid) has indicated roughly 30 to 35 
meters of conglomerate (in depth) which 
contains the continuation of the Purdy’s 
Reward sequence in the upper layer as well 
as a lower layer which appears far more 
promising. Novo reports that it is seeing 
quite a bit more nuggets and metal detector 
strikes throughout the lower unit. That differs 
from Purdy’s Reward where the nuggets 
were contained only at the bottom of the 
conglomerate and within half a meter. Novo 
is also encountering pyrite in the lower 
conglomerate. Pyrite tends to be 
concentrated in the same location as Gold. 
Essentially, this initial work indicates that 
Comet Well is likely multiples richer than 
Purdy’s Reward.

Because conventional exploration will not 
be able to define grade or a resource, Novo 
has resorted to bulk sampling. A few months 
ago they began to trench along 2 km of the 
6.5 km of strike at Comet Well. They soon 
will begin to report the results of up to 60 
samples, weighing +5 tonnes. That amounts 
to a bulk sample every 33 meters, which is 
within the scope of a measured and 
indicated resource. These samples could go 
a long way in confirming the richness of 
Comet Well and will be the first major 
indication of grade potential at Comet Well. 

As discussed in its news release dated 
February 6, 2018, Novo has secured a test 
plant from SGS Minerals, Perth, capable of 
processing 5-15 tonne samples containing 

coarse, nuggety gold like that being found in 
Karratha. Bulk samples are being sealed in 
crates and shipped to the test plant facility. 
The first results could come in a few weeks.  

The samples will give us an initial 
indication of grade potential which can also 
help us speculate on a potential resource at 
Comet Well and Purdy’s Reward. I say 
speculate because much more information is 
required for a scientific estimate. But we will 
hazard a guess. Brent Cook, of Exploration 
Insights recently remarked publicly that there 
are in the 10s of millions of oz there. That 
comment can be found here: https://
youtu.be/0dGGinel9Zw?t=2m54s. Red 
Cloud, a market dealer who has invested in 
Novo believes that 10M-25M oz Au is 
possible. They get that range from applying 
a strike length of 8,000 meters by 800 
meters, gravity of 2.8, continuity of 75% and 
a conglomerate thickness (scope of nugget 
mineralization) of 1m-5m with grade of 10 g/
t- 15 g/t.

The key numbers will be thickness and 
grade. If we only highlight 2000 meters by 
500 meters at Comet Well (the area where 
bulk samples are being extracted), apply 
75% continuity, thickness of 4 meters (Red 
Cloud’s estimate) and a grade of 15 g/t (or 
1/2 oz/t) then we come up with ~4.2M oz Au. 
If we take Red Cloud’s estimate for Comet 
Well of 6500 meters by 800 meters and 75% 
continuity then we get ~11M tonnes for every 
1 meter in thickness of the conglomerate. 
Two meters in thickness at 1/2 oz per ton 
equates to ~11M oz Au. 
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The framework for measuring Novo’s 
ultimate potential could be understood as 
follows. Based on optimistic targets for the 
amount of Gold at Purdy’s Reward and 
Comet Well, Novo could be a $20-$25 stock. 
(John Kaiser calculated that 10M oz Au @ 5 
g/t at Comet’s Well could be worth $22/
share). However, those two properties 
amount to only ~1% of Novo’s land. The vast 
majority of the rest of their land does not 
have the metal detector activity that Comet 
Well and Purdy’s Reward had. So that is 
what determines if this becomes the best 
discovery in 5 to 10 years or in 125 years. 
Are there more Comet’s and Purdys’ to be 
found? Are there a handful? Are there none? 
I’m sure Quentin Hennigh has some ideas.

In any event, this a story that could take 
several years to come to fruition as Novo is 
unlikely to immediately dive into much of the 
99% of what it owns. Consider, that its 
current 10,000 square km land package is 
bigger than several states. Moreover, the 
cost of permitting and then working these 
properties is quite expensive. Legendary 
investor Mark Creasy used to own much of 
this land but dropped it as he didn’t want to 
keep paying the expenses. That doesn’t 
mean Novo will be stuck at Comet Well for a 
few years. It indicates that its only feasible to 
work one or two properties at once. 
Therefore, if the market and industry believe 
there are +10M oz Au at Comet Well and 
Purdy’s Reward then I would expect some 
majors will want to earn-in to some of these 
other properties. 

To gain some perspective as to how the 
Karratha Gold project could compare to the 
Wits, let’s look at some figures. According to 
South Africa, the Wits has produced a total 
of 2 Billion oz Au. I’ve seen estimates that 
show the Wits totals roughly 40,000 square 
km. That production equates to 1M oz per 20 
square km. Novo controls roughly 10,000 
square km. The same ratio would have 
production of 500 Million oz Au coming from 
Novo’s holdings. I’ve heard that the Wits in 
its richest areas contained an average of 1M 
oz Au per square kilometer. Because of the 
nugget effect some areas of the Karratha 
project could be extremely rich while others 
much less so. If Comet Well has 24M oz Au, 
then that would amount to 1M oz Au per 
every 2 square km. 

Novo may not need to raise capital for a 
long time. They currently are well funded 
with C$70M in cash. They raised money 
before the nugget discoveries were 
publicized last summer. That financing 
included warrants which are well in the 
money and are providing more cash to the 
company upon exercise. A total of ~16.7M 
have not been exercised and those would 
bring in another C$15M. Last September, 
Kirkland Lake Gold acquired a 9% interest in 
Novo with an investment of C$56M. They 
also own 14M warrants which can be 
exercised at C$6 before September 2020. If 
all warrants and options were exercised, the 
company would take in another C$140M.   
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Although Novo’s share structure is not 
ideal (201M fully diluted), the retail float is 
fairly tight. Kirkland Lake, with its purchase 
of Artemis’ 4M shares now owns nearly 19% 
of Novo. Eric Sprott owns 12% while the 
aforementioned Mark Creasy, owns 7%. 
Institutions own 9% while Newmont owns 
almost 4%. Its important to note that upon 
exercise of their warrants, Kirkland Lake and 
Sprott, who is their chairmen could almost 
block anyone else from trying to acquire 
Novo in a hostile takeover. 

The long-term risk versus reward 
potential for Novo remains extremely 
compelling. In excluding Novo’s cash and 
considering its enterprise value before the 
Karratha Gold project became center stage, 
I come up with a current value of roughly US 
$550M for the Karratha Gold project. That is 
roughly US $3.50 per share. In the past 
we’ve noted that every dollar in the share 
price could equate to 1M oz Au. So at 
present the market is only factoring in ~4M 
oz Au.

The realistic worst case scenario would 
be there are only a few million oz Au at 
Comet Well and Purdy’s Reward, there isn’t 
much Gold to be found elsewhere and Novo 
has difficulty mining it. Novo would become 
a junior producer and not much more. They 
would have difficulty in defining a resource 
and grade. They would be a profitable 
producer but output would be lumpy 
because of the nugget effect. They may 
produce 25K oz Au one month and then 3K 
oz Au the next. Even in this scenario, its 

difficult to see the stock going below $3-$4/
share. 

The reasonable optimistic scenario is the 
majority of the bulk samples at Comet Well 
are showing grades above 10 g/t Au and the 
market and industry believe there are +10M 
oz Au of high grade there. There are 
legitimate mining questions about waste and 
dilution but I believe those concerns would 
be mitigated by a substantial high grade 
resource, that is near surface. In other 
words, the cost of extracting and recovering 
the Gold is likely to be minimal. Factor in the 
high grades and cash costs could be the 
lowest in the industry. 

Ultimately, there is still much more 
information to come out and uncertainty 
always makes investors nervous. However, 
when you have nuggets easily being taken 
out of the ground across 8 km plus nugget 
discoveries by other companies outside of 
Novo’s land and Brent Cook, the most 
respected authority on mineral exploration 
saying there’s in the 10s of millions of 
ounces there (though he’s concerned about 
Novo mining it profitably), I think the risk 
here is clear. The risk is being out of the 
stock. Everyone should have a position. 
Although the stock has doubled from its low, 
its still trading well off its high and the 
company is trading at such a value that if the 
grand potential pans out, it makes no 
difference whether you bought at $5 or $2-
$3. Even if only Comet Well pans out and 
the stock stops at $20, its not a major 
difference if you bought it at $5 or $3.   
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Novo Resources gained 2.8% on the week to C$5.55. It traded as high as $5.92. There is 
resistance at $5.50 to $6.00. Support is at $5.15-$5.30 with the 50-dma and 200-dma’s very 
close to $5.00. If the grades of the bulk samples disappoint then downside is to $3.75 to 
$4.00. 
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