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General 

This Management's Discussion and Analysis of NovaGold Resources
Inc. (NovaGold or the Company) is dated February 28, 2005 and pro-
vides an analysis of NovaGold's financial results for the year ended
November 30, 2004 compared to the previous year.  At February 25,
2005 the Company has 66.1 million common shares issued and out-
standing.  The following information should be read in conjunction
with the Company's November 2004 audited consolidated financial
statements and related notes, which are prepared in accordance with
generally accepted accounting principles in Canada (Canadian
GAAP).  The accounting policies have been consistently followed in
preparation of these financial statements except that at December 1,
2003 the Company prospectively adopted the revised requirements of
the Canadian Institute of Chartered Accountants (CICA) Handbook
Section 3870 “Accounting for Stock-Based Compensation and Other
Stock-Based Payments”. All amounts are expressed in Canadian dol-
lars unless otherwise indicated.

On July 15, 2004, the Company acquired all of the approximately 45%
of the outstanding common shares of SpectrumGold Inc.
(SpectrumGold) not previously held by the Company in a share
exchange at a ratio of 1 share of the Company for each 1.35 shares of
SpectrumGold.  The Company issued 8,573,518 common shares to
SpectrumGold shareholders to acquire the remaining interest at a
deemed price of $6.41 per share, being the market price at the date the
proposed arrangement was announced.  On July 15, 2004, the
Company also assumed existing SpectrumGold stock options, warrants
and a property option agreement under which 1,734,072, 74,074, and
222,222 of the Company's shares were issuable to the holders, respec-
tively, and SpectrumGold became NovaGold Canada Inc.  The total
purchase price allocated to the shares issued and convertible instruments
assumed was $64.1 million of which $9.4 million was allocated to the
book value of acquired minority interest and $85.0 million was added
to the carrying value of the Galore Creek project including $30.3 mil-
lion provided for future income taxes under purchase accounting.  The
minority interest shown in the consolidated statements of operations
and deficit relates only to the period to July 15, 2004.

Description of Business

NovaGold is a precious metals company focused on the explo-
ration and development of high quality mineral properties in
Alaska and Western Canada. NovaGold is advancing four of the
largest undeveloped resources in North America: the Galore Creek
gold-silver-copper project, the Donlin Creek gold project in part-
nership with Placer Dome, the Ambler project in partnership with
subsidiaries of Rio Tinto and the Company's Nome, Alaska opera-
tions. NovaGold had $56 million of cash at November 30, 2004
with no long-term debt, and one of the largest resource bases of
any exploration or development stage precious metals company.

The Company is listed on the Toronto Stock Exchange and the
American Stock Exchange under the symbol “NG”. 

The Company's major properties are:
• a joint venture interest in the Donlin Creek gold property in 

Alaska, 
• the Galore Creek gold-silver-copper property in northwest 

British Columbia, 
• the Ambler copper-zinc-silver-gold property in Alaska, and 
• the Rock Creek, Big Hurrah and Nome Gold properties near

Nome, Alaska. 

Donlin Creek

The Company's flagship project is the Donlin Creek property which
contains a measured and indicated resource estimated at 11 million
ounces of gold and an inferred resource estimated at 14.3 million ounces
of gold, making it one of the largest undeveloped gold resources in North
America. The Company's 70% interest in Donlin Creek is held through
a joint venture with Placer Dome US (Placer Dome). Placer Dome
became manager of the joint venture effective November 2002 and can
earn a 70% interest (diluting NovaGold to 30%) in the joint venture by
expending US$32 million on the property, completing a bankable feasi-
bility study and making a positive construction decision, for a mine that
would produce at least 600,000 ounces of gold per annum, on or before
November 2007. At the current daily production throughput being con-
templated of 30,000 tonnes per day the property would produce at least
1,000,000 ounces per annum of gold for multiple years. 

Galore Creek 

The Company's Galore Creek property is held under a 100% option by
NovaGold, and contains an indicated resource estimated at 3.6 million
ounces of gold and 4.0 billion pounds of copper and an inferred
resource estimated at 1.4 million ounces of gold and 0.9 billion pounds
of copper, and is one of the largest undeveloped gold-copper resources
in North America.  NovaGold also has an option to earn an 80% inter-
est in the nearby Copper Canyon deposit which contains an additional
inferred resource of 2.8 million ounces of gold, 38 million ounces of sil-
ver and 1.2 billion pounds of copper.  In addition there are several other
identified deposits for which resources are currently being estimated.
Based on a Preliminary Economic Assessment conducted by the inter-
national, independent engineering services firm Hatch, a 30,000 tpd
milling operation could produce 200 million pounds of copper concen-
trate containing 270,000 ounces of gold and 1.8 million ounces of sil-
ver annually during the first five years of mine life.  

Ambler 

The Ambler project is located approximately 180 miles southeast of
the largest zinc mine in the world: Teck-Cominco's Red Dog mine
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in northwestern Alaska. NovaGold is acquiring a 51-per-cent inter-
est in the Ambler property through an option agreement with
Kennecott Exploration Company and Kennecott Arctic Company,
subsidiaries of Rio Tinto plc. NovaGold is manager of the project
through to the completion of a final positive feasibility study.  An
historic inferred resource of 36.3 million tonnes grading 4% copper,
5.5% zinc, 0.8% lead, 0.7 g/t gold and 54.9 g/t silver has been esti-
mated for the Arctic deposit, one of a series of massive sulfide cop-
per-zinc-lead-gold-silver deposits in the Ambler mining district.
This resource contains 3.2 billion pounds of copper, 4.2 billion
pounds of zinc and 640 million pounds of lead, 817,000 ounces of
gold and 62.1 million ounces of silver. 

Nome Operations

The Nome Operations consist of three separate advanced develop-
ment stage projects located near the town of Nome, Alaska:  Rock
Creek, Big Hurrah and Nome Gold - all owned 100% by NovaGold.
Each one is described below:  

Rock Creek 
The Rock Creek property is located 8 miles north of Nome, Alaska
and contains a measured and indicated resource estimated at 0.55
million ounces of gold and an inferred resource estimated at 0.56
million ounces of gold.  Independent engineering firm Norwest
Corporation completed a Preliminary Economic Study on the Rock
Creek property for the Company in August 2003 and the Company
has since initiated a Feasibility Study to evaluate the economics for
the development of a mine that could produce 100,000 ounces of
gold annually.

Big Hurrah
The Big Hurrah property is located 40 miles east of Nome, Alaska on
the existing road system.  The Company is currently evaluating an his-
torical resource containing approximately 100,000 ounces of near-sur-
face gold mineralization that could be mined and trucked to a milling
facility located at Rock Creek.  This smaller, but higher grade materi-
al would supplement the Rock Creek deposit.

Nome Gold
The Nome Gold property is located 3 miles north of Nome, Alaska
and contains a measured and indicated resource estimated at 1.2 mil-
lion ounces of gold and an inferred resource estimated at 1.1 million
ounces of gold.  The resources are hosted by near-surface unconsoli-
dated sands and gravels.  More than 4 million ounces of gold have
been extracted from the land owned by the Company since discovery
around 1900. Mining was shut-down on the project in 1998 due to
low gold prices at the time.  In 2004 the Company commenced engi-
neering studies to evaluate the viability of restarting mining operations
at the property using modern mining and milling techniques. This
work will continue in 2005. 

Results of Operations 

Revenues from the Company's land and gravel sales, gold royalties and
other revenues were $2.5 million during the year ended November 30,
2004 compared with $1.2 million in 2003 and $2.1 million in 2002.
The increase in revenues is mainly due to increased land sales within
the Nome, Alaska city limits.  Interest income increased to $1.3 mil-
lion for the year ended November 30, 2004 compared with $0.3 mil-
lion in 2003 and $0.2 million in 2002 due to the Company's larger
cash balances held during the year and the implementation of a formal
cash management program in 2003. The Company had anticipated a
significant land sale for the expansion of the Nome airport in 2004
however, in February 2005, the Company received notification that
the authorities will not be pursuing the airport expansion.  

Expenses were $12.0 million for the year ended November 30, 2004
compared with $8.3 million in 2003 and $5.5 million in 2002, includ-
ing in those years $5.8 million, $23,000 and zero, respectively, for stock
based compensation for which an equivalent amount was added to
shareholders' equity.  Under the new CICA rules there was a charge for
stock-based compensation of $5.8 million during the year for options
granted to directors, officers, employee and service providers.  As per-
mitted by the new rules in CICA 3870, the Company elected for the
year ended November 30, 2003 not to apply fair value accounting and
to measure the compensation cost using the intrinsic value method for
awards of stock options to officers, employees and directors under the
Company's stock-based compensation plan and to only recognize the
stock-based compensation charge of $23,000 for options granted to
non-employees.  There was no comparable charge in 2002.

Other items of significance are the write-downs of mineral properties
and the foreign exchange gain or loss.  The Company recorded a min-
eral property write-down of $0.3 million during 2004 compared with
$1.6 million in 2003 and $0.9 million in 2002.  In 2004, the write-
down is associated with the Company's plans to sell 650399 BC Ltd
(BC Ltd), a wholly-owned subsidiary of NovaGold Canada Inc. which
holds the Company's Yukon and British Columbia assets other than
Galore Creek and its adjacent properties.  Since the proceeds from the
sale of BC Ltd are anticipated to be $0.3 million less than the assets'
original book value, the Company wrote-down the assets by the same
amount.  In 2003, the transfer of the Company's Yukon properties to
BC Ltd. resulted in a $1.5 million write-down.  The Company record-
ed a $0.1 million foreign exchange gain in 2004 compared with a $1.1
million foreign exchange loss in 2003 and a $0.3 million gain in 2002.
The foreign exchange loss in 2003 was mainly due to the effect of the
strengthening of the Canadian dollar during that year on the
Company's US dollar cash positions early in 2003.

Overall general and administrative costs, wages and benefits, corporate
development and communications, and professional fees have
increased to $6.1 million in 2004 compared with $5.4 million in 2003
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and $5.0 million in 2002.  General and administrative costs have
increased largely because of increased insurance, regulatory, legal and
stock exchange fees, and costs of the Company's expanded listings of
its securities. Wages and benefits have increased due to the expansion
of staff resources in all areas of the Company required to meet the
needs created by increased business including expenditures on miner-
al exploration and development.

The Company had a net loss of $8.4 million (or $0.14 per share)
for the year ended November 30, 2004, compared with a net loss
of $7.0 million (or $0.14 per share) in 2003 and a net loss of $3.5
million (or $0.10 per share) in 2002.  The net loss in 2004 would

have been $2.6 million (or $0.04 per share) excluding the non-cash
stock-based compensation charge of $5.8 million during the year.
After removing the impact of stock-based compensation, the
decrease in net loss is due mainly to increased land sales at the
Nome operations and increased interest income from the
Company's cash balances.

Selected Financial Data

The following annual and quarterly information are prepared in accor-
dance with generally accepted accounting principles in Canada
(Canadian GAAP).

Net revenues 3,469 1,259 2,082

Expenses and other (11,845) (8,212) (5,539)

Loss for the year (8,376) (6,953) (3,457)

Loss per share - basic and diluted (0.14) (0.14) (0.10)

Expenditures on mineral properties and related deferred costs(1)

USA 8,455 5,877 13,872

Canada 102,591(2) 4,637 92

Total assets 210,499 99,958 52,723

Total long term financial liabilities (740) (751) (1,496)

Minority interest - (9,130) -

2004 2003 2002
$ $ $

11/30/04 8/31/04 5/31/04 2/29/04 11/30/03 8/31/03 5/31/03 2/28/03
$ $ $ $ $ $ $ $

Net revenues 946 1,207 581 735 575 359 99 226

Loss for the quarter (1,263) (286)  (6,533) (294) (1,537) (636) (3,420) (1,360)

Loss per share - basic and diluted (0.01) (0.00) (0.12) (0.01) (0.02) (0.01) (0.08) (0.03)
Expenditures on mineral properties
and related deferred costs(1)

USA 3,852 3,153 970 480 2,916 1,942 781 238
Canada 7,621 92,980(2) 1,553 437 (109) 4,700 24 22

Quarterly Information

In $000’s except per share amounts, for the fiscal quarters ended:

Annual Information

Fiscal years ended November 30, 2004, 2003 and 2002, in $000's except per share amounts:

(1) Expenditures on mineral properties and related deferred costs include fair value adjustments and are net of recoveries and option payments   
received.

(2) An excess of purchase price over book value of $84,958,000, including deferred tax provision of $30,262,000, was allocated to Galore
Creek on the acquisition of SpectrumGold Inc. as restated.

Management’s Discussion and Analysis
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The Company carries out exploration activities in Canada and the
United States.  The Company's exploration activities are seasonal in
nature and programs tend to start late in the spring and complete by
November.  During the fourth quarter, the Company expended
$11.5 million on mineral properties and related deferred costs.  Of
this amount, $7.4 million related to spending at the Galore Creek
project located in northern British Columbia and $1.8 million relat-
ed to spending at the Rock Creek project located in Nome, Alaska.
Also during the fourth quarter, the Company's board of directors
approved a new non-executive directors' fees payment for the entire
year of $0.1 million.

Factors that can cause fluctuations in the Company's quarterly
results are the timing of the Nome land sales, stock option grants
and the write-offs of mineral property costs previously capitalized.
The majority of the Company's properties are not yet in production,
consequently the Company believes that its loss (and consequent
loss per share) is not a significant factor to investors in the Company.
Although the Company's sales revenues are denominated in US dol-
lars and a portion of the expenses are denominated in US dollars, the
Company's cash balances, which are significantly larger than those
US amounts, are predominately in Canadian funds and therefore the
Company has not been materially susceptible to currency variations
in 2004.  

Liquidity and Capital Resources

The Company expended $3.2 million on net operating activities dur-
ing the year ended November 30, 2004 compared with $5.0 million
in 2003 and $1.4 million in 2002.     

The Company generated net proceeds from financing activities of
$25.9 million in 2004 compared with $46.1 million in 2003 and
$35.6 million in 2002.  The majority of the proceeds arose from pri-
vate placement share issuances.  On October 28, 2004 the Company
issued by way of private placement 1,980,200 flow-through com-
mon shares at $10.10 per flow-through common share for net pro-
ceeds of $18.9 million.  As part of this offering, certain directors and
employees of the Company purchased 79,600 flow-through com-
mon shares.  In addition, 99,010 warrants exercisable at $10.10 per
share were issued to the agents as part of the private placement of
which all of the warrants are outstanding as of the date of this report.
An amount equivalent to the gross proceeds of $20.0 million will be
renounced for Canadian tax purposes to the purchasers effective
December 31, 2004.  Under new CICA guidelines, approximately
$7.0 million will be deducted from share capital and added to
deferred income taxes at the time of renunciation to reflect the tax
deductions foregone by the Company.  The Company received net
proceeds of $33.1 million in 2003 and $31.6 million in 2002 from
the issuance of common shares from private placements.  The
Company received $7.8 million in 2004 from the exercise of stock

options and warrants compared to $13.0 million in 2003 and $5.2
million in 2002.

The Company expended $26.4 million on investing activities dur-
ing 2004 compared with $0.9 million net in 2003 and $14.2 million
in 2002.  During the year, the Company expended $1.2 million on
investments, the largest being a $1.0 million purchase of shares in
Pioneer Metals as part of the option on the Grace property, located
immediately north of the Galore Creek property.  The Company
expended $25.9 million in 2004 on mineral properties and related
deferred costs compared with $7.3 million in 2003 and $14.0 mil-
lion in 2002.  The majority of the 2004 mineral property expendi-
tures occurred at the Galore Creek and Rock Creek projects.  The
Company significantly expanded mineral resources at the Galore
Creek project and undertook new studies on the potential of devel-
oping a mine at the Rock Creek property.  In 2003, the Company
transferred its Yukon and British Columbia assets into
SpectrumGold and initially held less than 50% ownership.
Subsequently, the Company participated in a number of private
placements in SpectrumGold and secured a controlling interest.
The share transactions in SpectrumGold gave rise to several fair
value adjustments.  In 2002, the primary focus of mineral property
expenditures was on the Donlin Creek property in Alaska, USA.  In
2002, the Company exceeded US$10 million of expenditures on the
Donlin Creek gold property, and thereby earned a 70% interest in
the project from Placer Dome, subject to certain back-in rights
which Placer Dome has elected to pursue.

The Company has no material off-balance sheet arrangements, no
material capital lease agreements and no material long term obliga-
tions.  The majority of the Company's expenditures on its properties
are of a discretionary nature.  

At November 30, 2004, the Company's aggregate commitments for
operating leases totaled $3.3 million.  These operating leases include
the Company's leased head office location and certain office equip-
ment.  The future minimum lease payments at the year-end are
approximately as follows:

$

2005 117

2006 287

2007 289

2008 285

2009 285

Thereafter 2,013

in thousands of Canadian dollars
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The Company has no significant financial or other instruments
except that its cash balances are largely invested in high quality com-
mercial or bank paper with terms of less than three months that can
be easily liquidated.

Outlook

At November 30, 2004 the Company had cash and cash equivalents
of $56.1 million.  On October 28, 2004 the Company issued by way
of private placement 1,980,200 flow-through shares (FTS) for gross
proceeds of $20,000,020.  Under the FTS agreements the Company
agreed to renounce $20,000,020 of qualifying expenditures to the
investors effective December 31, 2004, although under Canadian tax
law the expenditures may actually be incurred up to December 31,
2005.  The Company intends to spend the entire amount on the
Galore Creek project located in northern British Columbia prior to
December 31, 2005.

In 2005, the Company has budgeted to invest a minimum of $37
million on exploration and development programs on  its properties.
This work is anticipated to include a minimum of 60,000 meters of
drilling with the majority of the work focused on the Galore Creek,
Rock Creek and Ambler projects.

At the Galore Creek project, the Company plans to spend $20 mil-
lion on at least 50,000 meters of drilling with the objective to
advance the Inferred mineral resource at Galore to the Indicated cat-
egory for which quantity, quality and physical characteristics of the
deposit can be estimated with confidence to support mine planning
and the overall economic viability of the project.  The Company
plans to spend a minimum $5 million on project engineering and
environmental work.  The objectives are to complete a pre-feasibili-
ty level assessment of the project by mid-2005 using updated
resource models from 2004 drilling and latest engineering estimates,
to complete an in-fill drilling program to convert inferred mineral-
ization into indicated in all areas, to complete all field engineering
studies required to complete a feasibility study by mid-2006, to
complete collection and analysis of baseline environmental data and
to prepare a formal environmental assessment document and key
permit applications for submission by the end of 2005, and to con-
tinue to build on our relationship with the Tahltan First Nations
and to conclude a legal agreement with the Tahltan regarding proj-
ect development.

At the Rock Creek project the final feasibility study has been initiated
using the services of the independent engineering firm Norwest
Corporation. The Company is completing additional in-fill drilling
and metallurgical testwork as part of the final feasibility study. The
budget of US$4 million is planned for the development work in 2005
with the objective of the program to advance Rock Creek to a stage of
being fully permitted and ready to construct. A further US$1.75 mil-

lion is anticipated to be expended, mainly on drilling at the Big
Hurrah project, located 45 miles from Rock Creek.  

The Company is still assessing the results of the 2004 season work at
both the Galore Creek and Rock Creek projects and may change the
planned expenditures on those projects dependent on the final 2004
season results.   

At the Ambler project, the Company plans to spend US$4 million on
6,000 meters of drilling with the objectives to advance the project to
Scoping level by continuing the drilling program to define the
resource, complete transportation and energy studies, increase the
resource base by testing possible ore zone extensions defined through
deposit modeling, and confirm and expand mineralization on select
outlying prospects and targets.

No financial contribution is required by NovaGold in 2005 for the
Donlin Creek project but US$11 million is budgeted to be invested by
Placer Dome on engineering and environmental studies for develop-
ment of the project.  Studies in 2004 identified feasible alternatives for
project access and power supply.

Related Party Transactions

Effective July 31, 2004, the Company entered into an option agree-
ment with an officer of the Company for the Illinois Creek property
located in Alaska, USA for an initial payment of US$20,000.  The
Company has the option to acquire 100% of the property by making
payments totalling US$0.25 million by April 30, 2009, expending
US$1.5 million on exploration on the property and making a further
payment of US$1.0 million within 30 days of completion of the pay-
ments and expenditures, subject to certain extensions.  The officer
retains a 2% net smelter royalty on the property a portion of which
may be purchased by the Company on fixed terms.

The Company is in the process of selling BC Ltd, which holds the
Company's Yukon and British Columbia assets other than the Galore
Creek and its adjacent properties. The purchaser is a newly formed
company whose president is a director of NovaGold. The proceeds
from the sale of BC Ltd are anticipated to be shares in the new com-
pany at a fair value of $2.75 million, plus a cash payment equivalent
to the cash existing in BC Ltd at the time of the sale. The sale proceeds
are equivalent to the consolidated book value of the assets in BC Ltd
and thus no gain or loss on the sale is anticipated. The Company
intends to option back certain exploration rights to the Brewery Creek
property from the purchaser.

Critical Accounting Estimates

The most critical accounting principles upon which the
Company's financial status depends are those requiring estimates
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of the recoverability of its capitalized mineral property expenditures
and the amount of future reclamation obligations.

Mineral Properties and Related Deferred Costs

The Company records its interest in mineral properties at cost.
Exploration expenditures relating to properties that have resources or
significant mineralization requiring additional exploration are
deferred and will be amortized against future production following
commencement of commercial production, or written off if the prop-
erties are sold, allowed to lapse, abandoned or become impaired.

Management of the Company reviews and evaluates the carrying value
of each mineral property for impairment when events or changes in cir-
cumstances indicate that the carrying amounts of the related asset may
not be recoverable. If the total estimated future cash flows on an undis-
counted basis are less than the carrying amount of the asset, an impair-
ment loss is measured and assets are written down to fair value which is
normally the discounted value of future cash flows.  Where estimates of
future net cash flows are not available and where other conditions sug-
gest impairment, management assesses whether carrying value can be
recovered by considering alternative methods of determining fair value.
When it is determined that a mineral property is impaired, it is written
down to its estimated fair value in accordance with the CICA
Handbook Section 3063 “Impairment of Long-Lived Assets”.

Management's estimates of mineral prices, recoverable proven and prob-
able reserves, and operating, capital and reclamation costs are subject to
certain risks and uncertainties that may affect the recoverability of
deferred mineral property costs. Although management has made its
best estimate of these factors, it is possible that material changes could
occur which may adversely affect management's estimate of the net cash
flows expected to be generated from its properties.

The recoverability of amounts shown for mineral properties and related
deferred costs is dependent upon the discovery of economically recover-
able reserves, securing and maintaining title and beneficial interest in the
properties, the ability of the Company to obtain necessary financing to
continue operations and to complete the development and upon future
profitable production or proceeds from the disposition thereof.  The dis-
covery or establishment of adequate reserves is dependent on successful
exploration. Competition for exploration resources at all levels is cur-
rently very intense, particularly affecting availability of manpower, drill
rigs and helicopters. As a result of this, and other factors inherent in
exploration, the Company has uncertainty that it will be able to carry
out its planned exploration programs. 

Reclamation Costs

The amounts recorded for reclamation costs are estimates based
on engineering studies and management's assessment of the work

that is anticipated to remediate old mine workings of the
Company's Nome Gold and Murray Brook sites, and exploration
remediation at the Galore Creek project. Actual results could differ
from these estimates. 

The Company's accounting policies are described in note 2 to the
consolidated financial statements.

Change in Accounting Policies

On December 1, 2003 the Company prospectively adopted the revised
requirements of Handbook Section 3870 “Accounting for Stock-Based
Compensation and Other Stock-Based Payments” whereby the fair value
of awards to both employees and non-employees are charged to the
income statement.  The Company granted 1,860,000 stock options to
directors, officers, employees and service providers and recorded a stock-
based compensation charge of $5.8 million during the year.

Risk Factors

Exploration and Development

Mineral exploration and development involves a high degree of risk
and few properties that are explored are ultimately developed into
producing mines.  There is no assurance that the Company's mineral
exploration activities will result in any discoveries of new bodies of
commercial ore.  There is also no assurance that if commercial ore is
discovered that ore body would be economical for commercial pro-
duction.  Discovery of mineral deposits is dependent upon a number
of factors and significantly influenced by the technical skill of the
exploration personnel involved.  The commercial viability of a miner-
al deposit is also dependent upon a number of factors which are
beyond the Company's control.  Some of these factors are the attrib-
utes of the deposit, commodity prices, government policies and regu-
lation and environmental protection.

The Company is earning an interest in certain of its key properties
through option agreements and acquisition of title to the properties is
only completed when the option conditions have been met.  These
conditions include making property payments, incurring exploration
expenditures on the properties, and satisfactory completion of certain
pre-feasibility studies and third party agreements.  If the Company
does not satisfactorily complete these option conditions in the time
frame laid out in the option agreements, the Company's title to the
related property will not vest and the Company will have to write-
down its previously capitalised costs related to that property.  

Resource Estimates

There is a degree of uncertainty attributable to the calculation of
reserves and the corresponding grades. Resource estimates are
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Caution on Forward-Looking Statements

The Management's Discussion and Analysis contains forward-looking statements concerning anticipated developments in NovaGold's operations in future peri-
ods. Forward-looking statements are frequently, but not always, identified by words such as "expects," "anticipates," "believes," "intends," "estimates," "potential,"
"possible" and similar expressions, or statements that events, conditions or results "will," "may," "could" or "should" occur or be achieved. These forward-looking
statements are set forth principally under the heading "Outlook" in the Management's Discussion and Analysis. Forward-looking statements are statements about
the future and are inherently uncertain, and actual achievements of NovaGold may differ materially from those reflected in the forward-looking statements due
to a variety of risks, uncertainties and other factors. NovaGold's forward-looking statements are based on the beliefs, expectations and opinions of management on
the date the statements are made, and NovaGold does not assume any obligation to update forward-looking statements if circumstances or management's beliefs,
expectations or opinions should change. For the reasons set forth above, investors should not place undue reliance on forward-looking statements. 

Management’s Discussion and Analysis
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dependent partially on statistical inferences drawn from drilling,
sampling and other data.  The measured and indicated and inferred
resource figures set forth by the Company are estimates, and there is
no certainty that the measured and indicated levels of gold will be
realized.  Declines in the market price for gold may adversely affect
the economics of a reserve and may require the Company to reduce
its estimates.

Price Volatility-Gold and Other Metals

The market price for gold and other metals is volatile and cannot be
controlled.  There is no assurance that if commercial quantities of gold

and other metals are discovered, a profitable market may or continue
to exist for a production decision to be made or for the ultimate sale
of the metals.  As the Company is currently not in production, no sen-
sitivity analysis for price changes has been provided or carried out.



Consolidated Financial Statements
November 30, 2004, 2003 and 2002

Auditors’ Report

To the Shareholders of NovaGold Resources Inc.

We have audited the consolidated balance sheets of NovaGold Resources
Inc. as at November 30, 2004 and 2003 and the consolidated statements
of operations and deficit and cash flows for the years ended November
30, 2004, 2003 and 2002. These financial statements are the responsi-
bility of the Company's management. Our responsibility is to express an
opinion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accept-
ed auditing standards. Those standards require that we plan and perform
an audit to obtain reasonable assurance whether the financial statements
are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles
used and significant estimates made by management, as well as evaluat-
ing the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in
all material respects, the financial position of the Company as at
November 30, 2004 and 2003 and the results of its operations and its
cash flows for the years ended November 30, 2004, 2003 and 2002 in
accordance with Canadian generally accepted accounting principles.

[signed: PricewaterhouseCoopers LLP]

Chartered Accountants 
Vancouver, British Columbia
February 18, 2005  

Comments by Auditors for U.S. Readers on Canada-U.S. Reporting
Difference

In the United States, reporting standards for auditors require the addition
of an explanatory paragraph (following the opinion paragraph) when there
are changes in accounting principles that have a material effect on the
comparability of the company's financial statements, such as the changes
described in note 2 to the financial statements. Our report to the share-
holders dated February 18, 2005 is expressed in accordance with Canadian
reporting standards which do not require a reference to such a change in
accounting principles in the auditors' report when the change is properly
accounted for and adequately disclosed in the financial statements.

[signed: PricewaterhouseCoopers LLP]

Chartered Accountants 
Vancouver, British Columbia
February 18, 2005  
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Management’s Responsibility for
Financial Reporting

To the Shareholders of NovaGold Resources Inc. 

The accompanying consolidated financial statements of the Company
have been prepared by management in accordance with accounting prin-
ciples generally accepted in Canada, and within the framework of the
summary of significant accounting policies in these consolidated finan-
cial statements. Management is responsible for all information in the
annual report. All financial and operating data in the annual report is
consistent, where appropriate, with that contained in the consolidated
financial statements.

A system of internal accounting control is maintained in order to pro-
vide reasonable assurance that assets are safeguarded and that transac-
tions are properly recorded and executed in accordance with manage-
ment’s authorization. This system includes established policies and pro-
cedures, the selection and training of qualified personnel,  and an organ-
ization providing for appropriate delegation of authority and segregation
of responsibilities.

The Audit Committee of the Board of Directors meets periodically with
management and the Company’s independent auditors to review the
scope and results of their annual audit and to review the consolidated
financial statements and related financial reporting matters prior to sub-
mitting the consolidated financial statements to the Board of Directors
for approval.

The consolidated financial statements have been audited on
behalf of the shareholders by the Company’s independent auditors,
PricewaterhouseCoopers LLP, in accordance with Canadian generally
accepted auditing standards. The auditors’ report outlines the scope of
their audit and their opinion on the consolidated financial statements.

[signed: Rick Van Nieuwenhuyse]

Rick Van Nieuwenhuyse
President & Chief Executive Officer

[signed: R. J. (Don) MacDonald]

R. J.(Don) MacDonald
Senior V.P. & Chief Financial Officer 
February 18, 2005



Assets
Current assets

Cash and cash equivalents 56,142 59,747

Restricted cash 469 54

Accounts receivable 192 189

Amounts receivable from related party (note 12(b)) 13 13

Inventory 39 99

Deposits and prepaid amounts 1,174 733

58,029 60,835

Accounts and officer loan receivable (note 12(b)) 710 215

Land 1,757 1,683

Property, plant and equipment (note 4) 1,131 660

Mineral properties and related deferred costs (note 6) 147,126 36,330

Investments (note 5) 1,641 130

Reclamation deposit (note 8(b)) 105 105

210,499 99,958

Liabilities
Current liabilities

Accounts payable and accrued liabilities 6,867 4,560

Loan payable (note 7) 200 200

Reclamation payable (note 8) 899 1,136

7,966 5,896

Officer loan payable (note 12(b)) 204 215

Deferred tenant inducements - 119

Deferred income 21 -

Provision for reclamation costs (note 8) 536 536

Minority interest (note 3) - 9,130

Future income taxes (note 3) 30,262 -

38,989 15,896

Shareholders' equity 
Share capital - no par value (note 9)

Authorized 1,000,000,000 common shares and 10,000,000 preferred shares

Issued 65,702,193 common shares (2003 - 53,026,814) 247,511 157,475

Contributed surplus 820 820

Stock-based compensation (note 9(d)) 5,811 23

Deficit (82,632) (74,256)

171,510 84,062

210,499 99,958

Nature of operations (note 1)

Commitments and contingencies (note 11)

2004 2003
$ $

Director Director
Approved by the Board of Directors

Consolidated Balance Sheets

in thousands of Canadian dollars

November 30, 2004 and 2003

(See accompanying notes to consolidated financial statements)
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[signed: Rick Van Nieuwenhuyse] [signed: James Philip]



Consolidated Statements of Operations and Deficit
For the years ended November 30, 2004, 2003 and 2002

Revenue

Land, gravel, gold and other revenue 2,462 1,246 2,124

Interest income 1,289 346 196

3,751 1,592 2,320

Cost of sales 282 333 238

3,469 1,259 2,082

Expenses and other

Corporate development and communication 771 772 1,425

Exploration - 120 39

Foreign exchange (gain) loss (56) 1,111 (303)

Gain on settlement of convertible royalty - - (105)

General and administrative 2,263 1,834 1,271

Mineral property recovery in excess of costs (109) - -

Professional fees 851 836 1,401

Stock-based compensation (note 9(d)) 5,788 23 -

Wages and benefits 2,203 1,927 898

Write-down of mineral properties 250 1,586 913

Write-down of investments - 105 -

11,961 8,314 5,539

Loss from equity investment (note 3) - (36) -

Minority interest (note 3) 116 138 -

Loss for the year (8,376) (6,953) (3,457)

Deficit - Beginning of year (74,256) (67,303) (63,846)

Deficit - End of year (82,632) (74,256) (67,303)

Loss per share (note 10)

Basic and diluted (0.14) (0.14) (0.10)

Weighted average number of shares 59,160,082 48,683,103 35,929,200

2003 2002
$ $

2004
$

in thousands of Canadian dollars, except for per share amounts

(See accompanying notes to consolidated financial statements)
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Consolidated Statements of Cash Flows
For the years ended November 30, 2004, 2003 and 2002

in thousands of Canadian dollars

Cash flows from (used in) operating activities

Loss for the year (8,376) (6,953) (3,457)

Items not affecting cash

Accretion of interest on convertible instruments - - 62

Amortization 210 158 275

Foreign exchange (gain) loss (56) 773 60

Gain on settlement of convertible royalty - - (105)

Loss from equity investment - 36 -

Mineral property recovery in excess of cost (109) - -

Minority interest (116) (138) -

Stock-based compensation 5,788 23 -

Write-down of mineral properties 250 1,586 913

Write-down of investments - 105 -

(2,409) (4,410) (2,252)

Net change in non-cash working capital

(Increase) decrease in accounts receivable, deposits and prepaid amounts (433) 1,517 (1,564)

(Increase) decrease in inventory 60 (7) (81)

Increase (decrease) in accounts payable and accrued liabilities (426) (2,102) 2,460

(3,208) (5,002) (1,437)

Cash flows from financing activities

Proceeds from issuance of common shares - net 25,925 46,071 36,734

Repayment of convertible royalty - - (1,139)

25,925 46,071 35,595

Cash flows used in investing activities

Acquisition of property, plant and equipment (800) (612) (229)

Acquisition of subsidiary (note 3) - (2,213) -

Cash acquired with subsidiary (note 3) - 1,504 -

Financing of subsidiary (note 3) - 7,048 -

Expenditures on land improvements (74) - -

Expenditures on mineral properties and related deferred costs - net (25,909) (7,296) (13,964)

Increase in accounts payable and accrued liabilities 2,506 679 -

Increase in restricted cash (415) (54) -

Increase in accounts receivable (506) - -

Investments (1,180) - -

Tenant inducements - 119 -

(26,378) (825) (14,193)

Effect of exchange rate changes on cash and cash equivalents 56 (884) -

Increase (decrease) in cash and cash equivalents during the year (3,605) 39,360 19,965

Cash and cash equivalents - Beginning of year 59,747 20,387 422

Cash and cash equivalents - End of year 56,142 59,747 20,387

Supplemental cash flow information (note 15)

2003 2002
$ $

2004
$

(See accompanying notes to consolidated financial statements)
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The Company is a natural resource company engaged in the explo-
ration and development of gold properties in North America.  Since
1998, the Company has assembled a portfolio of mineral properties in
Alaska, British Columbia and the Yukon Territory.  

The Company is in the process of exploring its mineral properties and
has not yet determined whether these properties contain ore reserves
that are economically recoverable. The amounts shown as mineral
properties and related deferred costs represent costs net of recoveries to
date, less amounts written off, and do not necessarily represent pres-
ent or future values. The recoverability of amounts shown for mineral
properties and related deferred costs is dependent upon the discovery
of economically recoverable reserves, securing and maintaining title
and beneficial interest in the properties, the ability of the Company to

obtain necessary financing to continue operations and to complete the
development and upon future profitable production or proceeds
from the disposition thereof. 

Management believes that the Company will be able to meet its min-
imum operating and capital commitments in the upcoming year from
existing working capital.  The Company has ongoing sand and gravel
resource revenues and intends to develop and sell its land in the
Nome, Alaska area. The Company will periodically have to raise addi-
tional funds to complete its exploration and future development and,
while it has been successful in doing so in the past, there can be no
assurance that it will be able to do so in the future. 

1. Nature of operations

Basis of presentation

These consolidated financial statements include the accounts of
NovaGold Resources Inc. and its material wholly owned subsidiaries,
NovaGold Canada Inc. (formerly SpectrumGold Inc.), Alaska Gold
Company and NovaGold Resources Alaska, Inc. All inter-group trans-
actions are eliminated on consolidation.

The consolidated accounts have been prepared using accounting prin-
ciples generally accepted in Canada. As described in note 16, these
principles differ in certain material respects from accounting princi-
ples generally accepted in the United States.  

Revenue recognition

Revenue from land sales is recognized when title passes to the purchas-
er. Gravel revenue is recognized upon shipment when title passes to the
purchaser. Lease and rental revenue is recognized as services are ren-
dered. Gold royalties and incidental gold production revenues earned
from third party placer mining activities carried out on the Company's
sand and gravel resource properties are recognized as revenue when the
amounts are determinable and collectible and title to the gold has trans-
ferred to the Company.  Pre-production revenues from mineral proper-
ties are applied to reduce the carrying cost of the related property.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit with banks and
highly liquid short term interest bearing investments with maturities
of less than 90 days from the original date of acquisition.  Certain cash
is held in restricted accounts to support future reclamation work.

Interest from cash and cash equivalents is recorded on an accru-
al basis.

Inventories

Gold received from placer mining activities is recorded in revenues at
fair market value.  This gold may be held in inventory and the inven-
tory value is deducted directly from gold revenues when the gold is
finally sold.  Inventories of gold received from third parties are valued
at the lower of recorded value and net realizable value.  

Property, plant and equipment

Property, plant and equipment are recorded at cost. Amortization of heavy
machinery and equipment and office furniture and equipment is calculat-
ed on a straight-line basis at annual rates of 30% and 20%, respectively.

Investments

The Company accounts for its investments in shares of other resource
companies as long-term investments. They are recorded at cost unless
an other-than-temporary decline in value has been determined, in
which case they are written down to market value.

Land and gravel resources

Land is recorded at cost, and at the time of acquisition, cost was allo-
cated to each of the identifiable parcels of land on a pro rata basis in
accordance with that parcel's estimated value as a percentage of the value
of the entire parcel acquired. Cost of sales is determined on the basis of
the allocated costs. The costs of the remaining unsold parcels of land are

2. Accounting policies

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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reviewed regularly to determine if impairment exists, and if impairment
is determined the costs would be written down to fair value. To date,
there have been no charges for impairment. Property taxes are charged
as a current expense in the statement of operations and deficit.

Gravel property is recorded at cost and is being amortized at the
straight-line rate of 10% per year, which is estimated to approximate
the useful life of the estimated resources.

Mineral properties and related deferred costs

The Company records its interest in mineral properties at cost.
Exploration expenditures relating to properties that have resources or
significant mineralization requiring additional exploration are
deferred and will be amortized against future production following
commencement of commercial production, or written off if the prop-
erties are sold, allowed to lapse, or abandoned.

Management of the Company reviews and evaluates the carrying
value of each mineral property for impairment when events or
changes in circumstances indicate that the carrying amounts of the
related asset may not be recoverable. If the total estimated future
cash flows on an undiscounted basis are less than the carrying
amount of the asset, an impairment loss is measured and assets are
written down to fair value which is normally the discounted value of
future cash flows.  Where estimates of future net cash flows are not
available and where other conditions suggest impairment, manage-
ment assesses whether carrying value can be recovered by consider-
ing alternative methods of determining fair value.  When it is deter-
mined that a mineral property is impaired it is written down to its
estimated fair value in accordance with the Canadian Institute of
Chartered Accountants (CICA) Handbook Section 3063
“Impairment of Long-Lived Assets”.

Management's estimates of mineral prices, recoverable proven and
probable reserves, and operating, capital and reclamation costs are
subject to certain risks and uncertainties that may affect the recover-
ability of deferred mineral property costs. Although management
has made its best estimate of these factors, it is possible that materi-
al changes could occur which may adversely affect management's
estimate of the net cash flows to be generated from its properties.

The acquisition of title to mineral properties is a detailed and time-
consuming process. The Company has taken steps, in accordance
with industry standards, to verify mineral properties in which it has
an interest. Although the Company has made efforts to ensure that
legal title to its properties is properly recorded in the name of the
Company, there can be no assurance that such title will ultimately
be secured.

Mineral property option and royalty agreements

Option payments and certain royalties are exercisable at the discretion
of the optionee and, accordingly, are accounted for on a cash basis.
Option payments received are treated as a reduction of the carrying
value of the related mineral property and related deferred costs until the
Company's option and royalty payments received are in excess of costs
incurred and are then credited to income. 

Reclamation costs

Effective December 1, 2002, the Company prospectively adopted the
new standard of the Canadian Institute of Chartered Accountants
(CICA) relating to asset retirement obligations. Under this new stan-
dard, asset retirement obligations are recognized when incurred and
recorded as liabilities at fair value.  Under the standard the liability is
accreted over time through periodic charges to earnings.  A corre-
sponding increase to the carrying amount of the related asset is record-
ed and depreciated over the life of the asset.  The implementation of
this standard was not material to the Company.

Income taxes

The Company uses the liability method of accounting for income taxes.
Under this method, current income taxes are recognized for the esti-
mated income taxes payable for the current year. Future income tax
assets and liabilities are recognized for temporary differences between
the tax and accounting bases of assets and liabilities as well as for the
benefit of losses available to be carried forward to future years for tax
purposes. Future income tax assets are evaluated and if realization is not
considered more likely than not, a valuation allowance is provided.

Translation of foreign currencies

Foreign operations are integrated with the parent company and, con-
sequently, the financial statements of foreign subsidiaries are translat-
ed into Canadian currency using the temporal method.

Monetary assets and liabilities are translated at the exchange rate in
effect at the balance sheet date and non-monetary assets and liabilities
at the exchange rates in effect at the time of acquisition or issue.
Revenues and expenses are translated at rates approximating exchange
rates in effect at the time of the transactions. Exchange gains or losses
arising on translation are included in income or loss for the year.

Loss per share

Loss per common share is calculated based on the weighted average
number of common shares outstanding during the year. The

2. Accounting policies (cont.)
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Company follows the “treasury stock” method in the calculation of
diluted earnings per share.  Since the Company has losses the exercise
of outstanding stock options and warrants has not been included in
this calculation as it would be anti-dilutive.

Financial instruments

The fair values of the Company's monetary assets and liabilities
approximate their carrying values except for the loan payable and
interest accrued to the Province of New Brunswick (note 7) and the
officer loan receivable and payable (note 12(b)), the fair value of which
cannot be determined.

Stock-based compensation 

The Company has a stock option plan which is described in note 9(d).
Effective December 1, 2003 the Company prospectively adopted the
new recommendations for accounting for stock options as required by
CICA Handbook section 3870 Stock-based Compensation and other
Stock-based Payments (CICA 3870).  CICA 3870 establishes stan-
dards for the recognition, measurement and disclosure of stock-based
compensation and other stock-based payments made in exchange for

goods and services.  It applies to transactions, including, non-recipro-
cal transactions, in which an enterprise grants shares of common
stock, stock options, or other equity instruments, or incurs liabilities
based on the price of common stock or other equity instruments.  

Compensation expense for options and warrants granted is deter-
mined based on estimated fair values of the options and warrants at
the time of grant, the cost of which is recognized over the vesting peri-
od of the respective options and grants.

Use of estimates

The preparation of financial statements in conformity with Canadian
generally accepted accounting principles requires management to
make estimates and assumptions of future events that affect the
reported amount of assets and liabilities and disclosure of contingent
liabilities at the date of the financial statements and the reported
amounts of revenues and expenditures during the reported period.
Significant estimates include the recoverable amounts of land and
gravel resource, mineral properties and the provision for reclamation
costs. Actual results could differ materially from those reported.

3. Business acquisition 

On July 15, 2004, the Company completed the business combination
of SpectrumGold Inc. (SpectrumGold) by amalgamating
SpectrumGold with the Company's wholly owned subsidiary,
NovaGold Canada Inc. (NovaGold Canada) and begun consolidating
all of its income and losses.  SpectrumGold is an exploration compa-
ny with assets located in British Columbia and Yukon

Under the plan of arrangement the Company acquired all of the
approximately 45% of the common shares of SpectrumGold not pre-
viously held by the Company in exchange for shares at a ratio of 1
share of the Company for each 1.35 shares of SpectrumGold.  On July
15, 2004 the Company issued 8,573,518 common shares to

SpectrumGold shareholders to acquire the remaining interest at a
price of $6.41 per share, being the market price at the date the pro-
posed arrangement was announced.  The Company also assumed
existing SpectrumGold stock options, warrants and a property option
under which 1,634,072, 74,074, and 222,222 of the Company's
shares may be issued to the holders, respectively.  The Company
assumed that the warrants would be exercised during the year and thus
included the share issuance for the warrants as part of the purchase
price.  The warrants were subsequently fully exercised as expected.
The Company intends to issue shares as part of the property option
which will be valued at the stock price on the date of issuance.

Average risk-free interest rate 2.4%

Expected life 2.2 years

Expected volatility 84%

Expected dividend yield Nil

The fair value of the stock options was calculated using the Black-Scholes model and amounted to $9,025,000.  The following assumptions
were used in the calculation:

2. Accounting policies (cont.)

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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3. Business acquisition (cont.)

The transaction was accounted for using the purchase method which
requires the tax effects of differences between the assigned values and
their tax bases to be recognized in future income taxes and allocated
to the cost of purchase.  An excess of consideration over book value

acquired amounting to $84,958,000, including a deferred taxation
provision of $30,262,000, has been allocated to the Galore Creek
mineral property as follows:  

Purchase Price
Shares issued 54,956
Share warrants assumed 130
Stock options assumed 9,025

Total cost of the acquisition 64,111

Assets acquired and tax effected
Minority interest in net assets 9,415
Mineral properties 84,958
Future income taxes (30,262)

On June 30, 2003, the Company acquired a 42.86% interest in
SpectrumGold pursuant to an agreement whereby the Company con-
tributed mineral properties located in the Yukon and cash of
$500,000 in exchange for 6,000,000 common shares or 42.86% of
SpectrumGold.  The Company accounted for this investment using
the equity method from this date until it acquired a controlling inter-
est on August 12, 2003.

On August 12, 2003, the Company acquired an additional 16.31%
for a total of 59.17% interest in SpectrumGold by purchasing
2,284,425 shares for cash of $1,713,000 from Quest Capital
Corporation (Quest).  This acquisition was accounted for using the
purchase method and the results of operations for SpectrumGold are
included in the Company's consolidated financial statements from
this date.

On October 8, 2003, the Company acquired an additional 8.17% for
a total of 67.34% interest in SpectrumGold by purchasing 3,500,000
shares for cash of $2,625,000 directly from SpectrumGold.

In June 2003, SpectrumGold indirectly completed a special warrant
financing for 3,383,500 special warrants at $0.40 per special warrant.

The $1,353,400 received from the financing was held in escrow and
reflected in SpectrumGold's financial statements as both a current
asset and current liability, subject to release of the funds to
SpectrumGold under certain conditions.  Among the conditions of
financing, the funds would be released to SpectrumGold automatical-
ly if SpectrumGold was listed on a Canadian stock exchange by a fixed
date.  SpectrumGold was listed on the Toronto Stock Exchange on
October 27, 2003 and the funds were released at that time and
3,383,500 shares of SpectrumGold were issued to special warrant
holders reducing the Company's interest in SpectrumGold to
56.43%.

On November 21, 2003, SpectrumGold completed a private financ-
ing and issued 2,000,000 common shares for proceeds of $5,695,000,
net of share issuance costs of $505,000.  Contemporaneously, the
Company acquired an additional 2,080,000 shares at $3.10 per share
and 500,000 shares at $3.45 per share for total cash of $8,173,000
and maintained 56.41% ownership in SpectrumGold.

A total of $63,344,000, net of $767,000 costs associated with the acquisition, was recorded in the Company's capital stock.

in thousands of Canadian dollars
$
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Accumulated
Cost amortization Net

$ $ $

Heavy machinery and equipment 1,079 309 770

Office furniture and equipment 511 150 361

Leasehold improvements - - -

Gravel resource 740 740 -

2,330 1,199 1,131

Accumulated
Cost amortization Net

$ $ $

Heavy machinery and equipment 364 150 214

Office furniture and equipment 367 127 240

Leasehold improvements 153 13 140

Gravel resource 740 674 66

1,624 964 660

4. Property, plant and equipment

Cash and restricted cash 2,857

Other receivables 27

Mineral properties 2,290

Restricted cash (1,353)

Amounts payable (379)

Net assets acquired 3,442

The values assigned to the net assets acquired at August 12, 2003 are as follows:
in thousands of Canadian dollars

$

Additional investments made in SpectrumGold resulted in an additional net fair value adjustment of $813,000 for a total fair value adjustment
of $1,955,000 allocated to the Galore Creek property in the year ended November 30, 2003.  

2004

2003

in thousands of Canadian dollars

3. Business acquisition (cont.)

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002

Amortization expense for property, plant and equipment during 2004 was $210,000 (2003: $158,000) and gravel amortization of $66,000
(2003: $74,000) was recorded as a cost of sales. 
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During the year, the Company received 587,500 shares of TNR with
a value of $222,000 as part of the option agreement on the Shotgun
property.  

At November 30, 2002, the Company held 1,000,000 shares of TNR
with a cost of $190,000.  During 2003, TNR consolidated their shares
on a 4:1 basis and changed their name to TNR Gold Corp. After the
consolidation, the Company held 250,000 shares of TNR Gold Corp.
with a value of $85,000. The reduction in share price resulted in a per-
manent write-down of $105,000 to the investment in 2003.

Included in other investments is an investment of 1,000,000 shares of
New Island Resources Inc. with a quoted market value of $80,000 and
a carrying value of $40,000 and 120,000 shares of Canadian Gold
Hunter Corp. with a quoted market value of $67,000 and a carrying
value of $109,000.

Also included within other investments is an investment of 126,625
shares (cost - $5,000; market value - $253,000) in Etruscan Resources
Incorporated (Etruscan). The Province of New Brunswick holds the
Company's shares of Etruscan pending the settlement of outstanding
mining taxes aggregating $366,000 (2003 - $366,000).

5. Investments 

2004 2003
$ $

3,921,568 shares of Pioneer Metals, purchased as part of the option
on the Grace property. (market value - $1,255,000) 1,000 -

837,500 shares of TNR Gold Corp, formerly TNR Resources
Ltd.(TNR), received as part of options on the Rock Creek 

and Shotgun properties. (market value - $276,000) 308 85

600,000 shares of Eagle Plains Resources Ltd., purchased as part of 
the option on the Copper Canyon property.  (market value - $402,000) 180 -

Other investments 154 45

1,641 130
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Option receipt (1)
Balance - Adjustment (2) Balance -

November 30, Tax Recovery (3) November 30,
2003 Expenditures Write-down (4) 2004

$ $ $ $

Alaska, USA

Donlin Creek 17,419 2 - 17,421

Rock Creek 8,695 5,375 - 14,070

Shotgun 4,281 - (222) (1) 4,059

Ambler 4 2,367 - 2,371

Big Hurrah 177 612 - 789

Nome Gold 142 54 - 196

Other - 267 - 267

Yukon and British Columbia, Canada

Galore Creek (note 3) 3,019 16,741 84,958 (2) 104,388

(330) (2)(3)

Copper Canyon 1 784 - 785

Brewery Creek 1,127 464 (32) (3) 1,559

McQuesten 1,386 71 (116) (3) 1,091

(250) (4)

Other 79 51 - 130

36,330 26,788 84,008 147,126

6. Mineral properties and related deferred costs

in thousands of Canadian dollars
For the year ended November 30, 2004:

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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a) Donlin Creek, Alaska

On July 14, 2001, the Company signed an agreement with
Placer Dome U.S. Inc. (Placer Dome) to acquire a 70% inter-
est in the Donlin Creek gold deposit located in southwest
Alaska.

Under the terms of the agreement, the Company could
earn a 70% interest in the project by expending at least
US$10 million over a 10-year period from the date of
the agreement. On November 13, 2002, the Company
completed the required expenditures and earned a 70%

interest in the Donlin Creek gold deposit, and a joint
venture between the Company and Placer Dome was
effectively established as of that date. The project is
subject to underlying surface and sub-surface leases.
Under the sub-surface lease, the lessor, the Calista
Corporation, has a net smelter royalty of 1.5%, increas-
ing to 4.5% after the earlier of payback or five years of
production, subject to certain annual advance mini-
mum royalties. Calista Corporation also has a one-time
right to elect, within 90 days of delivery of a bankable
feasibility study, to acquire a 5% to 15% participating
interest in the project by reimbursing its elected share

6. Mineral properties and related deferred costs (cont.)

Option receipt (1)
Balance - Adjustment (2) Balance -

November 30, Tax Recovery (3) November 30,
2002 Expenditures Write-down (4) 2003

$ $ $ $

Alaska, USA

Donlin Creek 17,384 1,417 (1,382) (2) 17,419

Rock Creek 3,142 5,553 - 8,695

Shotgun 4,260 46 (25) (1) 4,281

Ambler - 4 - 4

Big Hurrah - 177 - 177

Nome Gold 55 87 - 142

North Donlin 84 - (84) (4) -

Yukon and British Columbia, Canada

Galore Creek - 1,064 1,955 (2) 3,019

Brewery Creek - 1,127 - 1,127

Harlan 689 1 (657) (4) 33

Klondike 92 1 (88) (4) 5 

McQuesten 902 484 - 1,386

Sprogge 795 1 (758) (4) 38

Other - 4 - 4

27,403 9,966 (1,039) 36,330

in thousands of Canadian dollars
For the year ended November 30, 2003:

i)
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of capitalized costs spent on the project to that date by
the Company and Placer Dome.

On February 10, 2003, Placer Dome elected to exercise
an option to earn an additional 40% interest from the
Company, for a total of 70%, in the Donlin Creek proj-
ect by spending three times the Company's expenditures
to November 13, 2002 toward project development (a
total of US$31.9 million), completing a project feasibil-
ity study, and making a positive decision to construct a
mine at Donlin Creek to produce not less than 600,000
ounces of gold per year, all before November 14, 2007.

Under this option, Placer Dome will not earn any incre-
mental interest in the project, above the 30% level, until,
and unless, all of the above conditions are met before
November 14, 2007. The Company is not required to
contribute any additional funding until Placer Dome
completes the US$31.9 million expenditure, and at the
Company's election, Placer Dome is required to assist
the Company with financing for the Company's share of
construction costs.

b) Rock Creek, Alaska

As part of its acquisition of Alaska Gold Company (Alaska
Gold), the Company acquired a 100% interest in patented
mineral claims surrounding the city of Nome, Alaska. By
agreement dated July 13, 1999 and superseded by agreement
dated March 13, 2002, the Company increased its land posi-
tion by entering into a five-year option with Golden Glacier
Inc. to acquire its sublease with the Bering Straits Native
Corporation. The agreement calls for annual property pay-
ments ranging from US$0.02 million to US$0.03 million
and annual work commitments ranging from US$0.05 mil-
lion to US$0.15 million. This land package contains two
known areas of interest - Rock Creek and part of the Nome
Gold Project.

The Company entered into an agreement dated June 1,
2002 with TNR whereby TNR could earn a 49.9% interest
in the Rock Creek project by paying US$0.05 million to the
Company, issuing 500,000 shares to the Company, of which
500,000 (pre-consolidation 4:1) were issued, and expending
US$0.95 million by May 31, 2003, US$3 million by May
31, 2004 and US$6 million by May 31, 2005.  On April 23,
2003, TNR elected to terminate its right to earn an interest
in the Rock Creek project and the project is being advanced
on a 100% basis by the Company.

c) Nome Gold, Alaska

The Company owns a large area of the coastal plain adjacent
to the city of Nome that is underlain by unconsolidated sand
and gravel deposits containing alluvial gold. 

d) Galore Creek, British Columbia

On July 31, 2003, NovaGold Canada entered into an
option agreement with QIT-Fer et Titane Inc. (a subsidiary
of Rio Tinto plc), and Hudson Bay Mining and Smelting
Co., Ltd (a subsidiary of Anglo American plc) to acquire the
Galore Creek gold-silver-copper deposit located in north-
western British Columbia.  Under the option, NovaGold
Canada can  acquire a 100% interest in the project by com-
pleting a pre-feasibility study, expending up to US$0.2 mil-
lion on remediation work on the property, and making pay-
ments to the parties totaling US$20.3 million over an eight-
year period.  Payments of US$150,000 have been made and
subsequent payments are due, on or before October 26 of
each year, as follows: 2004 - US$0.1 million; 2005 -
US$0.15 million; 2006 - US$7.5 million; 2007 to 2011 -
US$2.5 million per year.

Effective October 1, 2003, NovaGold Canada entered into
an agreement to acquire up to an 80% interest in the Copper
Canyon gold-silver-copper property adjoining the Galore
Creek project.  NovaGold Canada has an option to acquire
a 60% interest in the project by completing $3 million in
exploration expenditures over four years and issuing 296,296
shares of NovaGold of which 74,074 shares were issued on
February 26, 2004 upon execution of the formal earn-in
agreement and 74,074 shares are to be issued on each of the
next three anniversary dates thereafter.  NovaGold Canada
may earn an additional 20% interest in the project for a total
of 80% by paying Eagle Plains Resources Ltd. (Eagle Plains)
$1 million and completing a feasibility study on the project
by no later than the eighth anniversary of the final earn-in
agreement.  NovaGold Canada, until it has completed its
earn in, will be responsible for 100% of the payments to the
underlying property owner.  Under the underlying agree-
ment the property owner is selling his interest for total pay-
ments of $250,000 and cumulative exploration expenditures
of $500,000 to be made by May 30, 2008, subject only to
retaining a 2% net smelter royalty after these payments are
made.  Once commercial production commences NovaGold
Canada has a right to purchase 50% of the net smelter roy-
alty for $1 million and an additional 25% of the net smelter
royalty for a further $1 million.

6. Mineral properties and related deferred costs (cont.)

ii)

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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7. Loan payable

A loan with a principal amount of $200,000 (2003 - $200,000) is
payable to the Province of New Brunswick and bears interest at a rate
of 10.7% per annum. The loan was made to Murray Brook Resources

Inc. and is guaranteed by the Company. The loan was repayable in
1993, however, no payments have been made on this loan.

8. Provision for reclamation costs

Current

Galore Creek 236 260

Murray Brook 80 80

Nome Gold 583 796

899 1,136

Long Term

Nome Gold 536 536

536 536

in thousands of Canadian dollars

2004 2003
$ $

a) Galore Creek

Under the Galore Creek option agreement, the Company is
required to spend $260,000 in reclamation and remediation
work on the property.  The Company anticipates that the
remainder of the work will be carried out before November
30, 2005.

b) Murray Brook

As at November 30, 2004, the Company had reclamation
deposits with the Province of New Brunswick totalling
$105,000 (2003 - $105,000). Management estimates that the
remaining accrual of $80,000 adequately provides for future
reclamation costs of the site.

c) Nome Gold

The Company recorded a provision of $1.4 million for future
reclamation of its land holdings in Nome, Alaska when it
acquired Alaska Gold Company.  The provision was original-
ly determined by internal cost estimates of the prior owners of
Alaska Gold and was confirmed by third parties.  Reclamation
work was carried out in 2004 and the accrual reduced to $1.1
million. The Company anticipates that the long term portion
will be incurred in two years time and that discounting the
cash flows will have no material affect.  Actual reclamation
costs could differ materially from these estimates.
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Balance at November 30, 2001 29,966,682 74,394

Issued in 2002

For cash pursuant to private placements ((a) below) 8,253,040 31,551

For cash and to finance the conversion of convertible royalty ((b) below) 319,543 1,192

For cash pursuant to option agreements ((d) below) 2,220,300 1,955

For cash pursuant to warrant agreements ((c) below) 1,695,250 2,036

In settlement of commitments 40,000 6

Release of common stock pledged as loan security - 270

Balance at November 30, 2002 42,494,815 111,404

Issued in 2003

For cash pursuant to private placements ((a) below) 7,000,000 33,088

For cash pursuant to option agreements ((d) below) 1,137,000 2,205

For cash pursuant to warrant agreements ((c) below) 2,394,999 10,778

Balance at November 30, 2003 53,026,814 157,475

Issued in 2004

For cash pursuant to private placements ((a) below) 1,980,200 18,900

For cash pursuant to option agreements ((d) below) 1,299,685 2,718

For cash pursuant to warrant agreements ((c) below) 821,976 5,074

Acquisition of SpectrumGold Inc. (note 3) 8,573,518 63,344

Balance at November 30, 2004 65,702,193 247,511

Number of Ascribed
shares value      

$

Authorized

1,000,000,000 common shares, no par value

10,000,000 preferred shares issuable in one or more series

Issuance of common shares

in thousands of Canadian dollars

9. Share capital

a) Private Placements

On October 28, 2004, the Company issued by way of
private placement 1,980,200 flow-through common
shares at $10.10 per flow-through common share for net
proceeds of $18,900,000.  Certain directors and employ-
ees of the Company purchased 79,600 flow-through
common shares.  In addition, 99,010 warrants were
issued to the agents as part of this private placement.

On October 1, 2003, the Company issued by way of pri-
vate placement 7,000,000 units at $5.00 per unit for net
proceeds of $33,088,000; each unit was comprised of
one common share and one-half of a common share pur-
chase warrant.  Each whole warrant entitles the holder to
acquire one common share of the Company at a price of
$7.00 on or before October 1, 2008.

i) ii)

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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Weighted Weighted Weighted
Number of average Number of average Number of average

warrants exercise price warrants exercise price warrants exercise price
$ $ $

Balance outstanding -
Beginning of year 5,126,922 6.82 4,271,922 5.23 1,692,750 1.20
Granted 173,084 7.77 3,500,000 7.00 4,274,422 5.23
Exercised (821,976) 6.17 (2,394,999) 4.50 (1,695,250) 1.20
Cancelled/expired (879,020) 6.50 (250,001) 4.50 - -

Balance outstanding -
End of year 3,599,010 7.09 5,126,922 6.82 4,271,922 5.23

2003 20022004

On September 19, 2002, the Company issued 2,958,040
units at $5.10 per unit for net proceeds of $14,130,000;
each unit was comprised of one common share and one-
half share purchase warrant. One full share purchase war-
rant entitled the holder to acquire one common share of
the Company at a price of $6.50 on or before March 20,
2004. In addition, 147,902 warrants were issued to the
agents as part of this private placement.

On April 18, 2002, the Company issued 5,295,000
units at $3.50 per unit for net proceeds of
$17,421,000; each unit was comprised of one common
share and one-half share purchase warrant. One full
share purchase warrant entitled the holder to acquire
one common share of the Company at a price of $4.50
on or before October 19, 2003.

b) Convertible debt instrument

As part of the March 26, 1999 purchase agreement to acquire
Alaska Gold Company from Mueller Industries Inc.
(Mueller), the Company granted a 10% net proceeds royalty
on all placer gold production to a maximum of US$1 million.

Mueller had the right to convert the total unpaid balance of
the net proceeds royalty to free trading common shares at any
time based upon the ten day average trading price immediate-
ly preceding the date that notice is given.  On February 18,
2002, the Company entered into an agreement with Mueller
to settle the convertible royalty payable for US$750,000
financed by a private placement of 319,543 common shares of
the Company in May 2002. 

c) Share purchase warrants

A summary of the Company's share purchase warrants at
November 30, 2004, 2003 and 2002, and the changes for the
years then ended, is presented below:

iii)

9. Share capital (cont.)

iv)
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Weighted
Weighted average

Number average remaining
outstanding exercise price contractual

Prices & exercisable $ life (years)

$7.00 3,500,000 7.00 3.92

$10.10 99,010 10.10 0.92

3,599,010 7.09 3.80

9. Share capital (cont.)

Share purchase warrants outstanding at November 30, 2004:

d) Stock options

The Company has a stock option plan providing for the
issuance of up to 9,000,000 options, whereby the Company
may grant options to its directors, officers, employees and serv-
ice providers. The exercise price of each option cannot be lower
than the market price of the shares at the date of grant of the
option. The number of shares optioned to any single optionee
may not exceed 5% of the issued and outstanding shares at the
date of grant. The options are exercisable immediately for a 10-
year period from the date of grant or may be exercisable 1/3 at
grant date, 1/3 at the first anniversary date and 1/3 at the sec-
ond anniversary date for a 10-year period from the date of grant.

For the year ended November 30, 2004 the Company has rec-
ognized a stock-based compensation charge of $5,788,000 for
options granted to directors, employees and non-employees in
accordance with CICA 3870 which the Company has applied
prospectively to grants on or after December 1, 2003.

For the year ended November 30, 2003 the Company recog-
nized a stock-based compensation charge of $23,000 for
options granted to non-employees.  As permitted by CICA
3870, the Company had elected for the year ended November
30, 2003 not to apply fair value accounting and to measure
the compensation cost using the intrinsic value method for
awards of stock options to employees and directors under the
Company's stock-based compensation plan.  Had the
Company determined compensation costs based on the fair
value method of accounting for stock-based compensation for
all stock options granted in 2003, the Company's 2003 net
loss of $6,953,000 and loss per share of $0.14 would have
been increased to the pro forma net loss of $10,658,000 and
loss per share of $0.22.

The fair value of options recognized in the consolidated state-
ments of operations and deficit, have been estimated using an
option pricing model.  Assumptions used in the pricing model
for the year are as provided below.

Average risk-free interest rate 3.03% - 3.31% 3.62% - 4.20%

Expected life 2.18 years 5.0 years

Expected volatility 81% - 85% 75%

Expected dividends Nil Nil

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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Weighted Weighted Weighted
average average average

Number exercise price Number exercise price Number exercise price
$ $ $

Balance - Beginning of year 3,743,000 2.79 3,300,000 2.16 3,762,800 0.80
Granted 1,860,000 6.62 1,655,000 3.53 1,870,000 3.37
Granted 1,634,072 1.01 - - - -
Exercised (1,299,685) 2.09 (1,137,000) 1.94 (2,220,300) 0.88
Expired - - (75,000) 4.35 (112,500) 1.64

Balance - End of year 5,937,387 3.58 3,743,000 2.79 3,300,000 2.16

2003 20022004

A summary of the Company's stock option plan at November 30, 2004, 2003 and 2002, and changes during the years ended on those dates,
is as follows:

The following table summarizes information about the stock options outstanding and exercisable at November 30, 2004:

Weighted
Weighted average

Number average remaining
outstanding exercise price contractual

Range of prices & exercisable $ life (years)

$0.35 to $0.99 550,000 0.72 6.27

$1.00 to $1.99 1,606,387 0.58 13.61

$3.00 to $3.99 1,306,000 3.44 8.17

$4.00 to $4.99 620,000 4.39 7.61

$6.00 to $6.99 1,718,333 6.60 9.21

$7.00 to $7.99 70,000 7.13 9.69

5,870,720 3.55 8.74

9. Share capital (cont.)

As part of the business acquisition of SpectrumGold Inc. (note 3) the Company assumed stock options previously granted by SpectrumGold.
The Company issued 1,634,072 stock options at a grant price of $1.0125.
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Basic loss per share is calculated on the loss available to common
shareholders using the weighted average number of common shares

outstanding during the period. Diluted loss per share is calculated
using the treasury stock method.

10. Loss per share

11. Commitments and contingencies

$

2005 117

2006 287

2007 289

2008 285

2009 285

Thereafter 2,013

in thousands of Canadian dollars

Basic

Loss available to common shareholders (8,376,000) (6,953,000) (3,457,000)

Weighted average number of shares 59,160,082 48,683,103 35,929,200

Basic loss per share (0.14) (0.14) (0.10)

2004 2003 2002
$ $ $

For the years ended November 30, 2004, 2003 and 2002, diluted loss per share is the same as basic loss per share as the exercise of dilutive con-
vertible securities would be anti-dilutive.

a) Lease commitments

The Company is party to certain operating leases.  These oper-
ating leases include the Company's leased head office location 

and certain office equipment.  The future minimum lease pay-
ments as at November 30, 2004 are approximately as follows:

b) Legal actions

During 1992, the Limited Partners of the Murray Brook
Processing Limited Partnership commenced a legal
action against the Company and Murray Brook
Resources Inc. seeking $882,000 plus interest and gener-
al damages. The Company filed a counterclaim for dam-
ages. The trial was concluded in April 2003 and the par-
ties are awaiting the decision of the judge.  The Company

is of the opinion that this claim is without merit. The
outcome of this claim is not determinable at this time
and no provision has been recorded in the accounts of
the Company.

The Company's subsidiary Alaska Gold has been named
in an action, initiated by K&K Recycling, relating to an
alleged wrongful assignment of a contract to purchase
and move a dredge, which was owned by Alaska Gold.

i)

ii)

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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K&K Recycling was awarded approximately
US$68,000 for damages against Alaska Gold, and
approximately US$117,000 against a co-defendant for
which Alaska Gold may be liable. Alaska Gold appealed
against this initial judgement to the Alaska Supreme
Court and posted a bond of US$105,000.   The courts
have awarded the US$105,000 to K&K Recycling and
have released the bond.  The court also remanded for
further litigation regarding the right to possess certain
equipment and for asserted loss of profits and the co-
defendant has cross-claimed against Alaska Gold.

During 2004 a payment of US$50,000 has been made
as final settlement to the action.

c) Royalty agreements

The Company has royalty agreements on certain mineral
properties entitling the vendors of the property to net
smelter return royalties or net profits royalties, ranging from
3% to 7%, commencing if the properties enter commercial
production.

12. Related party transactions

a) Mineral property agreement

Effective July 31, 2004, the Company signed an option agree-
ment with an officer of the Company for the Illinois Creek
property located in Alaska,USA.  The Company has the
option to acquire 100% of the property by making payments
totalling US$250,000 by April 30, 2009, expending
US$1,500,000 on exploration on the property and making a
further payment of US$1,000,000 within 30 days of comple-
tion of the payments and expenditures, subject to certain
extensions.  The officer retains a 2% net smelter royalty on the
property a portion of which may be purchased by the
Company on fixed terms.  During the year, the Company paid
the officer US$20,000 under the agreement.

b) Amounts receivable from related party and officer loan 
receivable

A loan receivable of $279,000 (US$182,000) was granted to a
director and officer in 1999.  The loan is unsecured, non inter-
est bearing and forgivable at a rate of $13,000 (US$8,000) per
year.   Since the loan is forgivable, in 1999 the Company set
up a deferred compensation provision for the same amount as
the loan.  Annual forgiveness is charged against this compen-
sation accrual.

c) Other amounts receivable from directors

On May 29, 2002, the Company settled loans receivable from
then two directors totalling $270,000. The loans were settled
through an agreement to offset the balance of the loans receiv-
able with amounts due to these directors under severance agree-
ments related to their past employment with the Company.

d) Loan to Etruscan

On May 29, 2002, the Company settled amounts due from
Etruscan, a company related by virtue of common directors.
The amount due from Etruscan of $200,000 was settled
through the offset of $100,000 due to Etruscan by the
Company and the assignment of 25,000 shares of the
Company, with a deemed value of $4.00 per share, held by
Etruscan to a director of the Company to settle a share loan.

e) Amounts paid to director

In 2003, SpectrumGold engaged an environmental assessment
company a principal of which was a director of the Company.
In 2003, SpectrumGold incurred $15,000 of costs by this
company.

f ) Potential sale of 650399 BC Ltd

The Company is in the process of selling 650399 BC Ltd (BC
Ltd), which holds the Company's Yukon and British
Columbia assets other than the Galore Creek and adjacent
properties. The purchaser is a newly formed company whose
president is a director of NovaGold. The proceeds from the
sale of BC Ltd are anticipated to be shares in the new compa-
ny at a fair value of $2.75 million, plus a cash payment equiv-
alent to the cash existing in BC Ltd at the time of the sale. The
sale proceeds are equivalent to the consolidated book value of
the assets in BC Ltd and thus no gain or loss on the sale is
anticipated. The Company intends to option back certain
exploration rights to the Brewery Creek property from the
purchaser.

11. Commitments and contingencies
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13. Income taxes 

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002

Combined federal and provincial statutory income tax rate

Income taxes at statutory rates (2,901) (2,628) (1,370)

Difference in foreign tax rates 21 (39) (5)

Valuation allowance 996 2,464 1,223

Non-deductible expenditures 2,157 203 152

Utilization of unrecorded benefits on prior years' losses (273) - -

Income tax expense - - -

2004 2003 2002
$ $ $

35.62% 37.80% 39.62%

in thousands of Canadian dollars

Income tax expense differs from the amount that would result from applying the Canadian federal and provincial income tax rates to earnings
before income taxes.  These differences result from the following items:

Future income taxes arise from temporary differences in the recognition of income and expenses for financial reporting and tax purposes.  The
significant components of future income tax assets and liabilities at November 30 are as follows:

Future income tax assets:

Non-capital losses 33,244 40,702

Mineral property interest 5,314 5,134

Property, plant and equipment 117 323

Other deductible temporary differences 1,338 461

Total future income tax assets 40,013 46,620

Valuation allowance (36,189) (42,805)

Future income tax assets 3,824 3,815

Future income tax liabilities:

Mineral property(1) 30,262 -

Other taxable temporary differences 3,824 3,815

Future income tax liabilities 34,086 3,815

Net future tax liabilities 30,262 -

2004 2003
$ $

in thousands of Canadian dollars

NOVAGOLD RESOURCES INC.  2004

28

(1) The mineral property future income tax liability relates to the acquisition of the minority interest in SpectrumGold Inc.



13. Income taxes (cont.)

The Company has loss carry-forwards of approximately C$22,202,000 and US$52,294,000 that may be available for tax purposes. The losses are
in the following countries and expire as follows:

Canada United States
C$ US$

2005 236,000 1,596,000

2006 2,225,000 1,685,000

2007 11,079,000 1,483,000

2008 854,000 1,532,000

2009 3,308,000 7,283,000

2010 1,680,000 7,398,000

Thereafter 2,820,000 31,317,000

22,202,000 52,294,000

Non-capital losses

Future utilization of these United States loss carryforwards is subject
to certain limitations under provision of the Internal Revenue Code
including limitations subject to Section 382, which relates to a 50 per-
cent change in control over a three-year period, and are further
dependent upon the Company attaining profitable operations.  An
ownership change occurred on April 27, 1999 regarding the losses
incurred by Alaska Gold Company.  Therefore, approximately
US$44,000,000 of the losses above are subject to limitation under
Section 382.  Accordingly, the Company's ability to utilize these loss-
es may be limited to approximately US$260,000 per year.
Furthermore, the Company potentially incurred an ownership change
under Section 382 at sometime after April 1999.  If so, a significant
portion of the US$52,294,000 above will be subject to a similar annu-
al limitation previously discussed.

Due to the above net operating limitations and the uncertainty of future
taxable income, a full valuation allowance has been set up against the
United States future tax assets.  For the year ended November 30, 2004,
no provision for United States income taxes has been reflected on the
statement of operations due to the full valuation allowance.

In addition, the Company has incurred resource expenditures of
approximately $36,983,000 (2003 - $18,885,000) which may be car-
ried forward indefinitely and used to reduce taxable income in future
years.  The Company has available temporary differences for tax pur-
poses.  After applying these temporary differences to offset the taxable
temporary differences, the net amount that would give rise to a future
income tax asset has not been recognized as realization is not consid-
ered more likely than not.

Operating  losses
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The Company's operating segments include the exploitation of the
Company's land and gravel resources and the exploration and devel-
opment of mineral resource properties. Segmented information for

these operating segments have been prepared consistently with the
Company's accounting policies described in note 2.

Land and Land and Land and
Mineral gravel Mineral gravel Mineral gravel

properties operations Other Total properties operations Other Total properties operations Other Total
$ $ $ $ $ $ $ $ $ $ $ $

Revenue - 2,420 42 2,462 - 1,051 195 1,246 - 1,633 - 1,633

Expenses 141 282 - 423 1,706 333 - 2,039 952 238 - 1,190

Segment (loss)
earnings (141) 2,138 42 2,039 (1,706) 718 195 (793) (952) 1,395 - 443

Unallocated 
expenses (11,704) (6,506) (4,587)

Interest income 1,289 346 687

Loss for the year (8,376) (6,953) (3,457)

Segment assets 147,126 1,757 - 148,883 36,330 1,749 - 38,079 27,403 1,692 - 29,095

Unallocated corporate

assets 61,616 61,879 23,628

Total assets 210,499 99,958 52,723

Capital expenditures 26,788 74 - 26,862 9,966 131 - 10,097 14,638 6 34 14,678

2002

in thousands of Canadian dollars

14. Segmented information

20032004

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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Receipt of shares of TNR as part of the option 

on the Rock Creek and Shotgun mineral properties 222 28 162

Acquisition of SpectrumGold through issuance 

of shares and the assumption of stock options and share warrants (note 3) 64,111 - -

Interest received 1,289 346 196

in thousands of Canadian dollars

15. Supplemental cash flow information

2004 2003 2002
$ $ $

Land, gravel, Land, gravel, Land, gravel,
equipment equipment equipment

and and and
mineral mineral mineral

Revenue properties Revenue properties Revenue properties
$ $ $ $ $ $

United States 2,462 41,220 1,246 32,777 1,633 26,786
Canada - 78,598 - 5,896 491 2,506

2,462 119,818 1,246 38,673 2,124 29,292

The Company’s geographic segments are located as follows:

2003 2002

in thousands of Canadian dollars

2004

14. Segmented information (cont.)
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Canadian generally accepted accounting principles (Canadian GAAP)
vary in certain significant respects from the principles and practices
generally accepted in the United States (U.S. GAAP). The effect of the

principal measurement differences on the Company's consolidated
financial statements is quantified below and described in the accom-
panying notes:

Loss for the year reported under Canadian GAAP (8,376) (6,953) (3,457)

Add (deduct)

Exploration costs (a) (25,838) (8,927) (13,051)

Gains on shares issued by subsidiary (d) - (117) -

Accretion on convertible debenture and royalty (b) - - 62

Gain on settlement of convertible royalty Canadian GAAP (b) - - (105)

Loss for the year under U.S. GAAP

before extraordinary items (34,214) (15,997) (16,551)

Gain on settlement of convertible royalty -U.S. GAAP (b) - - 212

Loss for the year after extraordinary items

but before comprehensive income adjustment (34,214) (15,997) (16,339)

Unrealized gain (loss) on available for sale securities (c) 353 215 97

Comprehensive (loss) income under U.S. GAAP (33,861) (15,782) (16,242)

Net loss per common share - 

U.S. GAAP before and after extraordinary items

Basic and diluted (0.57) (0.33) (0.45)

Accumulated other comprehensive income

Opening balance 340 125 28

Unrealized gain (loss) on available for sale securities (c) 353 215 97

Closing balance 693 340 125

16. Significant differences from United States accounting principles

2004 2003 2002
$ $ $

Year ended November 30,
in thousands of Canadian dollars

Notes to Consolidated Financial Statements
For the years ended November 30, 2004, 2003 and 2002
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Cash flows from operating activities under Canadian GAAP (3,208) (5,002) (1,437)

Exploration costs (a) (25,838) (8,927) (13,964)

Gains on shares issued by subsidiary (d) - (117) -

Cash flows from operating activities under U.S. GAAP (29,046) (14,046) (15,401)

Cash flows from investing activities under Canadian GAAP (26,378) (825) (14,193)

Exploration costs (a) 25,838 8,927 13,964

Gains on shares issued by subsidiary (d) - 117 -

Cash flows from investing activities under U.S. GAAP (540) 8,219 (229)

2004 2003 2002
$ $ $

Year ended November 30,

Shareholders’ equity reported under Canadian GAAP 171,510 84,062 44,921

Cumulative adjustments to shareholders’equity

Add (deduct)

Exploration costs (a) (62,168) (36,330) (27,403)

Flow-through shares (g) (2,496) - -

Unrealized gain on available for sale securities (c) 693 340 125

Shareholders’ equity (deficiency) under U.S. GAAP 107,539 48,072 17,643

Total assets reported under Canadian GAAP 210,499 99,958 52,723

Add (deduct)

Exploration costs (a) (62,168) (36,330) (27,403)

Unrealized gain on available for sale securities (c) 693 340 125

Total assets under U.S. GAAP 149,024 63,968 25,445

Total liabilities reported under Canadian GAAP 38,989 15,896 7,802

Add (deduct)

Future income taxes 2,496 - -

Total liabilities under U.S. GAAP 41,485 15,896 7,802

2004 2003 2002
$ $ $

Year ended November 30,
in thousands of Canadian dollars

16. Significant differences from United States accounting principles (cont.)

NOVAGOLD RESOURCES INC.  2004

33



a) Exploration costs

Resource property costs and related exploration expendi-
tures are accounted for in accordance with Canadian GAAP.
For U.S. GAAP purposes, the Company expenses, as
incurred, the exploration costs relating to unproven miner-
al properties. When proven and probable reserves are deter-
mined for a property and a feasibility study prepared, then
subsequent exploration and development costs of the prop-
erty would be capitalized. 

b) Convertible debenture and royalty

Canadian GAAP requires that a portion of the convertible
debenture and royalty be classified as equity. The difference
between the carrying amount of the debenture and royalty and
their face value is accreted over the life of the debt and charged
to earnings (loss) for the year. U.S. GAAP would classify the
royalty and debenture as a liability at their face value.

A portion of the convertible royalty was settled during 2002,
resulting in a gain of $105,000 under Canadian GAAP. Under
U.S. GAAP, the gain on settlement would have been $212,000
and would be classified as an extraordinary item.

c) Available for sale securities

Under U.S. GAAP, securities that are available for sale are
recorded at fair value and unrealized gains or losses are part of
comprehensive income. Under Canadian GAAP, there is no
adjustment made for unrealized gains.

d) Gain on shares issued by subsidiary

Under U.S. GAAP, changes in the parent company's propor-
tionate share of subsidiary equity resulting from the addition-
al equity raised by a subsidiary in the development stage are
accounted for as an equity transaction on consolidation.
Under Canadian GAAP, these gains have been credited against
the mineral property.

e) Comprehensive income

In addition to net income, comprehensive income includes all
changes in equity during a period such as the cumulative unrecog-
nized changes in fair value of securities that are available for sale.

f ) Stock compensation

As described in note 9 to the consolidated financial state-
ments, the Company has granted stock options to directors,
officers, employees and service providers. For U.S. GAAP
purposes, SFAS No. 123, 'Accounting for Stock-Based
Compensation, (SFAS 123) requires that an enterprise rec-
ognize or, at its option, disclose the pro forma impact of the
fair value of stock options and other forms of stock-based
compensation in the determination of income.  Effective
December 1, 2003 the Company has prospectively adopted
the recommendations of CICA 3870 and SFAS 123 which
requires the Company to recognize the fair value of the
stock-based compensation.

In the prior years, the Company had elected under SFAS 123
to continue to measure compensation cost by the intrinsic
value method set out in APB Opinion No. 25 (APB 25). As
options are granted at exercise prices based on the market
value of the Company's shares at the date of grant, no adjust-
ment for compensation expense is required. Under SFAS
123, where a company chooses to continue to apply APB 25
in its basic financial statements, supplemental pro forma
information as if the fair value method was applied must be
disclosed. This pro forma information is set out below. The
pro forma stock compensation expense has been determined
by reference to a Black Scholes option pricing model that
takes into account the stock price as of the grant date, the
exercise price, the expected life of the option, the estimated
volatility of the underlying stock, expected dividends and the
risk free interest rate over the term of the option.
Compensation expense is amortized over the vesting period
of the options.

The calculations applied have assumed that the weighted aver-
age expected life of the options is five years, no dividends will be
paid, expected volatility is 75% for the years ended November
30, 2003 and 2002 and risk free interest rates range from 3.62%
to 4.200% for 2003 and 4.06% to 5.00% for 2002. 

16. Significant differences from United States accounting principles (cont.)
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16. Significant differences from United States accounting principles (cont.)

Pro forma information with respect to the impact of the fair value of stock options at the date of grant on reported income for the years pre-
sented is as follows:

Loss for the period in accordance with U.S. GAAP (34,214) (15,997) (16,339)

Compensatory fair value of options granted - (3,705) (2,706)

Pro forma loss in accordance with U.S. GAAP (34,214) (19,702) (19,045)

Pro forma loss per share in accordance with U.S. GAAP

Basic and diluted (0.58) (0.40) (0.53)

2004 2003 2002
$ $ $

Year ended November 30,
in thousands of Canadian dollars

g) Flow-through shares

As described in note 9 to the consolidated financial statements,
the Company issued by way of private placement 1,980,200
flow-through common shares at $10.10 per share.  The
Company received a net premium to market on this issuance of
$2,496,000 which was recorded in share capital as part of the
transaction.  For U.S. GAAP purposes, SFAS 109, “Accounting
for Income Taxes” (SFAS 109), the proceeds should be allocated
between the offering of the shares and the sale of tax benefits
when the shares are offered.  The allocation is made based on the
difference between the quoted price of the shares and the amount
the investor pays for the flow-through shares.  A future income
tax liability is recognized for the premium paid by the investors.

h) New accounting standards

The FASB has issued Interpretation No. 46 (revised
December 2003), “Consolidation of Variable Interest Entities
- an Interpretation of ARB No. 51 (FIN 46).  The primary
purpose of FIN 46 is to provide guidance on the identifica-
tion of, and financial reporting for, entities over which con-
trol is achieved through means other than voting rights.  Such
entities are known as Variable Interest Entities.  FIN 46 is
effective for the Company's 2004 year-end.  A similar guide-
line has been introduced in Canada, Accounting Guideline 15
“Consolidation of Variable Interest Entities”.  This guideline
applies to annual and interim periods beginning on or after
November 1, 2004.    The adoption of the guideline has not
been material to the Company.

On October 13, 2004, the FASB concluded that Statement
123R, “Share-Based Payment, an Amendment of FASB
Statements No. 123 and 95” (SFAS 123R), which would require
all companies to measure compensation cost for all share-based
payments, including employee stock options, at fair value, would
be effective for public companies for interim or annual periods
beginning after June 15, 2005. This Statement would eliminate
the ability to account for stock-based compensation transactions
using APB 25 and generally would require instead that such
transactions be accounted for using a fair-value based method,
with a binomial or lattice model preferred to the Black-Scholes
valuation model. The FASB planned to issue a final Statement on
or around December 15, 2004 and has not as of the release of
these financial statements. The Company is currently evaluating
the impact of SFAS 123R.

The Financial Accounting Standards Board (FASB) Emerging
Issues Task Force (EITF) has issued statements EITF 04-2:
Whether Mineral Rights Are Tangible or Intangible Assets (EITF
04-2) and EITF 04-3: Mining Assets: Impairment and Business
Combinations (EITF 04-3).  The task force for EITF 04-2
reached a consensus that mineral rights are tangible assets and
accordingly mineral rights should be accounted for as a tangible
asset.  The task force for EITF 04-3 reached a consensus that
value attributable to proven and probable reserves should be
included in the value allocated to mining assets in a purchase
price allocation.
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Flow-Through Shares

On October 28, 2004 the Company issued 1,980,200 flow-through
shares (FTS) for gross proceeds of $20,000,020. Under the FTS agree-
ments the Company agreed to renounce $20,000,020 of qualifying
expenditures to the investors effective December 31, 2004, although
under Canadian tax law the expenditures may actually be incurred up
to December 31, 2005. 

During 2004, new guidelines related to FTS accounting were issued
by the Emerging Issues Committee (EIC) of the CICA under EIC
146.  Under EIC 146 the Company is required to record a provision

at the time of the actual renunciation, by a reduction in the amount
included in share capital relating to the FTS, for the future income
taxes related to the deductions forgone by the Company. The
Company has estimated that the future income taxes recorded at the
time of renunciation would be approximately $7 million.
Consequently, subsequent to the year ended November 30, 2004, the
Company will recognize a reduction in share capital and increase in
deferred income taxes of $7 million. In subsequent periods, should the
Company incur losses that would give rise to a related future income
tax asset the Company will recognize that asset and related income at
that time.  Significant differences exist between Canadian GAAP and
U.S. GAAP accounting at the time of renunciation.     

17. Subsequent Events
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