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General

This Management’s Discussion and Analysis of  NovaGold
Resources Inc. (NovaGold or the Company) is dated July 12, 2006
and provides an analysis of  NovaGold’s financial results for the
three and six months ended May 31, 2006 compared to the same
periods in the previous year.  At July 12, 2006 the Company had
89.1 million common shares issued and outstanding.  The following
information should be read in conjunction with the Company’s May
31, 2006 unaudited consolidated financial statements and related
notes and with the Company’s audited consolidated financial state-
ments and related notes for the year ended November 30, 2005,
which were prepared in accordance with generally accepted
accounting principles in Canada (Canadian GAAP).  The account-
ing policies have been consistently followed in preparation of  these
financial statements.  All amounts are in Canadian dollars unless
otherwise stated.  Additional information related to NovaGold is
available on the Company’s website www.novagold.net or on
SEDAR at www.sedar.com.

NovaGold is a precious metals company focused on the exploration
and development of  high quality mineral properties in Alaska and
British Columbia. NovaGold is advancing three of  the largest un-
developed resources in North America: the Galore Creek copper-
gold-silver project, the Donlin Creek gold project in partnership
with Barrick Gold Corp., and the Ambler project in partnership
with subsidiaries of  Rio Tinto. NovaGold had $203 million of
unrestricted cash at May 31, 2006 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”. 

Results of  Operations 

The Company reported a net loss before tax of  $6.5 million for the
six months ended May 31, 2006 compared with a net loss before tax
of  $6.9 million for the same period in 2005. The results for the
Company include a significant amount of  non-cash items, so net
cash outflows used in operating activities are smaller than reported
losses at $3.0 million in the first six months of  2006 compared with
outflows of  $4.0 million in the same period in 2005. The net loss
after tax was $8.5 million for the six months ended May 31, 2006 (or
$0.11 per share) compared with a net loss of  $6.9 million (or $0.11
per share) in the same period in 2005.  The increase in net loss for
the six months ended May 31, 2006, compared to the same period
in the prior year, was mainly due to increases in general, administra-
tive and professional costs of  $0.9 million, in foreign exchange loss-
es of  $1.4 million and income tax expense of  $2.1 million, offset by
an increase in net revenue of  $2.7 million.  

For the six months ended May 31, 2006 net revenues increased by
$2.7 million due mainly to an increase of  $2.2 million in interest
income from the investment of  the net proceeds of  $189 million

from the Company’s public offering completed in early February
2006.  In addition revenue from the Company’s land and gravel
sales, gold royalties and other revenues increased by $0.5 million
largely due to increased land sales during the first quarter of  2006.

Expenses for the six months ended May 31, 2006 totalled $10.2 mil-
lion compared with $7.9 million in the same period in 2005.  The
main components of  this increase were (a) the increase in foreign
exchange loss of  $1.4 million resulting from the effect of  the
strengthening Canadian dollar against the US dollar on the
Company’s US dollar funds held to match anticipated US dollar
expenditures, (b) the increase in professional fees of  $0.5 million
due in part to extra costs related to Sarbanes-Oxley compliance
work and legal fees (c) the increase of  $0.3 million in general and
administrative costs and $0.5 million in direct salaries (offset by a
$0.5 million reduction in stock based compensation) as a result of
expanded staff  resources and support costs in all areas to meet the
needs created by the more advanced stages of  the Company’s proj-
ects and an expanded shareholder base.  In addition, a future income
tax expense of  $2.1 million resulted from specific income tax effects
of  expenditures at Galore Creek.

The Company reported a net loss of  $8.6 million (or $0.10 per
share) for the quarter ended May 31, 2006, compared with a net loss
of  $1.8 million (or $0.03 per share) for the same quarter in 2005.
The increase in the quarter’s loss was as a result of  stock-based com-
pensation recognized in the quarter of  $3.5 million, a foreign
exchange loss totaling $2.0 million resulting from a strengthening
Canadian dollar against the US dollar, and an income tax expense of
$2.1 million related to income tax credits for expenditures on the
Galore Creek project, with no significant comparable amounts in the
same period in 2005.  

Net revenues from interest income and the Company’s land and
gravel sales, gold royalties and other revenues totaled $2.2 million
in the quarter ended May 31, 2006, compared with $0.5 million for
the same quarter in 2005.   The main increase was due to the $1.9
million increase in interest income due to higher cash balances
invested and the generally higher interest rates, particularly for the
US funds invested.  

Expenses were $8.5 million for the quarter ended May 31, 2006
compared with $2.2 million in the same quarter in 2005.  During the
quarter, the Company recorded a foreign exchange loss of  $2.0 mil-
lion resulting from the effect of  the strengthening of  the Canadian
dollar on the Company’s US dollar cash balances which offsets gains
made in the first quarter of  $0.7 million. In the quarter the
Company recorded $3.5 million for stock-based compensation com-
pared with none in the previous year.  The difference is due to tim-
ing of  grants.  In 2006, the Company granted annual stock options
in March compared with January in 2005. The March 2006 grants
were the main part of  the second quarter $3.5 million stock based
compensation expense and the January 2005 grant was the main part
of  the $4.2 million charge in the first quarter 2005.  The accounting
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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
the end of  the year.  During the second quarter, the Company
expended $6.7 million on mineral properties and related deferred
costs ($12.1 million for the six months ended May 31, 2006) com-
pared with $11.9 million for the second quarter in 2005 ($15.5 million
for the six months ended May 31, 2005).  The overall expenditures in
2006 reduced compared with 2005 mainly because of  the reduced
activity related to the Galore Creek project. In 2005 extensive work
was undertaken particularly with regard to environmental baseline
data collection, to prepare the applications for Environmental
Assessment and preparing for the extensive drill program in 2005
necessary to provide data for the feasibility study being completed in
2006. In 2005 a total of  63,000 metres of  drilling was completed by
the Company in and around Galore Creek whereas in 2006 the
Company has budgeted to complete 18,000 metres of  drilling. The
majority of  the expenditures in 2006 at Galore Creek relate to final-
izing the environmental and engineering work for the submission of
an Environmental Assessment Report that was submitted in May 2006

and an independent Feasibility Study targeted to be completed on the
project in the second half  of  2006.  The expenditures on the Copper
Canyon property mainly relate to the fair value of  the Company’s
74,074 common shares issued during the first quarter as part of  the
property option agreement.  In the six months ended May 31, 2006
the Company also expended $2.3 million (net of  non-cash stock
based compensation) on exploration, engineering and environmental
permitting at the Rock Creek project in Nome, Alaska.

Factors that can cause fluctuations in the Company’s quarterly
results are the timing of  the Nome land sales, stock option grants,
taxation and the write-offs of  mineral property costs previously
capitalized.  The main fluctuations over the previous eight quarters
related to stock options and taxation.  The majority of  the
Company’s properties are not yet in production, consequently the
Company believes that its period income or loss (and consequent
income or loss per share) is not a significant factor to investors in
the Company.  Although the Company’s sales revenues are denominat-
ed in US dollars and a portion of  the expenses are denominated in US
dollars, the Company’s cash balances, which are significantly larger than
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5/31/06 2/28/06 11/30/05 8/31/05 5/31/05 2/28/05 11/30/04 8/31/04
$ $ $ $ $ $ $ $

Net revenues 2,213 1,409 1,256 1,074 409 515 946 1,207
Income (loss) for the quarter (8,629) 102 2,577 (1,451) (1,797) (5,137) (1,263) (286)
Loss per share - basic and diluted (0.10) 0.00 0.04 (0.02) (0.03) (0.08) (0.01) (0.00)
Expenditures on mineral properties
and related deferred costs(1)

USA 3,254 1,641 4,221 4,636 2,735 1,613 3,852 3,153
Canada 1,599 5,274 17,433 22,232 6,442 2,859 7,371 92,980(2)

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

(1) Expenditures on mineral properties and related deferred costs include fair value adjustments and stock-based compensation, net of  recoveries, 
write-downs, disposals, option payments received and taxes.

(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. in July 2004.

for stock-based compensation includes an equivalent amount in
shareholders’ equity, so there is no net effect on shareholders’ equi-
ty as a result of  this charge.

Overall general and administrative costs, salaries, corporate develop-
ment and communication, and professional fees have increased by
$0.6 million to $2.9 million in the second quarter of  2006 compared
with $2.3 million in the same quarter in 2005. General and adminis-

trative, professional fees and salaries have increased because of  the
Company’s growth and increased activity. 

In the three months ended May 31, 2006 the Company also record-
ed a dilution loss of  $0.2 million from its ownership of  common
shares of  Alexco Resource Corp. resulting in a net dilution gain of
$0.3 million for the six months ended May 31, 2006. No dilution
gain or loss arose in 2005.

Selected Financial Data

The following quarterly information is prepared in accordance with generally accepted accounting principles in Canada (Canadian GAAP).



those US amounts, are predominately in Canadian funds and therefore
the Company has not been materially susceptible to currency variations
in the first half  of  2006.  

Liquidity and Capital Resources

The Company expended $3.0 million on operating activities during the
six months ended May 31, 2006 compared with $4.0 million in the same
period in 2005.  The cash flow used in operations, before non-cash
working capital, was largely unchanged at $2.7 million in 2006 compared
with $2.6 million in 2005. The main improvement in cash flow from
operating activities resulted from movements in non-cash working cap-
ital items primarily resulting from reductions in receivables in the first
half  of  2006 compared with an increase in the first half  of  2005.  

The Company received net proceeds of  $194 million from a public
offering and the exercise of  stock options and warrants in the six
months ended May 31, 2006 compared with $1.1 million from the exer-
cise of  stock options in the first six months of  2005.  

The Company expended $21.5 million on investing activities in the six
months ended May 31, 2006 compared with $15 million in the same
period in 2005.  Of  this amount $3.0 million was invested in the acqui-
sition of  1.2 million shares in Alexco Resources, $6.7 million was
expended on property, plant and equipment mainly for the Rock Creek
project in anticipation of  mine construction approval in 2006, and
$12.1 million was expended on exploration mainly on the Galore Creek
and Rock Creek projects.  In addition, $3.8 million of  investment tax
credits related to expenditures on the Galore Creek property were rec-
ognized in the period.

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

At May 31, 2006, the Company’s aggregate commitments for operating
leases totalled $2.8 million.   These operating leases include the
Company’s leased head office location and certain office equipment.
The future minimum lease payments at the year-end are approximately
as follows:

The Company has no significant financial or other instruments except
that its cash balances are largely invested in high quality commercial or
bank paper with terms of  less than three months that can be easi-
ly liquidated.

Outlook

At May 31, 2006 the Company had unrestricted cash and cash equiv-
alents of  $203 million.  On February 8, 2006 the Company issued by
way of  public offering 14,950,000 common shares at $13.43
(US$11.75) per common share for net proceeds of  $189 million.  The
net proceeds from the financing are planned to be used to fund explo-
ration at, and construction of, the Rock Creek project, to complete
final feasibility studies for both the Galore Creek and the Donlin
Creek projects, to fund the 2006 option payment due with respect to
the Galore Creek project, to fund exploration on the Ambler project,
to fund exploration on NovaGold's other projects and for general
corporate purposes. The actual amount that the Company spends in
connection with each of  the intended use of  proceeds may vary sig-
nificantly from the amounts specified above. In particular, the pro-
ceeds will only be expended on the development of  Rock Creek if  a
development decision is made. If  such a decision is not made, the
funds allocated for the construction of  Rock Creek will be utilized for
the completion of  feasibility studies on each of  the Galore Creek
project and the Donlin Creek project and for exploration on the
Company's other projects.

In 2006, the Company has budgeted to invest a minimum of  $75 mil-
lion on its share of  exploration and development programs on its
properties. This work is anticipated to include a minimum of  115,000
meters of  drilling, including that funded by joint venture partners,
with the majority of  the work focused on the Donlin Creek, Galore
Creek, Rock Creek and Ambler projects.

At the Galore Creek project, the Company plans to spend approxi-
mately $40 million on programs that are planned to lead to comple-
tion of  a feasibility study in the second half  of  2006 and to assist per-
mit completion in 2007. Included in the budget are approximately
18,000 metres of  infill and exploration drilling, continuation of
detailed design, particularly of  the road access, continued metallurgi-
cal testing, monitoring and community projects as well as the US$7.5
million property payment due in October 2006.  The Company is
reviewing activities and the ordering of  long lead time item equip-
ment that may be carried out prior to obtaining development permits
but which may assist the construction timeline at Galore Creek. The
Company’s Board has approved up to an additional $49 million of
expenditures at Galore Creek in calendar 2006 subject to review as the
permitting process advances.  

At Rock Creek (and Big Hurrah) the Company is planning a two
staged approach. The first stage consists of  US$26 million budget-
ed in 2006 for ongoing development work, design, engineering, per-
mit work and purchase of  critical equipment and consumables, as
well as a planned 10,000 metre drill program. This amount has been

$

2006 148
2007 295
2008 295
2009 295
2010 305
Thereafter 1,420

in thousands of  Canadian dollars
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increased by US$10 million to allow for continuing pre-construc-
tion activities. The second stage assumes that permits will be
obtained on a timely fashion and that the board of  directors of  the
Company will make a positive production decision to build a mine
at Rock Creek and facilities at Big Hurrah. It is expected that a fur-
ther budget for 2006 of  approximately US$20 million would be
added at this time.  

The Company is continually assessing the activities and timelines for
both the Galore Creek and Rock Creek/Big Hurrah projects and may
change the planned expenditures on those projects dependent on
these ongoing assessments, primarily related to when permits are like-
ly to be issued, currently expected for Rock Creek to be before the
2006 year-end. 

At the Ambler project, the Company plans to spend US$4 million
completing a resource estimation and scoping study, continuing trans-
portation and power studies, carrying out further metallurgical test
work and undertaking a minimum 3,000 meters drilling program
focusing on new areas along the Ambler belt. 

NovaGold’s joint venture partner at Donlin Creek is Placer Dome US.
On March 15, 2006 Barrick Gold Corp (Barrick) acquired all of  the
shares of  the parent of  Placer Dome US. NovaGold's rights and obli-
gations under its mining joint venture agreement with Placer Dome
are not altered by Barrick's acquisition of  Placer Dome Inc. Barrick
has given notice to NovaGold that Placer Dome US (Barrick) has met
the US$32 million expenditure requirement at Donlin Creek.
NovaGold has accepted this notice subject to review and audit.
Barrick has presented a budget of  US$57 million, including approxi-
mately 80,000 meters of  drilling for Donlin Creek for calendar 2006.
Subject to any adjustment that may come from the audit of  the
US$32 million expenditures, NovaGold’s share will be approximately
US$15 million.  NovaGold expects to request that this US$15 million
be advanced by Barrick on the Company’s behalf  as allowed in the
joint venture agreement.

In addition to the above NovaGold has other ongoing expenditures
and property interests. The Company expects to fund all its currently
planned and approved activities for 2006 from existing cash. 

In May 2006 the Company entered into an agreement to acquire all
of  the outstanding common shares and stock options of  Coast
Mountain Power Corp. (Coast Mountain) by way of  plan of  arrange-
ment. Under the plan, shares of  Coast Mountain will be exchanged
for NovaGold shares at a ratio valued at $2.20 per Coast Mountain
share, based on the weighted average trading price of  NovaGold’s
shares over a fixed period prior to the effective date of  the arrange-
ment.  The transaction has a total value of  approximately $45 million,
before expenses. Coast Mountain is a green power company with
hydroelectric development projects located near NovaGold's Galore
Creek copper-gold project in northwestern British Columbia. The

transaction is subject to certain shareholder, regulatory and other
approvals. A special meeting of  Coast Mountain shareholders is
scheduled to be held on July 28, 2006 to approve the transaction.
NovaGold has agreed to purchase a $1 million 12% convertible
secured debenture of  Coast Mountain to finance mutually agreed
upon costs prior to completion of  the transaction and Coast
Mountain has agreed to pay a termination fee of  $1.5 million to
NovaGold in certain circumstances, including in the event the agree-
ment is terminated by Coast Mountain to accept a superior proposal
from another prospective bidder. When the transaction is complete,
assuming sufficient votes are received, NovaGold contemplates
preparing an updated feasibility study on Coast Mountain’s Forrest
Kerr project and considering the potential expenditures on the relat-
ed power line and infrastructure improvements for Forrest Kerr that
may also benefit the Company’s Galore Creek project. No commit-
ment for those amounts has yet been made. Management believes
that there will be development synergies with NovaGold’s Galore
Creek copper-gold project and Coast Mountain’s approved hydro-
electric plant and power transmission line.

On June 19, 2006 NovaGold announced an all-cash offer to acquire all
of  the outstanding common shares of  Pioneer Metals Corp. (Pioneer)
at a price of  57 cents per share. The offer is open for acceptance until
9 p.m. Vancouver time on July 25, 2006. The offer is subject to certain
conditions, including receipt of  all necessary regulatory approvals,
absence of  adverse changes and acceptance of  the offer by Pioneer's
shareholders who tender a sufficient number of  common shares so that
NovaGold will hold not less than 66-2/3 per cent of  the outstanding
common shares on a fully diluted basis. The maximum amount of  cash
payable by NovaGold if  it acquires all of  the outstanding common
shares that it does not presently hold, assuming exercise of  all of
Pioneer's outstanding share options, will be approximately $34.6 mil-
lion, excluding expenses. The acquisition of  Pioneer is part of
NovaGold’s long-term strategy to consolidate the Galore Creek district
and facilitate efficient development of  the property.

Related Party Transactions

In 2005, the Company sold 650399 BC Ltd. (BC), which held the
Company’s Yukon and British Columbia assets other than the Galore
Creek and adjacent properties. The purchaser was Alexco Resource
Corp. (Alexco), a newly formed company whose president is a direc-
tor of  NovaGold. The proceeds from the sale of  BC Ltd. were shares
in Alexco recorded at a fair value of  $2.75 million, plus a cash pay-
ment of  $600,000 equivalent to the cash existing in BC Ltd. at the
time of  the sale. The sale proceeds were equivalent to the consolidat-
ed book value of  the assets in BC Ltd and thus there was no gain or
loss on the sale. Although no agreement has been concluded, the
Company intends to option back certain exploration rights to the
Brewery Creek property from Alexco.

In January 2006 Alexco completed an initial public offering (IPO) and
was listed on the Toronto Stock Exchange (TSX).  The TSX listing
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accelerated the maturity of  certain warrants previously issued.
NovaGold did not participate in the IPO nor did it own any warrants.
As a consequence of  these issuances NovaGold’s interest in Alexco was
reduced from approximately 29% to 19.3% and the Company recog-
nized a gain of  $0.5 million on the dilution during the first quarter. The
Company, in order to maintain its percentage interest in Alexco,
committed to purchase up to 1.2 million common shares in Alexco
at $2.50 per share contemporaneously with a public offering by
Alexco at the same per share amount.  

Effective July 31, 2004, the Company entered into an option agree-
ment with an officer of  the Company for the Khotol property locat-
ed 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 totaling 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.

Critical Accounting Estimates

The most critical accounting principles upon which the Company’s
financial status depends are those requiring estimates of  the recover-
ability 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
properties are sold, allowed to lapse, abandoned or become
impaired. Investment tax credits, when there is reasonable assurance
that they will be realized, are offset against mineral properties and
related deferred costs.

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
suggest 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.

Management’s estimates of  mineral prices, mineral resources, 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  econom-
ically recoverable reserves, securing and maintaining title and bene-
ficial 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 discovery or establishment of
adequate reserves is dependent on successful exploration.
Competition for exploration resources at all levels is currently very
intense, particularly affecting availability of  manpower, drill rigs and
helicopters. As a result of  this, and other factors inherent in explo-
ration, 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
Company’s 2005 audited consolidated financial statements which can
be obtained on the Company’s website www.novagold.net or on
SEDAR at www.sedar.com.

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 min-
eral exploration activities will result in any discoveries of  new bod-
ies of  commercial ore.  There is also no assurance that if  commer-
cial ore is discovered that ore body would be economical for com-
mercial production.  Discovery of  mineral deposits is dependent
upon a number of  factors and significantly influenced by the tech-
nical skill of  the exploration personnel involved.  The commercial
viability of  a mineral deposit is also dependent upon a number of
factors which are beyond the Company’s control.  Some of  these
factors are the attributes of  the deposit, commodity prices, gov-
ernment policies and regulation and environmental protection.

The Company is earning an interest in certain of  its key properties
through option agreements and acquisition of  title to the proper-
ties is only completed when the option conditions have been met.
These conditions include making property payments, incurring
exploration expenditures on the properties, and satisfactory com-
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pletion of  certain pre-feasibility studies and third party agreements.
If  the Company does not satisfactorily complete these option con-
ditions 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 capitalized 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
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 con-
tinue 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
sensitivity analysis for price changes has been provided or carried out.

Acquisitions
The Company is in the process of  potentially acquiring Coast
Mountain Power Corporation and Pioneer Metals Corporation.
There can be no assurance that the Company will be successful in
either of  these acquisitions.  Should the Company not be successful
in these acquisitions, there may be negative effects on the timeline of
development of  the Galore Creek project but it is not expected that
the carrying value of  Galore Creek will be negatively affected from an
accounting viewpoint.

Management’s Discussion and Analysis
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Caution on Forward-Looking Statements
The Management's Discussion and Analysis contains certain forward-looking statements concerning anticipated developments in NovaGold's operations in future periods. 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 and may include statements regarding exploration
results and budgets, mineral resource estimates, work programs, capital expenditures, timelines, strategic plans, market price of  precious metals or other statements that are not statement of  fact . Forward-looking state-
ments 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, uncer-
tainties 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 state-
ments. 



[signed: Rick Van Nieuwenhuyse] [signed: James Philip]

Assets
Current assets
Cash and cash equivalents 202,675 33,317
Restricted cash 834 785  
Other receivables 1,250 2,400
Temporary investments (note 4) 3,534 3,534
Deposits and prepaid amounts 1,030 669

209,323 40,705   

Accounts and officer loan receivable 589 763
Deposits and prepaid amounts 239 -
Land 1,741 1,754
Property, plant and equipment (note 3) 20,177 13,685  
Mineral properties and related deferred costs (note 5) 221,065 209,297 
Investments (note 4) 7,231 4,069
Tax credits 3,846 -
Reclamation deposit 105 105

464,316 270,378  

Liabilities
Current liabilities
Accounts payable and accrued liabilities 8,495 8,885   
Loan payable 200 200
Asset retirement obligation 700 1,020 

9,395 10,105  

Other liabilities 634 646
Future income taxes 37,770 34,393

47,779 45,144  

Shareholders' equity 
Share capital (note 6) 489,020 292,876
Contributed surplus 820 820
Stock-based compensation (note 7) 14,309 10,219
Warrants 9,335 9,759
Deficit (96,967)  (88,440)  

416,517 225,234  
464,316  270,378   

Nature of  operations (note 1)
Subsquent events (note 9)

May 31 November 30
2006 2005

$ $

Director Director
Approved by the Board of  Directors

Consolidated Balance Sheets - Unaudited

in thousands of  Canadian dollars

(See accompanying notes to consolidated financial statements)
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Revenue

Land, gravel, gold and other revenue 90 202 869 346
Interest income 2,165 252 2,839 655

2,255 454 3,708 1,001

Cost of  sales 42 45 86  77
2,213 409 3,622 924

Expenses and other items

Corporate development and communication 527 461 684 679
Foreign exchange (gain) loss 1,994 (57) 1,340 (84)
General and administrative 745 597 1,420 1,092
Professional fees 527 441 1,103 560
Reclamation 52 - 52 -
Salaries 1,099 764 1,926 1,402
Salaries - stock-based compensation (note 7) 3,506 - 3,711 4,209

8,450 2,206 10,236  7,858

(Gain) loss on dilution from equity investment (note 4) 223 - (294) -
Loss from equity investment 92 - 130 -
Loss for the period before income taxes (6,552) (1,797) (6,450)  (6,934)

Future income tax expense (note 5) (2,077) - (2,077) -
Loss for the period after income taxes (8,629) (1,797) (8,527) (6,934)

Deficit - Beginning of  period (88,338) (87,769) (88,440) (82,632)

Deficit - End of  period (96,967) (89,566) (96,967)  (89,566)

Loss per share

Basic and diluted (0.10) (0.03) (0.11) (0.11)
Weighted average number of  shares (thousands) 88,462 66,181 76,573 65,892

2006 2005
$ $

(See accompanying notes to consolidated financial statements)

Six Months Ended
May 31

2006 2005
$ $

in thousands of  Canadian dollars, 
except for per share amounts

Three Months Ended
May 31
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Cash flows used in operating activities

Loss for the period (8,629) (1,797) (8,527) (6,934)
Items not affecting cash

Amortization 122 22 172 84
Future income tax 2,077 - 2,077 -
(Gain) loss on dilution from equity investment 223 - (294) -
Loss from equity investment 92 - 130 -
Stock-based compensation 3,506 - 3,711 4,209

(2,609) (1,775) (2,731) (2,641)
Net change in non-cash working capital

Decrease (increase) in accounts and GST receivable, deposits
and prepaid amounts (75) (587) 548 (1,191)

Decrease (increase) in inventory 2 (1) 4 (1)
(Decrease) increase in accounts payable and accrued liabilities 1,373 79 (837) (129)

(1,309) (2,284) (3,016)   (3,962)
Cash flows from financing activities

Proceeds from issuance of  common shares – net 2,812 324 193,858 1,128
2,812 324 193,858 1,128

Cash flows used in investing activities

Acquisition of  property, plant and equipment (4,964) (737) (6,675) (778)
Decrease in accounts receivable 95 - 174 -
Expenditures on mineral properties and related deferred costs - net (6,669) (11,942) (12,073)  (15,549)
Increase (decrease) in accounts payable and accrued liabilities

related to mineral properties (1,137) 4,982 139 1,609
Increase in restricted cash (49) (321) (49) (321)
Increase in investments (3,000) - (3,000) -

(15,724) (8,018) (21,484)   (15,039)

Increase (decrease) in cash and cash equivalents during the period (14,221) (9,978) 169,358 (17,873)
Cash and cash equivalents - Beginning of  period 216,896 48,247 33,317 56,142
Cash and cash equivalents - End of  period 202,675 38,269 202,675 38,269

Supplemental disclosure

Sale of  subsidiary for common shares - 2,765 - 2,765
Shares issued for option agreement - - 1,087 864

2006 2005
$ $

Three Months Ended
May 31

2006 2005
$ $

in thousands of  Canadian dollars

Six Months Ended
May 31

(See accompanying notes to consolidated financial statements)



NovaGold Resources Inc. (the “Company”) is a natural resource com-
pany engaged in the exploration and development of  gold and copper
properties in North America.  Since 1998, the Company has assembled
a portfolio of  mineral properties in Alaska and British Columbia.  

The Company is in the process of  exploring its mineral properties and
has not yet determined whether these properties contain reserves that
are economically recoverable. The amounts shown as mineral proper-
ties 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 miner-
al properties and related deferred costs is dependent upon the dis-
covery of  economically recoverable reserves, securing and maintain-
ing 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. 

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., Alaska Gold Company and NovaGold
Resources Alaska, Inc.  All inter-group transactions are eliminated on
consolidation.

The consolidated accounts have been prepared using accounting
principles generally accepted in Canada for interim reporting.  The 

accounting policies followed by the Company are set out in Note 2 to
the audited consolidated financial statements included in the
Company’s 2005 Annual Report and have been consistently followed
in the preparation of  these consolidated financials statements.  These
consolidated financial statements should be read in conjunction with
the Company’s 2005 audited consolidated financial statements.  

2. Accounting policies

Notes to Consolidated Financial Statements - Unaudited
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3. Property, plant and equipment

Accumulated
Cost amortization Net

$ $ $
Heavy machinery and equipment 1,530 685 845
Office furniture and equipment 1,063 403 660
Leasehold improvements 529 70 460
Mining and milling equipment 18,213 - 18,212

21,335 1,158 20,177

in thousands of  Canadian dollars

May 31,
2006

The Company continues to purchase critical mobile and other equipment for the Rock Creek project in anticipation of  mine construction
approval in 2006.  Amortization of  this equipment is expected to begin as soon as the equipment is placed in service.

Accumulated
Cost amortization Net

$ $ $
Heavy machinery and equipment 1,220 464 756
Office furniture and equipment 801 282 519
Leasehold improvements 529 43 486
Mining and milling equipment 11,924 - 11,924

14,474 789 13,685

November 30,
2005
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Temporary investments
5,374,544 shares of  US Gold Corp. (market value- $52,688) 3,534

Long term investments
5,304,478 shares of  Alexco Resource Corp. (market value - $16,126) 5,559
3,921,568 shares of  Pioneer Metals (market value - $1,922) 1,000
1,437,500 shares of  TNR Gold Corp. (market value - $345) 317
600,000 shares of  Eagle Plains Resources Ltd. (market value - $1,050) 180
Other investments 175

7,231

in thousands of  Canadian dollars4. Investments

loThe Company has significant influence in Alexco Resources Corp.
(“Alexco”) and has accounted for the investment using the equity
method.  Alexco has a June 30th year end.  During the six months
ended May 31, 2006 the Company recorded a $130,000 loss from its
investment in Alexco. During this period Alexco also completed an
initial public offering and issued common shares on the exercise of

warrants and stock options.  On April 28, 2006, the Company pur-
chased 1.2 million common shares in Alexco at $2.50 per share con-
temporaneously with a public offering by Alexco at the same per share
amount. The Company recorded a net dilution gain of  $294,000 as a
result of  these transactions.  

May 31, 
2006

$

Temporary investments
5,374,544 shares of  US Gold Corp. (market value- $22,896) 3,534

Long term investments
4,104,478 shares of  Alexco Resource Corp. (unquoted) 2,395
3,921,568 shares of  Pioneer Metals (market value - $1,529) 1,000
1,437,500 shares of  TNR Gold Corp. (market value - $345) 317
600,000 shares of  Eagle Plains Resources Ltd. (market value - $414) 180
Other investments 177

4,069

November 30, 
2005

$
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Balance - Stock-based Balance -
November 30, compensation (1) May 31,

2005 Expenditures Tax credits (2) 2006
$ $ $ $

Alaska, USA
Donlin Creek 17,421 - - 17,421
Rock Creek 19,105 2,282 345 (1) 21,732
Shotgun 4,050 - - 4,050
Ambler 5,897 654 73 (1) 6,624
Big Hurrah 4,305 307 3 (1) 4,615
Khotol 1,240 969 10 (1) 2,219
Nome Gold 235 33 3 (1) 271
Other 125 202 14 (1) 341

British Columbia, Canada
Galore Creek 157,471 8,271 694 (1) 160,205

(3,231) (2)
Copper Canyon 2,448 1,139 - 3,587

209,297 13,857 (2,089) 221,065

5. Mineral properties and related deferred costs

in thousands of  Canadian dollars

On February 13, 2006 the Company announced that it had entered
into a comprehensive agreement with the Tahltan First Nation for
their participation to support the development of  in the Galore Creek
project in Northwestern British Columbia.  Financial contributions
will be made by the Company to the Tahltan Heritage Trust Fund
which will be used to mitigate any adverse social and cultural impacts

of  mine development.  During mine operations, Trust Fund payments
are guaranteed to be no less than $1.0 million annually.  Upon reach-
ing certain agreed financial targets, and subject to positive mine oper-
ating cash flow, the trust will receive the greater of  $1.0 million or a
0.5% to 1.0% net smelter royalty each year.



Balance at November 30, 2005 72,986 292,876
Issued in quarter

For cash and fair value pursuant to stock option agreements 41 193
For cash and fair value pursant to warrant agreements 212 2,723
Pursuant to property agreement 74 1,087
Pursuant to public offering - net 14,950 188,554

Balance at February 28, 2006 88,263 485,433
Issued in quarter

For cash and fair value pursuant to stock option agreements 513 3,456
For cash and fair value pursant to warrant agreements 18 191
Shares issuance costs - (60)

88,794 489,020
Balance at May 31, 2006

Shares held by a wholly-owned subsidiary eliminated on consolidation 9 -

Total issued and outstanding 88,803 489,020

Number of  Ascribed
shares value                  

(thousands)                      $

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

6. Share capital 

NovaGold Resources Inc. Second Quarter Report 2006
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In February 2006, the Company issued 14,950,000 common shares at $13.43 (US$11.75) per common share for net proceeds of  $189 million after
commissions and expenses of  $12 million.  

During the six months ended May 31, 2006, 229,246 brokers’ warrants were exercised for 229,246 common shares at $11.00 per common share.

7. Stock-based compensation 

The Company has a stock option plan providing for the issuance of
options at a rolling maximum number that shall not be greater than
10% of  the issued and outstanding common shares of  the Company at
any given time.  The Company may grant options to its directors, offi-
cers, employees and service 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 second anniversary date
for a 10-year period from the date of  grant.  

During the quarter ended May 31, 2006, the Company granted 1,820,000
stock options (3,755,000 – six months ended May 31, 2006). For the six

months ended May 31, 2006 the Company has recognized a stock-
based compensation charge of  $4,864,000, of  which $1,153,000 was
capitalized to mineral properties and deferred costs and $3,711,000 was
charged to operations, for options vesting in the six months granted in
the previous year to directors, employees and service providers in accor-
dance with CICA Handbook section 3870 Stock-based Compensation
and other Stock-based Payments (CICA 3870).  Compensation expense
for options and warrants granted is determined based on estimated fair
values of  the options and warrants at the time of  grant, the cost of
which is recognized on a straight line basis over the vesting period of
the respective options and grants.  The fair value of  the stock options
was calculated at the grant date using the following assumptions.
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Average risk-free interest rate 2.94% - 4.08% 2.94% - 4.09%

Expected life 1.76 - 1.92 years 1.76 -1.92 years

Expected volatility 42% - 58% 42% - 45%

Expected dividends Nil Nil

Vested during six months ended Granted during six months ended
May 31, 2006 May 31, 2006

7. Stock-based compensation (cont.) 

8. Segmented information 

The Company’s revenues and cost of  sales from external customers are generated from one reportable operating segment, sales from land, grav-
el and gold from its operations located in Nome, Alaska.  The Company’s exploration assets are located in the United States and Canada and the
geographical breakdown is shown in note 5.

9. Subsquent events 

(a) In May 2006 the Company entered into an agreement to
acquire all of  the outstanding common shares and stock options
of  Coast Mountain Power Corp. (Coast Mountain) by way of
plan of  arrangement. Under the plan, shares of  Coast Mountain
will be exchanged for NovaGold shares at a ratio valued at $2.20
per Coast Mountain share, based on the weighted average trad-
ing price of  the NovaGold’s shares over a fixed period prior to
the effective date of  the arrangement.  The transaction has a
total value of  approximately $45 million, before expenses. Coast
Mountain is a green power company with hydroelectric develop-
ment projects located near NovaGold's Galore Creek copper-
gold project in northwestern British Columbia. The transaction
is subject to certain shareholder, regulatory and other approvals.
A special meeting of  Coast Mountain shareholders is scheduled
to be held on July 28, 2006 to approve the transaction.
NovaGold has agreed to purchase a $1 million 12% convertible
secured debenture of  Coast Mountain to finance mutually
agreed costs prior to completion of  the transaction and Coast
Mountain has agreed to pay a termination fee of  $1.5 million to
NovaGold in certain circumstances, including in the event the
agreement is terminated by Coast Mountain to accept a superior
proposal from another prospective bidder.

(b) On June 19, 2006 NovaGold announced an all-cash offer to
acquire all of  the outstanding common shares of  Pioneer Metals
Corp. (Pioneer) at a price of  57 cents per share. The offer is
open for acceptance until 9 p.m. Vancouver time on July 25,
2006. The offer is subject to certain conditions, including receipt
of  all necessary regulatory approvals, absence of  adverse
changes and acceptance of  the offer by Pioneer's shareholders
who tender a sufficient number of  common shares so that
NovaGold will hold not less than 66-2/3 per cent of  the out-
standing common shares on a fully diluted basis. The maximum
amount of  cash payable by NovaGold if  it acquires all of  the
outstanding common shares that it does not presently hold,
assuming exercise of  all of  Pioneer's outstanding share options,
will be approximately $34.6 million, excluding expenses.

The Black-Scholes and other option pricing models require the input of  highly subjective assumptions that can materially affect the fair value
estimate, and therefore do not necessarily provide a reliable measure of  the fair value of  the Company’s stock options.


