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SPECIAL SITUATION - BUY RECOMMENDATION 
December, 1992 

TASEKO MINES LIMITED (TKOCF, OTC $10 1/41 

Shares outstanding, fully diluted: 10,681,874 
(All figures are in U.S. dollars unless otherwise noted.) 

HIGHLIGHTS: 

*Taseko controls the 5th largest copper and gold deposit in 
the world and intends to sell it. 

*Various valuation methods all point to a substantial 
price premium over the current stock price. 

*The deposit contains 5.6 billion pounds of copper and 14.8 
million ounces of gold also making it the 5th largest gold 
deposit in North America. 

*The Taseko management team has an outstanding track 
record for developing and selling mining properties. They 
successfully developed and sold North American Metals 
(50% Golden Bear Mine) to Homestake for $38 million and 
Continental Gold's Mt. Milligan property to Placer Dome for 
$210 million. 

*An expected world copper shortage in the next 2-4 years 
makes this property a major prize to more than 35 mining 
companies that are potential bidders on the property. 

*With the U . S .  money supply (Ml) increasing over $1 billion 
every 3 days for the past year it is only a matter of time 
before another bull market in gold materializes. 

Taseko Mines is developing the largest copper-gold property in 
Canada and the fifth largest in the world. Management's stated 
intention is to continue engineering and development work on the 
property until the property can be sold to a major mining 
company. Thus far, they have done a commendable job of expanding 
reserves and moving the project forward. We expect the company 
to be bought out at substantially higher prices. This is a 
Strong Buy. 
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BACKGROUND 

Taseko owns the Fish Lake deposit which is located in south 
central British Columbia. The property had been lying dormant 
since the late 1970's. After six years of litigation between 
Taseko and Cominco, which had the current option on the property, 
the Hunter/Dickinson management team took over Taseko Mines in 
March 1991 and ended the litigation. 

A deal with Cominco was concluded whereby Taseko had the 
exclusive right to control the property for 3 years, plus another 
year's option. If Taseko should sell the property or be taken 
over during this period, Taseko would pay Cominco a portion of 
the value reserved for the Project. The maximum Cominco can 
receive is $48 million. 

RESERVES 

When Taseko first took over the Fish Lake property, it had known 
reserves of 240 million tons containing 3.6 million 02.  gold and 
1 billion lbs. of copper. Since then they have expanded the 
mineral reserves of the deposit by approximately 450%. The 
company has completed over 180,000 feet of large diameter core 
drilling, which is substantial. Development costs to date are 
$6.5 million. 

At a cut-off grade* of . 3 %  Copper Equivalent** (Cu) which is 
comparable for existing copper mines in British Columbia, Taseko 
now has 1.265 Bilkion tons at a grade of .23% Cu and .012 oz. per 
ton gold. The deposit contains 1 4 . 8  million 0 2 .  gold and 5.6 
billion lbs. copper. This is a gigantic deposit. 

To put this in perspective, the largest copper-gold project in 
the world is Bingham Canyon, Utah, containing 30 billion lbs. Cu 
equivalent. Taseko's Fish Lake property ranks fifth with roughly 
11.9 billion lbs. Cu equivalent.** 

The Net Smelter Return shows the amount of cash flow realized per 
ton of ore after smelter costs. Looked at as a copper mine, 
Taseko ranks at the high end of profitability and compares very 
favorably with similar major copper projects in North America. 

*Cut-off grade: The grade (richness) of the ore below which any 
material is not included as containing mineral value. In other 
words, if there is an underground block of rock with only .25% 
copper it is not even included in calculating the copper content 
of the deposit. 

**This figure converts the value of gold reserves to a copper 
equivalent dollar value for comparison purposes. 
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-- Mine name 

Copper Mine Comparison 
Est. Net 

Smelter Return 

per ton 
Reserves Cu - Equ iv $u.s. 
Million tons Grade 

Valley Copper (Teck/Cominco) 760 0 . 4 2 %  
Morenci (Phelps Dodge) 1,316 0.51% 
Ray (Asarco) 1,100 0.63% 
La Caridad (Foment0 Mexico) 1,000 0 . 4 7 %  

$5.93 
6.11 
8.25 
5.84 

Fish Lake (Taseko) 1,265 0.52% 7.18 

Looked at as a gold mine, Taseko has the 5th largest reserves of 
all North American companies and compares very favorably on a 
value basis. 

Taseko's property will become one of the largest gold mines 
in the world. It follows that a major mining company 
that buys them will also vault into the top tier of world 
producers. 

ComDanv 

Gold Mine Comparisons 

(Million 0z.I $Mil 1 ions 1, Reserve O z .  

Market Cap 
Gold Reserves Market Cap. Per 

American Barrick 24.4 
Newmont Gold 20.1 
Homes t a ke 18.5 
Placer Dome 18.3 
Echo Bay 13.9 
LAC Minerals 7.7 

$4 , 156 $170 
3,501 174 
1,445 78 
2,577 14 1 

573 41 
809 106 

Taseko Mines 14.8 110 $7 

The sheer size of Taseko's gold reserves are important. The 
other mining companies shown here are in production and reporting 
proven and probable reserves. Taseko's reserves are drill 
indicated at pre'sent and will require further engineering work to 
develop a mining plan and identify proven/probable reserves. 

Notice the low market cap per reserve ounce compared to the other 
companies. This valuation difference is because Taseko is not 
yet in production. It points out the value that these reserves 
could command when put into production by a major producer. 
Therefore we expect strong interest in the property from the 
major producers. 
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MANAGEMENT 

Unlike most mining companies which seek to discover, develop, 
construct and operate mines, Taseko management has chosen to 
focus only on the development of high quality properties. This 
is a niche in the mining industry. 

Taseko Mines is run by a unique entrepreneurial team - the 
Hunter/Dickinson management group. 
talented mining experts. 
North American Metals' 50% ownership of Golden Bear Mine to 
Homestake for $38 million and Continental Gold's Mt. Milligan 
deposit to Placer Dome for $210 million. 
took place at over $400 gold. 

This is a collection of very 
They successfully developed and sold 

Both of these buyouts 

The Hunter/Dickinson team seeks out properties with large 
developmental and exploration potential. They invest their own 
money, and then do comprehensive geological and technical work 
including drilling out reserves, metallurgical studies, mine 
plans, engineering studies and beginning environmental work. 
This adds value to the property by expanding the known reserves 
and, basically, taking a lot of risk out of the project. 

They then sell the property to a major mining company which has 
the financial clout to build the mine and the operating expertise 
to run it. 

Replacing ore reserves is very important for major mining 
companies. 
they don't replace their reserves, they're out of business. For 
whatever reason, most mining companies (except American Barrick, 
Newmont, and Freeport Copper) have been extremely inefficient at 
exploration. So a prize property like Fish Lake ought to be bid 
on by several majors. 

Because mine lives are generally 10 years or less, if 

Fish Lake vs. Mt. Milligan 

While much work remains to be done engineering-wise on Taseko, 
the data below shows a very favorable comparison to the 
gold/copper deposit at Mt. Milligan, which was purchased for $210 
million. Despite a lower gold price today, the relative sizes 
suggests Taseko would be bought out at a higher price. 

Besides sheer size, which will allow for economies of scale of 
mining costs, the Fish Lake property has 70% less sulfide 
content. Lower sulfides means lower processing cost and little 
or no acid generation in tailings (waste rock) --- an expensive 
environmental problem. Also, the Work Index (a technical name 
for how much power and energy is needed to crush and grind the 
rock) is 50% less for Taseko. This means much lower milling 
costs for Taseko as well. 
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Tons 
Copper % 
Gold grade/oz . 
Lbs. of copper 
Ounces of gold 
Buy-out price 

Taseko 
-- Fish Lake 

1.2 Billion . 23% . 012 
5.6 Billion 
14.8 Million 

? 

Continental Gold 
- Mt. Millisan 

425 Million . 20% 
-013 

1.7 Billion 
5.5 Million 
$210 million 

VALUATION 

There are several methods of valuating this property. 

COMPARABLE BUYOUTS OF RESERVES 

Mineral reserves have different values depending upon metal 
prices and the degree of development. The greater the 
development, the lower the risk, and thus, the higher the value. 

For gold, industry rule of thumb has been that drill-indicated 
reserves were worth $20-25/reserve oz., proven and probable 
reserves were worth $30-35/reserve oz., and mineable reserves 
were worth $40-45/reserve oz. This was certainly true between 
$375-$425 gold. 
it might be argued that these measures should be discounted 
somewhat. 

With gold being at the current depressed price, 

However, in November 1991 at roughly $355 gold, Galactic sold 
its 4 8 %  stake in Ridgeway Gold Mine, for roughly $50 per reserve 
0 2 .  in cash and assumed debt for proven & probable reserves in 
production. 

In September 1991, Amax Gold began the buyout of Fairbanks Gold 
at roughly $355 gold. They paid roughly $90 million in shares 
for 51% of 4.2 million proven & probable ounces with a 
prefeasibility study giving a value of $42 per reserve 0 2 .  Amax 
Gold claimed they were valuing the property at 3.3 million 0 2 .  
which would boost the per oz. figure to $56. 

In October 1992, MMC Resources acquired 25% of Dayton Mining's 
Andacollo Gold Project in Chile at roughly $67 per mineable oz. 
at roughly $340 gold. Dayton is still expanding their reserves 
which would lower MMC's total cost per reserve 0 2 .  

So these figures at current metal prices would suggest that 
industry guidelines are still in effect. That says that the buy 
out price of Taseko should be better than $30 per reserve oz. and 
possibly better than $40 per reserve ounce when these reserves 
are moved to the proven/probable category by further engineering 
work. 
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Going from drill indicated oz. to proven/probable involves 
developing a mine plan and outside engineering work. 
involves some shrinkage of reserves, since everything is not 
included in the pit design ( L e o  some mineral inventory is left 
behind as you dig out the pit). 

That always 

Going from proven/probable to mineable reserves means even more 
engineering work which creates an official and comprehensive 
engineering document called a full feasibility study which can be 
taken to the bank for financing. 

A mineable reserve is the term for how much gold and copper can 
eventually be recovered. Using a .4% cut-off grade and allowing 
for shrinkage (meaning the loss of reserves outside the pit 
design and for non-economic material within the pit), I would 
estimate approximately 8 million ounces of gold in the mineable 
category. Considering the recent comparable sales, this 
property could command a $40-$50 per mineable 0 2 .  That 
translates into a $320-$400 million price tag, or $25 - $33 per 
share of Taseko. 

Clearly, there is still uncertainty to be removed in ongoing 
engineering work, but just as clearly, there is a lot of upside 
to the current market cap as well. 

As a copper or copper equivalent mine, we can use Placer Dome's 
recent agreement to buy 50% of the Zaldivar deposit in Chile for 
$100 million. This property has 760 million tons at .62% Cue 
This values the contained 4 . 7  billion lbs. copper reserves at 2.2 
cents/lb. Cu, 

Similarly, Minorco is buying Chevron's 1/3 stake in Chile's 
Collahuasi copper project for $185 million. This values the 
estimated 18 billion lb. copper reserve at 3 cents/lb., but with 
additional reserve expansion expected which would lower the 
overall cost per pound. 

A North American deposit should have a higher price per reserve 
pound for a political stability premium. For our comparison 
purposes, we will assume at least 2.5 cents per pound. 

Fish Lake contains roughly 11.9 billion lbs. Cu equivalent 
(converting gold to copper). That would value the property at 
$297 million ($23.35 per share)* with a feasibility study as a 
copper company. Obviously, better metal prices could bid this 
UP. 

*After Cominco is paid off. 
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NET PRESENT VALUE 

At this stage of development, putting hard numbers on the Fish 
Lake project involves lots of assumptions and many scenarios. 
Nonetheless, a net present value analysis based on future 
expected cash flow is worth looking at. 

At the time of the buy out the metal prices can make a 
significant difference. Sometimes, an average price over a long 
period of time can be used to smooth out cyclical metal prices. 

Using an ultra high 15% discount rate (a high rate in the present 
interest rate environment), I determined the net present value of 
the cash flow of the deposit after debt repayment at different 
metal prices, assuming the buyer purchased the property with cash 
or shares and financed the rest with debt at 8%. 

Since most mining companies evaluate the net present value on 
only the first ten years, I have presented both life of mine NPV 
and 10-year NPV. 

Open pit mining is an earth moving game. The more dirt you move, 
the more efficiencies you can achieve. Before the recent 
drilling program, Taseko was engineering the project for a 66,000 
ton per day operation. This scenario would produce roughly 
240,000 02. per year at a cost below $180 per 02. including 
copper credits for roughly 100 million lbs. copper per year over 
35 years of mine life. Capital costs were estimated at $360 
million. 

With the expansion of reserves, it makes sense to increase the 
size of the project. 
a 25 year mine life and produce an average of 319,000 oz. gold 
and 148 million lbs. Cu per year with a cash cost of $136 per 02. 
gold with copper credits. I estimate initial production would be 
in the neighborhood of 370,000 02. gold and 157 million lbs. 
copper. It would require a capital cost of roughly $450 million 
U.S. for the plant and infrastructure. 

A 100,000 ton per day operation would have 

Here are the comparable NPV figures at various metal prices. 
Since major mining companies are mostly concerned with the 10- 
year NPV, I have included those as well: 

Cu/Au price 

100,000 Tons/Day 
Life of mine NPV $350 Mil $403 Mil $481 Mil $745 Mil 
10-Yr NPV $293 Mil $ 3 3 8  Mil $ 4 0 4  Mil $627 Mil 

Buy out price to 
shareholders on 
10 year NPV only $22.90 $27.15 $33.35 $54.20 
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SHARE PRICE VALUATION 

These property valuation methods give us a range of property values 
that depend upon the stage of development and metal prices. Taseko 
has approximately 10.7 million shares outstanding. Also, Cominco 
will receive $48 million per their original deal. Here is what the 
buyout prices mean to Taseko shareholders. 

Less 
Buy-out Value - Cominco share = Price/TKO share 

$14 3 /16  
- $18 7 /8  

$23 1 /2  
$28 1 /4  
$32 7 /8  
$37 1 / 5  

- $42 1 /4  

- - $200  Mil - $48 
$250  Mil - $48 
$300  Mil - $48 
$350  Mil - $48 
$400  Mil - $48 
$450  Mil - $48 
$500  Mil - $48 - 

- 
- - 
- - 
- - 
- - 

BUY-OUT SUMMARY TABLE 
Our different buyout scenarios, then, translate into these share prices: 

Cu/Au price 

100,000 TPD 
10-year NPV 

$1.05 /$350 $1.10/$375 $1 .20 /$400 $1.50/$500 

14.8 million oz Drill 
Indicated Reserves 

@ $2o/oz.  $23.20 $23.20 $23.20 N/A* 

11 million 0 2 .  
Proven/Probable $26.40 $26.40 $26.40 N/A* 

@ $3o/oz .  

8.5 million 0 2 .  
Mineable $31.25 $31.25 $31.25 N/A* 

@ $45/0Z. 

2.5 cents per Copper 
Equivalent Pound $23.35 $23.35 $23.35 N/A* . 

*At $500  gold and $1.50 copper, the valuation would be much higher. 
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COPPER - THE ROARING '90s 
Copper is an investment idea for the '90s. 
years, world copper consumption has mirrored industrial 
production. 
because various regions of the world are shifting from an 
agricultural economy to an industrial economy. 
agricultural populations get involved in the industrialization 
process of the world the need for copper will increase. 

For the past 70 

Industrial production is now increasing dramatically 

As more and more 

Because of the vast size of the populations in China, USSR, 
Eastern Europe and the Pacific Rim (3.2 billion people), copper 
usage can increase dramatically with only a small advancement of 
industry. This is one of the reasons why we are very bullish on 
copper for the '90s. 

Annual per capita demand (consumption) for copper has basically 
been 10 pounds per person since 1968. The key age group for this 
demand is the population over 20. There were 1 billion children 
born in the decade between 1972 and 1982. Therefore, the 
population in the world of people over 20 years old will increase 
by over 1 billion people between 1992 and the year 2002. If the 
demand for copper continues at 10 pounds per person, the result 
will be an increase in demand of at least 10 billion pounds per 
year by the year 2002. 
this is, world mine production is currently only about 22 billion 
lbs. a year and many mines are running out of ore. 

To give you an idea of how significant 

In addition, a much larger portion of the new billion population 
group (as well as the population in general) will be involved in 
industrialization (because of the fall of communism) and these 
numbers, at best, are very conservative. Therefore, the growth 
in copper consumption could outstrip the supply by a significant 
amount. 
to go around. 

The bottom line is there isn't going to be enough copper 

Also, copper inventories are currently at historic lows, and if 
there is even any kind of a slight recovery from our recession, 
or if the Europeans come out of a recession, demand is going to 
pick up briskly. 

We are bullish on copper companies and combining them with a gold 
deposit is probably the best of both worlds. 

Many analysts feel that a major imbalance of supply and demand is 
going to take place within 18 months. Copper companies are aware 
of this and this will be in Taseko's favor when the bidding 
starts. Also, by the year 2000 there will only be two open pit 
copper mines in British Columbia (Gibraltar and Valley) that will 
not have closed because of the depletion of ore reserves. So 
this makes Taseko quite a plum for a major Canadian mining 
company. 
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SUMMARY 

There is no way to predict when a buyout might occur on Taseko. 
But the’size of the deposit alone commands attention. This 
property gives you a world class copper deposit and a world class 
gold property all in one. Meanwhile, you have a quality 
management team that will continue to add value while you wait. 

From the Buy-Out Summary Table, we can infer that the longer a 
buyout takes, the more developmental work is completed. This 
raises the value of the property. 

I would expect a buyout at least in the range of $250 to $300 
million on any near-term offer. I would expect proven/probable 
reserves to be delineated within 6 months. This would increase 
my buyout target to $300 to $400 million. Completion of a full 
engineering feasibility study providing mineable reserves would 
be one to two years away, but depending upon metals prices, could 
command better than a $400 million price tag. 

This is an excellent special situation that also has prospects 
for more appreciation from any metals price improvement. 

The stock at these levels is a strong buy. 

Bill Moon 
Analyst 
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