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PROJECTED MINING/RATE AND ANNUAL OUNCES RECOVERED o)
FOR ROYALTY ANALYSIS : Tacd

Minimy cost / JUNE 27, 1980 |
acv rock i ;1(’9"/ a v d /"1-"5‘/?0/' A h o . ol i Lk < = Vo o < /
; R s 4 “£ P 5 oy Lo P = O 175 RN N/
YEAR 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 "/ TOTAL
Mining Rate (T/¥r) 177,000} 354,000 354,000} 354,000| 354,000 {354,000 354,000 | 354,000 |354,000 236,000 '3,2&5,000
Sty rat 8/ ? : 7 3)556{’00/7
(4 Stage) 1 /i< f e 7mm 177,000§ 324,000 _ '501,000@.176=
7 o 1,279,200k, 1,926,400 - $ 88,176 2 0%s T
(AUlt,) 2 13431 7 " 30,000 | 354,000| 122,000 506,000@.174=
Z/ % 48] Tor aff e 33, 002 | 5,097, bod Iy 7540 ‘ 88,044 ¥ 72 86492 -
(NSCENTRAL)B3 g4, £ 232,000 354,000 [345,000 |187,000 1,127,000 @.08=
7 7[7n of o 2,024,000173, 176 00y I'3, 1€6000T)) 683000 90,1608 /3 j¢3022
(B CleanUp) & r4-72"7 7 - 167,000 | 160,000 327,000@.062=
D T o g & 625700\ 2,692,000 20,274.95,133,%00 :
(South B) 5 5228 . [ - - - - | 194,000 {354,000 97,000 |645,000@.100= :
' F -20/ For o o2 hzoz &0 |2,17%60m| 60/ 400 | 13,900 3,'9 77470
(C Zome) 6 ;3.27) 5 : ' -~ {139,000 |139,000@.100= :
g .80/ T 9 : | L9730 | 13,9007 4 773, oo
Cunrulative Tonnage e~ ek 17 «a3L .885 11.239 1.593 |.1.947 2.301 2.655 3.009  |[3.245 3.245 ﬁr‘yf_j %
Millions UredWaste Seippingt> T (079, 7000 39408 460| 5 095400 3844 800| 3,86, 006!] 3, ) 26000 4, 300700, 3,7 11 Fo0 | 2)/74:6% | 255 208 & 3,572, 200 o
Diluted Mining Grades . g 3 ! i i : N E
A Stage @.176 i A6 1611 ; 1: ! "
A Ult. @.174 £ L0147 .1740 .0600 : 1
N & Central @.08 * .0524 .0800 .0800 | .0422 %
B Clean Up @,062 L0202 .0280
South B @.078 0427 .0780 .0320 , .
C Zone @.100 \ : .0590 .
Weighed Average Grade . {Wi7h .1758 .1740 L1124 .08 .08 L0714 .0707 .0780 .0910 i
Mined Ounces 31,152 62,233 61,596 139,790 28,320 28,320 | 25,276 |25,028 27,612 321,476 350,803 &
Recoverable 0Oz. @85% 26,479 52,898 52,357 33,822 24,072 24,072 21,484 21,274 23,470 |18,25 298,183
Cumulative Recoverable Ounces 26,479 79,377 131,734 (165,556 189,628 213,700 | 235,184{ 256,458 |279,928/298,183 | 298,183 ,,
KNOTE: Figures between the bracketed lines

are not alwvays mining grades. These

figures were used in calculating the
Welghted Average Grade. g /?




e ta e L

P S AL s S

-

- % aF LAaha e

PROJECTED NET SALES REVENUES

FOR ROYALTY ANALYSIS
JUNE 27, 1980

YEAR 1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 TOTALS
: ~-0- 26,479 52,898 98,357 33,822 24,072 24,072 | 21,484 21,274 | 23,470 | 18,255 {298,183
Annual Ounces Recovered . i
Ounces Paid @99.6% 76,373 | 52,686 | 52,148 | 33,687 | 23,976 | 23,976 |21,398 [ 21,189 |23,376 | 18,182 296,991
Gross Sales @500. ($Mill) 13.186 26.343 26.074 16.844 11.988 | 11.988 10.699 10.594 11.6 8 9.091 148.495
@#’L’oo, 15, 824 3/04/2 3/.223 20212 [4+384 [ 286 | 12-337 | J2.-134 4. 0246 | 10.2021128:.125
Refining Charge @85¢/oz . _ )

Recover ($Mill) .023 045 .045 029 .020 -.020 .018 .018 .020 .016 <254
Shipping Charges 2000 per 10 day +035 L.071 .071 ; .071 .071 .071 .071 .071 .071 047 .650
35.4 shipments per year ($Mill) =§ = " - 3 R B ENLE L

Toto) Dedurkiong 1 058 16 17 £ /0D 091 07; 087 , 08 7 A7 ¢ <043 76 4
] &% | . -
?gﬁiiiiiﬁ)ﬁﬁfer Deductions %20 —\——5— 115 178 | 26.227 | 25.958 | 16.744 | 11.897. | .11.897 [.10.610 |.10.505 | 11.597 | 9.028 | 147.501
— L @ HEI0% P BTNl Nt . oa 30,9476 | 31.172 20./12 | 14295 (4295 | 12,750) (Eo45 | 13.735 | |0, 644\ |74 ¥
Royalty Pajment ($Mi11) ' ) ' e clupr 3 O
@37 Al .0133 .3938 .7900 .3029 ; 1.5
@2% e -+ _ : .3100 3349 .2379 .2379 .2122 | .2101 .2319 .1806 _ 1.9555
vet ' Seles efte. | fogedly @ (0= — $20734 | 25987 I8, 3¢ 4 | 6.470D (i 640 1/, 690 | J6,35% 8.2 75 (1366 | £GP } 4 | 5
Cumulative Royalty ($Mill) .0133 .4071 1.1971 1.8100 2.1449 2.3828 | 2.6207 | 2.8329| .3.0430| 3.2749 | 345585 " 3.4555
Mﬁf coley  ¢FCee  fun bty @ S J3,724 | 28,06/ | €3,5°7 27 9/7 91,577 | 103.232 ) n3.435| 128 720| 425294 | I99s/99 194 ¢ 44
Discount Factor @15% 1.0 .8696 .7561 +6575 5718 4972 .4323 .3759 «32691{ .2843 2472 ‘
Discounted Royalty .0133 3424 .60 «4030 .1938 .1183 .1028 .0797 .0687 .0659 .04468 2.0323
@15% ($Mill)
Cum. Disc. Royalty .0133 43I .9557 | 1.3557 1.5525 1.6708 1.7736 | 1.8533] 1.9220| 1.9879 2.0325l 2,0325

e S s 5 N i L S L i MM ot
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UNIVERSITY of PENNSYLVANIA

PHILADELPHIA 19104

3718 Locust WaLk CR
ArtsF 25‘5"50,-‘;%“ November 4, 1980 (215) 243-7725

EcoNomics RESEARCH UNIT
F. GeErArRD ADAMS, Director

Mr. J. MclLaren Forbes
Consulting Geologist
2275 Mueller Dr.
Reno, Nevada 89509

Dear Mr. Forbes:

Unfortunately, we do not forecast the price of gold. I doubt‘that
a good gold price forecast is possible over the long term since it has
become a speculative commodity.

A good inflation forecast is at an annual rate of 10 percent for the
next two years and then 7-8 percent thereafter.
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826 1545
Qctober 31, 1980

Professor Gerard Adams

Economic Depertment

University of Pennslyvania

2718 Locust Walk

Philladelphia, Pennslyvanla 19104

Dear Professor Adams:

T am in need of ¥réjections for the price of gold and
the rate of inflation for the next ten years. Fully
realizing that there are few people qualified to make
guch projections , I made ingqueries of a knowledgable
broker. He found, through the Dean of the Wharton
School of Business, that you had recently completed such
studies.,

I need presumptions concerning the rete of inflatlon, %o
be used in progecting 1980 mine operation costs. Also I
need presumptions for the price of gold during the next
ten years.,

If in faet you have made such studles, how would I go
about obtaining copies of these studles, or slmply the

pro jections of the price of gold and the rate of inflatlion,
which specific information is possibly all that I necd?f™
How much would this information cost me?

I will appreciate any information you cen glve me. Enclosed
you will find a self-addressed stamped envelope for your
reply.

Yours truly,

?¢/f jz/ﬂv Al N g/ //1’4’
JMelaren Forbes
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TELEPHONE (702) 323-3050

WHITNEY & WHITNEY, INC.

P.O. BOX 11647
1755 E. PLUMB LN.; SUITE 135
RENO, NEVADA 83510

MANAGEMENT CONSULTANTS FOR MINING INDUSTRY AND GOVERNMENT

MEMORANDUM
TO: Jim McClaren Forbes
FROM: Whitney & Whitney
DATE: June 27, 1980
RE: Pinson Mine Royalty Valuation

Per your request we have prepared a royalty valuation for the Pinson
Deposit royalty holder. The royalty value analysis was prepared using
technical data supplied by yourself as obtained from Don Duncan. A gold
price of $500.00 in real terms was assumed. This is consistent with the
forecasts now being used by the South African Gold Mining Industry.
Constant dollars are used through-out. No attempt was made to forecast
future inflation since that would be highly speculative.

The value of the royalty on the mineral interests was calculated
using the discounted present value method of valuing a cash flow stream.
This was done using a discount rate of 15% applied to the royalty payments
before deducting any taxes. The discount rate of 15% is a real discount
rate and does not include an adjustment for inflation. The royalty
payments were calculated using constant dollars, therefore the discount
rate does not include a factor for inflation. The discount rate of 15%
is made up of a real required return of 8-10% for the individual investor
plus a risk premium of 5-7% for this particular mining venture.

The present value of these royalty payments is $2.03 million.
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‘Decenber 15, 1920

Mrs Putmen Livermore
are-~ Chickering & Gregory

€

25rd Floor
*. Embarcadero Conter
San Prancisco, CA 94111

Subject: ESTIMATED PRODUCTION from the PINSON MINE
1981 through 15%C.

Thig ectimete of »roduetlion at the Pinson "ine, for the
of 1981 through 1920, 1 baged on data furnished

Denald M, Duncen, Menager at the Plneon HMine. This
information irncluded & Pit Reserve Suummary, &s done by
Computer ¥etnod, of June %, 1980, the assumed mining and
milling coets, as of June 5, 1980, as well as probable charjes
relating to the refining sad sale of the doréd dullion %o
be produced, Royalty paymenis were based on a 3% royelty
for the firset £1,55,000 of royalty and 2 continued royalty
at the rate of 2% thereafter.
Prom the abeove data, which undoubtedly will change ag
nining prorresses, the accoupanying ESTIXATED PRODUCTICN,
PINSON MINE, 1981 through 1990, was produced, In my cons
pidered opinion, thie is as good an estiuation as can be
made using the dats at hand, at thisg point in time.

The Neveds Net Proceeds of Minee Tes, for the Goleonds
Distriet, in Humbeld®t County 1s 2.2003% per $100.
Dep 1(3* wae sssumed to be 157 of net sales, after




Royalty payments. The discounted present value was
caleulated using tables glven in Feonomic Evaluation and
Investment Decision Methods, by Franklin J. Stermole of
the Colorado Scheol of Mines., 8o information was provided

%o me vhich oould be used for depreciation.

™e priee of zold used in thie estimate was 8500 per ounce.
1 econtacted several anthorities, including the Mocotba Metals

Cornoradidn, 28 to thelr views regevding the future prico
of zald. Wonme of them would mare a prognostication.

n =
~ O
~ . &
o U2 " :
Egﬁg 4r for the discounted present value, 1t seen thet a discount
R rate of no lese that 207 1is justified, The risk factor of
,.(L‘,hd(l) oA 4 " 9
gl ary mining venture is always nigh, in the test of times.
2 §§§ It certainly increases undéyr present day conditions with
O~ O x ik S
kel the unstable price of gold, high infaltlon, and unpredietoble
235 environmentel inpactsiwhich could increase costs and have

= :

o a deterring effeet on the operation as & whole,
H } - -

ptheralessor viich 98UAE R0BAR}VEARLENERARERLDES (YT LiRde
sateso Welhobe #heoonBr8tinsncensediBaplitbeeRidlenbisoy
dhpuesthesy woilodrakes, ngoniErallsy BapREEStheorey

It often

designed for a given tonnage can,

in,

3

] .
jcapaclty by 507 or mores Conversely, should the ore not

;be a8 amenable to treatment as metallurgical tests have
3indicated, then the milling capacity might have to be reducédd.
I belleve that this projeect was well researched esnd desiguned,
but unexpected changes in ore type and/or metallurgical
problems as well as fluctuations of the price of gold could
well cause management to alter the daily rate of productiion.

broken

J.MeLaren Porbes

Another factor which could conceivably change production
rates will be operating capacity of the mill, after

out to be more favorable than expected,

it has been well

Registered Geologiet State of Californis #2336
Reglstered Professionsl Zagineer snd Lend Surveyor
State of Newc Mexior #991
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. ?LACANA MINING INC. |

October 1980

KAFOURY, ARMSTRONG & CO.
CERTIFIED PUBLIC ACCOUNTANTS




KAFOURY, ARMSTRONG & CO.

CERTIFIED PUBLIC ACCOUNTANTS

To the Board of Directors of
Lacana Mining, Company, Inc.
Attached are the following projections for the years ending December
31, 1981 through December 31, 1986:
‘Pinson Mining Company (A Partnership) — Schedule No. 1

Projection of Taxable Income and Cash Flow from Operations

Lacana Mining, Inc. - Schedule No. 2
Projection of After Tax Income from Operations and Cash Flow
from Operations before Dividends and Repayment of Corporate
Debt
At the request of the Board of Directors, we have prepared the above
projections from data, estimates and assumptions furnished by management. Our
participation did not include a review of the estimates and assumptions to
determing whether they were reasonable. In addition, projections are
inherently subject to varying degrees of uncertainty and their achievability
depends on the timing and probability of a complex series of future events,
both internal and external to an enterprise. Accordingly, we are not in a
position to and do not express an opinion on the reasonableness of the
assumptions and estimates, the achievability of the projections or on the
probability that the actual resutls for any period may or may not approximate
the projections.
The terms of our engagement did not provide for reporting on events

and transactions subsequent to the date of this report. Therefore, we accept

no responsibility to update or revise this report.




The terms of our engagement did provide for a review of the genecral
federal income tax treatment of the items included in these projections.
However, since many of the items represented herein as being currently
deductible are subject to challenge or changg and reinterpretation of law by
the various taxing authorities, no opinion is expressed on the ultimate tax

treatment of the items included in these projections.

A{D/uy, ﬁmfzﬁ g Co.

Reno, Nevada
October 24, 1980

—-2—

KAFOURY, ARMSTRONG & CO.
CERTIFIED PUBLIC ACCOUNTANTS




LACANA MINING, INC.
PROJECTIONS OF TAXABLE INCOME AND CASH FLOW
FROM OPERATIONS FOR
PINSON MINING COMPANY (A PARTNERSHIP)
AND LACANA MINING, INC.
SUMMARY OF ESTIMATES AND ASSUMPTIONS
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986
ESTIMATES AND ASSUMPTIONS USED IN PROJECTIONS
The projections of taxable income and cash flow from operations for

Pinson Mining Company (Schedule No. 1) for the years ending December 31, 1981

through 1986 are based upon the following data, estimates and assumptions

provided by the management of Lacana Mining, Inc.:

1. The computation of ounces of gold recovered is based on a mill treatment
rate of 1,000 tons of ore per day, with the mill operating 320 days in
1981 and 340 days in each year following. The anticipated grade of the
ore treated and the mill recovery are 0.144 ounces of gold per ton of ore
and 857%, respectively.

2. Revenue from gold sales is based upon a gold price of $600 per ounce.

3. Net smelter royalties afe based upon mineral leases currently in force.
The rate is 3 1/2% of revenue from gold sales until royalties in the
amount of $1,500,000 are paid and then the rate decreases to 2 1/6%.

4. The amount of operating expenses, interest expense, repaynents of
principal payments on bank loans and additional capital investment
required by operations were provided by management.

5. HNevada net prgceeds of mines tax applies to operating mineral properties.
The tax is in lieu of and at the same rate as, property taxes. The
current property tax rate for the Golconda District of Humboldt County,

Nevada is 2.2003% of computed net proceeds of mines. For purposes of this

projection the rate is assumed to remain unchanged through December 31,

1966.




LACANA MINING, INC.
PROJECTIONS OF TAXABLE INCOME AND CASH FLOW
FROM OPERATIONS FOR
PINSON MINING COMPANY (A PARTHNERSHIP)
AND LACANA MINING, INC.
SUMMARY OF ESTIMATES AND ASSUMPTIONS
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986
ESTIMATES AND ASSUMPTIONS USED IN PROJECTIONS (continued)
6. Property taxes are computed at the rate of $2.2003 per $100 of assessed
valuation. Assessed valuation is 35% of market value.
7. Depreciation policy:
The cost basis of depreciable assets was based on information

provided by the Pinson Mining Company.

Depreciation is computed as follows:

~DESCRIPTION COST USEFUL SALVAGE METHOD OF

OF PROPERTY BASIS LIFE PERCENTAGE DEPRECIATION
New plant equipment $ 8,332,000 7 years 25% 200% declining balance
New mining equipment 3,500,000 7 years 15% 200% declining balance
Used plant equipment 750,000 7 years 25% 125% declining balance
Buildings 2,518,000 7 years 28% 150% declining balance

Total $15,100,000
The useful life of seven (7) years is based 'upon the assumption that
sufficient low grade ore will be available for mining and processing for
one (1) more year after the exhaustion of the Pinson ore body in six (6)
years.
8. Depletion is computed at the statutory rate of 15% of revenue from metal
sales, reduced by royalties and rents paid, or incurred, as specified in

the U.S. Internal Revenue Code Section 613(a). Statutory depletion

exceeds cost depletion for all years presented.




LACANA MINING, INC.
PROJECTIONS OF TAXABLE INCOME AND CASH FLOW
FROM OPERATIONS FOR
PINSON MINING COMPANY (A PARTNERSHIP)
AND LACANA MINING, INC.
SUMMARY OF ESTIMATES AND ASSUMPTIONS
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986

The projection of after tax income and cash flow from operations

before dividends or corporate debt repayment for Lacana Mining, Inc. (Schedule

No. 2) for the years ended December 31, 1981 through 1986 are based upon the

following data, estimates and assumptions provided by management:

1.

The Company owns a 26.25% partnership interest in the ?inson Mining
Company. The amounts presented on Schedule No. 2 that relate to the
partnership are 26.25% of the Sghedule No. 1 amounts.

The Company will expend the anount of $500,000 per year in tax deductible
exploration and development.

Development expenditures capitalized for federal income tax purposes in
prior years are amortized ratably over the units of mineral production.
The Company has estimated a net operating loss carryforward in the amount
of $2,365,000. The U.S. Internal Revenue Code allows corporations to
carry these losses forward to offset taxable income in future years.
Federal income taxes are conputed at rates currently in effect and are
assumed to remain unchanged through December 31, 1986. A 15% minimum

federal income tax applies to certain tax preference items during 1981 and

1982 to the extent normal income tax is not due.




Schedule No. 1

Page 1
PINSON MINING, INC.
(A PARTNERSHIP)
PROJECTION OF TAXABLE INCOME AND CASH FLOW FROM OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986
(See Accountant's Report)
(Amounts in 000's)
1981 1982 1983 1984 1985 1986 TOTAL
Pinson Mining Company: '
Computation of Ounces of Gold
Recovered:
Tons of ore mined and
milled 320 340 340 340 340 340 2,020
Ounces of gold per ton '
of ore 0. 144 0.144 0. 144 0.144 0. 144 0. 144 0. 144
Percentage of gold re-
covered 85% 857 857% 857 857% 85% 85%
Ounces of Gold
Recovered 39.168 41.616  41.616  41.616 41.616 41.616 247,248
‘ £
Taxable Income from Operations:
Revenue from Metal Sales $23,501 $24,970 $24,970 $24,970 $24,970 $24,970 $148,351
Less: Net smelter return
royalties 823 799 778 778 778 778 4,734
Operating expenses 6,000 6,000 6,000 6,000 6,000 6,000 36,000
Pk Gross Operating
L Revenue — 16,678 18,171 18,192 18,192 18,192 18,192 107,617 &
Other Lxpenses:
Nevada net proceeds of g 60
mines tax 350 379 380 380 380 380 2,249
Property taxes 116 116 116 116 116 116 696
Depreciation 4,054 2,949 2,148 1,568 613 300 11,632
+¥ Depletion _>3; 20! ) __=93,4163, 3,664 3,664 3,664 3,664 3,664 21,736
ot Interest expende’ /<= *¢ 1,600 550 = - - = 2,150
Total Other Expenses 9,536 7,658 6,308 5,728 4,773 4,460 38,463
Taxable Income from :
> o $ 7,142 10,513 $11,884 $12,464 $13,419 13,732 8 69,154
é
. »
] Nv
¢ —§=




Schedule No. 1

Page 2
PINSON MINING, INC.
(A PARTNERSHIP)
PROJECTION OF TAXABLE INCOME AND CASI FLOW FROM OPERATIONS
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986
(See Accountant's Report)
(Amounts in 000's)
1981 1982 1983 1984 1985 1986 TOTAL
Cash Flow from Operations:
Taxable income from
operations $ 7,142 $10,513 $11,884 $12,464 $13,419 $13,732 - § 69,154
Add back expenses not
requiring the outlay of
working capital:
Depreciation 4,054 2,949 2,148 1,568 613 300 11,632
Depletion 3,416 3,664 3,664 3,664 3,664 3,664 2] 736

14,612 17,126 17,696 17,696 17,696 17,696 102,522

Less: Repayments of prin- _
cipal on bank loans 7,875 7,875 = = = = 15,750
Additional capital
investment required

by operations - 150 250 300 300 300 1,300
7,875 8,025 250 300 300 300 17,050
Cash Flow from ’
Operations $ 6,737 $ 9,101 17,446 $17,396 $17,396 $17,396 § 85,472
4 . ez iés T 3
5 ) /'
327 .

The accompanying summary of estimates and assumptions is an integral part of these projections.

-7-




Schedule No. 2
LACANA MINING, INC.
PROJECTION OF AFTER TAX INCOME AND CASH FLOW FROM OPERATIONS
BEFORE DIVIDENDS AND CORPORATE DEBT REPAYMENT
FOR THE YEARS ENDED DECEMBER 31, 1981 THROUGH 1986
(See Accountant's Report)
(Anounts in 000's)

1981 1982 1983 1984 1985 1986 TOTAL

After Tax Income from Operations:
Projected taxable income from
operations of Pinson Mining
Company (Partnership) $ 1,875 ¢ 2,760 $3,120 3,271 $3,522 $3,605 18,153
Projected operating income (loss)
from Lacana Mining, Inc. before

" partnership income (500) (500) (500) (500) (500) (500) (3,000)
Anortization of deferred devel-
opment costs (20) (20) (20) (19) (19) (19) (117)
« Net operating loss carryforwards
’ used to offset taxable income (1,355) (1,010) - - - - (2,365)
Taxable Income - 1,230 2,600 2,752 3,003 3,086 12,671

f& Less: U.S. Federal income
E tax 140 302 1,175 1,292 1,361 1,398 5,668

After Tax Income (Loss) §$ (140) § 928 $1,425 61,460 $1,642 $1,683 §$ 7,003

Cash Flow from Operations before
Dividends and Corporate Debt
Repayment:

X After tax income $ (140) s 928 §$1,425 $1,460 $1,642 51,688 $ 7,003
Add: Depreciation from
partnership 1,064 774 564 412 161 79 3,054
Depletion from
partnership 896 962 962 962 962 962 5,706
Net operating losses 1,355 1,010 = = = - 2,365

3,175 3,674 2,951 2,834 2,765 2,729 18,128

Less: Repayment of bank
loan principal paid | DA &0
through partnership 2,067 2,067 - - = = 4,134
Capital investment
required for part-
nership =~ 39 65 79 79 79 341

2,067 2,106 65 79 79 79 4,475

Cash Flow from
Operations $ 1,108 $ 1,568 $2,886 $2,755 $2,686 §2,65Q '§13,6§§

The accompanying summary of estimates and assumptions is an integral part of these projections.
; _g-




, , MEMORKANDUM

TO: DIRECTORS pate: _APRIL_10, 1980
Sl MR. E. G. THOMPSON . 15
= PINSON PROJECTIONS 5 B

c.C

For your information, I have prepared and attached three
cash flow projections for the Pinson Prdject at gold prices of
$300, $400 and $500 U.S. per ounce. A number of other new para-
meters have been incorporated, such as new interest rates at 22%
for 1980. The main parameters are included with the cash flow

statements.

At $300 gold, and assuming an investment by the partners
of $3 million in 1979 and 1980, the project shows a rate of return
of approximately 23%. Additional lower grade reserves will extend

the life of the operation.

The project is moving along well, and essentially within
the budget, except for the extra high interest charges. The bank
loan is not yet in place, although we have started to draw down
bridge financing. The Royal Bank's New York lawyers have performed

terribly on this contract.

- The pouring of foundations started the week of April 7th,
slightly behind schedule, due to problems with obtaining the air

quality control permit. All major permits have now been obtained.

All major pieces of equipment have been ordered and prices
fixed. '

The plant is still projected to turn over in December. I
have assumed in the cash flow projections only 50% operating

capacity for the first quarter of 1981.




PARAMETERS

TONS MILLED - 350,000 tpy for approximately 6 years (assume 50%

capacity for first quarter o6f 1981).
GRADE - .152 ounces gold
RECOVERY - 85%

ANNUAL PRODUCTION - 45,000 ounces

STATE TAX AND ROYALTIES — estimated at 5% Or.N.S.R.

LAND TAX -~ in the order of $125,000 per year{

ANNUAL, OPERATING COSTS - $17 per ton, or about $6 million per year.

Total expenditures on project from July 1, 1979 to startﬂﬁp_ $17,300,000

Interest during construction and commitment fee to Dec. 31,80 $ 1,473,000
TOTAL  $18,773,000
Bank Loan | | o $15,750,000
Equity - since July 1,79 (partners have in $2.25 million) $ 3,023,000
Additional equity required (assume 22% interest through- '

out the construction period). $ 773,000

Interest charges - assume 22% in 1980, 2p% in 1981 and

decreasing 2% per year.

e



FEDERAL INCOME TAX ASSUMPTIONS

1 Some minor costs, such as head office, are not allowed for

purposes of determining net proceeds.

2 The Nevada Mines Tax, Lands Tax and Royalty are deductible.
: Capital costs of $18.8 million (including pre~prdduction
interest) on working capital of $1.4 million or $17.4 million is

written off over 6 years - $2.9 million per year.

4. ' Depletion is the lessor of 15% of the N.S.R. minus royalty

or 50% of the taxable income.

L Income Tax rate is 22% up to $50,000 and then 46%.

S sy yam 11,000
e w0y £f7 -|p3S00
6. No calculation is done on Investment Credit. - %g’jjéfaab
T No calculation was done on the Minimum Tax (15% of tax

preferance items).

T ——— A TS S 9 T I L PR (5




CASH FLdW PROJECTION - PINSON PROJECT (U.S. $300 Au)

1981 1982 1983 1984 1985 1986
0z. Gold Produced 39,375 45,000 45,000 45,000 45,000 45,000
N.S.R. | 11,810 13,500 13,500 13,500 13,500 13,500
Operating Costs . 6,000 6,000 6,000 6,000 6,000 6,000
Royalty & State Tax (5%) 590 675 675 - 675 675 675
Operating Profits 5,220 6,825 6,825 6,825 6,825 6,825
Less Interest Expense . 3,050 2,400 1,500 700 s e

Land Tax o 125° 125 125 125 125 125

Depreciation -~ | 2,045 3,750 2,900 2,900 2,900 2,900
Profit Before Depletion 0 /,550 2,300 3,100 3,800 .3,800
Depletion (/=+ /3579)= 2025 o - 275 1,150 1,550 1,900 1,900
Profit Before Tax :-i~-"" 0 275 1,150 1,550 1,900 1,900
Federal Tax | 0 =120 530 710 870 870
Net Profit | 0 155 620 840 1,030 1,030
Add. Deprec. & Depl. 2,045 4,025 4,050 4,450 4,800 4,800
Cash Flow 2,045 4,180 4,670 5,290 5,830 5,830
Bank Payment 2,045 4,030 4,420 4,990 BBE .. e
Capital Investment g 150 250 300 300 300
Avail. To Partners - - - - 5,265 5,530

TOTAL

264,375 2

79,310
36,000
3,965
39,345
7,650
750
17,395
13,550
6,775
6,775
3,100
3,675
24,170
27,845
15,750
1,300
10,798

April 9,'80

W



AN, i

- CASH FLOW PROJECTION - PINSON PROJECT (U.S. $400 Au)
1981 1982 1983 1984 1985 1986
Oz. Gold Produced 3% ;375 45,000 45,000 45,000 45,000 45,000
N.S.R. (x000) 15,750 18,000 18,000 18,000 18,000 18,000
Operating Costs - 6,000 6,000 6,000 6,000 6,000 6,000
Royalty & State Tax (5%) 790 900 900 - 900 900 500
Operating Profits 8,960 11,100 11,100 11,100 11,100 11,100
Less Interest Expense 3;050 1,800 260 - - § e—-
Land Tax 125 125 125 125 125 125
Depreciation 2,900 2,900 2,900 2,900 2,900 2,900
Profit Before Depletion 2,885 6,275 7,815 8,075 8,075 8,075
Depletion 1,440 2,700 2,700 2,700 2,700 2,700
Profit Before Tax - 1,445 3575 55115 5,375 5,375 <
Federal Tax (46%) : 660 1,640 2 ;350 2,470 2,470 2,470
Net Profit 785 1235 2,765 2,905 2,905 ‘2,905
Add. Deprec. & Depl. 4,340 5,600 5,600 5,600 5,600 5,600
Cash Flow o Bpd28 0 F,538 8,365 8,505 8,505 8,505
Bank Payment 5,125 T pann 3,240 - - -
Capital Investment N 150 250 300 300 300
Avail. To Partners - - 4,875 8,205 8,205 8,205

TOTAL

264,375
105,750
36,000
5,290
64,460
5,110
750
17,400
41,200
14,940
26,260
12,060
14,200
32,340
46,540
15,750
1,300
29,490

April 9,'80



CASH FLOW PROJECTION - PINSON PROJECT (U.S. $500 Au)

1981 1982 1983 1984 1985 1986 TOTAL
0z. Gold Produced 39,375 45,000 45,000 45,000 45,000 45,000 264,375
N.S.R. (x000) 19,690 22,500 22,500° 22,500 22,500 22,500 132,190
Operating Costs - 6,000 6,000 6,000 6,000 6,000 6,000 . 36,000
Royalty & State Tax (5%) 985 1,125 1,125 1,125 1,125 1,125 6,610
' Operating Profits 12,705 15,375 15,375 15,375 15,375 15,375 89,580
Less Interest Expense 2,950 1,300 = -- - Camst e 4,250
Land Tax | 125 125 125 125 125 125 750
Depreciation 2,900 2,900 2,900 2,900 2,900 2,900 17,400
Profit Before Depletion 6,730 11,050 12,350 12,350 12,350 12,350 67,180
Depletion | 2,955 3,375 3,375 3,375 3,375 3,375 19,830
Profit Before Tax 3,775 7,675 8,975 8,975 8,975 8,975 47,350
Federal Tax 1,735 3,530 4,130 4,130 4,130 4,130 21,785
Net Profit 2,040 4,145 4,845 4,845 4,845 4,845 - 25,565
Add. Deprec. & Depl. 5,855 6,275 6,275 6,275 6,275 6,275 37,230
Cash Flow 7,895 10,420 11,120 11,120 11,120 11,120 62,795
Bank Payment 7,895 7,855 - - - - 15,750
Capital Investment - 150 250 300 300 300 1,300

Avail, To Partners e 2,415 110,870 10,820 10,820 10,820 45,745

April 9,'80



o June, 5[ 9 89
PIT RESERVES SUMMARY
As Done By Computer Method

INCREMENTAL CUMULATIVE
1\) ] 1= 2/ 1
Sequence Ore * Waste SR, CEAD{E Ore * Waste S.R. Grade
by Mivp
o fice
(A Stage) 1 501 2,550 5.1:1 &l176 501 2,550 5.1:1 0.20
(A Ult.) 2 506 6,764  13.4:1 o.74 1007 9,314 9.2:1  0.20
(N & Central)
B3 1, X287 9,035 8:1 0.0890 2134 15,799 Ths 1 0,14
(B Cleanup) 4 327 4,801  14.7:1 0,062 2461 20,600 8.4:1 0.13
(South B) 5 64s 3,306 5.2:1 5078 3106 23,966 7.7:1 0.12
(C Zone) 6 139 1,836 13.2:1 o, 00 3245 25,802 8.0:1 0.12
33 P ;"",._. ¢ % > . - {...
: :‘ﬂ - W 2_% z‘i 2/ de/i{:!r/"./ia‘
5 /)_5"4-6
* Ore Cutoff + .050%/ton
Tonnage Factor 14 ore
12 waste
( A1l in Thousands)
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. " J. McLAREN FORBES
Consulting Geologist
2275 MUELLER DRIVE
RENO, NEVADA 8950. Q

TELEPHONE: AREA CODE 702 -826 1545

December 15, 1980

Mr. Putman Livermore

care~ Chickering & Gregory
2314 Floor

3. Embarcadero Center

San Francisco, CA 94111

Subject: ESTIMATED PRODUCTION from the PINSON MINE
1981 through 1990.

This estimate of production at the Pinson !Mine, for the
ten years of 1981 through 1990, 1s based on data furnished
by Yr. Donald M. Duncan, Manager at the Pinson Mine, Tﬁis
information included a Pit Reserve Summary, as done by
Computer Method, of June 5, 1980, the assumed mining and
nilling costs, as of June 5, 1930, as well as probable charges
relating to the refining and sale of the doré bullion to
be produced. Royalty payments were based on a 3% royalty
for the first$1,500,000 of royalty and a continued royalty
at the rate of 2% thereafter.

From the a2bove data, which undoubtedly will chanze as
mining progresses, the accompanying ESTIMATED PRODUCTION,
PINSON MIXNE, 1981 throusgh 1990, was produced. In my cone
sidered cpinion, this 1s as good an estimation eas can be
made using the data a2t hand, at this point in time.

~ The Nevada Net Proceeds of Mines Tas, for the Golconda
Mining District, in Humboldt County is 2.2003% ver 3%100.
Depletion was assumed to be 15% of net sales, after .




Royalty payments. The discounted present value was
calculated using tables given in Economic Evaluation and
Investment Decision Methods, by Franklin J. Stermole of
the Colorado School of Mines. UNo information was provided
to me which could be used for depreclation.

The price of zold used in this estimate was 3600 per ounce..
T contacted several authorities, including the Mocota Metals
Corporatién, as to their views recarding the future price

of gold. Yone of them would make a prognosticatlon,

As for the discounted present value, 1t seem that a discount

rate of no less that 207 is justified. The risk factor of

any mining venture is always high, in the best of times.

It certzinly increases undeéer present day conditions with

the unstable price of sold, high infaltion, and unpfedictable
environmental impacts.which could incréase costs and have

a deterring effect on the operation as a2 whole.

Another factor which could conceivably change production
rates will be the operating capacity of the mill, after
i1t has been well broken in. It often happens that mills

designed for a given tonnage can, if the metallurgy turns
out to be more favorable than expected, increase their

capacity by 507 or more.’ Conversely, should the ore not

be as amenable to treatment as metallurgical tests have
indicated, then the milling capacity might have to be reduced.
I believe that this project was well researched and designed,
but unexpected changes in ore type and/or metallurgical
problems as well as fluctuations of the price of gold could
well cause management to alter the daily rate of productiion.

Wﬂﬂ%%
¢// J.McLaren Forbes

Reglstered Geologist State of Californis #2336
Registered Professional Engineer and Land Surveyor
State of Newe Mexier #991




LAW OFFICES OF

CHICKERING &% GREGORY

TELEPHONE (4|5) 393-9000 THREE EMBARCADERO CENTER WASHINGTON, D. C. OFFICE
WRITER'S DIRECT DIAL NUMBER TWENTY-THIRD FLOOR 2501 M STREET, N. W.

SAN FRANCISCO 94111 SUITE 560

WASHINGTON, D. C. 20037
TELECOPIER: (415) 398-7116

TWX! 910-372-7287

CODE ADDRESS TELEPHONE (202) 463-7456
“"CHICGREG" TELECOPIER (202) 463-6233

January 13, 1981

Mr. J.McLaren Forbes
Consulting Geologist
2275 Mueller Drive
Reno, Nevada 89509

Dear Mr.Forbes:

Enclosed is your original schedule entitled
"Estimated Production from the Pinson Mine 1981

through 1990", together with a copy of your letter to
me dated December 15, 1980.

I will telephone you within the next week or so
regarding this appraisal. -«

Sincerely,

/

Putnam Livermore
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