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We intend to be a superior organization that achieves aggressive quality grow th principally 

in the precious metals sector, consistent w ith high corporate standards. Our purpose is to 

maximize the long-term  financial return to shareholders and to optim ize the quality of life fo r 

employees through ethical, safe, profitable, efficient, and innovative operations.

Pegasus Gold Inc. Corporate Philosophy
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p ro d u c tio n  is  a p p ro x im a te ly  3 4 0 ,0 0 0  
o u n c e s . T h e  C o m p a n y  p ro d u c e s  s ig n if i­
c a n t a m o u n ts  o f s ilv e r, le a d , a n d  z in c  as  
b y -p ro d u c ts  o f g o ld  p ro d u c tio n .

T h e  C o m p a n y  is w e ll p o s it io n e d  fo r 
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tw o  to  th re e  y e a rs . A s  a  s o u rc e  o f lo n g e r 
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to ry  o f p ro p e r t ie s  u n d e rg o in g  e v a lu a tio n  
a n d  re v ie w  a n d  a n  a g g re s s iv e  e x p lo ra t io n  
p ro g ra m .

T h e  C o m p a n y 's  f in a n c ia l c o n d it io n  is  e x ­
c e lle n t. D e b t le v e l is  lo w  a n d  c a s h  f lo w  is 
a m o n g  th e  s tro n g e s t in th e  in d u s try . 
P e g a s u s  h a s  th e  a b ility  to  m o v e  q u ic k ly  
to  m a k e  a c q u is it io n s  a n d  ta k e  a d v a n ta g e  
o f g ro w th  o p p o r tu n it ie s  th a t p re s e n t 
th e m s e lv e s .

W ith  a  s tro n g  f in a n c ia l p o s it io n , a  s o lid  
p o r tfo lio  o f o p e ra t io n s , a n d  a  d e v e lo p ­
m e n t p ip e lin e  f i l le d  w ith  q u a lity  p ro je c ts , 
th e  fu tu re  o f P e g a s u s  G o ld  is v e ry  b r ig h t.

OPERATING
1989 1988 Change
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Gold (o z . ) .................................................................... 341,400 283,800 57,600
Silver ( o z . ) .................................................................. ... 1 ,510 ,700 1,360,700 149,900
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Lead ( to n s ) ................................................................. 7,500 8,400 (900)
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Average gold price rea lized .......................................... ... $ 416 $ 439 $ (23)
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John M . W illso n , P resident and 
C hief Executive Officer

A LETTER FROM 
THE PRESIDENT

It is the future 
outlook that is 
most exciting.

D ear S h areh o ld er:

T h e  y e a r  o f 1 9 8 9  w a s  a  s u c c e s s fu l o n e  
fo r  P e g a s u s  G o ld . G o ld  p ro d u c t io n  w a s  
g re a te r  th a n  a n y  y e a r  in th e  C o m p a n y ’s 
h is to ry . O u r  re v e n u e s  re a c h e d  $ 1 7 8  
m illio n  (a ls o  a  re c o rd )  a n d  o u r  o p e ra t in g  
c a s h  f lo w  c o n t in u e d  to  b e  a m o n g  th e  
h ig h e s t  o f th e  m a jo r  N o rth  A m e r ic a n  p ro ­
d u c e rs  a t $ 1 .8 4  p e r  s h a re . A lth o u g h  n e t 
in c o m e  w a s  a ffe c te d  b y  s u b s ta n t ia l ly  
lo w e r  g o ld  p r ic e s , a n d  w r ite -d o w n s  o f in ­
v e s tm e n ts  to ta ll in g  $ 4 .8  m illio n , o u r  
e a rn in g s  fro m  o p e ra t io n s  in c re a s e d  b y  
$ 3 .7  m illio n , a tte s t in g  to  th e ir  fu n d a m e n ta l 
s tre n g th .  P a r t ic u la r ly  n o ta b le  w a s  th e  e x ­
c e l le n t  p e r fo rm a n c e  o f o u r  F lo r id a  C a n y o n  
m in e  th a t  a c h ie v e d  re c o rd  g o ld  p ro d u c t io n  
o f 7 9 ,3 0 0  o u n c e s  w h ile  re d u c in g  its  c a s h  
c o s ts  o f p ro d u c t io n  b y  $ 5 5  p e r  o u n c e .

B u t o u r  s u c c e s s e s  w e re  n o t l im ite d  o n ly  to  
o u r  o p e ra t io n s .  W e  a ls o  to o k  s e v e ra l 
s te p s  to  fu lf i l l  o u r  c o m m itm e n t  to  q u a lity  
g ro w th  m a d e  o n  th e  c o v e r  o f la s t y e a r ’s 
a n n u a l re p o r t .  O u r  d e v e lo p m e n t  g ro u p  
b ro u g h t  th e  n e w  B e a l M o u n ta in  m in e  in to  
p ro d u c t io n  d u r in g  th e  y e a r  a n d , a lth o u g h  
B e a l M o u n ta in  d id  n o t o f f ic ia lly  b e g in  
c o m m e rc ia l o p e ra t io n s  u n til M a y , its  
p e r fo rm a n c e  h a s  e x c e e d e d  o u r  e x p e c ta ­
t io n s . T h e  p ilo t  p h a s e  o f o u r  p ro je c t  to  
d e v e lo p  th e  la rg e  m ix e d  o x id e /s u lf id e  
re s o u rc e  a t o u r  Z o r tm a n /L a n d u s k y  m in e  
w a s  c o m p le te d  w ith  p o s it iv e  re s u lts .

D u r in g  th e  th ird  q u a r te r ,  w e  c o m p le te d  
th re e  t ra n s a c t io n s .  T h e  f ir s t  w a s  th e

a c q u is it io n  o f P a n g e a  R e s o u rc e s  L td ., in ­
c lu d in g  th e  B a s in  C re e k  m in e  n e a r  
H e le n a , M o n ta n a . B a s in  C re e k  n o t o n ly  
g a v e  u s  a n  im m e d ia te  re tu rn  b y  p ro d u c ­
in g  o v e r  2 6 ,0 0 0  o u n c e s  in  1 9 8 9  b u t it a ls o  
g a v e  u s  a  la rg e  p ro p e r ty  p o s it io n  th a t  
h o ld s  th e  p ro m is e  o f a d d it io n a l re s e rv e s . 
N e x t, w e  c o n c lu d e d  a n  o p t io n  a g re e m e n t  
w ith  Q u a r tz  M o u n ta in  G o ld  C o rp . to  
a c q u ire  a  5 0  p e rc e n t  in te re s t  in th e  
Q u a r tz  M o u n ta in  g o ld  p ro je c t  in  s o u th e rn  
O re g o n . P r e lim in a ry  s tu d ie s  in d ic a te  th a t  
it c o n ta in s  a b o u t  1 .5  m illio n  o u n c e s  o f 
g o ld . F in a lly ,  w e  re a c h e d  a  jo in t  v e n tu re  
a g re e m e n t  w ith  L A C  M in e ra ls  fo r  th e  
d e v e lo p m e n t  o f th e  O r t iz  g o ld  p ro je c t  in 
c e n tra l N e w  M e x ic o . T h e  O rt iz  p ro je c t  
in c lu d e s  s e v e ra l d e p o s its  w h ic h  to g e th e r  
a re  e s t im a te d  to  c o n ta in  w e ll in  e x c e s s  o f 
1 m illio n  o u n c e s . A  p o r t io n  o f th e  O rt iz  
p ro je c t  c o u ld  b e  in p ro d u c t io n  in 1 9 9 1 .

A lo n g  w ith  th e  p o s it iv e  a s p e c ts  o f 1 9 8 9 , 
th e re  w e re  s o m e  d if f ic u lt  c h a l le n g e s  th a t  
h a d  to  b e  m e t. W e  a d d re s s e d  th e s e  c h a l­
le n g e s  s u c c e s s fu l ly  s ta r t in g ,  m o s t s p e c if i ­
c a lly ,  w ith  th e  lo w e r  g o ld  p r ic e . T h ro u g h  
o u r  h e d g in g  p ro g ra m s , w e  a d d e d  $ 1 1 .6  
m il lio n  to  re v e n u e s . W e  m a d e  a d ju s t ­
m e n ts  to  o u r  M o n ta n a  T u n n e ls  m in e  a f te r  
d is c o v e r in g  s o m e  p re v io u s ly  u n k n o w n  
a n o m a lie s  in  th e  o re  d e p o s it  a n d  w e  h a v e  
p a r t ia l ly  m it ig a te d  th e  im p a c t.  W e  to o k  
th e  in it ia t iv e  w h e n  th e  c o n d it io n  o f o u r  
in v e s tm e n t  in  P io n e e r  M e ta ls  c h a n g e d  
a n d  h a v e  ta k e n  a c t io n  to  p ro te c t  y o u r  
in te re s ts .

A lth o u g h  w e  a re  p le a s e d  w ith  o u r  s u c ­
c e s s  in 1 9 8 9 , it is  th e  fu tu re  o u t lo o k  th a t  
is  m o s t e x c it in g .  W e  b e lie v e  th a t  th e  
o u t lo o k  fo r  th e  n e x t d e c a d e  is e x c e lle n t .  
G o ld  p r ic e s  b e g a n  to  re c o v e r  in la te  1 9 8 9  
a n d  m o s t a n a ly s ts  b e lie v e  th is  m a rk e t 
s h o u ld  re m a in  s tro n g . W e  h a v e  b e e n  
d il ig e n t  in m a in ta in in g  a  lo w -d e b t  p o s it io n  
w h ic h  a llo w s  u s  to  re a c t  to  o p p o r tu n it ie s .  
W e  a re , th e re fo re ,  w e ll s itu a te d  to  ta k e  
a d v a n ta g e  o f im p ro v e d  o p p o r tu n it ie s  a s  
th e y  p re s e n t  th e m s e lv e s  a n d , in  th e  
p ro c e s s ,  e n h a n c e  th e  v a lu e  o f th is  
C o m p a n y  a n d  o u r  s h a re h o ld e r s ’ in v e s t ­
m e n ts .

O u r  in te n t io n ,  o f c o u rs e ,  is  to  c o n t in u e  to  
g ro w . W e  h a v e  p la n s  fo r  g ro w th  th a t  a re  
c le a r ly  s e t  o u t, w ith  s p e c if ic  o b je c t iv e s  
a n d  s t ra te g ie s  to  a c h ie v e  th e m . O u r  
c u r re n t  ta rg e t  is  a n n u a l p ro d u c t io n  o f
5 0 0 ,0 0 0  o u n c e s  o f g o ld  b y  1 9 9 4 , a n d



1 m illio n  o u n c e s  o f g o ld  e q u iv a le n t p ro - O ff ic e r  in O c to b e r  a n d  A lla n  P a rk  jo in e d  us
d u c tio n , in c lu d in g  7 0 0 ,0 0 0  o u n c e s  o f a s  V ic e  P re s id e n t o f E x p lo ra tio n  a s  th is
g o ld , by  th e  y e a r 2 0 0 0 . re p o r t w e n t to  p re s s .

W e  have  b u ilt a s o lid  fo u n d a tio n  fo r 
fu tu re  g ro w th . D u rin g  th e  p a s t fe w  
years  o u r p ro d u c tio n  o f g o ld  ha s  in ­
c re a se d  fiv e -fo ld . E ve n  w ith  th is  in ­
c re a se  in p ro d u c tio n , o u r re s e rv e  b a se  
has n e a rly  d o u b le d  s in c e  1985 . O u r 
p o rtfo lio  n o w  in c lu d e s  fiv e  s o lid  o p e ra ­
tions , e a ch  w ith  s u b s ta n tia l m in e  life  a n d  
som e  w ith  so lid  p o te n tia l fo r  fu r th e r  e x ­
te n s io n s . It a lso  in c lu d e s  fo u r  d e v e lo p ­
m ent p ro je c ts  a nd  a  n u m b e r o f e n c o u r­
a g ing  e x p lo ra tio n  p ro p e r tie s .

O u r co n c e n tra tio n  is in th e  m in e ra ls  in ­
d u s try  w h e re  o u r e x p e rtis e  a llo w s  us  to  
m ake  in fo rm e d  d e c is io n s . W e  w ill n o t 
be co m e  in vo lve d  in b u s in e s s e s  w h e re  
w e have  no e x p e rtis e . O u r p r im a ry  
fo cus  w ill c o n tin u e  to  be  g o ld , b u t w e  w ill 
a lso  e xp lo re , on  a lim ite d  b a s is , d iv e rs if i­
ca tion  in to  b a se  m e ta ls  a n d  in d u s tr ia l 
m ine ra ls .

O u r p rin c ip a l so u rc e  o f g ro w th  w ill be  
acq u is it io n s . W e  h a ve  th e  a b ility  to  
m anage  m any  ty p e s  o f p ro je c ts  b u t w e  
w ill fo cu s  on  th e  la rg e -to n n a g e , o p e n -p it  
d e p o s its  w h e re  o u r e x p e r ie n c e  is g re a t­
est. E x p lo ra tio n  w ill, n e v e r th e le s s , c o n ­
tinue  to  be  an  in te g ra l p a rt o f o u r  p la n  
fo r g ro w th . A  s te a d y  e x p lo ra tio n  p ro ­
gram  o ffe rs  th e  b e s t m e a n s  o f a d d in g  
lo w -co s t re s e rv e s  to  o u r in v e n to ry . W e  
w ill fo c u s  o n  w e s te rn  N o rth  A m e r ic a  a n d  
A u s tra lia , b u t w ill a lw a y s  c o n s id e r  
o p p o rtu n it ie s  e ls e w h e re . O u r e x is t in g  
o p e ra tio n s  a re  a ls o  a  s o u rc e  o f p o te n tia l 
g row th , a nd  w e  lo o k  to w a rd  e x p a n d in g  
them  w hen  e x p a n s io n  m a k e s  s e n s e . 
A d van ces  in te c h n o lo g y , a s  th e y  d e ­
ve lop, w ill be  e m p lo y e d  w h e re v e r  p o s ­
s ib le  to  in c rease  p ro d u c tio n  o r re d u c e  
costs . W e w ill a ls o  c o n t in u e  to  lo o k  a t 
in ves tm en ts  as  a  c h a n n e l fo r  g ro w th .

W e a re  w e ll p o s it io n e d  fo r  g ro w th . 
H ow ever, h a v in g  p la n s  a n d  m e a n s  a re , 
by th e m se lve s , n o t s u ff ic ie n t to  re a ch  
our goa ls . T h o s e  c o m p o n e n ts  o f g ro w th  
are on ly as  v a lu a b le  a s  th e  q u a lity  o f th e  
fac to r tha t m a k e s  th e  c r it ic a l d if fe r ­
ence— p e o p le . W e  h a v e  a s s e m b le d  a 
ve ry  ab le  te a m  o f p e o p le  w ith  th e  s k ills  
and d e s ire  n e e d e d  to  im p le m e n t th e  
p lans w e  h a ve  d e v is e d  a n d  to  a c h ie v e  
our g o a ls . J o h n  A z la n t jo in e d  us  a s  V ic e  
P res iden t, F in a n c e  a n d  C h ie f F in a n c ia l

S e v e ra l c h a n g e s  in o u r  B o a rd  o f D ire c to rs  
o c c u rre d  d u r in g  1 9 8 9 . J a m e s  H. F o re m a n , 
m y  p re d e c e s s o r  a s  C h ie f E x e c u tiv e  
O ff ic e r, le ft th e  b o a rd  in k e e p in g  w ith  h is  
e x p re s s e d  d e s ire  to  re d u c e  h is  in v o lv e ­
m e n t in th e  a ffa irs  o f th e  C o m p a n y .
S ta n to n  B. B e n n e tt re t ire d  fro m  th e  b o a rd  
a fte r  s e rv in g  a s  a  D ire c to r  s in c e  1 9 8 5 .
S ta n  a ls o  s e rv e d  a s  o u r  G e n e ra l C o u n s e l 
a n d  C o rp o ra te  S e c re ta ry  u n til h is  re t ire ­
m e n t. B o th  J im  a n d  S ta n  p la y e d  k e y  ro le s  
in th e  g ro w th  a n d  s u c c e s s  o f th is  C o m ­
p a n y . J a m e s  O ’R o u rk e  a ls o  le ft th e  b o a rd  
in 1 9 8 9 . W e  a re  g ra te fu l to  h a v e  h a d  th e  
b e n e f it  o f h is  b u s in e s s  s k ills  a n d  e x p e r i­
e n c e  in s h a p in g  th e  fu tu re  o f P e g a s u s .

W e  w e re  p le a s e d  to  h a v e  th re e  n e w  a n d  
h ig h ly  q u a lif ie d  D ire c to rs  jo in  th e  b o a rd .
L. J a c k  S m ith  jo in e d  o u r  b o a rd  in J a n u a ry  
1 9 8 9 , P a u l H. A tk in s o n  jo in e d  in J u n e , a n d  
J a m e s  S. R e d p a th  w a s  a p p o in te d  ju s t  
a fte r  y e a r-e n d . E a ch  o f th e s e  g e n tle m e n  
b rin g  o u ts ta n d in g  c re d e n t ia ls  in m in in g  
a n d  b u s in e s s  to  th e  b o a rd . I a m  c e rta in  
th a t th e ir  c o u n s e l w ill b e  o f tre m e n d o u s  
v a lu e  a s  w e  c o n t in u e  to  g ro w .

If w e  a re  to  a c h ie v e  o u r  g o a ls  a n d  re a liz e  
th e  g ro w th  w e  s e e k , e v e ry o n e , fro m  th e  
D ire c to rs , m in e s ite  p e rs o n n e l, a n d  s u p p o r t 
s ta ff, m u s t w o rk  a s  a  te a m  to w a rd  o u r  
c o m m o n  g o a ls . D u rin g  th e  v is its  I m a d e  to  
e v e ry  P e g a s u s  lo c a tio n  to  e x p la in  o u r  p la n  
a n d  g o a ls , I w a s  im p re s s e d  b y  th e  s tro n g  
c o m m itm e n t th a t p e rm e a te s  o u r  C o m p a n y  
a t e v e ry  le v e l. W h ile  s p a c e  d o e s  n o t 
p e rm it m e  to  ta k e  n o te  o f e v e ry o n e , th e  
p h o to g ra p h s  o n  th e  fo llo w in g  p a g e s  s h o w  
a  c ro s s -s e c t io n  o f th e  d e d ic a te d  a n d  
ta le n te d  p e o p le  w h o  a re  th e  rea l fo rc e  
b e h in d  o u r a b ility  a n d  w h o  w ill c a rry  us 
fo rw a rd  to  g re a te r  s u c c e s s  in th e  fu tu re .

J o h n  M . W ills o n  
M a rc h  3 0 , 1 9 9 0

\Ne have assembled 
a very able team of 

people with the skills 
and desire needed 
to implement the 

plans we have 
devised and to 

achieve our goals.



M ike C lark, V ice President, 
O perations (L ), Tom  W eitz , 
M an ag er of the M ontana  
Tunnels m ine (C) and Scott 
Lawson, Corporate M an ag er of 
H um an Resources at the 
M ontana Tunnels pit. Close 
coordination of operations and 
hum an resource considerations  
ensures both e ffic ient 
operations and high em ployee  
m otivation .

OPERATIONS
OVERVIEW

1 9 8 9  w a s  a  fu ll y e a r  fro m  a n  o p e ra t in g  
p o in t  o f v ie w . W e  b ro u g h t a  n e w  m in e , 
B e a l M o u n ta in ,  in to  c o m m e rc ia l p ro d u c ­
t io n . W e  a ls o  a s s u m e d  o p e ra t in g  
c o n tro l o f a n o th e r  m in e , B a s in  C re e k , 
a t th e  e n d  o f J u n e . A n o m a lie s  e n c o u n ­
te re d  a t M o n ta n a  T u n n e ls  e a r ly  in th e  
y e a r  c a lle d  fo r  a  re v ie w  o f th a t  o p e ra ­
t io n , w h ic h  re s u lte d  in a  re v is io n  to  th e  
m in e  p la n  a n d  re c a lc u la t io n  o f re s e rv e s . 
A d d it io n a lly ,  s o m e  im p ro v e m e n ts  to  th e  
p la n t  a t M o n ta n a  T u n n e ls  w e re  m a d e . 
T h e s e  re q u ire d  a  s ig n if ic a n t  a m o u n t  o f 
e n g in e e r in g  a n d  e c o n o m ic  a n a ly s is .
A t tw o  n e w  p ro je c ts , O r t iz  a n d  Q u a r tz  
M o u n ta in ,  p re l im in a ry  e v a lu a t io n  a n d  
m e ta llu rg ic a l te s t in g  g o t  u n d e r  w a y .

O re T o n s  M ined
(Millions)

17.0

22.5

T h e  p ro g re s s  m a d e  o n  th e  Z o r tm a n /  
L a n d u s k y  s u lf id e  p ro je c t  a ls o  re q u ire d  
th a t  in c re a s e d  a t te n t io n  b e  g iv e n  to  th a t  
p ro je c t.

A d d it io n a l p ro d u c t io n  fro m  B e a l M o u n ­
ta in  a n d  B a s in  C re e k  w e re  p r in c ip a l ly  
re s p o n s ib le  fo r  th e  in c re a s e  in o u r  to ta l 
g o ld  p ro d u c t io n  to  a  re c o rd  3 4 1 ,4 0 0  
o u n c e s . R e c o rd  p e r fo rm a n c e  fro m  
F lo r id a  C a n y o n  e s s e n t ia l ly  o f fs e t  
re d u c e d  p ro d u c t io n  fro m  M o n ta n a  
T u n n e ls  a n d  R e lie f  C a n y o n . Z o r tm a n /  
L a n d u s k y  c o n t in u e d  its  lo n g  re c o rd  o f 
re lia b le  p e r fo rm a n c e  d e s p ite  th e  e f fe c ts  
o f a d v e rs e  w e a th e r  c o n d it io n s  in th e  f irs t  
q u a r te r .

C ash P ro d u ctio n  C o sts
Net Of By-Product Revenues 
Per Ounce Of Gold

256

245 242

231

7.4 220

I
5 .3

1985
1986

1987
1988

1989

1985
1986

1987
1988

1989
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To b e tte r m ee t the  in c re a se d  d e m a n d s  
o f g row th  o ve r the  next d e c a d e , s o m e  
o rg a n iza tiona l ch a n g e s  w e re  m a d e  in 
1989. M ost s ig n ifica n tly , w e  s tre n g th ­
ened the m ine e n g in e e rin g  g ro u p  a t o u r 
headquarte rs  in S p o ka n e . T h is  g ro u p  
provides tech n ica l s u p p o rt to  o u r 
existing o p e ra tio n s  and  p la y s  a ke y  ro le  
in the d e v e lo p m e n t o f n e w  p ro je c ts . A n  
added b e n e fit o f th is  g ro u p  w ill be  its 
ab ility  to a ss is t w ith  b u s in e s s  d e v e lo p ­
m ent a c tiv ities  by  b e in g  a v a ila b le  to  h e lp  
w ith the a s s e s sm e n t o f p ro p o s e d  
acqu is itions. In a d d itio n , w e  in c re a s e d

th e  s iz e  o f th e  s ta ff d e d ic a te d  to  d e ­
v e lo p m e n t o f th e  s u lf id e  o re  p ro je c t a t 
th e  Z o r tm a n /L a n d u s k y  m in e .

A s  P e g a s u s  g ro w s  o v e r  th e  n e x t 
d e c a d e , w e  w ill b e  fa c e d  w ith  in c re a s ­
in g ly  d iv e rs e  o p e ra t in g  c o n d it io n s .
T h e  o p e ra t in g  te a m  w e  h a v e  a s ­
s e m b le d  a n d  th e  s tru c tu re  w e  d e v e l­
o p e d  in 1 9 8 9  w ill g iv e  us  th e  d e g re e  
o f f le x ib il ity  n e e d e d  to  be  s u c c e s s fu l 
in d e v e lo p in g  a n d  o p e ra t in g  a  v a r ie ty  
o f p ro je c ts .

The operating team 
we have assembled...

will give us the 
degree of flexibility 

needed to be successful 
in developing and 
operating a variety 

of projects.



1989 PRODUCTION BY MINE

Production

Zortman/
Landusky

Florida
Canyon

Relief
Canyon

Montana
Tunnels

Beal
Mountain

Basin
Creek

Gold (oz.) 106,400 79,300 29,900 62,600 37,200 26,000
Silver (oz.) 223,800 23,800 29.800 1,204,000 8,100 21,200
Zinc (tons) 0 0 0 16,400 0 0
Lead (tons) - - 7,500 0 0

Ore Tons Mined (000) 10,100 4,600 1,600 4,000 1,300 900
Grade

Gold (oz./ton) 0.019 0.020 0.028 0.021 0.043 0.042
Silver (oz./ton) 0.070 0.017 0.100 0.490 0.100 0.080
Zinc (% ) - - 0.670 - V : -

Lead (%) - - - 0.250 - -

Cutoff Grade 0.010 0.014 0.010 0.018 * 0.015 0.015
Recovery Percentage

Gold 62 75 62 82 65 75
Silver 25 27 50 67 25 38
Zinc - - 77 -

Lead - - - 84 - -

Strip Ratio .55:1 .88:1 1.53:1 3.3:1 1.33:1 1.6:1
Cash Cost of Production 275 240 315 164 190 280
'Gold Equivalent

RESERVES AS OF JANUARY 1 ,1 9 9 0

P ro v e n  & P ro b a b le M in e ra l  In v e n to r ie s

Tons G ra d e C o n ta in e d Tons G ra d e In d ic a te d
M in e (000) O z ./T o n Oz. Au (000) O z ./T o n O z. Au

Zortman/Landusky 47,800 0.016 765,000 46,000 0.024 1,104,000
Florida Canyon 36,200 0.018 652,000
Montana Tunnels 37,400 0.021 785,000
Beal Mountain 11,700 0.048 560,000 300 0.045 14,000
Basin Creek 9,600 0.031 297,000 4,000 0.041 164,000
Ortiz (1) 13,500 0.054 729,000
Quartz Mountain (1) 25,000 0.030 750,000
Diamond Hill (2) 700 0.046 34,000 2,800 0.026 73,000
Total 143,400 0.022 3,093,000 91,600 0.031 2,834,000

(1) Joint venture. Amounts shown reflect Pegasus' 50% share.
(2) Joint venture. Amounts shown reflect Pegasus' 60% share.
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SELECTED HISTORICAL DATA
1989 1988 1987 1986 1985

Production

Gold (oz.) 341,400 283,800 228,100 92,000 60,000

Silver (oz.) 1,510,700 1,361,000 778,000 229,000 158,000

Lead (tons) 7,500 8,400 4,300 - -

Zinc (tons) 16,400 18,400 7,200 - -

Gold Equivalent (oz.) 430,100 370,200 259,600 95,500 62,900

Tons Ore Mined 22,500,000 22,100,000 17,000,000 7,400,000 5,300,000

Financial

Gold Price Realized/ oz. $ 416 $ 436 $ 429 $ 381 $ 312

Operating Cost/ ton $ 5.20 $ 4.75 $ 4.36 $ 3.98 $ 3.21

Operating Cost/ oz. $ 242 $ 256 $ 245 $ 231 $ 220

General & Administrative

Costs/ oz. $ 21 $ 23 $ 28 $ 38 $ 41

Depreciation, Depletion &

Amortization/ oz. $ 70 $ 73 $ 66 $ 53 $ 45

Operating Cash Flow $44,104 $ 43,073 $ 6,654 $12,141 $ 3,713

Net Debt* $11,550 $ (16,189) $ (17,956) $50,411 $11,607

Debt/Total Capitalization (%) 12 13 15 52 32

Reserves At Year End

Gold (oz.) 3,093 3,248 2,877 3,042 1,772

Gold Equivalent (oz.) 4,338 4,543 3,705 3,805 3,690

Number of Employees 460 370 344 245 115

*(Long Term Debt Less Cash & Cash Equivalents)
7



Heavy equ ipm ent loading ore for 
transport d irectly  to the leach pad at 
Zortm an/Landusky. The a b ility  to 
leach run -o f-m ine  ore keeps costs 
down at this m ine .

Montana

ZORTMAN/ 
LANDUSKY

Zortman/Landusky 
marked its eleventh 
year of production 

in 1989.

T h e  Z o r tm a n /L a n d u s k y  m in e  is a n  o p e n -  
p it, h e a p - le a c h  o p e ra t io n  lo c a te d  in n o rth  
c e n tra l M o n ta n a . O n  a v e ra g e , 10 m illio n  
to n s  o f o re  a re  m in e d  a t Z o r tm a n /  
L a n d u s k y  a n n u a lly .

T h e  Z o r tm a n /L a n d u s k y  m in e  a d d e d  
a n o th e r  p a g e  to  its  h is to ry  o f s te a d y , 
r e lia b le  o p e ra t io n s  in 1 9 8 9 . G o ld  p ro ­
d u c t io n  fo r  th e  y e a r  w a s  1 0 6 ,4 0 0  o u n c e s  
a n d  s i lv e r  a m o u n te d  to  2 2 3 ,8 0 0  o u n c e s .

Z o r tm a n /L a n d u s k y  m a rk e d  its  e le v e n th  
y e a r  o f p ro d u c t io n  in 1 9 8 9 . T h a t  fa c t  is 
p a r t ic u la r ly  re m a rk a b le  b e c a u s e  Z o r t ­
m a n /L a n d u s k y  is  o n e  o f th e  lo w e s t g ra d e  
o p e ra t in g  g o ld  m in e s  in th e  w o r ld .  It 
w a s , u n til 1 9 8 6 , P e g a s u s ’ o n ly  o p e ra t in g  
m in e  a n d  s e rv e d  a s  a  “ la b o ra to r y ” fo r  th e  
d e v e lo p m e n t  o f h e a p - le a c h  te c h n o lo g y .

T h e  k e y  to  s u c c e s s  a t Z o r tm a n /L a n d u s k y  
h a s  b e e n  th e  a b il i ty  o f P e g a s u s  to  le a c h  
ru n -o f-m in e  o re  s u c c e s s fu lly .  A f te r  
b la s t in g ,  o re  is  ta k e n  fro m  th e  p it a n d  
m o v e d  d ire c t ly  to  th e  le a c h  p a d , w ith o u t  
u n d e rg o in g  a n y  a d d it io n a l p ro c e s s in g ,  
a n d  s p ra y e d  w ith  le a c h  s o lu t io n .  T h e  
a b il i ty  to  e l im in a te  in te rm e d ia te  p ro c e s s ­
in g  s te p s  re d u c e s  m in in g  c o s ts  a n d  
c o n tr ib u te s  g re a t ly  to  th e  e c o n o m ic  
fe a s ib i l i ty  o f m in in g  lo w -g ra d e  o re .

B e y o n d  th e  o re  its e lf,  s e v e ra l m in in g  a n d  
p ro c e s s in g  te c h n iq u e s  e m p lo y e d  a t 
Z o r tm a n /L a n d u s k y  c o n tr ib u te  fu r th e r  to  
its  s u c c e s s .  T h e  b la s t in g  p ro c e s s  to  a

g re a t e x te n t  s e p a ra te s  th e  o re  fro m  w a s te  
m a te r ia l,  th u s  m in im iz in g  o re  d ilu t io n  a n d  
w a s te  h a n d lin g  c o s ts . Z o r tm a n /L a n d u s k y  
a ls o  p io n e e re d  th e  u s e  o f v a lle y - f i l l  le a c h  
p a d s . T h e s e  v e ry  la rg e  p a d s , w ith  a  
c a p a c ity  o f a s  m u c h  a s  4 0  m illio n  to n s  o f 
o re , a re  s u f f ic ie n t  to  h a n d le  s e v e ra l y e a rs  
o f m in in g  o p e ra t io n s .  T h is  a l lo w s  e c o n o ­
m ie s  o f s c a le  to  b e  re a liz e d  in c o n s t r u c ­
t io n  c o s ts  a n d  th e  lo w e s t p o s s ib le  m in in g  
c o s ts .

R is in g  p r ic e s  o f c a u s t ic  s o d a  u s e d  to  
c o n tro l th e  p H  o f th e  le a c h  s o lu t io n s  a n d  
u n c e r ta in ty  o v e r  th e  a d e q u a c y  o f s u p p lie s  
re s u lte d  in a  s w itc h  to  th e  u s e  o f l im e  fo r  
pH  c o n tro l o n  th e  Z o r tm a n  s e c t io n  o f th e  
m in e  d u r in g  1 9 8 9 . A  s p e c ia l a p p lic a t io n  
s y s te m  w a s  d e s ig n e d  in -h o u s e  to  m e e t 
th e  s p e c if ic  n e e d s  o f th e  m in e . T h e  
s y s te m  w a s  u p  a n d  o p e ra t in g  b y  m id -y e a r  
a n d , w ith  s o m e  m in o r  f in e  tu n in g ,  h a s  
b e e n  p e r fo rm in g  a s  e x p e c te d . T h e  
s y s te m  w ill n o t o n ly  re d u c e  o p e ra t in g  
c o s ts  b u t w ill a ls o  h e lp  e n s u re  th a t  
o p e ra t io n s  a re  n o t h a m p e re d  b y  s u p p ly  
s h o r ta g e s .

T h e  L a n d u s k y  s e c t io n  o f th e  m in e  w ill be  
s im ila r ly  c o n v e r te d  in  1 9 9 0 . T h e  e x p e r i­
e n c e  g a in e d  d u r in g  1 9 8 9  w ill m a k e  th e  
c o n v e rs io n  s m o o th e r  a n d  m o re  e ff ic ie n t.

A t th e  e n d  o f 1 9 8 9 , th e  Z o r tm a n /  
L a n d u s k y  m in e  h a d  a p p ro x im a te ly  4 8  
m illio n  to n s  o f p ro v e n  o x id e  re s e rv e s .
T h a t  is  s u f f ic ie n t  fo r  a lm o s t  f iv e  y e a rs  o f



ope ra tio n  a t th e  ra te  o f 10 m illio n  to n s  o f 
ore pe r ye a r. H o w e v e r, P e g a s u s  h a s  
been c o n s is te n tly  s u c c e s s fu l in re p la c in g  
the ore  m in e d  e a c h  y e a r  w ith  n e w  re ­
serves. T h e  m in e  is lo c a te d  o n  a p p ro x i­
m ately 1 7 ,4 0 0  a c re s  in th e  L itt le  R o c k y  
M ounta ins o f n o rth  c e n tra l M o n ta n a . T h e  
area has a long  h is to ry  o f g o ld  p ro d u c t io n  
and the re  is g o o d  p o te n t ia l fo r  a d d it io n a l 
d iscove rie s. S e v e ra l ta rg e ts  h a v e  b e e n  
identified  on  th e  p ro p e r ty .  W e  h a v e  n o t 
as yet c o n d u c te d  a n y  s ig n if ic a n t  d r il l in g  
on these ta rg e ts  b u t w ill b e  e v a lu a t in g  
them fu rth e r in 1 9 9 0 .

A p ro jec t is c u r re n t ly  u n d e r  w a y  a t 
Z o rtm a n /L a n d u s k y  to  d e v e lo p  m e th o d s  
for tre a tin g  th e  s ig n if ic a n t  s u lf id e  m in e ra l i­
zation th a t is k n o w n  to  b e  p re s e n t.  T h e  
sulfide m a te ria l h a s  n o t b e e n  in c lu d e d  in 
our p roven a n d  p ro b a b le  re s e rv e  c a lc u la ­
tions thus fa r, p e n d in g  th e  o u tc o m e  o f th e  
deve lopm en t p ro je c t. A lth o u g h  th e ir  fu ll 
extent has y e t to  b e  d e te rm in e d , th e  
present e s tim a te  o f s u lf id e  m in e ra liz a t io n  
is a p p ro x im a te ly  16 m illio n  to n s  a t a n  
average g ra d e  o f 0 .0 4 6  o u n c e s  p e r  to n .

W e com pleted th e  p ilo t  p h a s e  o f th e  
sulfide pro ject in 1 9 8 9 . A  3 ,0 0 0 - to n  b u lk  
sam ple was p ro c e s s e d  b y  f lo ta t io n  a n d  a  
concentra te  s a m p le  p ro d u c e d . A ls o , a  
substan tia l a m o u n t o f d r i l l in g  w a s  d o n e  to  
define the  d e p o s it,  d e te rm in e  its  g ra d e , 
and ob ta in  d a ta  to  e v a lu a te  th e  e c o n o m ic  
viability o f th e  p ro je c t.  T h e  re s u lts  th u s  fa r  
are p ro m is in g .

In 1990, w e  w ill c o n d u c t  fu r th e r  te s t in g  on  
the c o n c e n tra te  s a m p le  to  d e te rm in e  th e  
best m e th o d  fo r  p ro c e s s in g  it. T e s ts  w ill 
be co n d u c te d  to  d e te rm in e  if th e  c o n c e n ­
trate is s u ita b le  fo r  d ire c t  s m e lte r  fe e d . If 
the resu lts  o f th e s e  te s ts  a re  fa v o ra b le ,  
the co n c e n tra te  c o u ld  b e  s e n t to  s m e lte rs  
w ithout fu r th e r  p ro c e s s in g .  T e s ts  w ill a ls o  
be co n d u c te d  in 1 9 9 0  to  d e te rm in e  if th e  
co n cen tra te  c o u ld  b e  fu r th e r  t re a te d  by  
one of s e v e ra l a v a ila b le  m e th o d s  to  m a k e  
it a m e n a b le  to  le a c h in g . If th e s e  p ro v e  
viable, a d o re ' b u llio n  w o u ld  b e  p ro d u c e d  
from th e  c o n c e n tra te .

As im p o rta n t a s  th e  s u lf id e  p ro je c t  its e lf  is 
the fa c t th a t th e  a b il i ty  to  m in e  th e  s u l­
fides w o u ld  p ro v id e  a c c e s s  to  a n  a d d i­
tional a m o u n t o f o x id e  o re . C u r re n t  
es tim a tes  in d ic a te  th a t  3 0  to  4 0  m illio n  
add itiona l to n s  o f o x id e  m a te r ia l w ith  a  
g rade o f 0 .0 1 3  o u n c e s  o f g o ld  p e r  to n

c o u ld  b e c o m e  a c c e s s ib le  a n d  s u b ­
s ta n t ia l ly  e x te n d  th e  life  o f th e  
m in e .

A s  p a r t  o f th e  s u lf id e  p ro je c t  in 
1 9 9 0 , a  p ro g ra m  to  s ite  th e  
n e c e s s a ry  fa c i l it ie s  to  t re a t  th e  o re  
u s in g  s e v e ra l d if fe re n t  s c e n a r io s  
w ill b e  u n d e r ta k e n . T h is  is  a  
p re l im in a ry  s te p  to  a  fu ll fe a s ib il i ty  
s tu d y  w h ic h  w ill b e g in  la te r  in th e  
y e a r  a n d  s h o u ld  b e  c o m p le te d  
b e fo re  y e a r -e n d .

T o  e n s u re  th a t  a d e q u a te  le a c h  p a d  Blast drMI r i9 s working in
c a p a c ity  is  a v a ila b le ,  w e  h a v e  b e g u n  th e  thB Zortman/ Landusky P!t-
p e rm it t in g  p ro c e s s  a n d  p la n  to  b e g in  th e  
p h a s e d  d e v e lo p m e n t  o f a  n e w  v a lle y - f il l  
le a c h  p a d  in 1 9 9 0 . T h e  p a d  w ill u l t i ­
m a te ly  h a v e  a  c a p a c ity  o f o v e r  5 0  m illio n  
to n s  o f o re  a n d  w ill b e  a d e q u a te  to  
h a n d le  th e  c u r re n t ly  p ro v e n  o x id e  re ­
s e rv e s .  A p p ro x im a te ly  $ 8  m illio n  w ill b e  
s p e n t o n  th e  p a d  in  1 9 9 0  b e c a u s e  o f th e  
p re p a ra to ry  c o n s tru c t io n  re q u ire d .
E x p e n d itu re s  w ill b e  s ig n if ic a n t ly  lo w e r  in 
fu tu re  y e a rs .

W ith  th e  v e ry  lo w  g ra d e s  a t Z o r tm a n /  
L a n d u s k y ,  a t te n t io n  to  e v e ry  d e ta il is 
im p o r ta n t .  T h e  Z o r tm a n /L a n d u s k y  s ta ff  
h a s  a n  e n v ia b le  re c o rd  o f p ro f ita b ly  
m in in g  m a te r ia l th a t  m o s t p e o p le  w o u ld  
c o n s id e r  w a s te .  It is  c le a r  th a t  w ith o u t  a n  
o u ts ta n d in g  s ta f f  w ith  s u p e r io r  s k il ls ,  
Z o r tm a n /L a n d u s k y  w o u ld  n o t b e  th e  
s u c c e s s  th a t  it is.

Technician  J im  M cM illa n  prepares  
blast drill hole sam ples  for assay  
at the Zortm an/Landusky lab. Data 
from  these assays is used for ore 
grade control.
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Exterior of the Florida Canyon plant 
at night. Increased p lant capacity  
helped Florida Canyon achieve  
record production in 19 8 9 .

FLORIDA
CANYON

♦

Nevada

10

O u r  F lo r id a  C a n y o n  m in e , lo c a te d  3 0  
m ile s  w e s t o f W in n e m u c c a , N e v a d a , is 
a n  o p e n -p it ,  h e a p - le a c h  o p e ra t io n  th a t 
b e g a n  in la te  1 9 8 6 . A p p ro x im a te ly  4  
m illio n  to n s  o f o re  a re  m in e d  a n n u a lly  a t 
F lo r id a  C a n y o n .

1 9 8 9  w a s  a  b a n n e r  y e a r  fo r  F lo r id a  
C a n y o n . G o ld  p ro d u c t io n  s e t  a  re c o rd  a t 
7 9 ,3 0 0  o u n c e s . A t th e  s a m e  t im e , c a s h  
p ro d u c t io n  c o s ts  a t F lo r id a  C a n y o n  
d e c lin e d  to  $ 2 4 0  p e r  o u n c e  o f g o ld  fro m  
$ 2 9 5  p e r  o u n c e  th e  y e a r  b e fo re .

T h e  e x c e l le n t  p e r fo rm a n c e  o f F lo r id a  
C a n y o n  in 1 9 8 9  is th e  re s u lt  o f a  
c o m b in a t io n  o f fa c to rs .  T h e  s ta f f  a t th e  
m in e  h a s  s p e n t a  g re a t d e a l o f t im e  
s tu d y in g  th e  d e p o s it  a n d  th e  m a n n e r  in 
w h ic h  th e  o re  b e h a v e s  d u r in g  b la s t in g , 
c ru s h in g ,  a g g lo m e ra t io n ,  a n d  le a c h in g . 
T h e  m in e  s ta ff,  th ro u g h  e x p e r im e n ta t io n ,  
h a s  b e e n  a b le  to  id e n t ify  a  s e t  o f 
p a ra m e te rs  th a t  m a x im iz e s  re c o v e ry  o f 
m e ta ls .  T h e s e  fa c to rs  in c lu d e  th e  s iz e  
to  w h ic h  th e  o re  is  c ru s h e d , th e  a m o u n t 
o f c e m e n t  u s e d  in th e  a g g lo m e ra t io n  
p ro c e s s , a n d  th e  c y c le  o v e r  w h ic h  th e  
le a c h  s o lu t io n  is  a p p lie d  to  th e  o re .

F o r  e x a m p le ,  o re  a t F lo r id a  C a n y o n  is 
c ru s h e d  to  9 0 %  m in u s  3 /4  in c h  a n d  th e n  
a g g lo m e ra te d  w ith  c e m e n t  a n d  lim e  to  
e n h a n c e  le a c h a b il ity  a n d  s ta b i l iz e  f in e  
m a te r ia l th a t  m ig h t o th e rw is e  im p e d e

le a c h in g . S o d iu m  c y a n id e  is  a ls o  a d d e d  
d u r in g  a g g lo m e ra t io n .  In it ia lly ,  a s  m u c h  
a s  s e v e n  p o u n d s  o f c e m e n t  p e r  to n  o f 
o re  w a s  b e in g  u s e d  in  a g g lo m e ra t io n .  
H o w e v e r , th ro u g h  s u b s e q u e n t  te s t in g ,  it 
w a s  d e te rm in e d  th a t  re c o v e r ie s  im p ro v e d  
w h e n  a  le s s e r  a m o u n t  o f c e m e n t  w a s  
u s e d . C u r re n t ly ,  a s  lit t le  a s  fo u r  p o u n d s  
o f c e m e n t  p e r  to n  is  u s e d . O f c o u rs e ,  th e  
a b il i ty  to  u s e  le s s e r  a m o u n ts  o f s u p p lie s  
a ls o  t ra n s la te s  in to  lo w e r  o p e ra t in g  c o s ts .

E q u ip m e n t  im p ro v e m e n ts  h a v e  a ls o  
p la y e d  a  ro le  in th e  im p ro v e d  p e r fo r ­
m a n c e  a t F lo r id a  C a n y o n . L e a c h  s o lu ­
t io n  s p ra y  c a p a c ity  w a s  d o u b le d  fro m  
1 ,1 0 0  g a l lo n s  p e r  m in u te  (G P M ) to  2 ,2 0 0  
G P M  d u r in g  1 9 8 8 . T h e  fu ll y e a r  re s u lts  
o f th a t  im p ro v e m e n t  w e re  f ir s t  s e e n  in 
1 9 8 9 . In s id e  th e  p la n t,  im p ro v e m e n ts  
h a v e  a llo w e d  th ro u g h p u t  to  in c re a s e  to  
1 ,0 5 0  G P M  fro m  its  o r ig in a l c a p a c ity  o f 
6 5 0  G P M  w ith o u t  in c u r r in g  th e  c o s t  o f 
in s ta llin g  la rg e r  ta n k s . T h is  a l lo w e d  th e  
p la n t  to  a c c o m m o d a te  th e  in c re a s e d  
s o lu t io n  f lo w  fro m  th e  p a d  a n d  im p ro v e d  
th e  p e r fo rm a n c e  o f th e  m in e .

D u r in g  1 9 8 9 , im p ro v e m e n ts  w e re  a ls o  
m a d e  to  F lo r id a  C a n y o n ’s e le c tr ic a l 
s y s te m  th a t  n o t o n ly  a d d e d  fu r th e r  to  
s p ra y  c a p a c ity  b u t a ls o  a d d e d  re d u n ­
d a n c y  to  th e  s y s te m , re d u c in g  th e  
p o s s ib il i ty  o f u n s c h e d u le d  d o w n t im e .



M easures to  im p ro v e  th e  m in e ’s p e r fo r ­
m ance e x te n d e d  to  th e  d is t in c t iv e  c irc u la r  
leach pad in 1989 . T h e  fu ll fo u r  q u a d ­
rants o f th e  p ad  b e c a m e  a v a ila b le  d u r in g  
the year. T h is  g a v e  th e  o p e ra t in g  s ta ff  
additiona l f le x ib il ity  to  m a n a g e  th e  
leaching p ro c e s s  fo r  o p t im u m  e ff ic ie n c y .  
Having g a in e d  a  m o re  th o ro u g h  k n o w l­
edge o f h o w  th e  o re  re le a s e s  its  m e ta l 
content, th e  o p e ra to rs  k n o w  th a t  s e c o n ­
dary le a ch in g  is  m o re  e f fe c t iv e  if th e  o re  
is left to  “ re s t” fo r  a  p e r io d  a f te r  p r im a ry  
leaching is c o m p le te . W ith  th e  fu ll a re a  o f 
the pad a v a ila b le , o n e  s e c t io n  o f th e  p a d  
can be le ft to  re s t w h ile  o re  is  lo a d e d  a n d  
leached in o th e r  a re a s , w ith o u t  h in d e r in g  
the ove ra ll e f f ic ie n c y  o f p ro d u c t io n .

The pad w a s  e x te n d e d  b y  a p p ro x im a te ly  
300 fe e t on o n e  s id e  d u r in g  th e  y e a r .
This a d d itio n  p ro v id e s  m o re  c a p a c ity  a t 
re la tive ly lo w  c o s t. In a d d it io n ,  th e  n e w  
section, w h e n  lo a d e d  w ith  o re , w ill 
re in force th e  o r ig in a l p a d  a n d  a llo w  o re  to  
be loaded to  a  g re a te r  h e ig h t  th a n  o r ig i­
nally e x p e c te d . T h is , in tu rn , w ill re d u c e  
the a m o u n t o f c a p ita l re q u ire d  fo r  p a d  
construction o v e r  th e  life  o f th e  m in e .

Gold p ro d u c tio n  a t F lo r id a  C a n y o n  is 
expected to  a g a in  re a c h  th e  7 9 ,0 0 0 -  
ounce le ve l in 1 9 9 0 . B e c a u s e  th e  d e p o s it  
is quite  h o m o g e n e o u s , b o th  in te rm s  o f 
geology a n d  o re  g ra d e , p ro d u c t io n  w ill b e  
fairly s ta b le  in th e  fu tu re .  A lth o u g h  th e re  
may be s o m e  v a r ia t io n s  fro m  y e a r  to  y e a r , 
we e x p e c t F lo r id a  C a n y o n  to  c o n s is te n t ly  
produce in e x c e s s  o f 7 0 ,0 0 0  o u n c e s  o f 
gold p e r ye a r.

P ro d u c t io n  a t F lo r id a  C a n y o n  w a s  a id e d  
fo r  th e  f ir s t  t im e  in 1 9 8 9  b y  le a c h in g  o f 
lo w -g ra d e , ru n -o f-m in e  o re . M a te r ia l 
c o n ta in in g  b e tw e e n  0 .0 0 8  a n d  0 .0 1 4  
o u n c e s  p e r  to n  o f g o ld  is  n o t e c o n o m ic a l 
to  p ro c e s s  if c ru s h in g  a n d  a g g lo m e ra t io n  
a re  re q u ire d . H o w e v e r ,  it w a s  d e te rm in e d  
th a t,  b e c a u s e  o f th e  s h o r te r  h a u l d is ta n c e  
to  th e  le a c h  p a d  th a n  th e  w a s te  d u m p , th e  
m a te r ia l c o u ld  b e  le a c h e d  e c o n o m ic a l ly  if 
a  re c o v e ry  ra te  o f 4 0 %  c o u ld  b e  a c h ie v e d  
b y  le a c h in g  th e  ru n -o f-m in e  m a te r ia l 
w ith o u t  fu r th e r  p ro c e s s in g ,  a n d  p re l im i­
n a ry  te s ts  in d ic a te d  th a t  th e  n e c e s s a ry  
re c o v e ry  c o u ld  b e  a c h ie v e d . D u r in g  1 9 8 9 , 
a p p ro x im a te ly  7 6 0 ,0 0 0  to n s  o f th e  lo w - 
g ra d e , ru n -o f-m in e  o re  w e re  lo a d e d  o n  a  
p o r t io n  o f th e  p a d  a n d  le a c h e d . T h e  
a c tu a l re c o v e r ie s  a p p ro a c h e d  5 0 %  a n d  
re s u lte d  in  a n  e s t im a te d  4 ,0 0 0  a d d it io n a l 
o u n c e s  b e in g  p ro d u c e d  d u r in g  th e  y e a r .

F lo r id a  C a n y o n  h a s  3 6 .2  m illio n  to n s  o f 
re s e rv e s  id e n t if ie d . T h is  is  s u f f ic ie n t  fo r  
a p p ro x im a te ly  s e v e n  m o re  y e a rs  
o f m in in g . A lth o u g h  th e  d e p o s it  is  w e ll 
d e f in e d , th e re  is  s o m e  p o te n t ia l fo r  
a d d it io n a l re s e rv e s  to  b e  d e v e lo p e d . 
E ffo r ts  w ill c o n t in u e  in 1 9 9 0  to  id e n t ify  
a d d it io n a l re s e rv e s  in  a n  a re a  k n o w n  a s  
th e  N o r th e a s t E x te n s io n .

T h e  k e y  to  th e  p e r fo rm a n c e  a t F lo r id a  
C a n y o n  is its  p e o p le . O n -s ite  o p e ra t in g  
s ta f f  a n d  s u p p o r t  p e rs o n n e l h a v e  w o rk e d  
a s  a  te a m  a n d  fo u n d  th e  m e a n s  to  im ­
p ro v e  th e  m in e ’s p e r fo rm a n c e . T h is  e f fo r t  
h a s  m a d e  th e  d if fe re n c e  b e tw e e n  th e  
o r ig in a l p ro d u c t io n  e s t im a te s  m a d e  in
1 9 8 6 , o f 5 5 ,0 0 0  o u n c e s  p e r  y e a r , a n d  th e  
1 9 8 9  re a lity  o f n e a r ly  8 0 ,0 0 0  o u n c e s .

1989 was a banner 
year for 

Florida Canyon.

The unique c ircu lar leach pad 
and rad ia l ore s tacker m in im ize  
m a te ria l handling costs at 
Florida Canyon.

O perations S upervisor Joel 
M urphy checks the condition of 
a pump m otor inside the Florida  
Canyon p lant. C arefu l attention  
to p lant m ain tenance ensures  
optim al perform ance.
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M ontana

MONTANA 
TUNNELS

Jon P a llis te r, Process  
S upervisor at M ontana Tunnels, 
m onitors p lant operations in the  
control room . Electronic  
controls a llo w  adjustm ents to 
be m ade quickly in response to 
subtle changes in the ore.

T h e  M o n ta n a  T u n n e ls  m in e , n e a r  
H e le n a , M o n ta n a , is  o n e  o f th e  fe w  
o p e ra t in g  p o ly m e ta l l ic  g o ld  m in e s  in 
N o rth  A m e r ic a .  In a d d it io n  to  6 2 ,6 0 0  
o u n c e s  o f g o ld  in 1 9 8 9 , M o n ta n a  T u n ­
n e ls  p ro d u c e d  1 .2  m illio n  o u n c e s  o f 
s ilv e r ,  1 6 ,4 0 0  to n s  o f z in c , a n d  7 ,5 0 0  
to n s  o f le a d .

1 9 8 9  w a s  a  d if f ic u lt  y e a r  fo r  o p e ra t io n s  
a t th e  M o n ta n a  T u n n e ls  m in e . In th e  f irs t  
q u a r te r ,  s o m e  a n o m a lie s  w e re  d is c o v ­
e re d  in c e r ta in  s e c t io n s  o f th e  o re  b o d y . 
T h e s e  c o n s is te d  o f o re  w ith  a  lo w e r  g o ld  
g ra d e  th a n  h a d  b e e n  p re d ic te d  b y  th e  
c o m p u te r  m o d e l a n d  o re  th a t  h a d  a  
h a rd n e s s  g re a te r  th a n  e x p e c te d .

T h e  e f fe c t  o f th e  a n o m a lie s  l im ite d  g o ld  
p ro d u c t io n  a t M o n ta n a  T u n n e ls  fo r  th e  
y e a r  to  6 2 ,6 0 0  o u n c e s . L o w e r  th a n  e x ­
p e c te d  g ra d e  a n d  re d u c e d  m ill th ro u g h ­
p u t d u e  to  o re  h a rd n e s s  k e p t p ro d u c t io n  
b e lo w  o r ig in a l e s t im a te s  fo r  f iv e  m o n th s . 
H o w e v e r , o u r  o re -b le n d in g  e f fo r ts  w e re  
s u c c e s s fu l in  m it ig a t in g  th e  e f fe c ts  o f 
th e  h a rd e r  o re . M ill th ro u g h p u t  w a s  
re s to re d  n e a r ly  to  p la n n e d  le v e ls  w e ll 
b e fo re  y e a r -e n d .

H o w e v e r ,  th e  c a s h  c o s t  o f p ro d u c in g  an  
o u n c e  o f g o ld , n e t o f b y -p ro d u c t  re v e n u e s , 
re m a in e d  th e  lo w e s t o f a n y  o f o u r  m in e s . 
F o r  th e  y e a r ,  th e  c a s h  c o s t  p e r  o u n c e  o f 
g o ld  p ro d u c e d  w a s  o n ly  $ 1 6 4  in c lu d in g  
th e  e f fe c ts  o f th e  in c re a s e d  l i fe -o f -m in e  
s tr ip  ra tio .

E ffo r ts  to  k e e p  p ro d u c t io n  c o s ts  d o w n  
c o n t in u e d  a t M o n ta n a  T u n n e ls  d u r in g  
1 9 8 9 . A  f ro n t  s h o v e l w a s  p u t  in to  o p e ra ­
tio n  d u r in g  th e  s e c o n d  q u a r te r .  T h is  
e q u ip m e n t  re p la c e d  th e  lo a d e rs  th a t  h a d  
b e e n  u s e d  b e c a u s e  it c a n  b e  m o re  
p re c is e  in s e p a ra t in g  o re  fro m  w a s te ,  th u s  
p re v e n t in g  d ilu t io n  o f th e  o re  a n d  m in im iz ­
in g  w a s te  h a n d lin g  c o s ts . A lth o u g h  th e  
c h a n g e  w a s  re la t iv e ly  s m a ll in re la t io n  to  
th e  s c o p e  o f th e  to ta l p ro je c t ,  it ty p if ie s  th e  
n e c e s s a ry  a t te n t io n  to  o p e ra t in g  d e ta ils  
th a t  a d d  u p  to  th e  b e s t  p o s s ib le  p e r fo r ­
m a n c e .

T h e  m o s t im p o r ta n t  d e v e lo p m e n t  a t 
M o n ta n a  T u n n e ls  d u r in g  th e  y e a r  w a s  th e  
re s p o n s e  to  th e  c h a n g e d  c o n d it io n s  
c re a te d  b y  th e  a n o m a lie s  in th e  d e p o s it .  
A s  s o o n  a s  it b e c a m e  e v id e n t  th a t  th e  
a c tu a l s itu a t io n  in  th e  p it w a s  d if fe re n t

th a n  p re d ic te d ,  a  p ro g ra m  to  a d a p t 
to  th e  a c tu a l c o n d it io n s  w a s  
u n d e r ta k e n . W e  c o n d u c te d  in fill 
d r i l l in g  to  d e f in e  th e  a n o m a lie s  
p h y s ic a lly  a n d  to  o b ta in  d a ta  
re g a rd in g  th e ir  e f fe c ts  o n  o p e ra ­
t io n s  a n d  p ro d u c t io n .

O n c e  th e  re s u lts  o f th e  d r i l l in g  
p ro g ra m  h a d  b e e n  a n a ly z e d , w e  
to o k  d e c is iv e  a c t io n . A  n e w  m in e  
p la n  a n d  a  n e w  o re  re s e rv e  
e s t im a te  w e re  d e v e lo p e d .  R e ­
s e rv e s  w e re  re c a lc u la te d  a s  o f 
J a n u a ry  1, 1 9 8 9  a n d  lo w e re d  
s lig h t ly  fro m  43 .1  m il lio n  to n s  to  
4 1 .5  m illio n  to n s . T h e  e s t im a te  of 
l i fe -o f -m in e  g o ld  g ra d e  w a s  
re v is e d  fro m  0 .0 2 4  o u n c e s  p e r  ton 
to  0 .0 2 1  o u n c e s  p e r  to n . T h e  go ld  
e q u iv a le n t  g ra d e  w a s  c h a n g e d  
fro m  0 .0 3 8  o u n c e s  p e r  to n  to  
0 .0 3 6  o u n c e s  p e r  to n .

T h e  n e w  m in e  p la n  in d ic a te d  th a t 
p ro d u c t io n  w ill v a ry  m o re  fro m  
y e a r  to  y e a r  th a n  p re v io u s ly  
e x p e c te d  a n d  th e  a v e ra g e  s tr ip  
ra t io  o v e r  th e  life  o f th e  m in e  w ill 
b e  s o m e w h a t  h ig h e r . T h e  h ig h e r 
s tr ip  ra t io  re c o g n iz e d  th a t  b lend ing  
o f o re  w o u ld  b e  n e c e s s a ry  a t



times to c o m p e n s a te  fo r  in c re a s e d  o re  
hardness. A d d it io n a lly , th e  h e ig h t  o f th e  
benches in th e  p it w a s  re d u c e d  fro m  3 0  
feet to 20 fe e t to  a llo w  fo r  m o re  s e le c t iv e  
mining and  b e tte r  g ra d e  c o n tro l.

Changes w e re  a ls o  m a d e  a t th e  p la n t  in 
response to  th e  n e w  c o n d it io n s .  A d d i­
tional f lo ta tio n  c e lls  w e re  in s ta lle d  w h ic h  
increased th e  f lo ta t io n  t im e  in th e  m ill.
This a llo w e d  h ig h e r  q u a lity  c o n c e n tra te s  
to be p ro d u c e d . T h e  a d d it io n a l c e lls  
allow the  a m o u n t o f le a d  in  th e  z in c  
concentra te , w h e re  it is  c o n s id e re d  a  
con tam inant, to  b e  m in im iz e d . F u r th e r ,  
there is a  n a tu ra l te n d e n c y  fo r  th e  
precious m e ta ls  to  fo l lo w  th e  le a d . T h e  
higher q u a lity  c o n c e n tra te s  a llo w  m o re  o f 
the p re c io u s  m e ta ls  to  b e  c o n ta in e d  in 
the lead c o n c e n tra te . T h is  e n h a n c e s  
profit b e c a u s e  th e  re v e n u e s  fro m  s a le  o f 
the p re c io u s  m e ta ls  a re  g re a te s t  w h e n  
conta ined in th e  le a d  c o n c e n tra te .

We a lso  in s ta lle d  a  s m a ll c a rb o n  c ir c u it  in 
the M o n ta n a  T u n n e ls  p la n t.  T h e  ta i l in g s  
solution fro m  th e  le a d  f lo ta t io n  c ir c u it  is 
passed th ro u g h  th e  c a rb o n  c o lu m n s  to  
capture p re c io u s  m e ta ls  th a t  h a v e  g o n e  
into s o lu tio n  a s  a  re s u lt  o f re a g e n ts  u s e d  
to s u p p re s s  p y r ite  d u r in g  th e  le a d  c le a n ­
ing p ro c e s s . A lth o u g h  th e  a m o u n ts  a re  
fairly s m a ll in  a b s o lu te  te rm s , th e  c a p ita l 
e xp e n d itu re  n e e d e d  to  in s ta ll th e  c a rb o n  
c ircuit w a s  n o t la rg e . T h e  a d d it io n a l 
ounces o f g o ld  w ill c o n tr ib u te  to  th e  
overall p ro f ita b il i ty  o f M o n ta n a  T u n n e ls .

The e ffe c ts  o f th e  c h a n g e d  c o n d it io n s  
have b e e n  m it ig a te d  to  a  g re a t  e x te n t,  
thanks to  th e  d e d ic a t io n  a n d  p r o fe s s io n ­
alism o f th e  o p e ra t in g  a n d  a d m in is t ra t iv e  
staff a t M o n ta n a  T u n n e ls ,  a s  w e ll a s  th e  
c o rp o ra te  e n g in e e r in g  s ta ff .  F a c e d  w ith  a  
d ifficu lt s itu a t io n ,  th e y  h a v e  fo u n d , a n d  
are c o n t in u in g  to  f in d , w a y s  to  m a n a g e  
the M o n ta n a  T u n n e ls  m in e  fo r  m a x im u m  
profit u n d e r  v a ry in g  c o n d it io n s .

The o u t lo o k  fo r  M o n ta n a  T u n n e ls  is  c le a r . 
Gold p ro d u c t io n  w ill ra n g e  fro m  th e  
6 0 ,0 0 0 -o u n c e  le v e l in th e  e a r ly  y e a rs  to  
over 8 0 ,0 0 0  o u n c e s  in th e  la te  y e a rs  o f 
the re m a in in g  n in e -y e a r  l ife  o f th e  
property. T h is  is  b a s e d  o n  p re s e n t 
rese rves o f 3 7 .4  m illio n  to n s .

Cash c o s ts  o f p ro d u c t io n  w ill v a ry  o v e r  
the life  o f th e  m in e , g e n e ra lly  re f le c t in g  
the lo c a tio n  o f m in in g  o p e ra t io n s  w ith in

Flotation deck ot the M ontana  
Tunnels p lant. Im provem ents  to 
the flo ta tion  circuit in 198 9  helped  
m itig a te  the effects of ore body 
a no m a lie s .

It will be possible 
in 1990 and beyond 

to look at ways 
of further improving 

the operation.

The M ontana Tunnels p it. In the  
background, a front shovel loads  
ore into haul trucks. The shovel 
a llow s  m ore precise m in ing  and 
reduces ore d ilu tion .

th e  o re  b o d y . C o s ts  a re  e x p e c te d  to  b e  
re la t iv e ly  h ig h e r  in th e  1 9 9 0 -1 9 9 5  p e r io d , 
w h e n  a  g re a te r  p ro p o r t io n  o f m in in g  
a c t iv ity  w ill ta k e  p la c e  in  th o s e  p a r ts  o f 
th e  o re  b o d y  w h e re  th e  a n o m a lie s  o c c u r  
a n d  g o ld  g ra d e s  a re  lo w e r . C o s ts  a re  
e x p e c te d  to  p e a k  n e a r  $ 2 7 5  p e r  o u n c e . 
F ro m  1 9 9 5  o n , c o s ts  a re  e x p e c te d  to  fa ll 
a s  h ig h e r  g ra d e  o re  a t th e  c e n te r  o f th e  
d e p o s it  b e c o m e s  a c c e s s ib le .

E x p lo ra t io n  a c t iv it ie s  o n  th e  M o n ta n a  
T u n n e ls  p ro p e r ty  a n d  in  th e  v ic in ity  o f th e  
m in e  a re  c o n t in u in g .  A lth o u g h  o u r  
p ro p e r ty  h a s  b e e n  th o ro u g h ly  in v e s t i­
g a te d  a n d  th e  m in e ra liz a t io n  fu lly  d e ­
f in e d , th e re  is  s o m e  p o te n t ia l fo r  a d d i­
t io n a l d is c o v e r ie s  in  th e  g e n e ra l v ic in ity .

B e c a u s e  th e  s itu a t io n  a t M o n ­
ta n a  T u n n e ls  is  n o w  s ta b le , it 
w ill b e  p o s s ib le  in 1 9 9 0  a n d  
b e y o n d  to  lo o k  a t w a y s  o f 
fu r th e r  im p ro v in g  th e  o p e ra t io n .  
It w ill b e  e a s ie r  to  is o la te  a n d  
q u a n t i fy  th e  e f fe c ts  o f a n y  
c h a n g e s . T h e re  w ill b e  c o n t in ­
u e d  s tu d y  in 1 9 9 0  o f v a r io u s  
m e a n s  o f im p ro v in g  th e  p la n t ’s 
p e r fo rm a n c e . S e v e ra l a d d i­
t io n a l c h a n g e s  to  th e  p la n t  a n d  
m in e  a re  c u r re n t ly  u n d e r  s tu d y .

W e  a re  c o n f id e n t  th a t  M o n ta n a  
T u n n e ls  w ill p ro v id e  a  re tu rn  o n  
in v e s tm e n t a n d  w ill c o n t in u e  to  
c o n tr ib u te  to  o u r  g ro w th .
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An a e ria l v iew  of the Beal M ountain  
m ine. Located in an env iro nm enta lly  
sensitive a re a , Pegasus Gold has 
received aw ards for its efforts to 
protect the environm ent at Beal 
M ountain .

BEAL MOUNTAIN

Montana

We are particularly 
proud of our efforts 

to protect the 
environment at 
Beal Mountain.

B e a l M o u n ta in  is  a n  o p e n -p it ,  h e a p -  
le a c h  o p e ra t io n  lo c a te d  n e a r  A n a c o n d a , 
M o n ta n a . T h e  m in e  w a s  d e v e lo p e d  
d u r in g  1 9 8 8  a n d  b e g a n  c o m m e rc ia l 
p ro d u c t io n  in  M a y  1 9 8 9 .

T h e  c o m m e rc ia l o p e ra t io n  o f  th e  B e a l 
M o u n ta in  m in e  w a s  o n e  o f o u r  h ig h  p o in ts  
o f 1 9 8 9 . T h e  p ro je c t  w a s  d e v e lo p e d  in  a  
re m a rk a b ly  s h o r t  1 1 -m o n th  p e r io d  d u r in g
1 9 8 8  a n d  s to o d  re a d y  fo r  o p e ra t io n  b y  th e  
t im e  s h u td o w n  fo r  th e  1 9 8 8 -1 9 8 9  w in te r  
s e a s o n  w a s  re q u ire d .  S ta r tu p  o p e ra t io n s  
b e g a n  e a r ly  in th e  f ir s t  q u a r te r  o f 1 9 8 9  
a n d  p ro c e e d e d  s m o o th ly .  C o m m e rc ia l 
p ro d u c t io n  b e g a n  o n  M a y  1, a lth o u g h  th e  
m in e  a c tu a lly  re c o v e re d  n e a r ly  4 ,0 0 0  
o u n c e s  d u r in g  s ta r tu p  a n d  te s t in g .

O p e ra t io n s  a t B e a l M o u n ta in  l iv e d  u p  to  
e x p e c ta t io n s  in  e v e ry  w a y . T h e  m in e  p ro ­
d u c e d  3 7 ,2 0 0  o u n c e s  o f g o ld  c o m m e r ­
c ia lly  d u r in g  th e  y e a r  fro m  1 .3  m illio n  to n s  
o f o re . T h e  g ra d e  w a s  0 .0 4 3  o u n c e s  o f 
g o ld  p e r  to n  o n  a v e ra g e , w ith  s o m e  m in e  
p ro d u c t io n  y ie ld in g  h ig h e r  th a n  e x p e c te d  
o re  g ra d e .

C a s h  c o s ts  o f p ro d u c t io n ,  n e t o f b y ­
p ro d u c t  re v e n u e s , c a m e  in a t $ 1 9 0  p e r  
o u n c e  o f g o ld  p ro d u c e d . W e  e x p e c t  c a s h  
c o s ts  o v e r  th e  life  o f th e  m in e  to  a v e ra g e  
a p p ro x im a te ly  $ 2 3 0  p e r  o u n c e .

a b o u t 4 0 0 ,0 0 0  m o re  to n s  th a n  w e re  m in e d  
in 1 9 8 9 , b r in g in g  th e  a n n u a l a m o u n t  to  1 .7  
m il lio n  to n s . P r o d u c t io n  o f g o ld  c re d ite d  
to  re v e n u e  in  1 9 9 0  w ill a ls o  in c re a s e , b o th  
b e c a u s e  o f th e  a d d it io n a l to n n a g e  a n d  
b e c a u s e  th e  m in e  w ill b e  in c o m m e rc ia l 
o p e ra t io n  fo r  th e  e n t ire  y e a r .

A s  w ith  e v e ry  P e g a s u s  G o ld  o p e ra t io n ,  w e  
a re  c o n s ta n t ly  s e e k in g  m e a n s  to  im p ro v e  
th e  B e a l M o u n ta in  m in e  a n d  re d u c e  its  
o p e ra t in g  c o s ts . In 1 9 9 0 , C o m p a n y  
p e rs o n n e l w ill ta k e  o v e r  c ru s h in g  o p e ra ­
t io n s  fro m  th e  c o n tra c to r .  T h is  m o v e  w ill 
re s u lt  in a  n e t re d u c t io n  o f  o p e ra t in g  
c o s ts . W e  re g u la r ly  re v ie w  th e  e c o n o m ic s  
o f u s in g  m in in g  c o n tra c to rs  a g a in s t  th e  
a lte rn a t iv e  o f p e r fo rm in g  th o s e  fu n c t io n s  
o u rs e lv e s ,  w h ile  a t th e  s a m e  t im e  fa c to r ­
in g  in  th e  le v e l o f f le x ib il i ty  th a t  c o n tra c to rs  
p ro v id e .  O u r  p o s it io n  h a s  a lw a y s  b e e n  
th a t  w e  w ill o p e ra te  in  th e  m a n n e r  th a t  
m a k e s  th e  m o s t e c o n o m ic  a n d  p ra c t ic a l 
s e n s e .

O p e ra t io n s  in 1 9 9 0  a n d  b e y o n d  w ill be  
d ire c te d  to w a rd  in c re a s in g  th e  to n n a g e  
m in e d  a t B e a l M o u n ta in  a n d , c o n s e ­
q u e n t ly ,  g o ld  p ro d u c t io n .  O u r  o b je c t iv e  is 
to  re a c h  a n  a n n u a l m in in g  ra te  o f  2  m illion  
to n s  p e r  y e a r  if, a s  w e  p ro c e e d , th e  
e c o n o m ic s  o f th a t  le v e l o f p ro d u c t io n  
ju s t i fy  it.
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In 1 9 9 0 , w e  e x p e c t  to  in c re a s e  th e  le v e l A  k e y  fa c to r  in o p e ra t io n s  a t B e a l M o u n -
o f a c t iv ity  a t B e a l M o u n ta in .  W e  w ill m in e  ta in  h a s  a lw a y s  b e e n  th e  e n v iro n m e n t.



The m ine is lo c a te d  in a n  e n v iro n m e n ­
tally se n s itive  a re a  th a t  in c lu d e s  e lk  
breeding h a b ita t a n d  a  s tre a m  c o n ta in ­
ing a pu re  s tra in  o f n a t iv e  c u t th ro a t  
trout. W e a re  p a r t ic u la r ly  p ro u d  o f o u r  
efforts to  p ro te c t th e  e n v iro n m e n t  a t 
Beal M o u n ta in , a n d  w e  a re  g ra t i f ie d  th a t  
those e ffo rts  h a v e  b e e n  re c o g n iz e d .  In 
late 1988, w e  re c e iv e d  th e  R e g io n a l 
Forester's  A w a rd  fro m  th e  U n ite d  S ta te s  
D epartm ent o f A g r ic u ltu re  F o re s t  
Service fo r  o u r  e f fo r ts  in  m e e tin g  
e n v iro n m e n ta l c o n c e rn s  a n d , in  fa c t,  
going b e y o n d  th e  re q u ire m e n ts  o f o u r  
perm its to  e n s u re  th a t  th e  e n v iro n m e n t  
is p re se rve d .

Our e ffo rts  to  w o rk  c o o p e ra t iv e ly  w ith  
g ove rn m e n t, a re a  c it iz e n s  a n d  e n v iro n ­
mental a n d  s p o r ts m a n  g ro u p s  re s u lte d  
in s u c c e ss fu l d e v e lo p m e n t  o f th e  B e a l 
M ounta in  p ro je c t  w h ile  m a in ta in in g  th e  
in tegrity  o f a n  im p o r ta n t  w ild l i fe  a re a .
We a re  c o m m it te d  to  m a in ta in in g  th e  
e n v iro n m e n ta l q u a lity  o f th e  a re a  a s  w e  
expand th e  o p e ra t io n ,  a n d  w e  a re  
con fiden t th a t  th e  e x p e r ie n c e  w e  h a v e  
gained w ill a s s is t  u s  in  m e e tin g  th a t  
goal.

P roven re s e rv e s  a t B e a l M o u n ta in  s ta n d  
at 9 .7  m illio n  to n s  w ith  a n  a v e ra g e  g o ld  
grade o f 0 .0 4 6  o u n c e s  p e r  to n . T h is  
gives th e  m in e  a  life  o f a p p ro x im a te ly  
seven y e a rs . H o w e v e r ,  a n  a d d it io n a l 2 
m illion to n s  o f p ro b a b le  re s e rv e s  a w a it  
fu rther a n a ly s is .

There is s u b s ta n t ia l p o te n t ia l fo r  a d d i­
tional d is c o v e r ie s  in  th e  v ic in ity  o f th e  
ex is ting  B e a l M o u n ta in  m in e . O u r  
p rope rty  p o s it io n  s u r ro u n d in g  B e a l 
M oun ta in  c o n s is ts  o f a p p ro x im a te ly
6,000 a c re s . In 1 9 9 0 , w e  w ill b e  
co n tin u in g  o u r  p ro g ra m  o f e x p lo ra t io n  
on th e  p ro p e r ty .  T h a t  p ro g ra m  w ill 
inc lude  s o il s a m p lin g  a n d  d r i l l in g  to  
iden tify  a d d it io n a l ta rg e ts .

Beyond th is ,  th e re  m a y  b e  a d d it io n a l 
m inab le  o re  a t d e p th  w ith in  th e  e x is t in g  
pit. W e  w ill c o n d u c t  a d d it io n a l s tu d ie s  
over th e  n e x t fe w  y e a rs  to  d e te rm in e  
the e x te n t to  w h ic h  m in e ra liz a t io n  
co n tin u e s  b e lo w  th e  c u r re n t  p it  d e s ig n  
and, if it d o e s , w h e th e r  it is  e c o n o m i­
cally a n d  e n v iro n m e n ta l ly  fe a s ib le  to  
mine it.

In a  v e ry  re a l s e n s e , p e o p le  w o rk in g  a s  
a  te a m  h a v e  m a d e  th e  d if fe re n c e  a t B e a l 
M o u n ta in .  O u r  e x p lo ra t io n  p e o p le  
re c o g n iz e d  th e  m e r it  o f  th e  d e p o s it  a n d  
m a d e  a  s tro n g  c a s e  fo r  d e v e lo p m e n t  
d e s p ite  th e  fa c t  th a t  it w a s  c o n s id e re d  to  
h a v e  to o  m a n y  b a r r ie rs  to  d e v e lo p m e n t .  
O u r  a d m in is t ra t iv e  a n d  le g a l p e o p le  
fo u n d  w a y s  to  m e e t th e  c o n c e rn s  o f 
g o v e rn m e n t  a n d  a re a  c it iz e n s  s u c c e s s ­
fu lly  a n d  o b ta in  th e  p e rm its  n e e d e d  fo r  
d e v e lo p m e n t  in  o n ly  a  fe w  m o n th s . O u r

Beal M ounta in  Lab Technician  
Carolyn Lew is runs a test using an 
electron ic  analyzer. The support of 
s k illed  em ployees gives an added  
advantage to Pegasus operating  
personnel in m axim izing  m ine  
effic iency.

d e v e lo p m e n t  p e o p le  m a n a g e d  to  c o m ­
p le te  c o n s tru c t io n  o f th e  fa c i l it ie s  b e fo re  
w in te r  s e t  in d e s p ite  th e  s h o r t  c o n s t ru c ­
t io n  s e a s o n  a t th e  p ro je c t ’s  h ig h  e le v a ­
t io n . T h e  o p e ra t in g  s ta f f  a c c o m p lis h e d  
s ta r tu p  a n d  a c h ie v e d  c o m m e rc ia l 
p ro d u c t io n  o n  s c h e d u le  a n d  w ith o u t  
s ig n if ic a n t  p ro b le m s . A n d , o f c o u rs e ,  o u r  
f in a n c ia l s ta f f  p ro v id e d  th e  c a p ita l 
n e e d e d  fo r  d e v e lo p m e n t .  It w a s ,  in 
e v e ry  s e n s e , a  te a m  e f fo r t  w ith o u t  w h ic h  
th e  B e a l M o u n ta in  m in e  w o u ld  n o t b e  th e  
e x e m p la ry  p ro je c t  th a t  it is .

Joe M ic h e le tt i, Process M eta llu rg is t, 
rem oves an ore sam ple  from  the  
assay furnace a t Beal M ounta in . 
Ongoing ana lysis  provides data for 
both m ining operations and advance  
plann ing .



Both hand-draw n m aps and com puter  
m odels assist Basin Creek Project 
M an ag er Dan Turk and M ine  
Superin tendent Randy B argelt plan  
future m ining operations.

BASIN CREEK

♦

Montana

B a s in  C re e k  is  o u r  n e w e s t m in e . It is  a n  
o p e n -p it ,  h e a p - le a c h  o p e ra t io n  lo c a te d  
18  a ir  m ile s  s o u th w e s t  o f H e le n a , 
M o n ta n a . W h e n  w e  a c q u ire d  P a n g e a  
R e s o u rc e s  L td . in m id -1 9 8 9 , B a s in  C re e k  
w a s  a n  o p e ra t in g  m in e .

D e s p ite  b e in g  p a r t  o f P e g a s u s  fo r  o n ly  a  
p o r t io n  o f th e  y e a r ,  B a s in  C re e k  c o n t r ib ­
u te d  2 6 ,0 0 0  o u n c e s  o f g o ld  to  o u r  a n n u a l 
p ro d u c t io n .  T h e  a m o u n t  o f o re  m in e d , 
w h ile  w e  o p e ra te d  th e  m in e , w a s  s lig h t ly  
o v e r  9 0 0 ,0 0 0  to n s . B a s in  C re e k  a ls o  
p ro d u c e d  2 1 ,2 0 0  o u n c e s  o f s i lv e r  a s  a  
b y -p ro d u c t.  C a s h  c o s ts  o f p ro d u c t io n ,  
n e t o f b y -p ro d u c t  re v e n u e s , w e re  $ 2 8 0  
p e r  o u n c e  o f g o ld  fo r  th e  p o r t io n  o f th e  
y e a r  th a t  w e  o p e ra te d  th e  p ro p e r ty .

T h e  a c q u is it io n  o f P a n g e a  R e s o u rc e s  
w a s  u n d e r ta k e n  p r in c ip a l ly  to  o b ta in  th e  
B a s in  C re e k  m in e  a n d  th e  p ro p e r ty  
p o s it io n  s u r ro u n d in g  it. T h e  m in e  g a v e  
u s  im m e d ia te  c a s h  f lo w . T h e  p ro p e r ty  
p o s it io n  o f 1 7 ,0 0 0  a c re s  in p r im e  m in e ra l 
te r r i to ry  (w ith  w h ic h  w e  a re  a lre a d y  w e ll 
a c q u a in te d )  g a v e  u s  e x c e l le n t  p o te n t ia l 
fo r  a d d it io n s  to  re s e rv e s  a n d  th e  d is c o v ­
e ry  o f n e w  d e p o s its .

B a s in  C re e k  o ffe rs  s ig n if ic a n t  p o te n t ia l 
a s  a n  o p e ra t in g  m in e . O u r  e x te n s iv e

P ro v e n  re s e rv e s  a t B a s in  
C re e k  a re  a p p ro x im a te ly  
6.1 m il lio n  to n s  o f o re  w ith  
a n  a v e ra g e  g o ld  g ra d e  o f 
0 .0 3 1  o u n c e s  p e r  to n . In 
a d d it io n ,  3 .5  m illio n  to n s  
o f p ro b a b le  re s e rv e s ,  a ls o  
w ith  a  g ra d e  o f 0 .0 3 1  
o u n c e s  p e r  to n ,  h a v e  
b e e n  id e n t if ie d .  B e y o n d  
th is ,  m in e ra l in v e n to r ie s  o f 
a t le a s t a n o th e r  fo u r  

m illio n  to n s  o f o re  e x is t  w ith  a n  in d ic a te d  
g ra d e  o f 0 .0 4 1  o u n c e s  o f g o ld  p e r  to n .

B e c a u s e  B a s in  C re e k  is  lo c a te d  a t 7 ,8 0 0  
fe e t  a b o v e  s e a  le v e l, it is  a  s e a s o n a l 
o p e ra t io n .  W e a th e r  d o e s  n o t p e rm it  
m in in g  o p e ra t io n s  to  c o n t in u e  th ro u g h o u t  
th e  y e a r .  H o w e v e r ,  le a c h in g  c a n  c o n ­
t in u e  b e c a u s e  o f th e  in s ta lla t io n  o f 
e q u ip m e n t  th a t  w a rm s  th e  le a c h  s o lu t io n  
a n d  d is t r ib u te s  it th ro u g h  th e  o re  v ia  
b u r ie d  p ip e s , ra th e r  th a n  s p r in k le rs .  T h is  
“ d r ip ” s y s te m  w a s  p io n e e re d  a t o u r  
Z o r tm a n /L a n d u s k y  m in e  a n d  h a s  s in c e  
b e c o m e  w id e ly  a c c e p te d  a s  a  m e a n s  o f 
e x te n d in g  th e  o p e ra t in g  s e a s o n  o f m in e s  
a t h ig h  e le v a t io n s  a n d  in c o ld  c l im a te s .  
W e  m a d e  a  n u m b e r  o f o th e r  im p ro v e ­
m e n ts  d u r in g  1 9 8 9  th a t  s h o u ld  re s u lt  in 
in c re a s e d  p ro d u c t io n  in  1 9 9 0  a n d  
b e y o n d .

A d ju s tm e n ts  w e re  m a d e  to  th e  c ru s h in g  
a n d  a g g lo m e ra t io n  p ro c e s s e s  th a t  
im p ro v e d  th e  a m e n a b il i ty  o f th e  o re  to  
le a c h in g ,  th e re b y  im p ro v in g  th e  re c o v e ry  
ra te . A d d it io n a lly ,  th e s e  c h a n g e s  re ­
d u c e d  th e  a m o u n ts  o f s o lid s  th a t  w e re  
s u s p e n d e d  in th e  le a c h  s o lu t io n .  T h e s e  
s o lid s  h a d  b e e n  h a v in g  a n  a d v e rs e  
im p a c t  o n  p la n t e f f ic ie n c y .

e x p e r ie n c e  in h e a p  
le a c h in g  w ill e n a b le  u s  to  
re d u c e  o p e ra t in g  c o s ts  
a n d  im p ro v e  p ro f ita b il i ty .  
T h is  c a n  b e  a c h ie v e d  
th ro u g h  b o th  re d u c t io n s  in 
m in e s ite  c o s ts  a n d  im ­
p ro v e m e n ts  in  re c o v e ry  
ra te s . O v e r  th e  life  o f th e  
m in e , w e  e x p e c t  to  be  
a b le  to  re d u c e  c a s h  
o p e ra t in g  c o s ts  to  a p ­
p ro x im a te ly  $ 2 5 0  p e r  
o u n c e .
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We are in th e  p ro c e s s  o f in c re a s in g  o re  
mined a t B a s in  C re e k  to  a p p ro x im a te ly  
1.6 m illion to n s  in 1 9 9 0 . S o m e  a d d i­
tional p e rm itt in g  w o rk  w ill b e  n e c e s s a ry  
for th is leve l. W e  h a v e  b e g u n  p re l im i­
nary w o rk  to  a c c u m u la te  th e  d a ta  
necessary to  m a k e  a p p lic a t io n  fo r  th e  
required p e rm its . W e  h a v e  b e e n  in 
contact w ith  th e  a p p ro p r ia te  re g u la to ry  
agencies to  d e te rm in e  w h e th e r  th e re  
exist an y  is s u e s  u n iq u e  to  th e  B a s in  
Creek m in e  a n d  s u r ro u n d in g  a re a  th a t  
need to  be  a d d re s s e d . A s  is  th e  p ra c ­
tice at all o u r  m in e s , w e  h a v e  b e e n  in 
contact w ith  a re a  c it iz e n s  to  d e te rm in e  
the p o te n tia l im p a c t o f o u r  p la n s  o n  
them. O u r e x p e r ie n c e  h a s  s h o w n  th a t  
m aking th e  e f fo r t  to  id e n t ify  a re a s  o f 
concern e a r ly  in th e  p ro c e s s  a n d  
add re ss in g  th e m  fro m  th e  o u ts e t  s im p li ­
fies w h a t c a n  b e  a  c o m p le x  p ro c e s s .

Further im p ro v e m e n ts  fo r  B a s in  C re e k  
will be  m a d e  in 1 9 9 0 . L e a c h  p a d  
capac ity  w ill b e  e x p a n d e d . T h e  n e w  p a d  
will be  s itu a te d  in  a  b e t te r  lo c a t io n  th a n  
the e x is t in g  o n e , m a k in g  it e a s ie r  to  
m anage  th e  o re  lo a d in g  a n d  le a c h in g  
p ro ce sse s . A d d it io n a l ly ,  w e  w ill b e  
in v e s tig a tin g  a lte rn a t iv e  m e th o d s  o f 
m ov ing  o re  fro m  th e  c ru s h e r  to  th e  le a c h  
pad to  d e te rm in e  if c o s t  s a v in g s  a re  
a va ila b le .

T h e  c h a n g e  in  c o n tro l o f B a s in  C re e k  
w a s  a c c o m p lis h e d  s m o o th ly .  T h e  m in e  
s ta f f  w a s  k e p t in fo rm e d  a t a ll t im e s  o f 
c h a n g e s , th e  re a s o n s  fo r  th o s e  c h a n g e s  
a n d  th e ir  e x p e c te d  im p a c t.  A s  a  re s u lt ,  
m o s t o f th e  p e rs o n n e l a t B a s in  C re e k  
re m a in e d  a f te r  th e  c h a n g e  in  c o n tro l a n d  
th e y  h a v e  p la y e d  a n  in te g ra l p a r t  in  th e  
fu r th e r  d e v e lo p m e n t  o f th e  o p e ra t io n .  
T h e  s ta ff  o f  B a s in  C re e k  a re  th e  p e o p le  
w h o  w ill m a k e  th a t  o p e ra t io n  p a r t  o f o u r  
fu tu re  s u c c e s s .  W e  a re  p le a s e d  th a t  
th e y  a re  n o w  p a r t  o f th e  P e g a s u s  te a m .

Basin Creek gave 
us excellent potential 

for additions to 
reserves and 

the discovery of 
new deposits.

A eria l v iew  of the Basin Creek m ine  
and a portion of the 1 7 ,0 0 0  acre  
property surrounding it. Exploration  
w ork on the property has a lready  
iden tified  add itiona l targets.
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Leach solution being  
sprayed on the R e lie f  
Canyon leach pads. 
Leaching w ill 
continue as long as 
econom ic recovery of 
m eta ls  continues.

RELIEF
CANYON

Nevada

18

T h e  R e lie f C a n y o n  m in e  is a n  o p e n -p it ,  
h e a p - le a c h  o p e ra t io n  lo c a te d  2 0  m ile s  
e a s t o f L o v e lo c k , N e v a d a , a n d  4 0  m ile s  
s o u th  o f o u r  F lo r id a  C a n y o n  m in e . W e  
h a v e  o p e ra te d  R e lie f  C a n y o n  s in c e  1 9 8 6 . 
R e lie f  C a n y o n  h a s  b e e n  a n  e x c e l le n t  
in v e s tm e n t.  W e  h a v e  re a liz e d  a  re tu rn  
o n  o u r  in v e s tm e n t  in e x c e s s  o f 1 0 0  
p e rc e n t e v e ry  y e a r  s in c e  w e  m a d e  th e  
a c q u is it io n .  A lth o u g h  w e  w ill n o t b e  
m in in g  a d d it io n a l o re , w e  w ill c o n t in u e  to  
re a liz e  a  re tu rn  d u r in g  e a r ly  1 9 9 0  fro m  
c o n t in u e d  le a c h in g  o f th e  o re  a lre a d y  o n  
th e  le a c h  p a d s .

G o ld  p ro d u c t io n  w a s  2 9 ,9 0 0  o u n c e s  in
1 9 8 9 . A p p ro x im a te ly  1 .6  m illio n  to n s  o f 
o re  w e re  m in e d  d u r in g  th e  y e a r  p r io r  to  
th e  c o n c lu s io n  o f m in in g  o p e ra t io n s  in 
la te  A u g u s t.

T h e  R e lie f C a n y o n  d e p o s it ,  a s  e x p e c te d ,  
w a s  m in e d  o u t d u r in g  1 9 8 9 . W e  re c o g ­
n iz e d  a t th e  t im e  w e  a c q u ire d  th e  p ro je c t  
in  1 9 8 6  th a t  it w o u ld  l ik e ly  b e  a  re la t iv e ly  
s h o r t- l iv e d  o p e ra t io n .  H o w e v e r ,  w e  
a c q u ire d  it b e c a u s e  th e  te rm s  w e re  
a t t ra c t iv e  a n d  b e c a u s e  w e  b e lie v e d  th a t  
w e  c o u ld  im p ro v e  th e  o p e ra t io n  a n d  
m a k e  it p ro f ita b le .

T h e  d e p o s it  a t R e lie f  C a n y o n  h a d  b e e n  
k n o w n  s in c e  th e  la te  1 9 7 0 s , a n d  a  s ig n if i­

c a n t a m o u n t  o f d e v e lo p m e n t  h a d  b e e n  
d o n e  b y  th e  p re v io u s  o w n e rs .  M in in g  
o p e ra t io n s  w e re  a c tu a l ly  c o n d u c te d  by  
th e  p re v io u s  o w n e rs  b e g in n in g  in  1 9 8 4 . 
H o w e v e r , th e  p ro c e s s  e m p lo y e d  d u r in g  
th a t  p e r io d  re s u lte d  in d is a p p o in t in g  
re c o v e ry  ra te s  a n d  p ro d u c t io n  b e lo w  
e x p e c ta t io n s .  M in in g  o p e ra t io n s  w e re  
s u s p e n d e d  in la te  1 9 8 5 .

W e  u n d e r to o k  a  re v ie w  o f th e  m in e  in 
e a r ly  1 9 8 6 . E x te n s iv e  s tu d y  in d ic a te d  
th a t  it w a s  p o s s ib le  to  im p ro v e  th e  
re c o v e ry  ra te s  b y  c h a n g in g  th e  m e th o d  
o f p ro c e s s in g  th e  o re . W e  a c q u ire d  the  
p ro p e r ty  in  J u ly  1 9 8 6  a n d  m a d e  th e  
n e c e s s a ry  m o d if ic a t io n s .  T h e s e  in v o lve d  
c ru s h in g  a n d  a g g lo m e ra t in g  th e  o re  p rio r 
to  le a c h in g  ra th e r  th a n  a t te m p t in g  to  
le a c h  ru n -o f-m in e  o re .

O p e ra t io n s  a t R e lie f  C a n y o n  re s u m e d  
u s in g  th e  m o d if ie d  p ro c e s s  in N o v e m b e r
1 9 8 6 , a n d  1 ,8 0 0  o u n c e s  o f g o ld  w e re  
p ro d u c e d  b y  y e a r -e n d . O u r  a n a ly s is  of 
th e  s itu a t io n  w a s  p ro v e n  c o r re c t  in 1987 
w h e n  g o ld  p ro d u c t io n  ju m p e d  to  4 2 ,0 0 0  
o u n c e s  o f g o ld  a n d  re c o v e ry  e x c e e d e d  
6 5  p e rc e n t c o m p a re d  w ith  th e  m a x im u m  
o f 4 5  p e rc e n t e x p e r ie n c e d  b e fo re  th e  
c h a n g e s  w e re  m a d e . T h e  im p ro v e d  
p e r fo rm a n c e  c o n t in u e d  th ro u g h  1988, 
w h e n  p ro d u c t io n  w a s  4 0 ,0 0 0  o u n c e s



from 2.2 m illio n  to n s  o f o re  u n til th e  
deposit w a s  e x h a u s te d  in 1 9 8 9 .

Although e x te n s iv e  e x p lo ra t io n  w o rk  w a s  
done on th e  p ro p e r ty  s u r ro u n d in g  R e lie f  
Canyon, no  a d d it io n a l e c o n o m ic  re s e rv e s  
were e n c o u n te re d . A s  re c o v e r ie s  ta p e r  
off, w e e x p e c t to  p ro d u c e  a p p ro x im a te ly
5,000 o u n c e s  o f g o ld  a t R e lie f C a n y o n  in
1990. L e a c h in g  o p e ra t io n s  w il l  c o n t in u e  
as long as  m e ta l is b e in g  re c o v e re d  a n d  
continued le a c h in g  o p e ra t io n s  a re  
e co n o m ica lly  ju s t i f ie d .  It is  u n lik e ly ,  
however, th a t le a c h in g  w ill c o n t in u e  
beyond 1 9 90 .

Relief C a n y o n  is  a  c la s s ic  e x a m p le  o f th e  
im po rtance  o f p e o p le  to  th e  s u c c e s s  o f a  
pro ject a n d  w h y  w e  b e lie v e  th a t  p e o p le  
are th e  k e y  to  g ro w th .  R e lie f  C a n y o n  h a s  
been a  s u c c e s s  o n ly  b e c a u s e  ta le n te d ,  
e x p e rie n ce d  p e o p le  h a d  th e  a b il i ty  to  lo o k  
beyond th e  o p e ra t io n  a s  it s to o d  in 1 9 8 6  
and s e e  th e  re a l p o te n t ia l o f  th e  p ro p e r ty .

A re c la m a tio n  p la n  w a s  d e v e lo p e d  in 
1989 a n d  a c tu a l re c la m a t io n  e f fo r ts  
in c lu d in g  c o n to u r in g  o f ro a d s , w a s te

d u m p s  a n d  o th e r  d is tu rb e d  a c re a g e , 
p la c e m e n t  o f to p s o il,  a n d  s e e d in g  c o m ­
m e n c e d  d u r in g  th e  y e a r  a n d  w ill c o n t in u e  
in 1 9 9 0 . R e c la m a t io n  is  n o t e x p e c te d  to  
h a v e  a n y  im p a c t  o n  fu tu re  e a rn in g s  s in c e  
th e  c o s t  o f re c la m a t io n  w a s  a c c ru e d  
d u r in g  th e  life  o f th e  m in e .

In a n t ic ip a t io n  o f te rm in a t in g  o p e ra t io n s ,  
s ta f f  re d u c t io n s  w e re  m a d e  g ra d u a lly  
d u r in g  1 9 8 9  a n d  e a r ly  1 9 9 0 . A  n u m b e r  
o f R e lie f  C a n y o n  e m p lo y e e s  h a v e  b e e n  
t ra n s fe r r e d  to  o th e r  o p e ra t io n s  in c lu d in g  
F lo r id a  C a n y o n , Z o r tm a n /L a n d u s k y  a n d  
th e  O r t iz  jo in t  v e n tu re  p ro je c t  in N e w  
M e x ic o .

We have realized 
a return on our 

investment in excess 
of 100 percent 

every year.

The R e lie f Canyon leach pads and  
p lant. A lthough short-lived , the  
project generated  a return on 
investm ent of over 1 0 0 %  per year.



BUSINESS 
DEVELOPMENT

T h e  o b je c t iv e  o f  th e  B u s in e s s  D e v e lo p ­
m e n t d e p a r tm e n t  a t P e g a s u s  G o ld  is  to  
id e n t ify ,  e v a lu a te ,  a n d  a c q u ire  p ro p e r t ie s  
e ith e r  in o p e ra t io n  o r  a t a n  a d v a n c e d  
s ta g e  o f d e v e lo p m e n t .  F o r  p ro p e r t ie s  n o t 
a lre a d y  in  p ro d u c t io n ,  w e  s e e k  th o s e  th a t  
c a n  b e  p la c e d  in to  p ro d u c t io n  w ith in  tw o  
to  th re e  y e a rs .  T h is  a c q u is it io n  a c t iv ity  is 
c r it ic a l to  th e  c o n t in u e d  s u c c e s s  a n d  
g ro w th  o f P e g a s u s . W e  m u s t c o n s ta n t ly  
f in d  n e w  s o u rc e s  o f p ro d u c t io n  to  re p la c e  
o re  th a t  h a s  b e e n  m in e d .

1 9 8 9  w a s  a  s u c c e s s fu l y e a r  fo r  th e  
B u s in e s s  D e v e lo p m e n t  d e p a r tm e n t  a t 
P e g a s u s . T h re e  m a jo r  t ra n s a c t io n s ,  
a d d in g  n e a r ly  1 .8  m illio n  o u n c e s  o f e ith e r  
m in a b le  re s e rv e s  o r  m in e ra l in v e n to r ie s ,  
w e re  c o n c lu d e d .

P a n g e a  R e s o u rc e s  w a s  a c q u ire d  a t m id ­
y e a r . T h is  a c q u is it io n  g a v e  u s  th e  B a s in  
C re e k  m in e , n e a r  H e le n a , M o n ta n a , w h ic h  
p ro d u c e d  2 6 ,0 0 0  o u n c e s  o f g o ld  a n d  
p o s it iv e  c a s h  f lo w  in  1 9 8 9 . T h e  p ro p e r ty  
is  e x p e c te d  to  p ro d u c e  a p p ro x im a te ly
4 0 ,0 0 0  o u n c e s  o f g o ld  in  1 9 9 0 . T h e  B a s in  
C re e k  m in e  c u r re n t ly  h a s  o v e r  9  m illio n  
to n s  o f p ro v e n  a n d  p ro b a b le  re s e rv e s  a n d  
a n  e x c e lle n t  p o te n t ia l to  d e v e lo p  a d d i­
t io n a l re s e rv e s  th ro u g h  e x p lo ra t io n  a c t iv i­
t ie s . T h e  e x is t in g  p ro v e n  a n d  p ro b a b le  
re s e rv e s  a t B a s in  C re e k  c o n ta in  a p p ro x i­
m a te ly  3 0 0 ,0 0 0  o u n c e s  o f g o ld .

In th e  th ird  q u a r te r ,  w e  e n te re d  in to  a  jo in t  
v e n tu re  a g re e m e n t  w ith  L A C  M in e ra ls  fo r  
th e  fu r th e r  e x p lo ra t io n  a n d  d e v e lo p m e n t  
o f th e  O r t iz  p ro je c t  in N e w  M e x ic o . 
P e g a s u s  is  th e  o p e ra to r  a n d  c a n  e a rn  a  
5 0  p e rc e n t in te re s t  in th e  p ro je c t.  P r io r  to  
o u r  in v o lv e m e n t,  o v e r  $ 7  m illio n  h a d  b e e n  
in v e s te d  in  th e  p ro p e r ty .  T h is  in v e s tm e n t 
re s u lte d  in  th e  id e n t if ic a t io n  o f s e v e n  lo d e  
g o ld  o c c u r re n c e s . T h e  O r t iz  p ro je c t  h a s  
a d d e d  a p p ro x im a te ly  7 3 0 ,0 0 0  o u n c e s  o f 
g o ld  to  o u r  m in e ra l in v e n to ry  a n d  h a s  th e  
p o te n t ia l to  b e  a  m a jo r  s o u rc e  o f fu tu re  
g o ld  p ro d u c t io n .  P ro d u c t io n  is  a n t ic ip a te d  
fro m  o n e  o f th e  O r t iz  p ro je c t  d e p o s its  
w ith in  tw o  y e a rs .

A ls o  d u r in g  th e  th ird  q u a r te r ,  w e  e n te re d  
in to  a n  a g re e m e n t  w ith  Q u a r tz  M o u n ta in  
G o ld  C o rp . fo r  th e  d e v e lo p m e n t  o f th e  
Q u a r tz  M o u n ta in  p ro je c t  in  s o u th e rn  
O re g o n . T h is  a g re e m e n t  g iv e s  P e g a s u s  
th e  r ig h t to  e a rn  a  5 0  p e rc e n t in te re s t  in 
th e  p ro p e r ty .  P e g a s u s  w ill b e  th e  o p e ra ­
to r . T h e  Q u a r tz  M o u n ta in  p ro je c t  h a s

b e e n  th e  s ite  o f n e a r ly  $ 1 3  m illio n  in e x ­
p lo ra t io n  a n d  e v a lu a t io n  w o rk  b y  o th e r  
p a r t ie s  o v e r  th e  p a s t  s e v e ra l y e a rs . T h e  
Q u a r tz  M o u n ta in  p ro je c t  h a s  a d d e d
7 5 0 .0 0 0  o u n c e s  o f g o ld  to  P e g a s u s ’ 
m in e ra l in v e n to ry .  In c lu d e d  w ith in  th is
7 5 0 .0 0 0  o u n c e s  o f g o ld  a re  a p p ro x i­
m a te ly  2 4 0 ,0 0 0  o u n c e s  th a t  a re  a m e ­
n a b le  to  th e  h e a p  le a c h  e x tra c t io n  
p ro c e s s . T h e  h e a p  le a c h  p o r t io n  o f th is  
p ro je c t  is  a ls o  c a p a b le  o f b e in g  in 
p ro d u c t io n  w ith in  tw o  y e a rs .

T h e  s u c c e s s  in  c o n c lu d in g  th e s e  m a jo r  
t ra n s a c t io n s  re f le c ts  th e  in c re a s in g  
m a tu r ity  o f th is  C o m p a n y  a n d  th e  
fo rm u la t io n  o f a  s tro n g  B u s in e s s  D e v e l­
o p m e n t  o rg a n iz a t io n .  In a d d it io n ,  it 
re f le c ts  th e  re c o g n it io n  w ith in  th e  m in in g  
in d u s try  th a t  w e  a re  a  v a lu a b le  p a r tn e r  in 
th e  d e v e lo p m e n t  o f  m in in g  p ro p e r t ie s .

W e  e m p lo y  a  te a m  a p p ro a c h  to  e v a lu a t­
in g  p o te n t ia l a c q u is it io n s .  T h is  a p p ro a c h  
a llo w s  u s  to  u t i l iz e  e m p lo y e e s  fro m  
o p e ra t io n s ,  d e v e lo p m e n t ,  e x p lo ra t io n  
a n d  f in a n c e  w h o  h a v e  s p e c ia l s k il ls  to  
a s s is t  in  a  p a r t ic u la r  e v a lu a t io n .  T h e  
te a m  a p p ro a c h  a ls o  a llo w s  fo r  an  
e v a lu a t io n  to  b e  c o m p le te d  in  a  fa s t  a n d  
e f f ic ie n t  m a n n e r .

E a r ly  in 1 9 8 9 , s o f t  g o ld  p r ic e s  a n d  a  la ck  
o f in v e s to r  c o n f id e n c e  p ro h ib ite d  m a n y  
c o m p a n ie s  fro m  ra is in g  m o n e y  in  th e  
s to c k  m a rk e t.  P a r t ic u la r ly  h u r t  b y  th is  
c o n d it io n  w e re  s m a lle r  c o m p a n ie s  w h o  
w a n te d  to  fu n d  th e ir  o n -g o in g  p ro je c ts . 
M a n y  s m a lle r  c o m p a n ie s  e le c te d  to  se ll 
e q u ity  to  la rg e r  c o m p a n ie s  w h ile  o th e rs  
e le c te d  to  jo in t  v e n tu re  o r  s e ll o f f  s o m e  
o f  th e ir  p ro p e r t ie s .  T h is  s itu a t io n  c re a te d  
o p p o r tu n it ie s  fo r  th e  m o re  e s ta b lis h e d  
c o m p a n ie s  to  p a r t ic ip a te  in  p ro je c ts  th a t 
m ig h t n o t h a v e  b e e n  a v a i la b le  w ith  
h ig h e r  g o ld  p r ic e s .

P e g a s u s  h a d  th e  o p p o r tu n ity  to  re v ie w  
a n  e s t im a te d  1 0 0  p o te n t ia l o p p o r tu n it ie s  
in  1 9 8 9 . O f th e s e  1 0 0 , a p p ro x im a te ly  25 
w e re  c o n s id e re d  to  b e  P e g a s u s  ta rg e ts  
a n d  re c e iv e d  a  d e ta ile d  e x a m in a t io n .

C o m p e t it io n  fo r  d e s ira b le  p ro p e r t ie s  was 
in te n s e  in 1 9 8 9 . A m o n g  th e  m a jo r  
fa c to rs  fu e lin g  th e  c o m p e t it io n  fo r  go ld  
p ro je c ts  w a s  a n  in c re a s e d  in te re s t  by 
b a s e  m e ta l p ro d u c e rs .  In 1 9 8 9 , th e s e  
c o m p a n ie s  w e re  e n jo y in g  s tro n g  m e ta l 
p r ic e s  a n d  w e re  in te re s te d  in  b e c o m in g



involved in p re c io u s  m e ta ls . A ls o , as  
gold prices b e g a n  to  r ise  la te  in th e  ye a r, 
many co m p a n ie s , la rg e  a n d  s m a ll,  fo u n d  
that access to  th e  c a p ita l m a rk e ts  h a d  im ­
proved. T h e  a v a ila b ility  o f c a p ita l c re a te d  
heated c o m p e tit io n  fo r  g o o d  p ro p e r t ie s .

Com petition fo r  g o o d  p ro p e r t ie s  a n d  
business o p p o rtu n it ie s  is e x p e c te d  to  
remain u n a b a te d  in 1 9 9 0 . W e  w ill 
inevitably fin d  o u rs e lv e s  c o m p e tin g  
against c o m p a n ie s  th a t h a v e  s u b s ta n ­
tially g re a te r f in a n c ia l re s o u rc e s . T h is  is 
an a ccep ted  fa c t. H o w e v e r, th ro u g h  
honest d e a lin g s  w ith  p e o p le , a d e q u a te  
sources o f c a p ita l,  a n d  s tro n g  o p e ra t in g  
expertise, w e  b e lie v e  th a t w e  c a n  c o m ­
pete s u c c e s s fu lly  in th is  e n v iro n m e n t.
We can a ls o  e n h a n c e  o u r  c o m p e tit iv e  
position by  fo c u s in g  o n  s p e c if ic  ty p e s  o f 
op p o rtun ities  w h e re  w e  b e lie v e  w e  h a ve  
an a d v a n ta g e . T h is  a d v a n ta g e  m a y  
include ty p e s  o f d e p o s it,  g e o g ra p h ic a l 
location, o r o u r  ra p id  m a n a g e m e n t 
d e c is io n -m a k in g  p ro c e s s .

P e g a su s ’ c o rp o ra te  s tra te g y  is  to  c o n ­
tinue to  fo c u s  on  th e  id e n tif ic a tio n  a n d  
acq u is it io n  o f h ig h - to n n a g e  g o ld  p ro p e r­
ties, a m e n a b le  to  o p e n -p it  m in in g  m e th ­
ods a n d  c a p a b le  o f b e in g  in p ro d u c tio n  in 
a re la tive ly  s h o r t p e r io d  o f t im e . W e  w ill 
also c o n tin u e  to  p u rs u e  o p p o r tu n it ie s  to  
acqu ire  e x is t in g  o p e ra t in g  g o ld  m in e s .

G e o g ra p h ic a lly , o u r  fo c u s  in 1 9 9 0  w ill be  
w e ste rn  N o rth  A m e r ic a  a n d  A u s tra lia . 
These  a re  a re a s  w h e re  w e  c u r re n t ly  h a v e  
a p re s e n c e  a n d  c a n  b e  th e  m o s t c o m p e t i­
tive in a c q u ir in g  p ro p e r t ie s  o f m e rit. 
H o w e ve r, P e g a s u s  w ill n o t h e s ita te  to  
acq u ire  p ro je c ts  in o th e r  p a rts  o f th e  
w orld . T h e s e  o p p o r tu n it ie s  w ill be  
e va lu a te d  b a s e d  o n  s u c h  c r ite r ia  a s  h o s t 
co u n try , p ro je c t e c o n o m ic s , a n d  t im e  to  
p ro d u c tio n .

W h ile  P e g a s u s  w ill fo c u s  o n  g o ld  p ro p e r­
ties, w e  w ill b e g in  to  d e v o te  a  p o rt io n  o f 
our e ffo r ts  to  e v a lu a t in g  p o te n tia l d iv e rs if i­
ca tion  o p p o r tu n it ie s . In k e e p in g  w ith  
P e g a s u s ’ c o rp o ra te  s tra te g y , b a s e  m e ta l 
and in d u s tr ia l m in e ra l p ro je c ts  a n d  
o p e ra t io n s  w ill b e  e x a m in e d  a s  p a rt o f th e  
d iv e rs if ic a tio n  e ffo rt.

B u s in e s s  d e v e lo p m e n t is a  c r it ic a l p a r t o f 
P e g a s u s ’ g ro w th  s tra te g y . P e g a s u s ’ 
se n io r m a n a g e m e n t is a c t iv e ly  in v o lv e d  in 
the  B u s in e s s  D e v e lo p m e n t p ro c e s s . T h is

in v o lv e m e n t, a lo n g  w ith  th e  a c tiv e  
s u p p o r t o f th e  B o a rd  o f D ire c to rs , is a 
c o n t in u a t io n  o f th e  te a m  c o n c e p t u s e d  in 
th e  o v e ra ll e v a lu a t io n  o f b u s in e s s  o p p o r ­
tu n it ie s  a n d  h e lp s  fa c il ita te  c o m m u n ic a ­
t io n  a n d  ra p id  d e c is io n  m a k in g .

P e g a s u s  G o ld  d o e s  b u s in e s s  o n  an  
e q u ita b le  b a s is  a n d  m a in ta in s  h ig h  
s ta n d a rd s  in a ll o f its  d e a lin g s . S in c e  th e  
in c e p tio n  o f th e  B u s in e s s  D e v e lo p m e n t 
d e p a r tm e n t th re e  y e a rs  a g o , P e g a s u s  
h a s  s tr iv e d  to  b e  a w a re  o f p o te n tia l 
b u s in e s s  o p p o r tu n it ie s  a n d  to  b e  c o n s id ­
e re d  b y  o u r  p e e rs  a s  a  d e s ira b le  b u s i­
n e s s  p a rtn e r. A t th e  s a m e  t im e , th e  
B u s in e s s  D e v e lo p m e n t s ta ff h a s  a t­
te m p te d  to  id e n tify  th o s e  s itu a t io n s  th a t 
p re s e n t rea l o p p o r tu n it ie s  fo r  P e g a s u s  
a n d  a v o id  s p e n d in g  t im e  a n d  e ffo r t w h e re  
p o te n tia l is la c k in g , r is k s  a re  to o  h ig h , 
a n d  th e  c h a n c e  o f s u c c e s s  is m in im a l.
A s  m u c h  a s  a n y w h e re  w ith in  th e  
P e g a s u s  o rg a n iz a tio n , p e o p le  fro m  e v e ry  
d e p a r tm e n t a re  re s p o n s ib le  fo r  th e  
b u s in e s s  d e v e lo p m e n t s u c c e s s e s  w e  
h a v e  a c h ie v e d . F u tu re  s u c c e s s  w ill 
d e p e n d  u p o n  th e  c o n t in u a t io n  o f th is  
o v e ra ll c o rp o ra te  in v o lv e m e n t.

Pegasus' Business D evelopm ent staff 
confers on one of the many opportuni­
ties reviewed during 1989. From left to 
right, Anne H ite , Business D evelop­
m ent Analyst, Ritch H all, M anager of 
Business Developm ent, and Lyle 
Beaudoin, V ice President in charge of 
Business Developm ent.

We can also 
enhance our 

competitive position 
by focusing on 

specific types of 
opportunities where 

we believe we 
have an advantage.
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S en io r Exploration G eolog ist Steve  
Petroni and G eolog ical Technician  
M itch Kovnesky conduct fie ld  w ork to 
evalu ate  one of the exploration  
properties in our inventory. G enerative  
exploration plays an im portant role in 
the addition of low cost reserves.

EXPLORATION

P e g a s u s  G o ld ’s  o n g o in g  e x p lo ra t io n  
p ro g ra m  h a s  p r im a ry  e m p h a s is  in th e  
w e s te rn  U n ite d  S ta te s , w ith  s e c o n d a ry  
e m p h a s is  in  w e s te rn  C a n a d a  a n d  in 
A u s tra lia .  O u r  e f fo r ts  e m p h a s iz e  e x p lo ­
ra t io n  fo r  h ig h - to n n a g e , d is s e m in a te d  
g o ld  d e p o s its  m in a b le  b y  o p e n -p it  m e th ­
o d s . In a d d it io n ,  w e  e x p lo re  fo r  h ig h -  
g ra d e  p re c io u s  m e ta l o c c u r re n c e s , 
n o rm a lly  m in a b le  b y  u n d e rg ro u n d  m e th ­
o d s , a s  w e ll a s  b a s e  m e ta ls  a n d  in d u s tr ia l 
m in e ra ls .  O u r  in te re s t  in th e  la t te r  c o m ­
m o d it ie s  is  g e n e ra lly  fo c u s e d  o n  a d -  
v a n c e d -s ta g e  s itu a t io n s  o f id e n t if ie d  
re s e rv e s  o r  re s o u rc e s .

The new structure 
will allow expansion 

of exploration 
efforts as we grow.

O u r  N o rth  A m e r ic a n  e x p lo ra t io n  a c t iv it ie s  
a re  h e a d q u a r te re d  in  S p o k a n e , W a s h in g ­
to n , w ith  d is t r ic t  e x p lo ra t io n  o ff ic e s  
lo c a te d  in B u tte , M o n ta n a , a n d  R e n o , 
N e v a d a . E x p lo ra t io n  a c t iv it ie s  in  A u s t r a ­
lia  a re  d ire c te d  b y  th e  C o m p a n y ’s o ff ic e  
in M e lb o u rn e , V ic to r ia .

M a in ta in in g  a  s ta f f  o f  h ig h ly  s k il le d , 
m o t iv a te d ,  a n d  e x p e r ie n c e d  p e rs o n n e l is 
im p o r ta n t  to  th e  C o m p a n y ’s e x p lo ra t io n  
s u c c e s s .  Its  c o re  s ta ff ,  c o m p o s e d  o f 
g e o lo g is ts ,  e n g in e e rs ,  la n d m e n , a n d  
s u p p o r t  s ta ff ,  to ta l 2 0  in N o r th  A m e r ic a  
a n d  3  in  A u s tra lia .  In a d d it io n ,  w e  
a u g m e n t  o u r  p e rm a n e n t  s ta ff  w ith  u p  to  
2 0  c o n s u lta n ts  a n d  c o n tra c t  p e rs o n n e l a s  
th e  n e e d  a r is e s . T h is  g iv e s  u s  f le x ib il i ty  in 
p ro je c t  p la n n in g  a n d  u t i l iz a t io n  o f s p e c ia l­
iz e d  e x p e r t is e  o n  a  s h o r t- te rm  b a s is .

T h e  E x p lo ra t io n  D e p a r tm e n t  u s e s  u p - to -  
d a te  s c ie n t if ic  p ro s p e c t in g  te c h n iq u e s ,  
in c lu d in g  g e o lo g ic a l a n a ly s e s ,  g e o c h e m ­
is try , g e o p h y s ic s ,  re m o te  s e n s in g ,  a n d  
v a r io u s  ty p e s  o f d r i l l in g .  W e  c o n d u c t  
p ro s p e c t in g  a n d  re c o n n a is s a n c e  e x p lo ra ­
t io n  in  a re a s  w h e re  re s e a rc h ,  o r  th e  
p re s e n c e  o f k n o w n  m in e ra l iz a t io n ,  h a s  
ta rg e te d  a  p o te n t ia l fo r  e c o n o m ic  m in e ra l 
d e p o s its .

A  s ig n if ic a n t  a m o u n t  o f o u r  e x p lo ra t io n  
e f fo r ts  a re  in  m in in g  d is t r ic ts  d is c o v e re d  
lo n g  a g o  b y  e a r ly  p ro s p e c to rs  a n d  v e in  
m in e rs . In m o s t c a s e s  th e  e a r ly  m in e rs  
c o n c e n tra te d  o n  h ig h -g ra d e  o re s  th a t  
w e re  m in e d  b y  u n d e rg ro u n d  m e th o d s .
A s  th e s e  r ic h  v e in  d e p o s its  w e re  m in e d  
o u t, th e  p ro s p e c to rs  a n d  m in e rs  m o v e d  
o n  to  n e w  d is t r ic ts  le a v in g  b e h in d  th e  
e v id e n c e  o f th e ir  a c t iv it ie s .  In m o d e rn  
t im e s  w ith  a d v a n c e s  in e x p lo ra t io n  
te c h n o lo g y ,  m in e ra l re c o v e ry  p ro c e s s e s , 
a n d  im p ro v e d  m e ta l p r ic e s , m a n y  o f 
th e s e  o ld  d is t r ic ts  h a v e  b e e n  re v ita l iz e d . 
T h e  h ig h -g ra d e  b o n a n z a  o r  v e in  o re s  th a t 
g a v e  r is e  to  th e  e a r ly  m in in g  a c t iv ity  w e re  
c o n c e n tra te d  in fa u lts  a n d  f is s u re s  th a t  
s e rv e d  a s  fe e d e r  s t ru c tu re s .  T h e s e  o fte n  
p ro d u c e d  la rg e  b o d ie s  o f d is s e m in a te d  
m in e ra liz a t io n  in  th e  s u r ro u n d in g  w a ll 
ro c k s . T h e s e  lo w e r  g ra d e , h ig h e r  
to n n a g e  m in e ra liz e d  b o d ie s  p ro v id e  
o p p o r tu n it ie s  w h e n  o p e n -p it  g o ld  m in in g  
te c h n iq u e s  n o w  a v a i la b le  a re  a p p lie d . 
E x a m p le s  o f m o d e rn  b u lk - to n n a g e  
d e p o s its  b e in g  d e v e lo p e d  in  h is to r ic  ve in  
m in in g  d is tr ic ts  in c lu d e  o u r  Z o r tm a n /  
L a n d u s k y ,  B e a l M o u n ta in  a n d  M o n ta n a  
T u n n e ls  m in in g  o p e ra t io n s .

N e w  d is c o v e r ie s  a re  b e in g  m a d e  e a c h  
y e a r ;  h o w e v e r ,  d e p o s its  o f s u f f ic ie n t  s ize  
a n d  g ra d e  to  m a k e  a  p ro f i ta b le  m in e  are  
b e c o m in g  in c re a s in g ly  d if f ic u lt  to  f in d  and 
a c q u ire .  S u c c e s s  in  e x p lo ra t io n  re q u ire s  
th e  a b il i ty  fo r  th e  e x p lo ra t io n  s ta ff  to  
re c o g n iz e  o p p o r tu n it ie s  o f m e r it  a n d  be 
s u p p o r te d  b y  s u f f ic ie n t  f in a n c ia l re ­
s o u rc e s  a n d  m a n a g e m e n t  c o m m itm e n t to 
a d v a n c e  s u c h  p ro je c ts  a n d  d e v e lo p  them  
in to  m in in g  o p e ra t io n s .  It is  im p o r ta n t 
th a t  e x p lo ra t io n  p e rs o n n e l b e  lo c a te d  in 
th o s e  a re a s  th a t  w e  h a v e  id e n t if ie d  as 
p r im a ry  p ro s p e c t in g  a re a s ,  s u c h  as  
M o n ta n a  a n d  th e  G re a t B a s in .

O u r  e x p lo ra t io n  s ta f f  a ls o  s e rv e s  as  part 
o f th e  te a m  in v o lv e d  in e v a lu a t io n  o f new 
p ro p e r t ie s ,  a n d  th e  re v ie w  a n d  e va lu a tio n



of jo in t v e n tu re s  a n d  p o te n t ia l a c q u is i­
tions. T h e  s ta f f ’s  in v o lv e m e n t  in p ro je c t  
d e ve lo p m e n t, o re  re s e rv e  s tu d ie s ,  s ite  
e n g in e e rin g , a n d  m in e  p la n n in g  a s s is t  
the B u s in e s s  D e v e lo p m e n t  d e p a r tm e n t ’s 
eva lua tion  o f a d v a n c e d  m in e ra l r e ­
source o p p o r tu n it ie s .  It is  im p o r ta n t  th a t  
the e x p lo ra tio n  s ta f f  w o rk  in c lo s e  
ha rm ony  w ith  o th e r  d e p a r tm e n ts ,  
inc lud ing  O p e ra t io n s ,  B u s in e s s  D e v e l­
opm en t a n d  s u p p o r t  s ta f f  to  a d v a n c e  
m inera l p ro p e r t ie s  a s  q u ic k ly  a n d  
e ffe c tive ly  a s  p o s s ib le .

W e a lso  c o n d u c t  e x p lo ra t io n  a t e x is t in g  
m in ing o p e ra t io n s ,  a n d  d u r in g  1 9 8 9  
e x p a n d e d  p ro v e n  a n d  p ro b a b le  o re  
re se rve s  a t th e  F lo r id a  C a n y o n  a n d  
Z o rtm a n / L a n d u s k y  m in e  s ite s . O u r  
m ine ra l in v e n to ry  in c re a s e d  s ig n if ic a n t ly  
th ro u g h  in v o lv e m e n t  in  th e  O r t iz  jo in t  
ve n tu re , th e  Q u a r tz  M o u n ta in  jo in t  
ve n tu re , a n d  d e v e lo p m e n t  o f th e  D ia ­
m ond H ill p ro je c t.  T h e  e x p lo ra t io n  s ta ff  
is a lso  a c t iv e ly  in v o lv e d  in d e v e lo p m e n t  
of th e  s ig n if ic a n t  s u lf id e  re s o u rc e  a t th e  
Z o r tm a n /L a n d u s k y  o p e ra t io n  w h e re  
cu rre n t re s e a rc h  is  u n d e r  w a y  to  d e ­
ve lo p  m e th o d s  to  e c o n o m ic a l ly  e x tra c t  
go ld  fro m  s u lf id e  o re s .

D u ring  1 9 8 9 , g e n e ra t iv e  e x p lo ra t io n  a n d  
re v ie w  o f 4 5 0  s u b m it ta ls  re s u lte d  in th e  
a c q u is it io n  o f 2 2  n e w  p ro p e r t ie s  in th e  
U .S .A . a n d  C a n a d a . F u r th e r , w e  c o m ­
p le te d  a  to ta l o f 1 2 0 ,0 0 0  fe e t  o f e x p lo ra ­
tion d r il l in g . E x p lo ra t io n  a n d  b u s in e s s  
d e v e lo p m e n t c o s ts  in  N o rth  A m e r ic a  fo r  
1989  to ta le d  $ 6 .5 6  m il lio n  in c lu d in g  
$ 1 .4 0  m illio n  in c a p ita l iz e d  e x p e n d itu re s  
In A u s tra lia ,  th e  1 9 8 9  e x p lo ra t io n  c o s ts  
w e re  $ 1 .9 2  m il lio n , in c lu d in g  c a p ita liz e d  
e x p e n d itu re s  o f $ 0 .6 1  m illio n .

For 1 9 9 0 , B u s in e s s  D e v e lo p m e n t  a n d  
E x p lo ra tio n  h a v e  b u d g e ts  o f $ 6 .5  m illio n  
fo r N o r th  A m e r ic a  a n d  $ 1 .3  m illio n  fo r  
A u s tra lia . O u r  e f fo r ts  w ill c o n c e n tra te  o n  
a p p ro x im a te ly  s ix  o f th e  m o re  a d v a n c e d  
p ro p e r t ie s  in  o u r  in v e n to ry .  W e  w ill 
c o n tin u e  w ith  e x p lo ra t io n  a n d  d r i l l in g  
a c tiv it ie s  o n  le s s  a d v a n c e d  p ro p e r t ie s ,  
a lth o u g h  e x p e n d itu re s  o n  le s s  a d v a n c e d  
p ro p e r t ie s  w ill d e c l in e  s l ig h t ly  a s  e f fo r ts  
on a d v a n c e d  p ro p e r t ie s  in c re a s e . W e  
w ill a ls o  b e  c o n d u c t in g  a d d it io n a l re c o n ­
n a is s a n c e  in th e  G re a t B a s in  a re a  w h ic h  
in c lu d e s  N e v a d a  a n d  p o r t io n s  o f th e  
s u r ro u n d in g  s ta te s .  B e y o n d  th is ,  o u r  
in te n tio n  is  to  in c re a s e  o u r  le v e l

o f e x p lo ra t io n  a c t iv ity  in  w e s te rn  C a n ­
a d a .

Jim  Lincoln , le ft, M an ag er of Exploration  
and Carl S traub , Corporate C ounsel, 
rev iew  docum ents estab lish ing  Pegasus' 
m ineral rights on one of our exploration  
properties. W ith  a lean corporate  
organ ization , tea m w o rk  am ong various  
d isc ip lines  is particu la rly  im portant.

H is to r ic a lly ,  th e  E x p lo ra t io n  a n d  B u s i­
n e s s  D e v e lo p m e n t d e p a r tm e n ts  h a v e  
b e e n  h e a d e d  b y  th e  V ic e  
P re s id e n t o f 
B u s in e s s  D e v e lo p ­
m e n t w ith  e a c h  d e ­
p a r tm e n t  u n d e r  
th e  s u p e rv is io n  o f 
a  m a n a g e r .  R e ­
c e n tly ,  a n  o r ­
g a n iz a t io n a l 
c h a n g e  w a s  
m a d e  in  w h ic h  
A lla n  M . P a rk  
w a s  n a m e d  
V ic e  P re s id e n t 
o f E x p lo ra t io n .
T h is  c h a n g e  
re c o g n iz e s  th e  
ro le  o f e x p lo ra ­
t io n  in th e  g ro w th  
o f th e  C o m p a n y .
T h e  n e w  s tru c tu re  
w ill a l lo w  e x p a n s io n  
o f e x p lo ra t io n  e f fo r ts  
a s  w e  g ro w . T h e  B u s i­
n e s s  D e v e lo p m e n t  a n d  E x ­
p lo ra t io n  d e p a r tm e n ts  w ill c o n ­
t in u e  to  w o rk  c lo s e ly  in  th e ir  
re v ie w  o f n u m e ro u s  p ro p e r t ie s  a n d  
o p p o r tu n it ie s  s u b m it te d  b y  v a r io u s  
m in in g  c o m p a n ie s  a n d  o th e r  p ro p e r ty  
o w n e rs .

□ P egasus O ffice
• A ctive  P roperty
o P ro jects  under

D eve lopm e n t
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S E L E C T E D  F I N A N C I A L  D A T A  
lln Thousands of U.S. Dollars, Except Per Share Amounts

1989 1988 1987 1986 1985 1984

INCOME STATEMENT DATA:
Sales of gold and other m eta ls ..................................  $ 178,362 $ 162,757 $ 110,435 $ 35,054 $ 18,015 $ 25,231

Cost of sa le s .................................................................  143,200 131,686 84,085 26,281 16,025 21,003
Other expenses, n e t ....................................................  19,978 9,162 8,932 4,541 4,314 3,204

Income (loss) before income taxes and
extraordinary c red it................................................ $ 15,184 $ 21,909 _J^41^8 $ ^ ^ 4 ^ 2 3 2  $ (2,324) S 1,024

Net income (lo ss ).........................................................  $ 9,763 $ 17,779 $ 14,492 $ 4,654 $ (1,167) $ 1,299

Net income (loss) per share:
Prim ary....................................................................  $ 0.41 $ 0.75 $ 0.70 $ 0.35 $ (0.11) $ 0-14

Fully d ilu te d ............................................................  $ 0.41 $ 0.75 $ 0.70 $ 0.32 $ (0-11) $___ ^

Cash dividends per common share ..........................  $ 0.10 $ 0.10 $ 0-10

BALANCE SHEET DATA:
Cash & cash equivalents .
Total assets.......................
Long-term d e b t...............
Shareholders' e q u ity ......

STATISTICAL DATA:
Shares outstanding at yea r-end ........
Number of shareholders at year-end . 
Market price (in U.S. dollars)

H ig h ..................................................
L ow ...................................................
December 31 ..................................

$ 20,515 $ 49,615 $ 54,212 $ 28,630 $ 11,843 $ 929
289,460 283,305 267,764 191,059 80,184 40,531

32,065 37,282 45,748 100,883 23,486 263
233,207 221,890 203,562 72,743 50,322 35,017

24,151,105 23,886,274 23,508,773 14,948,593 11 ,802,472 8,925,612
4,930 4,990 4,650 5,417 5,500 4,400

$ 15.37 $ 17.25 $ 26.37 $ 11.25 $ 10.25 $ 14.00

$ 8.87 $ 10.75 $ 10.75 $ 5.38 $ 6.13 $ 5.88

$ 13.50 $ 11.50 $ 16.25 $ 11.25 $ 6.75 $ 6.75
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M A N A G E M E N T ' S  D I S '

R E S U L T S  O F  O P E R A T

RESULTS OF OPERATIONS

H U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D  
I O N S

1989 Compared to 1988

Net income fo r the year ended December 31,1989 was $9.8 million compared to $17.8 million for 1988. 
The following table highlights specific financial items:

(In Thousands o f U.S. Dollars) 1989 1988 % CHANGE

Sales of g o ld ............................................................................ .........  $141,469 $124,802 13

Sales of other metals:
S ilve r................................................................................... .........  7,706 10,932
Z in c ................................................................................. .........  25,375 22,754
Le a d .................................................................................... .........  3,812 4,269

36,893 37,955 (3)

Total sales............................................................................. .........  $178,362 $162,757
Cost of sales and other direct production cos ts ................ .........  $119,222 $111,028 7
Depreciation, depletion and am ortization........................... .........  $ 23,978 $ 20,658 16
Gold price realized per ounce................................................ .........  $ 416 $ 439 (5)
Gold ounces s o ld .................................................................... .........  341,338 286,502 19
Cash cost per ounce, net of by-product revenues............ .........  $ 242 $ 256 (5)

Gold sales increased during 1989 as a result of the increase in ounces sold, which partially offset the 
adverse effect of the decline in the average realized gold price. The increase in production came from the 
Beal Mine, which commenced commercial production in May 1989, and the acquisition of the Basin Creek 
Mine in June 1989. The average realized gold price fo r 1989 was higher than the average spot market price 
of $382 per ounce as a result of the success of the Company’s hedging strategy. The use of forward sales 
and options generated an additional $11.6 million in sales revenue.

In total, sales of other metals declined 3%. Although the average realized zinc price increased 24%, from 
$0.62 per lb. in 1988 to $0.77 per lb. in 1989, this gain was offset by an 11 % decline in the production of 
both lead and zinc and a 25% decline in the average realized price of silver.

Cost of sales and other direct production costs increased 7% over 1988 compared to an increase of 19% in 
ounces sold. This improvement in cost of sales is due primarily to the inventory write-down of $6.1 million 
incurred in 1988, which related mainly to ore mined at Zortman/Landusky in 1982-1985. Cost increases at 
the Montana Tunnels and Relief Canyon Mines 
were largely offset by cost reductions at Florida 
Canyon. Operating expenses were higher at 
Montana Tunnels, due to an increase in the 
stripping ratio, and at Relief Canyon, where cash 
production costs per ounce increased due to 
lower production levels associated with the 
completion of mining. At Florida Canyon, 1989 
production increased 29% over 1988, and cash 
production costs per ounce declined to $240 
from $295. In total, depreciation, depletion and 
amortization increased from $20.7 million in
1988 to $24.0 million in 1989 as a result of 
increased production.

Tota l R evenues
In Millions of 
U.S. Dollars

178

163

18
1 9 8 5  m  1 9 8 6  ■  1 9 8 7  ■  1 9 8 8 1989
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M A N A G E M E N T ' S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U L T S  O F  O P E R A T I O N S  ___________________

Steve Banning, M an ag er of 
Technical S ervices, le ft, discusses  
detail of an operating budget w ith  
John Azlant, V ice P res ident, F inance  
and Chief F inancia l O fficer. E xcellent 
communications betw een line and 
staff areas a llo w  us to focus on 
achieving our goals .

General and administrative expenses increased by $.8 million over 1988 due primarily to unbudgeted 
compensation payments and general increases in the cost of labor and purchased services. Royalty 
expense increased from $3.2 million in 1988 to $3.5 million in 1989, although the impact of higher 
production was largely offset by lower gold prices. Exploration and business development expenditures 
decreased by $.7 million from 1988 due primarily to the deferral of costs associated with the Diamond Hill 
development project in 1989.

Interest and other income decreased $1.7 million during 1989 due to the receipt of dividends in 1988 in the 
amount of $1.3 million and a decline in the amount of excess cash available to invest. Net interest expense 
decreased from $2.7 million in 1988 to $2.6 million in 1989 due to the lower amount of debt outstanding. 
The Company recorded its proportionate share of the operating results reported by its affiliates in the 
amount of $.2 million of income in 1989 and a loss of $.6 million in 1988.

During 1989, the Company wrote its investments in the common stock of Pioneer Metals and Gold Reserve 
down to their fair market values, recognizing a loss of $4.7 million (See Note 7 to the consolidated financial 
statements). In 1988, the Company sold its remaining investment in Pan Australian Mining Ltd. and 
recorded a gain of $5.0 million.

Net E arn ing s  
In Millions of 
U.S. Dollars

17.8

- 1.2

E arn in g s  Per S h are
In U.S. Dollars

1985

.41

1989

-.11
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M A N A G E M E N T ' S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U L T S  O F  O P E R A T I O N S

The effective income tax rate increased from 28.8% in 1988 to 35.7% in 1989. The increase in the tax rate 
is due principally to the effect of certain foreign capital and other losses which are not currently deductible 
for income tax purposes. In 1988, the Company recorded an extraordinary credit relating to the utilization 
of all remaining Canadian income tax loss carryforwards.

In December 1987, the Financial Accounting Standards Board issued Statement No. 96, “Accounting for 
Income Taxes” (FAS 96). The Company does not expect to adopt FAS 96 prior to the amended required 
implementation date of January 1,1992. Adoption of the new standard will result in a cumulative adjust­
ment that may be reported in either the year FAS 96 is implemented, or in an earlier year if the Company 
elects to restate prior-period financial statements. The Company has not decided on the method of 
implementation. The Company continues to analyze the provisions of FAS 96, but has not yet determined 
the effects of adopting this new standard.

1988 Compared to 1987

Net income for the year ended December 31,1988 was $17.8 million (after the extraordinary credit relating 
to the utilization of Canadian income tax loss carryforwards), compared to $14.5 million for 1987. The 
following table highlights specific financial items:

(In Thousands o f U.S. Dollars) 1988 1987 % CHANGE

Sales of g o ld ..................................................................... .........  $124,802 $ 96,609 29

Sales of other metals:
S ilve r................................................................................... .........  10,932 7,290
Z in c ..................................................................................... .........  22,754 4,497
L e a d .................................................................................... .........  4,269 2,039

37,955 13,826 175

Total sales................................................................................. .........  $162,757 $110,435
Cost of sales and other direct production cos ts .............. .........  $111,028 $ 68,962 61
Depreciation, depletion and am ortization ......................... ........  $ 20,658 $ 15,123 37
Gold price realized per ounce................................................ ........  $ 439 $ 429 2
Gold ounces s o ld .............................................................. .........  286,502 224,700 28
Cash cost per ounce, net of by-product revenues............ .........  $ 256 $ 245 4

- 3.7 -.37

i



M A N A G E M E N T ' S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D

R E S U L T S  O F  O P E R A T I O N S

Pegasus T reasurer Eric K inneberg, 
left, and Group M ine  Engineer 
M arlene Beddor A tiyeh, center, pause  
outside the C om pany's offices w ith  
Jim M oore, C orporate C ontro ller. Our 
emphasis on team w ork  in every facet 
of our business a llow s  us to move 
quickly in reaching inform ed business 
decisions, having considered both 
financial and operating im pacts.

The increase in total sales is principally the result of an increase in the number of ounces of gold sold and 
an increase in sales of other metals. The increase in production and revenues is due to the inclusion of a 
full year of operations at the Montana Tunnels Mine, which was not in production during the firs t half of
1987.

Cost of sales increased 61% over 1987, 
compared to an increase of 28% in ounces 
of gold sold and an increase of 175% in 
revenues generated by other metals. Net 
cash cost per ounce increased due to two 
main factors: (1) the write-down of 
deferred mining cost taken at the Zortman/ 
Landusky Mine and (2) reduced recoveries 
and higher production costs at Relief 
Canyon. The Company’s policy is to defer 
costs associated with ore under leach and 
to amortize those costs as the ounces are 
recovered. In 1988 the Company reduced 
its estimates of the remaining ounces of 
gold recoverable at the Zortman/Landusky 
Mine. Consequently, deferred costs 
amounting to $6.1 million were charged to 
cost of sales reflecting the reduced number 
of ounces in inventory. These costs relate 
mainly to ounces originally estimated to be 
recoverable from ore placed on the pads 
during 1982 through 1985.

General and administrative expenses 
increased one percent over 1987. The 
increased costs of salaries and benefits 
were largely offset by decreased expendi­

tures for outside services, legal fees and public relations. The increase in royalty expense relates primarily 
to an increase in the royalty rate at the Landusky property.

The increase in exploration expenditures was due to the Company’s increased emphasis on exploration and 
acquisitions. Included in 1988 are $1.7 million of deferred costs associated with the abandoned Buffalo 
Hump exploration project in Idaho.

Interest and other income increased from $2.2 million in 1987 to $5.9 million in 1988, due to the increase in 
excess cash available for short-term investment and the receipt of cash dividends from Pan Australian 
Mining Ltd. (Pan Aust), in the amount of $1.3 million.

Interest expense, net of amounts capitalized, declined from $2.8 million in 1987 to $2.7 million in 1988. 
Although gross interest expense declined as a result of the reduction in long-term debt, this decrease was 
offset by the decline in interest capitalized in 1988.

In 1988, the Company sold its remaining investment in Pan Aust and recorded a gain of $5.0 million. In
1987, the Company recorded a gain of $2.3 million on the sale of part of its investment in Pan Aust.

The effective income tax rate increased from 16.8 percent in 1987 to 28.8 percent in 1988. The increase is 
due to the application of the alternative minimum tax in the U.S., and the effect of the differential between 
the Canadian tax rate of 47 percent and the U.S. alternative minimum tax rate of 20 percent. The increase in 
the effective tax rate was almost entirely offset by the recognition of an extraordinary credit from the 
utilization of Canadian tax loss carryforwards.



M A N A G E M E N T ' S  D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D
R E S U L T S  O F  O P E R A T I O N S

LIQUIDITY AND CAPITAL 
RESOURCES

Cash Flow

At December 31,1989, the Company had cash and cash equivalents of $20.5 million, which represents a 
decrease of $29.1 million from December 31,1988. This decrease was primarily attributable to capital 
additions and investments. During 1989, total capital outlays amounted to $67.9 million, which includes: 
additions to property, plant and equipment of $36.6 million; the acquisition of Pangea in the amount of 
$24.9 million; and the purchase of investments of $6.4 million. The principal sources of funding were 
existing cash and cash equivalents, and operating cash flows of $44.1 million, which were also sufficient to 
fund payments of long-term debt and deferred revenue of $8.2 million and dividends of $2.4 million.

Due to ongoing development and expansion projects, capital spending will be similar in amount in 1990. 
Expected cash requirements for 1990 include approximately $24 million for capital additions at existing 
properties, $16 million for the development of the Ortiz property and other projects, and $7 million for 
exploration. The Company expects to fund these expenditures from existing cash and cash equivalents and 
cash flow from operations.

Long-term Debt and Lines of Credit

At December 31,1989, the Company has available a revolving and term loan credit facility of $100 million 
and other uncommitted credit lines of $20 million. There were no borrowings outstanding under these 
facilities. In addition, in February 1990, the Company completed a private placement of $25 million of five- 
year notes coupled with a five-year silver swap for 4.7 million ounces of silver (See Note 14 to the consoli­
dated financial statements).

Subsequent to December 31,1989, the holders of the 8-1/2 percent convertible bonds were notified of the 
Company's intention to redeem the remaining outstanding bonds on April 6,1990. The Company antici­
pates that the bondholders will elect to convert the bonds into common shares since the market price 
currently exceeds the bonds’ conversion price. A total of 444,726 common shares would be issued upon 
conversion of all outstanding bonds.

Total Assets
In Millions of 
U.S. Dollars

283
289

1989

Long-Term  Debt
In Millions of 
U.S. Dollars

100.9

23.5

19 85  K  1 9 86  9  19 87  B  1988

32.1

1989
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M A N A G E M E N T  S D I S C U S S I O N  A N D  A N A L Y S I S  O F  F I N A N C I A L  C O N D I T I O N  A N D  

R E S U L T S  O F  O P E R A T I O N S

Pursuant to the terms of other convertible bonds, the Company could be obligated to deliver up to 74,200 
ounces of gold to satisfy conversion requests.

The Company believes that existing cash and cash equivalents, cash flow from operations and the lines of 
credit should provide the Company with the necessary cash to meets its short and intermediate-term cash 
needs.

Impact of Changing Metals Prices

The Company’s revenues, profitability and cash flow are strongly influenced by the price of gold, and to a 
lesser extent, the prices of silver, zinc and lead. Gold prices fluctuate widely and are affected by numerous 
factors beyond the Company’s control, including expectations for inflation, the strength of the U.S. dollar, 
global and regional demand, and political and economic conditions. The aggregate effect of these factors is 
impossible to predict. If the market price of gold falls below the Company’s production costs at a particular 
mine and remains at such level for any sustained period, the Company will experience losses. Under these 
circumstances, the Company may suspend certain operations in order to minimize losses.

In order to protect against adverse moves in the gold market the Company employs two basic hedging 
strategies: forward sales and options. As of March 12,1990, the Company has committed 22 percent of its 
projected 1990 production, 20 percent of its 1991 production and 6 percent of its 1992 production for 
delivery under forward sales contracts at average prices of $449, $409 and $427, per ounce, respectively.

The Company has experienced increased costs because of inflation, but the costs of production remain 
relatively unchanged over the short-run, although generally subject to the same inflationary pressures 
experienced by the entire economy. In addition, inflation will affect the interest rates paid by the Company, 
the effect of which will vary with the amount of the Company’s outstanding borrowings at any particular 
time. However, the fluctuation in market prices for products produced by the Company have a much greater 
impact than inflation on the Company’s revenues and profitability.

S h areho lders ’ Equity
In Millions of 
U.S. Dollars

233

222

1989
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C O N S O L I D A T E D  B A L A M C E  S H E E T S
In Thousands of U.S. Dollars

December 31, 1989 1988

ASSETS
Current assets:

Cash and cash equivalents...............................................................................................................................  $20 ,5 1 5  $49,615
Due from sales of product................................................................................................................................. 13,173 19,050
Other receivables...............................................................................................................................................  761 669
Inventories..........................................................................................................................................................  28,363 28,265
Other current assets........................................................................................................................................... 2,179 2,603

Total current assets................................................................................................................................ 64,991 100,202
Investments............................................................................................................................................................... 41,127 39,862
Property, plant and equipment, n e t ....................................................................................................................... 177,929 136,341
Deferred charges and other assets, n e t................................................................................................................  5,413 6,900

Total assets............................................................................................................................................. $289,460 $283,305

LIABILITIES
Current liabilities:

Accounts payable...............................................................................................................................................  $ 7,373 $ 9,697
Accrued salaries, wages and benefits..............................................................................................................  1,879 1,529
Mining taxes payable.......................................................................................................................................... 4,561 4,168
Royalties payable...............................................................................................................................................  330 247
Accrued in terest.................................................................................................................................................  1,379 1,459
Income taxes payable........................................................................................................................................  1,871 678
Current portion of long-term debt and deferred revenue..............................................................................  3,889
Dividends payable..............................................................................................................................................  2,415 2,389

Total current liab ilities...........................................................................................................................  19,808 24,056
Long-term d e b t........................................................................................................................................................  32,065 33,393
Deferred reclamation costs.....................................................................................................................................  3,338 2,244
Deferred income taxes.............................................................................................................................................  1,042 1,722

Total liab ilities ........................................................................................................................................  56,253 61,415
Commitments and contingencies

SHAREHOLDERS’ EQUITY
Class A preferred stock, Series 1, $10 par value: 

Authorized-20,000,000 shares; none issued 
Common stock, no par value:

Authorized-50,000,000 shares; Issued 
and outstanding 1989 - 24,151,105 and
1988 - 23,886,274 shares...........................................................................................................................  184,302 181,385

Retained earnings..................................................................................................................................................... 49,336 41,988
Less:

Net unrealized loss on marketable equity securities...................................................................................... (1,016)
Foreign currency translation adjustment........................................................................................................  (431) (467)

Total shareholders'equity....................................................................................................................  233,207 221,890

Total liabilities and shareholders’ equity.............................................................................................  $289,460 $283,305
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C O N S O L I D A T E D  S T A T E M E N T S  O F  C H A N G E S  I N  S H A R E H O L D E R  S'  E Q U I T Y
In Thousands o f U.S. Dollars

Years Ended December 3 1 ,1 9 8 7 ,1 9 8 8  and 1989

C om m on Stock

N u m b er of 
S h ares  A m ount

R eta in ed
Earnings

N et 
U n rea lized  

Loss on 
M a rk e ta b le  

Equity  
S ecu rities

Foreign
Currency

Tra n s la tio n
A d ju stm en t

Notes  
R ece iva b le  

fro m  S ale  of 
Com m on Stock

Balance, December 31,1986 ......................... 14,948,593 $ 61,537 $14,457 $ -0- $ (542) $(2,709)

Net in c o m e ...................................................
Cash dividend ($0.10 per share )...........................
Common stock issued for:

Cash, net of offering expenses......................
Conversion of b o nds .......................................
Stock option p la n ............................................
Employee savings plan and o the r.................

Other net changes........................................

3,450,000 
4,688,958 

416,200 
..........  5,022

67,609
45,484

3,091
71

14,492
(2,351)

(371) 85 2,709

Balance, December 31 ,1987 ...................... 23,508,773 177,792 26,598 (371) (457) -0-

Net in c o m e ...........................................................
Cash dividend ($0.10 per share)............................
Common stock issued for:

Conversion of b o nds ........................................
Stock option p la n .............................................
Exercise of w arrants...................................
Employee savings plan and o the r..................

Other net changes................................................

139,500
152,373

71,307
14,321

1,439
1,094

848
212

17,779
(2,389)

(645) (10)

Balance, December 31 ,1988 .......................... 23,886,274 181,385 41,988 (1,016) (467) -0-

Net in c o m e .........................................
Cash dividend ($0.10 per share )......................
Common stock issued for:

Conversion of bonds...................................
Stock option p la n ........................................
Employee savings plan and o ther..................

7,440 
248,900 

..........  8,491

85
2,738

94

9,763
(2,415)

Other net changes.................................................................  1 q-|6

Balance, December 31,1989 .............................................  24,151,105 £184,302 $49,336 $ -0- $ (4 3 1 )  $ -0-

The accompanying notes are an integral part o f the Consolidated Financial Statements.
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C O N S O L I D A T E D  I N C O M E  S T A T E M E N T S
In Thousands o f U.S. Dollars, Except Per Share Amounts

Years Ended December 31, 1989 1988 1987

Sales of gold and other m e ta ls .................................................... ..................  $178,362 $162,757 $110,435

Cost of sales and other direct production c o s ts ............................................................ ..................  119,222 111,028 68,962
Depreciation, depletion and am ortiza tion ........................................................... ..................  23,978 20,658 15,123

143,200 131,686 84,085

Gross p ro f it ................................................................................. ..................  35,162 31,071 26,350

Operating expenses:
General and adm inistrative...................................................................... ..................  7,250 6,428 6,349
Royalties......................................................................... ..................  3,454 3,167 2,807
Depreciation and am ortization...................................................................................... ..................  267 258 196
Exploration......................................................................................... ..................  6,473 7,182 2,304

17,444 17,035 11,656

Income from operations..................................................................................... ..................  17,718 14,036 14,694

Other income (expense):
Interest and other in co m e ...................................................................... ..................  4,138 5,877 2,163
Interest expense, net of amounts capitalized............................................................. ..................  (2,573) (2,680) (2,788)
Gain (loss) on investm ents.......................................................................... ..................  (4,648) 4,963 2,452
Gain on foreign currency transactions..................................................... ..................  323 320 1,182
Equity in net income (loss) of a ffilia tes....................................................................... .................. 226 (607) (285)

(2,534) 7,873 2,724

Income before income taxes and extraordinary c re d it...................................................... .................. 15,184 21,909 17,418
Income tax prov is ion ............................................................ .................. 5,421 6,303 2,926

Income before extraordinary c re d it ........................................................................... .................. 9,763 15.606 14,492
Extraordinary credit from utilization of foreign tax loss carryforw ards.......................... 2,173

Net income .................................................................................... .................. $ 9,763 $ 17,779 $ 14,492

Net income per share:
Before extraordinary c re d it................................................... .................  $ 0.41 $ 0.66 $ 0.70
Extraordinary c re d it.................................................................. 0.09

$ 0.41 $ 0.75 $ 0.70

Weighted average common shares outstanding.................................................... .................  23,986 23,781 20,822

The accompanying notes are an integral part o f the Consolidated Financial Statements.
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C O N S O L I D A T E D  S T A T E M E N T S  O F  C A S H  F L O W S
In Thousands o f U.S. Dollars

Years Ended December 31, 1989 1988 1987

Operating activities:
Net incom e ............................................................................................................................
Adjustments to reconcile net income to net cash provided by operating activities:

Depreciation and am ortization.....................................................................................
Deferred reclamation c o s ts ..........................................................................................
Deferred income ta x e s ..................................................................................................
Interest on debt converted to equity...........................................................................
Gain (loss) on investm ents..........................................................................................
Gain on foreign currency transactions......................................................................
Equity in net (income) loss of a ffilia tes ....................................................................
Other, n e t.......................................................................................................................

Change in receivables....................................................................
Change in inventories....................................................................
Change in accounts payable and accrued liab ilities .................
Change in other current assets....................................................

Net cash provided by operating ac tiv ities ...........................................

Investing activities:
Proceeds from  sale of investm ents............................................
Acquisition of Pangea Resources, Ltd., net of cash acquired .
Additions to property, plant and equipment, ne t.......................
Purchase of investm ents..............................................................
Other, n e t .........................................................................................

Net cash applied to investing activ ities...............................................

Financing activities:
Dividend paid..................................................................................
Proceeds from issuance of long-term d e b t..............................
Payments of long-term debt and deferred revenue.................
Proceeds from  issuance of common s to c k .............................
Repayments of loans to purchase s to c k ...................................
Other, n e t ........................................................................................

Net cash provided by (applied to) financing a c tiv itie s ....................

Net increase (decrease) in cash and cash equivalents....................
Cash and cash equivalents, beginning of ye a r..................................

Cash and cash equivalents, end of yea r.............................................

$ 9,763 $17,779 $14,492

24,245 20,916 15,319
1,094 722 457
(680) (549) 1,454

1,531
4,648 (4,963) (2,452)
(323) (320) (1,160)
(226) 607 285
369 599 481

38,890 34,791 30,407
5,631 (1,949) (12,843)
1,981 6,136 (6,840)

(3,249) 5,468 (3,241)
851 (1,373) (829)

44,104 43,073 6,654

1,146
(24,899)

20,139 4,939

(36,569) (34,557) (34,152)
(6,423) (25,550) (17,039)
1,573 (123) (389)

(65,172) (40,091) (46,641)

(2,389) (2,351)
13,674

(8,213) (6,966) (21,455)
2,832 2,154 70,771

2,709
(262) (416) (130)

(8,032) (7,579) 65,569

(29,100) (4,597) 25,582
49,615 54,212 28,630

$20,515 $49,615 $54,212

Supplemental disclosures (see note 7):
Cash paid during the year for:

Interest (net of amounts capitalized)........................................................................................ $ 2,011 $ 1,811 $ 1,452
Income taxes................................................................................................................................  4,177 3,151 36

The accompanying notes are an integral part o f the Consolidated Financial Statements.
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
A ll Tabular D o lla r A m oun ts In Thousands O f U.S. D olla rs

1. THE COMPANY AND BASIS OF 
PRESENTATION OF FINANCIAL 
STATEMENTS

The Com pany, w hich is incorporated in British Colum bia, C anada, is engaged in the m ining and 
processing of, and the exploration for, gold and o ther precious m etals. The conso lidated 
financia l sta tem ents are presented in U.S. dollars and prepared in accordance w ith accounting 
princip les genera lly  accepted in the United States.

2. SUMMARY OF SIGNIFICANT Basis of consolidation  
ACCOUNTING POLICIES

The conso lidated financia l sta tem ents include the accounts o f the C om pany, its subsid ia ries, 
and its p roportionate  share of the accounts of un incorpora ted jo in t ven tures in w hich it partic i­
pates. All subs id ia ries except Peggold O verseas Lim ited are w ho lly-ow ned (see Note 7 ). All 
s ign ifican t in tercom pany accounts and transactions have been e lim ina ted. Certa in prior year 
balances have been reclassified to conform  w ith the current year presenta tion.

Inventories

Inventories are recorded at the lower of average cost or estim ated net rea lizab le  value. 

D evelopm ent and exp loration  costs

D eve lopm ent costs, which include expenditures incurred to deve lop  new  ore bodies, to define 
fu rthe r m inera lization in existing ore bodies and to expand the capacity  o f operating m ines, are 
cap ita lized . Exploration costs incurred on properties identified as having deve lopm ent potentia l 
are a lso cap ita lized , pending the determ ination o f com m ercia l feasib ility . These capita lized 
costs  are am ortized against re lated production revenues using the units o f production m ethod.
If a pro ject is determ ined not to be com m erc ia lly  feasible, unrecoverab le  costs are expensed 
w hen that determ ination is made. All o ther explora tion costs are charged to expense as 
incurred. These costs are then cap ita lized if and when a com m ercia l ore body is d iscovered.

Interest costs are cap ita lized as part of the cost o f deve lopm ent projects. In terest costs of 
$1,016,000, $1,223,000 and $2,321,000 w ere cap ita lized during 1989, 1988 and 1987, respec­
tively.

Property, plant and equipm ent

Property, p lant and equ ipm ent are stated at cost. G enerally, deprec ia tion, deple tion and am orti­
zation are determ ined using the units of production m ethod based upon estim ated proven and 
probab le  reserves. D epreciation, deple tion and am ortization rates are reviewed on an annual 
basis, o r m ore frequently , as changes in ore reserve estim ates require. Assets w ith an esti­
m ated useful life less than the m ine life are deprecia ted using stra ight-line  and accelerated 
m ethods. R eplacem ents and m ajor im provem ents are capita lized. M ain tenance and repairs are 
charged to expense as incurred.

R evenue recognition

Sales of concentra tes d irectly  to sm elters are recorded at estim ated prices w hen shipped to the 
sm elter. Sales o f gold are recorded at contractua l am ounts when products are shipped to a 
refinery. The effect of forward sales and option contracts are reflected in revenue at the tim e the 
hedged production is sold, or the contracts expire. The C om pany sells a m ajority  of its produc­
tion to severa l m etals brokers; however, due to the nature of precious metals, the Com pany is 
not dependent upon these s ign ifican t custom ers to provide a m arket fo r its products.
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
A ll Tabular D o lla r A m ounts In Thousands O f U.S. D olla rs

2. SUMMARY OF SIGNIFICANT 
ACCOUNTING POLICIES
(Continued)

3. ACQUISITION OF PANGEA 
RESOURCES LTD.

Foreign currencies

The C om pany ’s C anadian and Austra lian operations are trans la ted  into U.S. dolla rs as fo llows: 
assets and liab ilities are transla ted at the year-end exchange rates, and revenue and expenses 
are transla ted at average exchange rates. Exchange d iffe rences arising on transla tion are 
d isc losed as a separate  com ponent of shareho lders ’ equity. R ealized gains and losses from 
fore ign currency transactions are reflected in income.

Net incom e per share

Net incom e per share is ca lcu lated based upon the w eigh ted average num ber of shares of 
com m on stock and com m on stock equiva lents outstand ing during the year.

Investm ents

The C om pany uses the equity m ethod of accounting for investm ents in the com m on stock of 
com panies 20 percent to 50 percent owned. Investm ents in m arketab le  equ ity securities are re­
corded at the lower of cost o r m arket value. O ther investm ents are recorded at cost. The cost 
of investm ents sold is determ ined based upon specific  identification. Net unrealized losses on 
non-curren t m arketab le  equity securities are accum ulated as a separate  com ponent of sha re ­
ho lders ’ equity. Im pairm ents in investm ent va lue that are o ther than tem porary are reflected in 
incom e.

Cash equivalents

For purposes of the sta tem ents of cash flows, the C om pany considers all h ighly liquid invest­
m ents purchased w ith a m aturity of three m onths or less to be cash equiva lents.

In June 1989, the C om pany acquired all of the outstand ing shares of Pangea R esources Ltd. 
(“ Pangea”), a public ly traded Austra lian com pany, for $25,073,000. Pangea ’s principal asset is 
the Basin C reek M ine, an open-p it, heap-leach gold operation located near Helena, M ontana.

The acqu is ition  of Pangea has been accounted for using the purchase m ethod. Accord ing ly, the 
C om pany 's  proportional share of the operations of Pangea subsequent to the date of acquis ition 
are included in the conso lidated incom e statem ent. The a llocation of the purchase price and the 
net assets acquired are sum m arized as fo llows:

C urrent a s s e ts ........................................................................................................  $ 2,847
C urrent l ia b ili t ie s ...................................................................................................  5,969

W orking capita l d e f ic it .........................................................................................  (3,122)
N on-current a s s e ts ...............................................................................................  12,184

Net book value of P a n g e a ..................................................................................  9,062
Excess of purchase price over net book value 
acquired allocated to:
Investm ent in m arketable equity s e c u rit ie s ................................................ 125
Property and m ineral r ig h ts .............................................................................  15,886

$25,073
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
A ll Tabular D o lla r A m oun ts In Thousands O f U.S. D olla rs

3. ACQUISITION OF PANGEA 
RESOURCES LTD.
(Continued)

4. INVENTORIES

5. PROPERTY, PLANT AND 
EQUIPMENT

The unaudited conso lidated results of operations on a proform a basis as though Pangea had 
been acqu ired January 1, 1988, are as fo llows:

1989 1988
Sales of gold and o ther m e ta ls ........................ ............  $181,206 $1 65,323
Net in c o m e ............................................................. ............  $ 10,125 $ 14,011
Net incom e per s h a re ......................................... ............  $ 0.42 $ 0.59

1989 1988

Stockp iled ore ................................................ ...................  $ 1,522 $ 1,548
Deferred m ining c o s ts .....................................................  21,768 24,023
Refined gold and s ilv e r ....................................................  1,638 55
M ateria ls and supplies ....................................................  3,435 2,639

$28,363 $28,265

Mining costs associa ted w ith ore under leach are deferred and am ortized as the conta ined gold 
is actua lly  recovered. Gold is recovered over a five -year period at the Z ortm an /Landusky Mine, 
and over six to n ine-m onth periods at all o ther heap-leach operations. A pprox im ate ly  48 percent 
of the unrecovered gold on all leach pads at D ecem ber 31. 1989 is expected to be recovered in 
the next year.

Based upon actual m etal recoveries and operating plans, the C om pany continuously  evaluates 
and refines estim ates used in determ in ing the am ortization and carry ing va lue of deferred 
m ining costs associa ted w ith ore under leach. During 1988, the C om pany determ ined that its 
estim ates of the rem ain ing ounces of gold recoverable from  ore on certa in  leach pads at the 
Zortm an /Landusky M ine w ere overstated. Accord ingly, $6,120,000 of deferred costs associa ted 
w ith these ounces w ere charged to cost of sales.

1989 1988

Mining properties and deve lopm ent c o s ts ............. $131,132 $ 90,834
Plant and e q u ip m e n t..................................................... 121,050 99,868
C onstruction in p ro g re s s ............................................. 6,291 1,681

258,473 192,383
Less accum ulated depreciation,
deple tion and a m o rtiz a tio n ........................................ 80,544 56,042

$177,929 $136,341
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N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
A ll Tabular D o lla r A m oun ts In Thousands O f U.S. Dollars

6. INVESTMENTS 1989 1988
Carrying M arket Carrying M arket

Investm ents carried on an equity basis: Value V alue Value Value

USMX, Inc. (35%  owned) .......................................... .. $18,516 $10,859 $19,046 $15,685
Inland Gold and S ilver Corp. (20%  owned) ......... 6,234 3,691 6,712 4,027
Artech R ecovery System s, Inc. (30%  owned) .... 660 626

25,410 15,176 25,758 19,712
M arketable equity s e c u r it ie s ........................................... 2 ,019 2,019 4,062 4,062
O ther in v e s tm e n ts ............................................................. ... 13,698 13,698 10,042 10,042

$41,127 $30,893 $39,862 $33,816

At D ecem ber 31, 1989, the excess of the investm ent in USM X, Inc. (“U SM X”) over its underly ing 
net book value was $13,437,000. This am ount is being am ortized using the units of production 
m ethod over the estim ated ore reserves at the M ontana Tunne ls M ine. M ontana Tunne ls is 
operated by the C om pany subject to the underly ing royalty in terest of USMX. The excess of the 
investm ent in Inland Gold and S ilver Corp. (“ Inland G o ld”) over its underly ing net book value 
w as $4,340,000. Th is am ount has been attributed to various properties and in terests of Inland 
Gold, and is being am ortized based upon estim ated ore reserves.

Included in m arketab le  equity securities at D ecem ber 31, 1989, is the C om pany ’s investm ent in 
1,818,494 com m on shares of P ioneer M eta ls C orporation (“P ioneer”). A fte r substantive  review  
of the deteriora ting financia l cond ition  of P ioneer, the C om pany has determ ined that the decline 
in m arket va lue of the P ioneer com m on stock is probab ly o ther than tem porary. Therefore, the 
C om pany has w ritten its investm ent in th is com m on stock down to its fa ir m arket value, recog­
nizing a loss in the am ount of $3,752,000 during 1989. A lso inc luded in m arketab le  equity 
securities is the C om pany ’s investm ent in 540,000 com m on shares of Gold Reserve C orpora­
tion. The C om pany has w ritten its investm ent in th is com m on stock down to its fa ir m arket 
value, recogniz ing a loss in the am ount of $1,046,000 during 1989.

Included in o ther investm ents at D ecem ber 3 1 ,1 9 8 9  is a convertib le  debentu re  of P ioneer w ith a 
face value of $12,000,000 (C$) ($10,300,000 [US$]), and a 7,000 ounce gold loan to P ioneer 
w ith a cost of $2,300,000. The convertib le  debenture , w hich bears in terest at 9 percent, was 
issued at par in N ovem ber 1988 and is convertib le  into com m on shares at C$3.50 per share.
The debenture  is repayable in equal sem iannual insta llm ents from  1993 through 1998 and is col 
la tera lized by P ioneer’s in terests in the Stibn ite  and Bonito properties. The gold loan, which 
bears in terest at 3-1/2 percent, is repayable in three insta llm ents in 1991 and 1992. The gold 
loan is co lla tera lized by a second m ortgage on P ioneer’s in terest in the P rem ier and Puffy Lake 
properties.

In N ovem ber 1989, the C om pany declared P ioneer in defau lt under the term s of its debenture 
agreem ent, and dem anded full repaym ent of am ounts ow ing thereunder. The C om pany in itia ted 
legal proceedings in Idaho to foreclose on its co lla tera l in terest in P ioneer’s S tibn ite  property. 
P ioneer be lieves it is not in default, and has institu ted legal action in British Colum bia, C anada 
c la im ing that the C om pany acted negligently and in breach of its debentu re  agreem ent w hen it 
declared P ioneer in default. M anagem ent intends to continue pursuing its forec losure  p roceed­
ings in Idaho and counterc la im  in British Colum bia. The C om pany be lieves it w ill be successfu l 
in obtain ing a judgm ent against Pioneer.

During 1989, 1988 and 1987, the C om pany realized gains on the sale of m arketab le  equity 
securities of $150,000, $4,963,000 and $2,452,000, respective ly. A t D ecem ber 31, 1988, the 
m arketable equity securities portfo lio included gross unrealized ga ins of $16,000 and gross 
unrealized losses of $1,032,000.

39



N O T E S  T O  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S
A ll T a b u la r D o lla r A m o u n ts  In Thousands O f U.S. D o lla rs

7. LONG-TERM DEBT

40

1989

8 -1/2 pe rce n t conve rtib le  bonds due 1 9 9 2 ................  $ 4 ,7 8 2
5 pe rcen t g o ld -conve rtib le  bonds due  1993 ..............  5 ,580
7 -1 /2  pe rcen t g o ld -conve rtib le  bonds due 1 9 9 3 ......  21 ,586
O th e r b o rro w ings  w ith  va rious

in te re s t ra tes  and m a tu r it ie s .......................................... 117
32 ,065

Less cu rre n t p o r t io n ...........................................................

$32 ,065

The 8-1 /2  pe rcen t bonds are convertib le  into com m on shares  o f the  C om pany  at a convers ion  
price of $ 10.75  per share. The bonds m ay be ca lled by the  C om pany  in w h o le  o r in part at 
104-1 /2  p lus accrued  in terest, decreas ing  at a rate of 1-1/2 pe rcen t per yea r to  pa r p lus accrued 
in te res t on A u gus t 23, 1992. During 1989 and 1988, $80 ,000  and $1 ,500 ,000 , respective ly , of 
these  bonds w ere  conve rted  by the  bondho lde rs  into com m on shares.

S u bse quen t to  D ecem ber 31, 1989, the ho lders of the  8 -1/2 pe rce n t conve rtib le  bonds w ere 
notified  of the  C om pany s in ten tion  to  redeem  the rem ain ing  ou ts tand ing  bonds on A pril 6 , 1990. 
The C om pany  an tic ipa tes  tha t the bondho lde rs  w ill e lec t to  co n ve rt the  bonds in to com m on 
shares  s ince  the m arke t p rice  cu rren tly  exceeds the b onds ’ conve rs ion  price. A  to ta l o f 444 ,726  
com m on shares  w ou ld  be issued upon convers ion  of all ou ts tand ing  bonds.

T he 5 pe rcen t go ld -conve rtib le  bonds w ere  issued by Peggold  O verseas  L im ited, an unaffilia ted
C aym an Is lands com pany, w hose  accoun ts  have been conso lid a ted  w ith  those  of the  C om pany
at the  request of the  S ecurities  and E xchange C om m iss ion . The bonds m ay be exchanged  fo r
go ld  at a fixed  p rice  o f $331 per ounce. A t D ecem ber 31, 1989, the  C om pany  cou ld  be ob liged
to de live r up to  16,800 ounces of gold pu rsuan t to the  conve rs ion  o f the  bonds. The bonds are
co lla te ra lized  by certa in  zero  coupon notes, w hose  face  va lue  at m atu rity  w ill equa l the princ ipa l
am oun t of the  bonds. D uring 1988, $319 ,000  o f these  bonds w ere  exchanged  by the  b o n d h o ld ­
ers.

The 7-1 /2  pe rcen t bonds m ay be exchanged  fo r go ld  at a fixed  p rice  of $376  per ounce. At 
D ecem ber 31, 1989, the  C om pany cou ld  be ob liged  to de live r up to 57 ,400  ounces of gold 
pu rsuan t to  the  convers ion  of these  bonds. D uring 1989, the  C om pany  pu rchased  and 
cance lle d  $ 1,2 1 0,000 of these  bonds. During 1988, $ 1,002,000 of these  bonds w e re  exchanged  
by the  bondho lde rs.

The C om pany has es tab lished  a revo lv ing  and te rm  loan c red it fac ility  under the  te rm s of w h ich , 
the C om pany can bo rrow  up to $100  m illion  o r the  equ iva len t in gold. A m oun ts  m ay be bo r­
row ed on a revo lv ing  c red it basis th rough D ecem ber 1990, and are repayab le  in ten  equal 
quarte rly  ins ta llm en ts  beg inn ing  in M arch 1991. D o lla r bo rrow ings bear in te res t a t floa ting  rates, 
accord ing  to the  type  of advance. G old bo rrow ings bear in te res t based on the  b a n ks ’ cos t o f 
bo rrow ing  go ld  p lus 1 percent. A com m itm en t fee is payab le  q ua rte rly  on the  unused portion  of 
the  fac ility  at the  rate of 1/2 o f 1 pe rcen t on the  firs t $35  m illion , and 1/8 of 1 pe rcen t on the  re­
m ain ing $65 m illion o f revo lv ing  credit. A t D ecem ber 31, 1989, the re  w ere  no bo rro w ings  o u t­
s tand ing  under th is  fac ility .

A t D ecem ber 31, 1989, the m arke t price of go ld exceeded  the  conve rs ion  p rices of bo th  the  5 
pe rcen t and 7 -1 /2  pe rcen t go ld -conve rtib le  bonds. T here fo re , the  liab ility  rep resen ted  by these  
bonds is cons ide red  to be due curren tly . H ow ever, because of the  a va ilab ility  of the  long-te rm  
c red it fac ility  described  above, these  bonds have been c lass ified  as non-cu rren t liab ilities  at 
D ecem ber 31, 1989.

A t D ecem ber 31, 1989, long-te rm  deb t m atu res  as fo llow s
1992 ...................................................................
T h e re a f te r .......................................

$ 4 ,782 
27,283 

$32,065

1988

$ 4 ,862  
5 ,580 

22 ,796

203
33,441
____ 48_

$33 ,393
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8. STOCK OPTIONS The C om pany has established the 1987 S tock O ption Plan for o fficers and key em ployees under 
w hich options to purchase 1,200,000 com m on shares of the C om pany m ay be granted for term s 
up to ten years at an exercise price equal to the m arket va lue of the stock on the date of grant, 
fo r incentive stock options. The exerc ise price of non-qualified stock options m ust be at least 90 
percent of the m arket va lue of the stock on the date of grant. O ptions granted genera lly  becom e 
exercisab le  ratably over the tw o-year period beginning w ith  the date of grant. At Decem ber 31, 
1989 and 1988, options to purchase an additional 223,667 and 69,167 com m on shares, 
respective ly, w ere availab le fo r fu ture grants under the plan.

In addition, the C om pany has established the 1989 N on-E m ployee D irectors ’ S tock O ption Plan 
w hich provides tha t options to purchase up to 225,000 com m on shares of the C om pany may be 
granted to m em bers of the Board of D irectors of the C om pany w ho are not fu ll-tim e em ployees 
of the C om pany. The exercise price of the options w ill be equal to the m arket va lue of the stock 
on the date of grant. The options are exercisab le  im m edia te ly and genera lly  expire ten years 
after the date of grant. A t D ecem ber 31, 1989, options to purchase 52,000 shares had been 
granted and 173,000 shares w ere availab le fo r fu ture grant under the plan.

S tock option transactions are sum m arized as fo llows:
N um ber of Price Per

Shares Share

Balance, D ecem ber 31, 1 9 8 6 ..................... .......... 569,740 8 .00 -12 .63(C$)
G ra n te d ............................................................ .......... 400,000
E x e rc is e d ........................................................ .......... (416,200) 8 .00 -11.00(C$)

Balance, D ecem ber 31, 1 9 8 7 ...................... .......... 553,540 8.00-30.25(C $)
G ra n te d ............................................................ .......... 537,500
E x e rc is e d ........................................................ .......... (152,373) 8 .00-17.25(C $)
C ancelled or e x p ire d ................................... .......... (406,667)

Balance, D ecem ber 31, 1 9 8 8 ...................... .......... 532,000 9.00-17.75(C $)
G ra n te d ............................................................ .......... 1,065,000
E x e rc is e d ........................................................ .......... (248,900) 9.88(U S$)
C ancelled or e x p ire d ................................... .......... (567,500)

Balance, D ecem ber 31, 1 9 8 9 .................................  ^ 8 0 ^ 6 0 0 ^  9 .88-13.50(US$)

During 1989, the C om pany cancelled options to purchase 562,500 com m on shares at an 
average exercise price of $16.92 (C$), and reissued them at an exercise price of $9.88 (US$).
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9. INCOME TAXES The incom e tax  p rov is ion  is based on incom e be fo re  incom e ta xe s  as fo llow s:

U nited S ta te s .....................................
F o re ig n ................................................

The  incom e tax p rov is ion  cons is ts  of the  fo llow ing

1989___________ 1988___________ 1987
$1 6 ,5 9 7  $17,991 $ 1 3 ,937

(1 ,4 1 3 ) 3 ,9 1 8 3,481
$ 1 5 ,184  $ 2 1 ,909  $17 ,418

C urren tly  payab le
Federa l and s ta te ...............
F o re ig n ....................................

D e fe rred  p rov is ion  (benefit) 
Federa l and s ta te ................

1989 1988 1987

$ 4 ,809 $ 4 ,679 $ 1 ,472
1,292 2 ,173
6,101 6 ,852 1,472

(680) (549) 1,454
$ 5,421 $ 6 ,303 $ 2 ,926

from  tim ing  d iffe re n ce s  in the recogn ition  of
— i------ u i  iw M n u i i o i a i  o t a i c i n c i i l

d iffe re n ce s  and the  tax e ffec t o f each a re  as fo llow s:

D eve lopm e n t and exp lo ra tion  cos ts  
E xcess o f tax ove r book d e p rec ia tion  
U tiliza tion  o f tax bas is  net opera ting

losses and tax c r e d i ts ................
Fore ign  cu rre n cy  tra n sa c tio n  gain 
Investm en ts  a ccoun ted  fo r using

the  equ ity  m e th o d ........................
O ther, n e t ..................................

1989 1988 1987
$ (1 ,3 5 8 )

666
$ (957) 

66
$ (332) 

591

775 314 1,003
473

(251)
(512)

28 (213)
(68)

$ (680) $ (549) $ 1,454

The  e ffec tive  tax rate on incom e be fo re  incom e ta xe s  va ries  from  the s ta tu to ry  fede ra l incom e 
tax ra te  in the  U nited S ta tes  as fo llow s:

1989 1988 1987
S ta tu to ry  r a te ..................................... 3 4 .0%  3 4 .0 %  4 0 0 %
P e rce n tage  dep le tion , ne t o f

a lte rna tive  m in im um  t a x ............. ( 16 .5 ) ( 1 3 .0 ) (15 7)
F ore ign  ra te  d iffe ren tia l ................  1 .8 3 3
N o n deduc tib le  lo s s e s ....................  11.3 0 .5 (7 9 )
O ther, n e t ...........................................  5 1  4 .0  4
E ffective  r a t e ..................................... 35 .7%  28 .8%  7 ^ 8 %

The C o m p a n y ’s C anad ian  pa ren t and A u stra lian  subs id ia rie s  file  separa te  C anad ian  and 
A ustra lian  incom e tax re turns. A ll o f the  C o m p a n y ’s U.S. subs id ia ries, excep t Basin C reek 
M in ing, Inc., file  as part o f a  conso lida ted  tax group.

D uring 1988, the C om p a n y ’s C anad ian  pa ren t u tilized app rox im a te ly  $4 ,600 ,000  o f financia l 
s ta tem en t bas is  net opera ting  loss ca rry fo rw a rds  to o ffse t the cu rren t fo re ign  incom e tax 
prov is ion , resu lting  in an ex trao rd ina ry  c red it o f $2 ,173 ,000 . D uring 1988, one  o f the  C om pany's 
U.S. subs id ia rie s  u tilized app rox im a te ly  $5 ,800 ,000  of acqu ired  tax bas is  net opera ting  loss 
ca rry fo rw a rds  to reduce incom e taxes payab le . The tax benefits  of $2 ,200 ,000  rea lized  from  
u tiliz ing these  ca rry fo rw ards  have been o ffse t aga ins t the  cos t of p roperty  and m inera l rights.
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9. INCOME TAXES
(Continued)

10. RELATED PARTY 
TRANSACTIONS

11. EMPLOYEE SAVINGS PLAN

As of D ecem ber 31, 1989, the C om pany’s U.S. and Austra lian subsid ia ries have tax basis net 
operating loss carry fo rw ards of approxim ate ly $14,600,000 and $1,600,000, respective ly, that 
expire in 1996 and later years. The carryforw ards of the U.S. subsid ia ries are not available to 
offse t fu ture a lternative m inim um  taxab le  incom e. In addition, the C om pany ’s Canadian parent 
has capita l loss carry fo rw ards of $3,752,000 w hich m ay be carried forw ard indefin ite ly and 
applied to reduce capita l ga ins in fu ture  years. The C om pany ’s U.S. subsid ia ries have a lterna­
tive m inim um  tax cred it carryforw ards of approxim ate ly $1,950,000 availab le  to offse t future 
regu lar incom e taxes to the extent that they exceed the a lternative  m in im um  tax.

In D ecem ber 1987, the F inancial Accounting S tandards Board issued S ta tem ent No. 96, 
“Accounting fo r Incom e T axes” (FAS 96). The C om pany does not expect to adopt FAS 96 prior 
to the am ended required im plem entation date of January 1, 1992. Adoption of the new standard 
will result in a cum ula tive  ad justm ent that m ay be reported in e ither the year FAS 96 is im ple­
m ented, or in an earlie r year if the C om pany e lects to restate prior-period financia l s tatem ents. 
The C om pany has not decided on the m ethod of im plem entation. The C om pany continues to 
analyze the provis ions of FAS 96, but has not yet determ ined the e ffects of adopting th is new 
standard.

Fees for rent and legal, eng ineering and consulting services to ta lling  $78,000 for the year ended 
D ecem ber 31, 1989 (1988-$96,000, 1987-$254,000) have been paid to firm s in w hich certa in 
curren t and form er officers, d irectors  and em ployees of the C om pany are partners or owners.

The C om pany has a savings plan (which qua lifies under section 401 (k) of the U.S. Internal 
R evenue Code) covering all fu ll-tim e U.S. em ployees. Under the plan, em ployees m ay e lect to 
contribute  up to ten percent of the ir cash com pensation, up to a m axim um  of $7,627 fo r 1989. 
The C om pany is required to m ake a m atching contribution equal to 50 percent of the firs t six 
percent of the em p loyee ’s contribution. Em ployees have the option of investing all o r a portion of 
the total am ounts contributed in shares of the C om pany ’s com m on stock. The C om pany may, at 
its d iscretion, m ake additional contributions to the plan. During the years ended D ecem ber 31, 
1989, 1988 and 1987, the C om pany contributed $356,000, $266,000 and $197,000, respectively, 
to the plan.
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12. COMMITMENTS AND 
CONTINGENCIES

13. SHAREHOLDERS’ EQUITY

14. SUBSEQUENT EVENT

At D ecem ber 31, 1989, the C om pany has outstand ing gold forw ard sale contracts  w ith various 
m etals brokers requiring de livery of 164,000 ounces of gold at an average price of $431.

A total of 1,677,894 shares of authorized com m on stock are reserved fo r the fo llow ing:

S tock options (Note 8) 1,177,267
Em ployee savings plan (Note 11) 55,901
C onvertib le  bonds (Note 7) 444,726

1,677,894

On D ecem ber 1, 1988, the Board of D irectors adopted a S hareho lder Protection R ights Plan 
w hich entitles each shareho lder of the C om pany ’s com m on stock to one Right. The R ights were 
d istributed to shareho lders of record as of the c lose of trad ing on D ecem ber 12, 1988, and will 
a ttach to each issuance of shares. The R ights are exercisab le  on the eighth trad ing day 
fo llow ing a person acqu iring ten percent or m ore of the C om pany ’s com m on stock, or m aking an 
o ffer to acquire ten percent o r m ore of the C om pany 's  outstand ing com m on stock o ther than 
pursuant to a perm itted bid as defined in the Plan. R ights entitle  the holder to purchase one 
one-hundredth  of a C lass A Preferred Share, Series 1 of the C om pany at an exerc ise price of 
$55. Each w hole  preferred share has rights and attribu tes which render it the econom ic 
equ iva lent of 100 com m on shares of the Com pany. Upon the occurrence of certa in defined 
events, the R ight entitles the holder to purchase that num ber of one one-hundredths of a pre­
ferred share of the C om pany which has the m arket va lue (determ ined on the basis that the 
m arket va lue of a pre ferred share is equal to the m arket va lue of 100 com m on shares) equal to 
tw ice the exercise price. The R ights are subject to redem ption by the C om pany ’s Board of 
D irectors for $.01 per R ight at any tim e prior to the earlie r of the expiration of the R ights in 
D ecem ber 1998 or the tim e that any person has acquired, or m akes an o ffer to acquire, bene fi­
cial ow nersh ip  of at least 10 percent of the C om pany ’s com m on stock.

On February 28, 1990 the C om pany com pleted a private p lacem ent of $25,000,000 of five-year 
notes w ith two life insurance com panies. The notes are due on February 23, 1995, and bear 
in terest at a fixed rate of 9.71 percent per annum . Concurrently , the C om pany entered into a 
$25,000,000 five -year in terest rate swap (which effective ly  converts the in terest on the notes to 
a floating rate), and a five-year silver swap for 4 ,690,000 ounces of s ilve r (which reduces the 
e ffective in terest rate on the $25,000,000 financing).
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15. QUARTERLY DATA
(Unaudited)

Selected unaudited quarte rly  data for the years ended D ecem ber 3 1 ,1 9 8 9  and 1988 is as 
fo llows:

First Second Third  Fourth
Q uarter Q uarter Q uarter Q uarter Total

Year Ended D ecem ber 3 1 ,1 9 8 9 :
Sales of gold and other 

m etals ............................................. $30,422 $47,759 $59,226 $40,955 $178,362
Income from  o p e ra tio n s ................ $ 866 $ 3,074 $ 9,640 $ 4,138 $ 17,718
Net in c o m e ....................................... $ 1,768 $ 2,753 $ 3,246 $ 1,996 $ 9,763
Net income per s h a re ................... $ 0.07 $ 0.12 $ 0.14 $ 0.08 $ 0.41

Year Ended D ecem ber 3 1 ,1 9 8 8 :
Sales of gold and other 

m e ta ls ............................................. $27,354 $45,426 $52,929 $37,048 $162,757
Income (loss) from 

o p e ra t io n s ...................................... $ 1,708 $ 8,428 $ 7,852 $ (3,952) $ 14,036
Income before 

extraord inary c re d it ..................... $ 1,686 $ 7,032 $ 6,420 $ 468 $ 15,606
Net in c o m e ....................................... $ 1,686 $ 7,032 $ 6,420 $ 2,641 $ 17,779
Net income per share:

Before extraord inary c re d it....... $ 0.07 $ 0.30 $ 0.27 $ 0.02 $ 0.66
Extraord inary c re d it ..................... — — — 0.09 0.09

$ 0.07 $ 0.30 $ 0.27 $ 0.11 $ 0.75

During the fourth quarte r of 1988, the C om pany determ ined that its estim ates of the rem aining 
ounces of gold recoverable at certa in m ines w ere overstated, and $6,120,000 of deferred m ining 
costs associa ted w ith these ounces w ere charged to cost of sales.
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16. DIFFERENCES BETWEEN 
UNITED STATES AND CANADIAN 
GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES

A ccoun ting  under U nited S ta tes  (“ U .S .”) and C anad ian  ge n e ra lly  accep ted  acco u n tin g  p rinc ip les  
(“G A A P ”) is su b s ta n tia lly  the  sam e, excep t fo r the  fo llow ing :

Foreign currency translation

U nder U .S. G AA P, fo re ign  cu rrency  trans la tion  a d jus tm en ts  resu lting  from  trans la ting  the  
C o m p a n y ’s C anad ian  and A u stra lian  op e ra tio n s  to U.S. d o lla rs  are not inc lu ded  in the  d e te rm i­
na tion  o f net incom e, but a re  a ccum u la ted  and d isc losed  as a sepa ra te  co m p o n e n t o f sh a re ­
h o ld e rs ’ equ ity . A ll asse ts  and liab ilities  a re  tra ns la ted  us ing the  excha n g e  rate at the  ba lance  
sh e e t da te . Incom e and e xpense  item s are  tra n s la te d  using a ve rage  exchange  rates. G a ins  
and losses from  fo re ign  cu rre n cy  tra n sa c tio n s  a re  inc luded  in net incom e.

U nder C anad ian  G A A P , m one ta ry  asse ts  and liab ilities  d e n o m in a te d  in fo re ign  cu rre n c ie s  are 
tra n s la te d  us ing the  e xchange  rate a t the  ba lance  shee t date , and nonm o n e ta ry  asse ts  and 
liab ilities  a re  tra ns la ted  a t the  excha n g e  ra te  in e ffe c t a t the  d a te  o f the  tra n sac tion . Incom e and 
e xpen se s  are  tra n s la te d  us ing average  e xchange  rates. E xchange  ga ins  or losses a re  inc luded 
in net incom e, excep t fo r those  re la ting  to  non -cu rren t m one ta ry  asse ts  and liab ilities , w h ich  are 
d e fe rred  and am ortized  ove r the  rem a in ing  life o f the  asse t o r liab ility .

Income per share

U nder U .S. G AA P, the  co m pu ta tion  of p rim a ry  incom e per sha re  co n s id e rs  the  w e igh ted  
ave rage  num ber o f sha res  ou ts tand ing  du ring  the  ye a r p lus com m on s to ck  e q u iva len ts , such as 
co m m on  s to ck  op tions  and w arran ts . T h is  m e thod  requ ires  th a t p rim a ry  incom e per sha re  be 
com p u te d  as if s tock  op tions  and w a rran ts  w e re  exe rc ised  a t the  beg inn ing  o f the  ye a r and as if 
the  fu n d s  ob ta ined  th e reb y  w e re  used to  pu rchase  com m on s tock  o f the  C om pany  a t its ave rage  
m arke t p rice  du ring  the  year. Fully d ilu ted  incom e pe r sha re  is com p u te d  as if the  p roceeds 
from  the  exerc ise  o f com m on s to ck  op tions  and w a rra n ts  w e re  used to  pu rchase  the  C o m p a n y ’s 
com m on  s tock  a t its m arke t p rice  a t the  end o f the year.

B asic  incom e pe r sha re  under C anad ian  G A A P  is ca lcu la ted  us ing the w e igh ted  average  
num ber o f sha res  ou ts tand ing  du ring  the year. Fu lly  d ilu ted  incom e per sha re  assu m e s  th a t the 
op tio n s  and w a rra n ts  ou ts tand ing  a t the  end o f the  yea r had been e xe rc ised  at the  beg inn ing  of 
th e  year.

Investments

U nder U .S. G A A P , inves tm en ts  in m arke tab le  equ ity  secu rities  rep re sen ting  an o w nersh ip  
in te res t o f less than  20  pe rce n t are  ca rried  at the  low er o f cos t o r m arke t va lue . U n less they  are 
ju d g e d  to  be o the r than  tem pora ry, un rea lized  losses on non -cu rren t m arke tab le  e q u ity  s e cu ri­
ties  a re  not re flec ted  in incom e, but are instead a ccum u la ted  as a sepa ra te  co m p o n e n t of 
sh a re h o ld e rs ’ equ ity . U nrea lized  losses th a t a re  ju d g e d  to  be o the r than  te m p o ra ry  a re  re flected 
in incom e.

U nder C anad ian  G A A P , non -cu rren t m arke tab le  equ ity  se cu rities  are ca rried  a t cos t un less a 
d ec lin e  in m arke t va lue  be low  cos t is ju d g e d  to  be o th e r than te m pora ry . If an un rea lized  loss is 
ju d g e d  to  be o th e r than  tem pora ry, the  se cu rity  is w ritten  dow n to m arke t va lue , and the  w rite ­
dow n is re flec ted  in incom e.
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16. DIFFERENCES BETWEEN 
UNITED STATES AND CANADIAN 
GENERALLY ACCEPTED 
ACCOUNTING PRINCIPLES
(Continued)

INDEPENDENT AUDITOR S REPORT

A cq u is itio n s

U nder U .S. S e cu ritie s  and E xchange  C om m iss ion  regu la tions , com m on shares issued to 
acqu ire  ce rta in  a ffilia ted  com pan ies  are  va lued  at the  h is to rica l cos t bas is , o f the  net asse ts  
acqu ired . U nder C anad ian  G AA P, com m on shares issued to  acqu ire  all com pan ies , inc lud ing  
those  w ith  a ffilia tio ns, are  va lued  at the  m arke t va lue  o f the  sha re  issued.

Had the  con so lid a te d  financ ia l s ta tem en ts  been p repared  in a cco rdance  w ith  C anad ian  G AA P, 
s h a re h o ld e rs ’ equ ity , net incom e, and incom e per sha re  w ou ld  have been reported  as fo llow s:

1989___________1988
S h a re h o ld e rs ’ equ ity :

C om m on s to c k ........................................  $188 ,0 7 9  $185 ,16 2
R eta ined  e a rn in g s ..................................  47 ,194
O th e r e q u ity  a c c o u n ts ........................... ................-

$235 ,27 3
N et in c o m e ....................................................  $ 8 ,695
B asic  incom e per s h a r e ........................... $ 0 .36
Fully  d ilu ted  incom e per s h a re ..............  $ 0 .36

40 ,914

$226 ,0 7 6
$ 16,948
$ 0.72
$ 0.72

1987

$1 81 ,569
26 ,354

(371)
$207 ,55 2
$ 14,118
$ 0.69
$ 0.66

B oard o f D ire cto rs  and S h a reho lde rs  
Pegasus G old  Inc.

W e have exam in e d  the  co nso lid a ted  ba lance  shee ts  o f Pegasus G o ld  Inc. and subs id ia rie s  as of 
D ece m b er 31, 1989 and 1988 and the  re la ted  co nso lid a ted  incom e s ta te m e n ts , s ta te m e n ts  of 
changes  in sh a re h o ld e rs ’ equ ity  and cash  flow s  fo r the  yea rs  ended  D e ce m b er 31, 1989, 1988 
and 1987. O ur e xa m ina tions  w e re  m ade in a cco rdance  w ith  ge n e ra lly  accep ted  aud iting  
s ta nda rds  and, acco rd ing ly , inc luded  such tes ts  o f the  accoun ting  reco rds  and such o the r 
aud iting  p rocedu res  as w e cons ide red  necessa ry  in the  c ircum sta nces.

In ou r op in ion , the  financ ia l s ta te m e n ts  re fe rred  to above p resen t fa ir ly  the  co nso lid a ted  financ ia l 
pos ition  o f Pegasus G old  Inc. and subs id ia rie s  as o f D ece m b er 31, 1989 and 1988, and the 
con so lid a te d  resu lts  o f the ir o p e ra tions  and th e ir cash  flow s  fo r the  yea rs  ended  D ece m b er 31, 
1989, 1988 and 1987 in acco rdance  w ith  U nited S ta tes  ge n e ra lly  accep ted  accoun ting  p rinc ip les  
app lied  on a co n s is te n t basis.

Coopers & Lybrand

V a nco uve r, B .C ., C anada  
Febru a ry  7, 1990, excep t fo r 

N ote  14, as to  w h ich  the  date  
is F ebru ary  28, 1990
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PEGASUS BOARD OF DIRECTORS

PEGASUS EXECUTIVE COMMITTEE

Standing left to right:
Jam es S. R edpath, Paul H. Atkinson, 
L. Jack S m ith , P eter R. Kutney,
John J. Crabb
Seated left to right:
Lindsay D. N orm an, John M . W ills o n , 
M . N orm an Anderson

Standing, left to right:
Lyle F. B eaudoin , Scott A. Law son, 
Seated, left to right:
John L. A zlant, John M . W ills o n , 
M ich ae l L. C lark
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CORPORATE 
INFORMATION
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MANAGEMENT

M . Norman Anderson John M. Willson
Vancouver, B.C. President & Chief James P. Geyer

Paul H. Atkinson Executive Officer General Manager
Vancouver, B.C. John L. Azlant Zortman/Landusky

John J. Crabb Vice President, Mine
Madeira Park, B.C. Finance & Chief Thomas J. Weitz

Peter R. Kutney Financial Officer General Manager
Calgary, Alberta Lyle F. Beaudoin Montana Tunnels Mine

Lindsay D. Norman Vice President, John R. Leahy
Butte, Montana Business General Manager

James S. Redpath Development, Florida Canyon/Relief
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Options on Common San Francisco, CA V6C2V7
Shares Lawson, Lundell, (604) 640-6306

Chicago Board Lawson & McIntosh
Options Exchange - Vancouver, B.C.
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