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I |M 't. : 'vrTheAnnual
ARIUAE VBB |- General Meeting
of Pegasus Gold Inc will be held in

the Aspen Room of the Four Seasons -

Hotel, 791 West Georgla Street,
Vancouver, British: Columbla on -

: Thursday,Aprﬂ 27,1995 The.

meeting will begin at 10:30 A.M.
(local time). All shareholders are

; encouraged todttend.

NOTE ON CURRENCY - All dollar amonhts are in United

. States dollars unless otherwise noted Australian exchange
" rate at December 31 1994 was U.S:$1. 00 =

A$1 287.
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Curpurate thle |

annual gold production of about

500,000 ounces. A British Colurnbia -_

company headquartered in Spokane,
Washington, Pegasus operates five

_ mines.in the western United States -

and one in northern Australia =

through Zapopan N.L. 1ts 58 percent -
- owned subsidiary. . ‘

The Company isin the

: busmess of deyeloping, mining,

~processing and exploring for | ; ,
precious metals. All of the operatmg.'

* mines use conventional open~p1t

- mining, but the Comparly is -

~exploring underground at Diamond -

- Hill. While the maj jority of the

operations process ore using heap

- leach technology, which was.
_pioneered by the Company, the
- Montdna Tunnels Mine; uses a

conventional milling circuit to

_ produce zinc and lead. concentiates
. containing gold and silver. A

number of other milling prolects

. are. bemg evaluated.

Pegasus maintains an active -
1nternat10nal exploration and

-business development effort.
‘Company offices located in Chile,

Argentlna Guyana, Kazakhstan,

“and through Zapopan in Australia,

support an aggressive growth
program to increase future go}d

"productlon
_Pegasus has 34.6 mllhon shares 3

outstandmg which trade under the

i vsy‘mbold“PGU” on the American

Toronto and Montreal stock :
exchanges. Options on the: Companys

. common shares are traded on the
~ Chicago Board Options Exchange and

Ihe Montreal Exchange

Pegasus GoldInc.
isan 1nternatronal :
‘gold m1n1ng company with |
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 In1994, the
- Company
- achieved

‘ I Seleﬁi#d: Financial ‘and‘ﬂpemlling,Hiyg'hlight's |

ToaSks  TwlooTwsMed - totalgold
In Millions of U.S. Dollars =~ - . InMiliions of Tons o s : "
4 0f 494,400
e OUNEES:

1990 190 192 193 9 SR S ) B AN -
; (inr.nillionsdeﬁdollars, e.xceptpershareamoum) - e : 1994 - 1993 1992 :
Sales R n R LY $2150-" 2 " $I8F 7" .
Net income (loss) before one-time charges =~ (58) ~ :(09) =~ 132
Net income (loss) % (58T, 10.0 (6:3). ®
Cash provided by operating activities ..  10.9 CA36L S s
. Cashandshort-term investments =~ 89.3 - 1493 109.8 o
Total assets e o AT A4833 L0 405D 3940
Total debt : G 58,2 - B6IT 630
Shareholders’ equity S ar 292300 o 3420 T 093
‘Per Share Data: - : ‘ MRy fE S E
- Net income (loss) el 180169 1$.0.30 $(0:22) o
- Dividends S par s TR L () Bt R0 L) R
. Shares Outstanding; . .-~ sttt i : : :

Weighted average (000) s e 34 (D 33,712 28940 o

~ Year-end (000) e ER R R T R s T
Production Data: : o i ' o
Gold (Total, ounces) ; " 494,400 - .480,800° - 382,100 .
Gold (Peg‘asus’.:imerest, ounces) 455,000 - 453,100 382,100 o
Silver(ounces) * . . . - 1,620,000 ' 2,011,600 . 2,165,100 ..
Zinc(tons) i 19814 18046 19436 .°
Lead (tons) i TR 9,374 6,994 7,191 .
Operating cost per ton ' PR e S $ 494 § 424 .

- Cash cost per ounce - g s bl UTE S g 95T MR G
“Total cost per ounce : G e L e T R . T TR
~ Gold price realized per ounce $ 8070 % 382 $ 382 .

record
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at the Mt. Todd Mine, operated by our 58 petcent subsidiary, |

“solution inventory that had built upat the U.S. mines from the , |
" heavy rainfalls in late 1993. Diluted solution going to the

- we did move more tons than ever before and at a lower cost per

(3

|I d : When I became ch1ef executive, offlcer of Pe gasus in late
L. UUI . areho' il 1992, it was clear that the gold mdustry was  changing
dramatlcally We needed to reshape the Company froma U.S. operator with -
declining reserves into a global competitor with a geographically diversified, low-
cost, long-lived reserve base providing a strong platform for future growth. We
knew that in order to meet this challengg, a-suStained commitment to mine
development throughout the world, advanced exploration, acquisitions, and
lower production costs would be required over the next several years. We would

also need a focused management team willing to: sacrifice, where necessary,
short-term success for long-term enhancement of shareholder value
* After 26 months of work, we can begin to take stock of our progress as-

-well as the considerable challenges thatstill lie ahead as we develop an exciting:
_new generation of mines. Reflecting that we are in the early stages of our

transformation, 1994 was a year of poor financial results but progress made on.

' our commitments, and our recent initiatives, confirm our ablhty to meet the

long-term challenge. ‘
; Reconl gold production In 1994 we e achieved total gold productron of
494,000 ounces, a record for the Company, compared to 481,000 ounces in

©1993. Combined with higher gold prices realized — $407 per ounce compared to

$382 per ounce in 1993 —we increased revenues for the year to $233.6 m1lhon
from $215.2 m1lllon in the year—earlrer period. We intend to continue our
production momentum and post a new record number of ounces in1995. -
Higher cash costs Short—term operating challenges g
resulted in unacceptably hrgh cash costs per ounce — $277 versus
$251 in 1993. Costs were impacted by higher stripping ratios,
higher processing costs, slower recoveries, and adifficult start-up g

Zapopan N.L. in Australia. In particular, we underestimated the

processing plants affected gold output early in the year. However,

ton than last year. With this experience, we expect to lower costs |

in 1995 as grades increase and stripping ratios dechne
Acceleration of international exploration program . »

In 1994, our higher revenuesand gold production were offset by 51gn1f1cant1y ,

 higher exploration expenditures as we pursued our critical quest for new growth |
_opportunmes We devoted 75 percent of our explorauon and development budget

10 international activities, including grassroots programs: We continued our efforts

_in Chile and initiated programs in Argentina, Guyana and western Australia. We'

continue to believe that the potential to discover and develop a ma] or deposit is-

* significantly greater outs1de the Unlted States than within.

‘.._...‘....'.-.....-._..._'0'......6.......‘.
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“Our goal is to maximize

opportumtles at the mines
we Currently own and to e
extend our reaCh“ : _‘ Inaddition, we arepleasedmﬂltheprogress our,
'throu gh S el e CuV e Company and Goldbelt Resources Ltd. have made on

Kazgold, our venture in Kazakhstan: We continue to see.

internationa l “ potential in creative ventures and partnerships that requlre :

alliances and

- limited up-front capital and yet provide us with °
considerable experience and on-the-ground exposure.’

A acqu 1Slt10n5 ; ”. e Prov:swn for projected closure costs We took a

I'..l...!ﬂ“l‘&&‘b....GD..G....‘...00.."4.&0.00‘0.90".‘

“one-time charge during the second quarter to reduce the
carrylng value of certain mines and to provide for additional reclamation and -
closure costs based on todays regulations and technology While negatively

.impacting financial results in the short-term, the write-off removed impaired

assets from our balance sheet, and will lower future depreciation charges and
improve the quality of our future earnings.

For 1994, we reported a loss of $58:7 mllhon or $1 69 per share, whrch
included non-cash charges of $52.9 million, or $1.53 per share, compared to net
income of $10.0 million, or $0.30 per share a year earlier (which included a -
$10.9 million non-recurring gain from Zapopan’s share placement). Excluding

‘the charges taken in the second quarter of 1994, the Company would have

posted a netloss of $5.8 million, or $0.16 per share. :
«Careful resource management . At year-end, cash and short-term
1nvestments totalled $89.3 million while total debt was $58.2 million. Although

we areina f1nanc1ally strong cash position, we are conserving our financial

resources so that we can satrsfy the capital needs of major projects aimed at
generating growth: Another area of potential growth is through exploratron
where we have made a substantlal commitment. For this reason, we elected not
to declare Pegasus’ traditional year—end dividend. We believe this is a prudent
and essential channehng of our resources in order to deliver sustained earnmgs

‘and cash flow over the long term.

The Company was also pleased to announce in September that
Anthony J. Petrina had joined the Board of Directors to fill a vacancy created |
when James S. Redpath resigned from the Board. The Company wishes to .

 thank Jim for hrs wise:counsel over the past four and a half years.

’ Whlle our f1nanc1a1 performance for the year fell shortof - :
: - expectations, we have mapped outa solid blueprint for the future. .
‘Our goal is to maximize opportunities at the mines we currently own and to
extend our reach through selective international alliances and acquisitions.".
' We are not limiting ourselves to any particular part of the world, but will
- look at projects on an opportunistic basis, ‘as _long as'they have manageable

political, social, and technical risks. Investing our cash balances and future

«cash flows into acquisitions, mine exploration, exploration and development .
~will help us achieve our growth objectives. Our international exploration

G‘GCQ.DC‘005‘5@.53...!‘&80.0.3....G‘.lﬂ.‘ﬂe“‘..."&&ﬂf),@!a‘A..DID,OQ.QQ..!‘I
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- pursue vigorously in'1995. Balancing the desire.

* 530,000 ounces, or 485,000 net to Pegasus. We

RUEG A Uss) s Gorem S SN g

D

Total Gold Pmductmn
In Ounces

efforts give us access to promlsmg investment and
exploration opportunmes which we intend to

for near-term earnings with the need for ongoing’

investment in future growth will be a key challenge.
* We expect to report a 7 percent increase in

total gold production in 1995, to approximately

have made the reduction of cash costsa priority
objective in 1995 To do this we will expand

; throughput mine higher grades with lower strlppmg ratios, 1ntroduce 1arger

mining equipment at select sues and p0551bly 1nst1tute self—mmmg at
Florida Canyon. :

Once again, I would like to thank our employees for their achievements
during 1994. They understand what we need to accomplish, are supportive of
our ambmous plans for growth, and contribute to our progress with great skill
and dedication. This report showcases a number of our employees. -

‘While we still face near-term challenges as we create a new-gold asset mix
for Pegasus, we are on the right track and are confident in our ablhty to create
long-term value for our shareholders. '

' Werner G.Nennecker =
- Presidentand Chief Executive Officer -
February 15,1995
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Operating Statistics and Ore Reserve Summary| :
 MINE PRODUCTION T -
y Beba s i i Ore Tons Gold : Average. Cash Roy-  Total
; : - Gold Silyer Mined - Grade Smppmg Recovery Cost®)  alty Cost#)
Mine ey Year (ounces) . (ounces) (000%)- (Oz/Ton) = Ratio (%) $/oz  $/oz $loz
Zortman ; 1994 109,500 "461,200 - 14,800 0.017 0L Sow 20e 13- 388
et ol 1993 108,500 . & 535,700 12,500 -.0.017.° 0.67:1 . 55 273 .".2-- - 323
~ FloridaCanyon - 1994 91900 . 25300 . 7,200 0020 1221 69 259 11. 297
g .1993 109,200 - 37;600 7,000 - 0:021 - 0.88:1 73 <222, - 18 287
Montana Tunnels ~ 1994 | 80,200 1,085,700 5200 0.019 4.07:1 85. +173: /. 11,318,
b 3 . 1993' 68,900 1,‘_1-01,100 4600 - 0.017 '3.80:1 . 84 - L7f R Rt )
- Black Pine : 1994 65,700 39,100. - 6,400 - 0.020 . 1.16:1 Sdc 2 2040 o4 [ 37
! e 1993 ° 66,100 28,600 - 3,600 0.024 1.30:1 B0 2dd 220 34T
- Beal Mountain 1994 . 61,200 . . 8700 1800 0049 0.81:1 02550 ) s =)
o 1993 5 = 59300 8,600 1,700:::50:052 ::10.:89:1 10521 1 L0314
‘Mt Todd (100%) 1994 61,200 +2-3:800 . 10,084 L0 = =550 33 - o 378
1993 SRl g LS e i 5 i % ) s- =
Tanaml(IOO%) 1994 24,700 cisi ey 0P8I 39 T 88 98T 30,285
: 1993 - 68,800 = 13000 0:073 10. (05 L A (O [ e 2
-Total® . .1994- . 494,400 1,620,000 - 39,280 : ! il 3 =356
: = 711993 480,800 - 2,011,600 . 30,700 o : 251 sl g 551
Pegasus’ Interesta» 1994 . 455,000 1,620,000 37,534, e 277513356
o : 10937, 453,100 2,011,600 30,193 i ) 25): 14 331
3 E:fla:\gr:;rﬁg: ggerr\le;i};iﬁfercemage in Zapopan was 55 percen[ in 1994 and 60 percent in 1993. A 3
' 3) Cash cost is net of by-product credits. ; 4
. 4) Total cost mcludes cash cost, royalties, and deprecxauon and amomzauon
ORE RESERVES(.> , - : | v
; &Y - Proven & Probable ' : " Mineralized Material -
Lot < Tons - Grade * Ounces Tons  Grade Ounces
Mine ; i (000%s) ; (Oz/Ton) (000’s) (000%s) (Oz/Ton) (000%s)
Zortman R 00 AN D00 e 186 - - e
g5 : ‘ 19955 « B2 618 = s 0:000 1,644 20 Sy - -
Florida Canydn 1994 48471 = 0.0 14 693 - 14,000 0.015
AR : : 1993 35,100 0.018 (ST = ot -
- Montana Tunnels =~ 1994 <29 348 S10:018 S8 22181490 0.016 A7
| : 1993 A' 32,912 0.019 et TEMR SRR +0.018 211
" BlackPine - - 1994 13390 0019 256 .. 2496 0016 41
TR TN - 1993, - 19,686 0.018 346 4 0.023 38
: Beal Mountain 904 2,270 0.048" o108 . =AY ey, -
: 1993 3204 0040, o 159 ¢ e = =
Mt. Todd (100%) . 1994 74217 0.036 - 2,669~ 3,097 0036 136
= (1008 2878330 0:035""; 2,791 20,492 0.043- 871
Pullalh il : 1994 = - : - 7,288. 0.045 334
; : 1993. L . s e 5
Diamond Hill - 1994 2 - il SR M e SR e 318
1993 s S o AL 027 318
Kazgold (27%) PRRIR oL s E e e 30,493 0.022 658
Total 1994 245,120 . 0.022 - 5,794 S o T e 0.027% 1,829
| ; 16035~ 2251 016 - <0.023 6,184 .35,094- :.0.030 1,433
; Péghsus’ lnterest(z) 1994 . 212,465 0022 U 4, 621 . 66,005 0.027 1,769
1993 216,665 . 0.023 -. 4,928 27,102 ;i . .0.030 1095

1) 1994 Proven and Probable Reserves are as of December 31, 1994 and 1993 Proven and Probable Reserves are as of July' 1 1994 refleclmg the revision

donein the second quarter of 1994.
2) Pégasus ownership perceritage in Zapopan (Mt. Todd) is 56 percent at year-end 1994, 33 percent at year -end 1993 and 55 percentat July 1, 1994
3) Ore reserves are based on a $400 per ounce gold price. ; :
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Safety Director

. Lortman Mine

.-..I....."‘.......C..'-.'."...‘..'....."._.'_.........."Q......O........

e [ 1004, the:
Operations Review i &

operating mines achieved a record
gold production of 494,400 ounces,

. of which 455,000 ounces are - .
- attributable to Pegasus. From 1991 to_
- 1994, the Company increased its gold

production 57 percent by developing
new operations and improving -
existing ones. Another 7 percent

‘increase in gold production is expected

in 1995, as Mt. Todd’s Phase
expansion operates for a full year.
The gold production comes from a

total proven and probable ore reserve “

base of 5.79 million ounces of
contained gold, of which Pegasus’
attributable share is 4.62 million
ounces. In addition, 1.83 million
ounces, includihg 1.77 million -
ounces attﬁbutable to Pegasus, are -

classified as mmerallzed material. In

1994, the Company changed its

definition of mineralized material in

orderto provide more reliable data by
requiring a conceptual mine planon

‘these ounces. Pending favorable -
- development decisions on at least

four of its properties in 1995, a

_portion of the mineralized material
could be upgraded iritp theproven
“and probable category. :

During 1994, the Company -

mined 30 percent more tons than in

1993. The operating cost per ton

 decreased over 8 percent, from $4.94
in1993 to $4.51 in 1994. Self-mining,

- the introduction of larger-equipment -
and higher throughputs helped reduce
costs in 1994, but did not resultin -
Tower cash cost per ounce because of -

slower recoveries start—up dlﬁiculues at

-'Company’s six

"do-r¢ooooo‘-ocoohuo'oco.o,oooooo'oo'oo‘-‘-__0000-.o»o-o'o,o.'ooooo'o..o’oobooooooo
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Mt. Todd and higher sudpping ratios.
The cash cost in 1994 was

$277 per ounce.

Environmental protection is
a fundam_éntal part of Pegasus’
operations. During 1994, the :
Company spent $1.2 million for

-capital improvements associated

with environmental projeéts. An
additional $7.2 million was spent to
manage and operate environmental
programs, including concurrent
reclamation and the protection of

. 'water, air and wildlife resources. -

In 1995, the Company
expects to mlne 41 million tons at
an average cost per ton of $4.43.

: Minihg plans for the yedr indicate
- that, in general, stripping ratios w1ll

be lower and

......O...'.......‘l:‘....’...l._....

* mined grades l]perziting Cost
will be higher. -y poyspyron
“Gold production '

o (T
is expected to be j

about 530,000 -

ounces, including
485,000 ounces
attributable to

Pegasus, ata
cash cost of * - 4
$263 perdtnee

1983

LI

: Zortman

The Zortman Mine, in
northeastern Montana, produced

© 109,500 ounces of gold in 1994, ata :

cash cost of $320 per ounce. During
the first half of 1994, the mine
continued to experience the residual -
effect of the record rainfall in 1993,
which raised solution volumes two to
three times thé normal amount.

1334

1995(e)
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Processing costs mcreased
reflecting both the demand for :
electricity to move higher volumes of
solutions, and the higher quantities of
reagents required to treat the excess '
solution. The record 14. 8 million tons

: 'of ore which were mined in 1994, with
* anaverage gold grade of 0.017 ounces

per ton; also increased miningand
processing costs. Higher-than-planned
ore tonnage was placed on the heap

leach pads late in the year — too late for

gold recovery in 1994. This gold is
expected tobe recovered in the first part

0f 1995. Zortman’s ore is slow leaching,

with ultimate recovery requiringup to -
five years. Current heap heights are

- approaching 400 feet, further sld“zing'

the recovery and decreasing the

 predictability of the heaps. .

‘During 1994, the major capltal
projects completed at the mine
included construction of a 2,500

", gallon per minute Merrill Crowe Plant,
- awater treatment plant, leach pad

expansion, and installation of tailgates
on the haul trucks. The .-
water treatment

mprovement
program, began
ting in July; it significantly
improved the water quality in the area.
" Gold production for 1995 is
expected toreach 110,000 ouncesatan

.average cash C_ost_ of $295 per oixnce;_

Mining will be completed on
Zortman’s I'andusky deposit during -

- 1995, and permitted reserves will be

exhausted during the first half of 1996.

.Cap’ita‘l spendirig in1995is
~expected to be $2.7 million, of

which $1.6 million is proj jected for-
the Zortman Extension Project.

Zortman Extension Project
. Since 1989, Pegasus has worked
‘towards bringing the Zortman

Extension into production. Durmg the
third quarter 0f 1994, the Montana
Department of State Lands issued a
schedule which indicated the draft
Environmental Impact Statement for
the Zortman Extension Project will be

- released in June 1995. Assuming no

further delays, a record of decision
could be received by January 1996,

followed by an 11-month construction :

period. Gold pfoduétiqn from the

Extension Project could begin in 1997.

The permitand construction

- schedule is likely to interrupt mine

production for at least four months

* before the Extension Project’s 1997

start-up. Taking into account the

“anticipated interruption in operations,

as well as thie fact that gold recovery

* would continue from the existing heap

leach padsat substantlally reduced
levels, the mine is expected to produce
40,000 ounces of goldin 1996.

Proven and probable reserves
for the Extension Projectremainat
61.3 million tons ata grade of
0.02 ounces per ton gold, or

1.2 million contained ounces of gold.
While there is potential for expanding
 the reserves, no exploration drilling

was carried outin 1994, and .

- additional exploration will not

commence until the Extension PrOJ ect
permits have been recelved

JAao‘oboéoooo.ooo.ooo-opoopooooooo,oo‘oo‘o_oo.cc-..o.co,o‘c'oooo'oo-a.9.0:6..
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The Florida Canyon
ine, located in
orthwestern Nevada
succesfully identified
through exploration
drilling a downdip
extension to the west containing
205,000 ounces of gold which is
classified as mineralized material.In
addition, drilling continues on the
northeast extension. There is excellent
po temlal to add reserves in both the
western downdip extension and the
northeast extension. Exploration
drilling in 1995 will focus on infill
drilling to reclassify the mineralized
material into the proven and probable
ore reserve category.

In 1994, 7.2 million tons of ore
were mined, 3 percent more than in.
1993. Although a higher tonnage was
mined, gold production was lower at
91,900 ounces, and cash costs were
higher, at $259 per ounce, because of
delayed gold recovery. Recovery was
affected by the high clay content in the
ore, low solution apphcatlon rates and -
a‘leach pad height.of 200 feet. Solution
application rates increased toward

year-end, but the affect on gold

production will not be realized until
1995. The gold contained in the slower
1each1ng, clayey ore is expected to be
recovered throughout 1995.

The mine is expected to produce
100,000 ounces of gold in 1995, at
a cash cost of $275 per ounce. An
increase in the tonnage mined and
a decrease in the ore grade, both of -
which are anticipated for 1995, will
cause the cash cost to rise

.l.‘.,.’.."l-..l...'..,.......‘l"l‘il‘.......O".'0:.....'.......".‘..........
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Planned capital expenditures
of $15.1 million in 1995 include
(1) the possible conversion to self
mining by the end of 1995, (2) leach-
pad expansion, which should be
completed by the end of June
(3) crusher modifications to increase
throughput by 25 percent, and
(4) the potential crusher relocation
to reduce the haul distance to the
niew leach pad and to allow for
potential pit expansion.

Montana Tunnels

The Montana Tunnels Mine,.
located in central Montana, increased
mﬂl throughput and introduced larger
mining equipment, thereby lowering
costs and achieving a record
production of gold, lead, and zinc in
1994. Production for the year reached
80,200 ounces of gold, 1.1 million
ounces of silver, 19,800 tons of zmc
and 9,400 tons of lead. Silver -
producuon was lower than 1993
levels due to the mmmg of lower
grade ore at the
fringes of the
ore body. The
cash cost in' 1994
was $173 per
ounce net of
by~product creths

Mill throughput inc eased
during the year to 5.4 million tons
per year, while maintaining
recoveries. In late 1994, a portion
of the mine fleet was replaced with
150 ton trucks to transport ore
from the open pit. The full benefit
of the larger mining fleet will not
be reahzed until 1995.
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 The open pit has now been -

expanded to the maximum pit outline,

and mining will take place in the core

~ of the pit during 1995. Although this
; locauon yields a harder ore, the grade
is more consistent; mill operationsare

therefore expected to continue to
operate at the 1994 levels and produce

190,000 ounces of gold, 1.1 ‘million
"ounces of silver, 20,000 tons of zinc
‘and 8 ,700 tons of lead. Cash costs, net

of by-product credits, are expected to
be $160 per ounce, and capital

-spending is projected at $4 million.

‘Beal Mountain

~AtBeal Mountain,in

: southweétem Montana, a record
61,200 ounces of gold was produced in - '

1994 along with 8,700 ounces of

~ silver. Due to
an early .©
Weather-related
5 delay in mining
 the higher grade
-~ South Beal pit, -
: the average cash cost
was $255 per ounce, up 21 percent -

: from 1993

After complenng a hydrologlcal
study in 1994 and considering -
currently enforced water quallty
staridards, the Company determined

that the Beal Extension project carried -

too great an environmental risk to -

proceed with its developmeut Asa.
result, the ore reserves were reduced :

by 185 000 ounces and the carrymg
value of the mine was Wmten down :
by $12 1 million. e

- ‘While mining and crushmg
operations typically are halted from

,ooo'gpo‘c"oonoo.‘ooo.‘oooo-o‘olo‘oooo‘-ooo-u-oo-noo_‘t'oroo.oot-ogioo,oo..-aoovoao B

" mined and upgrading
‘the solution - -
distribution system.

' December through February,

mmmg of the north layback in the

‘main Beal pit will continue

through the winter of 1994/1995

The winter operation will i improve
“the management of a known slide

area and could prov1de access to

higher-grade mineralization. This - '
~ extension of the mining operation
- will add slightly to the cash costs.

During 1995 the mine is:

,expected to produce 60,000 ounces

of gold by mining 1.7 million tons at

a grade of 0.052 ounces per ton. The. "

average cash cost is estimated at
$260 per ounce. Without development

- of techniques to ensure water quality -
' protection and revision: of regulatory

Standards itis expected that the

" mine will exhaust its ore reserves by
* mid-year 1996. it
i Antlcrpated capital expenditures

of approxrmately $600,000 will

chiefly be used to build storm water
 retention ponds

; Black Pine

The Black Plne Mlne located in
southeastern Idaho, produced

~65,700 ounces of gold in 1994 ata . -

cash cost of $294 per ounce. More

' than 40 percerit of the years
4 producnon was achieved in the fourt_h

quarter by increasing the tonnages :

During 1994, the
mine secured permits to
access and mine a highe
grade area later than it ha
planned. While the higher

.....q‘...oo-o.'....‘s._..‘..,...‘...,..-...;.._.......-oﬁo-.._......
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grade ore is targeted for mining in -

1995, cash costs and production for . .

1994 were negatively affected by the

lower grade of material mined early in -
the year. A total of 6.4 million tons of

ore was mined in 1994 at an average

~ grade 0f 0.020 ounces of gold per ton.

In the second quarter of 1994,
the Company determined from -
economic evaluations and a reassessment

of the mining plan that it would not fully

recover its investment in the Black Pine

" Mine. Consequently, a charge of
$17:4 mllhon was recorded to reduce

the carrying value of the mine.
Gold productlon in 1995 is

_expected to be 65,000 ounces at a cash
_cost of $320 per ounce. Operating

costs per ton are expected to decrease,

reflecting optimization of the solution
* distribution system and mining of

higher grade material. Capital
expenditures are estimated to be
$660,000, The current ore-reserves .
will be exhausted by the third quarter
of 1996 :

Basin Creek

A feasibility study for reopening -

the Basin Creek Mine as a run-of-mine

heap leachoperation was completed in

. the second quarter. The study concluded
that the p,rojec't would be uneconomic;

therefore, the Company wrote off the

" remaining book value and accrued
final closure costs of $5.8 million.

.o Durir’lg 1994, site activities . -
focused on reclamation and closure.
An aggressive reclamation plan, which

includes relocating the waste dump

into a mined-out pit, continued.
Approximately 740 ounces of gold

lO..._l.I..'..l"-..L.‘.....Q...‘...‘l.Il‘....q.'..‘l..l..:...-.l........lv.lil

interest. Phase L of the-
~ consists of heap

oxide zone of -
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- were recovered from previously active -

heaps. During 1995, pit backfilling

and leach pad reclamation will

continue toward final closure..

Mt. Todd ‘ '

~ The Mt. Todd Mine, located:in
the.Northern Territory of Au,stralia',
is operated by Zapopan N.L:, an
Australian company in which
Pegasus holds a 58 percem '

pro_]ect, which
leaching the

mineralization? 3
went into '
commerc1a1 productlon in Aprll
1994. Gold production for the -

remainder of the year totalled 61,200

ounces of which 33,200 ounces
were Pegasus share.. .

The Phase I Expansion,
which increased the capacity of the

' crushing_p’lant from 4.4 million tons

per year to 6.7 million tons per year,
was completed and commissioned

~in December. The total cost-of

$7.7 million was $0.8 million under

- budget. The expansion tie-in caused

gold production to be lower in the
fourth quarter due to 25 days of -

_downtime. By the end of the year,

however, the plant was consistently

.achieving design throughput of 880

tonsper hour. t
The first year of operation
at Mt. Todd proved challenging,

Start-up was plagued by adverse 5

weather conditions and persistent
equipment design failures in the

e 0 e 0 e o ¢ 0000 00 00 00
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: cfushing plant.,Deléyjs in éqﬁipméﬁt
' delivery caused a three-month delay
in the plant expansion. As a result

1994 cash cost averaged $331 per ounce.
Heap leach recoveries remain in

line with expectations. Continuing

metallurgical testing of crusher

product hasindicated that the ultimate
recoveries for the coarser 1994 ore will

be slightly lower than expected. With

the expanded crushing circuit, some

improvement in crusher product is
anticipated. Projected recoveries for
1995 are 62 percé'nt for weathered ore,

60 percent for transition ore and

50 percent for primary ore. - :
~ During 1994, the mineralized

_ material reported in the Co_rr_lpany’s
- reserve table for Mt. Todd decreased,
‘because the Cqmpény requires a

conceptual mine plan for ounces to

_ be included as mineralized material. -

At December 31, 1994, there Wér(_e

2.1 million ounces of mineral potential
-outlined from drilling in th(; Batman,
Tollis and Golf deposits, which do not :

currently fall within a mine plan.
Additional exploration drilling will

continue in 1995 to'move these ounces.

into the proven and probable éategory
* In 1994, exploration at the mine

concentrated on drilling the northeast

extension to the Batman deposit. A
significant extension in the hanging

wall mineralization has been dehneated ;

having a strike length of over

- 1,300 feet. The drilling results are bemg ‘
'mcorporated into an updated reserve

estimate which is expected t_o‘be :
completed during the first quarter of

1995. Exploration continued on other
prospects including Tollis, Golfand

.0‘.'.......-.'.‘....Q.......‘l.“-.‘...ll‘_.4......‘.l,........._..'....._......‘.

Penguin, and drill results continue -

to offer encouragement.
- Late in January 1995, the
operation experienced a 100-year

storm event which caused extensive

flooding. Approximately 1,000 feet
of the conveyor, used to transport
crushed ore to the heap leach pads,
was damaged. Replacement
conveyor sections were installed in
the early part of February, limiting
the downtime to 11 days. ‘

In 1995, approximately
5.9 million ore tons, with a gold
grade of 0.032 ounces per ton, will

be mined, resulting in total gold

production of 105,000 ounces atan

expected cash cost of $270 per ounce.

Capital and mine exploration

expenditures are expected to be

$8.8 million.

‘Mt. Todd Phase I Development

During 1995, metallurgical
work will continue on drill core
gathered in 1994, and a bulk sample

- of the primary ore will be mined for
pilot plant testwork. An engineering

firm should complete the detailed

feasibility study for Phase II by

mid-1995. The total capital required
for Phase II will be between
$70and $100 mllhon depending
on the size of processmg facility
chosen. Pendmg a go-ahead
decision, construction could get *
underway durmg the third quarter

' resulting in up to $11.0 mllhon of

capital expenditures in 1995.
The conceptual plan for Phase 11

consists of building a 6.6 million ton

per year milling circuit to treat the

................Q."'........I..I..'.............C’.'...........O“...‘
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 primary ore, although smaller and o
 larger throughputs are under

- cost considerations. Metallurglcal
testwork currently favors a

: processmg the primary ore. Gold
Tecoveries are expected to be in the :

- production is expected to be 225, 000
_ 10 240,000 ounces per year upon 5
_ completion of Phase IT, which is
circuit of up to 4.4 million tons per-

- 1f this proves feasible, the combmed

~ annual gold production could

; Tanamt

..'produced a total of 24,700 ounces of
- gold, of which Pegasus share was -

'~ 6f $231 per ounce. The mine

- total. of 441,000 ounce
of gold since it began
‘production in 1987. On

-and water rights, as well as any

- period, for $7.0 million to the:
: Central Desert]omt Venture ‘

evaluation for operating and capital
ﬂotatlon/regrmd/leach ﬂowsheet for

86 to 88 percent range. Annual gold

expected by the end of 1996. Also i :
under consideration is a heap leach

year, treating lower grade material. -
1ncrease to 300,000 ounces per year.

The Tanami Mtne located in
the N Northern Terrltory of Australia,
exhausted its remammg ore reserves -
in the first quarter of 1994, but still

13,300 ounces, at a _cash cost

was placed on care and
maintenance during the -
year, after producmg a

January 19, 1995, mining leases
covering the mine, plant, equipment,

env1romental habthtles were sold
subject to a 12 month due dlhgence

'...,.-.:.O...'..,.:..’..Il..'.!...-l'.‘.".l!‘....C.....
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Reglonal exploratlon inthe
Tanami Region continued throughout

the year, and the work focused on

the Minotaur Prospect Encouragmg

~ results have been generated and o
- gold: mmerahzed zonehasbeen
“outlined over an area of 330 feet by

1 300 feet. This area is still open -

; along strike; further work is planned
in 1995. Exploratlon properties in

: the area are all located outside of

. economic truckmg distance to the

i ‘Tanaml plant, which has been sold.

’....i....j....l._.‘........‘.._.......‘.‘.....‘_.’.‘....‘..Ol_t.t.4ol.._l.l.
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) Ed Jones

* Senior Refinery Operator

Beal Mountain Mine
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‘| ‘Advanced Projects Review S
| addition
to the advanced projects associated
with Zortman, Florida Canyon, and
Mt. Todd, Pegasus has a number of'

~ other projects in final stages of.

evaluation. Development decisions are
expected on these projects in 1995.

- Diamond Hill

‘The Diamond Hill project,
located in southwestern Montana,
‘could become the Company’ first
underground gold mine. During 1993,
mineralized material containing
318,000 ounces of gold was identified.
Underground access was established in
1994 by a decline to continue
exploration. The 4,000 foot decline,
including drill stations and cross cuts,
was completed in mid-February; 1995.

Underground drilling is
being carried out to confirm grade

continuity on the previously identified - .

318,000 ounces of mineralized
material. Drill results have identified
the gold mineralization in the upper
zones. The deeper high grade ore-
chutes are being drilled for continuity.

_The drilling should be completed by

the end of March. If grade continuity
is confirmed, the 1995 plan includes
recovering a bulk sample for test
-mining and milling, and completion
of the feasibility study by mid-year.
With a positive outcome from the
feasibility study and obtaining the
necessary-approvals, construction

* could begin as early as the fourth

quarter in 1'99,5 Total capital costs
for the projectare estimated at $20 to
$25 million. Pending a favorable

66,860 6.8 8.0.0 &0 088 86 8.8 0606 064 e 00 8k 8 e 8 eiee s s e e s e s s eeessseeeeesiessesesa

decision in 1995, capital expenditures
of $14.5 million are anticipated.

The conceptual plan would
process the ore on site using-a 500 ton
per dayvgravity and flotation circuit.
A concentrate would be produced
and refined off site. The process will
not use cyanide, and the tailings
would be filtered and used... -

.underground as backfill and/or

placed in a waste repository.

Kazgold

Kazgold is a company owned

-50:50 by Goldbelt Resources Ltd.

and the Leninogorsk Polymgtéllic
Combinat (LPC), a state owned’
Kazakhstan company. Kazgold has

. the rights to reprocess tailings from
" an operating lead/zinc mine, located

in the northeast of Kazakhstan, to

recover contained gold and silver. - -
Pegasus has advanced

$3 million to Goldbelt and will

make an additional loan of

'$15 million once all permits are

received and third party financing
is in place. The loans will convert
into 54 percent ownership of
Goldbelt. Pegasus has a small
additional indirect interestin -
Goldbelt through the Emerging
Markets Gold Fund; which owns
12 percent of Goldbelt.

The Leninogorsk Tailings
contain 2.4 million ounces of gold

~and 18.8 million ounces of silver,

of which the Company has
included 658,000 ounces of gold

(its 27 percent interest) in

mineralized material in the reserve

* table. The estimated recovery is

15
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70 percent; at a cash production cost
of approximately $184 per ounce.
The Company is encouraged by
the progress Kazgold is making on
various issues. The feasibility study
was completed in November 1994 -

and detailed engineering is underway.

In mid-January 1995, Kézgold :
received a Cabinet Minister Decree
authorizing the National Bank of-
Kazakhstan to negotiate an agreement
with Kazgold which would provide
the National Bank the option to
purchase the gold produced for U.S.

‘dollars at prices based on the London

price fix or allowing Kazgold to
export the gold for convertible
currency. Final project financing

_negotiations are continuing to cover

the $85 million of the estimated capital
before interest and financing costs.

Pullalli 3 :

The Pullalli project is situated
100 miles northwest of Santiago, Chile

atalow-elevation with excellent

infrastructure nearby. In 1994, Pegasus

increased its land position in the area
to over 37,000 acres, covering the
entire rhyolite dome complex.

_Exploration spending in 1994
totalled $3.5 million and concentrated
on infill drilling the Main Resource

- area identified in 1993. The 1994

drilling has given the Company a
better understanding of the geology

and structure which has turned out to

be more complex than first thought.
The drillirig has identified two
populations of gold mineralization:
a high grade zone averaging
0.041 ounces.per ton and a lower

gradé,ha*lo of 0.068‘bﬁnce§'per;-}§ﬁf '

Using the high grade population
and drill dataas of the end of
November to calculate a reserve, -

“the Company currenﬂy,hg# cl‘assiﬁedl :

334,000 ounces in the Main
Resource as mineralized material.
* The focus during the first -

quarter of 1995 willbe toprove . *
 structural and grade continuity

within the higher grade zones in the -
Main Resource and to add additional

reserves by drilling other targets.

' Five drill rigs are preséntly on the
property; three reverse circulation

rigs and two core rigs. This program

should be completed by the end of b

March, and a new reserve calculation
is expected to be completed by *
mid-May. ST ;
The Company remains positive
that the potential for developing an
economic deposit is good. Preliminary
feasibility work is proceeding and

metallurgical testwork has indicated -

an overall heap leach recovery of

73 percent. The environmental
baseline work is continuing in
preparation for obtaining operating
permits. During 1995, the Company .
expects to'spend $3.9 million on

the project. '
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Carolyn Lewis
Senior Lab Technician
Beal Mountain Mine
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Ex Ieration H'evilew‘ Tnitspursica
Lo ‘W | additional gold

reserves, Pegasus is focusing its
exploration and business development

- efforts internationally, in areas where

the Company feels the pohtlcal and

 financial risks are manageable. The
‘exploration group consists of -
- 46 people including geologists and

support staff. The group focuses
primarily on pure gold properties and

polymetallic deposits with a majority

gold component which will have a

material impact for the Company. These

properties or projects should have the
potential to produce 100,000 ounces

annually and to have a minimum of
- one million ounces of reserves.

They should have a cash cost of

“$225 per ounce or less, and a total

cost of $350 per ounce or less.
- During 1994, a total of

$22.7 million was spent on eXpIorati(')nl

and business development. Excluding

- mine exploration, $20.7 million was -
expensed in 1994, Expenditures went -

from about 54 percent devoted to .

. targets in the United States in 1993 to

about 75 percent devoted outside the

" United States in 1994. Almo‘s; half of

1994 'expenditures funded four
projects on which the Company
expects to make development
decisions in 1995. Internationally, the

_ Company spent $14.0 million during -
_ theyear, including $5.5 million in
Chile ($3.5 million of which was spent
-on the Pullalli project), $3.9 millionin
- Australia (through Zapopan), and

$1.6 million in Argentina.

o‘co.o.oi‘o'oo-coo_ocooooo'-oo--noo‘-ao'oouoouonoooooou.ioio‘o.ooooi.oocc'-o

. The exploratlon group S
strategic focus is on both advanced
and, toa lesser extent, grassroots
programs. During the year, the
Company opened exploration

_ offlces in Miami, Florida, Mendoza
; Argentlna and Georgetown
Guyana, to complement its ex1st1ng :

office in Santlago Chile.

- The grassroots pro gram has

been active in South America,
primarily in Chile, Argentina, and
Guyana. In Argentlna Pegasus’
1995 exploration activity will be
on six specific target areas in the

San Luis, Mendoza, Rio Negro and'

Santa Cruz provinces. _Although. ‘

the focus in Chile has been on the’ ;

Pullalli project, the Company has
acquired two new promising gold
projects which will be explored in

11995. During mid-January 1995, . - -
the Company received prospecting

licenses on four properties in
Guyana. In other parts of the -

world, such as Africa, Central Asia,
-and the Far East, the Company is
-looking for more advanced '
opportunities, which have reserves -

and/or resources already outlined.
In 1995, total exploration
and business development .

" spending is expected to be

$25.1 million. The portion which
will be expensed will decline -

slightly to $17.6 million as the
‘focus shifts toward boosting

advanced projects to development

status, and taking a handful of

new projects to the advanced

“exploration stage.

.'.l..l.t...l...o‘.'p.'.....o...-9.0.'00.‘.0.oo_..‘.".‘i..‘.nOVOOQOOOOIOOOQ...-



Pegasus is focusing its
exploratlon and business
~development efforts -

1ntemat10nally Alifough Peggsu
international exploration
in lts.pursu1l; . effortis oniya.fgw'years-
of additional old,ithasresuilted in the
- S Company evaluating a
g()ld reS€tV€S *  number of promiéiﬁg
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- opportunities, and it has

~ situated the Company in some of the
more prospective areas in the world.

.Emergmg Markets Gold F und

The Emergmg Markets Gold

'Fund was formed to acquire direct
equity and equity-rel’ated investments

in gold projects in émerging markets
outside of North America and
Australia, Pegasus, as one of the lead
investors, along with the ROthschild .
Group and the IFC (International -

‘Finance Corporation), has committed
~$20 million. The Company has -

contributed $10 million of this
commijtment todate. The Fund was
established with a capitalization of -

$75 million.

Participating in the Fund

increases the Company’s exposure in -

areas and countries where it might

“not otherwise be active. Pegasus has a

preferential right to joint venture and/or
to operate properties brought into the
Fund. The Fund has made the
following investments during the

year: a 12 percent equity investment

in Goldbelt Resources Lid., %
(Leninogorsk Gpld Tailings);.
contemporaneous investments in -

“Glencar Explorations PLC and Wassa

Holdings, which have'a projectin

- Ghana giving the Funda direct

holding of 14.5 percent in Glencar

and a 10 percent interest in Wassa; an .

‘.‘..........‘.....0..-..&.‘OOOQVOOI................‘Q‘..'.‘.....-.'-........
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_ investment in preferred shares of a
~ subsidiary of Greenstone Resources

Ltd., which converts into common

-stock of Greenstone or: (at the Funds

option) into two substantial project
interests; and the acquisition of

3 percent of the outstanding shares

of Santa Elina Gold Corporation,

-which holds a substantial number of

,go_ld properties in Brazil. The Fund |
has a preferential right to future
financings for Santa Elina.
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Guy Montgomery
Utility Crew
- Black Pine Mine
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Environmental
Enwronmental Review :
pro[ecnon isa

: fundarhental part of Pegasus’

world-wide operations. Itis integrated

_into every aspect of project planning '

from exploration through operations

_and site-closure. All Pegasus' U.S.

operating, advanced exploration, and
closure sites were reviewed internally
during 1994 to ensure that
environmental programs adequately

: address regulatory and corporate

expectations. This internal
environmental auditing program will
extend to world-wide activities in
1995 and will encourage
identification'and implementation-
of action plans consistent with the
Company’s commitment to
environmental excellence. T
addition, an independent third-party
consultant was retained during 1994
to review the Company’ overall -
environmental risk management
program for adequacy and to identify
possibilities for future program
enhancement.

In 1994, the Company spent
$7:2 million to manage and operate
environmental programs including

- concurrent reclamation and

protection of water, air and wildlife
resources. The total cost to close its

current operating sites is estimated by -

the Company to be $54.5 million, of
which $25.0 million is accrued as of
December 31, 1994. These estimates
are considered adequate to fund
post-production activities and will be
updated and revised as necessary to
account for changes in regulatory

‘requirements or site conditions.

PEGASUS. GOLD ‘INGC

-

At Zortman, negotiations to

: sétﬂe the lawsuit filed by the

Montana Department of Health and

A ‘Em'/ir'onmental Sciences, alleging the

Zortman Mine was discharging

pollutants in violation of the Montana

Water Quality Act, are continuing

" and could resultin a civil fine.

Significant progress has been made
in formulating a long-term water -
quality compliance plan, although
questions regarding specific
compliance standards remain
unresolved, which could require
éons;ruttion of additional treatment

facilities. The mine’s reclamation:

activities are among the most
advanced in the mining. 1ndustry

~ and,-coupled with voluntarily

construction and operation of a

_water treatment plant, have.

significantly improved surface
water quality in the area.”

; Efforts to maximize
concurrent land reclamation have
been particﬁlarly effective atthe
Florida Canyon Mine. Well over
90 percent of the landno longer -
impacted by production activities -
has been reclaimed. The success of

" this program has aided the permitting -
“process for the leach pad expansion

in 1995. This commitment to
accelerate reclamation extends even
into the heap leaching operations

where final reclamation is an integral -
- part of active heap management.

Environmental planning at the site
also includes the backfilling of
mined-out pits, management of

natural surface drainage, and

enhancement and extension of

© 0 © 6 6 9 0 6 60100 0060 800 00000V E 000000000000 90.00000 00600000000 000000:000000

21



23

0.8 6 8 6 8 6 0.9 5 © 660060660000 06066008 600000600 06060000 0906000000000 068500s6060s000s00s0

“PEGASUS

SIG 0D TNC

g

wﬂdhfe habitat to encourage the
natural productivity of reclaimed areas.
The environmental programs at

~Montana Tunnels include voluntary

clean-up of historic mining sitesin -
the drea. The mine is also involved in

.the clean-up of a historic tailings

disposal area under the State of -
Montana’s Comprehensi{r_e‘ :
Environmeéntal Clean-up and
Responsibility Act (CECRA). -
Innovative reclamation and water

* -quality protection plansat the site

include material segregation in waste

- rock dumps and accelerated tailings -
facility stabilization. In addition, the " i

site’s aggressive wildlife management . -

" programs have resulted in 51gn1ﬁcant

increases in the m1ne area’s resident
elk population. o ,

A decision was made during
1994 not to proceed with a prev1ously
planned extension of operations at -
the Beal Mountain Mine. The Company

“based its decision on the belief that
‘currently imposed surface water

quality standards could not be met -

by the extended operations. Evaluations

have been undertakento determine if

 variations to extension plans can be

Ldenuﬁed which would allow
reconsideration of connnued_

“production. As is the case at Zortman,
- accelerated reclamation planning-and |

innovative water management have
significantly enhanced the site’s ability

1o protect area surface water quality.
Operauons at Black Pine employ -

extensive backfilling of mined-out .
pits and innovative angle-of-repose

- waste rock dump reclqmauon, The
* site is also involved in a project to

o-ot‘oot.ooooooo-.ooooooooooo,oﬂo_ooc0000o.’cooo-'oo-‘-o'o_.oooo'op._‘.o‘on'o'looq

- reclaim a historic mill tailings
* disposal area. An Environmental

Assessment for the clean-up project
has been co»rvn‘pleted by the U.S.
Forest Service and the Bureau of Land

" Management, and work will likely

begin on the project during 1995.
_Decisions to complete closure

‘of the Basin Creek Mine were

finalized during 1994 Final

* reclamation will include waste rock-

relocation into mined-out pits,

- aggressive surface water quality
. protection and reclamation designed

to enhance both recreational use of
the site and long term wildlife
habitat. Closure will also inelude -
reclamation of areas affected by -

- historic mining and mﬂhng
~ operations..

- Late-stage exploratlon work
was initiated at the Company’s
Diamond Hill project near Townsend,

‘Montana via construction ofa
dechne ‘The waste rock from the :
construcnon of the decline is placed

onarock dump 1ncorporat1ng
state-of-the-art technlques for .
protection of area surface and

-ground water resources. Numerous
areas affected by historic mining -

activity have also been reclaimed

during the exploration program.
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] Management’s Discussion and Analysis uf|

| Financial Condition and Results of Operations |

RESULTS OF OPERATIONS

Overview :

For the year ended December 31, 1994
the Company recorded a net loss of

$58.7 million, or $1.69 per share, compared
to netincome of $10.0 million in 1993, or
$0.30 per share, and a net loss of $6.3 million,

- 0or$0.22 per share, in 1992. Included in the

net loss for 1994 are the effects of property

~ write-downs and other non-cash charges

amounting to $52.9 million, or $1.53 per share.
In 1993, the Company recordeda gain of

$10.9 mill_ion resulting from the issuance of ;

additional shares by Zapopan, the Company’s

56 percent owned subsidiary. The loss incurred

in 1992 was attributable to the termination
of the Ortiz joint venture, which resulted in
the write-down of $24.6 million in capitalized
development costs associated with the project.
In addition, the results for 1992 have been

restated to include the cumulative effect of a -

change in accounting for income taxes,

* which increased earnings by $2.0 million.

Excluding the effects of the above, the net
loss for 1994 would have been $5.8 million; -
or $0.16 per share, compared to a net loss of
$0.9 million, or $0.03 per share, in 1993,

-and net income of $13.2 m11110n or

$0.45 per share,in 1992.
_ Other than the write-down described -
above, the major factors contributing to

_the 1994 loss were operational difficulties

relating to the start-up of the Mt. Todd
Mine, increased costs per ounce at other
operations, and increased expenditures

- relating to the Company’s exploration and
business development programs.

The followmg table hlghhghts certain
key financial statlstlcs : :

1993

1992

1) lncludes cash costs, royalues and deprecm[mn and amortization.

; Revenues

Gold. The Companys primary
source of revenue comes from the sale of -
gold produced by the Company’s six mines

- located in the western United States and
- Australia. Revenue from the sale of gold in

1994 increased 9 percent to $201.3 million,
compared to $184.7 million in 1993

($145.9 million in 1992),asa result ofa

2 percent increase in ouncessold,anda
6 percent increase in the average gold price
realized. The small production increase

~ was attributable to the start-up of the

Mt. Todd Mine, offsetting reduced production

- from the Tanami Mine, which completed

mining in late 1993 and production in early
1994. Total gold production increased to
495,000 ounces compared to 484, 000 ounces -

 in1993 (382,000 ounces in 1992).

The Company expects to'produce
530,000 ounces of gold in 1995.
- Theaverage realized gold price was

- $407 per ounce, compared to $382 per ounce

realized in both 1993 and 1992. The average

- COMEX gold price per ounce was $384 in ;
1994, $360 in 1993,'and $344 in 1992. -

The use of forward sales and other hedging
programs added $10.0 million to revenue
in 1994, compared to $13.6 million and

$18.7 million in 1993 and 1992, respectively.
Tk ne Company has in place forward sales

contracts on 419,000 ounces of gold at an

. average price of $419 per ounce, for delivery
i 1995.

~ Other metals. Montana Tunnels :
produces most of the Company’s silver, and

- all of its zinc and lead. Small quantities of

silver are produced at the Company’s other.

S8

: 1994
- Gold sales (ounces) = 495,000 484,000 382,000
Gold revenue realized i : :
. perounce | $407 -$382
_Average COMEX price : i
per ounce - '$384 5300 - 344
Cash costof production : R
per ounce, net 29277 $251 $214
~ Total mine cost 2 e
’ per ounce $356 $331 $296



Cash Enst

- In Dollars Per Dunce

U.S. mirtes. In 1994 and 1993, the sale of

other metals contributed 14 percent of total
revenue, compared to 20 percentin 1992.
In 1994, sales of other metals increased -

6 percent to $32.3 million from $30.5 millioﬁ: o

in 1993 ($36.3 million in 1992). The.
production and price increases in 1994 for

zinc and lead were partially offset by declines -
 forsilver. The average realized prices for

1994 were $4.87 per ounce, $0.49 per pound,

-and $0.27 per pound, for silver, zinc, and

lead, respectively, compared to $5.73 per ounce,

- $0.45 per pound, and $0.19 per pound,

respectively in 1993 ($5.45 per ounce,
$0.54 per pound, and $0. 25 per pound,
in 1992)

- Operat'ing‘Cost,s

- In spite of the fact that more tons

. were moved at a lower cost per ton

(39.6 million tons at $4.51 per ton in

1994, COmpared t030.9 million tons at .
$4.94 pér tonin 1993), the avefage cash
cost of production increased 10 percent to
$277 per ounce, compared to $251 per ounce

"in 1993 ($214 per ounce in 1992). Costs

in 1994 were affected by higher stripping.

ratios, lower grades, higher processing
¢osts, slower recoveries, and a difficult

start-up at Mt. Todd. The cash costat '
'Zortman of $320 per ounce was 17 percent -

above 1993 as aresult
- of a higher strip ratio; .
increased reagent usage,

m and higher environmental
S compliance and
remediation costs. At

‘Montana Tunnels, the
cash costdeclined 3 percent,

to $173 per ounce;
because of increased
. throughput and higher

1991 -

1992

3 1 19%e inhigher by-product -
' credits. Florida Canyon’s
cash costincreased 17 percent to $259 per
ounce because of a 16 percent decline in
production. The cash cost at Beal increased
21 percent to $255 per ounce because of -
lower grade, severance accruals related to
closure, and increased environmental -
compliance and rémediation costs. At
Black Pine, the cash cost of $294 per ounce

. cost of production is-

1993 costs of $66 and

. $9 per ouncein 1992).

production, which resulted :

GoLD. INC:
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increased 20 percent over 1993 because
of poor performance in the first half of the

- year. However, Black Pine performed
‘beyond expectations in the second half of
- the year, producing 40 percent of its total

production in the fourth quarter.

Mt. Todd’s cash cost was $331 per ounce,
approximately 50 percent higher than
anticipated, because of start-up. problems
associated with the crusher which continued
most of the year. In 1993, the average cash

_ cost of production increased 17 percent

over 1992, because of high cost production
from the Tanami Mine, and increased costs
at Zortman and Montana Tunnels. The -
Company’s average cash - Total Cost
expected to Aeilincin = [ Dolfars Per Ounce .
$263 per ounce in 1995.
Depreciation and
royalty expense of

$66 and $13 per ounce,
respectively, were
unchanged compared to

$14 per ounce ($73 and

j"lgﬂl 192 199 1901995

Exploration -

Asaresult of a substantial commitment
by the Company to international exploratlon
and development efforts, exploration

. expenditures increased 66 percent to
* $22.7 million, $20.7 million of which was

expensed compared to $13.7 million,

$12.1 million of which was expensed in 1993
($11.1 million — $9.1 million expensed in
1992). The Company spent $14 million in
1994 on international exploration programs, |
$4.1 million in the U.S., and $5.0 million on

" business development and evaluation. Despite -

the fact that the $9 million increase in

. exploration and development expenditures
~+ hadanadverse impact on results of operations
. for 1994, management believes that the
program will create beneficial impacts for

the Company over the long term.

: ‘The Company’s exploration program
for 1995 is directed towards the identification
and evaluation of properties which canadd .

_ to.orereserves and production over the

next few years. In 1995, the Company

. expects to sperid $25.1 million on exploration

25 ¢
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and business development, $17.6 million e
-of which is expected to be expensed. The

amount expensed is expected to declineas
the focus shifts toward moving advanced
projects ta the development stage. The.
Company intends to spend $11.6 million on

international explorauon $3.8 millionon .

U.S. and mine exploration, and $9.7 million
on business development and new projects.
Actual exploration and development
expenditures will vary as a result of the

~ acquisition of new properties and the

success of exploration activities on éxisting
properties. Spending on advanced projects’

~ and acquisitions, which depends on
- opportunities and discoveries, cannot
be projected. -

“General and Administrative Expenses

General and administrative expenses

- increased slightly to $14.5 million from
$14.2 million in 1993, primarily because of
- increased travel and other costs related to

foreign business development efforts -
(including increased overhead at Zapopan)
offset bylower legal costs. The increase of
$4.4 million from 1992 to 1993 related
primarily to legal and related remediation

.costs, the inclusion of Zapopan’s corporate

overhead, and severance payments.

.Other Income (Expense) and Taxes

The Company invests its excess cash

_ in low-risk, short-term investments: The

increase in interest income is attributable

- to higher cash balances available to invest

early in the year, coupled with an increase

- in theyield. The average yield for 1994

was 4.6 percent, compared to 2.9 percent
in 1993 and 3.7 percent in 1992. Interest -

“ expense increased to $3.5 million from -

$2.7 millionin 1993 ($3.5 milIion in
1992), because of i 1nterest on debt used to
finance the construction of Mt. Todd and

- anincrease in the effective rate paid. The
“effective rate.increased to 5.7 percent in

1904, compared to 5.0 percentin 1993
(5.9 percent in 1992). In addition, gross .

'_ interest expense was reduced by $0.4 million,
~ $0.6 million, and $0.4 million in 1994,

1993,and 1992, respecnvely, for interest

. capitalized against constructlon pro;ects

~write-downs in 1994,
“and fo sales of marketable

“Company recorded a

- At such time as additional borrowings are-

required to fund acquisitions, or to finance
development of advanced projects, interest

~expense is expected to

increase accordingly. ; Lnng-Ter.m Deht

" Gains and losses on the In Millions of U.S. Dollars -~
disposition of assets and s
investments related : ,
primarily to investment A

equity securitiesand land 45_ j T
1993 = hin Bl
In 1994, the : :

netincome taxbenefitof W W W W 1M

* $2.6 million, or 4.2 percent -

of the year’s pre-tax loss. The low effective

 rate reflects the impact of nondeductible
-expenses and the inability to fully utilize net

operating loss carryforwards generated in the
current year. See Note 9 to the Consolidated
Financial Statements'for additional mformanon

 related to the composition of the tax provision. . .
In the future, the Company’s effective tax rate

will be highly dependent upon the relative

- contribution to earnings of its operations in
 various tax jurisdictions which have
significantly different effective tax rates.

‘Minority Interest -

Minority interest represents the

minority shareholders’ interest in the losses

of the Company’s majority owned subsidiary,

Zapopan, since April 1,1993, the date on.
.which the Company acquired its majority
interest. Before that date, the Company .

accounted for its investment in Zapopan

using the equity method. Since April 1, 1993,
the Companys’ interest in Zapopan has varied
froma high of 61percent toa low of 53 percent.

: Property Write-Downs, Provision for Closure,

Remediation and Related Costs, and Gainon . -

Issuance of Shares of Subsidiary

- Property write-downs and other charges
taken in 1994 and 1992 are discussed in Notes 4

. and 5 to the Consolidated Firtancial Statements. .
' The gain on issuance of shares of subsidiary in

1993 is discussed in Note 7.



Environmental Protection

- - Environmental protection is a
fundamental part of the Company’s current
and future operations, worldwide. A total
~of $1.2 million was spent during 1994 for
capital improvements associated with
environmental projects, and an additional
'$7.2 million was spent to manage and
operate environmental programs and to

- perform concurrent reclamation. The

- Company estimates the total future cost to
close and reclaim its current mine sites to
be $54.5 million, of which $25.0 million is .
:accrued as of December 31, 1994. These
estimates are considered adequate to fund

- post-production activities and will be
updated and revised as necessary toaccount

~ for changes in regulatory requlrements or

 site conditions. ‘
At Zortman, negonauons to settle the
lawsuit filed by the Montana Department
of Health and Environmental Sciences,

alleging discharge of pollutants in violation |

of the Montana Water Quality Acts, are .
continuing, and could result in a civil fine.
~Significant progress has been made in the

formulation of a long-term water quality’

compliance plan, although questions
regarding specific compliance standards
remain unresolved, which could require
construction of additional treatment
facilities. The voluntary construction and
operation of a water treatment plant has
significantly 1mproved surface water
quality in the area.

The Zortman Extension remains on ;
schedule for administrative completion of an
- Environmental Impact Statement (“EIS”) by
. January 1996, and construction is scheduled
to begin shortly thereafter. Since construction
cannot proceed until the EIS is approved,
the Company anticipateé.an interruption
of mining operations of four months or
more at this site. Gold production will
continue from leaching ore previously
mined and.loaded on the pads, but at a
significantly reduced rate. Although the
~ Company believes that it will receive

approval for the construction and operation

‘of the Zortman Extension, it is possible
that an unfavorable decision could be issued,
restrictions contained in permns received
could render the project uneconomic, or

GOoLD. INC.
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a favorable decision could bé'appealed by

third parties; any of these possibilities

could create further delays or cause the
project to be abandoned. If the Zortman

‘Extension does not proceed as planned, the

Company will be required to write-off the
deferred development costs associated

- with the project, which amounted to
"+$12.0 million at the end of 1994, and
- accrue a liability for additional reclamation

costs of up to $7.0 million.
o decision was made during 1994
not to proceed with the previously planned -

extension of operations at Beal Mountain.

The Company based the decision on its
belief that currently imposed surface water

quality standards could not be met during the -
_extended operations. Accelerated reclamation

planning and innovative water management

have significantly enhanced the site’s ability -
to protect the area’s surface water quality, -

and efforts are continuing to identify

~ alternatives to extend operations without

causing detrimental environmental effects.
Florida Canyon is one of the first .

operations to integrate final reclamation into

active heap management. More than 90 percent

 of the land no longer impacted by production
_activities has been reclaimed at the Florida
- Canyon Mine: This reduction of the disturbed

area surrounding the mine has facilitated the
permitting of a planned mine extension. The

- permit i expected to be received in early 1995.

- Environmental planning at Montané_n

" Tunnels includes clean-up of historic mining

sites in the area, including a turn-of-the-century

“tailings disposal area under the CECRA
- program, the State of Montana’s superfund

style law: The Company estimates-the cost of
CECRA remediation-to be $1.7 million and
has accrued $1.1 million for this purpose

“as of December 31, 1994.- The balance will

be accrued using the units of production

- method over the mine’s proven and

probable reserves.
- The decision was fmahzed dunng

1994 to complete closure of the Basin Creek -

Mine. Final reclamation planning will
1nclude waste rock relocation into

" mined-out pits, aggressive surface water’

quality protection and reclamation designed
to enhance both recreational use of the site
and long-term wildlife habitat.

27
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The Black Pine Mine is involved ina
project to reclaim an historic mill tailings
 disposal area. An Environmental Assessment .
for the project has been completed by the

U.S. Forest Service and the Bureau of Land

‘Management, and work will likely commence
during 1995. The Company estimates the
cost of remediation to be $300,000.

' The Company has been sued by LAC

‘Minerals (USA) Inc. in connection with

" certain environmental liabilities associated
with property purchased on behalf of the
former Ortiz Project Joint Venture. The

Company believes that the disposition of this .

suit will not have a material adverse effect on
the financial position of the Company or its
results.of operations.
: All of the Company’s U. S. operating
sites were reviewed internally during 1994
. to ensure that environmental programs
" adequately address regulatory and corporate
-expectations. Inaddition, an independent,

. third-party consultant was retained to review

the overall environmental risk management
program and to identify possibilities for future
© program enhancement.
For further information relating to the
~above discussions see NQtes 4and 13 to the
* Consolidated Financial Statements.

Financing, Capital Investment and Liquidity
: - Atthe end of 1994, the Company had
working capital of $96.6 millionand a current
ratio of 2.3 to 1, compared to working capital of -
$165.1 millionanda currentratioof4.5to L at -
~ theend of 1993 Cash and short-term '
investments totalled
$89.3 million at the end
1994, compared with

$149.3 million at the end

of 1993.

The Company
generated $10:9 million
in cash from operating.

* activities in 1994,

compared to $43.6 million

103 in 1993, The reduction in

1990

28
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~of increases in cash cost

prices in excess of the

cost of its investment -

cash flow is a combination

per ounce, mventory andr

~ receivable balances, and general,

administrative, and exploration expenses,

 partially offset by hedging revenue. The
- Company expended $43.8 million on, capital -

additions, $8.0 million on investments in
Goldbelt and the Emerging Markets Gold
Fund (“EMGF”), and $9.0 million on the

acquisition of additional shares of
‘Zapopan. In addition; the Company paid

$3.5 million in dividends, and repaid debt
of $12.0 million. .

~ During 1993, the Company generated
$43.6 million in cash from operating activities

" and received proceeds from the issuance of

common stock of $17.1 million. In addition,
Zapopan received proceeds of $20.8 million
from the issuance of long-term debt in _
connection with the construction of Mt. Todd.

' The Company expended $44.0 million on
~ capital additions (including $29.5 million

on Mt. Todd), $1.6 million on the acquisition
of additional shares of Zapopan, paid
$3.1 million in dividends, ‘
and repaid debt of
$21.1 million.

During 1993,
Zapopan issued shares ,
of its common stock at » W

Sharehblders' Equity -
[t Millions of U.S. Dollars

Company’s per share

in Zapopan. As a result,
anon-cash gain of
$10.9 million was -

19

. recognized for this 1019 19 198 W

difference. Management :

believes it is unlikely that similar

transactions will occur in future years. -
" In 1994, the Company expended

$9.0 million to acquire ¢ additional shares of
~© Zapopan inorder to exercise additional

management control of the subsidiary as

~ Mt: Todd went into production. In addition,

the Company has spent $4.8 million to

- purchase additional shares through February

28, 1995, increasing the Company’s
ownershipinterest to 58.3 percent.

* The Company expects to spend
$35.3 million in 1995 on capital additions .
at operating mines, invest $15.0 million in
the EMGE and make debt repayments of

: $39.2 million.' In addition, several



Total Assets

propemes have been advanced to the stage

where construction and development could

" commence in 1995 if favorable decisions are

made. An additional $43.8 million in capital -
expenditures could be required if favorable
decisions are made to proceed with the
construction of Mt. Todd Phase 11, the .

+ Diamond Hill project in Montana, and the

Kazgold tailings project in Kazakhstan. - .
Because of cash flow requirements relating
to development of the above projects, the . -

- Company did not declare a dividend in 1994.

- AtDecember 31, 1994, the Company
: had $89.3 million in

.-committed line of credit

In Millions of U.S. Dollars

which was fully available.
' The Company believes

that cash oni hand and
.cash flows from operations
will be sufficient to fund

- the Company’s cash -
_requirements through -

1995. If additional capital

1990

1991

is required beyond the
Company’s existing cash
resources, the committed -

/A

line of credit could be drawn upon, extended,

or replaced by another facility. Pursuant to
a Shelf Registration Statement filed with the -
SEC in December 1993; the Company can,
atits option, offer debt securities, common -
shares, or warrants in an amount notto -

" exceed $150.0 mllhon

Hedging

Profitability of the Company is tied
directly to the price of gold and, to a lesser

~ extent, the prices of its by-products,
- particularly zinc. The price of gold is

unpredictable and affected by many factors
beyond the Company’s control. Through

 the use of hedging strategies, the Company
“manages its exposure to price risk without

eliminating all favorable price exposure. In
addition, the Company eiters into interest
rate swaps and foreign currency exchange

_ agreements to manage fluctuations in interest

and foreign exchange rates. See Notes 12

“..and 13 to the Consolidated Financial

Statements for more information about

~ the Company’s ﬁnan(:lal 1nstrurnents

and hedging.

cash and a $25.0 million _v L
" conducted throughout the world; however,

~

'PEGASU'S GOLD  I'N.G.

Outlook

- On December 31, 1994, the Company
had approximately 4.6 million contained -
ounces of gold in domestic reserves and its
proportionate share (56 percent) of Zapopan’s
reserves. Of these, approximately 3.4 million
ounces are recoverable, which is equivalent

to six years of production in the United States
and ten years in Australia at the current rates.

The Company has in place aggressive
acquisition and exploration programs, but
the competition for the limited number of .

domesticand fore;gn acquisition opportunities
is significant and increasing. Exploration and.

acquisition activities will continue to be

investments in mining operations in foreign .
countriesare subject to the additional risks -

of operating in different political and economic -
_environments. The Company intends to

make investments in countries where those
risks can be either managed or mitigated,

" but such risks cannot be eliminated.

‘The Company’s business activities are-
Sub_]ect to extensive federal, state, local, and
foreign govemment laws and regulations;

*which control not only mining and

exploration, but also the effects of such
activities upon the environment. Legislation
has been introduced in prior sessions of the
U.S. Congress to make significant revisions

- to the U.S. General Mining Law of 1872,

. expenditures, and in restrictions and delays

including the imposition of a royalty; stricter
environmental standards and conditions,
additional reclamation requirements, and

" new procedural steps which would likely
result in further delays in permitting.

Although legislation has not been enacted,
attempts to amend the Mining Law can be
expected to continue. The Company does not

 believe that the impact of existing permlttmg

reqmrements or existing environmental laws

~ and regulations will have a material adverse

effect on the Company’s business, financial

" condition, or results of operations. However,
- there can be no assurance that future

changes in laws, regulanons and legal .

'challenges to regulatory actions would not

result in additional operating and capital

associated with the development and
operation of the Company’s properties.

" The extent of changes that may actually

* be enacted, and their potential impact on -

the Company, cannot be predlcted

.29
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; l Repurt nf Independent Accuuntants

Board of Directors and Shareholders :
Pegasus Gold Inc

We have audlted the" consohdated

‘balance sheets of Pegasus Gold Inc. as of -

December 31, 1994 and 1993, and the,
consolidated statements of operations,
cash flows, and changes in shareholders’
equity for the yeéars ended December 31,

- 1994, 1993, and 1992. These financial =

statements are the responsibility of the
Company’s management. Our responsibility
is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance
with generally accepted auditing standards.
Those standards require that we plan and

perform an audit to obtain reasonable
assurance whether the financial statements -

are free of material misstatement. An audit
includes examining, on a test basis, evidence
supporting the amounts-and disclosures in
the financial statements. An audit also

*includes assessing the accounting principles -

used and significant estimates made by
management, as well as evaluating the

.overall financial statément presentation.

In our opinion, these consolidated

- financial statements present fairly, in all

material respects, the consolidated financial
position of Pegasus Gold Inc. as of ‘
December 31,1994 and 1993, and the results

~ofits operations and its cash flows for the

years ended December 31, 1994, 1993, and: :
1992, in accordance with United States
generally accepted accounting principles, As

. required by the British Columbia Company

Act, we report that, in our opinion, these
principles have been applied-on a consistent'
basis, except for the change in the method

- of accounting for income taxes described

in Note 9:

) Chartered Accountants
- Vancouver, B.C., Canada
January 20, 1995

| Management s Hespunslhlllty fn—’

. [ Fmancual Reporting ‘

The 'accompany'mg consolidated
financial statements of Pegasus Gold Inc.
have been prepared by-and are the
responsibility of the management of the
Company. The consolidated financial
statements havé been prepared in accordance -
with accounting principles generally .
accepted in the United States and reflect

- managements best estimates and judgements -
" based on currently available information.

Systems of internal control have been
designed and maintained by management
to provide reasonable assurance, on a cost .
effective basis, that assets are safeguarded
from loss or uriauthorized use and to e
produce rehabl,e accounting records for

financial reporting purposes.

The external auditors conduct an

~ independent audit of the consolidated’

financial statements in-accordance with
generally accepted auditing standards in
order to express their opinion on these
financial statements. Those standards
require that the external auditors plan

- and perform the audit to obtain reasonable

assurance that the financial sté;ements are
free of material misstatement::
- The Board of Directors is responsible

~for ensuring that management fulfills its

responsibilities for financial reporting and
internal control. The Board exercises its
responsibilities through the Audit Committee
of: the Board which is composed entirely

of outside directors. This Committee meets:

Tegularly with management and the

external auditors to satisfy itself that

‘management’s responsibilities are properly

discharged and to review the financial

sta tements

- 'Werner G. Nennecker
President and Chief Executive Officer

 Phillips S. Baker, Jr.

Vice President, Finance .
and Chief Financial Officer -



" L.Jack Smith
Director ’ e . Director -

PEGASUS

GoLp' INC.

‘Approved by the Board

-—

. The accomﬁanying notes are an integral part of the consolidated financial statements.

[ i
Consolidated Balance Sheets | =7 > e :
2. - 1994 1993
ASSETS
Current assets: : : s :
Cash and cash equivalents $ 89,316 $ 53,294
. Short-term investments ~ N 96,019
Due from sales of products - 33,211 28,032
" Inventories . : - 37,041 31413~
Other current assets - 8,710 4,204
Total current assets 168,278 212,962 -
Investments 22252 17,756
Property, plam and equlpment net 259,448 261,908
Other assets ) 3,301 <2607
Total assets $453,279. $495,233
LIABILITIES
-Current liabilities: : : A .
Accounts payable and other current liabilities $ 21,287 $ 19,521
Accrued salaries, wages, and benefits : : 6,336 4,728
Mining taxes payable : 4878 SRS
. Dividends payable s 3,456
Current portion of long-term debt 39,151 14,791
Total current liabilities ' 71,652 47,873
Long-term debt : 19,038 . 51,944
‘Deferred site closure and remedlatlon 33,618 213072
Deferred revenue 9,357 7996
Other deferred liabilities 2,940 6,803 .
Total liabilities 136,605 127,618
Minority interest in consolidated subsidiary 24332 250184 &
Commitments and contingencies (Note 13) :
SHAREHOLDERS' EQUITY
Class A preferred stock, Series 1, $10 par value: -
Authorized - 20; OOO ,000 shares; none issued
Common stock, no par value:
Authorized - 200,000,000 shares; issued
and outstanding, 1994 - 34,629,523 shares ; e G
and 1993 - 34,555,652 shares 332,110 331,193
Retained earnings (deficit) (46,178) 12557~
Foreign currency translation adjustment 6,410 (1,053)
Total shareholders’ equity 292342 341997
Total hablhtles and shareholders equity $453,279 - - $495233

Lindsay D. Norman
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Consolidated Statements of ﬂperationsJ'

For the Years Ended December 31, 1994, 1993, and 1992
(In Thousands of U.S. Dollars, Except Per Share Amounts) ;

1992

- The accompanying notes are an integral partof the consolidated financial statements.

e piid

1994 1993
Sales - S SCon 033 AR T §215.087. i 182171
- Costofsales Rt Sprac 2160186 151,686 - 118,059 .
* Depreciation and amortization Sieis R R E650 ol B AL BT . 27,766
LA - . 201,838 ' 183558 145,825

Grossprofit =~ ket e i ST B0 31,629 36,346

Operating expenses: ; _ it _‘

. General and administrative e 14,456 14,150 9,725
Royalties : AL : 2627 ROV 3,581 -
Exploration A Rt ] 20,730 112,087 9,131
Property write-downs | 35261 SR e 24608

" Provision for closure, remediation, R

and related costs ' A 16,161 : e i

g RERTCER 92,885 32,969 47,045

* . Loss from operations : e e - (61,075) (1,340) (10,699)
- Other income (expense): vy A :

_Interest and other income - a 5,025 30695 .- 2,403
Interest expense, net of amounts capitalized (3,523) (2,704) (3.455)
Gain (loss) on disposition of assets and investments (1,795) 1085 e

“Gain on issuance of shares of subsidiary ‘ - - 10,853 S ey

; : (293) 12405 ¢ L0352y

Minority interest in loss of subsidiary e Y 694 =

‘Income (loss) before income taxes and cumulative :
effect of a change in accounting principle © ~ ~ (61,318) = 11,757 (11,751)
Income tax provision (benefit) - (2,583) 1,764 (3431
" Income (loss) before cumulative effect of _ : : :
a change in accounting principle S EUISR RSy S 0/003 (8,320}

Cumulative effect of change in accounting 11 '
for income taxes Lo : AT A S . 1,979

Net income (loss) Cp A : s 8(58735). . %..9903 - $ (6,341)

Income (loss) per share:

Before cumulative effect of a change e i ;
in accounting principle - et $(1.69) $0.30 $(0.29).

Cumulative effect of a change N e o
in'accounting principle e R - - 0.07

Net income (loss) per share ot ' $(1.69) 1$0.30 $(0.22)

Weighted average : : S :
common shares outStariding (000%s) - © 34,702 33712 28,940



: Supplenjen‘tél disclosure (Note 15)

Tl}é accompanying notes are an integral part of the consolidated financial statements:

PEGASUS GOLD ‘
: Lo
| Consolidated Statements of Cadh s |- !
- 1994 1993 1992
: Operziting activities: AE ‘ s T
Netincome (loss) $(58,735) - $ 9,993 $(6,341)
: AdJustments to reconcile net income (loss) to : : - ; '
net cash provided by operating activities: - e .
Depreciation and amortization - .33.648"= © (32582, .. 28273 i
~Gain on issuance of shares of sub51dlary L e SRS -
Property write-downs ) 35261 Co- - 24,608
Provision for closure, remediation o
‘and related costs © 16,161 Sttt o S
Deferred amounts (1,373) 7,268 (3,142)
Other, net ' (675) - 2452 . 1,741
Change in due from sale of products . 50823 (3,811) (1,962)
Change in inventories : - (5,058) (1,614) “172
Change in other current assets (4464) - 3,046 183
Change in accounts payable and accrued hablhtles 1,246 4,560 2,258
Net cash provided by operating activities 10,949 43623 . 45,740
Investihg activities: ; ety
Additions to property, plant, and equipment (43,792) : (44,017) (27,884)
Acqulsmon of additional mvestment . R et
in‘subsidiary = (8972) . (1,569) ° ‘ =
Purchase of investments. - (8,068) (29,834)  (51,046)
Proceeds from maturities of i S
short-term 1nvest'ménts 96,903 4,802 (220).
- Net cash provided by (used 1n) SN S iy
irivesting activities 36,071 (70;61“8), (79,150) :
‘Financing activities: T : '
Dividend paid- . (3.456) . (3,146) (2,786)
Proceeds.from issuance of long~term debt 734 20,853 e
Proceeds from issuance of common stock ) A e L ) 56,975
Payments of long-term debt . (11,991)  (21,119)  (8,003)
Proceeds from issuance of shares of sub51d1ary e 24,832 -
Net cash prov1ded by (used 1n) Y e 51 S
fmancmg actlvltles (13,796) 38,492 46,186
_ Effect of exchange rate changes on cash e
' and.césh equivalents 2,798 - -
Net increase in cash and cash equivalents 36,022... . 11,497 12,776
Cash and cash equi'valents; beginning of year 53,294 41,797 29,021
‘Cash and cash equivalents, end of year $.89.316 $53,294 $41,797

A3
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Consolidated Stateme’nts of Changes in Shareholders’ Equity.

Balance, December 31,1991 .

. Netloss

Cash dividend ($O; 10 per share)

Common stock 1ssued for:
Cash
* Stock option plan
Employee savmgs plan and other

~ Balance, Dec_embef 31,1992

Net income

Cash leldend ($0 10 per share) :

: Commonvstock issued for:

Warrants exercised

Stock option plan -

Employee savings plan and other
Acquisition of investment

in Zapopan N.L.

Foreign currency translation adjustment
Balance, December 31, 1993

- Net loss '

Common stock issued for:
Stock option plan
Employee savings plan and other

‘Foreign currency translation adjustmerit

Balance;lDecemBer Sl 1094

For the Years Ended December.’il 1994 1993, and 1992
(In Thousands of U.S. Dollars).

34629523

S : Foreign
__Common Stock Currency
~ Number Retamed Translation
of Shares . . Amount Eammgs Ad]ustment
" 27,856,603 = $230,607 $ 15,507 $ (463)
: Bty :
2 = (3,146) -
. 3,250,000 53,127 _ -
363,133 3,802 - -
a0l 46 ; !
31472947 287,582 6,020 (463),
: £ 9,993 -
- 2 (3,456) .
o7 pia 10846 . .
335,108 . ..3,979 2 ;
12,785 247 : z
1767199 26,539 sl

) > 20 Z - (1,290)
34;555,652 331,193 - 12557 i+ (L,753)
- - (58,735) :
53,034 630 : !
20,837 287 5 e
S : : 8,163
$332,110  $(46,178)  $6.410

" The accompanying notes are an integral part of the consolidated financial statements.



) l Notes to Consolidated Financial Sta,tgmenfs- '

1. SUMMARY OF SIGNIFICANT .
ACCOUNTING POLICIES

. Basis of Presentation

: * The consolidated financial statements
of Pegasus Gold Inc. (the “Company”)
include the accounts of the parent company,
which is incorporated in British Columbia,

its wholly-owned U.S. and foreign subsidiaries

and, at December 31, 1994, its 56 percent

' ownership in Zapopan N.L. (“Zapopan”).
- The remaining interest in Zapopan is reflected
as minority interest in the consolidated
~financial statements. All significant .

. intercompany accounts and transactions
have been eliminated. Certain prior year
balances have been reclassified to conform

with the current year presentation with no

effect on net income (loss) or retained
earnings as previously reported: '

- The consolidated financial statements -
are presented in U.S. dollars and prepared
in accordance with accounting principles
generally accepted in the United States,
which, as applied in these consolidated
financial 'st'atement's,r_are consistent in all

material respects with accounting principles .

 generally accepted in Canada, except as
described in Note 17.

"' Cash Equivalents and
- Short-term Investmerits - - :

Cash equivalents consist of highly
liquid debt instruments such as certificates

“of deposit, commercial paper, and money 7

market accounts purchased with an
original maturity date of three months or
less. Short-term investments consist of ~
-similar-investments which maturé in more
than three months from purchase. The
. Company’s policy is to invest cash in
conservative, highly rated instruments
- and limit the amount of credit exposure
to any one institution.

‘Effective January 1, 1994, the
Company adopted Statement of Flnanc1al
Accounting Standards (SFAS) No. 115
“Accounting for Certain Investments in
Debt.and Equity Securities” with no

P EIG A SiUS +G o'L'D~, I M ¢t

Lo

material effect on the accompanying financial
statements. The Company’s policy s to hold
no more than $25,000,000 of its short-term
investments in the available-for-sale

category, with the balance invested in the
. hold-to-maturity category.

Inventories

Inventories are recorded at the .
lower of average cost or estimated net
realizable value.

Propérty,' Plant, and _Equipinent

Property, plant, and equipment.are

- stated at the lower of cost or estimated net

realizable value. Mining properties and -
equipment are depreciated using the units
of production method based upon proven
and probable reserves. Other assets are-
depreciated using the straight-line method

over estimated useful lives of 5 to 40 years. -

Replacements and major improvements are
capitalized. Maintenance and repairs are .
charged to expense based on average .
estimated equipment usage.

Management of the Company reviews
the net carrying value of each mine and -

. development property on a regular basis.

Estimated future net cash flows from each:

- mine are calculated using estimated future -
- prices (considering historical and current

prices, price trends, and related factors). -

~ and operating capital and reclamation

costs on an undiscounted basis. Reductions
in the carrying value of each mine are
recorded to the extent the remaining .
investment exceeds the estimate of future

- discounted net cash flows.

~ The recoverability of the carrying
value of development projects is evaluated
based upon estimated future net cash

~ flows from each property determined

as déscribed above using estimates of
contained mineralization expected to be
classified as proven and probable reserves
upon completion of a feasibility study.
Reductions in' the carrying value of each -
property are recorded to the extent that
the Company’s carrying value in each
property exceeds its estimate of future

-discounted net cash flows.

35
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LNntes to Cnnsnlida‘téd Financial Statemeﬁt;, cont,

Exploration and Development Costs ,
~All exploration expenditures are -
expensed as incurred. Significant property

acquisition payments for:active exploration

properties are capitalized. If no minable ore
body isdiscovered, previously capitalized.

_costs are expensed in the period the

property is abandoned. Expenditures for the

development of new mines, to define further

mineralization in existing‘ore bodies, and
to expand the capacity of operating mines,
are capitalized and amortized on a units
of production basis over:proven and

probable reserves.

. Deferred Stnppmg Costs -

Significant mining costs assocxated
with waste rock removal are deferred as
development costs and charged to operations

~ on a units of producuon basxs over the hfe :
of the mine.

Investments

The Company uses the equlty
method of accounting for investments in
the common stock of companies in which it
owns a 20 to 50 percent interest. Investments

in marketable equity securities which are -

less than 20 percent owned are recorded
at the lower of cost or market value;

other investments are recorded at cost. °

Impairments in investment value are =
recognized in the results of operations.

Revenue Recogmtlon

Sales are recorded when products
(doré and concentrates)-are shipped to

refineries or smelters. All of the Company’s
. sales are delivered against contracts with -
-metals brokers and smelters. Due.to the

mature of the précious metals market, the

Company is not dependent on its significant

customers to provide a market for its refined -
‘gold and silver. However, if the Company
‘had to replace the smelters to which zinc

and lead concentrates are shipped, the
additional transportation costs could be
considerable. Although it is possible that -

 the Company could be directly affected
by weakness in the metals processing -
“business, the Company monitors the

financial condition of its customers and
considers the risk of loss to be remote.

Hedging Transactions

‘In order to hedge the effect of price
changes on the products it produces, the
Company enters into forward sales, swaps;
and options contracts. Option premiums,
swap payments, and gains and losses on
hedging arrangements are recognized in sales
when the related production is delivered.

Reclamation and Environmental Costs *
Minimum standards for mine

- reclamation have been established by

various governmental agencies. Reclamation,

site restoration and closure costs for each

producing mine are charged to operations
over the expected life of the mine using

the units of productlon method. Ongoing
reclamation activities are expensed in the

- period incurred.

- Foreign Currencies

Assets and liabilities of the: Companys
foreign operations are translated into U.S.
dollars at the year-end exchange rates, and *

- revenue and expenses are translatéd at the

average exchange rates during the period. -
Exchange differences arising on translation
are disclosed as a separate component of
shareholders’ equity. Realized gains and

" losses from foreign currency transactions

are reflected in the results of operations.

Net Income (loss) Per Share

Net income (loss) per share is

. calculated based upon the weighted average

number of shares of common stock and
common stock equivalents outstanding

during the year, unless the addition of -

common stock equivalents would be
anti-dilutive. There is no difference between
primary and fully diluted net income (loss)
per share in any year presented. j




Income Taxes

In 1992, the Company adopted
Statement of Financial Accounting Standards
No..109, “Accounting for Income Taxes,”
which requires recognition of deferred tax

- liabilities and assets for the expected future

tax consequences of events that have been
included in the financial statements or tax

returns. Under the liability method, deferred :

tax assets and liabilities are determined based. .
on the dlfference between the financial .
statements and tax bases of assets and

; hablh_ues using enacted tax rates in effect

for the year in which the differences are .
expec‘ted to reversé (see Note 9).

~ Sales of Stock of a Subsrdlary

Gains and losses resulting from
the direct sale of unissued shares by a

- subsidiary are recognized to the extent -
-that the offering price per share differs
~ from the Company’s carrying amount

per share of subsidiary stock. - -

- 2. INVENTORIES

: .(ThousandslofU.S. dollars) : 1994 -1993 ’

Proeessed'mefal. R (ST et
. Stockpiled ore im0 E8 307

Deferred mining costs
Materials and supplies - 6,435 5,991

$ 37,041 $31,413°

7837 22355
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The direct production costs associated -
with ore on leach pads are deferred and

_ amortized as the contained gold is recovered
‘Gold is recovered over a five-year perlod
_at the Zortman Mine, and over six to
- twelve-month periods at all other heap

" leach operations. Based upon actual metal

recoveries and operating plans, the Company .

_ continuously evaluates and refines estimates.
- used in determining the amortization and.

carrying value of deferred mining costs

‘associated with ore under leach.

Approximately 73 percent of the unrecovered
gold on all leach pads at December 31,1994,

1is expected to be recovered in the next year.

3. PROPERTY, PLANT,

. AND EQUIPMENT

- (Thousands of U.S. dollars) 1994 | 1993

Mining properties: and
development costs  $283,084 $250,808

‘Plantand equipment -~ 203,234 183,251
s ' 486,318 434,059
Lessaccumulated i
. depreciation,
‘depletionand okt ;
amortization 226.870: 172,151

: $259 448 $261 908

The followmg is a summary of

- the net book value of plant and equipment,
‘and mining properties and deferred -
development by property:

: Mrmng _
Plant Propertles and . ;
; ‘and Development -Total .~ - Total:

(Thousands of U.S. dollars). Equipment =10 Costs 1994 1993
Zortman Mine $11,834 ‘$'13,723 $ 25,557 $ 23,892

Montana Tunnels Mine S43,171 27,704 70,875 64,834

. Florida Canyon Mine 8,010 5836 - 13,846 14,256

. Beal Mountain Mine 8,314 4,610 12,924 29,126
- 'Black Pine Mine. 4,290 2. 429077 20,850,

Mt. Todd Mine S 120,522 120,522 93,834

Tanami Mine 3739 = 3733 1.4024

e Corporate and Other - 4583 3,118 7,701 11,092

: $83,935

$175,513 _$250,448 $261,008

- Capltahzed interest for properues under development was $441,000,
$610,000, and $424, OOO in 1994 1993, and 1992 respectlvely

v
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4. PROPERTY WRITE-DOWNS
As aresult of property studiesand -

‘economic evaluations completed in the -

second quarter of 1994, the Company
determined it would not fully recover its
investments in the Black Pine, Beal Mountain,
and Basin Creek mines, and reduced the
carrying value of these properties by

.,$35 261,000, as follows: .

Black Pine
During the first six months of .
1994, gold production at Black Pine was

approximately 60 percent of the amount

planned. As a result, the Company revised
its ore reserve model late in the second

* quarter to correct the difference between

estimated and actual grade, which decreased’
the reserve by 30,000 ounces of gold. The

- decline’in reserve ounces, coupled with the

lower grade and lower recovery, reduced
the expected cash flows for the remaining
mine life, which impaired the value of

the Black Pine Mine. Consequently,’

the Company recorded a second quarter -
charge of $17,382,000 to reduce the.

- carrying value ofBlac}( Pine.

: Beal Mountam

‘During the second quarter the

-Company completed a hydrological study _

related to the permlttmg of the Beal
Extension Project. As a result of that study, -

_the Company determined that the Extension
Project carried too great an environmental -

risk to proceed with its development. This
risk results from the stringent water quality

standards accompanying the most recent

operating permit issued for the Beal

"~ Mountain Mine, and the posslble impact

on water quality in German Gulch
associated with the Extension Project.

As-a résult, the ore reserve was reduced by

approximately 185,000 ounces, which
reduced the expected cash. flows for the

' remaining mine life and impaired the value

- of the Beal Mountain Mine. Consequently,

38

 the carrying value of the mine was reduced
* by $12,090,000.

Basm Creek

In 1993, the Company 1n1t1ated a

: stddy of the feasibility of reopening Basin
Creek as a run-of-mine heap leach operation.

In the second quarter of 1994, the study
was completed and ‘concluded that such a.

‘project would not produce economic resuls.

Consequently, full closure of the mine was
accelerated to help decrease the Companys

- long-term erivironmental liability. The mine
_had previously been written down in

- anticipation of the sale of the property;

- therefore, the earlier write-down did not

include the cost of final closure. The

~write-down of the remaining book value

for the property totalled $5,789,000.

S Ortlz

During 1992, the Company attempted :
to renegotiate the ownership vesting and-
other provisions of its agreement with LAC

Minerals (USA) Inc. (“LAC”) to make the
_ joint venture more economically acceptable

to the Company. The Company was unable
to reach an acceptable agreement with LAC,

and the decision was made to terminate the

joint venture agreement as of the end of

‘October 1992. As a result, the Company

wiote off all previously deferred development -
costs associated with the Ortiz project, in*
the amount of $24,608,000.

5. PROVISION FOR CLOSURE,
- REMEDIATION, AND RELATED COSTS

- During the second quarter of 1994,
the Company initiated a comprehensive' -
review of reclamation and closure plans at
all of its sites. The purpose of this review
was to ensure that environmental programs
address corporate objectives; increasingly
stringent regulations, and the dynamic
environmental conditions at the Company’s

- operations. In addition, voluntary. -

remediation of historic mine workings
has been accelerated at some properties.

- Because of these actions, the Company

provided an additional $16_,161,000 for
projected closure, remediation, and related
costs based on current technology and

. regulations. The Company has also
. increased the rate of accrual for future



reclamation at the Zortman Mine to fully

' recognize the costs associated with the
mine’s complex water quahty issues.:

See Note 13.

6. INVESTMENTS

1993

(Thousands of U.S. dollars) 1994
- Carrying Market . Carrying - Market
: _ : Value  Value Value = Value-
~ Equity investments: ’ ' :
USMX, Inc. (33%) $14,473 $12,065 $15486 $19,304
The Emerging !
‘Markets
‘Gold Fund : _ e ;
Limited (21%) 4779 4719 et e
Marketable T ‘ :
* equity securities e SRS ol B
Note receivable 3,000 3,000 o
$19,844 $17, 756 $21,318 -

922252
USMX
unamortized excess cost of the investment
in USMX, Inc. (“USMX”) over its underlying
net book value was $7,023,000. This
amount is being amortized using the units
of production method over the estimated
ore reserves at the Montana Tunnels Mine.
Montana Tunnels is operated by the

~ Company subject to the underlying royalty
1nterest of USMX. :

The Emergmg Markets Gold Fund Limited
On January 31, 1994, the Company

- entered into a subscription agreement to

~ purchase 160,000 common shares and

200,000 preferred shares of the Emerging

Markets Gold Fund Limited (the “Fund”),

a Bermuda limited liability company, for

$20,000,000. The purchase price is payable -

in four equal installments. The first and

* second installments were paid on

January 31,1994, and January 3, 1995,

' respectively. Subsequent installments will be

paid upon 15 days notice by the Fund
manager that 80 percent of the preceding
installment has been committed to fund
investments. The Fund was created to invest
in direct equity and equity-related investments
.in pre- development and producing gold
mines in emerging markets

. At December 31, 1994, the remaining -

GoLD “ENC.
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The Company owns 21.3 percent
of the Fund’s outstanding common shares
and 26.7 percent of its outstandmg
preferred shares.

‘Notes Receivable

On March 23, 1994, the Company
reached a definitive agreement with .
Goldbelt Resources Ltd. (“Goldbelt”) of
Vancouver to develop the Leninogorsk

~ Gold Tailings project in the Republic of

Kazakhstan (“Tailings Project”). Pursuant

to the terms of the agreement, the'Company

will provide Goldbelt with a convertible -
loan facility of $18,000,000 to finance a
portion of the development costs of the
project. Pursuant to the terms of the
agreement, the Company advanced

Goldbelt $3,000,000 on March 23, 1994. ~

7.ZAPOPAN
In April 1993, the Company lncreased

- its ownership interest in Zapopan from’

38 percent to 61 percent in exchange for

‘Common Shares, the Company’s interest in' -

certain notes receivable, and ‘cash in the
amount of $8,403,000 for a total cost of -
$39,612,000. This acquisition has been
accounted for as a purchase and, accordingly,
the operating results of Zapopan have

been included in consolidated results of
operations subsequent to the date of
acquisition. For periods prior to April 1,1993, -

* . the Company recorded its interest in

Zapopan's results of operations using the
equity method of accounting.

In December 1993, Zapopan sold
14 million shares in a public offering for
A$2 .45 per share, a price in excess of the
Company’s per share cost, and realized
proceeds of US$24,674,000 based upon
exchange rates in effect at the time of the

- offering. The offering and the exercise of
certain stock options diluted the Company’s

ownership to 53 percent. As a result,
the Company recognized a gain totalling
$10,853,000 in 1993 on this transaction.

= Deferred taxes have not been provided

in connection with this gain because of
the availability of offsetting: capital

* loss carryforwards.



40

" Less current portion

PEGASUS ‘GOLD- INC.

Yoo

 [Notes to Consolidated Financial Statements, cont. |-

In 1994, the Company purchasedan

additional 4.4 million shares of Zapopan’s

outstanding common stock at a total cost
of $8,972,000, increasing its ownership
interest to 56 percent. The total excess of

the purchase price over the underlylng net-

book value of the net assets acquired of
$48,162,000 has been allocated to property -
and mineral rights and is being amortized -
-using the units of production method -
over the estimated recoverable ounces of

‘the Mt. Todd Mine.

The following pro forma summary
presents the consolidated results of
operations as if the acquisition had
occurred on January 1, 1993: -

1993

~ In 1991, the Company entered jnto"
a$10,000,000 five-year term loan. The

- loan is due in five equal annual installments

beginning in March 1992, and bears .

iinterest based on the London Interbank
. Offered Rate (“LIBOR”) plus 0.88 percenit
" (5.94 percent at December 31, 1994).

In 1993, Zapopan entered into a
five-year term loan with an original face -

~value of A$36,000,000. At December 31,

1994, the amount of the loan outstanding -
was A$28,310,000. The note is due in

sixteen quarterly installments beginning in’

June 1994, and bears interestat the Bank Bill -
Rate in Australia, plus 1.75 percent prior to

_project completion and 1.50 percent after

projectcompletion (9.95 percent at

.December 31, 1994), payable quarterly

The loan is collateralized by the underlying"

(39,151) (14,791)
$19,038 . $51,944

'Long- Term Debt
In 1990, the Company entered into a

¥ five-year note with an original face value of
" $25,000,000. The note is due in full in
; February‘ 1995, and bears interest at a fixed

rate of 9.71 pércent per- annum payable
annually.in arrears.

~ In 1991, the Company entered into -
a five-year note with an original face value

- 0f $18,000,000. The note is due in five

equal annual installments beginning in

January 1992, and hears interest at a fixed

rate of 9.22 percent per annum, payable
annually in arrears.

(Thousands of U.S. dollars) o assets of Zapopan and its subsidiary.

Net sales $220,152 - Pegasus’ weighted average interest rate
 Netincome = $.10,485  was 5.7 percent, 5.0 percent, and 5.9 percent

Netincomepershare ~ ~ $ 031  in1994, 1993, and 1992, respectively.

L i i . At December 31, 1994, the Company’s
8. LONG-TERM DEBT long-term debt matures as follows:
(Thousands of U.S. dollars) 1994 1993 (Thousandsof U.S. dollars) :

- 9.71 percent ; 1995, $39,151
note due 1995, SR 1996 8,784
unsecured $25,000 $25,000 . 1997. . 5,592

Bank term loan : R, 1998 4,662
- 1994-1998, ‘ 1 $58,189
(Zapopan) - 21,989 24935 - TRy
19.22 percent note due Interest Rate Swaps :
1992-1996, unsecured - 7,200 . - 10,800 The Company has entered into .
Bank term loan due Sy ~ interest rate swap agreements which
1 1992-1996, unsecured 4,000 6,000 - -effectively convert the 9.71 percent and
: o 58,189 * 66,735 9.22 percent notes to variable rate debt

(based on LIBOR) with a weighted average
interest rate of 5.11 percent for the year - -
ended December 31, 1994. The differential
paid or received on interest rate swaps is
charged or credited to interest éxpense
over the life of the agreements. The Company
is exposed to credit risk to the extent of

: nonperformance by the counterparties to its

interest rate swaps. However, the Company .

regularly monitors the credit rating of its

counterparties and considers the I'lSk of
default to be remote.




Revolving Credit Facility e

The Company has entered intoa -
$25,000,000 short-term working capital .
revolving line of credit. Under the terms of
this facility, the Company can borrow up to
.. $25,000,000 until July 30, 1995. Borrowings
- bear interest at floating rates for periods of up

10 120 days. The Company must reduce its

outstanding borrowings under this facility to
zero for a minimum period of 30 consecutive
days in each 12 month period. A commitment

fee is payable on the unused portion of the-

facility at a.rate of 0.25 of 1 percent. At
December 31, 1994, there were no borrowings
outstanding under this facility. Ori January”
6, 1995, the Company borrowed $25,000,000

under the line of credit. The loan was repaid

on February 6, 1995.

The Companys notes and credlt
facility contain certain financial covenants
which include the maintenance of minimum’

. levels of tangible net worth and cash flow,
-and limitations on the incurrence of
additional indebtedness. During 1994, the.
‘Company was in compliance with the terms
of all debt covenants.

9. INCOME TAXES :
The income tax provision (beneﬁt)

consists of the followmg
(Thousands of U.S. dollars) 199,4 1993 - 1992
Current / D
BLS i 081 605 0§ 49508 (3 29 0)
Foreign (280) © (33D) 495
’ 415 164 - £2,777)
Deferred - : ' '
WLSa e o A3 68 D 546 v
Foreign - 170 (946)  (654) .
‘ .(2,998) 1,600  (654)°

$(2,583) $1,764 $(3,431)

Effective January 1, 1992, the Company
prospectively adopted the provisions of
- Statement of Financial Accounting Standards
No. 109, “Accounting for Income Taxes”
(“SFAS 109”). As of]anuairy 1, 1992, the
Company recorded a tax benefit of $1,979,000

‘or $0.07 per share, which amount represents

the net decrease to the deferred tax
liability as of that date. This amount

PEGASUS GOLD 'INC.
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has been reflected in the consolidated :
statement of operations as the cumulative -

effect of a change in accounting principle.

The components of the net deferred
tax asset (liability) as of December 31,
1994, and 1993 were as follows:

(Thousands of U.S. dollars)

1993 -

1994
Deferred tax assets:- :

Net operating loss ;
carryforwards  $ 29,504 $ 20,172
Net capital loss : ,
 carryforwards 5,238 o
Exploration : ; ; :

. expenditures. - 2,468 2,078 .-
Miscellaneous’ X
foreign deductions 1 429 1,600
Deferred reclamation 6,167 1,008
Other 2,934 4,269
Valuation : _ '
. allowance: : (42,898) (18,457)
P 4842 - 10,670
Deferred tax liability:
Property, plant, \ ' !
~and equipment  (2,744) (9,070)
Other | i e P 0 546)
$ 2008 $ (946

As of December 31, 1994 and 1993,
valuation allowances of $42,898,000 and - -
$18,457,000, respectively, had been

* recognized to offset certain related deferred ?
- tax assets due to management’s-uncertainty

of realizing the henefits of these items. The .
net change of $24,441,000 for the year
relates primarily to increased net operating
loss carryforwards, the recognition of net

.~ capital loss carryforwards not recognized in

prior years, and changes in temporary .

differences, offset by a reduction of $690,000 |

in the valuation allowance applied to future
deductible amounts. Management has
estimated that there will be sufficient

future income to reahze the beneﬁt of the -
‘net deferred tax assets.

Income (loss) before income taxes
consists of the following:

1993 1992

(Thousands of U.S.dollars)‘ 1994 ;
U.S. '$(63,524) $(4,850) $(21,864). .
_Foreign 22206 16607, 10113

$(61,318) $11,757 $(11,751)
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The consolidated income tax provision
(benefit) differs from the amount computed

-using thé United States statutory income .
. tax rate of 34 percent for the reasons set
* forth below: :

(Thousands of US. dollars) . 1994
Expected tax
provision
(benefit)

Effect of
alternative

minimum tax

1993 1992

3,790 (1,530) . 4,066

- Capital loss

carryforward v
utilized- = : -

(3,690)

differential (1,840)
Nondeductible
property

* write-downs

Net operating

loss carryforward -
not utilized: 90625 s

Other,net - (1,694) (217)  (167)

$(2,583) $1,764 $(3,431)

" As of December 31, 1994, the

‘Company’s U.S. and Australian subsidiaries

have regular tax basis net operating loss

carryforwards totalling $110,024,000, and
- alternative minimum tax net operating

loss carryforwards of $30,928,000 that

_expire in 1996 énd later years. The regular
- tax loss carryforwards of the U.S. subsidiaries

are not available to offset future alternative-
minimum taxable income. In addition,
the Company has Canadian capital loss

carryforwards of $29,000,000 which may .

be carried forward indefinitely.

% 10. STOCK'OPTIONS

Under the Company’s 1987 Stock
Option Plan for officers and employees,
options to purchase 2,775,000 Common

~ Shares of the Company may be granted for

terms up to seven years. The exercise price
of incentive stock options must equal the

_market value of the stock on the date of
‘grant, or at least 90 percent of the market

valué of the stock for non-qualified stock
options. Options granted generally become

31,1994 and 1993, options to purchase

$.(20,864) $3,997 $(3,995)

(570) (3.476)

12,963~ 37747 141,

cke‘rcisable over the four-year period
beginning on the date of grant. At December
378,658 and 1,006,258 common shares,
respectively, were available for future grants.
The 1989 Non-Employee Directors’

~ Stock Option Plan provides that options to

purchase up to 225,000 Common Shares of
the Company may be granted to members

 of the Board of Directors who are not’
- full-time employees of the Company, at an

exercise price equal to the market value of
the stock on the date of grant. The options

-are exercisable immediately and generally

expire ten years after the date of grant. At

December 31, 1994 and 1993, options to

purchase 48,766 and 75,166 shares, -

respectively, were available for future grants:
Stock option transactions are

summarized as follows:
Number of Price Per
: Shares Share .
- Outstanding, . = :
Dec. 31,1991 751,134 $9.88-$13.50
‘Granted 441,500.
Exercised (363,033) $9.88- $13 50«
Canceledor - i
expired (59,225)
Outstanding, : 2l
Dec. 31,1992 770,376 $9.88-$14.88 -
Granted 397900\ i |
 Exercised * (335,108) $9.88-$22.63 .
Canceled or S ) - : :
expired _(28,600)
- Outstanding,
Dec. 31, 1993 804,568 $9 88-$22.88
Granted 704,500 :
Exercised (53, 034) $9.88- $17 88
- Canceled or
oexpired; (50,500)
Outstanding, :
. Dec. ;31? 1-994 134053534_ $9.88-$22.88
o Exercisable, . ; : !
Dec. 31, 1994 ‘ 7793309 : $9.88—$22.88

- 11. EMPLOYEE BENEFIT PLANS'

The Company has a savings plan
(which qualifies under Section 401 (k) of
the U.S. Internal Revenue Code) coveringall

full-time U.S. employees. Under the plan, .
- employees may elect to contribute up to



12 percent of thexr cash compensation,

subject to ERISA limitations. The Company

‘is required to make a matching cash
contribution equal to 50 percent of the
employee’s contribution up to 3 percent of
the employee’s compensation. The Company’s
contributions vest over a three year period.

Employees have the option of investing all

or a portion of the total amounts contributed
in shares of the Company’s common stock.
The Company may, at its discretion, make
additional contributions to the plan. During

the years ended December 31, 1994, 1993, -

and 1992, the Company contributed
$857,000, $726,000, and $662,000,
respectively, to the plan.

" The Company hasa defined conmbuuon
pension plan covering all of its employees
who have completed one year of service. The -
contribution is based upon a percentage
of average annual compensation multiplied,
by the years of service with the Company.
Contributions are 100 percent vested
after five years of service, and prior
service with the Company is considered.
'for vesting purposes. Contributions to
* the plan totalled $315,000, $335,000,
and $361,000 in'1994, 1993, and
1992, respectively. G

PEGASUS GOLD INC,
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Zapopan NL. has- a sﬁpera_nnuaition

* fund which, under Australian law, requires

that the Company contribute 5 percent-

- of every employee’s base salary. Zapopan

N.L. does not guarantee any of the returns
or benefitsunder the fund. Total .

- contributions to the fund were $366,000,

$234.000, and $143,000, in 1994,
1993, and 1992, respect_ively.' o

- 12. FAIR VALUE OF
FINANCIAL INSTRUMENTS

"' The estimated fair values for financial
instruments under SFAS No. 107,
“Disclosures About Fair Value of Financial

‘Instruments,” are made at discrete points
* in time based on relevant market information.

These estimates involve uncertainties and

cannot be determined with precision.
‘Cash and cash equivalents are

valued at cost plus accrued interest, which

‘approximates market value. Short-term-

investments are valued based on quoted
market prices for the same or similar

- instruments with similar maturities. The

fair value of long-term debt is estimated:. ;

based on the quoted market prices for the

same ‘or similar issues offered to the

Company for debt of similar maturities.
The estimated fair values of the

Company’s financial instruments are

as follows: '

1994 i 1993

" December 31,

. (Thousands of U.S. dollars)

Cash and cash

equivalents
" Short-term

. investments »
Long-term debt $(58 189) $(58 L)

Carrying  Fair Carrying Fair
Amount Value

Amount

$89,316 $89,316

§53,204 § 53,204

. $96,010 $96,019

The Company enters into interest rate swap agreements to
manage interest rate costs and the risk associated with changing
interest rates; these agreements effectively convert underlying
fixed rate debt into variable rate debt based on LIBOR. At
December 31, 1994 and 1993, the notional principal amouint
of these agreements totalled $32,200,000 and $35, 800, 000,

respectlvely

Value

$(66,735) $(70,335)
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The Company enters into foreign
exchange contracts to hedge forelgn
currency transactions for periods consistent

withits global contractual exposures; the

contracts in place effectively convert
Australian dollar denominated gold
hedges into U.S. dollars. The Company

- .doesnot engage in foreign currency

speculation. The Company’s foreign

_exchange contracts do.not subject the

Company'to risk because of exchange
rate movements, since gains and losses

“on these contracts offset losses and gains -
on the transactions being hedged. At

December 31,1994 and 1993, the Company ‘
had foreign exchange contracts to convert

$32,000,000 U S. dollars to Australian

dollars at a minimum exchange rate of -

'.......V..O..‘.‘....

~ US$0.63, and a maximum exchange rate of -
US$0.68. These contracts eXplre in 1995
and 1996.

_ The fair value of interest rate swap
agreements and foreign exchange contracts
are the estimated amounts that the Company
would receive (or pay) upon termination
of the agreements and contracts at.
December 31, 1994 and 1993.

The estimated fair value of the
Company’s off balance sheet financial

_ instruments are as follows: '

1994

December 31, 1993
5 e : Fair Fair © .-
 (Thousands of U.S. dollars) Value Value *
Interest rate’ AT e
swap agreements $ 977 - $2,700
Forward :
$3,158  $(180)

currency contracts

'13. COMMITMENTS
~ AND CONTINGENCIES

i H edged Production

At December 31, 1994 the
Company’s hedging program consists of
the followmg

1097 Thereafte_r

1005 . 1996
GOLD ] , SR
Forward sales (ounces) 5419233 15'2,292 83,427 . 93,000
Average price per ournce $419 $459 - $498 $488 -
. Call options sold'(ounces) 256,250 84000 76,660 -
Average price per ounce $438 $485 - 3414 -
fPut options' - ' P i o
purchased (ounces) 134,004 e e -
Average price per ounce $372 . e - A e
. SILVER - SR
Forward sales (ounces) 676,699 585,716 * 705,716 1,220,006
Average price per-ounce $5.08 .. 28520 $5.26 - $4.98
Call options sold (ounces) . 120,000 =+ el i
Aver‘age price per ounce

$54o-'- Ma oG

The credit rlsk exposure related to hedglng activities is limited to
the unrealized gains on outstanding contracts based on current market
prices. The Company believes it has minimized credit risk by monitoring

 the financial condition of its counterpartles and deahng with large;

‘credlt-worthy institutions.



- Common Shares Issuable
" At December 31, 1994, a total of
1 ,078,502 shares of authorized common -
‘stock were reserved for the followmg

Stock options e -1,832,958
Employee Savings | Plan - 145,544
1,978,502
Operatmg Leases

The Company leases offlce space,

~ certain transportation vehicles, and

- machinery and equipment under operating
leases which expire on various dates over

- the next ten years. All of the agreements
contain provisions which provide the
Company with the option, after the initial
lease term, either to purchase the property
at its then fair value or to renew the lease

* at the then fair rental value. The Company
is required to pay:all taxes, insurance, and °

- maintenance on leased equipment. Future-

‘minimum rental commitments under
existing leases as of December 31, 1994

. are as follows: -

(Thousands of U.S. dollars)

1995 | : $7.334

~1996 ' : 7,290

1997 T e A

1998 ol L

Thereafter - , : T3
: 835,417

Total rent expense . under operatmg
leases amounted to $7,008,000, $4,659,000,
and $4,073,000, in 1994, 1993, and 1992,
respecuvely

Legal Proceedings

In 1990, the Company purchased on -
* behalf of the Ortiz joint venture with LAC,
certain surface and mineral interests in-the
vicinity of the joint venture from Gold .

Fields Mining Corporation (“Gold Fields”).

Under the terms of that agreement, the

purchaser assumed significant environmental

- liabilities associated with the property. The
~ Company terminated the joint venture in
October 1992. LAC filed suit against the

PEGASUS SGOLD INC.

T e

Corhpany,. claiming that the Company

- remains liable as the purchaser for 100
~ - percent of the environmental liabilities

associated with the Gold Fields property in -
perpetuity or, alternatively, that the Company

. agreed to be liable for 50 percent of such

liabilities in perpetuity. Discovery is complete
and the parties are awaiting the setting ofa -
trial date. In the meantime, the parties have
been attempting to negotlate a settlement of
the case.

The Friends of Santa Fe County,
et al., (an environmental activist group
opposed to mining in Santa Fe County),
filed a citizens suit on July 1, 1994, against
the Company, LAC, and Gold Fields under -
the federal clean water and resource
conservation and recovery acts. The suit -
relates to the same environmental issues :

‘which are the subject of the LAC litigation :
. described above. Discovery is ongoing.

. On October 13,1993, the Departmerit' S
of Health and Environmental Sciénces of
the State of Montana (“DHES”) fileda

- .complaint in Montana First Judicial District
_Court against Pegasus Gold Corporation

and Zortman Mining, Inc., alleging that
they were discharging pollutants in violation
of the Montana Water Quality Act. Although

- the Company denies the allegations in the -
~_complaint, the Company has applied for -

- such permits and is continuing to persue
settlement of the lawsuit. The Company

anticipates a civil fine and required water
control, collection, and treatment programs.
The Company estimates total remediation
costs of approximatly $17,500,000 of which .

'$7,732,000 has been accrued as of

December 31, 1994.

On October 22, 1993, the DHES
served notice on the Company, and
other unrelated companies, that they are
“potentially liable persons for hazardous
or deleterious substance contamination at
Corbin Flats near Jefferson City, Montana.”
The Company estimates that the total cost
of remediation will approximate $1,700,000
and has accrued $1,100,000 for these costs, -
as of December 31, 1994. i

N
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With respéct to the above pending

- actions, although the ultimate liability

cannot-presently be determined, the -
Company’s liability for remediation
activities, fines, and compliance programs
could be significant. In connection with
the above, the Company has accrued a

-liability of $8,576,000 for environmental
remediation and related costs as of
; December 31, 1994.

~Inaddition to the above, various
lawsuits, claims, and proceedings have been
or may be instituted or asserted against the

g Company, including those pertaining to

environmental, safety, and health matters. -
While the amounts claimed may be
substantial and the ultimate liability cannot,
at this time, be determined, management . -
believes the disposition of the matters v
described above and other matters that are
pending or asserted will not have a material

- adverse effect on the financial position of the

Company or its results of operatlons

: Reclamatlon and Envtronmental Remediation

‘All of the Company’s operations
are subject to reclamation and closure
requirements. Although the ultimate ,
amount of the obligations to be incurred

is uncertain, the Company has currently

estimated these future costs to be
$54,500,000. The Company has accrued
$25,000,000 through December 31, 1994,
and will charge the remaining $29,500,000
to operations, over the remaining lives of its

‘operations, on a units of production basis.
At December 31, 1994 and 1993, the

Company had letter of credit facilities of
$16,000,000 and $10,000,000, respectively.

* The facilities collateralize required surety
bonds under the Company’s reclamation

bonding program. As of December 31, 1994
and 1993, the Company had outstanding

letters of credit under these facilities ,which -

are renéwable annually, totalling $11,395,000

and $10, 000,000 respectlvely

~Several of the Company’s operating -

‘mines and exploration projects are located

in historic mining districts in the United
States, and the Company controls land in
many areas where previous mining has
taken place. Although no systematic

‘inventory has been performed, mining

products (such as tailings) located at these-
sites may present a future material liability

 to the Company as state and federal regulatory

agencies search for ways to enforce the
cleanup of pollutants left by previous

" operators. Based on current environmental

regulations and known reclamation -

requirements, management believes it has

included the best estimate of these
obligations in its reclamation accruals.

Y Zortman Extension

At the Zortman Mine, a plan of

" operation and Environmental Impact

Statement (“EIS”) for the Zortman Extension
was submitted to the regulatory agencies in
May 1992. Because of regulatory delays,
approval of the EIS is not anticipated until -
late 1995. Since construction of the
Zortman Extension cannot proceed until
the EIS is approved, the Company anticipates

" an interruption of mining operations of four

months or more at this site. Gold production
will continue from leaching ore previously
mined and loaded on the pads, but at a
significantly reduced rate. Although the

‘Company is confident that it will receive

approval for the construction and operatlon
of the Zortman Extension, it is possible

‘that an unfavorable decision could be issued,

or a favorable decision could be appealed

by third parties, creating further delays or -

causing the project to be abandoned. If the

- Zortman Extension does not proceed as
~ ' planned, the Company will be required to

write off the deferred exploration and
development costs associated with the
project, which amounted to $12,000,000
at the end of 1994, and accrue a liability -
for additional reclamation costs of up to

~ $7,000,000.



il SHAREHOLDERS EQUITY
Pursuant to a Shelf Registration
Statement filed with the SEC on December
8, 1993, the Company may offer from time
to time (1) Debt Securities, (2) guarantees

of Debt Securities issued by Pegasus Gold ;

Finance Corporation, an indirect

wholly-owned subsidiary of the Compahy, -

(3) Common Shares, or (4) Warrants to
purchase Debt Securities or Common Shares,

at an aggregate initial offering price not to.

exceed US$150,000,000.:

On December 1, 1988, the Bc;ard of

Directors adopted a Shareholder Protection
Rights Plan (“Plan”) and declared a dividend
of one preferred share purchase right
(“Right”) for each outstanding share of

- common stock. The Rights only becomie
exercisable, or transferable apart from the
common stock, on the eighth trading day

- after a person or group (“Acquiring Person”)

acquires beneficial ownership of, or - _

commences a tender or exchange offer for,

10 percent or more of the Company’s common

stock, other than pursuant to a permitted bid,
as defined in the Plan.

~Among other provisions, each Right »
entitles the holder to purchase one-hundredth .

~ of a Class A Preferred Share, Series I,atan
exercise price of $55, subject to adjustment.

Thereafter, upon the occurrence of certain .

~events (for example, if the Company is the
survivihg corporation of a merger with an
Acquiring Person), each Right will entitle
its holder to purchase common stock with
a market value of twice the Rights exercise
~ price. Alterniatively, upon the occurrence
-of certain other events (for example, if

the Company is acquired in a merger in

- which the Company is not the surviving
corporation), each Right will entitle its
holder to purchase common stock of the
Acquiring Person with a market value of
twice the Right’s exercise price. The Rights
. are subject to redemption by the Board of
Directors for $0.01 per Right at any time
prior to becoming exercisable. The Rights
will expire in December 1998.

' (Thousanids of U.S. dollars) 1994

PEGASUS GOLD INC.
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15. SUPPLEMENTAL
CASH FLOW INFORMATION

_ The consolidated statement of cash
flows for December 31, 1994 and 1993
excludes the effects of certain non-cash
investing activities relating to the acquisition
of a majority interest in Zapopan,

'(see Note 7). The following is a summary

of the non-cash effects of this transaction:

(Thousanids of U.S. dollars) 1994 1993
Increase (decrease) in: o
Inventory ] 2% 2,455
Fixed assets . 7,685 .. 71,586
Investments - - - (2T,346) -
e 7,685 46,695
Increase (decrease) in: . :
~ Accounts payable and
accrued liabilities ok 585
Long-term debt T8y
Minority interest (1,287) 12,334
SCommoenstaek S e 726,558
s (1.287) . 48,264
 Netdecrease in cash : :

. and cash equlvalents $(8, 972) $ (1,569)

Cash pa1d durmg the year for:

1993 -

1992

Interest
(net of
amounts . g i
capltahzed) $3 872 $3,156 $ 3,703

‘Income taxes,

net of

refunds  $4220 $(3,560) $(1,961)

47




48

- Revenues

'PEGAS'US GO DL INic"

Sl

S 'Nutes to Consolldated Fmanclal Statements, cunt]

16. GEOGRAPHIC INFORMATION »
The following is a summary of the
Company’s operations by geographic area for

- the years ended December 31,1994 and

1993. For the year ended December 31,
1992, all consolidated operations were in

" the Umted States.

Canada

(.Thouéands of US. cliollars) R United ; - and y 3
1994 __ States Australia _Other -  Total

Identifiable assets $284,688 $92,701 $75,890 $453,279
$195,540 $35,697 $ 2411 $233,648

Net income (loss) $(58,162) $ (209)$ (364) $(58,735) .-

1993

Identifiable aséets $332 359 $87,500 $75374 $495, 233

Revenues :

17. DIFFERENCES BETWEEN U. S AND
CANADIAN GENERALLY ACCEPTED

‘ACCOUNTING PRINCIPLES

The Company prepares its
consolidated financial statements in
accordance Wlth generally accepted

_accounting_ pr1nc1ples (GAAP) in the

United States. Significant differences

- between U.S. GAAP and Canadian GAAP
and their effects on net income (loss) and "

per share amounts are described below:
Under Canadian GAAP the provision

. forincome taxes in 1994, 1'9'93,‘ar71d 1992
- would be-increased by $498,000, $946,000

and $654,000, respectively, to reverse -

- recognition of deferred tax assets not

meeting recognition criteria under the

“deferral method. As a result, earnings

(loss) per share would be $(1.70), $0.27,
and $(0.24) in 1994, 1993, and 1992,
respectively. In addition, the 1992 tax
benefit of $1,979,000, or $0. 07 per share,
would not be recorded.

Under Canadian GAAP, the property
write-downs (Note 4) at Black Pine and Beal

Mountain would be lower by $2,236,000 and -

: "$186,800 $24,600 $ 3,787 $215 187
- Net i income (loss) $ (6, 073) $(1,829)$17,895 % 9,993

® &6 ® 0060060000 060 0 0 0 0 0

$1,392,000 respectively, to recognize the

effect of using future discounted net cash

flows to reduce the carrying value of
the mine. Canadian GAAP requires that-

. reductions in the carrying value be recorded

on the basis of future undiscounted net :
cash flows. As a result, the loss per share
would be reduced by $0.10 in 1994.
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18! QUART-ERLY DATA

i Selected unaudited quarterly data for -
the years ended December 31, 1994 and
1993 are as follows: Gt £ A S TG 1

First Second Third - Fourth :
(Thousands of U.S. dollars) L1 @udnter Quarter' . Quarter  Quarter? .Total -
. Yearended December 31,1994: - S ;

"Sales of gold and b ot : N ;
- other metals. © $41.079  $59.802  $66,136  $66.541 _ $233,648
Gross profit SN g5 497 e 4751 $114194: 810218 15 3R BIG
Income (loés) frb’m- : . - ' e gl

operations - § $(2,769) = $(57.477) $1a872 = 52,701 - 36 L.075)
Net income (loss) . $(1,744) $(57000) $ 832§ (733) $(58.735) .

Netinconq_'e(loss)per'shafe $ (0.05) $ (165§ '0.0_2 5 (0.02) $ (1:69)

Year ended December 31,.‘1993: :

Sales of gold and ; e ; g : e S
other metals $31,718 - $ 62,345 - $59,071. . $62,053. -$215,187

Grossprofif. s 0 14 83831 S 11431 S7305 8 o56d - $316%0

Income (loss) from i, : i g : e

. operations _ $(1,080) $ 4341 - $(1,217) - $(3,384) $ (1,340)

Netincpme (loss) v o % @30y 8 450 8 381 §.548).° 50003

Net income (loss) per share  $ (0.01) - 0,14 $. 001 ‘_ $ 016 $ 030 YN

1) Includes 1994 second quarter write-down of assets and other non-cash charges in the amount of $52.9 million (see Notes 4 and 5).

2) In 1993, fourth quarter results include a gain on the issuance of shares of Zapopan (see Note 7).
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Ten Year Historical Data

1989
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1994 1993 1992 . 1991 1990 1988 - 1987 : - 1985
Operating Results (000 ’s) : : : : ¢ !
~ Sales $ 233,648 215,187 182,171 .° 156,211 171,213 178,362 162,757 = 110,435 35,054 18,015
 Earnings (loss) from operations : $ (61,075) (1,340) - (10,699)  (12,859) - (20,205) 17,718 14036 114:6942°51- =4 160 (1,835)
- Earnings (loss) from operations before income 2o : : ; ; : A
and mining taxes, minority interest $ (61,368) 11,063 (11,751) 10,603 ' (39,347) 15,184 <=+ 21909 /" 17,418 4,232 (2,324)
Earnings (loss) for the year $ (58,735) 9,993 (6,341) 9,599 (38,172) 9,763 17779 14,492 4,654 (1,167)
Financial Position (000’ except ratio) 4 ; :
Total assets ‘ $°453,279 495,233 394,022 351,072 276,554.. 289,460 283,305 267,764 191,059 80,184
Total debt $ 58,189 66,735 62,995 71,026 48,231 32,065 33,441 36311 85,854 23,485
Working capital .$ 96,626 165,089 124,527 196,131 42,094 45,183 76,146 88,034 37,787 29,869
Operating cash flow $ 10,949 43,623 45,740 1 32,559 30,165 43,592 43,490 6,654 12,141 (3,713)
Capital expenditures $e5543.1192 44,017 27,884 38,720 56,399 36,057 34974 034,152 63,449 4,294
Shareholders’ equity $ 292342 341,997 293,139 245,651 198,493 233,207 221,800 . 203,562 72,743 50,322 ;
Ratio of total debt to total debt and- equlty 0.17:1 0.16:1 - 0.18:1 0.22:1 0.20:1 0.13:1 0.13:1 0.15:1 0.54:1 0.32:1
Operational Statistical Data
Gold produced (ounces) ; ; ;
Total - 494,400 480,800 382,100: . 315,300 332,600 341,400 283,800 228,100 92,400 60,000
Company share 455,000 453,100 382,100 315,300 332,600 341,400 283,800 228,100 92,400 60,000
Operating cost per ton $ 4:51 4.94 424 4.28 4.73 5202 471 ey 3.98 3.21
Cash production cost per ounce L 251 214 226 229 242 255 244 231 231
Royalty per ounce $- 13 14 ot % il 10 Ll 12 2 7
Total cost per ounce $ 356 331 296 306 310 spis 338 324 286 284
Gold price realized per ounce $ 407 382 382 389 401 416 436 - 429 381 312
Average spot price per ounce of gold ) 384 360 344 362 . 384 382 437 447 368 2317
Per Share Data : i 4 g A
Earnings (loss) for the year $.504(1,69) 0.30 (0.22) 0.37 (1:55) 0.41. 2075 0.70 0.32 (0.11)
- Book value per share ' S 844 9.90 9.31 8.82 . 8.04 9.66 9,29 8.66 4.87 - 426
Dividends declared per share $ - 0.10 0.10 0.10 0.10 0.10 0.10 0.10 - =
Shareholders’ Data ; : : : !
Nunmerofshmesouwmndug(OOOs) 34,630 34,556 31,473 27,857 24,701 24,151 23886 ¢ 23500 > 14049 11,802
American Stock Exchange (US$ per share) v : ; Y :
High : e DS 28.13 18.50 14.13 16.00 15.38 17:25 26.38 1125 10.25
Low $ +10.63 12.63 11.38 9.63 9.13 ' 8.87 10.75 10.75 5.38 5:25
Close $ 1138 14.75 12.38 13.00 16.25 1125 6.75

22.00

13.50

11.50
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Glossary of Mi'nin‘g Terms |

Agglomeration - mixing of
mined ore with lime, cyanide,
and cement prior to loading
on the heap leach pad.

Assay - the tests performed on
-asample to determine mlneral
content.

Baqkﬂlling -'waste -ma,terial .
used to fill the void created
by mining an ore body:.

Barren pond - a holding area
containing chemical solution

~ from which the gold and silver
has been removed.

Carbon column circuit -

a process to recover soluble
gold and silver values from
asodium-cyanide leaching
solution by adsorption onto
activated carbon particles. '

‘Cash cost per ounce -
includes.direct site costs for

- all mining (except deferred
mining and stripping costs),
processing, administration, and
resource taxes; but excludes
royalties, capital, exploration,
depreciation, and financing

costs. By-product revenues are .

deducted from total cash costs
and divided by payable gold
ounces produced to arrive at
net cash cost per ounce.

Concentrate - a product
containing valuable metal
from which most of the -
‘waste material in the ore
has been removed. =~

Contained ounces - the estimate -

of the total number of ounces
of gold contained-in an ore .
body; a portion of which are

. notrecoverable.

. Crushing and grinding - the
process by which ore is broken
into small pieces to prepare it
for further processing.

Cut-off grade - the lowest grade
of mineralized material deemed -

economic to mine.

Decline - an inclined tunnel
which provides access for
. -exploration or production
of an ore body:.

Deferred mining costs - the
operating costs associated
with recoverable gold yet to,
be recovered from the heap
leach-pads. s
Deferred stripping costs - the
mining costs associated with
waste rock removal that are
capitalized and expensed

on the basis of the average
stripping ratio for the ore body

Dtlunon an estimate of
the amount of waste mined -
with ore as part of normal

- mining practices.

Doré - unrefined metal bars
consisting of gold, silver, and
impurities which w111 be .
further refmed

Drilling:

Blasthole drilling-- the drﬂhng
of holes inrock to insert an -
‘explosive charge. The drill
holes are usually 10 - 25 feet
apart. The blast breaks up the
rock so it can be dug out.

Diamond drilling - drilling -

- with a hollow bit which has
adiamond cutting rim to
produce a cylindrical core

- that is used for geological -
study and assays. Used :
in exploration.
Infill drilling - drilling at
shorter intervals between -
holes, used to provide greater
‘geological detail and to help
_establish reserve estimates.
Rotary drilling - drilling with
a bit'that breaks the rock into
chips rather than core. Faster
and cheaper than diamond
- drilling, the chips are forced

~ by water and air to the

surface for examination. -

Reverse-circulation drilling -

A type of rotary drilling that .

uses a double-walled drill
pipe. Compressed air, water
or other drilling medium is
forced down the space -
between the two pipes to the .
drill bit and the drilled chips
are flushed back up to the
- surface through the center
tube of the drlll pipe.

: Electrowmnmg the recovery of

metal by electrolysis. An electric
current is passed through a
solution containing dissolved

- . metals, which causes the metals

to be deposited on a cathode.

Exploratlon cah be divided into-
three basic categories:

Grass roots exploration -
~ exploration for ore in an area
‘that has the correct geologic

- _setting, although no ore has

- been previously found in
that setting. :

‘Headframe exploration -
exploration for a separate
ore body within Slght of
an existing mine.

Definition exploration -
exploration that defines an
ore body, or séarches for

" extensions to the ore body,
once it has been discovered. -

Flotation - a concentration
process selectively attaching

~ valuable minerals to air bubbles

in a chemical solution.

‘Grade - the amount of valuable

mineral in each ton of ore,
expressed as troy ounces per .
ton for précious metals and

‘as a percentage by weight .

for other metals.

Reserve grade - estimated
metal content of an ore body,
based on reserve calculations.
Cut-off grade - the
-minimum content level .
at which an ore body can
be economically mined.

- Mill head grade - metal
content of mined ore going
into a mill for processing.

Recovered grade - actual
metal content of ore
determined after mining.

‘Gravity circuit - a process of

recovering gold from crushed
rock.or gravelusing gold’s High
specific gravity to separate it

from the lighter material.



Heap leaching - a process of
extracting gold by placing
broken ore on sloping,
impermeable pads and applying
a dilute cyanide solution that
 dissolves a portion of the
contained gold, which is then
recovered in a carbon column
- or Merrill-Crowe circuit.

Heap leach pad - alarge,
impermeable foundation or

‘pad used asa base forore .
during heap leaching. The leach
solution is collected and does
not escape from the circuit.

Merrill-Crowe process - & process
utilized to recover soluble gold
and silver values from a sodium-
cyanide leaching solution by -
precipitating with zinc dust after
the leaching solution is clarified
and deoxygenated by vacuum
treatment.

"Mill - a plant where ore is
ground and the metals are.
extracted by physical and/o
chemical processes. ‘
Milling circuit - the:
combination of various
processes and systems which
separate waste materials from
the valuable minerals,
producing a concentrate.

Mineral potential - mineral
potential includes all estimates
for the quantity and quality of
mineral deposits when the
specific geologic evidence is not
sufficient to assume continuity-
of mineralization, or whena
conceptual mine plan has

not been used to define the
estimate. The estimate may -
or may not-be supported by
samples and measurements

but should be supported by .
reasonable geo-scientific
‘(geological, geochemical,
geophysical, or other) data.
Mining claim - public mineral
land which a party has staked
or marked out in accordance
with federal, provincial, or state .
mining laws to acquire the right .
to explore for and exploit the
minerals under the surface.

Net profits interest - a royalty |
based on the profit remaining
after recapture of certain
operating, capital, and other -
costs as determined by agreement.

Net smelter return -aroyalty

- based on the actual gold sale

price received, less the cost of

‘refining and transportation.

Ore - material that can

be economically mined ,
and processed.

Ounce-- troy ounce, which is
equivalent to 31.103 grams.

Oxide ore - mineralized rock

* in which some of the original

minerals have been oxidized,

_ making the ore more porous

and permitting a more
complete permeation of
cyanide solutions so that
minute particles of gold in
the interior of the minerals
are more readily dissolved.

Pregnant pond - pond
‘containing cyanide solution .
impregnated with gold and
silver which has percolated

-through the ore on the pad.

Recovery rate - percentage of -
the valuable material recovered -

" in the processing of ore.

Refractory material -
mineralization which

cannot be recovered using

conventional means.
Reserves:

Proven reserves - reserves
for which (a) a quantity is
computed from dimensions
revealed in outcrops, trenches,
" workings, or drill holes; grade
and/or.quality are.computed
from the results of detailed
sampling and . (b) the sites for
inspection, sampling, and
measurement are spaced so, -
closely and the geologic
character is so well defined
that size, shape, depth, and
mineral content of reserves
are well-established. The =
Company’s proven reserves
are within a mine plan,
operating plan, and
approved mine permit.

PEGASUS GOLD «

. Probable reserves - reserves
for which quantity and grade
and/or quality are computed
from information similar to
that used for proven reserves,
but the sites for inspection,
sampling, and measurement
are farther apart or otherwise

. less adequately spaced. The
degree of assurance, although
lower than that for proven .
reserves, is high enoughto -
assume continuity between
points of observation. The
Company’s probable reserves
may not be within a mine
plan, operating plan, and
approved mine permit, but
there should be no significant
uncertainty concerning the
issuance of these permits or
resolution of any legalor
technical issues. =

Mineralized material - a
mineralized body which has
‘been physically delineated by
drilling, underground work,
surface trenching, etc., and
found to contain a sufficient
amount of mineralized -
material with an average
grade of metal or metals to
warrant further exploration
expenditures. The Company’s
reported mineralized material
must be definedbya
conceptual mine plan and
have established geologic
continuity but does not
qualify as a commercially
- minable ore body until final "

legal, technical, and economic
factors have been resolved.

Run-of-mine - unprocessed

* ore which is hauled directly to’

the'heap leach pads without
being crushed.

Stripping (or strip) ratio - the

tonnage of waste material

" removed to allow the mining

of one ton of ore in an open pit.
Sulfide ore - mineralization -
contained in the form of

a sulfide. e

Tailings - material removed from
amilling circuit after separation..
of the valuable minerals.

Ton (short ton) - 2,000 pounds,v
which is the equivalent

" 0f 0.907 metric tonnes.
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LCn'mmun Share Information

Mafket'Fdr The Company’s Common .
Shares and Related Shareholder Matters
Common Share Prices — The common

 shares of Pegasus Gold Inc. are listed on

the American, Toronto, and Montreal Stock
Exchanges under the symbol “PGU”. The

American Stock Exchange and the Toronto

Stock Exchange are the principal markets
in the United States and Canada, respectively,
on which the shares are traded.

The accompanying tables show the

high and low prices and the volume traded

of the Company’s common shares on the
American and Toronto exchanges.

‘The closing price of Pegasus' common -
shares on December 31, 1994, on the ¢
American Stock Exchange was US$11.38"

and on the Toronto Stock Exchange was.
Cdn$16.13. :

Common Share Data

American Stock Exchdnge (US$) :
Close

Volume -

Us$ .

The Company does not have a formal
dividend policy. Dividends are paid when,
in the judgment of the Board of Directors,

~ funds surplus to the Company’s needs are

available for distribution to the sharéholders;

Period : High Low

1994 A , i
_First quarter 24.75 -~ 18.00° © 20.00 ' 13,975,600
Second quarter ~ 19.75 = 1538  16.00 10,672,500

_ Thirdquarter = 17.75 13.50 16,50 12,508,500 -
Fourth quarter © 16:63  10.63 - '11.38 12,199,700

1993 iie el :

First quarter 1763 1263 16.78 7,339,700
Second quarter 24.63 16.13 23.50 18,735,500
Third quarter =~ 2813 17.75 1825 19,870,900
Fourth quarter  23.25 18.00 22.00 11,800,300

Toronto Stock Exchange (Cdn$)

Period High  Low Close Volume

1994 Bt : :

First quarter 32.75 - .24.38 - 27.75 ;3,798,620
Second quarter  27.00 21.13  22.00 = 2,239,250
Third quarter 2425 1863 2225 2,604,995
Fourth quarter ~ 2238 14.75. "16.13 2,084,190

1993 ROy :

- Firstquarter. . = 21.75 16.25.-21.25 2,610,176
Second quarter © 31.38  20.25 30.00 5,652,619
Third quarter 36,00~ 23.50- 24.63 ' 7,369,555

- Fourth quarter =~ 30.75 © 24.13 -29.00 3,656,240

Dividends ST ,

Period 1994 1963 1992 - 1991 1990

‘Dividends : -
pershare : s .

: G10. - =010 - 0d0".

010



PaulH Atkmson
" Vancouver, Bmlsh Columbla

" Douglas R. Cook
‘ Reno, Nevada

" Peter R.Kntney‘ e
"' Calgary, Alberta

‘Werner G. Nennecker
" Spokane, Wash’ington'_ ?

. -Lindsay D. Norman
i _Butte Montana -

“Daniel U. Pekarsky

‘Vancouver, British Columbia’

'Ant}iony], Petr_ina. i
Vancouver, British Columbia
' Fred-C. Schulte
Chicago, Illinois
" L.Jack Smith :
" Chairman of the Board *
**. Vancouver, British Columbia

: U'f.fiAc"e Is :

“Werner G. Nennecker

President &

"Ch1ef Execunve Offlcer

= Pl’nlhpsS Baker Jr.

Vice President, Finance

& C}nef Emancml OfflCEI‘- _‘

i ‘ StevenW Bannmg .-

Vice Presiderit, -
Operations

: 'Terry D. Bauér’

Vice President,

. Environmerital and-
Governmental Affan's

Eric E Kmneberg

Treasurer’ -

: Eric B. Ovlen
. Vice President,
.. Human Resources-

" AllanM.Park -
_Vice President,
" Exploration
. Michelle G. Viau:
. Controller- °

- ﬁxecutr\m Headqua’“"sj

601 West Flrst Avenue

S Shite 15005 ol
* Spokane, WA 99204
; 509 624 4653

l t__‘l—ansfef Agent and Remstrar ]

“Montreal Trust’ Company
. ofCanada - - AT
StockandBondTransferServxces N

4th Floor §
510 Burrard Street

Vancouyer, British Columbla

V6C 3B9

" 604-661-0218

W—Transfer Agems

! TranSecurities IntemanonaL Inc; -
* N.2510:Pines ity e

Suite 202

. Spokane, WA 992064

509-927- 1255

" Mellon Secuntles Trust: Company

Stock Transfer Department
PO.Box 469

Washmgton Bridge Stanon :

New York,NY 10033 .

'~ 800-526-0801 -

'_ [ﬁaéuriﬁes— Listinéilr :

‘Common Shares .

.,

" American Stock Exchange PGU
Toronto Stock Exchange PGU
: Montreal Exehange PGU

Options on Common Shares _,
Chicago Board Options Exchange e
, Montreal Exchange ' e

- .Go'ope.rs & Lybrand :
- Vancouver, British Columbia . .

| Solicitors | -
-_‘ ”.v o Lawson Lundell

. Lawson & Meclntosh
e Vancouver Brmsh Columbla

. _For further.information and. 4
., .acopy of the Companys 10K
 contaet:

e e JohnW.Pearson s
¢ ; ik RSO At . Lo Stk b i, Director, Investor Relations
' 1 ; i ; -+ 601 West First Avenue
Su1te1500 i
Spokane WA 99204
© 509-624-4653
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