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LEGEND OF LOGO

Historians disagree on the origin of the name “Pend Oreille”, but
translated from the French, it means “ear pendant”. Fur traders of the
Northwest Company, about 1809, gave the name Pend Oreille (pro-
nounced Ponderay) to the Indians in the area as well as to a large lake
in northern Idaho and to the river that runs through our properties.
Some historians claim that the name originated because of the shape
of the lake; others claim it originated from the characteristic ornamen-
tation worn by the Indian inhabitants. Historians, to our knowledge,
have never been able to settle this controversy.



FORTY-THIRD
ANNUAL REPORT
of the directors of

PEND OREILLE MINES & METALS COMPANY

for the year ended
DECEMBER 31, 1972

ANNUAL MEETING

The annual meeting of Shareholders will be held at Room 1218, Old National
Bank Bldg., Spokane, Washington on Wednesday, May 2, 1973 at 2:00 P.M.

Notice of the meeting and proxy statement, proxy and return envelope are
enclosed with this report.




CONTENTS

PEND OREILLE MINES & METALS COMPANY

Officersiand DIreGtors . - o o o 0e0e 5 i L fe re f o i oan s, g w00 e 5 s 1 4 5 ent 0 e ot s e e R S 3
Lettor toithe Shar6hOlderst | . . oo iiu sl o viiis o olh ws isis = o e s e o i v o s o i sl o o) v e R 4
Consolidated Balance Sheet. . - s . 2 oic o oies s o st o &omin o 55 s e 5 5ea e e e b e ale R i
Consolidated Statement of Operations & Deficit . « « o o v v cvm vio 2t v o wie ww s wie e o= e me o R RS T 8
Consolidated Statement of Changes in Financial Position .. ... ... ... ... .. ... ... ..., 9
Notes to Consalidated Financial Statemienits = = « -« sl s = slmsials o 5 sl8ais 5 o i Sls 5 6 = alh 5 6 = e ooy 10
AUAIOIE] ROBOEE - sva o k) i e o L el PR O il S S Y 12
PEND OREILLE OIL & GAS COMPANY
Officersiand DIectors . o e a8 et ot SRk oo i e e e e e el s = st 13
Balance Sheetd 1. Luhy o g il Mok o o0 pallor St Lol D I B o ol N N T S o b oo o 14
Statement of Changes in'Financial POSILION. . . v s v o s s s o s s solls o 50 o6 5 oie a5 sle & 3055 s 15 o 50 0 oide o e 15
AUAIHOIS "REPOTE: L i i % e 06 asymiohin % oifeg o1 i oy SRE s o, o5 £ oS et PPN Uy 7ty el s SO 58 Menleald 15
Notes 10/ Bar il S tatem et g v o «fs o w2 it b s R e e e e R et ol L e e ER 16
REEVES MacDONALD MINES LIMITED
Officers and DITECLOTSE, Yoo s Mis s = 5 5 5w 200 06 i e e v Sita) o s 5 ea) o i 0ot e B 5 SRR s ol s oot SO 17
0 BTG 100 (3 S e e e B B o Il e e o S e LA SRR R e B e, 18
Operating T sl G e e el L st e St R S 19
Balance SHeet . : e sl5n @ o v imiein, ole e 5hd 0 s e e e e e et e e Lt o e s den o e pabSes 20
Statement of Income/&MEICIl < = = ¢ < 5550 5l & o slw aim wism 5w a0 555 o das st el ] e s e et R e 21
Statement of Source and Application of Funds. . . . . . . . .t it it it e e e e e 22
Notes: 10 ' Fiianciall STAtEMETHIS, o ti. - b a5 o il 5 o el ke s Bt e - 23
AUHTOTS! REPOTE 15 o o celyimeas st o & o e o SR TR RS B e R R T e I S S e 23



PEND OREILLE MINES & METALS COMPANY

Incorporated under the laws of the State of Washington, April, 1929
Capitalization — 3,000,000 shares of a par value of $1.00 each ($3,000,000)
of which 2,564,848 shares were outstanding at December 31, 1972.
MAIN OFFICE, 923 Old National Bank Building, Spokane, Washington

Mine Office Metaline Falls, Washington

Directors
ROBERT H. AL E DRI . &« o v o o s sie o o s oa wiie ae 6 o 5 wie a6 & oo i s o s & & a8 & & o & 50 Houston, Texas |
ROBE R B B B e ok e #1051 s e st ol s e e s et ) sl i i e e b atie oo 2 i s b e e Kellogg, Idaho
WRAY D B A N R e o« v o ie oo o e moos e w35 i ai b md e tae ose v o e o ¥ o gl e et ot e Spokane, Washington
R R MeN A e e N e e . ok e i o % i v v 4w W 6 6 e s s e o8 S s 8 e s e e e s s e e Victoria, B.C.
M M I R L L v & i w05 58 2515 & 50 56 ALt 5 B % 5 5 5k e A sl " o el 5] st Houston, Texas
E. G. WOO DN IS LI Tor & s o' o o s e o 3 fa a8 R e s e e e ol s B Sk SRS ol s Houston, Texas

Executive Committee
WRAY D. FARMIN, Chairman

F. G. WOODRUFF

Officers
FiG. WOOPRUERE Presidelt' : & il i s vsle s dranen bl o bt s s T i s e Houston, Texas
WMSMNEWOILERice President: o 000, o B i S ot o s e i e S R e e e Houston, Texas
L, M. KINNEY Vice President MININE | + < : 5 5 05 sl ot e ot 5 0 s 5s o slin 610 5 5 5% 0 6 % stora Metaline Falls, Washington
D. D/WILSON Secretary and Treasulel . . . ..o oo v diiai oo oo o oie os mie e o s e sl 'e o omim b Spokane, Washington
J. L. NEFF, Assistant Secretary and Assistant Treasurer . . . . . . v c v o s o o 50 6 o5 5 65 s 5 515 4 o Spokane, Washington
Transfer Agent & Registrar
First.City:NationaliBank oF HOUSION: .5 vvc o amiil s o s 0% 40 ied mratoie & 050 el SUaEals e et ol 1el oils Houston, Texas



PEND OREILLE MINES & METALS COMPANY

Spokane, Washington
April 3, 1973

TO OUR SHAREHOLDERS:

We submit herewith the Annual Report for the year ended December 31, 1972, which includes the balance sheet,
statement of operations and deficit, statement of changes in financial position and audit report by LeMaster & Daniels, Certified
Public Accountants. The operations of the Company and its wholly owned subsidiary, Pend Oreille Oil & Gas Company are
reported on a consolidated basis and the operations of Reeves MacDonald Mines Ltd., a 60.33% owned subsidiary, are being
reported by the equity method. Individual reports for each subsidiary are also included.

PEND OREILLE MINES & METALS COMPANY

Operations — 217,383 tons of ore were mined and milled during 1972. To date, 13,487,844 tons of ore have been
extracted from the property. 1972 production includes 21,443 tons from the Yellowhead orebody on the west side of the Pend
Oreille River. This operation was conducted primarily to obtain information for evaluating the potential of the Yellowhead
formation that is being explored and developed in the East Side Mine. The ore extracted provided a needed supplement to the
production from areas presently being mined on the East Side.

Development & Exploration — Aside from normal stope development, the effort to develop new ore reserves was
concentrated primarily in two areas — the Lower Dolomite area and the East Side Yellowhead formation.

A decline to the Lower Dolomite area intersected commercial value ore late in the second quarter and this area
contributed substantially to production during the last half of 1972.

Diamond drilling from present workings on the 1700 level indicated the presence of a mineralized formation lying
approximately 800 feet below. Core samples have the same characteristics of the West Side Yellowhead orebody. A 3,300 foot
development decline to this area was begun in July of 1972 and is scheduled to reach the target area by mid-1973. Production
costs for 1972 include about $250,000 for this program.

Labor — Development and production schedules for the year were somewhat hampered by the shortage of available and
qualified manpower.

In a NLRB supervised election held on Jan. 24, 1973, Pend Oreille employees voted to retain the Northwest Metal Workers
Union as their bargaining agent. Subsequent negotiations produced a three year contract on February 27, 1973, granting wages
and fringe increases of 78¢ per hour over the three year period.

Metal prices — Comparative “Metals Week’’ average metal prices for 1972 and 1971 are as follows:

1972 1971
Silver (0z.) $1.68 $1.55
Lead (Ib.) 151 138
Zinc (Ib.) 177 161
Cadmium (Ib.) 2.56 1.97

Current prices (March 23) are: Silver 2.26, Lead .160, Zinc .206 and Cadmium 3.75. If the market can sustain present
strength in metal prices, the Company could benefit substantially from increased revenue in 1973.



PEND OREILLE MINES & METALS COMPANY

COMPARATIVE OPERATING HI-LITES

1971
Tons Ove MillodSSNININNINEL M w | . oo v snnd sl e S0 5 0 € alade b wgeis s COIOR 252,492
PoundsLead insCORBERERIBEN o . . 0. o oo s v e sn e e e ey e R ,266,094 10,508,574
Rounds Zinc inCONEERITBIERMIIN L o 1 i o vl ow s congs 8 0 m wsdel o il 13,398,95: 11,734,257
Pounds Cadmium in Concentrate : 48,880
Receipts from Concentrate Sales $1,762,126
Other Income TTOMMUINEERIONRIIEG. B0 oo o o o s lads boala 50 s iugd by atsrerames o e 84,241 $ 122,114
Logs Bonr O ot UNEIIIIRIERG L1 .oy s o 5o 9 & s e e ek e 724,159 $ 475,265
1972 e 1971

Detail of Operating Costs Amount P[!’Qn Amount P/Ton
Developieu SR 1 . . . o s e s s e e s ae E s $ 558,296 $2.569 $§ 490912 $1.944
Minin RN = . . . .. . i s e e e b & 6 RS A 771,812 3.550 747,095 2.959
VL o Lt~ 4 b i % o L e o e e T and S0 304,672 1.401 344 436 1.364
Other DirectOperatitg Costs . . . ... v« o v s v o 0 0o o v wa s s o as 296,535 1.364 258,653 1.024
AdminiStEafiverSeGeneral . . . .« « o o v o0 o w o 5 6w e 0w nm e s we s 61,633 284 69,843 277
Taxes, OINERIBADMICOTIG. « < « + = .5 « 4. 55 5% 5 2 0w ar s 5) & ianan's & 131,971 .607 151,291 .599
SO L o R R I S T T 2,124919 9.775 2,062,230 8.167
DepreciationWEMIIEDIEHON. . . . . i bo v v o s e s hs e e e 6 el sl s . 286,330 1,317 297,275 1.178
D A e v« % o 5 ve b a5 o i e 5w e e s $2,411,249 $11.092 $2,359,505  $9.345

The preceding statistics are for Pend Oreille Mine operations only and before provisions for Federal Income Tax or
credits.

PEND OREILLE OIL & GAS COMPANY

The Company announced at its annual meeting of shareholders on May 3, 1972, the formation of this wholly owned
subsidiary for the purpose of participating in oil and gas exploration activities in the State of Louisiana and the Republic of
Ecuador.

A 55% interest in a lease block of approximately 2,200 acres in the Melodia District of Lafourche Parish, Louisiana was
purchased by the Company for the cost of drilling an exploration well, named Edna Ledet No. 1, to a depth of 16,300 feet. The
well was completed in the Robulus 43 sand in mid-October. Absolute open flow potential of the well was calculated at 158
million cubic feet of gas per day plus 88 barrels of condensate per million cubic feet. Initial production is anticipated to average
8 to 10 million cubic feet of gas per day. A second well in the same lease block, the Paul Zeringue No. 1, is now in progress.
Electric logs and side wall core samples have indicated two potentially productive zones in the Robulus 43 sand and the Plater
A-1 sand. Drilling will continue to a depth of 16,300’ before implementing a program to complete the well. A third well, the St.
Charles Catholic Church et al No. 1, was spudded March 10, 1973 as a west offset to the Paul Zeringue No. 1 well.

A 20% interest in another lease block of 1230 acres was acquired by participation in drilling an offset well to Bradco Oil &
Gas Company’s No. 2 Libby Blouin productive well. This well, the Euel Zeringue No. 1, was completed and tested in January,
1973. Tests were disappointing and the well will probably be abandoned. 76,712 shares of Pend Oreille Mines & Metals
Company stock were issued to acquire the 20% interest in this property.

The Company, in mid-1972, acquired a 25% undivided interest in two concessions for petroleum exploration and
exploitation in Ecuador from Bradco Pacific Oil Company, in exchange for 100,000 shares of Pend Oreille Mines & Metals
Company stock. The agreement includes an option to acquire an additional 25% for an additional 150,000 shares of Pend Oreille
Mines & Metals Company stock and a provision for paying drilling costs by the issuance of from 100,000 to 125,000 shares of
Pend Oreille Mines & Metals stock. Bradco Pacific Oil Company has not advised the Company of any immediate plans for
drilling. Recent laws and regulations imposed by the government of Ecuador may result in the abandonment or cancellation of
these concessions.



PEND OREILLE MINES & METALS COMPANY

REEVES MACDONALD MINES LIMITED

The complete annual report to shareholders of Reeves MacDonald Mines Limited, 60.33% owned, is reprinted as a separate
section of this report. Pend Oreille’s share of Reeves MacDonald operations is reported on an equity basis in the Pend Oreille
audited statements. In 1971, Pend Oreille’s share of Reeves MacDonald losses exceeded the book value of Pend Oreille’s
investment in Reeves which resulted in reducing the investment to zero on an equity basis. Reeves MacDonald recorded
additional losses in 1972 of $187,343. Reference is made to the auditors note No. 1 (to Pend Oreille statements) for explanation
of how these losses will affect future financial reporting of Pend Oreille’s equity in Reeves MacDonald.

A $300,000 “Reserve for Decline in Value” was established at year end by Pend Oreille to reflect the possibility that
Reeves MacDonald may not be able to repay the full $850,000 in notes due Pend Oreille. These notes became due September
30, 1972 and are now payable on demand.

GENERAL

We report with regret the death, on October 20, 1972, of W. W. Witherspoon, who served as an officer and director of the
Company since 1958. His expertise in corporate management was of great benefit to the Company.

Wray D. Farmin, director of the Company since 1949 and President from 1967 to 1971, has requested retirement from the
Board of Directors at the annual shareholders meeting. Mr. Farmin’s request is being accepted with reluctance and
acknowledgement is given to his long and faithful service to the Company.

Respectfully,

F. G. WOODRUFF
President



PEND OREILLE MINES & METALS COMPANY

Consolidated Balance Sheet
ASSETS

CURRENT ASSETS:

Cash and interest bearing deposits ... ............. ... ... . . ...
Commercial paper and U. S. Treasury obligations, at cost which approximates market.
Due from SalelGIBOROBTIIBITNS. .. . . ... . . .« o sv v v o asiosinmsesosansssosos
Other acCOUBERESEEMEIIMIIINIPIEL - . | . . . . o svnr v s sisnse o 8 e e s e
Operating SUPPIBSRETORHIING. | . . o o o« e s s E e e r e e e e s
P paith R DI B I L . . . . o e s e b s et e eee e e e s e
Refundable Federal income tax . ... ............ ... iuiiueennennn..

TotARCITERIMEBIOEREN. | | . . ., oo s o w s H 6 s s e W S swe e e § ek e

INVESTMENTS (note 1):
Investments in and advances to Reeves MacDonald Mines Limited, a Canadian subsidiary
Shares of other mining companies (nominalvalue) . . . ......................

PROPERTIES, PLANT AND EQUIPMENT—at cost (note 1):
Oillantdigas PraPBEBIEST S0 0l ow it o b 5 o st e o 8 91 Stk s (s 6 '8 w650 w4 8, 41 i
Mineral properties, plant and equipment less accumulated provision for
depreciation and depletion: 1972, $6,586,517; 1971, $6,485,565 ...........

OTHERAASSETR 8 SRR et v sl 6= bo Sinenitis o @b sh I Sty s s e 1oy Sps) s 105 8 40 94605

CURRENT LIABILITIES:

Notesipayable toBaIRIMOIE D) 51, - wvv o .m0 oo wioints: o o5 oo 750 RS 5 o101 ol s
ACCOUNES PAYADIE! * o o civ v e cuiin sy s e a e S e e b s e s e e 3
DO DRI e el 4 a5 s 6 5 w1 ) e Ay Bl ot o 6 o o i e Al g e e
e e s B e e R T
Advances on future production of concentrates . . . .. ........ ... ... ... ...,
Equipment contracts (including $33,587 due afteroneyear) .................

FotalicHTeny HabIHLIES . . . o« v o voininion s o araionn s v st s o sy s 0 e

COMMITMENTS AND CONTINGENT LIABILITIES (note 5)

STOCKHOLDERS’ EQUITY:

Common stock — 3,000,000 shares authorized; $1 par value; issued: 1972,
2,614,948 shares; 1971, 2,438,236 shares; held in treasury, 50,100 shares;
outstanding: 1972, 2,564,848 shares; 1971, 2,388,136 shares (note 6) ........

Capital s PSR G R T e o o Sir v cal gl oy 8 5 tatle el 4 o ek o e

L e i o e S S o R

See notes to financial statements.

Years Ended December 31
1972 1971 (Note 1)
$ 428,968 $ 724,860
- 452,735
— 134,027
201,376 23255
240,791 218,686
22,209 22,814
— 147,027
893,344 1,723,404
550,000 850,000
1 1
550,001 850,001
1,424,743 -
1,482,964 1,630,915
2,907,707 1,630,915
5,870 5,500
$4,356,922 $4,209,820
$ 650,000 $ -
122,295 144,335
27,177 26,111
51,801 71,779
259,401 —
72,087 —
1,182,761 242,225
2,564,848 2,388,136
3,053,689 2,895,151
(2,444,376) (1,315,692)
3,174,161 3,967,595
$4,356,922 $4,209,820



PEND OREILLE MINES & METALS COMPANY

Consolidated Statement of Operations and Deficit

OPERATING REVENUES:
SaleiciticonCentratess s PasEa e B of Kot d v P, oeiiCes s M el £ L
Deduct transportation charges and royalties . ...................... ...
I (o [ e s B B R R I Tl T e ST S R A

COST AND EXPENSES:
Costiol PEoAUCTIONNANEIIRG. L o ol 4 5 o o i« s i 0] s 8 o o A 51 o coan (s & 12 Alayossem
General and administrative expenses
Depreciation (note 1)
Depletion (note 1)

LOSS FROM OPERATIONS

OTHER INCOME:
TALCTEST « v o v o o ad oo it et e o 6 0 o7 a0 4 B 5 5 15, 8 ) v et R SRV
(6013 7] ARG S o R I S S o o et s bR S T e

LOSS BEFORE FEDERAL INCOME TAX CREDIT AND UNDERNOTED ITEMS

FEDERAL INCOME TAX CREDIT

LOSS BEFORE EQUITY IN LOSS OF UNCONSOLIDATED SUBSIDIARY,
REEVES MacDONALD MINES LIMITED AND EXTRAORDINARY ITEMS . . .. ...

EQUITY IN LOSS OF UNCONSOLIDATED SUBSIDIARY,
REEVES MacDONALD MINES EIMITED' . .c. .o caovnnss.osmnnsesta ot

EXTRAORDINARY TTEMS (NOte 7) - . .« vnna b o5 siassiosos nemenie e moey
S INEEJUESE. .. .« o o o i s e on B Iehs o w b o i-eire ol ie w00 a1 micotons i (epin ot i 6 e o R SRR
DEFICIT, BEGINNING OF YEAR. . . . v vvs s« oo ssisnmes s oonsses sassensse
DEFICIT, ENDIQE YEAR iU . o o 5o e e e o aspahe St S ook seronon sho Sha i tap e
NET LOSS PER SHARE OF COMMON STOCK (note 1):
LosSibefore exXtraotaNaTYE tCINIB . . o vivis v v o 5 25 6 ok o 5 o e s 5 5 ST o ek b e
B DT ATy T TS e i e s s wiiiatie o o) e i 8 o) s e o o e e

Ui o (LT = oo e LW S SR L PN Reer F g RN LB AP 4R b

See notes to financial statements.

Years Ended December 31
‘197{2,:\, ©1971 (Note 1)
$1,728,705 $1,911,671
125,856 149,545
1,602,849 1,762,126
" 1,931,315 1,841,097
193,604 221,133
264,509 271,930 °
21,821 25,345
2,411,249 2,359,505
808,400 597,379
63,627 99 406
20,614 22,708
84,241 122,114
724,159 475,265
s 162,127
724,159 313,138
L 143,783
724,159 456,921
404,525 858,771
1,128,684 1,315,692
1,315,692 -
$2,444,376 $1,315,692
304 19¢
164 36¢
464 55¢
————3 —_—



PEND OREILLE MINES & METALS COMPANY

Consolidated Statement of Changes in Financial Position

SOURCE OF FUNDS:
Issnance OfCOMMRBRERIOCK " . . . . . . . .o v onoinme oromoneossnoniosss
Payments on non-current receivables

APPLICATION OF FUNDS:
To operations:
I e b ooy o 6 0 o 1 o7 P e e ot i s 8 81 7 Bt 4
Items not requiring funds:
Equity in net income or loss of subsidiary
Depreciationiandidepletion . . . il e e s e E e e s e e s
Write-down of investment in subsidiary

Additions to properties, plant and equipment
Additions to other assets

Increase (decrease) in working capital . .. ........... ... ... ......

CHANGES IN ELEMENTS OF WORKING CAPITAL.:
Increase (decrease) in current assets:
(EEEI0 o i D G 0 7 R A e S e T
Commercial paper and U.S. Treasury obligations
Due from sale of concentrates
Other accounts receivable
Operating supplies
R EDHAICRTIEHRAE IS Worr,c b o o 5o o e ave, n e AT e oo oo o6 ot ot Dl v 1 10
Refundable federal income tax

..................................

Increase (decrease) in current liabilities:
INGIESEPAVABIBIEOIDANK - .« o v a e s s o s s e ssiae B s e e e s
ACCOUNISEPAN AN, rh T s 5 B e eLh 5 Wl s el SRee B B 51 A
Payroll payable
e DAy B B s E e 55 Al oo o ARF et s o T Tl e e e
Advances on sale of concentrates
Equipment contracts

Increase (decrease) in Working Capital . . .ooc bv s aid e o woiais wieh g .

WORKING CAPITAL (DEFICIT), END OF YEAR

See notes to financial statements.

Years Ended December 31
1972 1971 (Note 1)
$ 335250 $ _
300 200,300
335,550 200,300
1,128,684 1,315,692
- (143,783)
(286,330) (297,275)
(300,000) (858,771)
542,354 15,863
1,563,122 19,652
670 —
2,106,146 25515
$(1,770,596) $ 164,785
$ (295,892) $ 160,717
(452,735) (56,241)
(134,027) (24,669)
178,121 (13,834)
22,105 (38,919)
(605) (565)
(147,027) 132,031
(830,060) 158,520
650,000 -
(22,040) (519)
1,066 (4,263)
(19,978) (1,483)
259,401 —
72,087 —
940,536 (6,265)
$(1,770,596) $ 164,785
$ (289417 $1,481,179




PEND OREILLE MINES & METALS COMPANY

Notes to Consolidated Financial Statements
1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES: PRINCIPLES OF CONSOLIDATION:

The consolidated financial statements include, for 1972, the accounts of Pend Oreille Oil & Gas Company, a wholly-owned
subsidiary, organized in April of 1972, and the accounts of such subsidiary are included from that date. All intercompany
accounts and transactions have been eliminated.

The Company’s investment in a 60.33% owned Canadian subsidiary (Reeves MacDonald Mines Limited) is carried in the
financial statements at cost adjusted for the Company’s equity in accumulated losses since acquisition.

The Company’s investment in, on the equity method, and advances to the unconsolidated subsidiary were as follows:

Cost of 1,410,500 shares (estimated market value: 1972, $846,300

CEUET e i e S P I M S $639,065 $639,065

Equity in net 10ss SiNCe aCQUISILION . . . .. ...t vvviie e e e e e e (639,065) (639,065)

Advances to subsidiary—represented by unsecured interest bearing notes . ... .. 850,000
Provision for declineiin valuation ... .. ... cvoeo o il a e s —

850,000

L e e s Tt e Al e el s e e e o L g $850,000

The aggregate advances to this subsidiary of $850,000 at December 31, 1971, have been reduced by $300,000 to
$550,000 at December 31, 1972, based upon management’s estimated realization to the Company of these advances.

The Company’s equity in the net assets of Reeves MacDonald Mines Limited, excluding advances, was $717,046 and
$821,771 at December 31, 1972 and 1971, respectively.

The financial statements for the year 1971, presented herein for comparative purposes, reflect the accounts of the parent
company (Pend Oreille Mines & Metals Company) and include the operating results of Reeves MacDonald Mines Limited on the
equity basis.

INVENTORIES:
Inventories of supplies are stated at the lower of cost (first-in, first-out method) or market.

OIL AND GAS PROPERTIES:

The Company follows the accounting policy of capitalizing all exploration and development costs, including the cost of
non-productive drilling, surrendered acreage and delay rentals, relating to the development of its oil and gas reserves. Such
capitalized costs will be amortized on a composite pool basis, on the units-of-production method, over the estimated productive
life of its oil and gas properties.

In 1972, the Company, through specific performance of certain drilling operations under farmout agreements, earned a
55% and 20% working interest in leases covering approximately 2,200 and 1,200 acres, respectively, located in southern
Louisiana. Of the three wells drilled in 1972, one was successfully completed, tested and shut-in pending negotiation of a gas
contract; one was drilled and tested with inconclusive results; and the third well is presently being drilled and tested.

Drilling in 1972 resulted in proved net reserves applicable to the Company’s working interest of 10,725,000 MCF of gas
and 429,000 barrels of condensate, per a reserve study dated February 28, 1973, obtained from independent petroleum
consultants. At December 31, 1972, the total capitalized cost amounted to $1,424.743.

10



PEND OREILLE MINES & METALS COMPANY

Notes to Consolidated Financial Statements (continued)

MINERAL PROPERTIES, PLANT AND EQUIPMENT:
The Company’s producing mineral properties and related buildings and equipment are carried at cost. At December 31,
1972 and 1971, respectively, the cost and related provisions for accumulated depletion and depreciation were as follows:

1971
Provision Provision
for for
Depletion Depletion
and and
__ Cost Depreciation Cost Depreciation
Mining property, development and land .. .. $4,162,472 $2,870,018 $4,162,472 $2,713,050
Buildings, plant and equipment . ... ...... 3,907,009 3,716,499 3,954,008 3,772,515
$8,069,481 . $§6,586,517 $8,116,480 $6,485,565

The “units mined” method is used in computing depletion of producing mineral properties. Depreciation of buildings,
plant and equipment is provided for by using the straight-line method over the estimated remaining useful life of the assets.

LOSS PER SHARE:
The loss per share is based upon the weighted quarterly average number of shares outstanding in each year.

2 — NOTES PAYABLE TO BANK:

In December, 1972, the Company obtained a short-term $650,000 bank loan. The note is collateralized by 1,410,500
shares. of Reeves MacDonald Mines Limited stock owned by the Company together with the stock and guarantee of the
Company’s wholly-owned subsidiary, Pend Oreille Oil & Gas Company. Such guarantee prohibits any secured encumbrance by
the Subsidiary on any lease and leasehold interests until the note has been repaid.

3 — FEDERAL INCOME TAXES:

The Company anticipates that it will file, with its subsidiary, a consolidated Federal income tax return. At December 31,
1972, the Company has available, as a deduction from future income otherwise subject to income tax, aggregate carry-forward
losses of $875,000, of which $151,000 may be carried forward to years through 1976 and $724,000 to years through 1977:

4 — PENSION PLAN:

The Company (parent) has pension plans covering both hourly and salaried employees. Because of the availability of
actuarial gains, no charges to income for pension costs were required for 1972 and 1971. The unfunded past service costs for the
plans totaled $47,927 at December 31, 1972. The past service liability for the hourly and salaried plans is being amortized over a
period of 30 years and 15 years, respectively.

5 — COMMITMENTS AND CONTINGENT LIABILITIES:
The Company’s wholly-owned subsidiary has a commitment in connection with turnkey drilling contracts incomplete at

December 31, 1972, which total $574,000. In addition, negotiations are in process on an agreement for drilling of a fourth well,
the cost of which will approximate $530,000.

6 — CAPITAL STOCK AND CAPITAL SURPLUS:

The Company (parent) issued 176,712 shares of its common stock in payment for certain turnkey drilling and Ecuadorian
concession costs. The excess of the market value ($158,538) over the par value of the shares of stock issued was credited to and
increased capital surplus to $3,053,689 at December 31, 1972.
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PEND OREILLE MINES & METALS COMPANY

Notes to Consolidated Financial Statements (continued)

7 — EXTRAORDINARY ITEMS:

The 1972 extraordinary items consist of:

A $300,000 provision for decline in valuation (without Federal income tax effect) of .the Company’s investment
represented by a note receivable from Reeves MacDonald Mines Limited. This provision is based upon management’s estimated
realization to the Company of this investment (see note 1).

A write-off of $104,525 (without Federal income tax effect) incurred by the Company’s subsidiary, Pend Oreille Oil & Gas
Company, of Ecuadorian concession interests due to the continuing political uncertainties in that country.

The 1971 extraordinary items consist of:

During 1971, exploration work which was carried on by Reeves MacDonald Mines Limited failed to prove the presence of
ore zones which had previously been reported as indicated. Accordingly the directors of the subsidiary company determined
that provision in the amount of $1,600,000 be made to reduce the value assigned to mining properties to reflect its limited ore
reserve position. The charge against income for the Company’s equity in the extraordinary item was $858,771.

AUDITORS’ REPORT

To the Board of Directors and Stockholders of
Pend Oreille Mines & Metals Company

We have examined the consolidated balance sheet of Pend Oreille Mines & Metals Company as of December 31, 1972, and
the related consolidated statements of operations, deficit and changes in financial position for the year then ended. Our
examination was made in accordance with generally accepted auditing standards, and accordingly included such tests of the
accounting records and such other auditing procedures as we considered necessary in the circumstances. We did not examine the
financial statements of Pend Oreille Oil & Gas Company, a consolidated wholly-owned subsidiary, or Reeves MacDonald Mines
Limited, an unconsolidated Canadian subsidiary, which statements were examined by other independent accountants whose
reports thereon have been furnished to us. We made a similar examination for the year ended December 31, 1971.

In our opinion, based upon our examination and the reports of other accountants referred to above, the aforementioned
consolidated financial statements present fairly the financial position of Pend Oreille Mines & Metals Company and subsidiary at
December 31, 1972, and the results of their operations and changes in their financial position for the year then ended, in
conformity with generally accepted accounting principles applied on a consistent basis.

Spokane, Washington LeMASTER & DANIELS
March 19, 1973 Certified Public Accountants
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PEND OREILLE OIL & GAS COMPANY

Incorporated under the laws of the State of Delaware, April, 1972
Capitalization — 1,000 shares of a par value of $1.00 each ($1,000)
of which 1,000 shares were outstanding at December 31, 1972.
MAIN OFFICE, 923 Old National Bank Building, Spokane, Washington

Directors
ROBE R T o i R Bt = = o 5 5w e o o § T B amoates 5, o ooy i 30t o 6758 e ok s, o o e o0 8 Houston, Texas
RO B R L e ooyt e, o . e s ol 68 B0 e o o 8 e 08 et iy riome’ Sl wn: e 8 Kellogg, Idaho
AR B TE T e R e e e S et LRI T SR e Spokane, Washington
Vo DT TSRO DI e e e i S A e gl R M At Ot Victoria, B. C.
N VD e e s 5 i b o ot i o bt mibiie o T st o i e e B e e e B Kee B s s Houston, Texas
B G WO N Rl o o0, oo s e e T e afs A e e e e e Bt T e e Ly e 0w i W e 18 Houston, Texas
Officers
B GAWOEODRITERE PIESIENT - ¢ 5w o 5 v 5 7 5 swmis 60 n i o 31 51 5 Goisiyin o, 6@ 40 % e @ 56 a8 = ais Houston, Texas
WMIMOWOLE, NVAcePIesident < - o i o s v os s a5 5o e 5 oot o5 o st o o ta o T 51 SaT e o o 5 abee wt & Lot Houston, Texas
D. D. WILSON, Secretary and TICASUISE ~ & i v o w v e s v v Govih Soa e 0 5 m o 50 0w x-wn o v o e a e s Spokane, Washington
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PEND OREILLE OIL & GAS COMPANY

(A Wholly-Owned Subsidiary of
Pend Oreille Mines & Metals Company)

BALANCE SHEET — DECEMBER 31, 1972

(NCTE 1)
ASSETS
CURRENT ASSETS:
RN L o e aom e e O Sy e LN Ty ¥ e e s e e L e e A ol e e e $ 209,745
Account receivable from Bradeo Oil & Gas COMPANY .« s .« o s s v v o s o 6o os o s 56 as s s sialsemas 187,888
T L i e M et e e s e s S e D S 397,633
OIL AND GAS PROPERTIES; at COSE (INOLE 2) v o o s om0 s e aice e e o4 &e ot 55 o a4l oiioee! oo msis st ot o 1,424,743
OTHER ASBETS!. & 050605 raea sew S 8 wbons e oale R et & s i /0006 (505 el 3Aa (EAR s sy G e s el » 670
$1,823,046
LIABILITIES AND STOCKHOLDER’S INVESTMENT
CURRENT LIABILITIES:
oG e Ao oLt (e, R et P e i M R B P e 5 S e e U $ 5442
Non-interest bearing advances Trom PATEIIE . . . . v & iis o os wiiris i v 3 st ans & o ise 0 Sia Torishion kel Sy 85w al s 1,921,129
Total current HADIHEIBS . 5 755« s ari 55 5 55w o 5 o0 o e STo 6 R e e e e e e aled s e s e 3w 1,926,571
COMMITMENTS AND CONTINGENT LIABILITIES (Note 3)
STOCKHOLDER’S INVESTMENT:
Common Stock, $1.00 Par; authorized and outstanding 1,000 shares . ....................... 1,000
Retained earnings (deficit) — loss from operations for the period from inception
(April 24, 1972) to December 31, 1972, resulting from a write-off of Ecuadorian concession costs . . (104,525)
(103,525)
$1,823,046

The accompanying notes are an integral part of this statement.
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PEND OREILLE OIL & GAS COMPANY

(A Wholly-Owned Subsidiary of
Pend Oreille Mines & Metals Company)

STATEMENT OF CHANGES IN FINANCIAL POSITION
FOR THE PERIOD FROM INCEPTION (APRIL 24, 1972)
THROUGH DECEMBER 31, 1972

(NOTE 1)
SOURCE OF FUNDS:
Net: LossRiTOMEE G ERIsINEoter. S = oo St 0l o s b s o 55 RS e S siie e T ee e et e e $ (104,525)
ISSUAN IO B LR RE I e TR o = i o e oot o o 88t 3 e, S h e s e S e S e 1,000
Non-interestibeatingigavances fromParent . ... ... . it iiors c i i s e 1,921,129
$1,817,604
APPLICATION OF FUNDS:
Working capital, exclusive of non-interest bearing advances from Parent —
T s . Lo 6 ¥ ) 47l wositte by oLl o ot () 1 i & ot a1 s i oma ) Bl ar g, i et w0t s, wosl Wik $ 209,745
AR DURISIHBEEIVIDIL o o o c s v o5 s o siss 506 5% 4l sl /o 8 8 alei slaliots, o § e e S50 36! i (619 &) 91 3]« G s ol %) e 187,888
ACHOLITTE SPRYRBIC I, 1L L St e T e o an B 08 415 e s e H e k9 e A (5,442)
392,191
Additions to oil and gas properties —
Land andinineTAlipOPBIIIES " . . o = s « v ws 5 ales 5 = alalsrs s s sl Mhne 5 0% ) w06 e W e R e 202,513
InERaUBIEFARINAOICORIST o o s s o oo e s S S s 6 T ] b ST e o s B aar e e 1,079,153
p B i U (e o ) e S e Ll P o e R e S e RN i P 143,077
1,424,743
B s e e e o e G S e e Ly eI s 670
§1,81 7,694_1

The accompanying notes are an integral part of this statement.

AUDITORS’ REPORT

To the Stockholder and Board of Directors of
Pend Oreille Oil & Gas Company:

We have examined the balance sheet of Pend Oreille Oil & Gas Company (a Delaware corporation and a wholly-owned
subsidiary of Pend Oreille Mines & Metals Company), as of December 31, 1972, and the related statement of changes in financial
position for the period from inception (April 24, 1972) to December 31, 1972. Our examination was made in accordance with
generally accepted auditing standards, and accordingly included such tests of the accounting records and such other auditing
procedures as we considered necessary in the circumstances.

In our opinion, the accompanying balance sheet and the statement of changes in financial position present fairly the
financial position of Pend Oreille Oil & Gas Company, as of December 31, 1972, and changes in financial position for the period
from inception (April 24, 1972) to December 31, 1972, in conformity with generally accepted accounting principles.

Houston, Texas ARTHUR ANDERSEN & CO.
February 28, 1973
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PEND OREILLE OIL & GAS COMPANY

NOTES TO FINANCIAL STATEMENTS
December 31, 1972

1 — SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Organization — :

Pend Oreille Oil & Gas Company is' a wholly-owned subsidiary of Pend Oreille Mines & Metals Company and was organized
in April, 1972, primarily to participate with Bradco Oil & Gas Company in the exploration and development of oil and gas leases
located in southern Louisiana. Gulf Resources & Chemical Corporation, through one of its wholly-owned subsidiaries, owns 35%
of Pend Oreille Mines & Metals Company.

During the period from inception to December 31, 1972, the parent company advanced $1,921,129 to the Company,
which amount included $335,250 of assigned value of 176,712 shares of the parent company’s common stock, advanced to the
Company for its use in paying certain turnkey drilling and Ecuadorian concession costs. The Ecuadorian concession interests,
which were acquired for 100,000 shares of the parent company stock (assigned value of $100,000) and cash of $4,525, were
written off as of December 31, 1972, due to the continuing political uncertainties in that country.

Oil and Gas Properties —

The Company follows the accounting policy of capitalizing all exploration and development costs, including the cost of
non-productive drilling, surrendered acreage and delay rentals, relating to the development of its oil and gas reserves. Such
capitalized costs will be amortized on a composite pool basis, on the units-of-production method, over the estimated productive
life of its oil and gas properties.

General and Administrative Expenses —
All general and administrative expenses, incidental to the management of the Company, have been absorbed by the parent
company and Gulf Resources & Chemical Corporation.

Federal Income Taxes —
The Company anticipates that it will join with its parent in filing a consolidated Federal income tax return and will
compute its Federal income taxes on a separate return basis. Intangible drilling costs which have been capitalized for accounting
purposes as described in Note 1, will be deducted currently for income tax purposes.

2 — OIL AND GAS PROPERTIES

In 1972, the Company, through specific performance of certain drilling operations under farmout agreements, earned a
55% and 20% working interest in leases covering approximately 2,200 and 1,200 acres, respectively, located in southern
Louisiana. Of the three wells drilled in 1972, one was successfully completed, tested and shut-in pending negotiation of a gas
contract; one was drilled and tested with inconclusive results; and the third well is presently being drilled and tested.

Drilling in 1972 resulted in proved net reserves applicable to the Company’s working interest of 10,725,000 MCF of gas
and 429,000 barrels of condensate, per a reserve study dated February 28, 1973, obtained from independent petroleum
consultants. At December 31, 1972, the total capitalized cost amounted to $1,424,743.

3 — COMMITMENTS AND CONTINGENT LIABILITIES:

The Company’s commitment in connection with turnkey drilling contracts incomplete at December 31, 1972, totaled
$574,000. In addition, negotiations are in process on an agreement for drilling of a fourth well, the Company’s cost of which
will approximate $530,000.

In December 1972, the parent company obtained a short-term $650,000 loan from a bank, which has been fully
guaranteed by the Company. Such guarantee prohibits any secured encumbrance by the Company on any leases and leasehold
interests until the note has been repaid. The parent has pledged the stock of the Company as collateral under the loan
agreement.
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REEVES MacDONALD MINES LIMITED

Incorporated under the Laws of the Dominion of Canada
Authorized Capital: 3,000,000 Shares of $1.00 each

REGISTERED OFFICE
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REEVES MacDONALD MINES LIMITED

March 30, 1973
To our Shareholders:

Your directors submit herewith the Annual Report for the year ended December 31, 1972, which includes audited
financial statements compared with those for the year ended December 31, 1971.

Operations produced 180,188 tons of ore during the year as compared with 191,385 tons during 1971. Concentrates
produced yielded 1,810,154 Ibs. lead, 23,694,241 lbs. zinc, 280,588 lbs. cadmium and 284,971 ozs. silver. Total revenues for
concentrates produced amounted to $2,549,325, as compared with $2,589,094 for the year 1971.

Additional operating statistics for 1972, as compared with 1971, are included in the following pages of this report.

A drift to the west on the 1250 level of the Annex, which was started during the first part of the year, intersected a
mineralized zone of potentially commercial value. Development of this area was pursued during the latter part of the year
including track installation and installation of a required second exit to prepare for mining. Limited production of commercial
ore was achieved in December of 1972 and is continuing in 1973. The dimensions of this zone have not been established and
there are ro reliable ore reserve estimates available.

Drifting east in the 1000 level of the Annex, which was started in 1971, encountered mineralization approximately 2,200
feet east of the Annex shaft early in 1972. To further evaluate this zone a portion of the “Old Reeves’ workings and the 240
drift under the Pend Oreille River, previously abandoned, were rehabilitated. The 240 drift was driven under the river to explore
the East Annex mineralization at lower depths. Drifting and cross-cutting has intercepted scattered mineralization approximately
800 feet below the contact made on the 1000 East Annex drift. Lack of continuity in these interceptions has not allowed
management to make a qualified estimate of reserves in this area. A 600,000 tons “probable” reserve figure has been used as a
basis for computing depreciation and depletion and for projecting future operations.

Average metal prices for the years 1972 and 1971 are compared as follows. Prices are as quoted by “Metals Week™ and are
in U.S. dollars.

1972 1971
Lead (Ib.) $ 151 $ .138
Zinc (Ib.) {77 161
Silver (oz.) 1.68 1.55
Cadmium (Ib.) 2.56 1.97

Current prices (March 2) are: Lead $.160, Zinc $.193, Silver $2.48 and Cadmium $3.75.

It is necessary and prudent that shareholders be reminded that much of the uncertainty for continued operation of the
Reeves MacDonald property, as detailed in the annual report for the year ended December 31, 1971, still exists. Present strength
for higher metal prices is definitely a plus factor. However, the development of other factors — labor costs, pollution control
requirements, smelter charges, development of ore reserves, foreign exchange rates, etc. — will also affect the future of the
Company.

We report with regret the death, on October 20, 1972, of W. W. Witherspoon, who served as director of the Company since
1958. His expertise in corporate management was of great benefit to the Company.

Wray D. Farmin, director of the Company since 1949 and president from 1967 to 1971, has requested retirement from the
Board -of Directors at the annual shareholders’ meeting. Mr. Farmin’s request is being accepted with reluctance and
acknowledgement is given to his long and faithful service to the Company.

Respectfully,

F. G. WOODRUFF,
President
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REEVES MacDONALD MINES LIMITED

OPERATING COSTS

Tons Ore Milled ...........

Milling
Other Direct Costs

Property Taxes

MINE STATISTICS
Drifting — Feet
Raising — Feet
Man Shifts worked

Diamond & Long-hole exploratory drilling — Feet

(Expressed in Canadian Funds)

Administrative & General . .. ..

RNIRYESt o e s e e w4

OPERATING HI-LITES
FOR THE YEAR ENDED DECEMBER 31, 1972
(with comparative figures for 1971)

19

1972 1971
......................... 180,188 191,385
Amount P/Ton Amount P/Ton
......................... $1,684,689 §$ 9.34 $1,412,730 $ 7.38
......................... 244,510 1.36 277,706 1.45
......................... 324,025 - 1.80 380,559 1.99-
......................... 29,932 i1 7/ 30,340 16
......................... 35,657 .20 34,522 .18
......................... 42,733 24 61,092 32
......................... $2,361,546 $13.11 $2,196,949 $11.48
........................ 9,422 8,023
........................ 1,461 1,525
........................ 20,883 25,772
.............. 20,455 32,863



REEVES MacDONALD MINES LIMITED

(Incorporated under the laws of Canada)
BALANCE SHEET AT DECEMBER 31, 1972
(with comparative figures at December 31, 1971)
ASSETS
CURRENT ASSETS
Concentrate settlements oBESIANGING . . - =7 cioim = 5o shnionis b5 o815 aleiss s 5 5o oo

Stores and matetials, AR OOSE . . . o s ok o ic a4 e e
=g T g o TR R T T e R s e S

BUILDINGS; PLANT AND EQUIPMENT, at COSt . .. .eiswscassimmssasssaso
less accumulated depreciation (note 1) .............. ... ... ...,

MINING PROPERTIES,
at cost less realizations and depletion (Note 1) . .......................

DEFERRED CHARGES
Development and exploration expenditure less amortization (Note 1) . .........

LIABILITIES
CURRENT LIABILITIES

Accounts payable and accrued liabilities . . . ........... ... ... ... ....
INOteSipayablei (NOtE ) . e e r et a o e ® sin ot el T e s e st e e el

SHAREHOLDERS’ EQUITY

SHARE CAPITAL
Authorized — 3,000,000 shares of $1 each, issued and fully paid — 2,338,000 shares

CONTRIBUTED SURPLUS
Arising from conversion of no par value shares to par value sharesin 1938 . .......

DEBICIR Grnfiia. o )i B cilbtith s aiiielie s’ o st b o000 - I e 5 et e o o085

(Expressed in Canadian Funds)

20

1972

$ 377,216
12,059
145,938
118,116
20,706
674,035

4,268,772

3,238,952
1,029,820

292,622

303,488

$ 201,820
909,604
1,111,424

2,338,000

221,136

1,370,595
1,188,541

$2,299,965

1971

$ 235414
5,637
132,913
132,400
21,042
527,406

4,219,330
2,995,652

1,223,678

329,957

408,151

52,489,192

$ 203,704
909,604

el e

1,113,308

2,338,000

221,136

1,183,252
1,375,884

$2,489,192



REEVES MacDONALD MINES LIMITED

STATEMENT OF INCOME AND DEFICIT
YEAR ENDED DECEMBER 31, 1972
(with comparative figures for 1971)

OPERATING REVENUES:
Gross value of concentrates produced less smelter charges

1972 includes refund of foreign surcharge of $76,446 relating to 1971)

Less transportation charges

COSTS AND EXPENSES
Cost of production
General and administrative expense
Interest on long-term debt
Amortization (Note 1)
Depreciation (Note 1)
Depletion (Note 1)
Outside exploration

Gain realized on foreign exchange

Loss before income taxes and extraordinary item
Income tax recovery

Loss before extraordinary item — 8 cents per share; 1971 — 10 cents
Extraordinary item

LOSS FOR THE YEAR
8 cents per share; 1971 — 78 cents

DEFICIT AT END OF YEAR

(Expressed in Canadian Funds)

21

.........................

Deficit (retained earnings) at beginning of year . ............
Unclaimed dividends forfeited .........................

.............

1972

$2.731,222

181,896

2,549,326

2,237,289
71,261
42,671
101,163
243,300
37,335

T 3,650

. 187,343

187,343

187,343

187,343
1,183,252

1971

$2,825,652
236,558

2,589,094

2,062,551
73,306
61,092

204,075
462,923
63,249
3,011

2,930,207

341,113
12,090

329,023

93,000

236,023
1,600,000

1,836,023
(643,970)

8,801

51,183,252



REEVES MacDONALD MINES LIMITED

STATEMENT OF SOURCE AND APPLICATION OF FUNDS
YEAR ENDED DECEMBER 31, 1972
(with comparative figures for 1971)

1972 1971
SOURCE OF FUNDS:
Operations
Lossebefore e Xtra0tdinary Aot b bt .t s siwiaias e e s T $(187,343) $(236,023)
Items notinVelving et fUNAST & it s i he s it ah 2 e 0 & ara bt o
IDepIeciatiONRNINENNEIRTL | o o ettt S o ot ehsimibe A bt e by o W 243,300 462,923
AMOTHZATION ¢ 00 ol i ol 1w e alsia o7 silet She # %) aat el ekar sl 4 olewist e et o 101,163 204,075
DePIBLION | crt i Tt v SR (06 R R A ST 3 el Al s i o ot 37.335 63,249
Deferred incomeranest ke o e L o e e S — (93,000)
194,455 401,224
Recovery of development and exploration expenditures .................... 3,500 =
Unclaimed dividends forfeited ... ... cvo oo e e ie v duieavois o asoatoins e sute — 8,801
197,955 410,025
APPLICATION OF FUNDS
Expenditure on buildings, plant and equipment . . ...................... 49 442 60,354
Reduction of IongAGIMIAChE . . o v v 5o ms 55w & ole e v s oL ral e o s e o s s — 1,123,604
49,442 1,183,958
INCREASE (DECREASE) IN WORKING CAPITAL ..............¢cciuuenn.. 148,513 (773,933)
WORKING CAPITAL (DEFICIENCY) AT BEGINNING OF YEAR . . ............ (585,902) 188,031
WORKING CAPITAL (DEFICIENCY) AT ENDOF YEAR .................. $(437,389) $(585,902)

(Expressed in Canadian Funds)
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REEVES MacDONALD MINES LIMITED

NOTES TO FINANCIAL STATEMENTS
YEAR ENDED DECEMBER 31, 1972

1 — DEPRECIATION, DEPLETION AND AMORTIZATION
The Company’s policy is to provide for depreciation of buildings, plant and equipment, depletion of mining properties,
and amortization of deferred charges over the estimated life of the mining property.

2 — NOTES PAYABLE
The Company has current notes payable to Pend Oreille Mines and Metals Company (parent) of $909,604 ($850,000 U.S.)
currently bearing interest at 5%%. This amount includes an unrealized foreign exchange gain of $63,323.

3 — INCOME TAXES
The Company has applied for the income from the Annex Mine to be exempt for three years from August 1, 1970, under

the Income Tax Act.

4 — DIRECTORS’ AND OFFICERS’ REMUNERATION
The five directors of the Company received no remuneration for 1972. Of the five officers of the Company, one received

remuneration of $1,200 during 1972; two officers are also directors.

AUDITORS’ REPORT

To the Shareholders of
Reeves MacDonald Mines Limited

We have examined the balance sheet of Reeves MacDonald Mines Limited as at December 31, 1972, and the statements of
income and deficit and source and application of funds for the year then ended. Our examination included a general review of
the accounting procedures and such tests of accounting records and other supporting evidence as we considered necessary in the
circumstances.

In our opinion these financial statements present fairly the financial position of the company as at Decmeber 31, 1972, and
the results of its operations and the source and application of its funds for the year then ended, in accordance with generally
accepted accounting principles applied on a basis consistent with that of the preceding year.

Vancouver, B.C. Thorne, Gunn & Co.
January 29, 1973 Chartered Accountants
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