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PRESIDENT'S REPORT 

n behalf of the board of directors, I am pleased to present 
the tenth Annual Report of your Company together with 

- 0 the audited f i n a n  statements for the year ended Decem- 
ber 31,1986 and financial statements for the quarter ended March 
31,1987. 

Queenstake's corporate philosophy has been to concentrate its 
activities in precious metal (primarily gold) exploration and de- 
velopment in Western Canada and the United States. 

It has sumful ly  developed a cash flow base from placer gold 
operations in the Yukon and is now expanding into placer opera- 
tions in British Columbii. Utilizing its placer gold income, equity 
and joint venfure financing the Company has developed an im- 
pressive inventory of hardrodc gold and silver propties with the 
majority of these at an advanced exploration stage. 

Seven of the hardrodc projects are funded by joint venture 
partners while Queenstake is directly funding the exploration and 
development of the Gold King-Imperial Mine and the Dos Cabezas 
m e  

To continue exploration of its U.S. and Canadian proper!ies 
and to provide additional working capital, $1.85 million of new 
equity financing has been completed. &reements with joint ven- 
ture participants will provide additional funding for ddlmg and 
related exploration pmgrams. 

The Chichagof Gold Mines project will be funded through a 
new company, Sitka Gold Inc. 

Management has conducted a thorough review of the book 
value of Queenstake's resource properties and equipment and has 
written down the Company's investments where the economic 
value of the p r o m  has declined due to reductions of reserves or 

: abandonment due to poor exploration results. In addition to the 
write downs of m i n d  prop&ies, management has reduced the 
cost base of all of its oil properties due to low crude prices and has 
writtendowntwoof its~uk&drrdgesfoIwhichwekasyetnot 
found economic placer reserves. Since resource property caqing 
costs have not been increased on exploration success, this 1986 
write down has resulted in a significant loss for the year. However, 
this will allow future growth to be r&cted more accurately in 
increased earnings per share. 

The gold pxice has increased substantially over the 1986 level, 
and this will result in an improved cash flow from placer operations 
in 1987. The recent increase in the d m  price has added to the 
value of the reserves of our Quartz Hill and Gold King-Imperial 
pro*=. 

Queenstake looks foMmrd to an exating year of growth with 
eleven advanced exploration e. metals projects underway 
which will include drilling and development work on a wide spec- 
trum of propelties. 

The Board of Directors takes this -ty to thank the 
shareholders for their ongoing support and the Company's em- 
ployees for their continued efforts. 

Gordon C ---- "I, 
Widen 

Queenstake Resources Ltd. 

HIGHLIGHTS 

- Acquisition of the Dos Cabezas gold 
mine with developed and indicated 
economic gold reserves that can be 
placed into production in 1987. Stock- 
work gold bearing structures may be 
amenable to surface or underground 
bulk mining methods. 

- Drill program at Buckskin National 
Mine indicates 138,000 tons grading 
0.36 ounces per ton gold and 3.37 
ounces per ton silver. 
Additional reserve potential is excellent 
and drilling will continue in 1987. 

- Drill program at the Mar Gold property 
in the Yukon intersected three narmw 
but very high grade gold intercepts 
ranging from 1.30 ounces to 2.10 
ounces of gold per ton. 

- In 1987 nine hardrock pmperties will 
be drilled with seven of these projects 
being funded by joint venture partners. 
Queenstake will also carry out two ex- 
ploratory placer gold drilling programs. 

- In March, 1987 the Company com- 
pleted $1.85 million of new equity 
financing. 

The Executive Committee of Queenstake, 
(seated) Gordon C. Gutrath K), Wayne 
Lenton 0, (standing) Lauch E Fanis K), 
Donald D. Sharp 0. a 
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Yukon placer operation: 
Bulldozers push pay gravels to the sluice box 
where a 3,WO gallon per minute water flow 
washes the gravel  we^ a series of rifaes, trap- 
ping the heavy gold parlidea A loader removes 
and &cks the tailin- 

David Hembree, U.S. Exploration Ma ; 
sampling the walls of a stope in the Gold .-ul? 

Mine, I h m  Cabems project. 

FINANCIAL REVIEW AND OUTLOOK 

Q 
undue 

ueenstake has completed a two year program of farming out 
interests in selected hardrock precious metals properks to 
continue an active level of property exploration without the 
dilution of shareholders equity that would result if such 

programs were funded solely by share issues. The majority of 
Queenstake's projects are now funded by third parties while inter- 
nal funds are applied to property acquisition and programs that are 
expeaed to add si&cantly to resenrrs with near term production 
potential. 

The completion of $1.85 million of equity fhncing in March, 
1987 (including the $600,000 of flow through funding which will 
be applied to inaease Queenstale's Canadian placer gold reserves) 
has provided working capital for seasonal placer equipment fleet 
maintenance, fuel purchasg and site mobilization. Operating cash 
flow from placer mining will fund programs on the Gold King- 
Imperial and Dos Cabezas projects and should leave a cash surplus 
by year end. 

r'IVE YEAR FINANCIAL SUMMARY 
($000'~ except per share amounts) 

1986 1985 1984 1983 1982 
Balance Sheet: 

Total Assets 14,821 18,004 17,114 15,708 14,112 
Liabilities 2,245 2,314 2,058 1,531 1,072 
Shareholders 

ETitY 12,576 15,690 15,056 14,177 13,040 
EsuitY P 
common share $206 $3.05 $3.12 $3.16 $2.93 

Earnings: 
lk2venues 1,701 2,383 2,959 4,584 1,867 
Earnings (loss) (4,9l5) (776) (685) 1,012 115 
Earnings 00s) 

per share $(0.86) $(0.16) $(0.15) $0.23 $0.02 

Cash Flow: 
Working capital from 

operations (193 335 331 2,363 605 
Cash from operating 

activities (109) 449 521 2,178 708 
cash fromoperating 

aaivitiesper share $(0.02) $0.09 $0.11 $0.49 $0.16 



MINERAL RESERVES 

The Company is continuing ik strategy of reserve aequisi- 
.. 'T tions and extension of existing reserws through intensive 

exploration programs. &mves and swerves per share have 3 i n d  steadily as a d t  of this strategy. 
fI Based on net issued capital at December 31, 1986 of 6.1 million 
! ' shares, the Company's per share interest in drill indicated reserves 

of various commodities is as f0110ws: 
e 

6 
F Gold 

Silver 
T w ~  
Gyps- 

.04 oz/shate 

.32 oz/share 
.77 stu (15 lbs)/share 

1.1 tonnes/share 

MINERAL PROPERTIES: 

- DOS CABEZAS, ARIZONA 

TUNGSTEN 
MAR DEPOSIT 

4.8 million stu 
(96 million lbs) 

- - Queenstake has recently acquired a 100% leasehold intemt in 
; the Dos C a b  mine p r o w e s  (twenty contiguous patentedmin- 
i- ing claims (322 acres) and eleven unpatented lode claims) which 
. contain the principle foimer producing gold mines (Gold Prime, 
. , Gold Ridge and Dives) of the Dos Cabezas mine district of south- -- eastern Arizona. The Gold Prince.was reopeaed by Phelps Dodge 

Coprationand from 1984 toMarch of 1986 produced 14,238 tons 
of ore at 0.313 ounces per ton gold 

Exploration conducted by Phelps Dodge, inchding 9,006 feet 
- of diamond eore drilling in forty-two holes and sctensive, detailed 

production sampling, has defined about 45,000 tons of reserves 
grading in the order of 0.40 oz. per ton gold within the a m  of the 
rehabiritated mine workings. Sampling and production data sup 
plied by the oownas for areas undeveloped by Phelps Dodge indi- * 

i . cate additional ore potential to the west of the Phelps Dodge work These figures include minerrliution re- 
servecategdes.Exploitationofther0.-. .sis 

and in the upper levels of the mine. dependent on development of detailed mining 
In addition to the vein hasted ~eservg at the Dos Cabezas plmsandnwketpricesforthemmmodities. 

property, there are wide zones of dissemhted and veinlet hosted 
goldmineralization along the vein system which may provide bulk T 

' tonnage ore deposik. An M ore body of this type would be 
amenable to open-pit mining and cyanide leaching technology. The 
shear zone which contains this mineralization is over two miles 
long and from 100 to 500 feet wide. Several wide m e s  of consis- 

( tentgoldminerallza . tion were intercepted in the Phelps Dodge drill- 
confinnhthemtentialfbrthisoretzlruret. .wv L 4 

f!.."~. :;*, ; ,;; 2,>3i; : 
.. +a-* 2: - 
@:>> , - -  ,- % .*.;..: 

,?f@ 
Typical Chichagof ore shoot shyclwe is evident 

I '9 here in the Big Croppings vein, idding  five 
;';<t* $2 
?,..j? 
r - r  
r= - .%. ,,,.* ;.. '.*,..yy~,~L,q:~ :, ,>:.: :.:c::.- :, 
;: ,<;, ,.-** .;+ . ..,. rr,'.~::-,.g, -. ' ->t -.+*ryG&3i& $4~!);~+;~<$-i?,,>-; .L. .. . 3 e 
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Queenstake Resources Ltd. The Dos Cabezas mine pqerties contain both developed and 
exploratory ore potential of exdent grade and extent. There are a 
number of minerabed zones along the GoId Pxince vein system 
which may be quickly explored and developed using the m t l y  
rehabilitated mine workings with most services stiU intact. A sur- 
face and underground sampling and mapping program is planned 
fm early 1987, to be followed by surface and underground dia- 
mond drilling concentrating upon expanding known reserve and 
evaluation of the win stodcworks bulk tonnage potential. 

The Dos C a b  mine project is of paaicular importance tc 
the hhardrodc exploration program, since it not only has an on 
reserve partially developed for mining but also has excellent explo 
ration potential for both high grade vein hosted mineralization and 
bulk tonnage stockworks and dheminated gold depasits suitable 
for open pit or bulk tonnage underground mining methods. The 
mine is unique because it can be placed into production as a silica 
flux-gold mine within six months and at a very low capital cost 
compared with a typical hardrodc mine of s h i h  size. 

ARGUS GOLD PROPERTY, CALIFORNIA 

Queenstake has signed an agreement with Childs Interna 
find Inc., the American subsidiary of an Australian mining group 
headed by Banie Childs of Sydney, New South Wales in which 
Childs International can earn a 60% interest in Queenstake's Argus 
gold mines project near M e l d ,  Cali€- by spending $1 mil- 
lion U.S. in exploration, development and production capital on the 
Argus property by 1989. 

The Company has recently completed a review of the Daven- 
port and Arondo Mines on the Argus property. On the Davenport 
vein, the ddl indicated resems total 423,000 tons gradmg 0.053 
ounces of gold per ton. Potential tonnage in the Davenport (at a 
300-foot deep pit limit) is two million tons. 

The conceptual mine plan is for open-pit mining and heap- 
leaching (using carbon-in-column gold recovery from pregnant 
solutions\ - - - - - -. - 

subjr& to completion of certain agreements with landowners 
a 1987 drillinn program is planned for the Davenport property. 



GOLD KINGIMPERIAL, NEW MEXICO 

Queenstake holds a 50% interest in 22 patented and unpa- 
tented claims which indude the Gold Kingbyerial and Jim Cmw 
mines located in Grant County in southwest New Mexico and has 
the right to increase its inter& to 100% by making a payment of 
$300,000 U.S. 

Development and exploration drifting carried out by 
Queenstake at the Jim Crow workings has explored the vein system 
to a depth of 300 feet, and at the Impenal shaft tothe 200 foot level. 
Exploration at the Gold King-Impenal mine project since 1981 has 
delineated two shoots approximately 200 feet apart in the Imperial 
Mine and at least one shoot in the Jim Crow Mine, with potential 
reserves in excess of 180,000 tons at an average grade of 0.10 
ounces gold per ton and 3.5 ounces silver per ton. 

A three hole diamond drill progam canied out in late 1984 
expanded the reserve base and am6rmed the potential for very 
high grade "bonanza" type ore at a relatively shallow depth below 
the present Imperial Mine workings, and at the same elevation as 
the Jim Crow 300 level. The Imperial vein, cut in diamond drill hole 
84-3, contained a one foot section of sulfide vein which assayed 2.2 
ounces gold and 412 ounces silver per ton, with ten feet of vein 
averaging 0.269 ounces gold and 45.53 ounces silver per ton. A 
drilling program is planned for April of 1987 to expand on the 
known reserves both along strike and down dip from the previous 
drill intercepts. 

WESTMONT JOINT VENTURES: 

Queenstake is partiapating in two joint ventures with West- 
mont Mining Ine. (formerly Nicor Mineral Ventures) of Denver, 
Colorado, wherein Westmont has provided exploration program 
funding for acquisition of an interest in the pmperties. 

Mt. Hamilton, Nevada 

At Mount Hamilton, in eastern Nevada, the joint venture is 
continuing to evaluate a sediment-hosted bulk tonnage gold de- 
posit peripheral to a deeper porphyry-sk9m hosted tungsten-cop- 
per-molybdenum deposit. 

Westmont is pIanning to carry out a $250,000 U.S. exploration 
program on the properties in 1987. Queenstake has elected not to 
participate in this exploration progmm and, accordingly, expect to 
have our interest in the property converted to a 2%% net returns 
royalty. 

Eiverside Pass, California 

At Riverside Pass, Imperial County, California, Westmont is 
planning to carry out a program of reverse circulation drilling on 
geophysical targets d&ed in 1986 at this detachment-hosted dis- - - -  
seminated gold-target. Surface mapping and geophysical and geo- 
chemical surveys have defined an area of gold minerhtion con- 
troUed by low-angle detachment faulting which was confirmed by 
drilling in 1985. Westmont has proposed a $288,000 U.S. explora- 
tion program consisting of 35 reverse circulation drill holes and 
three diamond drill holes to evaluate four target areas on the claims 
block. Queenstake retains a 25% canied interest in this project. 

Thel987fktphase ofdriUing at the GoId King- 
Imperial Mine will test for extedcms of the 
high grade intercept in DDH 84-3 (see front 
-). 

Westmont's drilling at the Mt. Hamilton Mine 
property has indicated zones of sediment hos- 
ted bulk tonnage gold mineralization. - 
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veins 
mill tailings 

BigCmppingsvein,aquartzvehwhichap 
pears to be a typical Chichagof ore shoot 

-- L 
CHICHAGOF GOLD MINES, ALASKA 

Kilbom w e e r i n g  is presently conducting a valuation re- 
view of the Chichagof and Hirst Chiehapnf Mines, located a m -  
imately 50 miles nGrthwest of Sitka, &ka. The -go'Ij~oint 
venture (Queenstake ksources -37.5%, Fmenco - 32.5% andven- 
turesTridentVector Mining - 30%) intends to transfer all of its inter- 
est in the Chichagof and Hirst Chid~gof properties to a new com- 
pany, Sitka Gold Inc, for shares of that company and then plans to 
take Sitka Gold Inc. public. 

The Venture partners have spent $3 million on the pIoperty 
and developed fourteen gold targets. In the highgt priority target, 
the "Big Crappings" vein, gold minemikition was traced for 500 
feet along surface and drill holes inkwmledthe vein at 200 and 400 
feet under the surface. A 1930's production drift was extended to 
intercept the vein 600 feet below surface and exposed the vein for 
290 feet along strike with a vein width up to 5.0 feet. The grade, 
geometry, and statistical studies all indicak that this vein may be a 
typical high-grade Chichagof ore shoot. 

In 1986 the Venture acquued the adjacent HirstChichagof 
mine, the second primary target. Early workings were reopened 
giving a m  to the Kay vein, and a cscwscut was driven to allow the 
vein to be drilled. Historical data regadhg the Kay vein and the 
drill d t s  indicate that the vein geometry and grade suggest a 
typical Chichagof ore shoot. 

A $2 million budget is planned to continue the dedqment  of 
these veins and to drill one or more of themmining 12 targets. The 
planned exploration pmgrarn has the potential of demonstrating 
adequate reserves in the Kay and Big Croppings shoots to advance 
the pIoject to production feasibility by year-end. 

The schedule for the public financing of Sitka Gold Inc. would 
provide cash proceeds in July - August, 1987. Until that time hold- 
ing costs for the property are to be funded b a private share 
placement to raise $200,000. 

BOLERO JOINT VENTURES: 

Queenstake has funded exploration of four of its U.S. hardrock 
precious metals properties through a joint venture with Vancouve~ 
based Bolero Resources Inc. 

Quaaz Hill Property, Montana 

In January of 1987, Queenstake andBo1ero enteredinto a joint 
venture agreement to continue exploration of the Quartz W prop- 
erty consisting of 4,500 acres of patented and unpatented claims in 
Beaverhead County, southwestern Montana, whereby Bolero may 
earn 51% of Queenstake's optional 80% interest in the project by 
expending $350,000 U.S. in exploration on or befm December 31, 
1989 and may increase its interest to 60% by spending an addi- 
tional $100,000 U.S. prior to lkcember 31,1990. Exploration con- 
ducted by Queenstake has defined 102,225 tons of drill indicated 
andinferred geological reserves at an average grade of 12.22 ounces 
per ton of silver on three parallel vein systems in the northern part 
of the district. Ongoing exploration of the prom win consist of 
diamond driUing to extend the known ore blocks along strike and 
+wn dip, as well as deeper driUing to test replacement targets. 



Buckskin National Mine, Nevada 

The prhrmy property of interest in the joint venture is the 
Buckskin National Mine located twentymiles south of theNevada- 
Oregon border. The Bell Mine on the property produced 24,000 
ounces of gold and 300,000 ounces of silver from 34,000 tons of ore 
(0.705 ounces gold per ton, 8.82 ounces silver per ton) between 
1906 and 1941. Queenstake holds an option to earn a 60% interest 
in the property and Bolero can earn one-half of this interest by 
fundine e*oIoration of the muertv. r ,  & &loration drillini program consisting of eight diamond 
core holes was completed in 1986, substantiating the reserve esti- 
mates of ASARCO.-Additional resenns were l&tedin the south- 
em portion of the Bell mine. Total drill indicated and i n f d  geo- 
logical- for the mine now stand at 138,351 tons at an aver- 
age grade of 0.363 ounces per ton gold and 3.37 ounces per ton 
silver. - 

Additional diamond drilling is planned in 1987 to huther de- 
fine the grade and tonnage of reserves along strike of the Bell vein - 
system, 60th in the area 6f the known and to the north. 

O'CONNOR RIVER GYPSUM PROPERTY, 
BRITISH COLUMBIA 

Queenstake Resources Ltd. 

Bolero Joint Venture 
Property Locations 

h \-vancouver (Head 6tflcel 

Queenstake holds a participating 50% interest in this north- 
1 westB.C. deposit. Following the 1986 drillingprograminwhichthe 

tomlitge and grade of the East Zone of the Wonnor R i m  gypsum 
deposit was established a market study was commenced, with gov- 
ernment assistance, and a gypsum hqmta t ion  study is planned 
for 1987. 
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Hydraulic ground sluicing uses high pressure 
water jets for a low cost removal of thawed 
organic cover from the pay gravels. 

A Queenstake 350 ton bucketline dredge in op- 
eration at Clear Creek, Yukon 

Placer gold nuggets, as recovered from the 
sluice box, command a premium price in sales 
to amunercial jewellry factories. 

PLACER GOLD OPERATIONS/EXPLORATION 

A full season of B.C. and Yukon placer mining and exploration 
programs are planned. Queenstake is continuing its evaluation of 
B.C. and Yukon placer operations to expand its reserves and pro- 
duction rate. 

Clear Creek, Yulcon 

From 1981 to 1986 the bucketline dredge operation on Clear 
Creek has processed 1,207,046 cubic yards of gravel recovering 
11,900 ounces of gold In 1986 the dredge processed 199,500 cubic 
yards recovering 1,136 ounces of gold. The volume and grade to be 
mined in 1987 are expected to be very similar to 1986. 

The dredge is expected to start mining on June 15 and continue 
until October 15, 1987 processing 204,000 cubic yards. Careful 
attention will be given to digging the deeper portion of the gravels 
and to minimize dilution by panning samples from the bucket line 
on a regular daily shift basis. Limited stripping will be done in 1987 
since the ground is already prepared for mining resulting in some- 
what lower operating costs than in 1986. 

The dredge is in its eighth year of continuous operation. The 
final 200,000 cubic yards of dredgeable reserves will allow the op- 
eration to continue through the 1988 mining season. 

Maisy May Creek, Yukon 

In 1986, 165,350 cubic yards were mined producing 2,105 
ounces of gold. In October, 1986, three lines of 11 holes were drilled 
to assist in developing the 1987 mining plan. 

An additional six monitors have been built over the winter and, 
with additional pipe on site the hydraulic monitoring program will 
reduce stripping costs in 1987. 

The grade of the reserves continues to improve as the mining 
progresses upstream. The drilling completed in late 1986 indicates 
that a grade of 0.013/cubic yard canbe achieved for the reserves to 
be mined in 1987. In 1983, a bulk miningprogram 5,000 feet up- 
stream processed 10,000 yds grading 0.022 oz/cubic yard. In 1986 
a 100 cubic yard check sample sluiced from this same area re- 
covered a grade of 0.018 oz/cubic yard. 

Black Hills Creek, Yukon 

Since 1975, 27,252 ounces of gold (10,420 ounces by 
Queenstake) were recovered from 1,705,834 cubic yards (948,000 
cubic yards by Queenstake) with an average grade of 0.016 ounces - - 
per die yard. 

In 1986 a total of 225,900 cubic yards of grawIs were m- 
cessed producing 2,460 h e  ounces oi gold. In-1987 a tro&d 
scrreen gravel classifying unit will be used to process material in the 
upper reserve area of Black Hills Creek. This system is expected to 
improve gold recovery from the tailing reserves. The downstream 
operation will be limited to a reserve area already developed for 
mining in 1986. Low cost shipping will continue in the area to 
prepare the reserves for full scale mixiing in 1988. 

It is estimated that the reserves at Black Hills in all categories is 
1.4 million cubic yards with an average grade in the range of 0.01 
ounces per cubic yard. 
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There are 400,000 cubic yards upstream from the 1987 reserve 
I area estimated to have a grade ranging from 0.013 a/cubic yard ta 

0.02 oz/cubic yard. There are an estimated 246,000 cuW yards 1 downsfxeam that is parthlly developed with a grade ranging from 
" 0.01 oz/cubic yard to 0.03 oz/cubic yard. Downstream from the 

/I abve  areas there is apotentlal1,900,000 cubic yards at an i n i d  
[i grade of 0.01 oz/cubic yard. This area will be exploredin 1987. 

In 1985, Queenstake a ~ s i x l d l o m e t e r s  of plaeerleases on 
the Moyie River in southeastern B.C., near Cranbrook. From 
Ganbrook the property is accessable by a 14 mile all-weatherroad 

A drill p m p m  is planned to evaluate the Moyie River pay 
channel upstream from the 1986 testing area. The success of Moyie 
River placer project will add sigdimtt placer gold reserves and will 
allow for a much longer mining season than is possible in the 
Yukon. The fiml plus0 of the 1987 drilling has indicated 

Queenstake Resources Ltd. 

I that the gradieni and nature of the bed%k E ideal for the en- 
I trament of placer gold. The area to be bulk sampled in 1987 is still I 
1 be&~~ddI& ~bunaryresults are very en&magingg ~ m a j m  I In the 1986 bulk sample at Moyie River, B.C, a 

d i d o n  channel to allow these reswes to be bulk sampled has hpe-sfnper operation excavates a 40 foot deep 

1 iust been com~leted. patoexposethebednxkpaychannel. 
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Queenstake Resources Ltd. 

C o ~ l s o l i ~  Cash 
Flow Statement 

Year Ended December 31, 
Note 1986 1985 

Revenues 
Gold sales $1,339,928 $ 2,102,719 
Oil sales m@ 136,325 
Management fees and other 283,930 144,249 

l,70W08 2,383,293 
Costs and expenses 
Direa operating 1411382 1,656,062 
Depredation and depletion 1,269,920 916,058 
General and administrative 327,908 242,397 
Interest 5 157,261 149,651 

3,166,551 2,964,168 
Write down of resource pmpe~&es 
and equipment 3 3&%3,872 523,135 

6gSS42.3 3,487,303 
Operating loss before income taxes 5,154,115 1,104,010 - 
Recoveryofincometaxff 7 372,400 379,000 

Operating loss 4,7~715 725,010 
Share of loss of Canyon Resources, Inc. 132,975 50528 
Net loss $1914,690 $ 775,538 
Net loss per share 8 $ (0.86) $ (0.16) 

R.etained earnings, beginning of year $ 253,949 $ 1,029487 
Net loss 4,911690 775,538 
Retained eamings (deficit), end of year $(4,W,7413 $ 253,949 

Year Ended Lkmnber 31, 
1986 1985 

Operating activities 
Net loss $(4,91W) $ (775,538) 
Items not involving cash 

Lkpmktion and depletion 1,269,920 916,058 
D e f d  i n m e  taxes (372400) (379,000) 
Share of loss of Canyon Resources, Inc. 132,975 50,528 
Write down of resource pmpeaies 
and equipment 3,m,872 523,135 

Working capital from (used for) opemtions (195.323) 335,183 
Net in- in accounts receivable, inventories 
and payables 86,005 113,525 
Cash from (used for) operating activities (109,3lS) 448,708 
Investing activities 
Resoume property costs recovered 47329~1 336,956 
M u m s  from flow-through s b  640,111 391.000 
Expenditures on resource properties and 
equipment W2.166) (2,802,879) 
Cash used f a  investing activities (1,768,757) (2,074,923) 
F h e i n p ;  activities 
Issue of &d subscriptions for shares (net of issue 
costs) 2539.230 1,407,052 
Shares held by a subsidtary 
Share subsaiptions receivable 
Long-term debt (net of repayments) (182,323) '646,190. 
Cash from h & g  activities 1W,400 1,682,749 
Incease (decrease) in cash (38,675) 56,534 
Cash, beRinning of year 84,759 28,225 
Cash, end of year $ 46W $ 84,759 



Consolidated Financial Statements 
I and Auditors' Report to the Shareholders 

Year Ended December 31,1986 

Denmber Jl, December 31, 
Note 1986 1985 

currentassets 
Cash 
Accounts receivable 5 7 6 ~ 4  81;00l 
Share subsai~) t io~~ receivable 6 150M)O 370.493 

hveshnent in Canyon Kesoulces, Inc. 69,654 202;629 
Resource properties and equipment 3 13,830,708 17.020.743 

Liabilities 
Current liabilities 

Operating bank loan 4 $ 424,177 5 400,000 
Accounts ~avable and amued Liabilities 635.981 150.283 
Cment &&on of long-term debt 5 300;000 300;000 

1,360,158 850.283 
Long-term debt 5 &602 1,091,102 
Deferd income taxes - 372,400 

2,244,760 2,313,785 

Shareholders' Equity 
Share capital 
Share subscriotions 

Queenstake Resources L t d  

Consolidated 
Balance Sheet 

Retained ea-gs (delicit) (4,660;741) 253;949 
13,314,660 15,690,120 

Less mst of shares held by a subsidiary 6 (738,000) 
W6,660 15,690,120 

Approved by the board of 

Auditors' Report 
To the Shareholders of 
Queenstake Resourc€sLtd.: 
We have examined the d d a t e d  bal- 
ance sheet of Queenstake Rewmes Ltd. 
as at December 31,1986 and the comoli- 
dated statements of earnings and re- 
tained eaminp and of cash flow for the 
year then ended. Our examination was 
made in accordance with generally ac- 
cepted auditing standardsards and accord- 
ingIy included such tests and other pro- 
cedures as we considered necessary in 
the ckam&nce8. 

In our opinion, these cowlidated finan- 
cial statements pwmt fairly the fjnancial 
position of the company as at December 
31,1986 and the results of its operations 
and the changg in its financial position 
for the y e s  then ended in accordance 
with generally accepted accounting prin- 
aples applied on a basis consistent with 
&at of &eprwedhg year. 

Chartered Accountants 
March 20,1987 



Queemstake Resource Ltd 

Rused in Operations 
JDebt RepayrnentlOther 
I Increase in Non Cash 

WMkima Capital 

m o i l  and Gas Investments 
Hardrodr Mining Properties 
Placer Mining As . 

YEAU 
Usesofush-AlmastplloftheCompan~scash 
rosoumes have been applied fo the aykitim, 
exploration, development and eqiupping of 
placer atd l w d m c k l n i n e r a l p ~  

1. SUMMARY OF SlGNmCANT ACCOUNTING POUCIGS 
h s b  d ~ ~ ~ a t l d a l b o .  The c~l~oiidated finandal statements indude the accounts of Lhe 
company's wholly+vmed subsidiaries, Q u d  R s o u m s  U.S.A.. Inr. and QT Re 

Jalllt Vmtwes 
Someofthemm~snriningandoilandgasactivihesareconductedj~tlywith~. 
These financial statements rekled only the company's pqmr t imte  interets in such 
advities. 

E m i g e ~ ~ e n d e s  
Amunts maintained in U.S. d o h  have been hamhted into Canadian d o b  as Mm: 
@) Mon*&andmes-attherateofhgemgatthebdancesheet 
b. 

@) Non-monetary & indudingdepreciationand depl&on - at &ge r a h p m a i h g  
at the time of acquisition of the assets. 

(c) Revenues and other expenses - at exchange rates prevailing on the dates of the 
Ixmcl im.  

Gains and losses on bnslation are induded in e*. 

hvenknies 
Inwntaiesof~ldarevaluedatthelowerofthe~mstof~onandnet~Me 
value. h t a i e s  of supplies and mat&& are vatred at -te average eapt 

hveatmat in Camyon Raooms, 1% 
Themmpany's 1241%imerestin C a n y o n ~ , I n c .  (Cany 
equity methd whereby the company's share of earnin@ and losses is mduded in earnings 
and the mmwnv's in-t t h e  is adjusted bv a like amnmt. The dBezenee betwen 

~ ~~ 

the original & bf the investment and the&mpny'sshare of thenet assptsof canycm at the 
date of aaquisltion, net of a m u l a t e d  a m h t i o n ,  was charged to earnings in the year 

Mina.lpmpeItimaltdeqnipmem 
The company a m  hn its mineral pmpdes  whwby all ms6 (induding d e a d  
&%ges; 1986 - $1Ml,OW, 1985 - $227,380) net of pqxduction revenue and pmmment 
assistance, relative to the acquisition of, exploration for and development of these pzopeties 
are capilalked by property. For this pqme, the placer gold properties in selffted histor- 
ically prcductive areas are. in each area, M t e d  as one property. AU sales and option p 
ceeds~vedare~dtedagainstthemrtsoftherelatedpmpdes,withangerress 
aeditedtoe~.Nogainsorlossesa~REognizedonthepartialsaleor~mof 
p r o ~ e x c e p t i n b t a n c e s w h i c h ~ t i n ~ ~ * ~ o f l e e r w . R o v i -  
son n made, where appmpriate, for pmanent declines in value. Once m m m d  pdue 
t i o n h a s ~ c e d . t h e s e n e t f o 6 6 a r e ~ t o f u t u r e ~ t i o n s o n a ~ t - o f f ~  
method based on estimated -able msewes, by property. The net msts related to aban- 
donedpropeRiesareqtoeamin@. 

and equipment are carried at a. Cqm&tion is provided using the sinight-line 
method at annual rates ranging from 4% to 20%. No depreciation is pmvided on mining 
equipment mtil put into use for either explmtion, dedopment or production pmpxe. 
Oil and gas pmperties 
The mmpam, fon- the "surressful efforts" method of acmunting for its oil and gas 
pmperlies whereby all msb dative to the a-ition of, exploration for andddopment of 
t t e ~ ~  m e s  are capitdkd by &id Such msts indude lease aqbit ion msk, geological 
and geophysical expenses, lease rentals on m d d o p e a  pzopeties, m of d d b g  produc- 
tive w& and a!J Weal expenses d k d y  related to "plaation and dedopmmt ac- 
tiviiies. Provision is made, where appqrhte, for pmanent d&ms in value. No gains or 
losses are r e a p i A  on the sale or &@tion of properties except in b t a n c e s  which 
resultin~t~itionsofmsewes.~etionofnetcapitdkdmshischargedto 
future operations on a mit-~f-production method based on theestimated life of recowable 
reerves, by field. Costs associated with dry holes and abandonmen6 are charged to 
eaminps. 
ltevmew 
Rwenues hum metals and hydrocarbon production are net of royalties and treatment 
*. 
Revenues from the sale of metals are REognized when legal title passes to the buyer. Settle 
mentadjustmenk~fromM~tionofmetal~band-ysarerefleded 
in sales when e v e d  %es indude gains and losses Kising & fonvard d e s  contracts. 

Ptoduckon' peparation nas of -ting placer propaties and related h e a d  charges 
(including depreciation) are charged to eamings over the year in which they are incurred. 

el ow^ ahua, 
Share premiwm from h e s  of Bow-through shares are excluded from share caw and 
share submiplim. Such premiums relatmg to tax advantages passed on to the imfftns are 
Cremted to thedated exploration nas. 



2 INVENTORIES 
-3% DRember31, 

1986 1985 
Gold S 8,Sm 5 34,280 
Supplies and materials 14apOo 210,000 

S 14%900 $ 244,280 

3. RESOURCE PROPERTIES AND EQUIPMENT 
December 31, DRember31, 

1986 1985 
Amundated 
depredation 

and 
Cast depletion Net Net 

- meralpperties operating 5 7,956,530 $ 4,943,517 $ 3,013,013 S 5,799,039 
-+oration and 

development 7,021,041 - 7,021,041 6,406,615 

Mining equipment 
- v t i n g  4.053504 1,270,051 2,783,453 2,742,144 
-exploration and 

de.,eIopent 811,651 119,132 692529 1,150,616 

Building under 
capital lease 

Of& equipment 161,147 55,884 105,263 99277 
5 21,532,280 S 7,701,572 5 13,830,708 $ 17,020,743 

As a result of the abandonment and write down of certain United States and Canadian 
emloration vmnerties and eauioment. $3.688.872 was charad to eaminer m 1986 11985 - . . .  . 
%>3,135). %total write db- includes a provision a& the  on" Arpa of kberest 
placer pmperties, idle mining equipment and oil and gas intern. 

The canying values of mineral properties indude 52,883,028 of mstp in& on behalf of 
i m e s t o r s o n i s s u e s o f a n d ~ p ~ f o r B o w ~ s ~ w M e h a r e n ~ ~ c t i b l e b y  
thecompany f o r ~ e t a x p l r p o s e s .  An amount of $1,031,111 repsenling the premium 
on issues of flow-through shares has been demtcted from the mst of m i n d  pxpriies. 

I OPERATING BANK U)AN - - - - . - --- . - - - - .- . 
The company has an operating bank line of credit in the amount of $500.000 with interest 
at bank prime rate plus %%. As at b b e r  31,1986, $424,177 (DRember 31,1985, 
WY.7.W) was drawn down. This loan is secured by an assimment of amounts mmivable 
and inventory of minerals and dated pmdmls. 

5. LONGTERM DEBT 
DeremberJL -31, 

I986 1985 
Bank loan 3 675,000 $ 975,Wo 
Apxmenk payable 4096e2 416,102 
Obligation under capital lease l m ~ m  - 

1 , l W  1,391,102 
Less: amaunu due within one year 3aopoo 300,000 

s 8e4mZ $ 1,W1,102 

The company has a term bank loan of $675,000 with interest at bank prime rate plus 1% 
payable in equal monthly payments of principal plm interest. This I- k s d b y  cRtain 
p i e  of mobile heavy equipment and mahues on March 8, 1989 with options for early 
repayment on October 26 in 1987and 1988. 

Dredge purchaseagreemenu($294,000 at DRember31.1986and at December31.1985)a~ 
intnest-freeand are payable at a rate of 5% of the company's net pfib (after remwry of all 
capital and F l i n g  costs) from mineral pmpertie on which the company may operate the 
dredges,withanyunpaidamountdueby~31,1990.Noamounbare~LObe 
payable within &en& twelve months: 

. .~ ~ 

31: l d ~ )  k'pyableat~rateof5%of&ldpmdudfrom&ep~a,attheophondthe 
vendor, by the issue of mmmn, shares of the mmpany at any time on n befare September 
30.1988. The indebt&- is interest free and no amounkare expeed to be payable in the 
next twelve months. 

The company has an obligation rmBa capital lease d $100,000 fa a warehouse consrmded 
inWhitehorseandusedasRpairf~ties.Theleasekpayableovereightyears,~&g 
in 1989, with interest of 10% per mum 

I n m  on the long-term debt amounted to 598,645 (1985 - $97,516). 

MANAGEMENTS 
ANALYSIS OF 
OPERd%TINGmlJms 
Gold sales revenues for 1986 indude 
ody part of the 6,375 k e  ounces of gold 
produced (1985 production-6,246 fine 
ormces). Of total 1986 gold production, 
1,950 ounces were tmdened to a lim- 
ited partnership under an agreement 
which fmanced production costs and re- 
sulted in a net baease m operating cash 
flow, Sales proceeds from the 1A97 
ounce80f g o l d ~ f r o m t s u I k s a m -  
p h g  programs were applied to reduce 
the csnryingvalue of resourcg pmperlieg 
The major item m the Company's 1986 
earnings statement is the redu&on in 
canying values of its IIgO- propelties 
and e a t .  This reduction is an ag- 
g r e g a t e o f w r i t e d o w n ~ ~ f ~ c e g r o p  
ertieswhere the value uras cmskhed re- 
duced or &paired thm@ lowered R- 
serves (chiefly at Preido Hill and && 
H i l l s c m e k ) o r p o o r ~ r r s u l t s ,  
write downs of the cost of Queedakds 
two450tonbudcetlinedredgesinthe 
CatralM&onwhichaeI'dled, awaiting . .. 

ofaneamomicresenreand 
=the boatd d t e  d m  of, 
Company's investment in 03 properties 
which have performed paorly due to 
weak d e  pEices. These write dwns, 
t&&g $3,688,872, reduce the stated 
b-gok value of assets and result in a 
cwndative deficit. HoweverI balance 
sheet values ar'e now more comcmative, 
and this leaner base Vrrin improve future 



Authnized - 10,000,000 mmmon shares without par value I ""-""" 

I Non Cash 
Working Capital 1 

Flov-Thrwgh Share Premiums 
Lono Tern Debt 

Option PeymenhllCost Recovet 
Cash from Operations 
Share Capital 

YEAR 

SOlrrresofCaea-slureeapi&l,operatingflsh 
flow and a limited amount of debt have 
provided the fonds for Queenstake's mineral 
expioration and production adkitlea 

wd and ouktanding: 
Nmnber of 
shares 

at December 31,1984 4,625,200 

I 
Issued in 1985 

Flow-thm& shares f a  cash 
(net of issue expenses) 189,394 

In exctwge for mineral proplies 130,410 
hsbxkoptionsexe,.ised 6,000 
Less stock options d e d  (5,000) 

Bdance at DRwba 31,1985 5,146,004 15,014,478 
Issued in 1986 
Flow-through shares for cash 

(net of isare expenses) 627,139 1,213,967 
In exchange fa mineral properties 92,831 200,038 
hexchangefaminingequipmmt 20,000 37,750 
Inexchawefor&i 657.039 137l.133 

Balance at December 31,1986 6,543,013 $ 17,837246 

I At Demnber31.1986 themmpanyhad rPceivedsubscriptionsofS138.035 for 78,582 sharer 
(whch were issued by FAmmy, 1987). During the year, a mmpany wlurh is now a subsidi- 
ary purchased 431,026 shares of the company forS738.000. 

I Under the compq's employee and direetas' m-tive stock w o n  plan, ten-year options 
am granted to employes and diredns at market value which may be exem+& by 
playees as to 20% per year on a cumdative bask, and by ~ O I S  at any time. optlon6 
outstandingunderthisplanamasfoll~~~: 

December 31,1986 

I 
Awrage 

Year N-ber of Exercise 
Fxer&able ShaIeS Rice 

1987 233,MM $2.10 
1988 45.800 $2.08 
1989 45.800 $2.08 
1990 45.800 52.08 

I 1991 3,000 $1.77 
374,000 

optimindude~a~tiarrightswhchentitletheoptim~etorecewcashinlieuof 
shares and tmmhte the option. 

I The company has a share plrchase plan for its employees and mnhibute onehalf of the 
mn of shares purchased. During the year 25,532 shares were pdmsed under this plan and 
am included in share subsniptiom at Dgember 31, 1986 

I 
7. INCOME TAXES 
The companfs effectiw tax rate differs from its statutay tax rates fa the following i-eawns 

Y w  Ended DRember 31. 
1986 1985 

Amonnt % Amamt % 
opera ti,,^. labs $ (5,154,115) $ (1,104,010) 
Remmy of inmme taxes theRon 

at the statutory rates $ 2.39L.509 46.4 5 512,261 46.4 
Imrease(deaease)dtmgfmm 

Lasses f a  which future tax 
benefits m not mqnized (2017,905) (392 (155,411) (14.1) 

allowance - 17.167 1.6 
nzoU - 4,983 A 

of inmme taxes 5 37WJl 7 2  S 379,MlO 34.3 

The company has a lass cany-forward f a  accounting pupme of appmximatdy $3,7W,000 
w h i e h a m s e p ~ y f m m ~ e ~ t o ~ i n - o f a m 0 ~ n t s d ~ f o 1 m m m e t a x  
pmposes. Qkem& ~ e s o u m i  U.S.A., hc ha. a loss --fonvard for accounting p- 
poses of appnvimately U.S. $1,800,000 whim e q k  @ndpaUy in the yeas 1995 m 1999. 
Wo future tax beneMs haw been mqnized for thew labs carry-fomards. 

8. LO!% PER SHARE ~ - - - -  

The lass per share is based on the weighted average nu& of sham outstanding (exdudmg 
thesham held by the subsidiary) during each year The potential effect on the lass per share 
of the outstanding options outlined in Note 6 was insi@-t in both 1986 and 1985. 
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