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MEMORANDUM

TO: ALAN V.W. HINCKS, BC MINISTRY OF ATTORNEY GENERAL
FROM: WILLIAM E. ROSCOE, ROSCOE POSTLE ASSOCIATES INC.

- SUBJECT: CRITIQUE OF BLUE ICE VALUATION BY N.C. CARTER

DATE: 3 FEBRUARY 2006

INTRODUCTION

As per your request, Roscoe Postle Associates Inc. (RPA) has reviewed a report
entitled “Valuation of the Blue Ice Property” dated November 14, 2005 by N.C. Carter,
Ph.D., P.Eng. (Carter Report). A previous report entitled “Valuation of the Blue Ice
Property, British Columbia, Canada” dated May 31, 2005 by William E. Roscoe, Ph.D.,
P.Eng. was prepared by RPA (RPA Report). The opinions of value reached in the two
reports for the Blue Ice property are significantly different: $40,000 in the RPA Report
and $900,000 in the Carter Report. This memo critiques the Carter Report and highlights
differences between it and the RPA Report. References are made to Tab numbers in the
binder of Plaintiff’s Documents supplied to RPA.

PROPERTY DESCRIPTION

There is general agreement between the Carter and the RPA Reports in the
description of the Blue Ice property in terms of location and access, exploration and
history, geology and mineralization. One difference is on the area of the Blue Ice claims:
the Carter Report states that the four claims each cover an area of about 21 hectares (total
area approximately 84 ha). The RPA Report states that the four claims cover an area of
approximately 64.8 ha. The Carter Report areas appear to be correct, but RPA notes that
the difference in areas is not significant and is not considered to materially affect the
value.

Another difference is in the presentation of the results of drill holes completed by
Anglo-Huronian in 1939 on the No. 2 and No. 3 zones. The Carter Report (p.6-7) lists
results of sludge sampling as well as core assays and states that gold values in both core
and sludge samples were in good agreement. The RPA Report tabulates only core assay
results and does not report shudge sample results, except to note that sludge assays show
similar gold values at or downhole from the core assays for the No. 2 zone and show
similar gold values to the core assays except for Hole 2 for the No. 3 zone. Results of the
Anglo-Huronian drill holes are appended to this memo, both core assays and sludge
assays. Drill core is taken from the rock in place and assays of core samples are generally
considered to be representative. Sludge samples are taken from the drill cuttings that are
flushed up the hole and may or may not be representative of the rock being drilled.
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EXPLORATION POTENTIAL

The Carter Report and the RPA Report disagree on the exploration potential of the
Blue Ice property, and this has a major effect on the ensuing valuation since the value of
a mineral exploration property is related to the perceived exploration potential for the
existence and discovery of an economic mineral deposit on the property.

The Carter Report considers the exploration potential to be good for additional
replacement sulphide zones within the limestone unit that contains the No. 2 and 3 zones,
and the potential for quartz vein mineralization to be unknown. The exploration potential
is based on the following features:

1. Analogy in terms of geological setting and mineralization style between the Blue
Ice property and the Cariboo lode gold district 120 km to the northwest where 1.2
million ounces of gold were produced. Most of the Cariboo production was from
quartz-pyrite veins but a significant amount was from pyritic replacement deposits
in limestone horizons (over 25% at the Cariboo Gold Quartz Mine and less than
10% at the Island Mountain Mine). The gold deposits were tabular to pencil-like,
the latter with extensive vertical dimensions.

2. The Carter Report includes a “preliminary estimate of an Inferred Mineral
Resource” of 21,220 tonnes grading 17.0 g/t Au, based on surface sampling and
drilling of the No. 3 zone.

3. Potentially significant areas for mineralization were obscured by glacial debris
and ice cover in the late 1930s, but the margin of the glacier has retreated since
the last work was done on the property.

RPA’s critique of the above features is as follows:

1. While the geological settings may be similar, it is difficult to make an analogy to
the Cariboo lode gold district. Most of the Cariboo production was from quart-
pyrite veins and some from limestone replacement deposits. The quartz-pyrite
veins at the Blue Ice property are relatively small and the gold values low and

___% sporadic. The limestone replacement zones are very restricted in area at Blue Ice.

The Cariboo mining area was extensive, covering an arca about three miles long
and 900 ft. to 1,500 ft. wide (D.A. Barr, 1980, Gold in the Canadian Cordillera,
CIM Bulletin vol. 73, p.59-76). This is much larger than the area covered by the
Blue Ice claims, which means that there is insufficient room on the Blue Ice
claims for a significant amount of Cariboo type mineralization.

2. In RPA’s view, the drilling and surface sampling data are too incomplete and
unreliable for an estimate of mineral resources, even in the class with the lowest
level of confidence that can be disclosed publicly, Inferred Mineral Resources. No

————=> drill logs or proper surface sampling plans are available, nor are assay records.

The Carter estimate appears to use sludge sample assays as well as core sample
assays, although the calculations are not given. High gold values do not appear to
be cut or capped. It is standard industry practice ta cut high gold assays to a
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maximum value for resource estimation so they will not have an unduly large
influence on the average grade, except for exceptional deposits such as Eskay
Creek. Cutting to a value such as 1 oz/ton Au is common in the absence of
production data or statistical analysis. The Carter resource estimate is similar,
however, to RPA’s estimate of the potential 6f the No. 3 zone: tens of thousands
of tons with a grade in the order of 0.4 to 0.5 oz/ton Au (14 to 17 g/t Au). As
noted in the RPA Report, this grade and the small tonnage are clearly uneconomic
in this location, which makes it an unattractive exploration target, especially in
view of the small property size.

The limestone unit that hosts the No. 2 and No. 3 replacement pyrite zones was
fully exposed by glacial retreat by the time Fearnley staked the Blue Ice claims in
1953. His report stated that there was no sign of replacement sulphides in this
area. This limits the potential for undiscovered replacement sulphides in the
limestone unit to perhaps a small area in the western part of the Blue Ice No. 1
claim (see Figure 3 in the RPA Report and Figure S in the Carter Report) where it
may be covered by glacial moraine.

The RPA Report considers that the exploration potential on the Blue Ice property is
limited to small, moderate grade gold deposits and the potential economics of such
deposits are considered to be low. Although the No. 3 zone offers potential for tens of
thousands of tons gold mineralization with grades in the range of 0.4 to 0.5 oz/ton Au,
several factors downgrade the economic potential of such zones:

Remote location and lack of infrastructure in the area of the Blue Ice property.

No exploration work was done on the property since about 1940, which indicates
lack of interest.

Very small size of the Blue Ice claims and disjointed nature of the property (65 or
85 ha in three separate groupings) restricts exploration potential.

Fearnley reported no sign of replacement sulphides in the area of the limestone
bed that was fully exposed by glacial retreat at the time of his staking of the Blue
Ice claims in 1953.

Small gold deposits with grades in the order of 0.4 to 0.5 oz/ton Au (14 to 17 g/t
Au) were clearly uneconomic_as of the valuation date. The small size of the
property and the mineralization found to date make the occurrence of a large gold
deposit on the property highly unlikely.

FPelloiras o
1@/ |-4) Other documents in the binder of Plaintiff’s Documents discuss the low exploration
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d, ( () Il potential of the Blue Ice claims, as noted below, with references to tabs in the binder.

Tab 47. A summary report by A.G. Langley dated August 12, 1938 discusses the
quartz vein hosted pyritic gold mineralization and the limestone replacement
mineralization which he visited and sampled. He states that the replacement
deposit in limestone offers very interesting possibilities and fully justifies the
expense of having it thoroughly sampled. Also in Tab 47 is a brief report on the
subsequent 1939 drilling program by C.H.E. Stewart dated October 16, 1939. He
describes the 10 hole program on the two limestone replacement zones and notes

_ Ao -+
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with respect to the Main Deposit (No. 3 zone in the RPA Report) that the results
indicate that the surface outcrop does not extend to depth, that low grade
intersections over narrow widths occur as roots to the surface outcrop, and that the
deposit is too small and low grade to be of economic importance. For the second
(west) deposit (No 2 zone in the RPA Report) he notes that results of the drilling
do not indicate economic oreshoots. The Stewart report concludes that the
deposits do not warrant further expenditure.

e Tab 49. A letter dated September 6, 1972 from A.J. Schmidt of Hudson’s Bay oil
and Gas Company Limited to Alec Ritchie of Silver Standard mines Ltd. noted
that Mr. Schmidt’s interest in the Blue Ice property had been quenched by the

,% / lack of gold values in numerous roek samples he took in the areca. He had hoped
J ?M to find lateral extensions to the mineralized zones with sufficient tonnage to
- di support a modern operation.

e Tab 73. A letter dated January 23, 1940 from A.G. Langley of Langley & Warren,
Consulting Mining Engineers and Gealogists, to W.C. Douglass of Kelowna
Exploration Co. described the Blue Ice property and tried to interest Mr. Douglass
in visiting it with a view to an option. Tab 78 contains the February 17, 1940

L\) L‘)E ~——7  reply letter of Mr. Douglass to Mr. Langley, which states that he and a consultant
to Kelowna Exploration Co., Paul Billingsley, are both of the opinion that the
commercial possibilities are too limited to justify a detailed examination of a
property in this remote district.

VALUATION APPROACHES AND METHODS

The Carter Report and the RPA Report use the same valuation approaches and
methods: the Appraised Value method (a Cost Approach) and the Comparable
Transactions analysis (a Market Approach). Both reports rejected the Income Approach
as inappropriate for the Blue Ice property, and both reports note that it had been used in
previous valuations by Glanville (1989) and Lawrence (2005). The difference is in how
the methods are applied, as noted below.

APPRAISED VALUE METHOD

Both the Carter Report and the RPA Report use the Appraised Value method based
on the premises that the value of an exploration property is related to its potential for the
existence and discovery of a viable mineral deposit and that a measure of the exploration
potential is the meaningful past expenditures plus warranted future costs of exploration.
Both reports use as a reference for the Appraised Value method a 2002 paper by W.E.
Roscoe entitled “Valuation of Mineral Properties Using the Cost Approach” (CIM
Bulletin, vol. 95, p.105-109).

Both reports estimated the costs of past exploration work by applying 1989 unit costs
to the amount of trenching and drilling carried out prior to 1940. The Carter Report
estimated past exploration at _$375000.This whole amount was retained as value to
which was added $447,000 as the estimated cost of a warranted follow-up exploration
program to arrive at an Appraised Value of $822,000. RPA’s comments on the Carter
Report Appraised Value are as follows:
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The Carter estimate of past expenditures ($375,000) is a little high, in RPA’s
view. The estimate of 240 person days for prospecting, trenching and sampling
and of 50 person days for geological mapping seems excessive for such a small
property. The RPA Report estimates $300,000 for past exploration expenditures
in 1989 dollars, and that amount may be somewhat high because the_amount of
drilling was overgstimated according to the Carter Report.

The Carter Report retained 100% of the past exploration work. The Roscoe
(2002) reference states that usually little of the expenditures more that five or so
years prior to the effective valuation date are retained. In the case of the Blue Ice
property, the latest work predates the valuation date by 50 years. The property
was inactive for 35 years before the property was protected from forfeiture in
1974. The past work was 14 years old and the claims had lapsed when the present
property was staked in 1953. As noted above under Exploration Potential,
attempts to get other companies interested in making exploration expenditures on
the Blue Ice property in 1940 and in 1972 were unsuccessful. <~_-

The Roscoe (2002) paper (Table 2) provides guidelines for what proportion of
past expenditures to retain as value for marginal and inactive properties. The RPA
Report followed these guidelines in retaining 25% of the past expenditures. Table
2 of the Roscoe (2002) paper is reproduced below for reference.

TABLE 2. Guidelines for Retained Expenditures for Marginal and Inactive Properties

Retained Portion of

Past Expenditures Guidelines

75% Property with resources but no work done for some years. Some
future work is warranted. Usually a property with marginal
resources and potential for more but not quite exciting enough to
attract exploration expenditures easily. May be at the underground
exploration stage.

50% Property with subeconomic resources, but may have some potential

in future, conditional on commodity prices, infrastructure, improved
technology, economic conditions, etc. No work recommended at
time of valuation. Could be a property with potential for a
commodity with a low price or low demand at the time of valuation.
25% Inactive property with subeconomic resources with very little hope
for development, but cannot write them off completely. The
resources represent in sifu mineral inventory with only a long shot at
eventual development. No work recommended.
0to 10% Inactive property with no resources and negligible or very little
exploration potential. Could be a property with alt of the geophysical
targets tested that will be dropped when assessment credits run out.
Nominal value of Inactive property with indeterminate but low or negligible exploration
$5,000 to $10,000 potential. Could be a property with little or no data available but in a
geologically uninteresting area.

The Carter Report includes future expenditures in the Appraised Value on the
basis that an exploration program is warranted. RPA feels that no further
exploration work was warranted on the Blue Ice claims in 1989.
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COMPARABLE TRANSACTION ANALYSIS

The Carter Report considered nine mineral property transactions that took place
within one year of the valuation date of March 1989. The mineral properties are located
in various parts of BC, and were selected on the basis of similarity to the Blue Ice
property. Transaction values were converted to 100% interest in the properties and
analyzed to determine a median value of about $1 million.

None of the transactions in the Carter Report were used as comparable transactions in
the RPA Report. None of the nine transactions was chosen by RPA because of the large
size_of the properties, because they were too advanced with reported resources and in
some cases underground exploration, because they were located in areas of good access,
because of location in the general Eskay Creck area, or because they fell outside of

RPA’s ran tes for comparable transactions.

Details of the Carter Report analyses undertaken to estimate the value of the
transactions are not clear. It appears that in many cases expenditures and payments that
were made after the transaction date were used to value the transaction. This involves the
use of hindsight and is not proper procedure in RPA’s view.

RPA has reviewed published information on the Carter transactions in the Canadian
Mines Handbooks for 1988-99, 1989-90 and 1990-01, as well as other sources including
BC assessment files, and offers the following comments. Recall for comparison that the
Blue Ice property is very small (about 84 ha), is remote with helicopter access, has no
reported mineral resource, and is at an early stage of exploration.

eikproperTy N EE V1St ";6‘“ 7y

It is located between Merritt and Peachland, and is accessible by road. Elk was a very
large property (13,500 acres or 5,500 ha) with no reported mineral resources at the time
of the 1988 transaction.

~——>, Very encouraging results had been obtained during the 1987 field season by Fairfield

Cavly SPAE

Minerals Ltd. (Fairfield) which led to the early 1988 agreement with Placer. Two
significant showings had been found. Excavator trenching of the North Showing exposed
a narrow quartz vein for a 220 m strike length that gave continuous chip sampling values
up to 1.28 oz/ton Au over a 1.1 m width. The South Showing was trenched over a 780 m
strike length exposing granite diatreme breccia and extensive altered zones in granite
with gold assays in small quartz veins up to 0.60 oz/ton Au over 0.5 m. Three large gold
in soil geochemical anomalies were outlined in the areas of the two showings and another
arca (Assessment Report 16644). The exploration target was vein quartz as well as bulk
mineable gold mineralization. A report on the Elk property by C.J. Westerman (February
23, 1987), concludes:

Continued exploration of the property is clearly warranted. There appears to be
potential for discovery of a bulk tonnage moderate grade gold deposit in the area of
the South Showing stockwork. Additional potential for discovery of a moderate
tonnage, high grade gold-silver deposit exists in the area of the North Showing vein.
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In RPA’s view, the Elk property is not even remotely comparable to the Blue Ice
property. It is much larger, it was accessible by road from several nearby towns, it was
actively being explored, it had demonstrated high priority exploration potential, the
exploration targets included both quartz vein gold and large tonnage bulk mineable gold
mineralization, and there were significant targets to test.

By terms of an early 1988 agreement, Placer obtained an option to earn a 50% interest
in the Elk property from Fairfield by making exploration expenditures of $2,000,000 by
February 21, 1992 and payments of $500,000 by February 21, 1991 (Fairfield 1988
Annual Report). An April 11, 1988 article in The Northern Miner notes that the 1988
budget is expected to total about $500,000. An additional 20% could be eamed with
further payments of $500,000. The Carter Report analysis of this agreement appears to
use hindsight information to obtain a value of $3,500,000 for the property. RPA’s
analysis indicates a value of $3.1 million for the property.

SBPROPERTY ~— 15eq Mi§1owr, Frtoijor

The SB or Silver Butte property consists of one 12-unit claim and six reverted crown
grants and crown grants for an area of approximately 425 ha. At the time of the
transaction, the property was at an advanced stage of exploration with underground
drifting and drilling underway and with very encouraging results being reported in the
press. For example, 1987 drill intersections included 0.714 oz/ton Au over 52.2 ft. and
230 oz/ton Au over 1.3 ft. A “reserve” of 308,000 tonnes of 0.505 oz/ton Au and 1.07
oz/ton Ag was reported by the property vendor Tenajon Resources Corp. (Tenejon).

The SB property is located 25 km by road from Stewart. It is 6 km north of the past
producing Premier (Silbak Premier) gold-silver mine and adjacent southwest of the past
producing Big Missouri gold-silver mine. The former produced 4.7 million tons at a
recovered grade of 0.38 oz/ton Au and 8 oz'ton Ag and the latter produced 0.8 million
tons at a recovered grade of 0.08 oz/ton Au and <1 oz/ton Ag. At the time of the
transaction, the Premier and Big Missouri mines were being developed for open pit
mining by Westmin Resources Limited (Westmin).

In RPA’s view, the SB property is not even remotely comparable to the Blue Ice
property. It is accessible by road in an established mining camp, it was actively being
explored underground, it had very encouraging drilling results published, it had a
significant “reserve” published, and it was between two past producing gold-silver mines
that were being developed for new open pit operations by Westmin, which was the buyer
in the SB property transaction.

According to the Carter Report, by an agreement dated August 1989 (or June 1990,
Canadian Mines Handbook 1990-91), Westmin could earn a 50% interest in the SB
property by making cash payments of $572,500 and expenditures of $2.45 million. An
August 28, 1989 article in The Northern Miner noted that $400,000 of the cash payment
is considered an interest free loan repayable from future production revenue, and that

Ol dates - nvi ab lwreny a5
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Westmin would spend a minimum of $1.05 million within four months of execution of
the agreement, which was subject to due diligence by Westmin.

A cash payment of $172,500 and a firm commitment to spend $1.055 million was
used in the Carter Report to estimate a transaction value of $1,227,500 and a 100%
property value of $2,455,000. RPA’s analysis indicates a value of $4.0 million for the
property. A previous transaction noted in The Northern Miner article of August 28, 1989 .<—
whereby Tenajon acquired a 50% interest in the SB property for $2.14 million puts a /K/ E

value of $4.3 million on a 100% interest in the property. 7
. i /‘// td Aw
DOME MOUNTAIN PROPERTY A/ AL &—5 Quu tl. % 6

It comprised in the order of 5,500 ha at the time of the 1989 transaction. Underground
exploration and a significant amount of diamond drilling plus a reported resource and
reserve identify it as an advanced exploration or development property. Resources and
reserves were reported by 1987 to be in the order of 320,000 tons at 0.4 oz/ton Au and 2
oz/ton Ag. A feasibility study was reported to be underway in late 1987 for a small
underground operation. Development appears to have been stalled by a legal dispute
among several companies over ownership and operatorship of the Dome Mountain

property.

The Dome Mountain property is located about 35 km east Smithers and has access by
forest roads. The property was actively explored by geochemistry, diamond drilling,
trenching, and underground adit from the mid 1980s to the late 1980s. There was some
production from the Dome Mountain Mine in 1991-92 subsequent to the transaction date.

In RPA’s view, the Dome Mountain property is not even remotely comparable to the
Blue Ice property. It is accessible by road, the very large property was actively being
explored by surface drilling and trenching, underground drifting and drilling were in
progress, it had a significant reserve published, a feasibility study was underway, and
numerous press releases and articles made it a high profile property at the time of the
transaction.

According to the Carter Report, under a April 1989 agreement, Total Energold
Corporation (Total) surrendered a 50% back-in right to the Dome Mountain property in
exchange for shares in Canadian-United Minerals Inc. and Teeshin Resources Ltd.
(Teeshin), joint venture partners in the property. The Carter Report values the transaction
at $2,889,600 at the time of the transaction and states that in late 1989 the transaction has
a market value of $1,176,000. This results in a property value of $2,352,000 in the Carter >&——
Report. It is not clear how or why the value at the time of the transaction ($2,889,600)
changes to 41% of that value ($1,176,000) as of latc 1989. In any case, a 50% back-in
right and should not necessarily be valued as a 50% property interest since it is an option.
According to the Canadian Mines Handbook 1989-90 for Teeshin, Total has the right to
back-in for a 50% interest by providing 80% of the capital to bring the property into
production.

Lo
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RPA is not comfortable in valuing the property on the basis of the back-in buyout
transaction since the capital to bring the property into proguction is unknown.

DOCTORS POINT PROPERTY — A/ cl - € F/}%emfn.l/f .

The property consisted of 180 units (4,500 ha) in 1988, the year of the transaction
(BC Assessment Report 18,365). Extensive exploration including some 60 drill holes had
been carried out in the period 1981-83. A “proven reserve” of 113,600 tonnes at a grade
of 0.063 oz/ton Au was stated to be potentially mineable by open pit. The property is in
the New Westminster Mining Division about 100 km from Vancouver and is accessible
by road.

In RPA’s view, the Doctors Point property is not comparable to the Blue Ice property.
It is accessible by road, it is a much larger property, it had been intensively explored in
the early 1980s, it had a “reserve” published that was potentially mineable by open pit,
and press releases in the early 1980s highlighted the potential of the property.

Under terms of a June 1988 agreement, Universal Trident Industries Limited could
earn a 51% interest in the Doctors Point property by making property payments totalling
$230,000 and property expenditures of $2.27 million over a four year period. An
expenditure of $600,000 was made in 1988-89 which was used in the Carter Report as a
transaction value. Since this represents a 51% interest in the property, the Carter Report
derived a property value of $1,176,470. The Carter Report analysis appears to use
hindsight to determine the transaction value. RPA’s analysis indicates a value of $2.0

million for the property. i
Sl A,/;:J%éou%- A -~ T2
SMITH-NASH PROPERTY
This single claim is located 15 km southeast of Kemano on the central BC coast in
mountainous terrain with helicopter access, although an all weather road is within a few
kilometres of the property. The area is assumed to be 20.9 ha. The Smith-Nash showing '6—": ?

1/ / 5/4/t was discovered in 1952 and channel sampling in 1953 resulted in an inferred resource of
1 17,000 tons at 0.92 oz/ton Au over an average width of 2.19 m (BC Assessment Report

g}i # 15,677). This resource was also reported by Whitesail Minerals Corp. (Whitesail), owner
‘) ~ of 50% of the Smith-Nash claim (Canadian Mines Handbook 1987-88). Two other
Iwé ¢ showings were discovered in 1986. Drilling in 1988 under the Fleck Resources option

4@ . f'rom Silver Standard resulted in a resource of 22,190 at 0.302 oz/ton Au. 2 J/2~5 ¥ @ 7% g7 Y
In RPA’s view, the Smith-Nash property is somewhat comparable to the Blue Ice
M property, but the results of exploration work were more encouraging than those at Blue
Ice, and the infrastructure was better, making the Smith-Nash property more valuable
than the Blue Ice property. The grade and size potential were significantly better on the
Smith-Nash property than on Blue Ice.
P property

Y

Under an agreement dated June 1988, Fleck Resources Ltd. (Fleck) acquired an
option from Consolidated Silver Standard Mines Limited (Silver Standard) to earn a 65%
interest in the Smith-Nash property by making property payments of $50,000 over a two
year period and making total expenditures of $500,000 over a three year period. It is not
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clear why Whitesail is not reported as a party to the agreement since Silver Standard only
owned 50% of the property and the other 50% was owned by Whitesail. The Carter
Report uses hindsight to determine a transaction value of $525,000 based on a $25,000
payment and $500,000 expenditure that were made. This translates to a property value of
$1,050,000 for a 100% interest. RPA’s analysis indicates a value of $0.8 million for the

property.
& la
SPECTRUM PROPERTY /&/ M /< i &5 W

It consisted of 7 claims (87 units, 2,175 ha) in the Stikine area of northwestern BC in
Liard Mining Division. Work on the property in the 1970s focussed on porphyry copper
potential. Drilling in 1980-81 delinecated a wide zone of potentially open pit mineable
gold mineralization along a granodiorite dike with an estimated resource of 2.4 million
tons at 0.037 oz/ton Au. Access to the property was by float aircraft and four-wheel drive
roads on the property.

The Spectrum property is not at all comparable to the Blue Ice property. It is clear
, that the objective of most exploration work was initially copper then bulk mineable gold

/ deposits, The property is much larger and more accessible than the Blue Ice property.

/

i ot Vaing . /arew (ks eled A,

;&A, Under an agreement dated June 1989 Cominco acquired an option from Calnor to

earn a 60% interest in the Spectrum property by making a cash payment of $50,000 and
making total expenditures of $1.7 million over four years. The Carter Report appears to
use hindsight to value the transaction at $350,000 based on the first year’s expenditure of
$300,000 and payment of $50,000. This translates to a property value of $583,330 for a
100% interest. RPA’s analysis indicates a value of $1.2 million for the property.

NORTH TEXADA PROPERTY — A/ % - AZ&OW /%'— /t/ ﬂ?%

It comprised 120 claims and 25 crown grants at the time of the transaction and is
located on Texada Island, Nanaimo Mining Division. The Canadian Mines Handbook
1989-90 gives the property area as 9,000 acres (3,640 ha). The terrain is relatively flat
and access is excellent by roads from the BC Ferry terminal at the north end of Texada
Island. Texada Island has a mining history dating back to the late 1800s. Iron, gold and
copper were produced from several operations. Gold was produced mostly from skam
deposits with minor production from quartz veins. The largest gold producer was the
Marble Bay mine which produced 50,000 ounces from 314,000 tons of ore from 1899 to
1929. 1t is adjacent to the North Texada property.

In the transaction used in the Carter Report, Echo Bay Mines Ltd. (Echo Bay)
optioned the North Texada property from Rhyolite Resources Inc. Although some high
gold values had been reported in earlier work on the property, Echo Bay’s_primary
exploration target was stated to he skam-hosted. gold-copper deposits similar to the

arble Bay mine with tonnages in the two to three million tonne range at 8g/t Au or
“better (BC Assessment Report 18,672). A secondary target type was shear-hosted
polymetallic quartz veins with a minimum deposit size of one million tonnes at 15 g/t Au.

\\ O Ao % karn = 5 banhis o+ 71E Hq
@ e 2 ‘7“7/0 ZbL /

s e TR

Hogr Leash T =—

— e

/


http://www.rpacan.com

ROSCOE POSTLE ASSOCIATES INC. www.rpacan.com

%/10»”“114

V.

T2

In RPA’s view, the North Texada property is not at all comparable to the Blue Ice
property. It is in relatively flat terrain readily accessible by road, the property is relatively
large, it is adjacent to a past producing gold mine, and the primary exploration target is
stated to be skarn-hosted gold deposits with moderate to low grade and significant
tonnage.

Under an agreement dated May 5, 1988, Echo Bay acquired an option from Rhyolite
Resources Inc. to earn a 60% interest in the North Texada property by making cash
payments of $175,000 and incurring total expenditures of $3 million over five years. The
Carter Report appears to use hindsight to value the transaction at $325,000 based on the
recorded property expenditure of $300,000 and payment of $25,000. This translates to a
property value of $541,670 for a 100% interest. RPA’s analysis indicates a value of $2.0
million for the property.

) ’ A/ » -
LACY-STOKES PROPERTY Ste feey - A K tin; C’L g ralls

It consists of 110 claim units (2,750 ha), is located 5 km from Port Alberni on
Vancouver Island and has road access. Geologically it covers an area of Sicker Group
volcanic and related rocks which host volcanogenic massive sulphide (VMS) deposits
elsewhere on Vancouver Island. The Myra Falls and HW copper-zinc-lead-silver-gold
VMS deposits are currently being mined in the Sicker Group at Buttle Lake.

A report prepared for Lode Resources Corporation (Lode Resources) in 1987 on the
Lacy-Stokes property concluded that there was good potential for both vein-type precious
metals and VMS base metal deposits (BC Assessment Report 16,138). The report
recommended follow-up exploration work on silver-copper-zinc and gold geochemical
anomalies and coincident geophysical anomalies.

In RPA’s view the Lacy-Stokes property is not at all comparable to the Blue Ice
property. It is much larger, access is very good, it is close to infrastructure such as source
of power, the exploration target was VMS base metals-precious metals deposits as well as
vein gold deposits, and there were specific anomalies to be followed up at the time of the
transaction. "

Under an agreement dated February 7, 1989, Kancana Ventures Limited (Kancana)
acquired an option from Lode Resources to earn a 50% interest in the Lacy-Stokes
property by issuing 200,000 shares (in four blocks of 50,000 each) and incurring
expenditures totalling $1 million by April 1, 1991. The Carter Report has Lode Resources
optioning the property from Kankana, which is not correct. It appears to use hindsight to
value the transaction at $323,500 based on the recorded implementation of a $300,000
program and issuance of 50,000 shares at a deemed price of $0.47 per share. This
translates to a property value of $647,000 for a 100% interest. RPA’s analysis indicates a
value of $1.5 million for the property.

SURF INLET PROPERTY — /k/ &ﬁ’ﬁ K@Q‘%‘f

It is located on Princess Royal Island off the BC central coast 160 km southeast of
Prince Rupert. At the time the mines were in operation, access was by barge and electric
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tramway to the wharf at Surf Inlet, 11 km from the minesite. The size of the optioned
property was reported as 3,250 ha by Surf Inlet Mines Ltd. (Surf Inlet Mines) (Canadian
Mines Handbook 1988-89). The Surf and Pugsley mines produced 389,000 ounces of
gold plus silver and copper from almost one million tons of ore with a recovered grade of
0.39 oz/ton Au, 0.2 oz/ton Ag and 0.3% Cu. Gold occurs with pyrite and copper
sulphides in a 4.6 km long shear zone.

Historical resources or reserves of 47,250 tonnes at 9.5 g/t Au, 11.3 g/t Ag and 0.60%
Cu are reported for the Pugsley mine (Minfile 103H027). Other estimates have been
made for stockpiles and tailings on the property and the possibility of recovering gold
from these areas was studied from 1985 to 1987. A May 19, 1988 report prepared for
Halley Resources Ltd. (Halley) by Dolmage Campbell & Associates concludes that the
Surf Inlet property appears to be an extremely attractive exploration bet, with good
potential particularly beneath the Surf deposit where underground drilling in the 1940s
intersected gold values.

7 In RPA’s view the Surf Inlet property is not at all comparable with the Blue Ice P,
property. The Surf Inlet property is_much larger, jt has much better access, it is a )
significant past producer of gold, it had a mineral resource estimate reported, and it was

2 reported to represent an extremely attractive exploration bet at the time of the transaction.
i

;M %’ Under an agreement dated August 1988, Halley acquired an option from Surf Inlet

W&f Mines to earn a 50% interest in the Surf Inlet property by incurring total expenditures of
$2 million over two years. The Carter Report appears to use hindsight to value the

transaction at $300,000 based on news releases that reported that Surf Inlet Mines paid

Halley $300,000 by issuing 2.4 million shares according to a back-in right in the

agreement. This translates to a property value of $600,000 for a 100% interest. RPA’s
analysis indicates a value of $3.0 million for the property.

\ The transaction between Surf Inlet Mines Ltd. and Halley Resources Ltd. does not
\ appear to be at arms’ length since both companies have the same directors and = — 7
’ executives. ’

SN Tl ay ©
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APPENDIX
Anglo-Huronian Diamond Drill Holes
Hole Core Interval Core Core Sludge Samples
# ft. Length Gold
Assayed | Assay
From To ft. oz/ton | oziton | From To | Length | Remarks
Au ft.
Blue ice No. 3 Zone
1 110 128 18 trace trace 100 130 5' Intervals
2 158 176 76 trace Trace 155 185 5’ Intervals
0.35 185 180 5
Trace 190 195 5
0.70 195 200 5
Trace 200 235 5
0.18 235 240 5 End of hole
3 105 125.5 15.8 trace trace 100 125 5
1255 | 1285 2.2 2.10 1.05 125 130 5
128.5 132 3 0.35 0.70 130 135 5
132 137.8 6 245 1.75 135 140 5
137.8 | 1405 2.2 0.18 - - 146 End of hole
4 Caved at 195 f. no core 0.18 165 170 5
trace 170 195 Abandoned
5 130 169 39 0.05 0.05 130 174 Intervals
average (174)
Blue ice No. 2 Zone
6 68 70 2 0.09 0.05 60 70 10
70 78 47 0.27 0.24 70 75 5
78 81.5 2.3 0.005 0.27 75 80 5
0.04 80 85 5 End of hole
7 32 33 1 0.72 0.06 50 60 10
34 35 0.6 0.11 0.01 60 70 10
41 42 1 0.04
53 61 43 0.10 End of
hole100 ft.
8 85 91 3.2 0.04 0.04 85 90 5 End of hole
140 ft.
9 35 42 41 0.04 0.08 35 42 7
42 48.7 4.2 0.16 0.10 42 47 5
48.7 55.8 53 trace 0.06 47 52 5
55.8 60.6 43 0.11 0.02 52 57 5
0.07 57 62 5 End of hole
94 ft.
10 148 154 5.3 0.12 0.05 150 155
154 162 22 0.005 trace 155 165
1673 | 1716 17 0.09 0.05 165 175
176 179 - 0.005 - End of
hole184 ft.
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