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“THIS INFORMATION IS PRIVILEDGED AND CONFIDENTIAL AND MUST NOT BE REPRODUCED OR TRANSFERRED TO ANY THIRD PARTY WITHOUT THE EXPRESSED WRITTEN CONSENT OF MERENDON MINING CORPORATION LTD.”

Pursuant to discussions, this document  is to provide you with a clarification of the above captioned topic for discussions with Messers  Kendall and Houston related to collateral security for capital advanced.

The S.G.D., master agreement calls for investment in gold in three forms (3):



a.- Raw gold



b.- Fine gold



c.- Gold concentrate

Merendon and S.G.D., agreed to an investment in the Corporation known as Merendon de Venezuela, based on this section of the Master Contract, taking into consideration:



a.- Exposure



b.- Profit margins

c.- Ability to offset collateral and the security agreement by moving all security into only bullion by a specific date.

Accordingly then, this document should provide a clarification as to the security and advantages to insure liquid resolvement of the S.G.D. fund.

Merendon  de  Venezuela:   This is a Venezuela registered Corporation with two shareholders:




a.- Darrell Hewitt, 33%




b.- Oro Metales, S.A. de C.V. 67%

*Oro Metales, S.A. de C.V., is a wholly owned sub/com. of Merendon Canada.

Directors /Officers:  Gary A. Sorenson, President




     Thelma Duron, Vice President




     Darrell Hewitt, General  Manager

OPERATIONS:  Presently there are two lines for recovery being constructed 

with line (3) contracted and proposed to be installed for on line recovery September 1st. 2002.

This provides a recovery capacity of 350 tons per day.  Based on a 30 day operation maintenance of two (2), 10 hours shifts, with 2 hours per shift designated to maintenance.

The mill circuit consist of:

a) Jaw crusher – Principal crushing.

b) Cone crusher – Secondary crushing 

c) Ball mill – solution grinding/milling

d) Two (2) cyclone mills for product control.

e) Two (2) Knelson concentrators –principal recovery

f) Closed circuit mercury amalgamation mill and retort system, fine recovery.

g) Principal assay facility.

h) Doré furnaces.

Ore Supply:   

The El Callao concession was a large mineral concession owned by the Government of Venezuela, to stimulate the economy, it was allowed to be sub-divided into what we would describe as strata-titles to 110 mine licenses, the mine owners.

The Ore grade is extremely high-grade compared to normal mining operations ranging in the (1) oz. Per ton to levels of recorded assay values of 37.65 oz. Per ton. 

· The veins of high-grade ore commence at a depth 20´ from surface and run extremely horizontal and range from 6” to 4.3m.

· Ore is selectively mined to insure the preservation of  high-grade values.

Mining  Process:

Merendon contracts the ore at site and supervises all phases of the selective production with an on-site metallurgist and geologist and mine supervisor foreman.

Step (1): 
Merendon advances against contracted delivery of: Set number of sacks of material per day –month – year.


Upon standard density performed by Laval University, Canada, 16 sacks are equal to (1) production ton.

Advance process:



Metallurgist and geologist measure and paint ore face to be mined.


Estimate of production cost is established for, powder, fuses, caps, etc.

· This sum is advanced to mine owner for production .

· Miners are paid by Merendon directly each Friday in a pay envelope process approved by mine supervisor/mine owner.

· Merendon de Venezuela, receives the contracted sacks at surface.

*** Mine owner and miners do not know grade average of ore.
Sacks per ton:

As stated the sacks are supervised  underground to insure quality and then raised to surface, they are random sampled, then, and shipped to the Merendon facility by Merendon personnel and trucks random samples are taken again, sacks are stockpiled outside mill, when assay is returned they are transferred onto main stock pile, as to mine location (Ore is not mixed).

Formula payment: 



16 sacks at 3500B’s per sack.



56,000 B’s per ton.



56,000 B’s to USD at 745 B’s to (1) USA= $75.16/Ton.

Calculation of current stockpiled reserves:

Operation #1Nacupay mine: Grade average: 4.6oz. to 37.65 oz/Ton.

· Weighted average of Nacupay Ore: 6.9 oz. Per/Ton.

· Weighted  average used for calculation 4.6 oz./Ton.

Nacupay ore on stockpile:  6,956 tons.





       6,956 at 4.6 = 31,997.60 oz.

      Recovery estimate at:  96% = 30,717.68 oz.

  Recovery estimate purity 95% = 29.181.80 oz.

Estimated value of reserve:    $8,754,540 USD
Operation #(2) Santa Rita:  Grade average 1.86 to 4.9355

· Weighted average of Santa Rita:  2.69 oz. Per/Ton.

· Weighted average used for calculation 1.86 Oz/Ton.

Santa Rita Ore on stockpile:
6,135 Tons.







6,135 at 1.86= 11,411.10   oz.







At  96%:
   = 10,954.65   oz.







At  95%:        = 10,406.91   oz.



       Estimated value of reserve:   $3,122,073  USD.

*** 
Please note that if the weighted average was used for both Nacupay and Santa Rita, the reserve value before adjustments used in our evaluation would be:


Nacupay at 7,956 at 6.9 oz/Ton. = $13,131,813  USD


Santa Rita at 6135 2.69 oz/Ton. = $   4,515,258  USD





Reserve value/assayed: $17,647.071 USD




                Current value used: $11,876,613 USD

            Merendon discounted reserve by: $  5,770,458 USD
ContRacted reserves:   January 2002/May 31st, 2003
(1) Nacupay  106,977.60 net oz.  at 300 USD= 
$32,093,280

(2) Santa Rita 129,768.48 net oz. at 300 USD
=
$38,930,544

(3) Panama/others 69,768 net oz at 300 USD= 
$20,930,400

              TOTAL CONTRACTED RESERVES US$:   $91,953,960 USD

(4) Reserve ore costs:




  13,416,060 USD

(5) Total Contracted reserves  after Ore:
     
   78,537,900 USD

(6) Calculation for G/A at 17 months = 40%        31,415,160 USD

         TOTAL CONTRACTED RESERVES after G/A   47,122,740 USD  

***Return stockpiled reserve estimates


 $11,876,613 USD

                ***NET RESERVES BEFORE SGD  $58,999,353

**Note: Milo estimated $1.5 million per month yr. 2002 
$18,000,000

            Milo estimated $2 million per month yr. 2003     

(Note we only forecasted until May 31/2003)5 months 
$10,000,000 

           
TOTAL NET CAPITAL RESERVES:             
$86,999,353
                  at May 31st, 2003.

The SGD fund was estimated to grow with interest and withdrawals from program to a net of between 45,000,000/50,000,000 by May 30/2003.







Net reserves at           $86,999,353







   Less SGD  at             50,000,000

                                         Net reserves after SGD:
        $36,999,353



**** $36,999,353 reflects a 73% position for error.

This type or error is of course unacceptable in financial markets but reflects the conservative nature of the forward projections we have used.

Further in reading this information you will note that absolutely no injection in terms of collateralization of security for SGD has been placed on the following Merendon assets.



a.- Current land values of Merendon de Honduras.



b.- Current land values of Merendon de Venezuela.

                  c.- Current product in inventory.

                  d.- Current equipment and fixed inventory.

We have not done so because we do not accept that we would have to dispose of such assets to realize the SGD client fund position at any time, properties that are currently under geological review have also not been evaluated.

Messers Houston/Kendall are so far out of the loop that they are making a serious error if they do not think that Merendon will halt this project meaning S.G.D. we can sell assayed ore to the “Minervin mine” Venezuela to fund and finish our project.

****
What I am most distressed about is that Milo must have had some indication from these clowns before he attended Honduras last, and I don’t mean just before he got on the plane.


Milo has never in our relationship not advised me of cash flow problems in the past.  And further never did advise of how Cris and Steve controlled these funds.


Milo quotation Friday night “Cris and Steve are releasing funds to an international  program and they are attempting to do their due diligence”.


Forgive me, but I thought that’s what Milo was doing!!!!!    I trust and depend on Milo´s information, I can not say the same for Messers Kendall/Houston.

Regards,

GARY A. SORENSON

President

Merendon de Honduras, S.A. de C.V.
