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PART I. FINANCIAL INFORMATION
Iltem 1. Financial Statements
NEVADA CHEMICALS, INC.
Condensed Consolidatedalance Sheets

September30, 2007 December31,2006

(Unaudited)
ASSETS
Current assets:
Cash and cash equivalents................ooiiiiiiiiiiiieee e, $ 18,682,000 $ 15,875,00i
RECEIVADIES ... ..ot 70,00( 57,00(
INCOME 1aX AEPOSITS ..uvuneiieiii e e e, o] 239,00(
Prefaid EXPENSES. .. ..t 44,00( 44,00(
TOtAl CUITENE ASSEES. . .euniitieit e e e e e e et e e e aaans 18,796,00 16,215,00
INvestment in JOINT VENTULE..........ouiiiiiiii e 8,245,001 9,193,00!
(@] 1 T = 1Y £ 351,00( 254,00(

$ 27,392,000 $ 25,662,00i

LIABILITIES A ND STOCKHOLDERSGOEQUITY

Current liabilitiesi accounts payable and accrued expenses.................... $ 2,365,000 $ 1,572,00(
Deferred INCOME TAXES.........uuuiiriiiiiiie e, 515,00( 980,00(
Total iabilities.......cooo i 2,880,001 2,552,00!
Stockhdderequity:
COMMON SEOCK ...tvttii e ettt e e e e e e e e eeeeeees 7,00C 7,00C
Capital in excess of par ValUue............ooveiiiiiiiiee e 4,286,001 4,286,001
Retained Earnings.........ooiiviiiiiiii e 20,219,001 18,817,00
Total StoCKhOIdeBEQUILY........oevieeii e 24,512,001 23,110,00

$ 27,392,000 $ 25,66200C

See accompanying notes to condensed consolidated financial statements



NEVADA CHEMICALS, INC.
Condensed Consolidated Statements of Income

(Unaudited)
Three Months EndedSeptember30,
2007 2006

Revenues and equity in earnings:

Management fee from JOINT VENTULE .........coouveiiiiiiiiiie e $ 212,000 $ 206,00(

Equity in earnings of JOINT VENTULE..........ccuiiiiiiiiie e 1,672,00( 1,616,00!

LI = LSRR 1,884,00! 1,822,00!
General and administrative EXPENSES.........cuuuuruuiiiiiiiae et 293,00( 202,00C
10 01=T= 111 oL T Lo o]0 1= 1,591,00C 1,620,00!
Other income (expense):

Investment and Other INCOMEB.........iiiiii e 777,00( 160,00(

INEEIESE EXPENSE. ...ttt (11,000) (224,000

Total other income (expense) 766,00C (64,000
Income befoe provision for INCOME taAXES.......oooeviiiiiiiiiiiii s 2,357,00t 1,55600C
ProvisSion fOr INCOME TAXES . ....civiiiiii e e e e e e e eeans 893,00( 740,00C
N = o o = SRR $ 1,464,000 $ 816,00C
Earnings per common share:

2 7= T SRR $ 021 $ 0.12

D] 1] (=T USRS $ 021 $ 0.12
Weighted average number of shares outstanding:

BASIC ettt et a e et 6,98300C 6,98300C

[ [T =T PRSP 7,000,00t 6,98500C
Dividends declared per COmMmMON SNALE.............ceeiiiieeieieeeeeeeeceeee e $ 0.0¢ $ 0.08

See accompanying notes to cended consolidated financial statements



NEVADA CHEMICALS, INC.
Condensed Consolidated Statements of Income

(Unaudited)
Nine Months Ended September30,
2007 2006

Revenues and equity in earnings:

Management fee from JOINT VEMBRL............ooouiiiniiiiiiiee e $ 571,00C $ 607,00C

Equity in earnings of JOINT VENTULE..........ccuiiiiiiiiie e 4,052,00( 5,02600C

LI = LSRR 4,623,00( 5,63300C
General and administrative EXPENSES.........cuuuuruuiiiiiiiae et 910,00C 1,03200C
10 01T = 1] o i [oo] o 4= 3,71300C 4,601,00C
Other income (expense):

Investment and Other INCOMEB.........iiiiii e 1,113,00( 464,00C

INEEIESt EXPENSE. et ittt (35,000) (224,000)

Total other INCOME (EXPENSE). . .. i iiiiiie e eee e iee e et e e e e e e e e e e e e e e eennns 1,07800C 240,00(
Income before provision for INCOME taXES.........cooviiiiiiiiiiiiiiie s 4,791,00( 4,841,00C
ProvisSion fOr INCOME TAXES . ....civiiiiii e e e e e e e eeans 1,574,00( 2,70600C
N = o o = SRR $ 3,217,000 $ 2,13500C
Earnings per common share:

2 7= T SRR $ 0.4€ $ 0.31

D] 1] (=T USRS $ 046 $ 0.31
Weighted average number of shares outstanding:

BASIC ettt et a e et 6,983,00( 6,94900C

[ [T =T PRSP 7,001,00t 6,95300C
Dividends declared per COmMmMON SNALE.............ceeiiiieeieieeeeeeeeceeee e $ 0.2¢€ $ 0.23

See accompanying notes to condensed consolidated finstatethents



NEVADA CHEMICALS, INC.
Condensed Consolidated Statements of Cash Flows

(Unaudited)
Nine Months Ended September30,
2007 2006
Cash flows from operating activities:
[T 01 g Telo] 1 = TR $ 3,217,000 $ 2,13500C
Adjustments to reconcile net income to net azsdd in operating activities:
DepPreciation EXPENSE. ....... ittt e et 1,00C 1,00C
StOCK OPLION EXPENSE....eiiiiiiiiiiiie ettt e e o} 269,00(
Equity in earnings of joiNt VENTULE.........ccoviiiiiiiiii e (4,05200C) (5,02600C)
Deferred INCOME TAXES.......uuuiiiii et (465,000) (278,00C)
Changes in operating assets and liabilities:
RECEIVADIES. .. ... (13,000) 29,00C
Prepaid EXPENSES . ....ooviiiiiiie e o} 22,00C
OthEr ASSELS. .. .ciiiiiiiiiiii et e e e e o} (2000)
Accounts payable and accrued eXPeNSES. .......uueiii e iiieeerieeiii e 963,00( 785,00(
Net cash used in operatidgtivities.............uueiiiiiiiiiii e (349,000) (2,064000C)
Cash flows from investing activities:
Purchase of life iINSUrance POoliCY...........oovvviiiiiiiiiiiei e (83,000) o}
Purchase of property and equIPMENT.........cooviv i (15,000) o}
Distributions from jOiNt VENTUIE. ..........ouiiiiiiiiiiieeeeeee e 5,000,00( 5,000,00(
Net cashprovided by investin@Ctivities............cceeveiiiiii e, 4,902,00( 5,000,00t
Cash flows from financing activities:
Exercise of StOCK OPLIONS........oociiiiiie e e o} 36,00(
Payment of diVIdENdS...........coovuiii i (1,746,00() (1,524000C)
Net cash used ifinanciNngadiVitieS.............cevieiiiiiii e (1,74600C) (1,48800C)
NET INCreaSse IN CASKL......oii i 2,807,00¢ 1,44800C
Cash and cash equivalents, beginning of period..............cccooviiverviiiiieiie e, 15,875,001 16,78400C
Cash and cash equivalents, end of periad.............ccovvviiiiiieiiii e, $ 18,682,000 $ 18,232000

See accompanying notes to condensed consolidated financial statements



NEVADA CHEMICALS, INC.
Notes to Condensed Consolidated Financial Statements
(Unaudited)

NOTE 1. ORGANIZATION AND BASIS OF PRESENTATION

Nevada Chemical$, nc. (t he, ftClormpugqty 0i)t s ownership in Cyanco Cc
chemicals to the gold mining industry in the United States. Winnemucca Chemicals,, ( iWi nnemucca Cher
wholly owned subsidiary of the Company, has a fifty percent interest in GyamoRcorporate joint venture engaged in the
manufacture and sale of liquid sodium cyanide. The Company accounts for its investment in Cyanco using the equity method
of accountingwith the book value of the investment recorded at an amount that apmraxies t he bal ance of
capital account as reported in the financial statements of Cy&wuomarized financial information for Cyanco is included
in Note3.

The accompanying unaudited condensed consolidated financial statements of the Cawpdieen prepared by
the Company pursuant to the rules and regulations of the
with the Company6és audited annual financial stsatements a
consisting only of normal recurring adjustments, necessary to present fairly the financial information set forth thiiain. Cer
information and footnote disclosures normally included in financial statements prepared iam@ewsiith accounting
principles generally accepted in the United States have been condensed or omitted pursuant to SEC rules and regulations,
although the Company believes that the following disclosures, when read in conjunction with the audited annual financial
statementsandtheot es t hereto included in the ColKjpraadggoattomaket r ec
the information presented not misleading.

The results of operations for the thieenthandninemonthperiods endedSeptembeB0, 2007are not necessiyr
indicative of the results to be expected for the full year.

NOTE 2. SIGNIFICANT ACCOUNTING POLICIES

Cash and Cash Equivalent§ The Company considers all investments purchased with original maturities of three
or fewer months to be cash equivaten€ash equivalents were $84,000 and $15,606,000 as®&ptembeB0, 2007 and
December 31, 2006, respectively. Cash weEx3IP8000 and $269,000 as $&ptembeB0, 2007 and December 31, 20086,
respectively. The Company has $200,000 of cash thatesdity insured. All remaining amounts of cash and cash
equivalents exceed federally insured limits.

Deferred Income Taxes As part of the process of preparing consolidated financial statements, the Company is
required to estimate income taxes in eafcthe jurisdictions in which it operates. This process involves estimating the

Companyés actual current income tax exposure together wi
treatment of items for income tax and financial accountinggses. These temporary differences result in deferred tax
assets and I|liabilities, the net amount of s Whdnapproprige, i ncl u

the Company records a valuation allowance to reduce its deferresstts to the amount that the Company believes is more
likely than not to be realizedThroughSeptembeB0, 2007the Company had reduced its deferred tax assets by recording a
valuation allowance of 380,000 (see Note 5)

Revenue Recognitioi TheCompny 6s r evenues and pengnlyoftegrningsfrone @annoi n g s
based on the equity method of accounting and management fees from Cyanco. Equity in net earnings of Cyanco is based on
the Companyds 50% owner s fandpecognized@ytte end of eackanmodth. iManageraentdea | at e d
income from Cyanco is recognized monthly based on the Cyanco joint venture agreement.

Earnings per Common Sharei The computation of basic earnings per common share is based on the weighted
averagenumber of shares outstanding during the period. The computation of diluted earnings per common share is based on
the weighted average number of shares outstanding during the period plus the weighted average common stock equivalents
which would arise fronthe exercise of stock options outstanding using the treasury stock method and the average market
price per share during the period.



The shares used in the computation of the Conmfpdrgsic and diluted earnings per share are reconciled as follows:

Three Months EndedSeptember30 Nine Months Ended September30

2007 2006 2007 2006
Weighted average number of shares outstariding

DASIC....ccoiiiii e, 6,983,00! 6,983,00C 6,983,00( 6,94900C
Dilutive effect of stock Options.............ccceevevvennnnne 17,00( 2,00C 18,00( 4,00(C
Weighted average humber of shares outstariding

diluted........ccoiiiee 7,000,00! 6,985,00(C 7,001,00( 6,953,00C

Stock-Based Compensatiofi On January 1, 2006, the Company ado@tdement of Financial Accounting
Standar ds . (BEFSAdEB83dsed RaymentSFAS No.123(R) replaces SFAS Ni23,Accounting for Stoek
Based Compensatipand supersedes APB Opinion 8, Accounting for Stock Issued to Employe&his statement
requiregshe Companyo measure the compensatiorstofstock options and other stoblased compensation to employees
and directors at fair value at the grant date and recognize compensation expense over the requisite service period for awards
expected to vest. The fair value of stock options is compusiag) the BlackScholes valuation model. No stock options
were granted to employees or directors duringithemonths ende&eptembeB0, 2007.

Recent Accounting Pronouncements The FASB has issued SFAS Statement No. E&if, Value Measurements
This new standard provides enhanced guidance for using fair value to measure assets and liabilities, and requires expanded
information about the extent to which companies measure assets and liabilities at fair value, the information used to measure
fair vdue, and the effect of fair value measurements on earnings. The standard applies whenever other standards require (or
permit) assets or liabilities to be measured at fair value. Under the new standard, fair value refers to the pricd tieat woul
receivel to sell an asset or paid to transfer a liability in an orderly transaction between market participants in the market in
which the reporting entity transacts. The standard clarifies the principle that fair value should be based on the assumption
marketparticipants would use when pricing the asset or liability. The new standard is effective for financial statements
issued for fiscal years beginning after November 15, 2007, and interim periods within those fiscal years. Early adoption is
permitted. TheCompany anticipates adopting SFAS No. 15Januaryl, 2008, but is currently unable to determine the
impact of the adoption of the standard on its consolidated financial statements.

In February2007, the FASB issued SFAS Nb.5 9 , i The FaforrFinavicdal Assets dng Rinantial
Liabilities 8 Including an Amendment of FASB Statementllol 5. 0 STHBadowdlapmpanies the choice to
measure financial instruments and certain other items at fair value. This allows the opportunity to roltgjéity in
reported earnings caused by measuring related assets and liabilities differently without having to apply complex hedge
accounting provisions. The Statement is effective for fiscal years beginning after Nodgmped7. The Company is
currenty reviewing the potential impact, if any, of SFAS N&9 on our consolidated financial statements.

NOTE 3. INVESTMENT IN JOINT VENTURE
Summarized financial information for Cyanco is as follows:

Three Months EndedSeptember30 Nine Months Ended September30

2007 2006 2007 2006

REVENUES........coiiiiiiiiiieeeeeeee e, $ 14,168,000 $ 13,68800C $ 38,093,000 $ 40,44900C
Costs and eXpenses......ccceeevvvvveeieeevvennnnn. 10,824,00 10,45500C 29,988,00! 30,39600C
Net income before taxes..........ccceeeeveeenn, 3,344,001 3,23300C 8,10,00C 10,05300C
Companyds equ.i.t.y..l.r 1,672,001 1,61600C 4,052,00( 5,02600C

Cyanco reviews its lontived assets, including customer relationships and other intangible assets, for impairment
whenever events or changes in circianses indicate that the carrying amount of the assets may not be recoverable. Cyanco
assesses the recoverability of the ldingd assets by comparing the estimated undiscounted cash flows associated with the
related asset or group of assets against thgpective carrying amount&€yanco did not have any write downs during the
three months and nine months ending September 30, 2007 and 2006.

NOTE 4. DIVIDENDS

In August2007, the Company declared a cash dividend of $pd¥ share on a total of 6,9832shareutstanding
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of record as of Septemb2®, 2007, which was paid on Octob& 2007. As of September 3007, dividends payable of
approximately $28,000 were included in accounts payable and accrued expenses in the accompanying condensed
con®lidated balance sheein May 2007, the Company declared a cash dividend 09$& share on a total 6{983,172
sharesutstanding of record as 8eptembeR0, 2007, which was paiddn July5, 2007, In March2007, the Company
declared a cash dividerd approximately $59 000, or$.08 per shargon a total 06,983,17Xhareutstanding of record as
of March 2, 2007, which as paid on April0, 2007

In January2007, the Company paid dividends of approximatebp$000, which were declared becemier 2006
and were included in accounts payable and accrued expense on the December 31, 2006 balance sheet

NOTE 5. INCOME TAXES

Adoption of Financial Interpretation No. 48, Accounting for Uncertainty in Income Taxes (FIN 48)

Effective January 1, 200%he Companyadopted FIN 48. The validity of any tax position is a matter of tax law, and
generally there is no controversy about recognizinxg the
law is, however, subject to varied irpegtations, and whether a tax position will ultimately be sustained may be uncertain.
Prior to January 1, 2007, the impact of an uncertain tax position, which did not create a difference between the financial
statement basis and the tax basis of an as$iebdity and that would have future tax consequene@s included in our
income tax provision if it was probable the position would be sustained upon audit. The benefit of any uncertain tax position
that created a basis difference in an asset oritiabils reflected in our tax provision if it was more likely than not that the
position would be sustained upon audit. Prior to the adoption of FIN 48, we recognized interest expense based on our
estimate of the ultimate outcome of the uncertain tax positinder FIN 48, the impact of an uncertain tax position that is
more likely than not of being sustained upon audit by the relevant taxing authority must be recognized at the largest amount
that is more likely than not to be sustained. No portion of @ertzin tax position will be recognized if the position in the
aggregate has less than a 50% likelihood of being sustained. Also, under FIN 48, interest expense is recognized on the full
amount of the deferred benefit for the uncertain tax position.

TheCompany recognizes interest accrued related to unrecognized tax benefits in interest expense and penalties in
operating expenses. During thimemonths ende&eptembeB0, 2007 the Company recognized approximate®pH00in
interestaccruedand penaltis.

The Companyds corporate income tax r e3luleds throdgh 206d i n
are under audit by the Canada Customs and RevesxysmrsAgency
without final resolutio. The first phase of the audit has been completed, and the Company has been assessed additional
income taxes based on positions taken by CCRA on certain matters that differ from positions taken by the Company.

The Company, based on consultation withgtofessional tax advisors in Canada, believes that, in most instances,
the facts and circumstances support the positions taken by the Company, and has filed with CCRA formal notices of
objection for each year under audit, and the audit has progresbedaiopeals level. The timing of the completion of the
appeals process is currently uncertain.

Certainofhe Companydés United States corporate i rnfeedRSe t ax
has taken the position that the Company oagitional income taxes, penalties and interest where the IRS has disagreed
with certain tax positions taken by the Company. During 2006 the Company reviewed the position taken by the IRS and paid
certain taxes for which it believes it has liability. eET@ompany is pursuing the internal appeal process at the IRS for those
positions taken by the IRS with which the Company disagrEles.ultimate outcome of the IRS audit and the impact of the
final audit results on the consolidated financial statemertteec€ompany cannot be determined at this.time

The Company believes that amounts accrued and included in accounts payable and accrued eSpptesabert
30, 2007will be adequate for the resolution of the asilif CCRAand the IRS However, therean be no assurance that
such costs will not ultimately exceed the current estindteaccrual for the potential Canadian tax liability is payable in
Canadian dollars and the company increasedathisuntin the third quarter of 2007, based on foreigrrency exchange
rates and the strengthening of the Canadian dollar against the U.S. dollar.



Deferred tax assets (liabilities) are comprised of the following:

September30, December31,
2007 2006

Deferred tax assets:

Foreign inome taxes and credit carryforwards...............ccooeevvvveeenennnnns $ 879,00 $ 926,00(
ACCTUEBH EXPENSES ..ieeitieeeeeeiiee e ettt s s e e e et e e e e eeta s e e e e eeaateeeeeesnaaaeeees 147,00( 136,00(
Stockbased COMPENSALION..........ceeiiiiiiiiiiiiii e 92,00( 92,00(
L@ 101 SO PRRTRSPR 34,00( 31,00
Less valuation alloWanCe...........cooiiiiiiiiiiiiiiii e (580,000) (611,00C)
572,00( 574,00(

Deferred tax liabilities 7 depreciation and amortization................cccccceeee. (1,087,000)  (1,554,00()

$ (515,000 $ (980,000)

Due to uncertainties surrounding the realizatiothefbenefit of certaiaccruedoreignincometaxes the Company
is currently unabléo conclude that the realization of portions of the deferred tax assets mi@abtledikely than nat
criterion in paragraph 17.e of SFA®. 109. Thereforeas ofSeptembeB0, 2007, the Companyadrecorded a valuation
allowanceof $580,00Q

NOTE 6. OTHER INCOME

Other income for the three and nine months ended September 30, 2007 includes the amouniyeceived
WinnemuccaChemicals, a wholkpwned subsidiary of the Comparisgom the July 18, 2003ettlement ofts litigation with
Degussa CorporationUnder terms of the settlement, CyPlus Corporation, an affiliate of Degussa Corporation, will maintain
its ownership of Degussabts 50% interest in Cyanco, Winne
sale of CyPlus or the Cyanamtérest, and CyPlysaidWi nnemucca Chemicals $581, 000, whi

ltem 2. Management 6s Discussion and Analysis of Financi
Overview

The operations reported in the condensed consolidatedstaits of income for the three monamsinine months
endedSeptembeB0, 2007andSeptembeB0, 206c onsi st primarily of the Companyds
results from its 50% interest in Cyanco, a{tomporate joint venture engagedtire manufacture and sale of liquid sodium
cyanide, management fee income from Cyanco, investment income earned on cash and cash equivalentsrind short
investments, and corporate overhead, costs and expenses. Since the Company does not own niéref thgark®, and
has determined that other factors requiring consolidation do not exist, the financial statements of Cyanco are noedonsolidat
with the financial statements of the Company. Summarized financial information for Cyanco for the threeanmittes
monthsendedSeptembeB0, 2007andSeptembeBO, 206 is presented in Notet 0 t h e Qoandieatongehsed
consolidated financial statements.

Cyanco represesibne oftwo sources of sodium cyanide for use in the mining industry in tiseeweUnited States.
E. I . DuPont Nemours (ADuPonto) is presently the sole con
industry. Sodium cyanide immanufactured in two distinct forms: (1)as s o | i d ,\iihixh cangba shippged o
ecaomicallybutr equi res an addi t ibeforaitcanfbdtiizedinahe mihing andustryop (R) sodliens s
cyanide produced as a liquid and shipped directly to the mines for immediate use, which is the preferred method by the
mines and ishe process currently utilized by Cyanco.

Cy a n sodidnscyaniddusiness islependent upon the gold mining industry located within the western United
States.Based on a January 2007 report prepared by the U.S. Geological Survesgl@ommoditySummariesthe Uhited
Statedgsin a tie with Australia as the second leadjotd-producing nation, after South Afridar the 2006 calendar year
Domestic mine output contins&o be dominated bghe Nevadaregionin which Cyanco operates, witlibout82% of the
gold producedvithin the United Stategccording to the Mineral Commodity Summaries report

Cyancods bus icomepstigive demandsudegerdente o arelatively small number of customers,

fluctuating market prices for energyaw materiad, and increases in the cost of labor. The Company believes that the
important competitive factors in the sodium cyanide market are service, quality and price. Cyanco delivers product to its
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customers pursuant to supply contracts, which vary in lerigfanco must meet competitive demands in order for its
customers to renew product supply contracts as they expire, and has been able tpasitie@sults by being creative
and serviceoriented and offering competitive prices.

Al of s@lgsmmcauocdsvithin the western United States. Sin
mining companies, the number of companies it services is relatively da@alh large mining concern may have multiple
operating propert i esegioniAtiogsiohone®@ynaore ofdthése custgmers @uld adversely affect
future sales, and may have a materi al adverse effect on
from the customer switching to another source or fronttiséomer electing to close or suspend a mining operation.

With high or increasing gold prices, existing gold mining operations tend to expand current operations and begin the
process of permitting for new mines or to reopen old existing mining operatimvgever, this permitting process can take
several years. Although we have continued to see very strong gold prices during tireefirainths of this yeaiCyanco
financial results show a downturnyear to dateevenue and volume as compareitddanner results in 2006l his year to
date decreads not attributable to changes in base customer mix howgveprimarily a result of changes in the mining
operations and activities @fyancocustomerschanges in operations due to complex ore lmdieallenges of start up and
discontinued mining activities

In addition to the changes in mining operations and activities discussed@mwed decline inearningsas
compared to the prior year can be explaimggartbyt h e -efif | f aegthé¢ Gyandoaost plus pricing agreements, which
historically had two to four month true up provisions. As raw material prices fell during the first six months of 2006,
Cyancobs pri ci nghematgpassealong thd reducedecosts onty afekr thpdaigd had expired. This
resulted in higher than normal margins during the first six months of 2006 as compared to the first six months of 2007.
Although raw material prices continue to fluctuate, they have remained atgoto the prior year periodrfthe three
month period ending September 30, 200Y2007Cyancomodifieditspr i ci ng agr eementsup® a sho
provision that would be more responsive to the fluctuating raw material €dgasicoresults for the three months ended
Sepember 30, 2007 show an increase in sales as compared to the prior yeay griragety a result of spot short term
contract saleglosing the gap on the year to date variance

We are encouraged by our third quarter results and find them indicdtikie strong gold prices and activities of the
mining industry.Cy a n ¢ o 6 s prioirgy dontfactsebdginning in 2007, with 30 day true up provisions, will help eliminate
the overall lageffecton earningshat Cyanco hagxperienced in thpast Although weare encouraged it should be noted
that we cannot predict with certainty future results as mining operations and activities are continually changing due to
complex ore bodies, challenges of startup discontinued mining activities, and seasonahsaaihof which are in a
continual state of flux and change.

Critical Accounting Policies

The preparation of financial statements and related disclosures in conformigcagiimting principlegenerally
accepted in the United Stategjuires mangement to make judgments, estimates and assumptions that affect the reported
amounts in the Companyds consolidated financi al stat emen
summarized in Note 1 to the tandthexmost sritical of sushopolicies are disdussed n a n
below.

A Investment in Cyanco
A Accounting for Income Taxes
A stockBased Compensation

Investment in Cyancoi As previously discussed, the Company does not own more than 50% of Cyanco, and as a
result, the financial statements of Cyanco are not consolidated with the financial statements of the Company. The Company
accounts for its investment in Cyanco using the equity method of accounting. Equity in earnings of Cyanco is based on the
C o mp a n % ovmerdhif in Cyanco and is calculated and recognized at the end of each month. Management fees from
Cyanco are recognized monthly and are calculated as a percentage of Cyanco revenues based on the joint venture agreemen

The determination of usefuMiés and depreciation and amortization methods utilized by Cyanco for its property and
equipment and intangible assets are considered critical accounting estimates. Cyanco management uses its judgment to
estimate the useful lives of lodiged assets, takp into consideration historical experience, engineering estimates, industry
information and other factors. Inherent in these estimates of useful lives is the assumption that periodic mainteo@ance will
performed and there will be an appropriate levelrofual capital expenditures. Withoutgoing capital improvements and
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maintenance, productivity and cost efficiency declines and the useful lives of assets would be shorter.

Cyanco reviews its lonrtived assets, including customer relationships andratitangible assets, for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets may not be recoverable. Cyanc
assesses the recoverability of the kingd assetdy comparing the estimated undiscounteshdéiows associated with the
related asset or group of assets against their respective carrying amountssigingtions concernirtige followingfactors

Contract price per pound of product delivered

Projected number of pounds of product to be deltvere

Projected life of the contract, including reasonable assumptions for renewals beyond the initial contract period
Projected costs of raw materials

Projected reductions in cash flows for revenue sharing obligation

= =4 =4 -4 -4

If the carrying amount of the asset exdeéhe estimated undiscounted cash flows, the amount of impairment loss
recorded i n Cyan c o Gsxalcslatel based emthie exadss obtipeecarryirtg anooans over the estimated fair
value of those assets, calculated using the discountedloas expected during the remaining useful diféhe asset

Accounting for Income Taxes- As part of the process of preparing consolidated financial statements, the Company
is required to estimate income taxes in each of the jurisdictions in Wiojghrates. This process involves estimating the

Companyds actual current income tax exposure together wi
treatment of items for income tax and financial accounting purposes. These tempteeegabt result in deferred tax
assets and liabilities, the net amount of which is inclu

the Company records a valuation allowance to reduce its deferred tax assets to the amountaimgiathye i2lieves is more

likely than not to be realized. Key assumptions used in estimating a valuation allowance include potential future taxable
income, projected income tax rategpiration dates of foreign and other tax credit carryforwaniscipaed results of tax

audits, and ongoing prudent and feasible tax planning stratéfiesughSeptembeB0, 2007the Companyecordech

valuation allowance of®80,000Q If the Company were to determine that it would be able to realize its deferred taxrasse

the future in excess of the net recorded amount, an adjustment to reduce the valuation allowance would increase income in
the period such determination was made. Similarly, should the Company determine that it would not be able to realize all or
pat of its net deferred tax assets in the future, an adjustment to increase the valuation allowandeoneagécome in

the period such determination was made.

Certain of the Companyds United Statesudafleultheteadi an
outcome of these audits and the impact of the final audit results on the consolidated financial statements of the Company
cannot be determined at this time. The Company believes that amounts accrued and included in accounts payable and
accrued expenses a¢ptembeB0, 2007 will be adequate for the resolution of the audits. However, there can be no
assurance that such costs will not ultimately exceed the current estifhat€ompany reviews the accrued amount at each
balance sheet tla Any increase in the accrual or the final resolution of the amount due in excess of the accrual would
reduce income in the period such determination is made. Similarly, any decrease in the accrual or final determirretion that t
amount due is less thahe accrual would increase income in the period such determination is made.

Stock-Based Compensation On January 1, 2006, the Company adopted SFASRR(R), which requires the
Company to measure the compensation cost of stock options and othdrastedlkawards to employees and directors at fair
value at the grant date and recognize compensation expense over the requisite service period for awards expected to vest.
The fair value of stock options is computed using the Bisatkoles valuation modekhich model utilizes inputs that are
subject to change over ti me, including the vdrdeinterest i ty of
rates, requisite service periods, and assumptions made by the Company regarding the assandegk$ifing of stock
options and stockased awards. As new options or stbelked awards are granted and vest, additionacasim
compensation expense will be recorded by the Company.

Results of Operations

Three Months EndedSeptember30, 2007

Equity in earnings of Cyandacreased56,00Q or 3%, to $,672,000n the three months end&gptembeB0,
2007compared to $,616,000n the three months end&tptembeB0, 2006. Cyanco revenuescreased480,000, or 4%,
to $14,168,000n the three miaths ende®eptembeBO, 2007 compared to $3,688,000n the three months ended
SeptembeBO, 20B. Theincrease in Cyanco earnings is due primarily stight increase iiits grossmargin. The increase
in Cyanco revenues can be attributed to an inereetheaveragesales pricea result ofts cost plus pricing agreements
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addition, ve have seen an increase in our spahart termcontract sales this quarter as compared to the same period last
year, primarily a result of changes in operatiamsg activities of our customers.

I n our previous quarterly r epoeftfse @panicdamtiplapridrigscussed
arrangementsvhich historically had two to four month true up provisiorss raw material prices fell durinpe first six
months of 2006Cy ancods pr i ci n ghematgpassalong thd reducedecosts only afger the lag period had
expired. This resulted in higher than normal margins during the first six months of 2006 as compared to the firgisix mon
of 2007. In our currertonsolidated financiaksultsfort he t hr ee mont hs endedefJeepcttedOmbiesr 1
longer applicable as raw material prices, although continually fluctydtang remained compdla in the year over year
amalysis Additionally, in 2007Cyancomodifieditspr i ci ng agr eement sup®@ pr ewhiositem BiMa
more responsive to the fluctuating raw material costs.

Cyancobs c o sihcseasad®B69008 »ord%, to $£6,824000in the three months end&dptembeBO,
2007compared to $0,455000in the three months end&#ptembeB0, 206. Theincreasen operating costs the three
months ende&eptembeB0, 2007resulted primarilyfrom an increasen productionfor the perod. Cyancods net i nc
before taxes (on a 100% basmrease$111,000 or 3%, to $3,344,000during the three months end8dptembeB0, 2007
compared to $,233,000n the three months end&ptembeBO, 2006. Theincrease in net income is a resdltiee increase
in our averagesales pricand gross margin.

We are encouraged by Cyancobés third quarter results
of the mining industry. The changes in Cyanco pricing contracts beginr2@@i) with 30 day true up provisions, will help
eliminate the overall lagffect that we have experienced in the first six months of this year as compared to the prior year.
Although weare encouraged it should be noted that we cannot predict wittgftaure results as mining operations and
activities are continually changing due to complex ore bodies, challenges of startup and discontinued mining activities, and
seasonal variations, all of which are in a continual state of flux and change.

Management fee income from Cyanitwreaseds6,000 or 4%, to $£12,000in the three months end&&ptember
30, 2007compared to $06,000in the three months end&&ptembeB0, 2006, due tothencr ease i n Cyancoods
discussed above, upon which the ngeraent fee is computed.

Investment and other income increaséd 000 or 388%, to ¥77,000in the three months end&kptembeB0,
2007 compared to $60,000in the three months end&gptembeB0, 2006. Thisunusuaincrease is due primarily the
setlement ofWinnemucca Chemicaliigation with Degussa Corporation. Under the terms of the agreement, CyPlus
(Degussa) was required to pay $581, 000 to Nevada Chemica
$36,000 is the result @i increase in the average balance of cash and cash equivalents during the peariad@edse in
interest raten investments and cash during the current period.

General and administrative expenseseased91,000, or 45%, to £93000in the three mnths ende®eptember
30,2007compared to $02000in the three months end&&ptembeB0, 2006. Thisincrease is duprimarily to anincrease
in wagesand benefitexpense of 53,000 due to the recent addition of two full time employaes $31,000 imease in legal
fees.

Interest expense decreased $213,000 or 95% to $11,000 in the three months ending September 30, 2007 compared t
$224,000 in the three months ended September 30, 20@6detiheasés the result of accruing and expensing $224,000
2006, an amount representing estimated interest charges over a period of several years on certain assessments related to the
U.S.corporatemcome tax autk.

The Company recorded a provision for income tax expense for the three month perio8eagitatier30, 2007 and 2006
of $893,000and ¥40,000respectively. The provisionincreased due to higher income for tuerentperiod as a result of
increased sales at Cyanco and the litigation settlement with Degussa.

Nine Months Ended September30, 2007

Equity in earnings of Cyanatecrease974,00Q or 19%, to $,052,000in theninemonths ende&eptembeB0,
2007compared to $,026000in theninemonths ende®&eptembeB0, 206. Cyanco revenuadcreased $,356,00Q or 6%,
to $38,093000in thenine months ende&eptembeB0, 2007 compared to 40,449000in theninemonths ende&eptember
30, 2006. The Cyancaevenue anéarnings have been pibgely impacted byits third quarteresultswhich posted @%
increase in sales as compared to the pearquarter primarily the result oén increasén theaveragesales pricea slight
increase in gross margimcreased mining activitieandan increase ithe spotor short termcontractsales These positive
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results have slightly closed the gaptbayear over year variancesdresults.

Although we have continued to see very strong gold prices during the first nine months of {l{Gyyrao
financial results show a downturn in revenue and volume as compatgbtdoner results in 2006Lhis year to date
decreasés not attributable to changes in our base customer mix howieieprimarily a result of changes in mining
operations and activities @6 customers. Seasonal variations, changes in operations due to complex ore bodiegeshallen
of start up and discontinued mining activities

In addition to the changes in mining operations and activities discussed@posen deglidesin earnings as
compared to the prior year can be explaimgdartbyt h e -efff | f aegitstcast pluspriing agreements, which historically
had two to four month true up provisions. As raw mater.
agreements requiredto pass along the reduced costs only after the lag period had expiiedesulted in higher than
normal margins during the first six months of 2006 as compared to the first six months of 2007. Although raw material
prices continue to fluctuate, they have remained coafghein our year over year resuliar the three moiiit period ending
September 30, 2007n 2007Cyancomodifieditspr i ci ng agr eement supo® @ar chiositem BlDat
more responsive to the fluctuating raw material costs.

Cyancobs c os deseasedddd 0@)om%, os,388000in theninemonths ende®eptembeB0,
2007compared to $0,3%,000in theninemonths ende@eptembeB0, 2006. Thedecrease in operating coststhe current
yearresulted primarilffrom a 6% reduction in therolume of product solcpartially offset bythe increase ithe cost of
certain key raw materiastompared téhe firstninemonths oflastyear As a result, Cyancods net i
100% basisilecreased $,948000 or 19%, to $8,105,000during theninemonths ende&eptembr 30, 2007 compared to
$10,053000in theninemonths ende®eptembeB0, 20@.

Management fee income from Cyardmreased $6,000 or 6%, to $71,000in theninemonths ende&eptember
30, 2007compared to 17,000in theninemonths ende&eptembeB0, 2006, duetothadlec r ease i n Cyancods
discussed above, upon which the management fee is computed.

Investment and other income increaséd%000 or 140%, to $1,113000in theninemonths ende&eptembeB0,
2007 compared to 464,000in thenine months ende@eptembeBO, 2006. This increase is due primarily to an increase in
the average balance of cash and cash equivalents during the aeimmiease in the interest ratad the settlement of
Wi nnemuc c a litigdtienwithdeagusdass@rporation. Under the terms of thettlemenagreement, CyPlus
(Degussa) was required to pay $581, 000 to Nevada Chemica

General and administrative expendesreased $22,000, or 12%, to $910,000in theninemonths endd September
30, 2007compared to $,032000in theninemonths ende@eptembeB0, 2006. This decrease is due farimarily to a non
cash stock based compensation expense of $269,000 recorded in 2006 and no corresponding charges present in 2007, offset
by an increase in wages expense b#&000 due to the recent additions of two full time employees.

The results of operations for thaexemonth period endeSeptembeB0, 2007 have been positively impacted by the
Company adjusting its estimates of theoamt of taxes, penalties and interest that will be due in Canada related to the
ongoing audit ofth€o mpany 6 s Ca n a (béeaate 5d thexaccompanying cosdensed consolidated financial
statements . The adjust ment wan maodad asrs es sfimanrte olfi loallry ctur r e
our Canadian tax positond¢s a result, the provision for income taxes |
statements of income for tilnemonths ende&eptembeB0, 2007 $ lower than amounts which would be computed by
applying the statutory federal income tax rate to income before provision for income taxes, resulting in higher net income.
The provision for income taxes was negatively impacted in thenfitsimonths 02006 as the Company accrued and
expensed an additiona883,000related to tax audit.he Company believes that amounts accrued and included in accounts
payable and accrued expenseSeptembeB0, 2007will be adequate for the resolution of the asitlit CCRAand the IRS
However, there can be no assurance that such costs will not ultimately exceed the current estimate.

Liquidity and Capital Resources

At SeptembeBO, 2007, the liabilities of the Company consisted of current liabilities)865000 and deferred
income taxes of 515000 Current liabilities consisted of trade accounts payabld @090, dividends payable 06$8,000
and accrued expenses (comprised primarily of accrued incomeatakeslated interest expehat $1,718,000. Thes
current liabilities compare favorably to total current assetd 8796000 atSeptembeB0, 2007. Current assets were
comprised primarily of cash and cash equivalentsl8f6B2000Q

The Compangs current strategy is to invest cash in excess of bt operating needs in highly liquid, variable
interest rate investments with maturities of 90 days or less. The Board of Directors of the Company is currently evaluating
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alternative uses for the cash of the Company, including optimizingt&nortinvestment results without exposing the
Company to high levels of market risk, diversification of the Comisabysinessadditionalinvestment in Cyanc@ndthe
payment of dividends to shareholdeflhe Board of Directors is also looking at strategic opmities to leverage our
patents and technology related to the manufacturing of sodium cyanide in other strategic potsitéiahanufacturing
facilities.

Net cashused inoperating activities for theinemonths ende@eptembeB0, 2007was 849000 conpared to net
cashused inoperating activities of 064000for theninemonths ende@eptembeB0, 2006 Thisdecrease in net cash
used inoperations is due primarily to tliecreasd equity in earnings of Cyancdgecreasedjeneral and administrative
expensesand an increase in net income over the prior yBacause the Company accounts for its investment in Cyanco
using the equity method, equity in earnings of Cyanco, acash item, is eliminated from operating activities in the
condensed consolitedstatements of cash flows, with cash distributions from Cyanco included in cash flows from investing
activities.

Net cash provided by investing activitiwas $1,902000for theninemonths ende&eptembeB0, 2007, and
$5,00Q000for theninemonthsendedSeptembeB0, 2006 The distributiongrom Cyancan the currentind prioryearare
equivalent, with the current ydgarbalance offset by the purchase of equipment and a life insurance policy.

Net cash used in financing activities v&is746000for theninemonths ende&eptembeB0, 2007, consisting of
the payment of dividends ofilff46000 Net cash used in financing activities wagd&3000for theninemonths ended
SeptembeBO, 2006 consisting of the payment of dividenaofs1,524,000, offseby proceeds from the exercise of stock
options of $36,000

The Company considers its cash resources sufficient to meet the operating needs of its current level of business for
the next twelve months.

The Compangs operations have not been, and arteempected to be, material§fectedby inflation.

Forward Looking Statements

Within this quarterly report on Ford0-Q, including the discussion in this Item 2, there are forieoking
statements made in an ef f or éexpettationioffutue eventst These expeatatiensareo f man
subject to numerous factors and assumptions, any one of which could have a material effect on future results. The factors
which may impact future operating results include, but are not limited to,glecons made by Cyancods ¢
continuation, suspension, or termination of mining activities in the area served by Qyanei si ons made by C\
customers with respect to the use or sourcing of sodium cyanide used in their opetadiayes in world supply and
demand for commodities, particularly gptithanges in the costs of raw materials, labor, and consumables used by Cyanco in
the production of sodium cyanideglitical, environmental, regulatory, economic and financial rissoluion of
contingencies related to the audits otfhajotchange€imtechnalogy 6 s U. S
which could affect the mining industry as a whole or which could affect sodium cyanide spegifimalpetition and the
continwed availability of qualified technical and other professional employees of the Company and @fangmfthese
risks are outside the control of the Company, and the actions taken by the Company may not be sufficient to avoid the
adverse consequencesooe or more of the risks. Consequently, the actual results could differ materially from those
indicated in the statements made.

Item 3. Quantitative and Qualitative Disclosure About Market Risk

A significant ©porti on o fearvahable iQerasipaten thad ae adjestedto neacket i v al e
conditions. Changes in market rates will affect interest earned on these instruments, and potentially the carryirigevalue of
investments. The Company does not utilize derivative instrumenttséd thfe exposure to interest rates. The cash
equivalents and shetérm investments are placed in a variety of products with different institutions. Significant changes in
interest rates could have an i mpaatandcesultstofoperatbosmpsaumm@d s ¢ o n
that the balance of cash and cash equivaler8e@tembeB0, 2007 of $18,682000 was outstanding during tB@07year, a
1% change in interest rates would result in a change of annual earnings of approxih&;6Q0h

The Company has nrrentforeign operationshowever some ofth€eo mpany és pri or year Can.
are currently under audifAlthoughtheultimate outcome of this audit and the impact of the final results on the consolidated
financial $atements cannot be determined at this titneCompanyhas accrued and included in its accounts payable and
accrued expensesCanadian tax liability, which it believes will be adequate for the resolution of the audits. This Canadian
tax liability is sibject to foreign currency fluctuations and is accounted for and adjpistédtdCo mpany 6s consol i d
financial statements. (see note 5).
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Item 4. Controls and Procedures
Disclosure Controls and Procedures

The Company maintains disclosure controls amdgrures designed to ensure that information required to be
di sclosed in its reports filed under the Securities Exch
processed, summarized, and reported within the required time periodsiasulcth information is accumulated and
communicated to our management, including our chief executive officer and chief financial officer, as appropriate, to allow
for timely decisionsegarding required disclosure. In designing and evaluating the disclasutrols and procedures,
management recognizes that any controls and procedures, no matter how well designed and operated, can only provide
reasonable assurance of achieving the desired control objective, and management is required to exercigatt® judgm
evaluating the codtenefit relationship of possible controls and procedures.

As required by Rulé3a15(b)under the Exchange Act, management conducted an evaluation, under the
supervision and with the participation of the chief executive ofioelrthe chief financial officer, of the effectiveness of the
design and operation of the Comp SepterabeB0 @003 Based snuhise cont r ol
evaluationthe chief executive officer and the chief financial officer have lcaled thaur disclosure controls and
procedures wereffective as of the period covered by this quarterly report.

Change in Internal Control Over Financial Reporting

There have not been any changes i n rttihgedendfiedipanyés i nt
connection with the evaluation of disclosure controls and procedures discussed above that occurred during the quarter ended
SeptembeBO, 2007or subsequent to that date that have materially affected, or are reasonably likely tdlyraffeidy the
Companyds internal control over financial reporting.

PART Il. OTHER INFORMATION

ltem 1. Legal Proceedings

The whollyowned subsidiary of the Company, Winnemucca Chemicals, has reached a settlement of the claims
asserted in WINNEMUCCACHEMICALS, INC. vs. DEGUSSA CORPORATION and CYPLUS CORPORATION, Case
No.: CV-N-04-364ECR (RAM), filed January 5, 20040n July 18, 2007, Winnemucca Chemicals, a wholiyned
subsidiary of the Companseached a settlement of the litigation with Degussg@ration. The dispute arose over the
transfer by Degussa Corporation of its 50% joint venture interest in Cyanco to CyPlus Corporation. CyPlus is an indirect,
wholly-owned subsidiary of Degussa GmbH in Germany, which is also the direct parent ofeDégrmsration. This
litigation had no impact on the operations of Cyanco.

Thesett |l ement all ows CyPlus to maintain ownieCQyanbojgantof Degu
Winnemucca Chemical a right of first refusdth respect tolte sale of CyPlus or the Cyanco interasid requird that

CyPlus to pay Winnemucca Chemicals $581,000, which indlledml costs incurred by Winnemucca Chemicals. In

addition, inDecember 2006 CyPlus paid Winnemucca Chemicals $128,000 in settlenteriams to recover

commissions under the distribution agreement, which amount also included legal fees incurred by Winnemucca Chemicals.

The Company is, from time to time, subject to legal proceedings arising out of the normal conduct of its business,
which the Company believes are not material to its financial position or results of operations.

Item 1A. Risk Factors.

The business and operations of the Company, particularly through its 50% ownership in Cyanco, are subject to risks.
In addition to onsidering the other information in this report, you should consider carefully the following factors in deciding
whet her to invest in the Companyds securities. ullyf any o
appreciatedocur , the Companyb6és business and prospects could b
adverse effect on the trading price éur shares.

The number of Cyanco customers is relatively small and a loss of one or more customers could advgraéfect future
Cyanco sales, and may have a material adverse effect on

All of the Companyédés sales occur within the western
large mining companies, the nuertof companies it services is relatively small compared to those of a wholesale distribution
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