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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q 

[X]           QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934

For the quarterly period ended June 30, 2016  

Commission file number 1-8491

HECLA MINING COMPANY

(Exact name of registrant as specified in its charter) 

Delaware 77-0664171
(State or other jurisdiction of (I.R.S. Employer
incorporation or organization) Identification No.)

6500 Mineral Drive, Suite 200
Coeur d'Alene, Idaho 83815-9408
(Address of principal executive offices) (Zip Code)

208-769-4100
(Registrant's telephone number, including area code)

Indicate by check mark whether the registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of
the Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days.
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Yes XX .    No      .

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if
any, every Interactive Data File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§
232.405 of this chapter) during the preceding 12 months (or for such shorter period that the registrant was required to
submit and post such files).

Yes XX .    No___.

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or a smaller reporting company.  See definitions of “large accelerated filer,” “accelerated filer” and “smaller reporting
company” in Rule 12b-2 of the Exchange Act (check one):

Large accelerated filer   XX.                                                                                         Accelerated filer     .

Non-accelerated filer      .                                                                                         Smaller reporting company    .

(Do not check if a smaller reporting company)

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).

Yes      .    No XX. 

Indicate the number of shares outstanding of each of the issuer’s classes of common stock, as of the latest practicable
date.

Class Shares Outstanding August 2, 2016
Common stock, par value

$0.25 per share
386,439,941
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Part I - Financial Information

Item 1. Financial Statements

Hecla Mining Company and Subsidiaries

Condensed Consolidated Balance Sheets (Unaudited)

(In thousands, except shares)

June 30,

2016

December
31,

2015
ASSETS
Current assets:
Cash and cash equivalents $143,613 $155,209
Investments 15,070 —
Accounts receivable:
Trade 25,667 13,490
Taxes 12,142 11,458
Other, net 32,952 16,401
Inventories:
Concentrates, doré, and stockpiled ore 28,336 22,441
Materials and supplies 23,070 23,101
Current deferred income taxes 18,386 17,980
Current restricted cash 3,900 —
Other current assets 7,999 9,453
Total current assets 311,135 269,533
Non-current investments 4,453 1,515
Non-current restricted cash and investments 999 999
Properties, plants, equipment and mineral interests, net 1,926,158 1,896,811
Non-current deferred income taxes 24,427 36,589
Reclamation insurance asset — 13,695
Other non-current assets and deferred charges 3,638 2,783
Total assets $2,270,810 $2,221,925
LIABILITIES
Current liabilities:
Accounts payable and accrued liabilities $57,702 $51,277
Accrued payroll and related benefits 23,712 27,563
Accrued taxes 4,344 8,915
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Current portion of capital leases 7,761 8,735
Current portion of debt 1,852 2,721
Other current liabilities 10,290 6,884
Current portion of accrued reclamation and closure costs 24,127 20,989
Total current liabilities 129,788 127,084
Capital leases 7,316 8,841
Accrued reclamation and closure costs 73,019 74,549
Long-term debt 500,354 500,199
Non-current deferred tax liability 127,413 119,623
Non-current pension liability 47,880 46,513
Other non-current liabilities 5,362 6,190
Total liabilities 891,132 882,999
Commitments and contingencies (Notes 2, 4, 7, 9, and 11)
SHAREHOLDERS’ EQUITY
Preferred stock, 5,000,000 shares authorized:
Series B preferred stock, $0.25 par value, 157,816 shares issued and outstanding,
liquidation preference — $7,891 39 39

Common stock, $0.25 par value, authorized 500,000,000 shares; issued and outstanding
2016 — 385,066,800 shares and 2015 — 378,112,840 shares 97,207 95,219

Capital surplus 1,538,148 1,519,598
Accumulated deficit (211,258 ) (232,565 )
Accumulated other comprehensive loss (30,327 ) (32,631 )
Less treasury stock, at cost; 2016 — 3,733,742 shares and 2015 — 2,435,518 shares issued and
held in treasury (14,131 ) (10,734 )

Total shareholders’ equity 1,379,678 1,338,926
Total liabilities and shareholders’ equity $2,270,810 $2,221,925

The accompanying notes are an integral part of the interim condensed consolidated financial statements.
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Hecla Mining Company and Subsidiaries

Condensed Consolidated Statements of Operations and Comprehensive Income (Loss) (Unaudited)

(Dollars and shares in thousands, except for per-share amounts) 

Three Months Ended Six Months Ended
June 30,
2016

June 30,
2015

June 30,
2016

June 30,
2015

Sales of products $171,302 $104,197 $302,319 $223,289
Cost of sales and other direct production costs 82,953 67,567 157,273 141,532
Depreciation, depletion and amortization 29,897 27,166 55,772 52,420

112,850 94,733 213,045 193,952
Gross profit 58,452 9,464 89,274 29,337
Other operating expenses:
General and administrative 10,359 8,296 20,573 17,016
Exploration 3,362 4,592 6,312 9,208
Pre-development 521 1,618 925 2,138
Other operating expense 622 766 1,262 1,394
Provision for closed operations and environmental matters 1,576 9,335 2,617 9,802
Acquisition costs 402 2,147 402 2,147

16,842 26,754 32,091 41,705
Income (loss) from operations 41,610 (17,290 ) 57,183 (12,368 )
Other income (expense):
Loss on disposition of investments — (166 ) — (166 )
Unrealized gain (loss) on investments 1,150 (117 ) 439 (2,960 )
(Loss) gain on derivative contracts (6 ) (887 ) (6 ) 4,905
Net foreign exchange (loss) gain (1,885 ) (1,833 ) (10,088 ) 10,441
Interest and other income 113 35 201 73
Interest expense, net of amount capitalized (5,370 ) (6,541 ) (11,081 ) (12,733 )

(5,998 ) (9,509 ) (20,535 ) (440 )
Income (loss) before income taxes 35,612 (26,799 ) 36,648 (12,808 )
Income tax (provision) benefit (11,496 ) 132 (13,150 ) (1,307 )
Net income (loss) 24,116 (26,667 ) 23,498 (14,115 )
Preferred stock dividends (138 ) (138 ) (276 ) (276 )
Income (loss) applicable to common shareholders $23,978 $(26,805 ) $23,222 $(14,391 )
Comprehensive income (loss):
Net income (loss) $24,116 $(26,667 ) $23,498 $(14,115 )
Change in fair value of derivative contracts designated as hedge
transactions 46 — 46 —

Reclassification of loss on disposition or impairment of marketable
securities included in net income (loss) — 166 1,000 2,993

Unrealized holding (losses) gains on investments 1,193 (1,321 ) 1,258 (2,212 )
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Comprehensive income (loss) $25,355 $(27,822 ) $25,802 $(13,334 )
Basic income (loss) per common share after preferred dividends $0.06 $(0.07 ) $0.06 $(0.04 )
Diluted income (loss) per common share after preferred dividends $0.06 $(0.07 ) $0.06 $(0.04 )
Weighted average number of common shares outstanding - basic 383,790 371,295 381,389 370,042
Weighted average number of common shares outstanding - diluted 387,512 371,295 384,685 370,042
Cash dividends declared per common share $0.0025 $0.0025 $0.0050 $0.0050

The accompanying notes are an integral part of the interim condensed consolidated financial statements.
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Hecla Mining Company and Subsidiaries

Condensed Consolidated Statements of Cash Flows (Unaudited)

(In thousands)

Six Months Ended
June 30, 2016 June 30, 2015

Operating activities:
Net income (loss) $ 23,498 $ (14,115 )
Non-cash elements
included in net
income (loss):
Depreciation,
depletion and
amortization

56,968 52,966

(Gain) loss on
investments (439 ) 3,043

(Gain) loss on
disposition of
properties, plants,
equipment, and
mineral interests

(311 ) 190

Provision for
reclamation and
closure costs

2,005 10,256

Stock compensation 3,467 2,261
Deferred income
taxes 10,652 (705 )

Amortization of loan
origination fees 926 910

Loss on derivative
contracts 5,419 7,812

Foreign exchange
loss (gain) 9,721 (9,672 )

Other non-cash
charges, net 17 25

Change in assets and
liabilities, net of
business acquired:
Accounts receivable (15,910 ) 2,469
Inventories (5,802 ) (3,417 )

268 (3,904 )
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Other current and
non-current assets
Accounts payable and
accrued liabilities (3,820 ) (4,210 )

Accrued payroll and
related benefits 3,135 803

Accrued taxes (4,591 ) (1,938 )
Accrued reclamation
and closure costs and
other non-current
liabilities

935 9,399

Cash provided by
operating activities 86,138 52,173

Investing activities:
Additions to
properties, plants,
equipment and
mineral interests

(76,960 ) (58,272 )

Acquisition of Revett,
net of cash acquired — (809 )

Proceeds from
disposition of
properties, plants and
equipment

317 153

Purchases of
investments (16,088 ) (947 )

Maturities of
investments 840 —

Changes in restricted
cash and investment
balances

(3,900 ) —

Net cash used in
investing activities (95,791 ) (59,875 )

Financing activities:
Proceeds from sale of
common stock, net of
offering costs

8,121 —

Acquisition of
treasury shares (3,384 ) (941 )

Dividends paid to
common shareholders (1,914 ) (1,850 )

Dividends paid to
preferred
shareholders

(276 ) (276 )

Credit availability
and debt issuance fees
paid

(83 ) (123 )

Repayments of debt (1,339 ) —
Repayments of
capital leases (4,356 ) (4,940 )

(3,231 ) (8,130 )
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Net cash used in
financing activities
Effect of exchange
rates on cash 1,288 (2,259 )

Net decrease in cash
and cash equivalents (11,596 ) (18,091 )

Cash and cash
equivalents at
beginning of period

155,209 209,665

Cash and cash
equivalents at end of
period

$ 143,613 $ 191,574

Significant non-cash
investing and
financing activities:
Addition of capital
lease obligations $ 1,631 $ 2,369

Common stock issued
for the acquisition of
Revett

$ — $ 19,133

Payment of accrued
compensation in
stock

$ 5,511 $ 3,016

The accompanying notes are an integral part of the interim condensed consolidated financial statements.
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Note 1.    Basis of Preparation of Financial Statements

In the opinion of management, the accompanying unaudited interim condensed consolidated financial statements and
notes to the interim condensed consolidated financial statements contain all adjustments, consisting of normal
recurring items and items which are nonrecurring, necessary to present fairly, in all material respects, the financial
position of Hecla Mining Company and its consolidated subsidiaries (“we” or “our” or “us”).  See Note 4 and Note 13 for
information on adjustments which are nonrecurring contained in the accompanying unaudited interim condensed
consolidated financial statements. These unaudited interim condensed consolidated financial statements should be
read in conjunction with our audited consolidated financial statements and related footnotes as set forth in our annual
report filed on Form 10-K for the year ended December 31, 2015, as it may be amended from time to time.

The results of operations for the periods presented may not be indicative of those which may be expected for a full
year.  The unaudited interim condensed consolidated financial statements have been prepared pursuant to the rules and
regulations of the Securities and Exchange Commission.  Certain information and footnote disclosures normally
included in audited financial statements prepared in accordance with generally accepted accounting principles in the
United States (“GAAP”) have been condensed or omitted pursuant to those rules and regulations, although we believe
that the disclosures are adequate for the information not to be misleading.

The preparation of financial statements in conformity with GAAP requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities as of the date of the financial statements, the
reported amounts of revenues and expenses during the reporting period and the disclosures of contingent
liabilities.  Accordingly, ultimate results could differ materially from those estimates.      

Note 2.    Investments and Restricted Cash

Investments

Our current investments, which are classified as "available for sale" and consist of bonds having maturities of greater
than 90 days, had a fair value and cost basis of $15.1 million at June 30, 2016. We held no such investments as of
December 31, 2015.
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At June 30, 2016 and December 31, 2015, the fair value of our non-current investments was $4.5 million and $1.5
million, respectively.  Our non-current investments consist of marketable equity securities which are carried at fair
value, and are primarily classified as “available-for-sale.”  The cost basis of our non-current investments was
approximately $3.2 million and $4.0 million at June 30, 2016 and December 31, 2015, respectively. During the first
quarters of 2016 and 2015, we recognized impairment charges against current earnings of $1.0 million and $2.8
million, respectively, as we determined the impairments to be other-than-temporary.

Restricted Cash and Investments

Various laws, permits, and covenants require that funds be in place for certain environmental and reclamation
obligations and other potential liabilities.  We had a current restricted cash balance of $3.9 million as of June 30, 2016
representing funds deposited in escrow to be applied towards a potential settlement of environmental matters for the
South Dakota and Colorado Superfund sites related to CoCa Mines, Inc. (see Note 4 for more information). Our
non-current restricted investments are used primarily for reclamation funding or for funding surety bonds, and were
$1.0 million at each of June 30, 2016 and December 31, 2015. Non-current restricted investments primarily represent
investments in money market funds and certificates of deposit.

6
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Note 3.   Income Taxes

Major components of our income tax provision (benefit) for the three and six months ended June 30, 2016 and 2015
are as follows (in thousands):

Three Months
Ended

Six Months
Ended

June 30, June 30,
2016 2015 2016 2015

Current:
Domestic $2,506 $1,768 $— $1,865
Foreign 1,627 (553 ) 2,642 155
Total current income tax provision (benefit) 4,133 1,215 2,642 2,020

Deferred:
Domestic 8,777 1,167 9,365 3,588
Foreign (1,414 ) (2,514) 1,143 (4,301)
Total deferred income tax benefit 7,363 (1,347) 10,508 (713 )
Total income tax provision (benefit) $11,496 $(132 ) $13,150 $1,307

As of June 30, 2016, we have a net deferred tax asset in the U.S. of $33.5 million, a net deferred tax liability in
Canada of $128.4 million, and a net deferred tax asset in Mexico of $9.3 million, for a consolidated worldwide net
deferred tax liability of $85.6 million. Our ability to utilize our deferred tax assets depends on future taxable income
generated from operations. At June 30, 2016 and December 31, 2015, the balances of the valuation allowances on our
deferred tax assets were $110 million and $116 million, respectively, primarily for net operating losses and tax credit
carryforwards. The amount of the deferred tax asset considered recoverable, however, could be reduced in the near
term if estimates of future taxable income are reduced.

During the quarter ended June 30, 2016, there was a change in judgment about the realizability of our deferred tax
assets in Mexico. Based on revised projections of future taxable income, tax net operating losses are now projected to
be fully utilized. The valuation allowance in Mexico decreased to $1.3 million based on this change in judgment.

The current income tax provisions for the three months ended June 30, 2016 and 2015 vary from the amounts that
would have resulted from applying the statutory income tax rate to pre-tax income due primarily to the effects of
percentage depletion for all periods presented and the impact of taxation in foreign jurisdictions. 
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Note 4.    Commitments, Contingencies and Obligations

General

We follow the Financial Accounting Standards Board ("FASB") Accounting Standards Codification ("ASC")
guidance in determining our accruals and disclosures with respect to loss contingencies, and evaluate such accruals
and contingencies for each reporting period. Accordingly, estimated losses from loss contingencies are accrued by a
charge to income when information available prior to issuance of the financial statements indicates that it is probable
that a liability could be incurred and the amount of the loss can be reasonably estimated. Legal expenses associated
with the contingency are expensed as incurred. If a loss contingency is not probable or reasonably estimable,
disclosure of the loss contingency is made in the financial statements when it is at least reasonably possible that a
material loss could be incurred.

7
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Rio Grande Silver Guaranty

Our wholly-owned subsidiary, Rio Grande Silver Inc. (“Rio”), is party to a joint venture with Emerald Mining &
Leasing, LLC (“EML”) and certain other parties with respect to a land package in the Creede Mining District of
Colorado that is adjacent to other land held by Rio. Rio holds a 70% interest in the joint venture. In connection with
the joint venture, we are required to guarantee certain environmental remediation-related obligations of EML to a third
party up to a maximum liability to us of $2.5 million. As of June 30, 2016, we have not been required to make any
payments pursuant to the guaranty. We may be required to make payments in the future, limited to the $2.5 million
maximum liability, should EML fail to meet its obligations to the third party. However, to the extent that any
payments are made by us under the guaranty, EML, in addition to other parties, has jointly and severally agreed to
reimburse and indemnify us for any such payments. We have not recorded a liability relating to the guaranty as of
June 30, 2016.

Lucky Friday Water Permit Matters

Over the last several years, the Lucky Friday unit has experienced several regulatory issues relating to its water
discharge permits and water management more generally. In December 2013, the EPA issued to Hecla Limited a
notice of violation (“2013 NOV”) alleging certain storm water reporting violations under Lucky Friday’s Clean Water
Act Multi-Sector General Stormwater Permit for Industrial Activities. The alleged violations were resolved. The 2013
NOV also contained a request for information under Section 308 of the Clean Water Act directing Hecla Limited to
undertake a comprehensive groundwater investigation of Lucky Friday’s tailings pond no. 3 to evaluate whether the
pond is causing the discharge of pollutants via seepage to groundwater that is discharging to surface water.

We completed the investigation mandated by the EPA and submitted a draft report to the agency in December 2015.
We are waiting for the EPA’s response, and until such time as the process is complete, we cannot predict what the
impact of the investigation will be.

Hecla Limited strives to maintain its water discharges at the Lucky Friday unit in full compliance with its permits and
applicable laws, however, we cannot provide assurance that in the future it will be able to fully comply with the
permit limits and other regulatory requirements regarding water management.

Johnny M Mine Area near San Mateo, McKinley County, New Mexico
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In May 2011, the EPA made a formal request to Hecla Mining Company for information regarding the Johnny M
Mine Area near San Mateo, McKinley County, New Mexico, and asserted that Hecla Mining Company may be
responsible under CERCLA for environmental remediation and past costs the EPA has incurred at the site. Mining at
the Johnny M was conducted for a limited period of time by a predecessor of our subsidiary, Hecla Limited. In August
2012, Hecla Limited and the EPA entered into a Settlement Agreement and Administrative Order on Consent for
Removal Action (“Consent Order”), pursuant to which Hecla Limited agreed to pay (i) $1.1 million to the EPA for its
past response costs at the site and (ii) any future response costs at the site under the Consent Order, in exchange for a
covenant not to sue by the EPA. Hecla Limited paid the approximately $1.1 million to the EPA for its past response
costs and in December 2014, submitted to EPA the Engineering Evaluation and Cost Analysis (“EE/CA”) for the site.
The EE/CA evaluates three alternative response actions: 1) no action, 2) off-site disposal, and 3) on-site disposal. The
range in estimated costs of these alternatives is $0 to $221 million. In the EE/CA, Hecla Limited recommended that
EPA approve on-site disposal, which is currently estimated to cost $5.6 million, on the basis that it is the most
appropriate response action under CERCLA. In June 2015, the EPA approved the EE/CA, with a few minor
conditions. The EPA still needs to publish the EE/CA for public notice and comment, and the agency will not make a
final decision on the appropriate response action until the public comment process is complete. It is anticipated that
Hecla Limited will implement the response action selected by the EPA pursuant to an amendment to the Consent
Order or a new order. Based on the foregoing, we believe it is probable that Hecla Limited will incur a liability for
remediation at the site, and our best estimate of that liability as of the date of this report is $5.6 million, and we have
accrued that amount. There can be no assurance that Hecla Limited’s liability will not be more than $5.6 million, or
that its ultimate liability will not have a material adverse effect on Hecla Limited’s or our results of operations or
financial position.

                In August 2016, we learned that an individual filed a lawsuit against Hecla Limited and certain affiliates in
state court in New Mexico alleging personal injury claims arising from alleged exposure to contaminants as a result of
allegedly living on land adjacent to the Johnny M mine site.  We do not yet have enough information to conclude if
Hecla Limited has any liability or to estimate any loss that it may incur.   

8
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Carpenter Snow Creek Site, Cascade County, Montana

In July 2010, the EPA made a formal request to Hecla Mining Company for information regarding the Carpenter
Snow Creek Superfund Site located in Cascade County, Montana. The Carpenter Snow Creek Site is located in a
historic mining district, and in the early 1980s Hecla Limited leased 6 mining claims and performed limited
exploration activities at the site. Hecla Limited terminated the mining lease in 1988.

In June 2011, the EPA informed Hecla Limited that it believes Hecla Limited, among several other viable companies,
may be liable for cleanup of the site or for costs incurred by the EPA in cleaning up the site. The EPA stated in the
June 2011 letter that it has incurred approximately $4.5 million in response costs and estimated that total remediation
costs may exceed $100 million. Hecla Limited cannot with reasonable certainty estimate the amount or range of
liability, if any, relating to this matter because of, among other reasons, the lack of information concerning the site.

South Dakota and Colorado Superfund Sites Related to CoCa Mines, Inc.

In 1991, Hecla Limited acquired all of the outstanding common stock of CoCa Mines, Inc. (“CoCa”).  CoCa is alleged
to have held prior property interests and undertaken exploration activities at the Gilt Edge Mine Superfund site in
Lawrence County, South Dakota, and to have been engaged in exploration and mining activities at or near the Nelson
Tunnel/Commodore Waste Rock Pile Superfund site in Creede, Colorado.  The United States and the State of South
Dakota have alleged that CoCa, along with other parties, is a potentially responsible party (“PRP”) under CERCLA at
the Gilt Edge site.  In addition, the United States and the State of Colorado have alleged that CoCa is a PRP at the
Nelson Tunnel/Commodore site. The United States, South Dakota and Colorado base their claims of liability on
allegations of CoCa’s historical relationship to each site, and that CoCa has succeeded to the liabilities of one or more
predecessor entities that may have held certain property interests at the sites or undertaken certain activities.

The United States alleges that it has, to date, incurred $118 million, plus interest, in response costs at the Gilt Edge
site. At the Nelson Tunnel/Commodore site, the EPA alleges that it has, to date, incurred $10 million, plus interest, in
response costs.

As a result of ongoing settlement discussions, Consent Decrees were lodged with the United States District Court in
Colorado on April 14, 2016, that would settle the Nelson Tunnel/Commodore Waste Rock Pile Superfund site matter,
and in South Dakota on April 15, 2016, that would settle the Gilt Edge Superfund site matter.  The Consent Decrees
resolve CoCa’s alleged liabilities for past and future response costs with respect to each site, and include combined net
payments in the aggregate of $9.9 million by CoCa.  With respect to Gilt Edge, the proposed financial terms require
that CoCa pay $3.9 million, as well as up to $700,000 in any proceeds from a lawsuit CoCa has filed against an
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uncooperative insurer.  The remainder of the settlement amount ($6.4 million) would be paid by insurance companies
and another PRP.  With respect to the Nelson Tunnel site, the proposed financial terms require that CoCa pay $6
million.

As a result, in the second quarter of 2015 we accrued $9.9 million by recording a liability for the total amount that
would be paid by CoCa and an asset for the estimated amount that would be recovered by CoCa from insurers and the
other party to the Gilt Edge settlement.

The Consent Decrees were published in the Federal Register on April 26, 2016, which began a 30-day public
comment period for each Consent Decree.  No comments were received and the United States has sought Court
approval and entry of each Consent Decree. The Court entered the Nelson Tunnel/Commodore Waste Rock Pile
Consent Decree on June 15, 2016, and CoCa is required to pay $6 million by August 12, 2016. The Court has not yet
entered the Gilt Edge Consent Decree. If the Court does enter the Gilt Edge Consent Decree, then CoCa will be
obligated to pay $3.9 million within 60 days , and at that point CoCa will have resolved the claims of (i) the United
States and the State of South Dakota with respect to the Gilt Edge site, and (ii) the United States and the State of
Colorado with respect to the Nelson Tunnel site, in each case under CERCLA and certain relevant state statutes, for
all past and future response costs at each site.

There can be no assurance that the Gilt Edge Consent Decree will be entered by the Court and become final and
binding.  Accordingly, in the event that matter is not settled, our accrual could materially change.

9
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Senior Notes

On April 12, 2013, we completed an offering of $500 million aggregate principal amount of 6.875% Senior Notes due
2021. The net proceeds from the offering of the Senior Notes were used to partially fund the acquisition of Aurizon
Mines Ltd. ("Aurizon") and for general corporate purposes, including expenses related to the Aurizon acquisition. In
2014, we completed additional issuances of our Senior Notes in the aggregate principal amount of $6.5 million, which
were contributed to one of our pension plans to satisfy the funding requirement for 2014. Interest on the Senior Notes
is payable on May 1 and November 1 of each year, commencing November 1, 2013. See Note 9 for more information.

Other Commitments

Our contractual obligations as of June 30, 2016 included approximately $1.2 million for various costs. In addition, our
open purchase orders at June 30, 2016 included approximately $1.1 million, $1.9 million and $7.2 million,
respectively, for various capital items at the Lucky Friday, Casa Berardi and Greens Creek units, and approximately
$0.6 million, $1.2 million, and $2.8 million, respectively, for various non-capital costs at the Lucky Friday, Casa
Berardi and Greens Creek units. We also have total commitments of approximately $15.4 million relating to
scheduled payments on capital leases, including interest, primarily for equipment at our Greens Creek, Lucky Friday
and Casa Berardi units (see Note 9 for more information). As part of our ongoing business and operations, we are
required to provide surety bonds, bank letters of credit, and restricted deposits for various purposes, including
financial support for environmental reclamation obligations and workers compensation programs. As of June 30,
2016, we had surety bonds totaling $111.2 million in place as financial support for future reclamation and closure
costs, self insurance, and employee benefit plans. We also held a $6.5 million restricted deposit at June 30, 2016 as
financial support for reclamation of the Troy mine acquired as part of the acquisition of Revett Mining Company, Inc..
The obligations associated with these instruments are generally related to performance requirements that we address
through ongoing operations. As the requirements are met, the beneficiary of the associated instruments cancels or
returns the instrument to the issuing entity. Certain of these instruments are associated with operating sites with
long-lived assets and will remain outstanding until closure of the sites. We believe we are in compliance with all
applicable bonding requirements and will be able to satisfy future bonding requirements as they arise.

Other Contingencies

On April 12, 2013, the family of Larry Marek, an employee of Hecla Limited who was fatally injured in an April 2011
accident, filed a lawsuit against us and certain of our officers and employees seeking damages for, among other
claims, wrongful death and infliction of emotional distress. No dollar amount of damages is specified in the
complaint, which was filed in state court in Idaho (Kootenai County District Court). On April 21, 2015, the judge
hearing the case granted Hecla’s motion for summary judgment and dismissed the case. The plaintiffs have appealed
the decision to the Idaho Supreme Court. We cannot predict the outcome of this matter, however, we believe the case
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is without merit and are vigorously defending this lawsuit.

On December 11, 2013, four employees of Hecla Limited who were injured in a December 2011 rock burst filed a
lawsuit against us and certain of our employees seeking damages for, among other claims, intentional and willful
injury and infliction of emotional distress. The plaintiffs seek damages in excess of $1,000,000, as claimed in the
complaint, which was filed in state court in Idaho (Kootenai County District Court). On August 28, 2015, the judge
hearing the case granted Hecla’s motion for summary judgment and dismissed the case. The plaintiffs have appealed
the decision to the Idaho Supreme Court. We cannot predict the outcome of this matter, however, we believe the case
is without merit and intend to vigorously defend this lawsuit.

We also have certain other contingencies resulting from litigation, claims, EPA investigations, and other commitments
and are subject to a variety of environmental and safety laws and regulations incident to the ordinary course of
business. We currently expect that the resolution of such contingencies will not materially affect our financial
position, results of operations or cash flows. However, in the future, there may be changes to these contingencies, and
additional contingencies may occur as well, any of which might result in an accrual or a change in the estimated
accruals recorded by us, and there can be no assurance that their ultimate disposition will not have a material adverse
effect on our financial position, results of operations or cash flows.

10
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Note 5.    Income (Loss) Per Common Share

We are authorized to issue 500,000,000 shares of common stock, $0.25 par value per share. At June 30, 2016, there
were 388,800,542 shares of our common stock issued and 3,733,742 shares issued and held in treasury, for a net of
385,066,800 shares outstanding.

For the three-month and six-month periods ended June 30, 2015, all outstanding options, restricted share units, and
warrants were excluded from the computation of diluted loss per share, as our reported net losses for those periods
would cause their conversion and exercise to have no effect on the calculation of loss per share. For the three-month
and six-month periods ended June 30, 2016, 3,515,356 restricted stock units that are unvested or vested in the current
period are included in the calculation of diluted income per share. There were no options outstanding as of June 30,
2016.

Note 6.    Business Segments

We are currently organized and managed in four reporting segments: the Greens Creek unit, the Lucky Friday unit, the
Casa Berardi unit, and the San Sebastian unit. The San Sebastian unit, a historic operating property for Hecla, resumed
commercial production in the fourth quarter of 2015 and was added as a new reporting segment in 2015.

The following tables present information about reportable segments for the three and six months ended June 30, 2016
and 2015 (in thousands): 

Three Months Ended
June 30,

Six Months Ended

June 30,
2016 2015 2016 2015

Net sales to unaffiliated customers:
Greens Creek $59,574 $54,043 $113,456 $121,398
Lucky Friday 22,760 14,570 44,012 34,460
Casa Berardi 53,285 35,584 85,483 67,431
San Sebastian 35,683 — 59,368 —

$171,302 $104,197 $302,319 $223,289
Income (loss) from operations:
Greens Creek $14,831 $9,950 $22,909 $24,643
Lucky Friday 4,047 (585 ) 6,790 2,961
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Casa Berardi 10,622 (3,200 ) 12,556 (3,964 )
San Sebastian 25,583 — 40,495 —
Other (13,473 ) (23,455 ) (25,567 ) (36,008 )

$41,610 $(17,290 ) $57,183 $(12,368 )

11
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The following table presents identifiable assets by reportable segment as of June 30, 2016 and December 31, 2015 (in
thousands):

June 30,
2016

December
31, 2015

Identifiable assets:
Greens Creek $693,948 $698,265
Lucky Friday 427,812 393,338
Casa Berardi 792,267 779,423
San Sebastian 24,483 22,238
Other 332,300 328,661

$2,270,810 $2,221,925

Note 7. Employee Benefit Plans

We sponsor defined benefit pension plans covering substantially all U.S. employees.  Net periodic pension cost for the
plans consisted of the following for the three and six months ended June 30, 2016 and 2015 (in thousands): 

Three Months
Ended

June 30,
2016 2015

Service cost $1,077 $1,054
Interest cost 1,307 1,206
Expected return on plan assets (1,325) (1,345)
Amortization of prior service cost (84 ) (84 )
Amortization of net (gain) loss 1,093 1,065
Net periodic pension cost $2,068 $1,896

Six Months
Ended

June 30,
2016 2015

Service cost $2,154 $2,108
Interest cost 2,614 2,412
Expected return on plan assets (2,650) (2,691)
Amortization of prior service cost (168 ) (169 )
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Amortization of net (gain) loss 2,186 2,130
Net periodic pension cost $4,136 $3,790

We contributed approximately $2.6 million in shares of our common stock and cash to our defined benefit plans in
February 2016, and $6.1 million in shares of our common stock in July 2016, with no additional contributions
anticipated in 2016. We expect to contribute approximately $0.4 million to our unfunded supplemental executive
retirement plan during 2016. 

Note 8.    Shareholders’ Equity

Stock-based Compensation Plans

We periodically grant restricted stock unit awards and/or shares of common stock to our employees and directors. We
measure compensation cost for restricted stock units and stock grants at the closing price of our stock at the time of
grant. Restricted stock unit grants vest after a specified period with compensation cost amortized over that period.
Although we have no current plans to issue stock options, we may do so in the future.

12
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In March 2016, the Board of Directors granted 2,335,196 shares of common stock to employees for payment of annual
and long-term incentive compensation for the period ended December 31, 2015. The shares were distributed in March
2016, and $5.5 million in expense related to the stock awards was recognized in the periods prior to March 31, 2016. 

In June 2016, the Board of Directors granted the following restricted stock unit awards to employees:

•952,612 restricted stock units, with one third of those vesting in June 2017, one third vesting in June 2018, and one
third vesting in June 2019;
•87,493 restricted stock units, with one half of those vesting in June 2017 and one half vesting in June 2018; and
•43,187 restricted stock units that vest in June 2017.

The $1.8 million in expense related to the unit awards discussed above vesting in 2017 will be recognized on a
straight-line basis over the twelve months following the date of the award. The $1.6 million in expense related to the
unit awards discussed above vesting in 2018 will be recognized on a straight-line basis over the twenty-four months
following the date of the award. The $1.4 million in expense related to the unit awards discussed above vesting in
2019 will be recognized on a straight-line basis over the thirty-six month period following the date of the award.

In the second quarter of 2016, a total of 185,353 shares of common stock were granted to nonemployee directors. We
granted a total of 48,246 shares of common stock to nonemployee directors in the second quarter of 2015.

Stock-based compensation expense for restricted stock unit grants to employees and shares issued to nonemployee
directors recorded in the first six months of 2016 totaled $3.5 million, compared to $2.3 million in the same period last
year.

In connection with the vesting of restricted stock units and other stock grants, employees have in the past, at their
election and when permitted by us, chosen to satisfy their minimum tax withholding obligations through net share
settlement, pursuant to which the Company withholds the number of shares necessary to satisfy such withholding
obligations.  As a result, in the first six months of 2016 we withheld 997,678 shares valued at approximately $3.4
million, or approximately $3.40 per share. In the first six months of 2015 we withheld 284,243 shares valued at
approximately $0.9 million, or approximately $3.31 per share.

Common Stock Dividends
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In September 2011 and February 2012, our Board of Directors adopted a common stock dividend policy that has two
components: (1) a dividend that links the amount of dividends on our common stock to our average quarterly realized
silver price in the preceding quarter, and (2) a minimum annual dividend of $0.01 per share of common stock, in each
case, payable quarterly, when and if declared. For illustrative purposes only, the table below summarizes potential per
share dividend amounts at different quarterly average realized price levels according to the first component of the
policy:

Quarterly average realized silver price

per ounce

Quarterly dividend

per share

Annualized dividend

per share
$30 $0.01 $0.04
$35 $0.02 $0.08
$40 $0.03 $0.12
$45 $0.04 $0.16
$50 $0.05 $0.20

13
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On August 3, 2016, our Board of Directors declared a common stock dividend, pursuant to the minimum annual
dividend component of the policy described above, of $0.0025 per share, for a total dividend of $1.0 million payable
in September 2016. Because the average realized silver price for the second quarter of 2016 was $17.26 per ounce,
below the minimum threshold of $30 according to the policy, no silver-price-linked component was declared or paid.
The declaration and payment of common stock dividends is at the sole discretion of our Board of Directors.

At-The-Market Equity Distribution Agreement

Pursuant to an equity distribution agreement dated February 23, 2016, we may issue and sell shares of our common
stock from time to time through ordinary broker transactions having an aggregate offering price of up to $75 million,
with the net proceeds available for general corporate purposes. The terms of sales transactions under the agreement,
including trading day(s), number of shares sold in the aggregate, number of shares sold per trading day, and the floor
selling price per share, are proposed by us to the sales agent. Whether or not we engage in sales from time to time may
depend on a variety of factors, including share price, our cash resources, customary black-out restrictions, and
whether we have any material inside information. The agreement can be terminated by us at any time. The shares
issued under the equity distribution agreement are registered under the Securities Act of 1933, as amended, pursuant
to our shelf registration statement on Form S-3, which was filed with the SEC on February 23, 2016. As of June 30,
2016, we had sold 2,780,087 shares under the agreement for total proceeds of approximately $8.1 million, net of
commissions and fees of approximately $166 thousand. Of those amounts, 2,042,812 shares were sold in the second
quarter of 2016 for total proceeds of approximately $6.1 million, net of commissions and fees of approximately $124
thousand.

Common Stock Repurchase Program

On May 8, 2012, we announced that our Board of Directors approved a stock repurchase program.  Under the
program, we are authorized to repurchase up to 20 million shares of our outstanding common stock from time to time
in open market or privately negotiated transactions, depending on prevailing market conditions and other factors.  The
repurchase program may be modified, suspended or discontinued by us at any time. Whether or not we engage in
repurchases from time to time may depend on a variety of factors, including not only price and cash resources, but
customary black-out restrictions, whether we have any material inside information, limitations on share repurchases or
cash usage that may be imposed by our credit agreement or in connection with issuances of securities, alternative uses
for cash, applicable law, and other investment opportunities from time to time. As of June 30, 2016, 934,100 shares
have been purchased at an average price of $3.99 per share, leaving 19.1 million shares that may yet be purchased
under the program. The closing price of our common stock at August 2, 2016, was $6.55 per share.

Warrants
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At December 31, 2015, we had 2,249,550 warrants outstanding, with each warrant exercisable for 0.1622 of a share of
our common stock at an exercise price of $6.17 per share. All of the warrants expired in March 2016, and there were
no warrants outstanding as of June 30, 2016. 

Note 9.    Senior Notes, Credit Facilities, Note Payable and Capital Leases

Senior Notes

On April 12, 2013, we completed an offering of $500 million in aggregate principal amount of our Senior Notes due
May 1, 2021 in a private placement conducted pursuant to Rule 144A and Regulation S under the Securities Act of
1933, as amended, and in 2014, an additional $6.5 million aggregate principal amount of the Senior Notes were issued
to one of our pension plans. The Senior Notes were subsequently exchanged for substantially identical Senior Notes
registered with the SEC. The Senior Notes are governed by the Indenture, dated as of April 12, 2013, as amended (the
"Indenture"), among Hecla Mining Company ("Hecla") and certain of our subsidiaries and The Bank of New York
Mellon Trust Company, N.A., as trustee. The net proceeds from the initial offering of the Senior Notes ($490 million)
were used to partially fund the acquisition of Aurizon and for general corporate purposes, including expenses related
to the Aurizon acquisition.
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The Senior Notes are recorded net of a 2% initial purchaser discount totaling $10 million at the time of the April 2013
issuance and having an unamortized balance of $6.1 million as of June 30, 2016. The Senior Notes bear interest at a
rate of 6.875% per year from the date of original issuance or from the most recent payment date on which interest has
been paid or provided for.  Interest on the Senior Notes is payable on May 1 and November 1 of each year,
commencing November 1, 2013. During the six months ended June 30, 2016 and 2015, interest expense related to the
Senior Notes and amortization of the initial purchaser discount and fees related to the issuance of the Senior Notes, net
of $7.9 million and $6.6 million, respectively, in capitalized interest, totaled $10.2 million and $11.6 million,
respectively.

The Senior Notes are guaranteed on a senior unsecured basis by certain of our subsidiaries (the "Guarantors").   The
Senior Notes and the guarantees are, respectively, Hecla's and the Guarantors' general senior unsecured obligations
and are subordinated to all of Hecla's and the Guarantors' existing and future secured debt to the extent of the assets
securing that secured debt.  In addition, the Senior Notes are effectively subordinated to all of the liabilities of Hecla's
subsidiaries that are not guaranteeing the Senior Notes, to the extent of the assets of those subsidiaries.

The Senior Notes became redeemable in whole or in part, at any time and from time to time after May 1, 2016, on the
redemption dates and at the redemption prices specified in the Indenture, plus accrued and unpaid interest, if any, to
the date of redemption.

Upon the occurrence of a change of control (as defined in the Indenture), each holder of Senior Notes will have the
right to require us to purchase all or a portion of such holder's Senior Notes pursuant to a change of control offer (as
defined in the Indenture), at a purchase price equal to 101% of the principal amount thereof plus accrued and unpaid
interest, if any, to the date of purchase, subject to the rights of holders of the Senior Notes on the relevant record date
to receive interest due on the relevant interest payment date.

Credit Facilities

In May 2016, we entered into a $100 million senior secured revolving credit facility with a three year term. The credit
facility is collateralized by the shares of common stock held in our material domestic subsidiaries and by our joint
venture interests in the Greens Creek mine, all of our rights and interests in the joint venture agreement, and all of our
rights and interests in the assets of the joint venture.  This credit facility replaced our previous $100 million credit
facility which had the same terms of collateral as described above. Below is information on the interest rates, standby
fee, and financial covenant terms under our current credit facility: 

Interest rates:
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Spread over the London Interbank Offer Rate  2.25- 3.25%
Spread over alternative base rate  1.25- 2.25%
Standby fee per annum on undrawn amounts 0.50%
Covenant financial ratios:

Senior leverage ratio (debt secured by liens/EBITDA) not more than
2.50:1

Leverage ratio (total debt less unencumbered cash/EBITDA)(1) not more than
5.00:1

Interest coverage ratio (EBITDA/interest expense) not more than
3.00:1

(1) The leverage ratio will decrease to 4.00:1 in 2017.          
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We are also able to obtain letters of credit under the facility, and for any such letters we are required to pay a
participation fee of between 2.25% and 3.25% based on our total leverage ratio, as well as a fronting fee to each
issuing bank of 0.20% annually on the average daily dollar amount of any outstanding letters of credit. There were
$2.6 million in letters of credit outstanding as of June 30, 2016.

We believe we were in compliance with all covenants under the credit agreement and no amounts were outstanding as
of June 30, 2016.  We have not drawn funds on the current revolving credit facility as of the filing date of this report.

Capital Leases

We have entered into various lease agreements, primarily for equipment at our Greens Creek, Lucky Friday, and Casa
Berardi units, which we have determined to be capital leases.  At June 30, 2016, the total liability balance associated
with capital leases, including certain purchase option amounts, was $15.1 million, with $7.8 million of the liability
classified as current and the remaining $7.3 million classified as non-current. At December 31, 2015, the total liability
balance associated with capital leases was $17.6 million, with $8.7 million of the liability classified as current and
$8.8 million classified as non-current. The total obligation for future minimum lease payments was $15.4 million at
June 30, 2016, with $0.7 million attributed to interest.

At June 30, 2016, the annual maturities of capital lease commitments, including interest, are (in thousands): 

Twelve-month period ending June 30,
2017 $7,325
2018 4,906
2019 2,482
2020 638
Total 15,351
Less: imputed interest (661 )
Net capital lease obligation $14,690

Note 10.    Developments in Accounting Pronouncements

In May 2014, the FASB issued Accounting Standards Update ("ASU") No. 2014-09 Revenue Recognition, replacing
guidance currently codified in Subtopic 605-10 Revenue Recognition-Overall with various SEC Staff Accounting
Bulletins providing interpretive guidance. The guidance establishes a new five step principle-based framework in an
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effort to significantly enhance comparability of revenue recognition practices across entities, industries, jurisdictions,
and capital markets. In August 2015, the FASB issued ASU No. 2015-14 Revenue from Contracts with Customers
(Topic 606): Deferral of the Effective Date. ASU No. 2015-14 defers the effective date of the guidance in ASU No.
2014-09 to annual and interim reporting periods beginning after December 15, 2017. We are in the process of
evaluating this guidance and our method of adoption.

In April 2015, the FASB issued ASU No. 2015-03 Interest - Imputation of Interest (Subtopic 835-30): Simplifying the
Presentation of Debt Issuance Costs. The update requires debt issuance costs related to a recognized debt liability to
be presented in the balance sheet as a direct deduction from the carrying amount of the related debt liability instead of
being presented as an asset. Debt disclosures will include the face amount of the debt liability and the effective
interest rate. The update requires retrospective application and represents a change in accounting principle. The update
is effective for fiscal years beginning after December 15, 2015. ASU No. 2015-03 has not had a material impact on
our consolidated financial statements.

16

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

33



Table Of Contents

In July 2015, the FASB issued ASU 2015-11 Inventory (Topic 330): Simplifying the Measurement of Inventory. The
update provides for inventory to be measured at the lower of cost and net realizable value, and is effective for the
fiscal years beginning after December 15, 2016. We are currently evaluating the potential impact of implementing this
update on our consolidated financial statements.

In September 2015, the FASB issued ASU No. 2015-16 Simplifying the Accounting for Measurement-Period
Adjustments (Topic 805) which eliminates the requirement for an acquirer to retrospectively adjust the financial
statements for measurement-period adjustments that occur in periods after a business combination is consummated.
These changes become effective for fiscal years beginning after December 15, 2016, and as such they are not expected
to have a material impact on prior periods.

In November 2015, the FASB issued ASU No. 2015-17 Income Taxes - Balance Sheet Classification of Deferred
Taxes (Topic 740). The update is designed to reduce complexity of reporting deferred income tax liabilities and assets
into current and non-current amounts in a statement of financial position. The FASB has proposed the presentation of
deferred income taxes, changes to deferred tax liabilities and assets be classified as non-current in the statement of
financial position. The update is effective for fiscal years beginning after December 15, 2016. ASU No. 2015-17 is not
expected to have a material impact on our consolidated financial statements. Our current deferred tax asset balance at
June 30, 2016 was $18.4 million.

In January 2016, the FASB issued ASU No. 2016-01 Financial Instruments - Overall (Subtopic 825-10): Recognition
and Measurement of Financial Assets and Financial Liabilities. The update makes several modifications to Subtopic
825-10, including the elimination of the available-for-sale classification of equity investments, and requires equity
investments with readily determinable fair values to be measured at fair value with changes in fair value recognized in
net income. The update is effective for fiscal years beginning after December 15, 2017. We are currently evaluating
the impact of the guidance on our consolidated financial statements.

In February 2016, the FASB issued ASU 2016-02 Leases (Subtopic 842), which will require lessees to recognize
assets and liabilities on the balance sheet for the rights and obligations created by most leases. The update is effective
for annual and interim reporting periods beginning after December 15, 2018. We are currently evaluating the impact
of the guidance on our consolidated financial statements.

In March 2016, the FASB issued ASU 2016-09 Compensation - Stock Compensation (Topic 718). The objective of
the update is to simplify several aspects of accounting for share-based payment transactions, including the income tax
consequences and financial statement classification. The update is effective for annual and interim reporting periods
beginning after December 15, 2016. We are currently evaluating the impact of the guidance on our consolidated
financial statements.
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Note 11.    Derivative Instruments

Foreign Currency

Our wholly-owned subsidiary owning the Casa Berardi mine is a U.S. dollar ("USD")-functional entity which
routinely incurs expenses denominated in Canadian dollars ("CAD"), and such expenses expose us to exchange rate
fluctuations between the USD and CAD. In April 2016, we initiated a program to manage our exposure to fluctuations
in the exchange rate between the USD and CAD and the impact on our future operating costs denominated in CAD.
The program utilizes forward contracts to sell CAD, and each contract is designated as a cash flow hedge. As of
June 30, 2016, we have 70 forward contracts outstanding to sell CAD$175 million having a notational amount of
US$135.9 million. These contracts represent between 20% and 44% of our forecasted cash operating costs at Casa
Berardi from 2017 through 2020 and have USD-to-CAD exchange rates ranging between 1.2787 and 1.3031. Our risk
management policy provides for up to 75% of our forecasted CAD-denominated operating costs for five years into the
future to be hedged under such programs, and for potential additional programs to manage other foreign
currency-related exposure areas.
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As of June 30, 2016, we recorded the following balances for the fair value of the contracts:

•a non-current asset of $0.5 million, which is included in other non-current assets;
•a current liability of $0.1 million, which is included in other current liabilities, and
•a non-current liability of $0.4 million, which is included in other non-current liabilities.

Net unrealized gains of approximately $46,000 related to the effective portion of the hedges were included in
accumulated other comprehensive income as of June 30, 2016. Unrealized gains and losses will be transferred from
accumulated other comprehensive loss to current earnings as the underlying operating expenses are recognized. We
estimate approximately $0.1 million in net unrealized losses included in accumulated other comprehensive income as
of June 30, 2016 would be reclassified to current earnings in the next twelve months. Net unrealized losses of
approximately $6,000 related to ineffectiveness of the hedges were included in current earnings for the six months
ended June 30, 2016.

Metals Prices

At times, we may use commodity forward sales commitments, commodity swap contracts and commodity put and call
option contracts to manage our exposure to fluctuation in the prices of certain metals which we produce. Contract
positions are designed to ensure that we will receive a defined minimum price for certain quantities of our production,
thereby partially offsetting our exposure to fluctuations in the market. These instruments do, however, expose us to (i)
credit risk in the event of non-performance by counterparties for contracts in which the contract price exceeds the spot
price of a commodity and (ii) price risk to the extent that the spot price exceeds the contract price for quantities of our
production covered under contract positions.

We are currently using financially-settled forward contracts to manage the exposure to changes in prices of silver,
gold, zinc and lead contained in our concentrate shipments between the time of shipment and final settlement. In
addition, at times we use financially-settled forward contracts to manage the exposure to changes in prices of zinc and
lead (but not silver and gold) contained in our forecasted future concentrate shipments; however, there were no open
contracts related to this latter program as of June 30, 2016 or December 31, 2015. These contracts are not designated
as hedges and are marked-to-market through earnings each period.  At June 30, 2016, we recorded a current liability
of $3.4 million on the contracts utilized to manage exposure to prices of metals in our concentrate shipments, which is
included in other current liabilities.

We recognized a $11.8 million net loss during the first six months of 2016 on the contracts utilized to manage
exposure to prices of metals in our concentrate shipments, which is included in sales of products.  The net loss
recognized on the contracts offsets gains related to price adjustments on our provisional concentrate sales due to
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changes to silver, gold, lead and zinc prices between the time of sale and final settlement.

The following tables summarize the quantities of metals committed under forward sales contracts at June 30, 2016 and
December 31, 2015: 

June 30, 2016 Ounces/pounds under contract (in
000's) Average price per ounce/pound

Silver Gold Zinc Lead Silver Gold Zinc Lead
(ounces)(ounces) (pounds) (pounds) (ounces)(ounces) (pounds) (pounds)

Contracts on provisional sales
2016 settlements 1,523 4 19,731 8,818 $17.40 $ 1,271 $ 0.88 $ 0.79
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December 31, 2015 Ounces/pounds under contract (in
000's) Average price per ounce/pound

Silver Gold Zinc Lead Silver Gold Zinc Lead
(ounces)(ounces) (pounds) (pounds) (ounces)(ounces) (pounds) (pounds)

Contracts on provisional sales
2016 settlements 1,368 5 23,755 8,433 $14.12 $ 1,076 $ 0.71 $ 0.77

Our concentrate sales are based on a provisional sales price containing an embedded derivative that is required to be
separated from the host contract for accounting purposes. The host contract is the receivable from the sale of the
concentrates at the forward price at the time of the sale. The embedded derivative, which relates to the change in price
between sale and settlement, does not qualify for hedge accounting; therefore, it is adjusted to market through
earnings each period prior to final settlement.

Credit-risk-related Contingent Features

We have agreements with certain counterparties that contain a provision whereby we could be declared in default on
our derivative obligations if repayment of the underlying indebtedness is accelerated by the lender due to our default
on the indebtedness. As of June 30, 2016, we have not posted any collateral related to these agreements. The fair value
of derivatives in a net liability position, which includes accrued interest but excludes any adjustment for
nonperformance risk, related to these agreements was $3.9 million as of June 30, 2016. If we had breached any of
these provisions at June 30, 2016, we could have been required to settle our obligations under the agreements at their
termination value of $3.8 million. 

Note 12.    Fair Value Measurement

The table below sets forth our assets and liabilities that were accounted for at fair value on a recurring basis and the
fair value calculation input hierarchy level that we have determined applies to each asset and liability category (in
thousands). 

Description

Balance
at

June 30,
2016

Balance
at

December
31, 2015

Input

Hierarchy Level

Assets:
Cash and cash equivalents:
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Money market funds and other bank deposits $143,613 $155,209 Level 1
Available for sale securities:
Debt securities - municipal and corporate bonds 15,070 — Level 2
Equity securities – mining industry 4,453 1,515 Level 1
Trade accounts receivable:
Receivables from provisional concentrate sales 25,667 13,490 Level 2
Restricted cash balances:
Certificates of deposit and other deposits 4,899 999 Level 1
Derivative contracts:
Foreign exchange contracts 537 — Level 2
Total assets $194,239 $171,213

Liabilities:
Derivative contracts:
Foreign exchange contracts $497 $— Level 2
Metal forward contracts 3,401 283 Level 2
Total Liabilities $3,898 $283
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Cash and cash equivalents consist primarily of money market funds and are valued at cost, which approximates fair
value, and a small portion consists of municipal bonds having maturities of less than 90 days, which are recorded at
fair value.

Current available-for-sale securities consist of municipal and corporate bonds having maturities of more than 90 days,
which are recorded at fair value.

Current and non-current restricted cash balances consist primarily of certificates of deposit, U.S. Treasury securities,
and other deposits and are valued at cost, which approximates fair value.

Our non-current available for sale securities consist of marketable equity securities of companies in the mining
industry which are valued using quoted market prices for each security.

Trade accounts receivable include amounts due to us for shipments of concentrates, doré and precipitate sold to
customers.  Revenues and the corresponding accounts receivable for sales of metals products are recorded when title
and risk of loss transfer to the customer (generally at the time of loading on truck or ship).  Sales of concentrates are
recorded using estimated forward prices for the anticipated month of settlement applied to our estimate of payable
metal quantities contained in each shipment.  Sales are recorded net of estimated treatment and refining charges,
which are also impacted by changes in metals prices and quantities of contained metals.  We estimate the prices at
which sales of our concentrates will be settled due to the time elapsed between shipment and final settlement with the
customer.  Receivables for previously recorded concentrate sales are adjusted to reflect estimated forward metals
prices at the end of each period until final settlement by the customer.  We obtain the forward metals prices used each
period from a pricing service.  Changes in metal prices between shipment and final settlement result in changes to
revenues previously recorded upon shipment.  The embedded derivative contained in our concentrate sales is adjusted
to fair market value through earnings each period prior to final settlement.

We use financially-settled forward contracts to manage exposure to changes in the exchange rate between the U.S.
Dollar and Canadian Dollar, and the impact on Canadian Dollar-denominated operating costs incurred at our Casa
Berardi Unit (see Note 11 for more information). These contracts qualify for hedge accounting, with unrealized gains
and losses related to the effective portion of the contracts included in accumulated other comprehensive loss, and
unrealized gains and losses related to the ineffective portion of the contracts included in earnings each period. The fair
value of each contract represents the present value of the difference between the forward exchange rate for the
contract settlement period as of the measurement date and the contract settlement exchange rate.

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

40



We use financially-settled forward contracts to manage the exposure to changes in prices of silver, gold, zinc and lead
contained in our concentrate shipments that have not reached final settlement.  We also use financially-settled forward
contracts to manage the exposure to changes in prices of zinc and lead contained in our forecasted future concentrate
shipments (see Note 11 for more information).  These contracts do not qualify for hedge accounting, and are
marked-to-market through earnings each period.  The fair value of each contract represents the present value of the
difference between the forward metal price for the contract settlement period as of the measurement date and the
contract settlement metal price.

Our Senior Notes issued in April 2013, which were recorded at their carrying value of $500.4 million, net of
unamortized initial purchaser discount at June 30, 2016, had a fair value of $492.6 million at June 30, 2016. Quoted
market prices, which we consider to be Level 1 inputs, are utilized to estimate fair values of the Senior Notes. See
Note 9 for more information. 
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Note 13.    Acquisitions

Proposed Acquisition of Mines Management, Inc.

On May 23, 2016, we and Mines Management, Inc. ("Mines Management") entered into a merger agreement pursuant
to which we would acquire all of the issued and outstanding common stock of Mines Management. Mines
Management holds 100% ownership of the Montanore project in Northwest Montana, a significant undeveloped silver
and copper deposit located approximately ten miles from our Rock Creek project. In the proposed merger, each
outstanding common share of Mines Management would be exchanged for 0.2218 of a share of our common stock,
which had an estimated value of $0.94 per Mines Management common share based on the closing price of Hecla's
common stock of $4.24 per share on May 20, 2016, the last full trading day before the merger agreement was entered
into. The actual value of consideration transferred will be based on the market price of Hecla's common stock on the
date the merger is consummated. Based on the closing price of Hecla stock of $6.55 per share on August 2, 2016, total
consideration would be $59.1 million. A 10% change in the price per share of Hecla stock from its closing price on
August 2, 2016 would result in a $5.9 million change in the amount of consideration transferred in the merger.
Estimated consideration is based on us issuing approximately 9,030,010 shares of our common stock to Mines
Management shareholders in the merger. All consideration given to Mines Management stockholders will be in newly
issued Hecla stock. The proposed merger is subject to approval by Mine Management's stockholders. No assurance
can be given as to whether the merger will be approved and consummated.

In May 2016, we entered into a term loan and security agreement with Mines Management pursuant to which we
agreed to provide one or more secured loans to Mines Management in an aggregate amount not to exceed $2.3
million. The loans bear interest at a rate per annum equal to LIBOR plus 5% and will be due and payable the earlier of
September 30, 2016, the date the merger is consummated, or the date of other specified events. The loans are secured
by substantially all of the assets of Mines Management. The balance of the note as of June 30, 2016 was $1.4 million.

Takeover Bid of Dolly Varden Silver Corporation

On June 27, 2016, we announced a takeover bid for all of the outstanding shares of Dolly Varden Silver Corporation
("Dolly Varden") not owned by us and our affiliates for cash of CAD$0.69 per share. Dolly Varden owns 100% of the
Dolly Varden historic silver property in Northwestern British Columbia, Canada. Our wholly owned subsidiary owns
2,620,291 Dolly Varden shares and warrants to purchase 1,250,000 Dolly Varden shares, representing approximately
19.8% of Dolly Varden's shares outstanding on a partially diluted basis. Based on Dolly Varden's outstanding shares
and options and warrants to acquire Dolly Varden shares, and excluding shares and warrants held by us and our
affiliates, total consideration would be approximately CAD$13.6 million. In late July 2016, we withdrew the bid due
to the failure of a required condition precedent to its consummation. 
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Note 14.    Guarantor Subsidiaries

Presented below are Hecla’s unaudited interim condensed consolidating financial statements as required by Rule 3-10
of Regulation S-X of the Securities Exchange Act of 1934, as amended, resulting from the guarantees by certain of
Hecla's subsidiaries (the "Guarantors") of the Senior Notes (see Note 9 for more information). The Guarantors consist
of the following of Hecla's 100%-owned subsidiaries: Hecla Limited; Silver Hunter Mining Company; Rio Grande
Silver, Inc.; Hecla MC Subsidiary, LLC; Hecla Silver Valley, Inc.; Burke Trading, Inc.; Hecla Montana, Inc.; Revett
Silver Company; RC Resources, Inc.; Troy Mine Inc.; Revett Exploration, Inc.; Revett Holdings, Inc.; Hecla Alaska
LLC; Hecla Greens Creek Mining Company; Hecla Admiralty Company; and Hecla Juneau Mining Company. We
completed the initial offering of the Senior Notes on April 12, 2013, and a related exchange offer for virtually
identical notes registered with the SEC on January 3, 2014.

The unaudited interim condensed consolidating financial statements below have been prepared from our financial
information on the same basis of accounting as the unaudited interim consolidated financial statements set forth
elsewhere in this Form 10-Q. Investments in the subsidiaries are accounted for under the equity method. Accordingly,
the entries necessary to consolidate Hecla, the Guarantors, and Non-Guarantors are reflected in the intercompany
eliminations column. In the course of preparing consolidated financial statements, we eliminate the effects of various
transactions conducted between Hecla and its subsidiaries and among the subsidiaries. While valid at an individual
subsidiary level, such activities are eliminated in consolidation because, when taken as a whole, they do not represent
business activity with third-party customers, vendors, and other parties. Examples of such eliminations include the
following:

•
Investments in subsidiaries. The acquisition of a company results in an investment in debt or equity capital on the
records of the parent company and a contribution to debt or equity capital on the records of the subsidiary. Such
investments and capital contributions are eliminated in consolidation.
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•

Capital contributions. Certain of Hecla's subsidiaries do not generate cash flow, either at all or sufficient to meet
their capital needs, and their cash requirements are routinely met with inter-company advances from their parent
companies. On an annual basis, when not otherwise intended as debt, the boards of directors of such parent
companies declare contributions of capital to their subsidiary companies, which increase the parents' investment and
the subsidiaries' additional paid-in capital. In consolidation, investments in subsidiaries and related additional paid-in
capital are eliminated.

•

Debt. Inter-company debt agreements have been established between certain of Hecla's subsidiaries and their parents.
The related debt liability and receivable balances, accrued interest expense (if any) and income activity (if any), and
payments of principal and accrued interest amounts (if any) by the subsidiary companies to their parents are
eliminated in consolidation.

•

Dividends. Certain of Hecla's subsidiaries which generate cash flow routinely provide cash to their parent companies
through inter-company transfers. On an annual basis, the boards of directors of such subsidiary companies declare
dividends to their parent companies, which reduces the subsidiaries' retained earnings and increases the parents'
dividend income. In consolidation, such activity is eliminated.

•

Deferred taxes. Our ability to realize deferred tax assets and liabilities is considered on a consolidated basis for
subsidiaries within the United States, with all subsidiaries' estimated future taxable income contributing to the ability
to realize all such assets and liabilities. However, when Hecla's subsidiaries are viewed independently, we use the
separate return method to assess the realizability of each subsidiary's deferred tax assets and whether a valuation
allowance is required against such deferred tax assets. In some instances, a parent company or subsidiary may
possess deferred tax assets whose realization depends on the future taxable incomes of other subsidiaries on a
consolidated-return basis, but would not be considered realizable if such parent or subsidiary filed on a separate
stand-alone basis. In such a situation, a valuation allowance is assessed on that subsidiary's deferred tax assets, with
the resulting adjustment reported in the eliminations column of the guarantor and parent's financial statements, as is
the case in the unaudited interim financial statements set forth below. The separate return method can result in
significant eliminations of deferred tax assets and liabilities and related income tax provisions and benefits.
Non-current deferred tax asset balances are included in other non-current assets on the consolidating balance sheets
and make up a large portion of that item, particularly for the guarantor balances.
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Separate financial statements of the Guarantors are not presented because the guarantees by the Guarantors are joint
and several and full and unconditional, except for certain customary release provisions, including: (1) the sale or
disposal of all or substantially all of the assets of the Guarantor; (2) the sale or other disposition of the capital stock of
the Guarantor; (3) the Guarantor is designated as an unrestricted entity in accordance with the applicable provisions of
the indenture; (4) Hecla ceases to be a borrower as defined in the indenture; and (5) upon legal or covenant defeasance
or satisfaction and discharge of the indenture.

Effective December 31, 2015, Hecla Limited (our wholly owned subsidiary) sold 100% of its ownership of Hecla
Alaska LLC (its wholly owned subsidiary) to Hecla Mining Company for consideration totaling approximately $240.8
million.  The consideration consisted of satisfaction of inter-company debt between Hecla Limited and Hecla Mining
Company and an obligation by Hecla Mining Company, under certain circumstances, to fund a limited amount of the
capital requirements of Hecla Limited for up to five years.  Hecla Alaska LLC owns a 29.7331% interest in the joint
venture which owns the Greens Creek mine. 

Unaudited Interim Condensed Consolidating Balance Sheets

As of June 30, 2016
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Assets
Cash and cash equivalents $102,488 $ 23,720 $ 17,405 $ — $ 143,613
Other current assets 41,498 95,009 43,534 (12,519 ) 167,522
Properties, plants, and equipment - net 2,266 1,167,053 756,839 — 1,926,158
Intercompany receivable (payable) 553,020 (342,822 ) (329,269 ) 119,071 —
Investments in subsidiaries 1,247,747 — — (1,247,747 ) —
Other non-current assets 2,518 177,907 5,206 (152,114 ) 33,517
Total assets $1,949,537 $ 1,120,867 $ 493,715 $ (1,293,309 ) $ 2,270,810
Liabilities and Stockholders' Equity
Current liabilities $21,820 $ 82,221 $ 50,845 $ (25,098 ) $ 129,788
Long-term debt 500,354 5,079 2,237 — 507,670
Non-current portion of accrued
reclamation — 43,381 29,638 — 73,019

Non-current deferred tax liability — 13,293 134,584 (20,464 ) 127,413
Other non-current liabilities 47,685 5,937 (380 ) — 53,242
Stockholders' equity 1,379,678 970,956 276,791 (1,247,747 ) 1,379,678
Total liabilities and stockholders'
equity $1,949,537 $ 1,120,867 $ 493,715 $ (1,293,309 ) $ 2,270,810
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As of December 31, 2015
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Assets
Cash and cash equivalents $94,167 $ 42,692 $ 18,350 $ — $ 155,209
Other current assets 15,972 58,453 32,273 7,626 114,324
Properties, plants, and equipment - net 2,281 1,147,770 746,760 — 1,896,811
Intercompany receivable (payable) 540,665 (301,291 ) (332,553 ) 93,179 —
Investments in subsidiaries 1,252,191 — — (1,252,191 ) —
Other non-current assets 2,200 165,080 1,781 (113,480 ) 55,581
Total assets $1,907,476 $ 1,112,704 $ 466,611 $ (1,264,866 ) $ 2,221,925
Liabilities and Stockholders' Equity
Current liabilities $21,087 $ 84,559 $ 30,636 $ (9,198 ) $ 127,084
Long-term debt 499,729 6,128 3,183 — 509,040
Non-current portion of accrued
reclamation — 45,494 29,055 — 74,549

Non-current deferred tax liability — 3,264 119,836 (3,477 ) 119,623
Other non-current liabilities 47,734 5,834 (865 ) — 52,703
Stockholders' equity 1,338,926 967,425 284,766 (1,252,191 ) 1,338,926
Total liabilities and stockholders'
equity $1,907,476 $ 1,112,704 $ 466,611 $ (1,264,866 ) $ 2,221,925
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Unaudited Interim Condensed Consolidating Statements of Operations

Three Months Ended June 30, 2016
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Revenues $(5,659 ) $ 87,992 $ 88,969 $ — $ 171,302
Cost of sales — (47,203 ) (35,750 ) — (82,953 )
Depreciation, depletion, amortization — (15,238 ) (14,659 ) — (29,897 )
General and administrative (6,474 ) (3,679 ) (206 ) — (10,359 )
Exploration and pre-development (113 ) (1,360 ) (2,410 ) — (3,883 )
Loss on derivative contracts (6 ) — — — (6 )
Acquisition costs (394 ) (8 ) — — (402 )
Equity in earnings of subsidiaries 37,111 — — (37,111 ) —
Other (expense) income (349 ) 2,623 (8,732 ) (1,732 ) (8,190 )
Income (loss) before income taxes 24,116 23,127 27,212 (38,843 ) 35,612
(Provision) benefit from income taxes — (8,386 ) (4,842 ) 1,732 (11,496 )
Net income (loss) 24,116 14,741 22,370 (37,111 ) 24,116
Preferred stock dividends (138 ) — — — (138 )
Income (loss) applicable to common
stockholders 23,978 14,741 22,370 (37,111 ) 23,978

Net income (loss) 24,116 14,741 22,370 (37,111 ) 24,116
Changes in comprehensive income (loss) 1,239 — 1,193 (1,193 ) 1,239
Comprehensive income (loss) $25,355 $ 14,741 $ 23,563 $ (38,304 ) $ 25,355
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Six Months Ended June 30, 2016
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Revenues $(11,794) $ 169,261 $ 144,852 $ — $ 302,319
Cost of sales — (93,956 ) (63,317 ) — (157,273 )
Depreciation, depletion, amortization — (31,844 ) (23,928 ) — (55,772 )
General and administrative (11,714) (8,202 ) (657 ) — (20,573 )
Exploration and pre-development (158 ) (2,647 ) (4,432 ) — (7,237 )
Loss on derivative contracts (6 ) — — — (6 )
Acquisition costs (394 ) (8 ) — — (402 )
Equity in earnings of subsidiaries 16,120 — — (16,120 ) —
Other (expense) income 31,444 6,959 (44,250 ) (18,561 ) (24,408 )
Income (loss) before income taxes 23,498 39,563 8,268 (34,681 ) 36,648
(Provision) benefit from income taxes — (13,219 ) (18,492 ) 18,561 (13,150 )
Net income (loss) 23,498 26,344 (10,224 ) (16,120 ) 23,498
Preferred stock dividends (276 ) — — — (276 )
Income (loss) applicable to common
stockholders 23,222 26,344 (10,224 ) (16,120 ) 23,222

Net income (loss) 23,498 26,344 (10,224 ) (16,120 ) 23,498
Changes in comprehensive income (loss) 2,304 8 2,253 (2,261 ) 2,304
Comprehensive income (loss) $25,802 $ 26,352 $ (7,971 ) $ (18,381 ) $ 25,802

26

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

49



Table Of Contents

Three Months Ended June 30, 2015
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Revenues $1,081 $ 67,531 $ 35,585 $ — $ 104,197
Cost of sales — (41,512 ) (26,055 ) — (67,567 )
Depreciation, depletion, amortization — (16,452 ) (10,714 ) — (27,166 )
General and administrative (4,373 ) (3,392 ) (531 ) — (8,296 )
Exploration and pre-development (122 ) (1,445 ) (4,643 ) — (6,210 )
Acquisition costs (887 ) — — — (887 )
Loss on derivative contracts (2,055 ) (92 ) — — (2,147 )
Equity in earnings of subsidiaries (738 ) — — 738 —
Other (expense) income (19,573) 3,499 (22,544 ) 19,895 (18,723 )
Income (loss) before income taxes (26,667) 8,137 (28,902 ) 20,633 (26,799 )
(Provision) benefit from income taxes — (1,956 ) 21,983 (19,895 ) 132
Net income (loss) (26,667) 6,181 (6,919 ) 738 (26,667 )
Preferred stock dividends (138 ) — — — (138 )
Income (loss) applicable to common
stockholders (26,805) 6,181 (6,919 ) 738 (26,805 )

Net income (loss) (26,667) 6,181 (6,919 ) 738 (26,667 )
Changes in comprehensive income (loss) (1,156 ) 183 (1,264 ) 1,082 (1,155 )
Comprehensive income (loss) $(27,823) $ 6,364 $ (8,183 ) $ 1,820 $ (27,822 )

27

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

50



Table Of Contents

Six Months Ended June 30, 2015
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Revenues $1,393 $ 154,465 $ 67,431 $ — $ 223,289
Cost of sales — (92,949 ) (48,583 ) — (141,532 )
Depreciation, depletion, amortization — (33,063 ) (19,357 ) — (52,420 )
General and administrative (8,815 ) (7,285 ) (916 ) — (17,016 )
Exploration and pre-development (339 ) (2,579 ) (8,428 ) — (11,346 )
Gain on derivative contracts 4,905 — — — 4,905
Acquisition costs (2,055 ) (92 ) — — (2,147 )
Equity in earnings of subsidiaries 39,304 — — (39,304 ) —
Other (expense) income (48,508) 7,066 8,462 16,439 (16,541 )
Income (loss) before income taxes (14,115) 25,563 (1,391 ) (22,865 ) (12,808 )
(Provision) benefit from income taxes — (6,902 ) 22,034 (16,439 ) (1,307 )
Net income (loss) (14,115) 18,661 20,643 (39,304 ) (14,115 )
Preferred stock dividends (276 ) — — — (276 )
Income (loss) applicable to common
stockholders (14,391) 18,661 20,643 (39,304 ) (14,391 )

Net income (loss) (14,115) 18,661 20,643 (39,304 ) (14,115 )
Changes in comprehensive income (loss) 780 (11 ) 787 (775 ) 781
Comprehensive income (loss) $(13,335) $ 18,650 $ 21,430 $ (40,079 ) $ (13,334 )

Unaudited Interim Condensed Consolidating Statements of Cash Flows

Six Months Ended June 30, 2016
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Cash flows from operating activities $22,190 $ (8,639 ) $ 40,815 $ 31,772 $ 86,138
Cash flows from investing activities:
Additions to properties, plants, and
equipment (40 ) (43,677 ) (33,243 ) (76,960 )

Other investing activities, net (15,248 ) 317 (3,900 ) — (18,831 )
Cash flows from financing activities:
Dividends paid to stockholders (2,190 ) — — (2,190 )
Payments on debt (1,339 ) (3,836 ) (520 ) (5,695 )
Other financing activity (4,948 ) 36,863 (5,385 ) (31,772 ) 4,654
Effect of exchange rate changes on cash — — 1,288 — 1,288
Changes in cash and cash equivalents 8,321 (18,972 ) (945 ) — (11,596 )
Beginning cash and cash equivalents 94,167 42,692 18,350 — 155,209
Ending cash and cash equivalents $102,488 $ 23,720 $ 17,405 $ — $ 143,613
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Six Months Ended June 30, 2015
Parent Guarantors Non-Guarantors Eliminations Consolidated
(in thousands)

Cash flows from operating activities $31,482 $ 49,275 $ 7,355 $ (35,939 ) $ 52,173
Cash flows from investing activities: —
Additions to properties, plants, and
equipment (436 ) (40,963 ) (16,873 ) (58,272 )

Acquisition of Revett, net of cash acquired (809 ) — — — (809 )
Other investing activities, net 61 267 (1,122 ) — (794 )
Cash flows from financing activities: —
Dividends paid to stockholders (2,126 ) — — — (2,126 )
Payments on debt — (4,349 ) (591 ) — (4,940 )
Other financing activity (47,645 ) 17,852 (7,210 ) 35,939 (1,064 )
Effect of exchange rate changes on cash — — (2,259 ) — (2,259 )
Changes in cash and cash equivalents (19,473 ) 22,082 (20,700 ) — (18,091 )
Beginning cash and cash equivalents 146,885 33,824 28,956 209,665
Ending cash and cash equivalents $127,412 $ 55,906 $ 8,256 $ — $ 191,574

Item 2.    Management's Discussion and Analysis of Financial Condition and Results of Operations

Certain statements contained in this Form 10-Q, including in Management’s Discussion and Analysis of Financial
Condition and Results of Operations and Quantitative and Qualitative Disclosure About Market Risk, are intended to
be covered by the safe harbor provided for under Section 27A of the Securities Act of 1933, as amended, and Section
21E of the Securities Exchange Act of 1934, as amended.  Our forward-looking statements include our current
expectations and projections about future results, performance, results of litigation, prospects and opportunities,
including reserves and other mineralization. We have tried to identify these forward-looking statements by using
words such as “may,” “will,” “expect,” “anticipate,” “believe,” “intend,” “feel,” “plan,” “estimate,” “project,”
“forecast” and similar expressions.  These forward-looking statements are based on information currently available
to us and are expressed in good faith and believed to have a reasonable basis.  However, our forward-looking
statements are subject to a number of risks, uncertainties and other factors that could cause our actual results,
performance, prospects or opportunities to differ materially from those expressed in, or implied by, these
forward-looking statements.

These risks, uncertainties and other factors include, but are not limited to, those set forth under Part I, Item 1A –
Business – Risk Factors in our annual report filed on Form 10-K for the year ended December 31, 2015, as updated
in Part II, Item 1A – Risk Factors in this quarterly report on Form 10-Q for the period ended June 30, 2016. Given
these risks and uncertainties, readers are cautioned not to place undue reliance on our forward-looking
statements.  All subsequent written and oral forward-looking statements attributable to Hecla Mining Company or to
persons acting on our behalf are expressly qualified in their entirety by these cautionary statements.  Except as
required by federal securities laws, we do not intend to update or revise any forward-looking statements, whether as a
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Overview

Hecla Mining Company and our subsidiaries have provided precious and base metals to the U.S. and worldwide since
1891. We discover, acquire, develop, and produce silver, gold, lead and zinc.
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We produce lead, zinc and bulk concentrates, which we sell to custom smelters and brokers, and unrefined precipitate
and bullion bars (doré) containing gold and silver, which are further refined before sale to precious metals traders.  We
are organized and managed into four segments that encompass our operating and development units:  Greens Creek,
Lucky Friday, Casa Berardi, and San Sebastian. The map below shows the locations of our operating units and our
exploration and pre-development projects, as well as our corporate offices located in Coeur d'Alene, Idaho and
Vancouver, British Columbia.

Our current business strategy is to focus our financial and human resources in the following areas:

•operating our properties safely, in an environmentally responsible manner, and cost-effectively;

•continue optimizing and improving operations at our Greens Creek, Lucky Friday, Casa Berardi, and San Sebastian
units;
•expanding our proven and probable reserves and production capacity at our operating properties;

•conducting our business with financial stewardship to preserve our financial position in varying metals price
environments;

•advance permitting of the Rock Creek project, which we acquired as part of the merger with Revett Mining
Company, Inc. ("Revett") in June 2015 as discussed further below;

•

maintaining and investing in exploration and pre-development projects in the vicinities of six mining districts and
projects we believe to be under-explored and under-invested: North Idaho's Silver Valley in the historic Coeur
d'Alene Mining District; our Greens Creek unit on Alaska's Admiralty Island located near Juneau; the
silver-producing district near Durango, Mexico; the Abitibi region of northwestern Quebec, Canada; the Rock Creek
project in northwestern Montana; and the Creede district of Southwestern Colorado; and

•continuing to seek opportunities to acquire and invest in mining properties and companies, including our
recently-proposed merger with Mines Management discussed further below.
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A number of key factors may impact the execution of our strategy, including regulatory issues and metals prices.
Metals prices can be very volatile. As discussed in the Critical Accounting Estimates section below, metals prices are
influenced by a number of factors beyond our control. Average market prices of silver, zinc and lead in the first six
months of 2016 were lower than their levels from the comparable period last year, with average prices for gold higher
in 2016, as illustrated by the table in Results of Operations below. While we believe current global economic and
industrial trends could result in continued demand for the metals we produce, prices have been volatile and there can
be no assurance that current prices will continue.

The total principal amount of our Senior Notes due May 1, 2021 is $506.5 million and the Senior Notes bear interest
at a rate of 6.875% per year. The net proceeds from the Senior Notes were primarily used for the acquisition of
Aurizon in June 2013 (see Note 9 of Notes to Condensed Consolidated Financial Statements (Unaudited)). As
discussed in the Financial Liquidity and Capital Resources section below, we believe that we will be able to meet the
obligations associated with the acquisition of Aurizon and additional debt; however, a number of factors could impact
our ability to meet the debt obligations and fund our other projects.

On June 15, 2015, we completed the acquisition of all of the issued and outstanding common stock of Revett. The
acquired entities hold 100% ownership of two properties in northwestern Montana: the Troy Mine, which we are in
the process of reclaiming, and the Rock Creek project, a significant undeveloped silver and copper deposit. In the
acquisition, we paid cash of $0.9 million and each outstanding common share of Revett was exchanged for 0.1622 of
a share of our common stock, for total consideration of approximately $20.1 million based on the closing price of
Hecla stock of $3.06 per share on June 15, 2015. Development of Rock Creek has been challenged by conservation
groups at various times, and there can be no assurance that we will be able to obtain the permitting required to develop
Rock Creek.

On May 23, 2016, we and Mines Management entered into a merger agreement pursuant to which we would acquire
all of the issued and outstanding common stock of Mines Management. Mines Management holds 100% ownership of
the Montanore project in Northwest Montana, a significant undeveloped silver and copper deposit located
approximately ten miles from our Rock Creek project. In the proposed merger, each outstanding common share of
Mines Management would be exchanged for 0.2218 of a share of our common stock, for total consideration of
approximately $59.1 million based on the closing price of Hecla stock of $6.55 per share on August 2, 2016. The
proposed merger is subject to approval by Mine Management's stockholders. No assurance can be given as to whether
the merger will be approved and consummated. See Item 1A - Risk Factors for information on potential risks relating
to the merger and to us following the merger if it is consummated.

As further discussed in the Lucky Friday Segment section below, we are in the process of constructing an internal
shaft at the Lucky Friday mine (“#4 Shaft”), which, we believe, will significantly increase production and extend the life
of the mine.  The #4 Shaft project will involve significant additional capital costs leading up to its expected
completion date in the fourth quarter of 2016. We believe that our current capital resources will allow us to complete
the #4 Shaft project.
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During the third quarter of 2015, we made a development decision to mine near surface, high grade portions of silver
and gold deposits at our San Sebastian project in Mexico, and ore production commenced in the fourth quarter of
2015.  See the San Sebastian Segment section below for more information. As a result, we believe that we will
generate positive cash flows at San Sebastian over the approximate two year period following the start of production. 
However, our ability to generate positive cash flows at San Sebastian may be impacted by changes in estimated costs,
precious metals prices, or other factors, and there can be no assurance that we will be able to develop and operate San
Sebastian as anticipated.

We strive to achieve excellent mine safety and health performance. We seek to implement this goal by: training
employees in safe work practices; establishing, following and improving safety standards; investigating accidents,
incidents and losses to avoid recurrence; involving employees in the establishment of safety standards; and
participating in the National Mining Association's CORESafety program. We attempt to implement reasonable best
practices with respect to mine safety and emergency preparedness. We work with the Mine Safety and Health
Administration ("MSHA") to address issues outlined in its investigations and inspections and continue to evaluate our
safety practices.
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Another challenge for us is the risk associated with environmental litigation and ongoing reclamation activities. As
described in Part I, Item 1A. Risk Factors of our annual report filed on Form 10-K for the year ended December 31,
2015 and Note 4 of Notes to Condensed Consolidated Financial Statements (Unaudited), it is possible that our
estimate of these liabilities (and our ability to estimate liabilities in general) may change in the future, affecting our
strategic plans.  We are involved in various environmental legal matters with no assurance that the estimate of our
environmental liabilities, liquidity needs, or strategic plans will not be significantly impacted as a result of these
matters or new matters that may arise. We strive to ensure that our activities are conducted in compliance with
applicable laws and regulations and attempt to resolve environmental litigation on as favorable terms as possible. 

Results of Operations

Sales of products by metal for the three- and six-month periods ended June 30, 2016 and 2015 were as follows: 

Three Months Ended

June 30,

Six Months Ended

June 30,
(in thousands) 2016 2015 2016 2015
Silver $71,487 $32,415 $128,157 $82,696
Gold 81,028 48,037 135,920 96,657
Lead 15,330 13,417 29,053 28,086
Zinc 17,846 23,507 40,371 44,545
Less: smelter charges (14,389 ) (13,179 ) (31,182 ) (28,695 )
Sales of products $171,302 $104,197 $302,319 $223,289

For the second quarter and first six months of 2016, we recorded income applicable to common stockholders of $24.0
million ($0.06 per basic common share) and $23.2 million ($0.06 per basic common share), respectively, compared to
losses applicable to common shareholders of $26.8 million ($0.07 per basic common share) and $14.4 million ($0.04
per basic common share) for the second quarter and first six months of 2015, respectively. The following factors
contributed to the results for the second quarter and first six months of 2016 compared to the same periods in 2015:

•

Gross profit increased at our San Sebastian, Casa Berardi and Lucky Friday units by $26.5 million, $13.3 million and
$4.6 million, respectively, for the second quarter of 2016, and by $42.5 million, $15.6 million and $3.8 million,
respectively, for the first six months of 2016 compared to the same periods in 2015. Gross profit at our Greens Creek
unit was also higher in the second quarter of 2016 compared to 2015 by $4.6 million, but was lower by $2.0 million
in the first half of 2016 compared to the same period in 2015. See The Greens Creek Segment, The Lucky Friday
Segment, The Casa Berardi Segment, and The San Sebastian Segment sections below.
•An $8.7 million charge to provision for closed operations and environmental matters in the second quarter of 2015
for potentially resolving the exposure to liability at the Gilt Edge and Nelson Tunnel/Commodore sites, with no

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

58



comparable charge impacting the results for the second quarter and first six months of 2016. See Note 4 of Notes to
Condensed Consolidated Financial Statements (Unaudited) for more information.

•

Exploration and pre-development costs were lower by $2.3 million and $4.1 million for the second quarter and first
half of 2016, respectively, compared to the same periods in 2015. In 2016, we have continued exploration work at
our Greens Creek unit, on our land package near Durango, Mexico, and at the Casa Berardi mine and other projects
on our land package in Quebec, Canada. "Pre-development expense" is defined as costs incurred in the exploration
stage that may ultimately benefit production, such as underground ramp development, which are expensed due to the
lack of proven and probable reserves.
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•

Acquisition costs related to the proposed merger with Mines Management and the subsequently abandoned takeover
bid for Dolly Varden of $0.4 million recognized during the second quarter and first six months of 2016 compared to
costs for the acquisition of Revett, completed on June 15, 2015, of $2.1 million recognized during the same periods
of 2015.

•

Net foreign exchange losses in the second quarter of 2016 of $1.9 million and $10.1 million in the first half of 2016
versus a net loss of $1.8 million in the second quarter of 2015 and a net gain of $10.4 million in the first half of 2015.
As discussed in Note 11 of Notes to Condensed Consolidated Financial Statements (Unaudited), in April 2016 we
initiated a hedging program to manage our exposure to fluctuations in the exchange rate between the U.S. Dollar and
Canadian dollar and the impact on our future operating costs at our Casa Berardi unit.

•No net activity on base metal derivative contracts for the second quarter and first half of 2016 compared to a loss of
$0.9 million and gain of $4.9 million for the same periods in 2015.

•

Higher average realized prices for silver and gold for the second quarter of 2016 compared to the same period in
2015, while average prices for lead and zinc were lower in the 2016 period. In the first half of 2016, average realized
prices for silver, lead and zinc were lower than in the comparable period of 2015. However, average realized prices
for gold for the first half of 2016 were higher compared to the same period of 2015. These price variances are
illustrated in the table below.

Three Months
Ended
June 30,

Six Months
Ended

June 30,
2016 2015 2016 2015

Silver –London PM Fix ($/ounce) $16.78 $16.41 $15.81 $16.56
Realized price per ounce $17.26 $16.32 $16.15 $16.83

Gold –London PM Fix ($/ounce) $1,259 $1,193 $1,220 $1,206
Realized price per ounce $1,254 $1,194 $1,226 $1,208

Lead –LME Final Cash Buyer ($/pound) $0.78 $0.88 $0.79 $0.85
Realized price per pound $0.79 $0.94 $0.79 $0.89

Zinc – LME Final Cash Buyer ($/pound) $0.87 $1.00 $0.82 $0.97
Realized price per pound $0.89 $0.96 $0.83 $0.95

Average realized prices can differ from average market prices primarily because concentrate sales are generally
recorded as revenues at the time of shipment at forward prices for the estimated month of settlement, which differ
from average market prices.  Due to the time elapsed between shipment of concentrates and final settlement with the
customers, we must estimate the prices at which sales of our metals will be settled.  Previously recorded sales are
adjusted to estimated settlement metals prices each period through final settlement.  For the second quarter and first
six months of 2016, we recorded net positive price adjustments to provisional settlements of $1.0 million and $1.5
million, respectively, compared to net negative price adjustments to provisional settlements of $0.6 million and
positive price adjustments of $1.5 million in the second quarter and first six months of 2015, respectively. The price
adjustments related to silver, gold, zinc and lead contained in our concentrate shipments were largely offset by gains
and losses on forward contracts for those metals for each period (see Note 11 of Notes to Condensed Consolidated
Financial Statements (Unaudited) for more information).  The gains and losses on these contracts are included in
revenues and impact the realized prices for silver, gold, lead and zinc.  Realized prices are calculated by dividing gross
revenues for each metal (which include the price adjustments and gains and losses on the forward contracts discussed
above) by the payable quantities of each metal included in concentrate and doré shipped during the period.
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•General and administrative expense was higher by $2.1 million and $3.6 million in the second quarter and first half
of 2016 compared to the same periods in 2015 due primarily to increased incentive compensation.

•

Income tax provisions of $11.5 million and $13.2 million for the three- and six-month periods ended June 30, 2016,
respectively, compared to an income tax benefit of $0.1 million and $1.3 million provision for the same periods in
2015. The higher provisions are primarily the result of higher net income before taxes, partially offset by a decrease
in the valuation allowance on deferred tax assets in Mexico in the second quarter of 2016. See the Corporate Matters
section below for more information.
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The Greens Creek Segment

Dollars are in thousands (except per ounce and per ton
amounts)

Three Months Ended
June 30,

Six Months Ended
June 30,

2016 2015 2016 2015
Sales $59,574 $54,043 $113,456 $121,398
Cost of sales and other direct production costs (31,321 ) (29,039 ) (62,573 ) (67,001 )
Depreciation, depletion and amortization (12,413 ) (13,775 ) (26,014 ) (27,521 )
Cost of sales and other direct production costs and
depreciation, depletion and amortization (43,734 ) (42,814 ) (88,587 ) (94,522 )

Gross profit $15,840 $11,229 $24,869 $26,876
Tons of ore milled 203,388 199,694 408,356 395,163
Production:
Silver (ounces) 2,117,084 1,856,125 4,575,360 3,892,091
Gold (ounces) 11,528 13,753 27,509 28,992
Zinc (tons) 15,575 15,462 30,186 29,382
Lead (tons) 5,346 5,393 10,433 10,323
Payable metal quantities sold:
Silver (ounces) 1,866,352 1,462,557 3,767,495 3,601,959
Gold (ounces) 12,099 10,431 23,519 24,043
Zinc (tons) 7,640 10,676 20,052 20,369
Lead (tons) 4,626 3,971 7,870 8,399
Ore grades:
Silver ounces per ton 13.25 12.33 14.22 13.05
Gold ounces per ton 0.09 0.11 0.10 0.11
Zinc percent 8.7 % 8.9 % 8.4 % 8.6 %
Lead percent 3.2 % 3.4 % 3.1 % 3.3 %
Mining cost per ton $71.01 $73.60 $68.98 $73.64
Milling cost per ton $30.67 $30.31 $30.83 $29.53
Cash Cost, After By-product Credits, Per Silver Ounce (1) $5.38 $3.30 $4.61 $3.27

(1)

A reconciliation of cost of sales and other direct production costs and depreciation, depletion and amortization, the
most comparable GAAP measure, to this non-GAAP measure can be found below in Reconciliation of Costs of
Sales and Other Direct Production Costs and Depreciation, Depletion and Amortization (GAAP) to Cash Cost,
Before By-product Credits and Cash Cost, After By-product Credits (non-GAAP).

The $4.6 million increase in gross profit during the second quarter of 2016, compared to the same period in 2015, was
primarily due to higher silver production as a result of higher ore grades and tonnage and improved mill recoveries,
and the timing of shipments. The $2.0 million decrease in gross profit for the first six months of 2016 was primarily
the result of lower average prices for silver, zinc, and lead, impacting sales by approximately $10.4 million, partially
offset by increased ore production, higher silver grades, and improved recoveries.In addition, gross profit at Greens
Creek was affected by positive price adjustments to revenues of $0.8 million and $1.3 million for the second quarter
and first six months of 2016, respectively, compared to negative price adjustments of $0.4 million and positive price
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adjustments of $1.6 million for the second quarter and first six months of 2015, respectively. Price adjustments to
revenues result from changes in metals prices between transfer of title of concentrates to buyers and final settlements
during the period. The price adjustments related to silver, gold, zinc and lead contained in concentrate shipments were
net of gains and losses on forward contracts for those metals for each period. The price adjustments and gains and
losses on forward contracts discussed above are included in sales.
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Mining costs per ton decreased by 4% in the first quarter and by 6% in first six months of 2016 compared to the same
periods in 2015, primarily as a result of less expensed development and higher milled tons, partially offset by higher
expensed diamond drilling. Milling costs per ton increased 1% in the second quarter and 4% for the first six months of
2016 compared to the same periods in 2015. The increase in milling costs is due to higher maintenance and reagent
costs, and higher labor costs.

Depreciation, depletion and amortization expense was 10% and 5% less in the second quarter and first six months of
2016, respectively, compared to the same periods in 2015, due primarily to the effect on units-of-production
depreciation of weaker silver prices relative to base metal prices.

The chart below illustrates the factors contributing to the variances in Cash Cost, After By-product Credits, Per Silver
Ounce for the second quarter and first six months of 2016 compared to the same periods of 2015.
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The following table summarizes the components of Cash Cost, After By-product Credits, per Silver Ounce:

Three Months
Ended June 30,

Six Months
Ended June 30,

2016 2015 2016 2015
Cash Cost, Before By-product Credits, per Silver Ounce $23.22 $26.69 $21.26 $24.84
By-product credits (17.84) (23.39) (16.65) (21.57)
Cash Cost, After By-product Credits, per Silver Ounce $5.38 $3.30 $4.61 $3.27

The increase in Cash Costs, After By-product Credits, per Silver Ounce for the second quarter and first six months
was the result of lower by-product credits, partially offset by higher silver production.

Mining and milling costs decreased in the second quarter and first six months of 2016 compared to 2015 on a
per-ounce basis, despite milling costs increasing on a per-ton basis as discussed above, due primarily to higher silver
production resulting from improved silver grades and recovery.

Other cash costs per ounce for the second quarter and first six months of 2016 were lower compared to 2015 due to
the effect of higher silver production and decreased labor costs.

Treatment costs were lower in the second quarter and first six months of 2016 compared to 2015 as a result of higher
silver production and improved payment terms from smelters. Treatment charges for the first six months of 2016 were
also impacted by lower silver prices, as treatment costs include the value of silver not payable to us through the
smelting process. The silver not payable to us is either recovered by the smelters through further processing or
ultimately not recovered and included in the smelters' waste material.

By-product credits per ounce were lower in the second quarter and first six months of 2016 compared to 2015 due to
lower gold production, lower zinc and lead prices and higher silver production due to increased silver ore grades and
recovery.

The difference between what we report as "production" and "payable metal quantities sold" is attributable to the
difference between the quantities of metals contained in the concentrates we produce versus the portion of those
metals actually payable by our customers according to the terms of the contracts. Differences can also arise from
inventory changes incidental to shipping schedules, or variances in ore grades which impact the amount of metals
contained in concentrates produced and sold. The difference in payable quantities sold for 2016 compared to 2015 is

Edgar Filing: HECLA MINING CO/DE/ - Form 10-Q

65



due mainly to timing of concentrate shipments.

While revenue from zinc, lead and gold by-products is significant, we believe that identification of silver as the
primary product of the Greens Creek unit is appropriate because:

•silver has historically accounted for a higher proportion of revenue than any other metal and is expected to do so in
the future;

•
we have historically presented Greens Creek as a producer primarily of silver, based on the original analysis that
justified putting the project into production, and believe that consistency in disclosure is important to our investors
regardless of the relationships of metals prices and production from year to year;
•metallurgical treatment maximizes silver recovery;
•the Greens Creek deposit is a massive sulfide deposit containing an unusually high proportion of silver; and

•in most of its working areas, Greens Creek utilizes selective mining methods in which silver is the metal targeted for
highest recovery.

Likewise, we believe the identification of gold, lead and zinc as by-product credits is appropriate because of their
lower economic value compared to silver and due to the fact that silver is the primary product we intend to produce. In
addition, we do not receive sufficient revenue from any single by-product metal to warrant classification of such as a
co-product.
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We periodically review our revenues to ensure that reporting of primary products and by-products is
appropriate.  Because we consider zinc, lead and gold to be by-products of our silver production, the values of these
metals offset operating costs within our calculations of Cash Cost, After By-product Credits, per Silver Ounce.      

The Lucky Friday Segment

Dollars are in thousands (except per ounce and per ton
amounts)

Three Months Ended
June 30,

Six Months Ended
June 30,

2016 2015 2016 2015
Sales $22,760 $14,569 $44,012 $34,460
Cost of sales and other direct production costs (15,883 ) (12,474 ) (31,383 ) (25,948 )
Depreciation, depletion and amortization (2,825 ) (2,676 ) (5,829 ) (5,542 )
Cost of sales and other direct production costs and
depreciation, depletion and amortization (18,708 ) (15,150 ) (37,212 ) (31,490 )

Gross profit $4,052 $(581 ) $6,800 $2,970
Tons of ore milled 67,829 72,059 141,850 146,304
Production:
Silver (ounces) 857,543 613,474 1,834,627 1,450,193
Lead (tons) 5,045 4,132 10,996 9,080
Zinc (tons) 2,557 2,053 5,310 4,220
Payable metal quantities sold:
Silver (ounces) 858,965 517,654 1,787,766 1,299,070
Lead (tons) 5,037 3,158 10,543 7,354
Zinc (tons) 2,370 1,515 4,299 2,965
Ore grades:
Silver ounces per ton 13.09 8.98 13.39 10.38
Lead percent 7.76 % 6.10 % 8.07 % 6.56 %
Zinc percent 4.02 % 3.10 % 4.00 %
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