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The following file is part of the JABA, Inc. Tombstone Mining Records
ACCESS STATEMENT

These digitized collections are accessible for purposes of education and research. We
have indicated what we know about copyright and rights of privacy, publicity, or
trademark. Due to the nature of archival collections, we are not always able to identify
this information. We are eager to hear from any rights owners, so that we may obtain
accurate information. Upon request, we will remove material from public view while we
address a rights issue.

CONSTRAINTS STATEMENT

The Arizona Geological Survey does not claim to control all rights for all materials in its
collection. These rights include, but are not limited to: copyright, privacy rights, and
cultural protection rights. The User hereby assumes all responsibility for obtaining any
rights to use the material in excess of “fair use.”

The Survey makes no intellectual property claims to the products created by individual
authors in the manuscript collections, except when the author deeded those rights to the
Survey or when those authors were employed by the State of Arizona and created
intellectual products as a function of their official duties. The Survey does maintain
property rights to the physical and digital representations of the works.

QUALITY STATEMENT

The Arizona Geological Survey is not responsible for the accuracy of the records,
information, or opinions that may be contained in the files. The Survey collects, catalogs,
and archives data on mineral properties regardless of its views of the veracity or
accuracy of those data.
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Southwestern

Exploration Associates, Inc.

Mr. Leo N. Smith

Verity, Smith, & Kearns

Suite 902

Transamerica Building
Tucson, Arizona 85701

Dear Mr. Smith,

February 28, 1979

Enclosed please find a copy of the lease between T.D.C. and 1971
Minerals. Notice that it was signed by myself, R.F. Hewlett, as
general partner for 71 Minerals.

My general partner functions have been terminated by 1971 Min-

erals after I left the group close to three years ago. Upon my
letters of resignation, I recieved notice of my termination in

the various limited partnerships by Bruce Stevenson, et.al.

With the termination of the lease agreement by 71 Minerals with
T.D.C., August 31, 1973, by letter from 71 Minerals, page 9,
paragraph 14, 71 Minerals now has no properties, leases, etc.,
and the partnership could be closed or terminated. In any event,
I have had no involvement with 71 Minerals for a number of years.

Concerning the 71 Minerals-T.D.C. lease:

A. No conveyance was ever made of the claims to 71 Minerals.
The lease does not call for such a conveyance and there
was no record in the Cochise County Court House at Bisbee
of such a conveyance.

B. There are no liens recorded in the Cochise County Court
House against the T.D.C. claims. However, a tax lien was
filed by the State of Arizona against 71 Minerals.

C. Termination of the 71 Minerals and T.D.C. was accomplished
by: v

1. Written notice by 71 Minerals to T.D.C.; Frank Gallup,
T.D.C., is sending the notice directly to Leo Smith,
paragraph 14.
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2. 71 Minerals is in default of paragraph 14 by:
a. Not paying taxes, paragraph 7.
b. Not paying royalty, paragraph 3.
3. 71 Minerals have left the property in Sept. 1978.

71 Minerals terminated their lease because they were not making
any further profit by leaching a heap of uncrushed ore, 100 feet
high. They processed the heap for over 60 months, they paid
T.D.C. over $300,000 in royalties at $5,000 per month. Without
a new capital investment and metallurgical technology, which,
they do not possess, further .leaching was not.possible. Simply
stated, by crushing, adding oxygen, and substances to induce
percolation and hence increase recovery, 2 good profit can be
made by re-processing the heap, heaped dump ore.

Concerning the present lease with T.D.C.,'this is the very best
that I could do and any.changes would not be acceptable to T.-D.C.

~

Reasons for this attitude are:

1. They are independently wealthy, and plus 65 with an average
of 75. _ : :

2. They have owned the property over 20 years.

3. They have only leased their claims to me - once when I
was with 71 Minerals and now.

4. After Bruce Stevenson, also a 71 Mineral general partner,
took over the management of the Tombstone Heap Leaching
Project, five years ago and I was not involved, Bill Hight
and other T.D.C. shareholders had monthly fights with
Bruce to pay the royalty and 71 Minerals left the taxes
unpaid, as well as having numerous outstanding claims.

Therefore, T.D:C. does not want:
1. Problems with payment of the minimum royalty.

2. Problems with unpaid taxes, liens,>and encumberances,
after the lease is terminated by the lessee.

3. An investment group to conduct exploration for a short
period of time and leave, also a .group not knowledgeable
in heap leaching. :

In summary, they want me to prove my metallurgical system of
re-processing the heap, 1,000,000 tons, and to confirm the
existance of extensive open-pit ore that we will process. At
such time, T.D.C. would welcome an offer by us to buy their

claims. In other words, we would prove to ourselves the value
of the claims.
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Contact me concerning any questions.
Sincerely yours,

Richard F. Hewlett

RFH/slr
pP-418
enc.
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THIS AGREEMENT, dated this -/~ day of (Zc-i cca > |, 1973,

by and between TOMBSTONE DEVELOPMENT COMPANY, an ArI/Zna Corporation,
hereinafter referred to as "lessor', and 1971 MINERALS LIMITED, a New
Jersey Limited Partnership, hereinafter referred to as "Lesgee''.

RECITALS

lessors are the owners of a certain group of patented and umpat-
ented lode mining claims, referred to herein as 'Leased Claims', all of
which are situated in Cochise County, Arizona, Mineral Survey numbers . of
which, and the book and page of the recording in the office of the Recorder
of Cochige County, Arizona, are more particularly described in Appendix "A"
attached hereto. |

lessee desires to obtain from lLessor a mining lease covering the
leased Claims, described in Appendix "A", and Lessor desires to grant to
lessee such mining lease, on the terms hereinafter set forth:

NOW, THEREFORE, in consideration of the mutual covenants and agree-
ments of the parties herein, and other valuable consideration, Lessor hereby
leases to Lessee for the term and purposes hereinafter mentioned, all that
certain land referred to herein as the '"leased Claims'.

1. PURPOSE: This lease is made for the sole purpose of examining,
searching and testing for opening and operating mines, of, and extracting,
producing, treating, selling aqd shipping any and all minerals contained
therein. Lessor also leases to lessee, the necessary rights of way, ease-
ments and water rights, in connection with the leased claims, so0 as to

facilitate exploration and development thereof. The parties hereto agree

Sovken s 1TA t//Z:«h‘
that certain surface rights shall be retained by Lessor, but that the re-

I =
tentjon of those surface, rights shall not unreasonably interfere with the

exploration or mining and associated activities conducted by lessee.

ti2~¥TAER&kuﬁiiuan;nunfuthismleaseyshall,he for the initial period

\

of ten (10) years from the date hereof, and as long thereafter as valuable

; L . =)
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mineral is produced from said land in commercial quantities and so long
as royalties are paid to lessors, provided, however, that all of the
terms and conditions hereof are fully met and that this lease has not

been terminated pursuant to any clause hereof.

3. ROYAETIES: Royaltiea are to be paid to lessor on all miner#ls

mined from the leased claims, as a percentage of their market value after
being reduced to a marketable concentrate or other saleable mineral and .
4 -~

payable on—the—iSth“day'of the—month—following the date of sale of such

miﬁgrals—produced. -Said-royalty~paymentsuare-to»be uﬂde*pursuantAtO»the‘\\

written direction and instruction of the lessor herein, and Lessor hereby ——

specifies that the royalty payments provided for hereunder shall be sent by
U. S. mail to Tombstone Development Company; c/o Mrs William Hight, 1824
North Broadwell, Grand Island, Nebraska, 68801, on or before the due date-
provided for herein. lessee agrees that it shall not unreasonably stock-

pile ore for any excessive period of time after active and substantial

, production from the leased claims has commenced, and in no event, shall

02y JREA
; 1 production

Lessee stockpile ore for more than six months after
— # Ly&' /{fH
has commenced. /For%the“pur ges of this paragraph,-the-peried-ef-substan~

tfal produstion shall-comménce, shall bz the-month in which-the royalty out

of production exceeds the minimum royalty, both provided for hereunde;?114,_

—A

The royalty payable out of production for ores or concentrates sold
from the leased claims are payable in varying percentages with the differ-
ent percentages relating to different average gross value per ton of ore
or concentrate produced and sold from the leased claims during each month.
The average gross value of ore produced and sold from the leased claipms

over the period of each month ghall be determined by dividing the net

U] o T et 11
melter returns 4eceived for guch ore produced by the number of tons mined

and shipped during the month. The royalties are payable as fcllows:

(a) 8ubject to the provisions of this paragraph, lessor shall

be paid a limited royalty out of producticn, payable in varying percentages.

Each different percentage shall be derived from the average gross value per
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ton of ore, or concentrate mined and shipped from the leased claims, listed

ag follows:

O

For any month in which the average gross value per ton of ore

figure is less than $20.00 per tom, the royalty will be seven (7%) per-

cent of the net smelter returns from mineral produced from the leased

claims; — 5.8

For any month in which

figure is $20.00 per ton or more,

the

but

royalty will be eight (8%) percent of

produced from the leased claims;

For any month in which
figure is $25.00 per ton or mofe,
alty will be nine (9%) percent of
duced from the leased claims;

For any month in which
figure is $40.00 per ton or more,
alty will be ten (10%) percent of
produced from the leased claims

For amy month in which

figure is $80.00 per ton or more,

the

but

the

the

but

the

the

but

alty will be twelve (12%) percent of

produced from the leaged claims;

For any month in which

the

average gross value per ton of ore
less than $25.00 per ton, the

the net smelter returns from mineral

average gross value per ton of ore
less than $40.00 per ton, the roy-

net smelter returns from mineral pro-

average gross value per ton of ore
less than $80.00 per ton, the roy-

net smelter returns from mineral
average gross value per ton of ore

less than $100.00 per ton, the roy-

the net smelter returns from mineral

average gross value per ton of ore

figure is $100.00 per ton or more, but less than $150.00 per tonm, the

royalty will be fifteen (15%) percent of the net smelter returns from

mineral produced from the leased claims;

For any month in which the average gross value per ton of ore

figure is more than $150.00 per ton, the royalty will be twenty (20%) per-

cent of the net smelter returns from mineral produced from the leased

claims.
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Definfition of Net Smelter Income: The term net smelter return i understood by the

parties to mean the amount received from the smelter after deducting actual freight
U

_/Q&/not sent to the smelter, the leesee may deduct the actual cost of direct labor and
|

for ore concentrate haulage from the mill to the smelter. For ores, minerals or metals

U ]
ﬁ’ materials for processing, but such cost deducted will not exceed 10% of the average

7

O

gross value per ton of ore for that month. For example: If the average gross value

of ore mined during a one month perilod is $50.00 per ton, the maximum deduction for < Sy

=

)

direct processing cost will be 10% or $5.00 per ton. The royalty would be paid on ﬂ&:y

o

(

$45.00 per ton.

The royalty percentage shall apply to all mineral and will be based on all monies

received or the market value of all ore, metals, minerals, geothermal steam, waters

// / pa 3
or other materials removed from the property. /f(”75;§;)///%2f//2%/

(b) Notwithstanding the above sub-paragraph, there sha}l be a
ninimum monthly royalty payable to lessors aQ'Iollows:r.‘

(i) For the @onth of Septémber, 1973,/and for each of
the five (5) succeeding calendar months, to-wit: October, November, De-
cember, all of 1973, and-Janﬁary and February, both of 1974, the sum of
money equal to the greater of: (1) a minimum monthly royalty of $2,500.

.or (2) the royalty out of production for each such month;

(ii) For the month of March, 1974, and for each succeed-
ing month during the term of this agreement, a sum of money equal to the
greater of: (1) a minimum monthly royalty of $5,000.00 or (2) the royal-
ty out of production for each such month.

(¢) Notwithstanding said sub-paragraphs (a) and (b), there shall
be an advance minimum royalty payable to Ilessor equal to a sum of money of

$10,000.00, payable by lessee, upon the execution of this agreement.

(d) The amount by which the minimum monthly royalty, or the ad-

C

vance minimum royalty, provided for in sub-paragraphs (b) and (c) herein,
paid for any calendar month during the term of this lease, exceeds the
royalty out of production for such month, may be recovered by lessee out
of, and credited against, the royalty out of production due for any suc-
ceeding month or months thereafter; during the term of this agfeement.

L. OPERATION OF MINE: lLessee agrees to work said land in the man-

ner necessary to good and economic mining, so as to bring about maximum

and economic recovery from the property, with due regard to deve lopment

O

w 1
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and preservation of said premises as a workable mine. lessee agrees to
perform continuously and diligently in good faith, in an active and sub-
stantial way, development in wining work upon the said leased claims di-
rected toward the discovery and production of minerals or ore therefrom.
The equipment and machinery brought onto the leased claims Sy Lessee 1is

and shall remain the personal property of lessee, and title thereto shall

not vest in Lessor by operation of law. The obligations of Lessee set forth

in this paragraph shall be suspended only while lessee's compliance is 4225

O Th

e

;lf‘ﬂkédad by the elements, accidents, strikes, lockouts, riots, delays in

@g

transportation, inability to secure materials in the open market, or in-

24

({L(/u-.-

terference by governmental actionm, or by any other causes beyond the reason-

able control of lessee, whether similar or dissimilar to the causes sgpeci-
fically mentioned. Lessee agrees to furnish at its own cost, amny and all
environmental impact studies required by amy governmental authority as a
result of its undertaking the exploratiom, development and mining opera-

tion contemplated by this agreement. Lessee agrees to honor any and all

contractual obligations undertaken by Lessor relating to theﬁgurfa e use of
the herein leased claims, so long as those said obligations do not inter-
fere with the exploration, developmental, mining, or similar activity on
the leased glaims by Llessee. Lessee hereby recognizes that Lessor in-

S i & oo w o O

ends to developAthe surface of certain claims situated in the immediate
vicinity of the townsite of Tombstone. Those said claims consist of the
Content, Cocopah, North Point, Contentment, Empire, Tranquil, Silver Belt,
S{lver Thread, Contention, New Year, Cincinnati, Cornell, Head Center,
Yellow Jacket and Flora Morrisson Claims. lessor agrees that the said
development of the surface on the hereinabove mentioned claims shall‘not
interfere with activities of lessee contemplated by this lease. Notwith-
standing any development of the surface of the above mentioned leased

claimg, lessor further agrees that Lessee shall have access on or across

the aboxe mentioned claims so as not to interfere with the explorationm,

e
developmental, mining, or-associated activities of Lessee contemplated: F‘ji o

by this lease, on those above named claims,-ggjiny;nthggg;ghich1ﬂ1ﬁ:ﬁg§:

ject to this lease. If the lessee, in its sole dfscretion, determines

(ﬁ[/ék

;1/;"

i

!
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However after a period of 1
mining plans, the lesse

to the cit

development and mining 40 feg

@ O
. ,jyd//’ﬂLFQPK

2 months (1 yr.) for exploration and development of any

e shall permit the lessor to develop on con

i d
y of Tombstone of as much as 100 acres on the surface of the above IISE?\

Y inue ri r mineral exploration,
However lessee will continue to have all rights fo

.'wn)‘ ST 3 .
t or more below the surface. ; ;j{///ﬁz(/(ﬁ/ 7

5. REPORTING: Léssee agrees that it will provide lessor with a
report on or before the 15th day of each month, pertaining to the previous
month, to the lessor, in writing, indicating the following:

(a) The number of tons of ore mined. -

(b) A summary of all assays taken on said ore mined.

(c) The nuwber of tons processed for which royalty is payable
pursuant to this lease through mills or reduction plants used to process
said ores.

(d) The value of all minerals sold or otherwise disposed of
from ores subject to royalty payments pursuant to this lease.

| The above referenced statement and reports are to be accompanied
by a draft payable to each of the eaid Iessoss in-the-proper prorata amount
of the royalty due Lessors-as-aforesaid. 1If no royalty out of production
is due for any monthly périod hereof, then a report containing all of the
pertinent details above required, shall be submitted to Lessor with a
gtatement to the effect that there is no royalty out of production due for
the preceding month.

6. ADDITIONAL REPOKTS AND ACCESS: lessee shall keep a full set of

accountsg and records, and shall allow Legsor, or its agents and employees
to examine them from time to time. lessce will allow Lessor to enter upon
sald premises, and into any workings, mills, or reduction works thereon,
or wherever gaid core may be worked or reduced, for the purpose of inspec-
tion to ascertain whether the terms and conditions of this lesse are being

prooiptly carried out and to take sawples and to make tests and medasurements,

and to FFFIx notices . 1ossee ehall ~wporn eing Teguestel toTGesso, WEKE. _.

available to lessor, its agents and employees, copies of assay reports,

drillhole logs, and_pny and all other data assembled as an aid in deter-

mining the location, quantity, and quality of any and all deposits on said

= & =

tiguous or adjacent

\
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land. All inspections shall be made at reasonable hours and at reasonable
intervals, and shall be at the sole cost of, and risk of Lessor.

7. TAXES: lessor shall pay all ad valorem and similar property
taxes lawfully levied or assessed during the term of this agreement against
the property, or any improvements thereto, but upon the receipt of a §tate-
ment therefor from lessor, lessee shall reimburse Lessor for any such taxes
paid by lessor. In addition to the foregoing, lessee shall pay all other

taxes imposed by reason of lessee's operation and improvements upon tht//

é:u¢c<&££an¢;dﬁ i .{"’4
property. Lessee shall pay any such taxes on a—p*e-neta b:/}s upon re-
ircalavtoanl 210" 2407 €

ceiving notice from lessor that such pre-rata payment of the said taxes

is due. Lessee agrees to pay any such taxes before they become delinquent.
lesgsee shall not be liable for the payment of any tax assessment imposed
by any city, county, state, federal or other law or ordinance, on the in-
come of lessor hereunder, or the interest reserved by lessor thereunder

or upon a transfer or passing by death or gift, of any interest of lessor
or for any similar tax. lessee further agrees to do all other things ne-
cessary and required by federal, sfate and local lawe and regulations to
protect and defend and maintain lessor's title to the leased claims, 8o
that title will be as good as at the time of the execution of this agree-

ment .

8. WAQRANTY: ,Lessé;ﬁrepresents éhﬂ warrants that it is the owner
of the leaged claims, free of all cinims, liens and encumbranceg, and that
Lessor has the exclusive possession of the leased claims, except for appro-
ximately two acres leased to the United States Department of Agriculture
for surface and except to the extent that the United States Government
holds title to unpatented claims. ¢ )

| 9. BANKRUPICY: In case lessee shall be adjudged a bankrupt by
either voluntary or involuntary proceedings, lessor may, at its option,
terminate this lease by written notice. After termination by notice,
Lessor may re-enter the leased claims and take exclusive possession.

Upon exercise of the option to terminate, the estate and rights in the

herein leased claims of lessee, and any perscn claiming through the lessee,
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by act of the parties or operation of law, shall immediately terminate.

10. IMPROVEMENTS: Lessee may construct, recomstruct, demolish,

remove, maintain, and use such roads, ditches, buildings, fixtures, ma-
chinery, and mine dumps on, through and upon said leased claims, as may

be necessary in carrying on mining operations during the term of this
lease. At the teruination hereof, Lessee may remove all perSOnal property,

£

machinery, tools, appliances and<bhildangs¢eons€%uc&ed’upon saig leaged

gf T2 2heept diafd Ly..\uu.«j @ findan -, Lendighgon Ju._(..b!'ld»y Adiks
lajims by Lessee,1provided no default shall at such time exist with re- A¢¢4120’

< PORED -

spect to any payments or rentals, or in respect to any covenants, agree-

_k“- ..A.'

ments, or conditions to be kept and performed by lessee; provided that

¥ TN

. /)’
all machinery, tools, appliances and buildings, and all personal property F;f+

rem2ining on said premises sixty (60) days after the termination (by no-
tice or otherwise) of this lease, shall be held to have become the pro-
perty of lLesgsor and shall not be removed therefrom by lessee. lessee
agrees to perform all environmental restoration activities on the claims
required by any governmental authority at its sole cost and expense.

11. HOLD HARMIESS: Lessee agrees to release and to indemnify and

hold harmless Lessor, and any corporation wholly or in part affiliated
with, owned or controlled by lLessor, from and against all claims, causes
of action, liabilities, costs aunud expeuses for losses, or damage to, all
property whatsoever and injuries to, or death of, all persons whomsoever,
arising out of, or in any way connected with, the use and occupation of
the leased premises or exercise of the rights hereunder. lecsrne agrees to
cemply with all such regulations promulgated by the respcnsible government-
al agencies in carrying out the activities contemplatgd by this lease, and _
to fence all openﬂshafts_wbjch:are in existence upon the claims.>

12, li£§§i ;és;eelggreea tc pay in full, all persons who perforﬁ
labor or services on, furnish waterials, joined or affixed to, or provide
equipment for, said leased claims, at Lessee's instance or request. lLessor

shall not permit or suffer liens of any kind or nature to be enforced against

said leased claims for such labor, services, materials, or equipment. Lessor

"-u:?.d.,ﬂ 8o 7[.
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Aand keep in force at all times, workmens compensation Insurance 42 &E f“

O O

shall have the right to pay any amount required to release any such liem,
or liens, or to defend any action brought thereon, and to pay any judg-
ment entered therein, and lessee shall be liable to lLessor for all costs,
damages and reasonable attorney's fees, and any amounts expended‘ in de-

fending any proceedings or payment of any of said liens or any judgment

F‘* LA o, hreovsdi a. _ford v the
obtdined therefor. PErslovagnds e S st Dicparics ,,t L(me&b_‘_
1 EAL '{)/U-i“" Lo T /"-‘* ALy v

T AL ol 44'/7 Ao,
13" ASSIGEMENT: This lease shall inure to the benefit of and eLuLu,,/ 3

Lo e g

4-/1—/\ 5 f,»—&‘ J R 2 ‘»g_/.
,¢- i

binding upon the respective heirs, administrators, executors, successors

and agsigns of the parties hereto, Upon such assignment all reférences

herein to '"lessee' or ''lessor’ shall be deemed to refer to such succeed-

ing heirs, administrators, executors, successors and assigns of such

alienating party.

[

14. TFERMINATION: lessee shall have the right in its sole and ex-

clusive discretion, to terminate this lease upon giving thirty (30) days
written notice of termination to lessor. Upon giving such notice of ter-
mination, Lessee shall be liable only for the payment of the minimum roy-
alty or royalty out of production due for the thirty day period next
following the date the notice of termination was given. Should lessee be
in default in regard to any of the provisions of Paragraphs (3), (7) or
(17) of this lease, lessor shall give fermal, written and detailed notice
of the existence of same to Lessee.' If lessee has not cured t};e said de-
fault within thirty (30) days after the receipt of said formal, written

and detailed notice of default, lessor can terminate the herein lease.

15. IRSURANCE: Jessee agrees to maintain and keep in force at
all times, a policy of liability {msurance protecting lessee and lessor

from personal and property lisbility that may be incurred on said leased

claims in the amocunt of $2,000,000.00.

/

f
lessee further agrees to maintain !
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v 16. ROTICES ¢ Any and all notices required hereunder,
to be given by eithexr party to the other, shall be counsidered to have been

delivered at the expiration of seventy-two (72) hours following deposit in
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the United States Mail, with registered or certified postage prepaid there-
on, and addressed:

(a) 1If to lLessor: To: Tombstone Development Company
c/o William Hight
1824 North Broadwell
Grand Island, Nebraska 68801

With copy to: Robert B. Hicks
501 Fremont Lane
South Pasadena, Calif. 91030

(b) If to lessee: To: 1971 Minerals Limited
4741 East Sunrise Drive
Tucson, Ariz. 85718
With copy to: Robert A. Hewlett, Esq.
Gentry, McNulty & Borowiec
P. 0. Box 87
Bisbee, Ariz. 85603
Either of the parties may change the location to which required notices"‘
to it shall be addressed, upon ten (10) days' written notice to the other

party.

17. ASSESSMENT WORK: lLessee agrees to perform all necessary assess-
ment work required by federal and state laws for the continuing validity of
all mining claims subject to this lease. lcsﬁee further agrees to do all
other things necessary and required by federal, state, and local laws and
regulations to protect, defend and maintain, lessor's title to the above
referenced claimé, so that title will be as gobd ag at the time of the
execution of this agreement.

18. ‘FIRST RIGHT OF REFUSAL: It ié agreed to by and between the

parties hereto that lessce shall be given the first right of refusal to
buy the interest of lessor, should lessor entertain offers to sell its
interest herein, or the leased claims. For the purpose of this paragfaph,
lessee has the first right of refusal to buy the leased claims at the same
price as set forth in any bona fide oifer in writing, acceptable to Lessor,
given by any Individval or compauny. iessor shall, at its own exclusive
discretion, detexrmine what collateral, guarante¢es, or octher evidences

of lessee's ability to purchase the said interest of Iessor hereim;feor~~ 8

‘the leased claims, are to be provided by Icssee.
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19. MISCELIANEOUS: This agreement constitutes the entire under-

standing of the parties hereto with respect to the subject matter hereof,
and supersedes all prior agreements of the parties hereto with respect to
the subject matter hereof; and may not be waived, amended or modified in
any manner except in writing and signed by the party to be charged. Rep-
resentations, warranties and agreements of the parties hereto, herein con-
tained, regardless of any disclosure made to, or any iuvestigation made by
or on behalf of any party not making such representations, warranties and
agreements, shall survive the execution and delivery of this agreement.
This agreement, and such representations, warranties and agreements, shall
be binding upon, inure to the benefit of, and be enforceable, by and
against the heirs, successors, or assigns of each of the parties hereto.
This Agreement may be recorded or registered with the Clerk, Recorder or
gimilar officer of the county or counties of which these claims are located,
or in any appropriate office of the United States Government, or anywhere
else lessee deems appropriate in order to protect its interests hereunder.
This agreement may be executed in any number of counterparts, which toge-
ther will constitute one and the same agreement.

IN WITNESS VHEREOF, the parties hereto have executed this agreement
ag of the date and year first above written.

lessor:

TOMRS TONE DEVFE LOPMENT COMPANY

By | S e e /

lessee:

1971 MINEKAIS LIMITED
' o= { , ‘f?_' freras
by‘ﬁ,’ R . o & ; iL/ ¢4 AZ K l
Richard F. Hewlett,
Ceneral Partner
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‘e interpretation-image processin James A. Briscoe, President
p gC P g Registered Professional

Worldwide Mobilization Geologist

- Southwestern
Exploration Associates, Inc.

February 28, 1979

Mr. Thomas H. Schloss
FAMCO

1700 Broadway

New York,

New York(10019)

Dear Tom:

Enclosed please find a letter to Leo Smith relating to the
71 Minerals-TDC lease. Also enclosed is a copy of the
71 Minerals-TDC lease.

» Mr. Leo Miller was furnished the above and a lease-land status
report on the TDC claims at Tombstone. I spoke by phone with
him at noon and explained what was being delivered to him

and reviewed the 71 Minerals termination letter.

Also, please find the article concerning uranium within your
area of influence from Cordero.

Best personal regards.
Sincerely yours,
[)‘ ] an I ‘

Richard F. Hewlett

RFH

P-418
(™ enc.
7 2085
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LEASE AGREEMENT ey

THLS AGREEMENT, dated this 7th day of February, 1979, by and between
TOMBSTONE DEVELOPMENT COMPANY, an Arizona Corporation, hereinafter referred

to as '"Lessor", and Tombstone Exploration, Inc, and The Austin Exploration &

~

Mining Cofporation, hereinafter referred fo as '"'Lessee".
RECITALS

Leassors are the owneré of certain groups of patented and unpatented
lode mining claims, referred to herein as "Leased Claims", all of which
are sitﬁated in Cochise County, Arizona, Mineral Survey nﬁmbers.of which,
and the book and pége:of thé recording in the‘;ffice of the Recorder of
Cochise Eounty, Arizéna, are more pafticularly described in Appendix "A"
attached hereto.

Lessee desires to oBtéin from Lessor a mining lease covering the

. Leased Claims, déscribed in Appendix A arnid Léssor desires to grant td
Lessee such mining 1éase, on the terms heréinafter set forth:

NOW, THEREFORE, in consideration of the mutual covenants and agreements
of the parties herein, and other valuable consideration, ﬁéssor hereby
leasses to Leassee for the term and purposese hereinafter mentioned, all
that certain land referred to herein as the "Leased Ciaims".

i.' PURPOSE: This lease is made for the sole purpose of examining,
searching and testing for opening and oper{tihg mines, of, and exﬁractiﬁg,
producing, treating, seiling and shipping any and all minerals‘contained
therein. Lessor also leases to Lessee, the necessary rights of way,
easements and water rights, in connection with the 1ea;ed claims, so as to
facilitate exploration and development thereof. . The parties hereto agree

,;that . .all.:. surface and water rights shall Be retained by Lessor, but that the
retention of those surf;ce and water rights shall not unreasonably interfere with

the exploration or mining and associated activities conducted by Lessee. Also,

0oil and gas rights are retained by Lessor.
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2. TERM: The term of this lease shall be for the initfgi period of one(l)

~year from the date hereof, and as long thereafter as valuable mineral is produced
7from said land-in commercial quantities and so long as royalties are paid to
Lessors, provided, however, that all of the terms and conditions hereof are
fully met and that this lease has not been terminated pursuant to any clause
hereof.

3. ROYALTIES: Royalties are to be paid to Lessor on all minerals mined
trom the leased claims, as a percentage of their market value after being

saleable :
reduced to a marketable concentrate or other:: -%::i .; minerals, and payable

by a refinery of mutual choice on a basis 05722290f the net smelter return.
The proceedes of the refinery can be taken in kind by the parties subject

to this agreemenﬁ. Lessee agrees that it shall not unreasonaly stockpile

ore for any excessive period of time after active and substantial production
from the leased claims has commeﬁced, énd in no event, shall Lessee stockpile
ore for more than 'six months after production has commenced.

The royalty payable out of production for ores or concentrates sold from
the leased claims are péyable in varying percentages with the different
percentages relating to different average gross value per ton of ore or
concentrate produced and sold from the leased claims during each month.

The average gross value of ore produced and sold from’the leased claims
ver the period of each month shall’be determined by dividing the net

Vsmelter returns as defined by 3(A) recieved for such ore produced by the.

number of tons mined and shipped during the month. The royalties are
\yable as follows;

(a) S;bject to the provisions of this paragraph, Lessor shall be paid
a limited royalty out of production, payable in varying percentages. ‘Each

5fferent percentage shall be derived from the average-gross value per ton of

ore, or concentrate mined and shipped from the leased claims, listed as follows:

A ———




For any month in which the average .gross value per ton of ore computed
is less than $15.00 per ton, the royalty will be five(5%) percent of the
net smelter returns from mineral produced from the leased claims;

For any month in which the average‘gross value per ton of ore compﬁted
is from $15.00 to-$20.00'per ton, the royalty-will be 6 percent of the net
smelter returns from mineral produced from the leased claims;

For any month in which the average gross value per ton of ore figure
is $20.00 per ton or more, but less than $25.00 §e; ton, the royalty Qill
be'eight(SZ) percent of the net smelter retuéns from mineral producedA
from the leased claims;

For any month in which the average gross value per ton of ore figure

is $25.00 per ton or more, but less than $40.00 per ton, the royalty will

be nine (9%) percent of the net smelter returns from mineral produced’

" from the leased claims;

For any month in which the average .gross value per ton of ore figure
is $40.00 per ton or more, but less than $80,00 per ton, the royalty will
be ten (10%) percent of the net smelter returns from mineral produced from
the leased claims;

For any month in which the average gross value per ton of ore figure
is $80.00 per ton or more, but less than $100.00 per ton, the royalty
will be twelve (12%) percent of the net smelter returns from mineral
produced from the leased claims;

For any month in which the average gross value per ton of ore figure
1s $100.00 per ton or more, but less than $150.00 per ton, the royalty will

be fifteen (15%) percent of the net smelter returns from mineral produced

from the leased claims;

For any month in which the average gross value per ton of ore figure
is more than $150.00 per ton, the royalty will be twenty (20%) percent

of the net smelter returns from mineral produced from the leased claims.



Definition of Net Smelter Income: The term net smelter return is understood by

~ the parties to mean the amount recieved from the smelter after deducting actual

freight for ore concentrate haulage from the mill to the smelter. For ores,
minerals or metals not sent to the smelter, the lessee may deduct the actual
cost of direct labor and materials for processing, but such cost deducted will
ﬁot.exceed 10% of the average gross value per ton of ore for that month. For

example: If the average gross value of ore mined during a one month period

is $50.00 per ton, the maximum deduction for direct processing cost will be

10% or $5.00 péf ton. The royalty would be paid on $45.00 per ton.
The royalty percentage shall apply to all mineral and will be based on all
monies reciéved or the markét value of all ore, metals, minerals, and non-
metallic minerals removed from the property.
(b) - Notwithstanding the above sub-paragraph, there shall be a
minimum monthly royalty payable to Lessors of $7,500 starting May 1,
1979 and payable on the first day of each month thereof. |
(c) Notwithstanding said sub-paragraphs (a)‘and (b), there shali
be an advance miniﬁum royalty payable to Lessor equal to a sum of money
of $6,000.00,.payab1e by Lessee, upon the execution of this agreement.
"(d) The amount by which the minimum monthly royalty, or the
advance minimum royalty, provided for in sub-paragraphs (b) and (c)
herein, paid for any. calendar month during the term of this lease,
exceeds the royalty out of production for such month, may be recovered
by Lessee out of, and credited against, the royalty out of production
due for any succeeding month or months thereafter, during the term

of this agreement.



4. OPERATION OF MINE:

Lessee agrees to work said land in the manner
necessary to good and economic mining, so as to bring about maximum and

economic recovery from the property, with due regard to development and

Jpreservation of said premises as a workable mine. Lessee agrees to perform

continuously and diligently in good faith, in an active and substantiai way,

development in mining work upon the said leessed claims directed toward the

discovery and production of minerals or ore therefrom. The equipment and

machinery brought onto the leased claims by Lessee is and shall remain the
peréoﬂal property of lessee, with the exception of any building constructed
by Lessee, and title thereto shall not vest in Lessor by operation of law.
Appendix "B" is an inventory of equipment, buildings, and other property
owned by Lessor, which the Lessee will take care of and may use for an

operation on the leased claims. The obligation of Lessee set forth in

“this paragraph shall be suspended only while Lessee's compliance is

preventéd by the elements, accidents, strike, lockouts, riots, delays in

transportation, inability to secure materials in the open market, or

interference by govermental action, or by any other causes beyond the

reasonable control of Lessee, whether similar or dissimilar to the causes

specifically mentioned. Lessee agrees to furnish at its own cést, any

and all environmental impact studies required by any governmental authority

as a result of its undertaking the exploration, development and mining
operation contemplated by this agreement. Lessee agrees to honor any and
111 contractual obligation undertaken by Lessor relating to the sale of

water or surface use of the herein leased claims, so long as those said

obligations do not interfere with the exploration, development, mining,

)r similar activity on the leased claims by Lessee. Lessee hereby

recognizes that Lessor intends to develop up to 200 acres of the surface

of éertain claims situated in the immediate vicinity of the townsite of

Tombstone. Those said claims consist of the Content, Coc0pah,‘North Point,
Contentment, Empire, Tranquil, Silver Belt, Silver Thread, Contention,

New Year, Cincinnati, Head Center, Yellow Jacket and Flora Morrisson claims.

Lessor agrees that the said development of the surface on the hereinabove mentioned

claims shall not interfere with activities of Lessee contemplated by this lease.

“Notwithstanding with activities of Lessee, any development of the surface of

the above mentioned leased claims, Lessor further agrees that Lessee shall have
access on or across the above mentioned claims so as not to interfere with the
exploration, development, mining, or associated activities of Lessee tontemplated

by this lease, on those above named claims. I¥tha lasses, dn its -sole-



powever lessee will continue to have all rights for mineral exploration,
development and mining 40 feet or more below the surface.
5. REPORTING: Lessee agrees that it will provide Lessor with a report
on or before the 15th day of each month, pertaining to the previous month,
 to the Lessor, in.writing, indicating the following:
: (a) The number of tons of waste and ore mined.
(b) A summary of all assays taken on said ore and waste mined.
(c) The number of tons,processéd for which royalty is payable
pursuant to this lease throﬁgh mills, smelting, or reduction plaﬁts
used to process said ores. -
(d) The value.of all minerals sold or otherwise disposed of
from ores subject to royalty payments pursuant to this leasef
The above referenced statement and reports are to be accompanied by a
:~f draft payable to the Lessor. If no royalty out of production is due for any
monthly period hereof, then a report containing all of the pertinent details
above required, shall be submitted to Lessor with a statement to the effect
that there is no royalty out of production due for the preceding month,
In addition to the above, weekly progress reports will be sent to
the Lessor, as well as all data generatéd relating to the leased claims.

A
6. ADDITIONAL REPORTS AND ACCESS: Lessee shall keep a full set of

accounts and records, and.shall allow Lessor, or its agents and empioyees
to examine them from time to time. Lessée will allow lessor to enter upon
said premises, and into any workings, mills, or reduction works thereon,
or wherever said ore may be worked or reduced, for the puréose of inspection
to ascertain whether the terms and conditions of this lease are being promptly

. carried out and to take samples and to make tests and measurements, and to
affix notices. Lessee shall provide to Lessor, its agents and employees, copies
of assay reports, drillhole logs, and any and all other data assembled which.
could be used as an aid in determining the location, quanlity, and quality of
any and all Aeposits on said land. All inspections shall be made at reasonable

intervals, and shall be at the sole cost of, and risk of Lessor.



7. TAXES: Lessor shall pay all ad valorem and similar property taxes
lawfully levied or assessed during the term of this agreement against the
property, or any improvements thereto, but upon the receipt of a statement
therefor from Lessor, Lessee shall reimburse Lessor for any such taxes paid
by Lessor. In addition to the foregoing, Lessee shall pay all other taxes
imposed by reason of Lessee's operation and improvements upon the property.
Lessee shall pay any such taxes on installment basis upon receiving notice
from Lessor ﬁhat such installment payment of the said taxes is due. Lessee
agrees to pay any such taxes before they become delinquent. Lessee shall not
be liable for the payment of any tax assessment imposed by any city, county,
state, federal or other law or ordinance, on the income of Lessor hereunder,
or the interest reserved by Lessor thereunder or upon a transfer or passing

by death or gift, of any interest of Lessor or for any similar tax. Lessee

further agrees to do all other things necessary and required by feéeral,
state and local laws and regulétions to protect and defend and maintain

Lessor's title to the leased claims, so that title will be as good as at
the time of éhe execution of this agreement. A Pefformance Bond refered
to in paragraph 12 will also cover tax payments.

8. WARRANTY: ‘Lessor represents and warrants that it is the owner of
the leased patented claims and the rights to unpatented claims, free of
all claims, liems and encumbranﬁes, and that Lessor has the exclusive poss-
ession of the leased claims, except for approximatelj two acres leased to
,Athe United States Department of Agriculture for surface and except to the
extent that the United States Government holds title to unpatented claims.
Also, Lessor may lease the "Vizina Mine Tour™ provided the Lessor assumes

) all responsibility and liability for the tour enterprise.
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9. BANKRUPCY: In case Lessee shall be adjudged a bankrupt by either
voluntary or involuntary pfoceedings, Lessor may, at its option, terminate
this lease by written notice. After termination by notice, Lessor‘may
re-enter the leaged claims and take exclusive possession. Upon -exercise
of the option to terminate, the estate and rights in the herein leased claims
of'Lessee, and any person claiming through the Lessee, by act of the parties
or operation of law, shall immediately terminate.

10. IMPROVEMENTS: Lessee may construct, reconstruct, demolish, remove,

maintain, and use such roads, ditches, ponds, buildings, fixtures, ﬁ;chinery,
pumps, PVC pipe, mine dumps, pad, heap, and headframes on, through and upon
said leased claims,.as may be necessary in cafrying on mining operations
during the term of this lease. At the termination hereof, Léssee may

remove all personal propert&, machinery, tools, appliances, supplies,-
pumps, pipe, and equipment on said leased claims by Lessee; chept shaft
timbering and linings, any underground supports, rails, electric:, water, or

steam or airiine pipes, provided no default shall at such time exist with

“respect to any payments or rentals, or in respect to any covenants, agree-

ments, or conditions to be kept and performed by Lessee; provided that all
machinery, tools, appliance§ and buildings, and all pe;sonal property
remaining on said premises sixty (60) days after tﬁe terﬁination (by notice
or otherwise) of this lease, shall be held té have become the property of
Lessof and éhall not be removed therefrom by Lessee. Lessee:agrees to
perform all environmental restorations on the claims required by any govern-
meﬁtal authority at its sole cost and expense.

Lessee will obtain approval from Lessor on the site and type of building
constructed either for a plant and iaboratory fa;ility or a building for

another lessee to enable use of the present 71 Minerals plant.



11. HOLD HARMLESS: Lessee agrees to release and to indemnify and hold

\J—harmless Lessor, and any corporatién wholly or in part affiliated with, owned
or controlled by Lessor, from and against all claims, causes of action,

" liabilities, costs and expenses for losses, or damage to, all property
whatsoever and injuries to, or death of, all persons whomsoever, arising
out.of3 or in any way connected with, the use and occupation of the leased
)premises or exercise of the rights hereunder. Lessee agrees to comply with
all such regulations promulgated by the responsible governmental agencies
in carrying out thé activities contemplated by this lease, and to fence SRR
all open shafts, pits, etc., which exist upon the claims according to the
requirements of the State Mine Inspector.

. 12. LIENS: Lessee agrees to pay in full, all persons who perform labor
~or services on, furnish materials, joined or affixed to, or provide equipment
" for, said leased claims, at Lessee's instance or request. Lessor shall not
petmié or ;uffer liens of any kind or nature to be enforced against said
leased claims fér such labor, services, materials, or equipment. Lessor
shall have the right to pay any amount required to release any such lien,
or liens, or to defend any action brought thereon, and to pay any judgement ent-
ered therein, and lessee shall be liable to Lessor for all costs, damages and
o re asonablé attorney's fees, and any amounts expended in defending any
proceedings or payment of any kind of said liens or any judgments’obﬁained

therefor. Lessee should also provide a bond in the amount of $i§Q;000;00~

POt o N MO S S

, on payment of labor and materials on the property with the cost of the bond
to be paid by the lessee.
13. - ASSIGNMENT: This lease shall inure to the benefit of and be binding
) upon the respective heirs, administrators, executors, successors aﬁd assigns
pf the parties hereto. Upon such assignment all references herein to '"Lessee"
or "Lessor" shall be deemed to refer to such succeeding heirs, administrators,

executors, successors and assigns of such alienating party.




14. TERMINATION: After an exploration/development expenditure of $200,000,

,:and an equivalent of 12 months advanced minimum royalties($90,000),fUJTKH- Y:F}A—

Lessee shall have the right in its sole and exclusive discretion, to terminate

this lease upon giving thirty (30) days written notice of terminatidﬁ to Lessor.

) Upon giving such notice of termination, Lessee shall be liable only for the

payment of the minimum rbyalty or royalty out of production due for the thirty

day period next following the date the notice of termination was given. Lessor

can terminate this lease if the advanced minimum royalty is not sent by

certified mail on the first day of every month, starting May 1,‘1979, or

if the Lessee is in default in regard to any other of the provisions of
Paragraphs (3), (7) or (17) of this lease. Lessor shall give formal,
written ana detailed notice of the existance of saﬁe to Lessee. If Lessee -
has not cured the said default within thiry (30) days after receipt of said

formal, written and detailed notice of deéfault, Lessor can terminate the

" herein lease.

15. INSURANCE: Lessee agrees to maintain and keep in force at all

" times, a policy of liability insurance protecting Lessee and Lessor from

personal and property liability that may be incurred on said leased claims
in the amount of $2,000,000.00. Lessee further agrees to maintain and

keep in force at all times, workmens compensation insurance and to furnish

certificates of insurance and copies of the Insurance policies to the Lessor. e

Lessor will be named as Additional Insured. W 734/~ :
16. NOTICES: Any and all notices required hereunder, or permitted to

be given by either party to the other, shall be considered to have been
delivered at the expiration of seventy-two (72) hours following deposit in

the United States Mail, with registered or certified postage prepaid

thereon, and addressed:

(a) If to Lessor: To: Tombstone Development Company
c/o William Hight

1824 North Broadwell

Grand Island, Nebrasks (68801)

(b) If to Lessee: To: Tombstone Exploration, Inc.
‘c/o Thomas H. Schloss

The Austin Exploration & Mining Corporation
- c/o James A. Briscoe : :

4500 E. Speedway

Suite ‘# 14

Tucson, Arizoma (85712)

Either of the parties may change the location to which required notices to it

shall be addressed, upon ten (10) days written notice to the other party.

=10 =



17. ASSESSMENT WORK: Lessee agrees to perform all necessary assessment
work requiféﬂ by federal and state laws for the continuing validity of all
mining claims subject to this lease. Lessee further agrees to do all other
things necessary and required by federal, state, and local laws and
regulations to protect, defend and maintain, Lessor's title to the above
referenced claims in effeét on February 7, 1979, so that title will be
as good as at the time of the execution of this agreement. If conflicts
exist on the 18 unpatented claims, Lessee will do everything possible to-'

.validate the claims.

18. FIRST RIGHT OF REFUSAL: It is agreed to by and between the parties

hereto that Lessee shall be given the first right of refusal to buy the
interest of Lessor, should Lessor entertain to sell its interest herein,

or the leased claiﬁs. For the purpose of this paragraph, Lessee has the

first right of refusal to buy the 1e§sed claims at the same price as set
forth-in any bona fide offer in writing; acceptable to Lessor, given by any
individual or company. Lessor shall, at its own exclusive discretion,
determine what collateral, guarantes, or other evidences of Lessee's

ability to purchase the said interest of Lessor herein, for the leased claims,

are to be provided by Lessee.

19. MISCELLANEQUS: This agreement cqnstitu;es the entire understanding
of the parties hereto with respect to the subject matter hereof, and supersedes
all prior agreements of the parties hereto with respect to the subject matter
hereof, and may not be‘waived, amended or modified in any manner except in
writing and signed by the party to be charged. Representations, warranties
;nd agreements of the parties hereto, herein contained, regardless of any
;~disclosure made to, o; any investigation made by or on behalf of any party
not making such representations, warranties and agreements, shall survive
the execution and delivery of this agreement. This agreement, and such
representations, warranties and agreements, shall be binding upon, inure to
the benifit of, and be enforceable, by and against the heirs, successors,

or assign of each of the parties hereto.

=11~



_ais Agreement may be recorded or registered with the Clerk, Recorder or

gimilar officer of the county or counties of which these claims are located,

5 or in any appropriate office of the United States Government, or anywhere

“¢lse Lessee deems appropriate in order to protect its interests hereunder.

This agreement may be executed in any number of counterparts, which

together will constitute one and the same agreement.

IN WITNESS WHEREOF the Parties hereto have executed this agreement

as of the date and year first above written.

Lessor:
TOMBSTONE DEVELOPMENT COMPANY

b V7R o R~
: By7@~%4t c %{’/ p//lé/zvz '

Lessee:
TOMBSTONE EXPLORATION, INC.

ﬁy/%ﬁa«.//ﬂéh'

Thomas H. Schloss

THE STIN EXPLORATION & MINING CORP.

L

cﬂe—\JL

James A. Briscoe

-12-
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TOMBSTONE DEVELOPMENT COMPANY CLAIMS

Claim Name Designation

North Point
Cocopah
Silver Belt
Empire
Hawkeye
Little Wonder
Way Up
Goodenough
Gilded Age
Vigina

Poor X
Survey
Toughnut

SW Ext. Toughnut
Fortuna
Tranquillity
Protectors
Contentment
Content
Cinncinatti
Houghton
Defense

" Surveyor
Westside
Sulphuret
Mayflower
Alta

San Rafael
Ninety Nine
Last Chance #2
Boss

Herald
Tribute
Eastside
Blue Monday
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TQC Claims

Claim Name

Florodoro
Antelope
Shoo Fly
Verde
Mexicana
Extacy

" Shorty

Emerald So. Mine
Emerald

Hidden Treasure
Revenue
Telephone

Grand Dipper
Rattlesnake
Mammoth

Bunker Hill
Little Comet

Big Comet
Miner's Dream
Sidney

So. Ext. Central
Southern Belle
Buffalo

Naumkeag

- Moonlight
/ Grand Central

Illinois
Michigan

Flora Morrison
Head Center
Yellow Jacket
Contention

New Year
Cornell
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VICTOR H, VERITY
LEO N. SMITH

VERITY, SMITH & KEARNS, P. C

ATTORNEYS AT LAW
902 TRANSAMERICA BUILDING

TELEPHONE
(602)6223-6986I1

177 NORTH CHURCH AVENUE

DESMOND P. KEARNS
LARRY D. CLARK TUCSON, ARIZONA 8570l

PATRICIA G. MUNGER

BRI ¢ o]

March 1, 1979

Mr. Thomas H. Schloss
FAMCO

1700 Broadway

New York, New York 10019

Re: Comments Concerning TDC
' Lease Agreement

Dear Tom:

I have reviewed a document entitled Preliminary Draft

~ of Lease Agreement dated February 7, 1979, between Tombstone

Development Co. ("TIDC"), a corporation, and Karin Lake
Exploration, Ltd. (the nature of which entity is undetermin-
able from the draft).

It was explained to me by Jim Briscoe and Dick Hewlitt
that the Lease is the best that can be made under the circum-
stances and that any changes would not be acceptable to TDC.
Further, it was explained that the Lease was fashioned after
a Lease Agreement dated August 31, 1973 between TDC and

1971 Minerals, Ltd.

The Lease is not artfully drafted and contains numerous
ambiguities and uncertainties that exist, as more fully
discussed below.

Of initial concern from your standpoint, in deciding
whether or not to become a party to the Lease, are the
obligations assumed by Lessee upon execution of the Lease.
The most onerous obligation appears to be the commitment
that Lessee assumes under Paragraph 14 to expend $200,000 in
exploration and development and to pay $90,000 in advance
royalties before Lessee is entitled to terminate the Lease.
As I read Paragraph 14, this is an absolute commitment on
the part of Lessee. With this in mind, I assume that you
would not elect to become personally liable as a Lessee.

Dewed 4 W m 3/1/79
l,/naba/" i o v
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Other commitments assumed by Lessee do not appear as
onerous, and include items such as an initial $6,000 advance
royalty payment upon execution and a $7,500 monthly advance
royalty payment commencing May 1, 1979 and each month there-
after (Paragraph 3); an obligation to "continuously and
diligently" and "in an active and substantial way" explore
and develop the mining claims (Paragraph 4); a requirement
that Lessee furnish a myriad of reports and data (Paragraphs
5 and 6); payment of taxes (Paragraph 7); a $150,000 bonding
requirement to protect Lessor for liens or labors and materials
furnished for Lessee's account (Paragraph 12); a requirement
that Lessee furnish a comprehensive liability policy in a
minimum amount of $2,000,000 (Paragraph 15); and an obligation
that Lessee perform assessment work and that Lessee 'do
everything possible to validate" the unpatented claims
(Paragraph 17).

As mentioned above, the Lease contains numerous ambi-
guities, including:

Surface and Water Rights - Paragraph 1 contains
a most peculiar provision whereunder Lessor ''leases"
the '"mecessary rights-of-way, easements and water
rights" to enable Lessee to explore and develop the
claims, followed by an express statement to the effect
that all surface and water rights shall be "retained"
by Lessor. This ambiguity is compounded even further
by the flat statement that the '"retention of those
surface and water rights shall not unreasonably interfere
with the exploration and mining and associated activities
conducted by Lessee.'" Under Paragraph 4, Lessee agrees
to honor "any and all contractual obligation undertaken
by Lessor relating to the sale of water or surface use"
but only so long as the obligations do not interfere
with Lessee's activities. Frankly, I haven't the
slighest idea what the true intent of the parties is,
nor do I find any express provision indicating the
extent to which Lessee may use the surface other than
for access and for certain specified facilities, such
as the improvements specifically mentioned in Paragraph
10 as "roads, ditches, ponds, buildings, fixtures,
machinery, pumps, PVC pipe, mine dumps, pad, heap, and
head frames.'" Clearly, however, '"Lessee will continue-
to have all rights for mineral exploration, development
and mining 40 feet or more below the surface" (Paragraph

4).

2. Buildings - Paragraph 4 indicates that any
equipment and machinery placed upon the property by
Lessee shall remain Lessee's property "with the exception
of any buildings constructed by Lessee.'" Alone, this
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Mr. Thomas H. Sc¢ oss
March 1, 1979 Page 3.

provision infers that any building constructed by

Lessee would pass to Lessor upon termination. However,
Paragraph 10 contains a provision that unless Lessee
removes within sixty days of termination certain items,
including '"buildings," the same shall become the property
of Lessor.

3. Use of Existing Facilities - The last sentence
of Paragraph 10 requires Lessee to obtain approval from
Lessor "on the site and type of building constructed
for a plant and laboratory facilitiy or a building for
. another lessee to enable use of the present 71 Minerals

plant.” I find it hard to believe that Lessor anticipates
leasing portions of the claims to another mineral lessee --
however, the sentence quoted above raises a strong
inference that such may be the intent of Lessor.

4. Production Royalties - I find nothing in the
provisions concerning production royalties that properly
anticipates a method of computing production royalties
from a leaching operation. Although the first sentence
of Paragraph 3 refers to a production royalty of five
percent net smelter return, subparagraph (a) of Paragraph
3 describes varying percentages based on the 'gross
value per ton of ore," which in turn is based on the
number of tons of "ore or concentrate' produced and
shipped. Although the ambiguity in the production
royalty provisions is definitely in favor of the Lessee
with respect to "ores and concentrates produced and
shipped," the lack of any definitive method of calculating
production royalty from a leaching operation could lead
to future disagreement over the manner and method in
which production royalties should be calculated. A
couple of other features of the production royalty

provision should also be mentioned: (i) the first
sentence of Paragraph 3 refers to "a refinery of mutual
choice," thus imposing an unusual constraint on the

operator's freedom to market product; and (ii) the same
sentence gives the Lessor the right to take in kind but
does not make any provisions for crediting advance
minimum royalties against Lessor's share of such product
if Lessor takes product in kind.

; If it were at all practical to so do, it would be
preferable that a new Lease be prepared to eliminate many of
the ambiguities and uncertainties that exist in the present
Lease form. If, however, the present Lease is the only
Lease acceptable to TDC, the possibility of disputes with
TDC concerning the numerous ambiguities must be recognized.

Very truly yours,

LNS/dmd Leo N. Smith
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VERITY, SMITH & KEARNS, P. C
ATTORNEYS AT LAW
902 TRANSAMERICA BUILDING
177 NORTH CHURCH AVENUE

VICTOR H. VERITY

LEO N. SMITH

DESMOND P. KEARNS

LARRY D. CLARK TUCSON, ARIZONA 85701

PATRICIA G. MUNGER

March 3, 1979

Mr. James A. Briscoe
Southwestern Exploration
Associates, Inc.

4500 East Speedway, Suite 14
Tucson, Arizona 85712

Dear Jim:

At the request of Tom Schloss and Dwight Lee, I am
enclosing herewith two copies of a draft of a proposed
form of letter agreement pertaining to the Tombstone Heap
Leaching Project. As you may have discussed with Tom or

Lo

—

TELEPHONE
(602)623-696!

Dwight, neither has had an opportunity to review the draft.

Both had an opportunity to see an earlier draft (without
Appendices) and I have discussed revisions to the earlier
draft by phone with Tom and Dwight.

It is my understanding that after you have had a
chance to review the enclosed draft you will be in touch
with Tom and Dwight.

Best personal regards.

Ve uly yours,

Leo'N. Smith

LNS/dmd
Enclosures

cc: Thomas H. Schloss (w/enclosure)

Ob 70
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1700 Broadwa&
New York, N.Y.
10019

March 2, 1979

Mr. James A. Briscoe
Southwestern Exploration
Associates, Inc.

4500 East Speedway, Suite 14
Tucson, Arizona 85712

Dear Mr. Briscoe:

This letter will outline the basic terms and conditions
under which the undersigned (individually, or in conjunction with
other investor associates of the undersigned, whether one or
more, hereinafter referred to as "INVESTORS") agree to participate
in an exploration and development project with you (hereinafter
"BRISCOE") on property situated in the Tombstone Mining District,
Cochise County, Arizona. It is agreed that INVESTORS and BRISCOE
will enter into a formal agreement incorporating provisions for
the operation of the exploration and development program (herein-
after the "Project'") and such other provisions as are customary
and desirable in such an agreement. It is further agreed that
the formal agreement will include in substance those terms and
conditions set forth in this letter agreement.

1. Mining Properties

It is anticipated that the Project will encompass (i)
approximately 85 patented mining claims and 18 unpatented mining
claims owned by Tombstone Development Company (hereinafter "TDC")
and leased, or to be leased, to BRISCOE pursuant to a Lease
Agreement (the "TDC Lease') containing essentially the provisions
as set forth in that certain "Preliminary Draft of Lease Agreement"
dated February 7, 1979, a copy of which has been heretofore
furnished by BRISCOE; (ii) any additional mining claims or mineral
properties leased, optioned, located or otherwise acquired by or
on behalf of BRISCOE or the entity to be formed by BRISCOE and )
INVESTORS pursuant to Paragraph 4 below and which may be a part
of, or an offset of, any mineralized deposits contained within
properties leased from TDC, including without limitation the
claims or areas known as the Tombstone Extension, Tombstone
Mineral Reserve and the State of Maine areas (it being understood
that claims and properties within the State of Maine area
are owned principally by the Escapule family and that the Project
may find it to its advantage to enter into some type of a joint
venture with the Escapules; and (iii) any potential porphyry
copper targets in the Seth Horn and Robbers Roost areas leased,
optioned, located or otherwise acquired by or on behalf of BRISCOE
or the entity described in Paragraph 4.
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v Condition of Agreement

The terms, conditions and covenants of this letter
agreement, other than the payment obligation described in Paragraph
3 hereof, shall be expressly conditioned upon INVESTORS satisfying
themselves within 30 days of the date of execution of this letter
agreement by BRISCOE that: (i) the TDC Lease grants to BRISCOE
the rights set forth therein, free and clear of all liens and
encumbrances other than as specifically described therein, and
that TDC has and possesses title as represented by TDC therein,
all as evidenced by an opinion of counsel employed and retained by
INVESTORS; and (ii) formation of an operating entity by INVESTORS
and BRISCOE pursuant to Paragraph 4 below.

18 Initial Payment

Upon execution of this letter agreement by BRISCOE and
delivery to INVESTORS of a fully executed copy, INVESTORS shall
advance to BRISCOE the sum of Twenty-Five Thousand Dollars
($25, 000.00), which sum shall be applied against Project expen-
ditures.

4. Operating Entity

It is anticipated that the Project will be conducted by
an entity formed by INVESTORS and BRISCOE and whereunder INVESTORS,
individually, shall assume no personal liability, which entity
may be in the form of a joint venture, joint operating agreement,
limited partnership, corporation or any combination thereof. It
is anticipated that the day to day operations of the Project will
be conducted under the direction of an operating or project
manager. Any such entity shall be under the general management
and control of representatives of both INVESTORS and BRISCOE to
the end that decisions including, without limitation, those
relating to payments to equity owners from cash flow, pursuing
further exploration targets, acquisition of additional lands or
mineral interests, expenses for plant or facility expansion, and
decisions concerning termination or discontinuance of all or a )
portion of the Project operations will be made by representatives
of all parties with an interest in the Project. Promptly follow-
ing the organization or formation of the operating entity, all of
the mining properties described in Paragraph 1 then held by or on
behalf of BRISCOE or INVESTORS shall be transferred to the opera- ;
ting entity by appropriate instruments of conveyance, assignment
or other transfer. '

- Management

BRISCOE shall manage the exploration and development
operations pursuant to plans approved and adopted in accordance
with the provisions of the agreement giving rise to, or the
bylaws adopted by, the operating entity, it being understood and
agreed that such approvals shall be made by a management committee
or management group containing representatives of the owners of
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interests in and to the Project. BRISCOE shall provide INVESTORS
twice monthly with written progress reports detailing the activi-
ties undertaken by and planned for the Project.

6. Interest Acquired by INVESTORS

Unless INVESTORS terminate this letter agreement
pursuant to the provisions of Paragraph 9 below, the equity
interest of INVESTORS in and to the Project shall be deter-
mined by the amounts contributed to the Project (under the
agreements made and through the entity established pursuant
to Paragraph 4 above):

Cumulative Percentage of - Funding

Investment Equity Intervals

$ 25, 000.00 25% Upon execution of
this letter agreement

$ 50,000.00 30% =

$ 75,000.00 35% *

$100, 000. 00 40% *

$125,000.00 457 *

$150,000.00 50% Approximately 6/30/79

$175, 000. 00 55% *

$200, 000. 00 60% e

*

Upon the voluntary contribution by INVESTORS or
upon call of Project in accordance with approved
expenditure plans.

The Project shall make no calls at intervals more frequent _
than 20 days per call and no call shall be made prior to )
establishment of the entity described in Paragraph 4 above. '
Investments may be made by INVESTORS at such other intervals

as they may choose, whether or not funds advanced are needed

at the time of contribution, to the end that INVESTORS shall
maintain the right, at their election, to complete all or

such portion of the cumulative investment as INVESTORS may

elect and thus obtain the specified percentage of equity in

and to the Project and the operating entity as set forth

above. INVESTORS shall have the right at any time to elect

not to make further investments in the Project, in which

event the equity interest of INVESTORS shall thereafter

remain at the percentage specified in the table above.
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T Deposit of Funds; Disbursements; Bookkeeping

Unless and until the agreements giving rise to, or
the bylaws adopted by, the operating entity provide to the
contrary: (i) funds furnished by INVESTOR shall be deposited
to the THL (Tombstone Heap Leach) Trust Account # 957-06641,
The First National Bank of Arizona, University Medical Branch,
P.0. Box 41960, Tucson, Arizona 85717; and (ii) disbursements
will be made and books and records will be kept in the amounts
and in the manner set forth in Appendix One attached hereto
and made a part hereof.

8. Initial Capital Investment;
General Outline of Operations

Attached hereto as Appendix Two, and made a part
hereof, is an outline of the anticipated initial capital
investment together with a table setting forth anticipated
durations of crushing operations as a function of the rate
thereof and a general outline of anticipated operations.

9. Termination

Unless extended in writing by INVESTORS and BRISCOE,
this letter agreement, and the liabilities and obligations
of the parties hereunder, shall terminate on April 5, 1979
unless on or before such date the conditions described in
Paragraph 1 have been met; provided, however, that INVESTORS
shall be entitled to reimbursement of the initial $25,000.00
payment described in Paragraph 3 above from first proceeds
obtained by BRISCOE or his assigns from production from the
TDC Lease.

10. Notices

Any notice or communication permitted or required
to be given hereunder shall be effective when deposited in
the United States mail, postage prepaid, and addressed as
follows:

If to INVESTORS: Messrs. Thomas H. Schloss
and Dwight E. Lee
FAMCO

1700 Broadway
New York, New York 10019

If to BRISCOE: Mr. James A. Briscoe
Southwestern Exploration
Associates, Inc.
4500 E. Speedway, Suite 14
Tucson, Arizona 85712
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11. Liability Several; Inurement

The liability of the parties shall be several, not
joint or collective. Each party shall be responsible only for
its obligations herein set forth. It is not the intention of
the parties to create a partnership and this letter agreement
shall not be construed so as to render the parties liable as
partners, associates, or joint venturers or as creating a
mining or other partnership or association. The terms of this
letter agreement shall inure to the benefit of and be binding
upon the parties hereto and their permitted assigns. None of
the parties shall assign their rights or obligations hereunder
without first obtaining written consent of the other parties
hereto, which consent shall not unreasonably be withheld.

If this letter agreement sets forth your understanding
of the basic terms outlined in previous discussions on this
subject, please indicate your acceptance by executing the
copy of this letter agreement in the space indicated and
return it to the undersigned.

Very truly yours,

Thomas H. Schloss

Dwight E. Lee

ACCEPTANCE BY BRISCOE:

day of

Accepted this
s 1979,

James A. Briscoe



APPENDIX ONE

Project Disbursements and Bookkeeping

1. A1l Project disbursements will be made under a
"purchase order'" system in the same manner as presently
employed by Southwestern Exploration Associates, Inc. ("'SEA").

Zn During the initial phase of Project operations and
until Project expenditures totaling $25,000.00 have been made,
all Project expenditures in excess of $100.00 shall, prior to
payment, be approved by James A. Briscoe; thereafter, Project
expenditures in excess of $250.00 shall be approved by James A.
Briscoe.

i Checks and drafts drawn against Project funds in
the THL (Tombstone Heap Leach) Trust Account shall be signed
either by James A. Briscoe or jointly by SEA's Bookkeeper,
J.E. Talley, and its Business Service Manager, C.M. Dodson.

4. Time and expense recorde for all employees of the
Project (and for any employees of SEA who perform services
for the Project) shall be kept in accordance with the ''Day
Timer" record keeping system presently employed by SEA.

5 Bills, invoices and other supporting documents
evidencing Project expenditures will be submitted to the
Project management committee or group twice monthly for
all services performed for the Project.

6. The Project operator shall keep accurate books,
records and accounts in accordance with standard record
keeping procedures, and the books, records and accounts
shall be made available for examination by parties having
an interest in the Project during normal working hours at
the Project office.




APPENDIX TWO

Outline of Anticipated Initial Capital
Investment; Crushing Operations; and
General Outline of Operations

L. Anticipated Initial Capital Investment

It is anticipated that the initial investment for the
anticipated slope leach shall be as follows:

A.
B.
C.
D.
E.
F.
G.
H.
)
J.
K.
L.

M.
N.

Pe

Power hook-up

Electriec

Pump installation/electric
Water line installation

Spray lines/manifolds

Directional rainbirds

Preg pond

Laboratory

Building

Plants

Tanks

Chemicals _

1. Resin-SR-3 1004

2. Lime "~ 1000#(.087)
3. Salt .

4. NaOCl ‘ 5-55 gal
5. N325203 2001#

6. NaCN 1000#

T NaZS 4oo+##

8. Powd. Zinc © 1004

Insurance and bond
Management -
Labor

Misc.

$2400
2000

1000
2040

100
80
100
100
200

2200

1000

650

87.

247
74

561. 1

100
66
4500
4000
2000
1495
25,000
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II. Crushing Duration as a Function of Crushing Rate

Rate Duration
200 Tons per Day 250 months
400 " 125 "
600 " 83.3 *

1000 50 "

3000 16.7 "

" ITII. General Outline of Operations

It is anticipated that the initial $25,000.00 provided
by INVESTORS will be used to initiate and commence spray
leaching operations. Any resulting cash flow and any remain-
ing part of the $25,000.00 will be used to lease a crusher
to process certain parts of the heap, to verify the process
and to determine what the cost will be based on the type of
ore to be processed. After these results have been obtained
and analyzed, a decision will be made by the Project manage-
ment committee or group to continue or to terminate the
program. The current estimate for the use of the initial
$25, 000.00 is set forth in paragraph I of this Appendix. If
the Project continues, an additional $25,000.00 to $50,000.00
will be used to sample the heap and, if the Project management
committee or group deems it advisable, to increase the daily
capacity of the heap. Results available at this time will
be analyzed by the management committee or group and decisions
will be made as to whether to continue or terminate the
program. If the decision is made to continue, it is antici-
pated that the next step will be commencement of a plant for
the leaching operation. Contributions made by INVESTORS or
calls for additional funds will be used to: first, process
the heap; second, further expand the crushing facilities;
third, sample and drill the open pit potential; and fourth,
secure mineral rights in the areas not as yet under lease to
the Project, all subject, however, to approval of or change
of such plans by the Project management committee or group.
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1700 Broadway flﬂ/%(

New York, N.Y.
10019
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March 7, 1979

Mr. James A. Briscoe
Southwestern Exploration
Associates, Inc.

4500 East Speedway, Suite 14
Tucson, Arizona 85712

Dear Mr. Briscoe:

This letter will outline the basic terms and conditions
under which the undersigned (individually, or in conjunction with
other investor associates of the undersigned, whether one or
more, hereinafter referred to as "INVESTORS'") agree to participate
in an exploration and development project with you (hereinafter
"BRISCOE") on property situated in the Tombstone Mining District,
Cochise County, Arizona. It is agreed that INVESTORS and BRISCOE,
or their respective designees or assigns, will enter into a
formal agreement incorporating provisions for the operation of
the exploration and development program (hereinafter the "Project')
and such other provisions as are customary and desirable in such
an agreement. It is further agreed that, to the extent applic-
able, the formal agreement will include in substance those terms
and conditions set forth in this letter agreement. '

L Mining Properties

It is anticipated that the Project will encompass (i)
approximately 85 patented mining claims and 18 unpatented mining
claims owned by Tombstone Development Company (hereinafter "TDC")
and leased, or to be leased, to BRISCOE pursuant to a Lease
Agreement (the "TDC Lease') containing essentially the provisions
as set forth in that certain '"Preliminary Draft of Lease Agreement"
dated February 7, 1979, a copy of which has been heretofore fur-
nished by BRISCOE; (ii) any additional mining claims, mineral
interests or mineral properties leased, optioned, located or
otherwise acquired by or on behalf of BRISCOE or the entity to be
formed by BRISCOE and INVESTORS pursuant to Paragraph 4 below and
which may be a part of, or an offset of, any mineralized deposits
contained within properties leased from TDC, including without
limitation the claims or areas known as the Tombstone Extension,
Tombstone Mineral Reserve and the State of Maine areas (it being
understood that claims and properties within the State of Maine
area are owned principally by the Escapule family and that the
Project may find it to its advantage to enter into some type of a
joint venture with the Escapules); and (iii) any potential porphyry
copper targets in the Seth Horn and Robbers Roost areas leased,
optioned, located or otherwise acquired by or on behalf of BRISCOE

or the entity described in Paragraph 4.
v
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2, Condition of Agreement

The terms, conditions and covenants of this letter
agreement, other than the payment obligation described in Para-
graph 3 hereof, shall be expressly conditioned upon INVESTORS
satisfying themselves within 30 days of the date of execution of
this letter agreement by BRISCOE that the TDC Lease grants to
BRISCOE the rights set forth therein, free and clear of all liens
and encumbrances other than as specifically described therein,
and that TDC has and possesses title as represented by TDC therein.

e Initial Payment

Upon execution of this letter agreement by BRISCOE and
delivery to INVESTORS of a fully executed copy, INVESTORS shall
advance to BRISCOE the sum of Twenty-Five Thousand Dollars
($25,000.00), which sum shall be applied against Project expen-
ditures.

4, Operating Entity

It is anticipated that the Project will be conducted by
an entity formed by INVESTORS and BRISCOE and whereunder neither
INVESTORS, individually, nor BRISCOE, individually, shall be
obligated to assume personal liability, which entity may be in
the form of a joint venture, joint operating agreement, limited
partnership, corporation or any combination thereof. It is
expressly agreed and understood that either INVESTORS or BRISCOE,
or both, may assign the rights set forth herein to a corporation
or other entity owned or managed by the respective parties. It
is anticipated that the day to day operations of the Project will
be conducted under the direction of an operating or project
manager. Any such entity shall be under the general management
and control of representatives of both INVESTORS and BRISCOE, and
except as specifically provided below in this Paragraph 4, the
voting rights of each party's representative with respect to the
Project decisions shall be in proportion to the interest that
each party has in and to the Project at the time such decision is
made. Notwithstanding the foregoing, it is further agreed that
until such time as INVESTORS have made the total cumulative
contributions described in Paragraph 6 below or have forfeited
their right to make further contributions, major Project decisions
including, without limitation, those relating to cash calls,
payments to equity owners from cash flow, pursuing further explo-
ration targets, acquisition of additional lands or mineral int-
erests, expenses for plant or facility expansion, and decisions
concerning termination or discontinuance of all or a portion of
the Project operations will be made by representatives designated
by all parties with an interest in the Project. The agreement
giving rise to, or the bylaws of, the operating entity shall
contain a provision whereunder prior to the sale or transfer of
an interest in the Project, the remaining parties to the Project
shall have a right of first refusal, provided that no such
transfer or assignment shall carry with it the right to manage
the Project without the consent of the other parties. Promptly
following the organization or formation of the operating entity,

v




0 Q
all of the mining properties described in Paragraph 1 then held
by or on behalf of BRISCOE or INVESTORS shall be transferred to

the operating entity by appropriate instruments of conveyance,
assignment or other transfer.

- Management

It is anticipated that Southwestern Exploration Asso-
ciates, Inc. (hereinafter "SEA"), or a subsidiary thereof, shall
be employed by the Project to manage the exploration and develop-
ment operations pursuant to plans approved and adopted in accor-
dance with the provisions of the agreement giving rise to, or the
bylaws adopted by, the operating entity, it being understood and
agreed that such approvals shall be made by a management committee
or management group containing representatives of the owners of
interests in and to the Project as described in Paragraph 4
above. BRISCOE, or the Project manager, shall provide INVESTORS
with written progress reports detailing the activities undertaken
by and planned for the Project at intervals no less than twice
monthly. The Project manager shall fully disclose Project matters
to the parties and the parties agree to fully disclose to each
other information pertaining to the Project and its operations.

6. Interest Acquired by INVESTORS

Unless this letter agreement terminates pursuant to the
provisions of Paragraph 9 below, the equity interest of INVESTORS
in and to the Project shall be determined by the amounts contri-
buted to the Project (under this letter agreement and under the
agreements made, and through the entity established pursuant to
Paragraph 4 above):

Cumulative ' Percentage of Funding

Investment Equity Intervals

$ 25, 000.00 257 Upon execution of
: this letter agreement

$ 50, 000. 00 30% Within 7 days of sub-

mittal to INVESTORS
of the Report on
First Phase described
in Paragraph 8 below.

$ 75,000.00 35% *
$100, 000. 00 40% By 5/31/79
$125, 000.00 45% *
$150, 000. 00 50% *
$175,000. 00 55% %
$200, 000. 00 60% Kk

*Upon the voluntary contribution by INVESTORS or within
7 days of call of Project in accordance with approved

'*expenditure plans.

"“Upon the voluntary contribution by INVESTORS or within
7 days of call of Project in accordance with approved
expenditure plans, but in any event no later than
September 30, 1979.
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The Project shall make calls at intervals no more frequent than
20 days per call. Contributions may be made by INVESTORS at such
other intervals as they may choose, whether or not funds advanced
are needed at the time of contribution, to the end that INVESTORS
shall maintain the right, at their election, to complete all or
such portion of the cumulative investment as INVESTORS may elect
and thus obtain the specified percentage of equity in and to the
Project and the operating entity as set forth above, provided
that unless otherwise agreed to by all of the parties to the
Project, the failure of INVESTORS to make contributions within
the schedule set forth above shall terminate the right of INVES-
TORS to thereafter make additional contributions. INVESTORS
shall have the right at any time to elect not to make further
contributions in the Project. If INVESTORS either elect not to
make further contributions or if INVESTORS lose the right to make
further contributions, the equity interest of INVESTORS shall
thereafter remain at the percentage specified in the table above.
If the contributions of INVESTORS and the cash flow resulting
from the Project are not sufficient to fund the Project at the
level at which the parties desire to sustain, it is anticipated
that the parties may seek additional funds, in which event it is
anticipated that it may be necessary to reduce the respective
interests of the parties to enable the Project to obtain addi-
tional funding. If INVESTORS acquire less than a 60% interest in
the Project and if the Project elects to proceed to obtain addi-
tional funding over and above the $200,000.00 funding level,
INVESTORS recognize that their undivided interest in the Project
may be subject to reduction. Except as hereinafter expressly
provided in this Paragraph 6, INVESTORS participating interest in
the Project shall not be reduced to less than the percentage that
contributions made by INVESTORS plus the INVESTORS' share of
Project profits used for Project operations bears to the total
capital investment in the Project. If, however, INVESTORS'
participating interest in the Project is reduced to 107 or less,
INVESTORS shall relinquish their participating interest to the
other parties to the Project in return for a 10% carried net
profits interest.

F i Deposit of Funds; Disbursements; Bookkeeping

Unless and until the agreements giving rise to, or the
bylaws adopted by, the operating entity provide to the contrary:
(i) funds furnished by INVESTORS shall be deposited to the THL
(Tombstone Heap Leach) Trust Account # 957-06641, The First
National Bank of Arizona, University Medical Branch, P.0. Box
41960, Tucson, Arizona 85717; and (ii) disbursements will be
made and books and records will be kept in the amounts and in the
manner set forth in Appendix One attached hereto and made a part
hereof. :

8. Initial Capital Investment;
General Outline of Operations

) Attached hereto as Appendix Two, and made a part hereof,
is an outline of the anticipated initial capital investment
together with a table setting forth anticipated durations of
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crushing operations as a function of the rate thereof and a
general outline of anticipated operations. Upon evaluation of
the results obtained by expenditure of the initial capital
investment, as described in item I of Appendix Two, BRISCOE shall
submit to INVESTORS a written report entitled "Report on First
Phase' detailing the results of the initial work and setting
forth BRISCOE's conclusions and recommendations based thereon.
Except to the extent, if any, that Project funds are available
for disbursement in accordance with the provisions of subpara-
graph (c) of Paragraph 9 below, the initial $25,000.00 contri-
bution made by INVESTORS upon execution of this letter agreement
shall be non-refundable.

9. Termination

(a) Unless INVESTORS timely elect to make the second
$25,000.00 contribution, or unless extended in writing by INVES-
TORS and BRISCOE, this letter agreement, and the liabilities and
obligations of the parties hereunder, shall terminate on the date
8 days after submittal by BRISCOE of the Report on First Phase
described in Paragraph 8 above.

(b) If INVESTORS elect not to proceed beyond the
initial $25,000.00 contribution, this letter agreement shall
terminate and, after payment in full of all general creditor
claims, all available cash resources, if any, shall be disbursed
in the following order of priority.

(i) Out-of-pocket expenses incurred by INVESTORS
and BRISCOE, including expenses incurred by SEA for or
on behalf of the Project, and including professional
services (other than those rendered by SEA) and travel
expenses;

(ii) Professional services billed by SEA to the
Project (which billings shall be made at the lowest
rate or with the most favorable discount employed by
SEA in billing its other clients); and

(iii) Remainder, if any, to be divided 25% to
INVESTORS and 75% to BRISCOE.

(c) 1If after termination of this letter agreement,
BRISCOE elects to proceed alone or in conjunction with parties
other than INVESTORS, INVESTORS shall be entitled to receive 25%
of the net profits, if any, derived from such continued opera-
tions, provided, however, that BRISCOE shall have the right at
his election to extinguish such net profits interest by paying
INVESTORS the sum of $50,000.00 no later than the date one year
from the date of termination of this letter agreement.

10. Notices
Any notice or communication permitted or required to be

given hereunder shall be effective when deposited in the United
States mail, postage prepaid, and addressed as follows:




® O

If to INVESTORS: Messrs. Thomas H. Schloss
and Dwight E. Lee
FAMCO

1700 Broadway
New York, New York 10019

If to BRISCOE: Mr. James A. Briscoe
Southwestern Exploration
Associates, Inc.
4500 E. Speedway, Suite 14
Tucson, Arizona 85712

11. Liability Several; Inurement

The liability of the parties shall be several, not
joint or collective. Each party shall be responsible only for
its obligations herein set forth. It is not the intention of
the parties to create a partnership and this letter agreement
shall not be construed so as to render the parties liable as
partners, associates, or joint venturers or as creating a
mining or other partnership or association. The terms of this
letter agreement shall inure to the benefit of and be binding
upon the parties hereto and their permitted assigns. None of
the parties shall assign their rights or obligations hereunder
without first obtaining written consent of the other parties
hereto, which consent shall not unreasonably be withheld.

If this letter agreement sets forth your understanding
of the basic terms outlined in previous discussions on this
subject, please indicate your acceptance by executing the
copy of this letter agreement in the space indicated and
return it to the undersigned.

Very truly yours,

s e

Thomas H. Schloss

Dwight E. Lee

ACCEPTANCE BY BRISCOE:

Accepted this //Q{ day of
A , 1979.

VL,_«. 130 o

James A. Briscoe




APPENDIX ONE

Project Disbursements and Bookkeeping

I All Project disbursements will be made under a
"purchase order" system in the same manner as presently
employed by Southwestern Exploration Associates, Inc. ("SEA").

2. During the initial phase of Project operations and
until Project expenditures totaling $25,000.00 have been made,
all Project expenditures in excess of $100.00 shall, prior to
payment, be approved by James A. Briscoe; thereafter, Project
expenditures in excess of $250.00 shall be approved by James A.
Briscoe.

D Checks and drafts drawn against Project funds in
the THL (Tombstone Heap Leach) Trust Account shall be signed
either by James A. Briscoe or jointly by SEA's Bookkeeper,
J.E. Talley, and its Business Service Manager, C.M. Dodson.

4. Time and expense records for all employees of the
Project (and for any employees of SEA who perform services
for the Project) shall be kept in accordance with the 'Day
Timer'" record keeping system presently employed by SEA.

D Bills, invoices and other supporting documents
evidencing Project expenditures will be submitted to the
Project management committee or group twice monthly for
all services performed for the Project.

6. The Project operator shall keep accurate books,
records and accounts in accordance with standard record
keeping procedures, and the books, records and accounts
shall be made available for examination by parties having
an interest in the Project during normal working hours at
the Project office.
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Waten Line

PVC Fittings

Sprays
Preg Pond
Lab

Building

Plankt

Tank
Chemicals
Moving
Laboxr
Management
Office

Misc.

O

TOMBSTONE
Immediate Expenses

Activity Quote

APS Hook-Up(Deposit);
West Side Water Pump $ 800
02d '71 Min. Plant 2,400
Oggice 50

Box & Meten Loop

ELectricdian

Cable

Switches & ELec. Misc.

Pump pannel/Installation

3-inch PVC;3,000 feet 2,250

Installation 300

Tees, Manifolds, etc.

Dirnectional nainbinds

Linen & Laboxa
Chemicals

Thailen(40X8')-2 months + $215
Monthly nent=%135 500

4-50 GPM §ilten/recoverny units
1350 gatllon 350
Stant-Up so0lvents & reagents

Lab equipment & offdice

Leaching & crushing

RF Hewlett, et.al. Sal/Expenses
Reponts & support

Processing, fredight, efc.

6.650
Total=

Estimate

$ 600
500

1,000
500

1,000

100

80
100
100

2,500

2,432
1,500
2,000
4,000

Sy

-
S
w
(=)

$25,000
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IT. Crushing Duration as a Function of Crushing Rate

Rate Duration
200 Tons per Day 250 months
400 " 125 "
600 " g3.3 "

1000 50 "

3000 16.7 "

III. General Outline of Operations

It is anticipated that the initial $25,000.00 provided

by INVESTORS will be used to initiate and commence spray
leaching operations. Any resulting cash flow and any remain-
ing part of the $25,000.00 will be used to lease a crusher

to process certain parts of the heap, to verify the process
and to determine what the cost will be based on the type of
ore to be processed. After these results have been obtained
and analyzed, a decision will be made by the Project manage-
ment committee or group to continue or to terminate the
rogram. The current estimate for the use of the initial
525,000.00 is set forth in paragraph I of this Appendix. If
the Project continues, an additional $25,000.00 to $50,000.00
will be used to sample the heap and, if the Project management
committee or group deems it advisable, to increase the daily
capacity of the heap. Results available at this time will

be analyzed by the management committee or group and decisions
will be made as to whether to continue or terminate the
program. If the decision is made to continue, it is antici-
pated that the next step will be commencement of a plant for
the leaching operation. Contributions made by INVESTORS or
calls for additional funds will be used to: first, process

the heap; second, further expand the crushing facilities;
third, sample and drill the open pit potential; and fourth,
secure mineral rights in the areas not as yet under lease to
the Project, all subject, however, to approval of or change

of such plans by the Project management committee or group. To
the extent that the foregoing operations of the Project require
additional funding, it is agreed that resulting cash flow from
the Project shall be used therefor.

i
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Censultants in: ) O 4500 E. Speedway, Suite 14
o Tucson, Arizona 85712
(602) 795-6097

e base & precious metals e uranium
e coal e geothermal e environment

e remote sensing e color aerial photography

; 2 . i President
o] retation-image processin James.A. Briscoe, .
P gep ssing Registered Professional

Worldwide Mobilization Geologist

Southwestern
Exploration Associates, Inc.

March 30, 1979

Mr. & Mrs. Tom Schloss
The Priory
Pelham Manor, NY 10803

Dear Harry and Tom,

It must be good to get home again after your travels! I
hope all went well with your reservations at the Rancho del
Rio and the Tac Room on Friday evening.

Harry, enclosed is the list of addresses and phone numbers
you requested over the phone. Please don't hesitate to call
any of these people should a question or problem arise.

We certainly enjoyed touring our offices with both of you on
Thursday and hope you'll feel free to stop in and visit with
us anytime.

Sincerely,

€hristine M. Dodson
Mgr., Business Services

CMD: jmp
encl.
P-418
2150



O O

James A. Briscoe
4500 E. Speedway, Suite 14
Tucson, AZ 85712 (602) 795-6097

Trailer in Searchlight (702) 297-1605

Mr. & Mrs. Richard F. Hewlett
Nellie Cashman Apartments

Cottage #2

121 E. 5th :

Tombstone, AZ (602) 457-3828
Alexis Briscoe - Marketing Representative

Mandelburg Investment Company (602) 881-1660

Home Address:

6550 E. Miramar Drive Answering Service: (602) 886-0363
Tucson, AZ 85715

Dana M. Slaymaker - Vice President, General Manager, S.E.A. Photography, Inc.

5110 N. Camino Esplandora
Tucson, AZ 85718 (602) 299-2747

Chris Dodson - Manager, Business Services
1501 E. Hedrick Drive
Tucson, AZ 85719 (602) 795-4697
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March 1&, 1979

Arizona Corporation Commission
415 West Congress Street
Tucson, Arizona 85701

Attn: Incorporating Division
RE: SEA Hydromet, Inc.

Gentlemen:

Enclosed herewith please find the original Affidavit of
Publication issued by The Daily Reporter, relating to the
publication of the Articles of Incorporation of SEA Hydromet,
Inc.

Your assistance with this matter is very much appreciated.
Sincerely yours,

Patrick J. Farrell

PJF:gld

Enclosure ;

cc: Southwestern Exploration Associates, Inc.
Attn: Christine M. Dodson

D 72 7



Consultants in: PN Division of

e Hydrometallurgical recovery

Southwestern Exploration Associates
¢ Heap and conventional leaching '
* Precious and base metals 4500 E. Speedway, Suite 14
e Uranium/Vanadium \ Tucson, Arizona 85712
* Tungsten (602) 795-6097
\__ldwide Mobilization z N\

™

Richard F. Hewlett
Vice President and General Manager
Chemical Engineer
Mining Engineer

S.E.A. Hydromet, Inc.

April 11, 1979

Arizona State Land Department
1624 West Adams
Phoenix, Arizona 85007

ATTENTION: Barbara, Land Case Examiner

This letter is to register Mr. Thomas E. Waldrip, Jr. and Mr.

Clark D. Green as authorized signatories for transactions be-

tween your office of the Arizona State Land Department and

S.E.A. Hydromet, Inc. All future correspondence should be
P directed to the gentlemen.

Thank you for your cooperation in this matter.
Sipcerely,

N © 4

James A. Briscoe
President

JAB/slr
L) P-418
o 2173




RECEIVED APR 18 1379
COREY & KITTLE, P.C.

ATTORNEYS AT LAW

BARRY M. COREY SUITE 509 TRANSAMERICA BUILDING
JAY S. KITTLE 177 NORTH CHURCH AVENUE
PATRICK J. FARRELL TUCSON, ARIZONA 85701
THOMAS A.STOOPS April 17 ’ 1979 (602) 882-4994

SEA Hydromet, Inc.
4500 East Speedway, Suite 14
Tucson, Arizona 85712

ATTENTION: James A. Briscoe
Re: Issuance of Common Stock

Dear Jim:

This is a reminder to let you know that the common stock of
SEA Hydromet, Inc. should be issued some time in the near
future.

I am assuming that you have discussed this matter with Kyle
DeFoor and that you have some idea regarding the manner in
which the shares of the Corporation will be issued to you
and Richard Hewlett.

I would appreciate your contacting me in the near future so
that I may arrange for the proper issuance of the shares of
the common stock of the Corporation to you and Mr. Hewlett.
Thank you for your assistance with this matter.

Sincerely yours,

/MM

Patrick J. Farrell

PJF:ceg
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T APR 2 51979

OPERATING AGREEMENT

THIS AGREEMENT is made effective as of the ___ day of 3
1979, by and between: TOMBSTONE EXPLORATION INC., a Delaware corpora-
tion qualified to do business in the State of Arizona ("TEI"), and
AUSTIN EXPLORATION & MINING CORPORATION, an Arizona corporation ("AEM"),
both of which parties are hereinafter sometimes collectively referred to

as the "parties." The parties have agreed that Southwestern Exploration
Associates, Inc. ("SEA") shall serve as the initial "Operator" (as
hereinafter defined) and the execution of this Agreement by SEA shall
serve as its agreement so to act pursuant to the terms and conditions of
this Agreement and subject to the rights and obligations afforded

"Operator" hereunder.

WITNESSETH:

WHEREAS, the parties own, or intend to acquire, as tenants in
common the entire leasehold estate in and to certain patented and unpat-
ented mining claims owned by Tombstone Development Company ("Trpc") all
as more particularly described and defined in Section 1 as the "Initial
Property Interests," and desire to participate in a program for further
acquisition, exploration, development and mining of any or all of the
minerals within the area defined in Section 1 as the "Area of Interest"
and encompassing the Initial Property Interests and other areas within
the Tombstone Mining District, Cochise County, Arizonaj;

NOW, THEREFORE, for and in consideration of the premises and the

mutual covenants herein contained, the parties agree as follows:

1. Definitions
As used in this Agreement, the following terms shall have the

meanings assigned to them in this Section 1:
(a) "Operator" shall mean SEA, acting in that capacity as
hereinafter provided and any successor Operator appointed hereunder.

(b) '"Non-Operators" shall mean TEI and AEM, together with

their respective successors and assigns.
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(c) "Area of Interest" shall mean the following described
area in Cochise County, Arizona:

(1) approximately 85 patented and 18 unpatented lode
mining claims owned by TDC to be leased to one or more of the
parties, a more particular description of which claims is set forth
in that certain "Preliminary Draft of Lease Agreement" dated
February 7, 1979, coples of which have been furnished to and
examined by the parties hereto;

(ii) any additional mining claims, mineral interests or
mineral properties leased, optioned, located or otherwise acquired
by or on behalf of the parties, or either of them, or by or on
behalf of the "Project," and which may be a part of, or an offset
of, any mineralized deposits contained within properties leased
from TDC, including without limitation the claims or areas known as
the Tombstone Extension, Tombstone Mineral Reserve and the State of
Maine areas (it being understood that claims and properties within
the State of Maine area are owned principally by the Escapule
family and that the Project may find it to its advantage to enter
into some type of a joint venture with the Escapules); and

(ii1) any potential porphyry copper targets in the Seth
Horn and Robbers Roost areas leased, optioned, located or otherwise
acquired by or om behalf of the parties, or either of them, or by
or on behalf of the "Project";

less any portions thereof as may, from time to time, be deleted there-
from pursuant to the surrender provisions of Section 8 below.

(d) "Initial Property Interests" shall mean the leasehold
{nterest of "Lessee" created under that certain Lease Agreement dated

, 1979, by and between TDC (as "Lessor") and

—_—

(as "Lessee") a Memorandum of which is or

will be placed of record in the office of the Cochise County Recorder.

(e) "Project" shall mean the joint program of acquisition,
exploration, development and mining undertaken by the parties pursuant
to this Agreement.

(£) "Project Operations" shall mean all of the operations
conducted for the parties by Operator under the provisions of this
Agreement.

(g) "Project Properties” shall mean any lands or interests in
lands (including the Initial Property Interests) now owned or hereafter
acquired by any of the parties hereto within the Area of Interest less
any such lands or interests therein as may, from time to time, be
deleted therefrom pursuant to the surrender provisions of Section 8
below.

(h) "Operating Committee" shall mean the committee provided
in Section 5 consisting of representatives of each of the parties.

(1) "Plan" or "Plans" shall mean a plan or plans adopted by
the parties pursuant to the provisions of Section 4.

(3) "Exploration" or "Exploration Operations" when used

herein shall refer to the activity or work of prospecting and searching

.
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for ores and minerals om, in or under the Project Properties and drill-
ing, examining, measuring and sampling a mineral deposit when found to
gain knowledge of the size, shape, position and characteristics to
determine the value of the deposit and all other activity or work per-—
formed outside a Development Block.

(k) "Development"™ or "Development Operations" when used
herein shall mean any and all operations conducted on or in connection
with a Development Block.

(1) "Development Block™ shall mean such portions of the
Project Properties so designated as hereinafter provided after determi-
nation has been made that minerals are present therein of sufficient
quantity and quality to warrant development.

(m) "Committing Party" shall mean the party or parties who
have elected to participate in the costs incurred in any operation
conducted pursuant to an effective Plan.

(n) "Non-Committing Party" shall mean the party or parties
who have elected not to participate in the costs incurred in any opera-
tion conducted pursuant to an effective Plan.

(o) "Joint Account" shall mean the accounts and records
maintained for the parties by the Operator for the purpose of accounting
for and apportioning contributions, costs and credits with respect to
the Project and Project Operatioms.

(p) "Accounting Procedure" shall mean the Accounting Pro-

cedure attached hereto as Exhibit A.

2 Title Examination and Loss of Leasehold or Interest

If for any reason title to the Initial Property Interests or
any interests hereafter acquired fail or are lost in whole or in part,
such loss shall be the joint loss of the parties and shall be borne by

the parties in proportion to their interests owned in the Project.

3. Interest of the Parties
(a) The parties shall initially own, as of the effective date

of this Agreement, the following undivided interests in the Project and

in and to the Project Properties:

Party Undivided Interest
AEM 70%
TEI 30%

(b) Unless this Agreement sooner terminates pursuant to the
provisions of Section 24 below, the undivided interest of TEI in and to

the Project and in and to the Project Properties shall increase in

3
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relation to the amounts initially contributed by TEI to the Project, and
the interest of AEM shall decrease in a corresponding amount, pursuant
to the following schedule:

Cumulative Funds
Furnished to the

Project by Undivided Interest of
TEI* TEI
§ 75,000.00 35%
$100,000.00 40%
$125,000.00 45%
$150,000.00 50%
$175,000.00 55%
$200,000.00 60%

*Cumulative Funds shall include all funds hereto-
fore contributed by TEI and by its predecessor
in interest pursuant to that certain letter
agreement dated March 7, 1979 between Thomas H.
Schloss and Dwight Lee (predecessors in interest
to TEI) and James A. Briscoe.

The rights, obligations and elections by TEI to provide any such funds
(and obtain the corresponding undivided interest) are all more particu-
larly set forth in subparagraph (c¢) of this Section 3.

(¢) TEI shall have the right, at its electioﬁ, to provide the
{nitial funds to the Project up to and including a total of $200,000.00
and, by so doing, to earn an undivided interest in the Project and the
Project Properties in the percentage set forth in subparagraph (b)
above, all in accordance with the following:

(1) The Project shall make calls at intervals no more
frequent than twenty (20) days per call, all subject, however, to
the provisions of subparagraph (v) below;

(ii) Contributions may be advanced by TEI at such other
intervals as it may choose, whether or not the sums advanced are
needed at the time of contribution and whether or not a Plan is in
effect which would require such sums, all to the end that TEI shall
maintain the right at its election to complete all or such portion
of the cumulative investment as it may elect, thus entitling it to
TEI's undivided interest set forth in subparagraph (b) above;

(ii1) Unless AEM otherwise agrees in writing, the
failure of TEI to make contributions within the schedule set forth
in subparagraph (b) above shall terminate the right of TEI to
thereafter acquire an additional percentage of undivided interest
by making such additional contributions;

(iv) If TEI either elects not to make further contribu-—
tions or if TEI loses the right to make further contributions, the
undivided interest of TEI shall thereafter remain at the percentage
specified in subparagraph (b) above, all subject, however, to the
withdrawal and dilution provisions of Section 11 below;

(v) Anything in subparagraph (1) through (iv) to the
contrary notwithstanding, until such time as TEI has made the total
cumulative contributions described in subparagraph (b) of this
Section 3 or has forfeited its right to make further contributions,

b
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major Project decisions including, without limitation, those relat-
ing to cash calls, payments to equity owners from cash flow,
pursuing further exploration targets, acquisition of additional
lands or mineral interests, expenses for plant or facility expan=
sion, and decisions concerning termination or discontinuance of all
or a portion of the Project Operations will require the unanimous
approval of the Operating Committee; and

(vi) 1f TEI acquires less than a 50.1% undivided
interest, and if the Project or {f AEM elects to proceed to obtain
additional outside funding in excess of $200,000.00, it is agreed
and understood by TEI that {ts undivided interest in the Project
may be subject to further reduction (which reduction shall not
reduce the undivided interest of\ TEI to less than the percentage
that contributions made by TEI plus TEI's share of Project proceeds
used for Project Operations bears to the total amount contributed
to the Project); provided, however, that if TEI's undivided
interest in the Project 1is thus reduced to 10%Z or less, TEI shall
be obliged to relinquish 1its undivided interest to the other
parties to the Project in return for a 102 "Net Profits Interest"
as described in Section 11(c) below.

(d) From and after the time that TEI's undivided interest has
been determined under subparagraph (c) of this Section 3, the costs
incurred and production developed under this Agreement shall be paid and
shared by each of the parties as its interest exists at the time such

costs are incurred or production is obtained.

4. Project Plans

Subject only to the provisions of Section 3(c), Project
Operations hereunder shall be performed pursuant to Plans adopted by the
parties from time to time after submittal by Operator of proposed Plans
to the parties, it being understood that Plans leading to the diligent
operations of the Project will be proposed at reasonable intervals
during the term of the Project. In the event Operator fails to timely
propose a Plam, a Plan is not approved as proposed, or more than six (6)
months have elapsed since completion of the previous Plan without
Operator proposing a subsequent Plan, then a Non-Operator may propose a
Plan to the parties and to the Operator. A Plan or proposed Plan shall
describe work to be performed, set forth estimates of costs to be
incurred in carrying out the work, and give an estimated period of time
to perform the work. Prior to such time as TEI's undivided interest has
been determined pursuant to Section 3 above, any such proposed Plan
shall not encompass operations for a period exceeding sixty (60) days
nor shall the total expenditures proposed in any single Plan exceed
$25,000.00, Thereafter, unless prior written approval is obtained from
the parties, no proposed Plan shall encompass operations for a period
exceeding three (3) months nor shall the total expenditures proposed in
any single Plan exceed $500,000.00. No Plan shall combine Development
Operations with Exploration Operations.
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(a) Plans proposing Exploration shall be submitted separately
from Plans proposing Development Operations and each such Exploration
Plan shall be for a period of not less than two (2) months nor more than
six (6) months, and shall call for an estimated expenditure not to exceed
S 50,000.00. Unless otherwise agreed by the parties, only one
Exploration Plan shall be carried out at one time.

(b) The In;tial Plan proposing Development Operations shall
designate an area as a Development Block within which all operations
ptoposed by the Plan shall be conducted. Thereafter, additional
Development Plans within a designated Development Block may be proposed.
Each time a Plan for Development operations 1is proposed on lands not
included within a designated Block, a new area shall be designated as a
Development Block for such lands unless all of the parties agree to add
such additional lands to an existing Development Block.

(¢) Until such time as Project expenditures exceed
$200,000.00, each party shall confirm to Operator and the other party in
writing within seven (7) days after receipt of a Plan approved by the
Operating Conmittee, evidencing its approval or disapproval of the
proposed Plan. Thereafter, each party shall confirm to Operator and the
other party in writing within thirty (30) days after receipt of a pro-
posed Plan, its approval or disapproval of the proposed Plan. Failure
to reply shall constitute an election not to commit to the Plan. No
Plan shall become effective without the approval of both parties until
such time as either (1) contributions by TEI total $200,000.00; or
(i) TEI's undivided interest is finally determined as provided in
Section 3 above. Thereafter, 1if any party or parties elect not to
commit to such Plan, such Plan shall not become effective nor be carried
out unless a party or parties owning not less than an undivided 50.1%
interest in the Project committing thereto elects to proceed with the

Plan for their own account.

5. Operating Committee
An Operating Committee comprised of two representatives of

each of the parties shall be established. Each party may designate one
or more alternates to serve in the absence of each of the designated
representatives. The names of the designated representatives and of any
alternates shall be filed in writing with the Operator. Each represen—
tative shall have a vote equal to one-half of that percentage interest
owned by the party which he represents. Except as otherwise specifi-
cally provided in this Agreement, decisions of the Operating Committee
shall require the approval of those representatives representing a
majority interest in the Project. Meetings of the Operating Committee
may be held by telephone and may be called by the Operator or by the
representative of any of the parties. The Operating Committee shall
meet at no less than gemi-annual intervals at the Project's operations
office (it being anticipated that such office shall be located either in
Tombstone or im Tucson, Arizona). A party may change its representative

(or any alternate representative) by notice to the Operator and to the

.




other parties in writing. All decisions relating to the time and manner
of distribution of Project proceeds shall be made by the Operating
Committee. Subject to the provisions of Section 3, any calls upon the
parties for funds or advances to the Project shall also be made by the
Operating Committee. All reports from Operator shall be directed to all

of the members of the Operating Committee.

6. Access to Premises

Non-Operétors shall have access at their sole risk to the
Project lands and Project Properties at any reasonable time to inspect
any Project Operations, together with the right to inspect all drilling
data, samples, cores, logs, and all other data pertaining to the Project
obtained by Operator while conducting the Project Operations and upon
reasonable request from Non-Operators, Operator shall be obligated to
furnish directly to Non-Operators copies of all logs, assay Teports,
maps, feasibility studies, production records and other documents per-

taining to the Project.

7. Land Acquisition
All interest heretofore acquired by the parties hereto or

their agents within the Area of Interest shall be subject to the terms
of this Agreement. Any interests within the Area of Interest hereafter
acquired shall be acquired by the Project pursuant to a Plan or pursuant
to the consent of all of the Non-Operators and the acquisition costs
shall be Project costs. In the event any party hereto proposes to
acquire any additional lands or mineral rights within the Area of
Interest, such party shall notify the other parties of such proposal by
written notice setting forth in such notice a description of the lands
or interests, costs of acquisition, and the facts upon which the pro-
posing party bases its conclusions that such lands should be acquired by
the Project. Operator shall not acquire any interest within the Area of
Interest for its own account without first obtaining the prior written

approval of all of the parties.

8. Surrender

Except as hereinafter provided, no interest in any of the
Project Properties shall be surrendered, in whole or in part, without
the consent of all parties. Whenever any party desires to surrender all
or any portion of its {nterest in any Project Properties, it shall give
notice thereof, in writing, to the other parties. Any party receiving
such notice shall have the right to elect by notice in writing to the
notifying party within fifteen (15) days thereafter to take from the
party desiring to surrender an assignment without warranty, express OT
implied, of the interest desired to be surrendered. Any party 8o
electing shall pay the party desiring to surrender its share of the
salvage value of any salvable materials and equipment then located or
used in connection with the Project Properties covered by such interest.

After assignment is made, the assigning party shall be relieved from all
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obligations thereafter accruing with respect to the interest 8o
assigned; and such interest shall no longer be subject to this Agree-
ment. If more than one party so elects, and the assignment is to more
than one party, the interest so assigned shall be apportioned among the
assignees in proportion to their respective participating interests. If
no party elects to take assignment within such period, the parties shall
proceed to take the necessary steps to surrender the Project Properties

covered by the interest desired to be surrendered.

9, Operator's Powers and Rights

In accordance with the terms and conditions of each. effective
Plan, Operator shall have full, complete and exclusive control, charge
and supervision of the Project Properties and the personal property
included in the Project and all Project Operations conducted thereon.
Operator shall conduct Project Operations to the best of its ability and
in accordance with the terms and conditions of each effective Plan using
modern techniques and good and economical mining practice. All opera-
tions shall be conducted with due regard for the development and preser=
vation of said Project Properties and Project capital and in keeping
with applicable federal, state and local laws and ordinances and regula-
tions. Operator shall conduct its operations hereunder as an indepen-
dent contractor and all work performed and equipment furnished by
Operator shall at all times be in Operator's direct control and super-
vision. Pursuant to the provisions of each Plan, Operator shall select
the means, manner and method of performing Project Operations. Operator
shall abide by directions from the Operating Committee as to the end
results to be accomplished, but Operator shall assume the sole respon-—
sibility for directing its employees and equipment as to the manner and
means of accomplishing the same. Operator assumes all 1iability for,
and agrees to defend, indemnify and hold the parties harmless, from and
against any and all demands and any liabilities sought to be imposed
upon the parties, and from and against all loss, damage, personal injury
(including death), and costs and expenses arising from conduct by

Operator of its operations hereunder.

10. Operator's Duties and Obligations

Operator shall have, among others and without limitation, the
following specific duties and obligations:

(a) to manage, direct and control all Project Operations in
and under the Project Properties in a prudent workmanlike manner and in
accordance with the terms and conditions of each effective Plan, each
instrument under which interests in the Project Properties were
acquired, and all applicable laws, ordinances and regulations, including
without limitation, those pertaining to mining claims and mining opera-
tions. Operator shall, before incurring total expenditures not
previously included in an effective Plan in excess of $1,000.00 of the
amount of such Plan, secure the approval of the Operating Committee.
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(b) to keep true and correct books, accounts and records of
operations hereunder and to permit at all reasonable times the inspec-
tion, examination and auditing thereof by Non-Operators, to submit
monthly financial statements, and to submit to summaries of Operating
Plans and projections to the Operating Committee;

(c) to keep the Project Properties free from liens and encum-
brances occasioned by 1its operations hereunder, except only the lien
hereinafter granted to Operator;

(d) to furnish the Operating Committee on or before the 20th
day following the close of each calendar month with a statement of
minerals produced from the Project Properties and the proceeds thereof,
if sold through Operator during the preceding calendar month;

(e) to pay for the Joint Account of the Parties, on produc—
tion sold from the Project Properties, all royalties payable under the
terms of each lease or agreement and charge the same to the Joint
Account, as provided in the Accounting Procedure, a copy of which is
attached hereto as Exhibit Aj

(f) to pay all costs, expenses and liabilities accruing or
resulting from Project Operations and to account to Non-Operators in
accordance with the provisions of the Accounting Procedure; in the event
the terms of the Accounting Procedure conflict with any of the provi-
sions hereof, this Agreement shall be deemed to controlj

(g) to account for any income received for the Joint Account
and to distribute the same as directed in writing from time to time by
the Operating Committee, to the extent such income exceeds each such
party's pro-rata share of operating capital requirements;

(h) to furnish the Operating Committee within twenty (20)
days following the close of each calendar month with a summary of opera-

tions conducted during the preceding calendar month.

11. Voluntary Withdrawal; Failure to Commit to Planj Dilution

(a) Any party hereto shall have the right to voluntarily
withdraw from the Project or from any Development Block and terminate
its interest therein prior to termination of the Project by giving
written notice of such withdrawal to the other party or parties. In the
case of such a voluntary withdrawal, all of the rights and obligations
of the withdrawing party under this Agreement or under the portion of
the Project Properties constituting such Development Block shall
terminate as of the date of the giving of notice of such withdrawal; and
all right, title and interest of the withdrawing party in and to Project
Properties or the applicable Development Block portion thereof shall be
deemed to have been transferred automatically to the non-withdrawing
parties in undivided interests in the same proportion as the respective
interests of such non-withdrawing parties in the Project or in the
applicable Development Block at that time bear to each other; provided,
however, that: (i) the withdrawing party shall remain liable for all
amounts chargeable to it with respect to any Plan to which it is

committed, including costs incurred pursuant to such Plan after the
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effective date of the withdrawal but not in excess of the most recent
cost estimates committed to, or approved by, such withdrawing party; and
(11) the withdrawing party shall remain obligated to execute and deliver
such instruments as may be necessary to formally effect the transfer of
its interest in the Project and in the Project Properties, or the
applicable Development Block portions thereof, to the non-withdrawing
parties. A withdrawing party shall be furnished with data acquired in
connection with Project operations prior to withdrawal but shall not,
other than under the provisions of this Agreement, conduct or become a
part of any exploration program or prospecting venture nor obtain any
interests within the Area of Interest for a period of two (2) years from
the actual date of its withdrawal and for such period shall hold confi-
dential any information acquired pursuant to this Agreement.

(b) Any party hereto who has elected not to commit itself to
a proposed Development Plan which becomes an effective Project Plan
shall not, for that reason alone, be deemed to have withdrawn from the
Project, but such Non-Committing Party shall be deemed to have relin-
quished to the Committing Parties its share of any production from such
Development Block, or the proceeds therefrom, until such time as the
Committing Parties have recovered from the Non-Committing Party's share
of production an amount equal to the total of the following or, in the
alternative, the Non-Committing Party has paid to the Committing Parties
in the same proportion as the respective interests of the Committing
Parties at that time bear to each other an amount equal to the total of
the following:

(1) 300%Z of that portion of all Exploration Operations
costs and expenses that would have been chargeable to the
Non-Committing Party had it and all the other parties hereto par=-
ticipated from the beginning in the Development Plan, plus
. (i1) 200%Z of that portion of Development Operations
costs and expenses that would have been chargeable to. the
Non-Committing Party, had it and all other parties participated
from the beginning in the Development Plan, during the period prior
to the time the Non-Committing Party's relinquished interest in
production shall revert to it under the provisions of this
subparagraph (b), plus

(111) 150% of the Project's royalty, overriding royalty
and other lease burdens, if applicable, and the production taxes
accruing on and with respect to the ores received by the Committing
Parties and attributable to the share of production relinquished by'
the Non-Committing Party;

provided, however, that unless the Committing Parties have recovered the
amount equal to the total of (1) plus (ii) plus (iii) within six (6)
months from the completion of the Development Plan or unless within such
six-month period the Non-Committing Party has paid such total amount to
the Operator for the collective account of the Committing Parties, the

interest of the Committing Parties thereafter shall be subject to the
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dilution provisions of subparagraph (c) of this Section 11. At any time
prior to completion of a Development Plan, the Non-Committing Party may
notify Operator and the Committing Parties in writing of its election to
commit to the remainder of the Development Plan and may thereafter
participate in operations under the Development Plan by paying to the
collective account of the Committing Parties the full amount in cash
that the Committing Parties would have recovered under (i), (ii) and
(111) above for actual expenditures made under the Plan through the
current accounting period as provided in the Accounting Procedure. The
Non-Committing Party shall receive credit for any amount which the
Committing Parties have recovered from the Non-Committing Party's share
of production from the applicable Development Block through the same
accounting period.

(¢) In the event the Non-Committing Party has not paid or
received credit for the amounts described in (1), (ii1) and (ii1) of
subparagraph (b) above within the six-month period provided therein, the
Non-Committing Party's undivided interest in the Development Block shall
be reduced to that percentage of the entire undivided interest therein
that the Non-Committing Party's expenditures to such date bear to the
total Development Block expenditures to such date, and such
Non-Committing Party shall have no right thereafter to participate in
further Plans with respect to such Development Block. In a like manner,
at the completion of each Development Plan thereafter, the interest of
the Non-Committing Party shall be diluted to the percentage that its
Development Block expenditures bear to the total Project expeditures;
provided that if such Non-Committing Party's undivided interest in the
Development Block is reduced to 10% or less, such Non-Committing Party's
undivided interest in and to the Development Block and in and to the
Project Properties constituting the same shall terminate subject only to
the retension by the Non-Committing Party of a non-working 10%Z "Net
Profits Interest" (as described in Exhibit B attached hereto and pade a
part hereof) in and to the proceeds, 1if any there be, taken by the
Committing Parties, their successors or assigns, from the Project
Properties constituting such Development Block (as such Project

Properties exist as of the date of such termination).

12. Transfer of Interest

(a) Should any party desire to dispose of part or all of its
interest in this Agreement, such party shall advise the other party in
writing of its desire and of the terms and conditions of such desired
disposition including the consideration in lawful money of the United
States or its equivalent which it is willing to accept for such interest
together with all other pertinent terms and conditions of such dispo-
sition and the facts on which the transfering party based its calcu-
lations. Within thirty (30) days after receipt of such written notice,
the other parties shall have the option of acquiring the interest
proposed to be disposed of on the terms and conditions and for the

consideration proposed. If more than one of the other parties elect to
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exercise such option, the acquisition shall be pro-rated according to
each such other parties' interest in the Project. If the interest
offered to be disposed of by disposing party is not so acquired by the
other parties within the time provided, the disposing party shall have
the right for a period of ninety (90) days from the expiration of the
aforementioned thirty-day period to dispose of such interest to any
third party or parties upon substantially the same terms and conditions
and for a consideration no greater than specified in such notice;
provided, however, that such interest may not be disposed of unless the
purchaser, concurrently with said sale and purchase, delivers to the
other parties a written and enforceable assumption by the purchaser of
the obligations of the disposing party under this Agreement; provided
further, however, that if the initial notice given by disposing party to
other parties does not identify the prospective purchaser of such inter-
est, the party to whom disposition of such interest is intended to be
made must first be approved in writing by other parties, which approval
shall not be unreasonably withheld. If such interest is not disposed of
within such ninety-day period, it must first be re-offered to the other
parties prior to any subsequent disposition thereof.

(b) The right of first refusal granted in subparagraph (a) of
this Section 12 shall not apply to any interest in this Agreement
through merger, reorganization, consolidation, dissolution or where a
party assigns its entire interest in this Agreement to a parent corpo-
ration or to a wholly owned subsidiary, but any such transaction shall
not be valid until written notice thereof has been delivered to the
other parties, together with a written and enforceable assumption by
receiving person of the obligations of disposing party under this Agree-
ment as they relate to the interest so acquired.

(c¢) The right of first refusal granted in subparagraph (a) of
this Section 12 shall not apply to any mortgage, pledge or hypothecation
by the disposing party of all or any portion of its interest in this
Agreement and in the Project Properties; but it is understood that such
mortgage, pledge or hypothecation is and shall be made expressly subject
to this Agreement and made subject to the condition that on any realiza-
tion of the security, any person thus acquiring an interest shall
deliver to other parties a written and enforceable assumption of the
obligations of disposing party under this Agreement as thej relate to
the interests so acquired, and any such mortgage, pledge or hypothe-
cation shall not be valid until written notice thereof has been
delivered to the other parties.

(d) Except as provided in Sections 8 and 11 and in this
Section 12, no disposition of any interest shall be made by any party.

13. Insurance
Operator shall carry or maintain for the benefit and at the
expense of the Joint Account the insurance coverage set forth in
Exhibit C attached hereto and made a part hereof naming as additional

insureds each of the parties, as their interests may appear.
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14, Term
Subject to the rights of surrender and withdrawal as herein
provided and unless sooner terminated or further extended by mutual
agreement, this Operating Agreement shall remain in force and effect so
long as the Project Properties are jointly owned by the parties and
thereafter until all materials, supplies and equipment have been
salvaged and disposed of and a final accounting has been made between

the parties.

15. Disposition of Production
Each of the parties shall have the right to take in kind or

separately dispose of its proportionate share of all ores and minerals
produced from the Project Properties in such form as the Operating
Committee deems appropriate and convenient. Any extra expenditures
incurred by reason of the taking in kind or separate disposition by any
parties of their proportionate share of said ores and minerals so pro-
duced shall be borne by each such party and each such party shall be
required to construct, operate and maintain, all at its own expense, any
and all facilities which may be necessary to receive, store and dispose
of its share of production at the rate it is produced. In the event any
party shall fail to make the arrangements necessary to take in kind or
separately dispose of its proportionate share of said ores and minerals,
such party shall be solely liable to the other party for any costs
incurred by the Operator or by the Project in preserving or storing such
proportionate share. With the prior written consent of a party, the
Operating Committee may enter into a sales contract for such party's
proportionate share of ores and minerals produced; provided that all
contracts of sale for any such party's share of ores and minerals pro-
duced shall be only for such reasonable periods of time as are consis-
tent with the minimum needs of the industry under the circumstances, but
in no event shall any such contract be for a period in excess of ome
year. If any party is not taking its share of such ores and minerals in
kind, any proceeds received by the Project for such party shall be
distributed or accounted for quarterly to such party; provided, however,
that Operator shall be entitled to retain and apply any proceeds of
production accruing to any party hereto on any unsatisfied expenses
chargeable against such party as herein provided. In case of any
adverse claim, dispute or question as to the right to receive the pro-
duction or proceeds deliverable to or payable to any party under this
Agreement, the Operating Committee shall not be required to make
delivery or payment thereof under this Agreement until final disposition
of such claim, dispute or question and the Operating Committee may
withhold delivery or payment thereof and, in the case of payments,
deposit the same in a separate account until the Operating Committee is
furnished with the original or certified copies of an instrument dispos-
ing of such claim or dispute or until delivery to the Operating
Committee of proof sufficient in the opinion of the Project's counsel to
settle the same, in which event the Operating Committee shall make
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payment of the amounts so deposited in accordance with the instrument oTr
proof so furnished. All costs incurred by the Project in stockpiling,
selling or otherwise disposing of production so withheld shall be a
charge against the Non-Operator whose right to receive the same has been

so disputed or questioned.

16. Taxes

Operator shall pay for the Joint Account, as the same become
due and payable, all taxes levied or assessed against the Project
Properties and the production therefrom and against all personal prop-—
erty acquired in operations hereunder including, but not limited to, ad
valorem, production, severance, sales, use and like taxes; provided that
the Operating Committee or any of the parties shall have the right to
contest in the courts oOTr otherwise, the validity or amount of any such
taxes if it deems the same unlawful, unjust, unequal or excessive and to
take such other steps or proceedings as it may deem necessary to secure
a cancellation, reduction, readjustment or equalization thereof before

the same shall be required to be paid.

17. Rentals and Other Obligations

Operator shall pay from the Joint Account any and all delay
rentals and other rentals, if any, which may become due and payable on
the Project Properties. Operator agrees to follow good and customary
practices in the matter of administrating said payments and to do all
work necessary and make all payments necessary within the time required
by any instrument under which interests in the Project Properties were
acquired and to do whatever else is necessary to maintain the interests
of the parties in the Project Properties and charge the Joint Account

for the same.

18. Qgerator's Lien
Non-Operators hereby grant to Operator a lien upon their

respective interests {n the Project and the Project Properties and in
the jointly owned equipment and other property and upon their interests
in all production as gsecurity for payment of costs chargeable to them,
together with any interest payable thereon. Operator shall have the
right to bring any action at law or in equity to enforce collection of
such indebtedness with or without foreclosure of such lien. In addi-
tion, upon default by a Non-Operator in the payment of costs chargeable
to it, Operator shall have the right to collect and receive from the
purchaser or purchasers thereof the proceeds of such defaulting
Non-Operator's share of production up to the amount owing by such
Non-Operator plus interest at the rate of 12% per annum until paid; each
such purchaser shall be entitled to rely on Operator's statement con-—

cerning the existence and amount of amy such default.
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19. Change of Operator

Operator may resign from its duties and obligations at any
time upon written notice of not less than 180 days given to
Non-Operators. If Operator shall become bankrupt, subject to compliance
with requirements of Section 12 hereof, it shall cease to be Operator
without need of any- further action other than selection, by the
Operating Committee, of a successor operator. The Operating Committee
may, at any time, discharge the Operator upon no less than thirty (30)
days' prior written notice by a vote of the Operating Committee's repre-
sentatives holding a majority in interest in and to the Project. If any
Non-Operator shall at any time consider that the Operator is in default
of performance of any of its duties and obligations hereunder, such
Non-Operator shall give the Operator and other Non-Operators written
notice thereof setting forth in detail the matters wherein default is
claimed. If, within thirty (30) days from its receipt of such notice,
Operator does not either correct the matters of which complaint is made
or show cause why such matters do not constitute a default, then there-
after, by the vote of one or more Non-Operators then owning a majority
of the interest in the Project, upon a finding of such a default of
Operator and that the default is continuing, remove the Operator and
select a successor. The Operator, upon ceasing to act in such capacity
for any reason, shall deliver to its successor the custody of all of the
assets, records, books and other property, both real and personal, of
the Project and shall not acquire, nor consult upon, any mineral prop-
erties within a distance of five (5) miles from the exterior boundary of
the Project Properties. The successor Operator shall assume the respon-
sibilities and duties of, and shall have the rights granted to, the

Operator pursuant to this Agreement.

20. Relationship of the Parties

It is understood and agreed between the parties that the
ownership in the Project Properties and the personal property located
thereon shall be and is as tenants in common, and the 1iability of the
parties shall be several and not joint or collective., It is not the
purpose or intent of this Agreement to create, and same shall never be
construed as creating, a joint venture, mining partnership, commercial
partnership or other partnership relation. Each party shall be respon-
sible only for its obligations as herein set forth and shall be liable
for its proportionate share of the cost of developing and operating the
Project Properties. Each of the parties elects to be excluded from the
application of all of the provisions of Sub-Chapter K of Chapter 1 of
Subtitle A of the Internal Revenue Code of 1954, and the Operating
Committee is hereby directed and hereby agrees to file such elections
with appropriate partnership returns for the first year in which this

Agreement is in effect.
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21. Laws and Regulations and Force Majeure
(a) This Agreement shall be subject to all valid and applic-

able laws and official rules and regulations; and, in the event this
Agreement or any of the provisions hereof or the operations contemplated
hereby are found to be inconsistent with or contrary to any such valid
laws or official rules or regulations, the latter shall be deemed to
control and this Agreement shall be regarded as modified accordingly
and, as so modified, to continue in full force and effect.

(b) In the event of Operator being rendered unable wholly or
in part, by force majeure applying to its operations, to carry out its
obligations under this Agreement other than to make payment of amounts
due hereunder, it is agreed that the obligations of the Operator so far
as they are affected by such force majeure shall be suspended during the
continuance of any inability so caused, but for no longer period; and
such cause shall, so far as possible, be remedied with all reasonable
dispatch. The term "force majeure,” as employed herein, shall mean acts
of God, strikes, lock-outs or other industrial disturbances, unavoidable
accidents, uncontrollable delays in transportation, inability to obtain
necessary materials 1in open market, any state or federal laws,
regulations or other matters beyond the reasonable control of the
Operator, whether similar to matters herein specifically enumerated or
not; provided, however, that performance shall be resumed within a
reasonable time after such cause has been removed; and provided further
that the Operator shall not be required against its will to adjust any
labor dispute or to question the validity of or to refrain from judici-
ally testing the validity of any state or federal order, regulation or
law. This Agreement shall not terminate while operations hereunder are

prevented by reason of any cause in this subparagraph.

22. Notices
For the purpose of receiving notices as required by this
Agreement, the parties designate the following addresses and notices
shall be deemed given upon deposit thereof in the United States mail,

certified or registered, postage prepaid:

If to TEI: Tombstone Exploration, Inc.
1700 Broadway
New York, New York 10019

If to AEM: Austin Exploration & Mining Corporation
4500 East Speedway Boulevard, Suite 14

Tucson, Arizona 85712
If to Operator: Southwestern Exploration Associates, Inc.

4500 East Speedway Boulevard, Suite 14
Tucson, Arizona 85712

which addresses may be changed upon written notice given as as above set

forth.
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23, Information to Parties; Confidentiality

Operator shall keep Non-Operators informed, at reasonable

intervals, of the progress and results of Project Operations performed
hereunder. Except as otherwise provided in this Agreement, each party
agrees that, without written consent of the other party first granted,
it will treat as confidential and prevent disclosure to any third
parties of any geological or geophysical or other technical information
and data relating to the Project Properties or operations undertaken
pursuant to this Agreement. This obligation shall be a continuing one
throughout the term of this Agreement, notwithstanding such party may
have ceased to be a party to this Agreement before its termination.
While this Agreement is in effect, no party hereto shall, without the
express written consent of the other parties, disclose any information
it may obtain. with respect to the results of Project Operations
conducted hereunder nor issue any press releases concerning the
Project's operations, except where counsel for such party renders a
written opinion that such disclosure is required by applicable govern-—
mental statute or regulation. In such latter event, copies of the
opinion and the text of the proposed disclosure or release shall be
furnished to the other parties and at least fifteen (15) days prior to
such disclosure or release. Nothing contained herein shall prohibis
disclosure by a party to consultants or advisors employed by such party,
provided that any such information shall be treated as confidential and

proprietary by the consultant or advisor so retained.

24, Termination; Furnishing of Data

Each party shall, as soon as possible following termination
pursuant to Section 14 hereof, complete the discharge of all of its
proportional share of accrued or outstanding obligations to the other
parties or to third parties incurred under this Agreement and not pre-
viously met. Any party, upon termination and upon discharge of the
above mentioned obligations, may, if it so chooses, quitclaim to the
other parties its interest in the Project Properties, or in any portion
thereof. Upon termination of this Agreement, each of the parties shall
be entitled to all information acquired under the Project, including
copies of all maps, data and reports which can be reproduced and which

have not theretofore been furnished.

25. Headings for Convenience Only
The headings used in this Agreement are for convenience only

and shall be disregarded in construing this Agreement.

26. Miscellaneous
(a) This Agreement, and all of the provisions hereof, shall
inure to the benefit of, and be binding upon, not only the parties but
also their respective successors and permitted assigns.
(b) Each party agrees to execute such deeds, assignments,

endorsements and other instruments ‘and evidences of transfers, give such

<17=




further assurances and perform any acts which are or may become neces-
sary or appropriate to effectuate and carry out this Agreement.

(¢) Each party hereby waives any and all rights of partition
it may have with respect to the Project Properties for so long as this

Agreement is in effect.

IN WITNESS WHEREOF, the parties hereto have duly executed this

Agreement effective as of the date first above set forth.

TOMBSTONE EXPLORATION, INC.

By

AUSTIN EXPLORATION & MINING CORPORATION

By

This shall serve to acknowledge that SOUTHWESTERN EXPLORATION
ASSOCIATES, INC. ("SEA") as the initial Operator under the preceding
Operating Agreement, acknowledges that it has read and understands
the provisions thereof. The execution by SEA shall serve as its
agreement to serve as Operator pursuant to and in accordance with
the terms and conditions thereof.

SOUTHWESTERN EXPLORATION ASSOCIATES, INC.

DATE: By

-18~




EXHIBIT A
ACCOUNTING PROCEDURE

P s I. GENERAL PROVISIONS

Y o

W/ A.

o

Definitions

The terms used in this Exhibit A shall have the meanings assigned
to them in the Operating Agreement (Agreement) to which this Exhibit
{s attached and of which it is made a part.

Accounting Records
Operator shall maintain the accounts and records required by the

Agreement in accordance with generally accepted accounting principles
consistently applied, including such separate accounts and records as
are required for any Development Block. Operator shall not dispose of
any such records for any calendar year within five (5) years of the
end of such calendar year without the prior written consent of the
parties and shall retain any such records for a reasonable additional
period if specifically requested by either of the parties during such
five (5) year period.

Audits
1. The Operating Committee shall arrange for an annual audit of the
Project's accounts by an independent public accounting firm acceptable

to the parties. The cost of such audit will be a Project cost.

2. Each party shall have reasonable access to the accounts and
records maintained by the Operator and by the Operating Committee for
transactions relating to the Agreement and, in addition to the annual
audit provided for in paragraph 1 above, shall have the right at
reasonable times during normal business hours to audit such accounts
and records for any period of any calendar year. Each party shall
also have the right to appoint an independent public accounting firm
acceptable to the other party, which approval shall not be unreason=
ably withheld, to perform such audit. The party who initiates an
audit pursuant to this paragraph shall bear the full expense of such
audit.

3, The parties agree that all statements approved by the Operating
Committee during any calendar year shall conclusively be presumed to

be true and correct after twenty-four (24) months following the end of
each calendar year unless within the sald twenty-four (24) month

period any party shall take written exception thereto and unless at

any time federal, state or local tax authorities take exception thereto.
In the event of such an exception, only the excepted item or items
shall remain open for adjustment until resolved by the parties pursuant

to the'Agreement.
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II.

D.  Accounting Period
The accounting period shall be the calendar year.

CHARGES TO THE JOINT ACCOUNT FOR DEVELOPMENT AND OPERATIONS

Charges to the Joint Account shall mean all costs pursuant to trans-

actions under this Agreement, including all costs of preparation of the
Agreement to which this Exhibit 1s attached and costs related to further
exploration, development, construction, mining, the concentration and
beneficiation of production and smelting, refining, or treatment of such
production, the loading and transporting of production, weighing, sampling,
assaying and impurity penalties, laboratory and testing costs, and all
other operations related thereto conducted according to industry practice,
including, without limitation, costs such as:

A. Rentals and Royalties
Royalties and rentals and any other amounts due or paid under

leases or other landholding or land acquisition agreements related to

the Project.

B. Travel and Related Expenses

Travel and related exp of the bers of the Operating

Committee in carrying out the work of the Operating Committee.

C. Services
1. The cost of contract services (including those of Operator)
approved by the Operating Committee, including cost of power, light,
heat and effluent disposal, outside consultants', attorneys' and
auditors' fees and travel and related expenses (except for special

audits performed or requested independently by any party).

2. Charges for consulting services provided by either of the parties
at the specific request of the Operating Committee; provided that the
parties agree to the nature and cost of the consulting services prior

to any charges to the Project therefor.

D. Taxes
All taxes of every kind and nature assessed or levied upon or in
connection with any activity or transaction which Operator is obligated to
pay under the Agreement.
E. Other
1. Cost of maintaining and protecting the Project assets during ény
periods of no activity.
2. Other costs which are not specifically mentioned in this Section
II but which are incurred by the Operating Committee or the Operator
in accordance with the terms of the Agreement and are necessary and

proper for the conduct of work under the Agreement.
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ORE RECLAMATION SYSTEMS

May 4, 1979

Mr. Thomas H. Schloss
Famco {
1700 Broadway
New York, N.Y. 10019
Dear Tom,
Please find enclosed a copy of exploration and
license agreement with Tenneco 0il on the millsites

located on the Boquillas Ranch.

1 am also enclosing a copy of a letter sent to the

former partners of Eocene Research, Ltd.
I will call you next week regarding the above..

p Best regards,

sident

NEVADA: 2813 CAMEO CIRCLE -« LAS VEGAS, NEVADA 89107 - 702-878-1376
ARIZONA: P.O. BOX 475 « TOMBSTONE, ARIZONA 85638 +« 602-457-3907
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TO: JAB
FROM: WES
DATE: May 6, 1979

RE: My trip to Tombstone on Wednesday, May 2, 1979, to inspect
the heap leaching operation.

On May 2 I traveled to Tombstone, Arizona to see first-hand Dick
Hewlett's heap leaching operation and to study its application to
our uranium exploration program in New Mexico. However 1 was
immediately struck with the inefficiency caused by the use of
used equipment and the lack of proper supplies. I plainly saw
several cases of excessive down time, delayed schedules and
costly additional work that was due to non-functioning, used
equipment and lack of proper supplies and equipment. In
particular, scheduling of work that is of a consecutive nature is
difficult, if not impossible, when one does not know if equipment
is going to work when it is supposed to, or if one piece of
equipment fails and this causes additional delays in the overall
program. This was evident at Tombstone in the few hours that I
was there where, for instance, the major expense for the day was
delivery of a tanker trunk of sulphuric acid which had to be
stored in a makeshift, unanticipated storage tank because the
intended storage tank leaked and the sprinkler system was not yet
in operation due to the use of salvaged, used pumps and plastic
pipe. This situation reminded me of an expression a friend of
mine used to use, "A dollar waiting on a dime." In the case at
Tombstone, the 1lack of $20 worth of plumbing and electrical
supplies disrupted the entire day's work for about seven people

and resulted in schedule disruptions which will take several days
to correct.

My recommendation is obvious. Enough money should be
appropriated to the job in order to get it done with new
equipment and plenty of the necessary supplies before the job is
underway. It can easily be seen that, given the present
situation, some minor mechanical problem could come up and
prevent the entire project from being completed. In other words
the project could become a complete failure based on the failure
or inappropriate use of a piece of used equipment. Of course,
much more likely is that the project will take twice as long to
accomplish as need be, resulting in an overall greater cost than
if new equipment and sufficient supplies were wutilized in the
first place.

W ES
WES/ kar
P-418
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Famco |/

1700 Broadway

May 9th, 1979

Mr. James Briscoe
Mr. Dick Hewlett

SOUTHWESTERN EXPLORATION ASSOC.

4500 E. Speedway
Suite # 14
Tucson, Ariz. 85712

Dear Jim & Dick:

) et 18Y
RECEVEDNAY 14 1573 2203 |

New York, New York 10019 - (212) 247-0428

Endlosed is the material sent to me by George Jewett.

It is of interest to note the financial terms he was able to negotiate with

Tenneco.

Please give me your opinions as to the potential of this area.

Very truly yours,

Thomas H. Schloss
Chairman of the Board

THS /ave

Encl.

Famco Securities, Inc.

Member New York Stock Exchange /QMC
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Agreement between JAMES BRISCOE hereinafter called JAB and THOMAS

. H. SCHLOSS,

Inv

interest

DOLLARS

estors desired to

and future

INVESTED

“$ 25,000

50,000
75,000

100,000
125,000
150, 000
175,000
200,000

RIGHTS

~MINERAL

DWIGHT E. LEE AND FAMCO or other investors designated by
“~/SCHLOSS OR LEE (hereinafter called INVESTORS).

invest and JAB desires to sell present

interest on the following basis in the mineral

(rights described below in the following manner:

% OWNERSHIP TIMING OF CASH TRANSFER

IN MINERAL AREA

25% on signing

30% when required but not less
35% than 14 days from signing
4o%

45%

50% by May 31, 1979

55%

60%

Mineral rights shall

include but not be limited to the rights

listed in the preliminary draft of lease agreement dated February 7,
1979, between TOMBSTONE DEVELOPMENT COMPANY (hereinafter referred to

as either Lessor or

TDC) and KARIN LAKE EXPLORATION COMPANY

(hereinafter referred to either as Lessee or JAB). JAB intends to
develop the patent and unpatent claims described in the TDC agreement

and including the 200

acres of certain <claims situated in the

“immediate vicinity of the townsite of Tombstone. Those claims consist

Silver

Belt, Silver

Red,

/of the Content, Cocopah, North Point, Contentment, Empire, Tranquil,

Contention, New Year, Cincinnati, Head

Center, Yellow Jacket and Flora Morrison claims plus the Vigina Mine
ims. Also included above, but not specifically mentioned is

Vythe heap located on the TDC property.

Tour cla

Although the lease speaks of surface rights it is understood to

mean for the agreement, surface rights as well as underground mining

if the economics warrant.

We have the right to clarify or correct or




} v v »
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i perfect any inconsistencies that may be present in the current TDC
\

.. lease. What may be part of the same ore body or offset from the TDC
”Jére the Tombstone Extension, Tombstone Mineral Reserve (TMR), and the
State of Maine area. The State of Maine area and other claims are
chiefly owned by the Escapules and concern only the T2001 underground
~ore zones on a joint venture with the Escapules. The Seth Horn and
”’Robbers Roost area are potential porphyry copper targets. Although it
is not planned at this time to explore or mine the porphyry copper
area it 1is wunderstood that at a later time when an agreement is
_reached with owners of these areas, investors would participate in the

_’same manner through their ownership in the TDC agreement.
SIGNING

A. Upon signing of this agreement $25,000 will be paid to JAB to be

used to start the chemical process plant defined. These funds will

pay for the initiation of spray leaching. Any resulting cash flow

and or remaining part of the $25,000 will be used to lease a crusher

~to process certain parts of the heap, to verify the process and

 “aetermine what the cost will be based on the type of ore to be

processed. After these results have been obtained and analyzed then a

decision will be made to continue or terminate the program.

| Attachment 1 is the current estiméte for the use of funds for the
first $25,000.

} B If continued, an additional $25,000 to $50,000 will be used to
sample the heap if appropriate, and to increase the daily capacity of
““he heap plus to start building the plant for the leaching

“operation.Based upon these cost configurations a decision will be made

to continue or terminate.

’ i The rest of the funds will be raised by Memorial Day, but
credited as raised and needed and used according to JAB directive to:
first, process the heap; second, to sample and drill the open pit
potential; and third, to secure the mineral rights of the areas

“»urrently not under contract at this time.
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DEPOSIT OF FUNDS, DISBURSEMENT AND BOOKKEEPING

o
\
)

W Funds will be deposited to the THL (Tombstone Heap Leach) Trust
account #957-06641 1st National Bank of Arizona University Medical
Branch, Tucson, Arizona.

All disbursements will be by the purchase order system used
throughout S.E.A., Inc. organization.

- During the expenditure of the first $25,000, Phase A items over
\,$100 will be approved by J. A. Briscoe.

During Phase B, the expenditure of the second 25 to 50 thousand
dollars, items over $250 will be approved by J. A. Briscoe.

J. A. Briscoe, singly; bookkeeper J. E. Talley and Business

Service Manager C. M. Dodson, jointly; will have capability to write
checks against this THL checking account.

W The Day Timer record keeping system, in use throughout the
S.E.A., Inc. organization, will be used to keep time and expense

records for all employees of the Tombstone Leach Project.

Bills in support of the expenses for the operation will be

submitted to the partnership on a bimonthly basis.

Books will be kept on the operation, with these subject to

(examination by the partners during normal working hours.
4
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ATTACHMENT 1

Required capital investment for the slope leach is as follows:

| A. Power hook-up $2400
B. Electric 2000
C. Pump installation/electric 1000
D. Water line installation 2040
E. Spray lines/manifolds 100
F. Directional rainbirds 80
G. Preg pond 100
H. Laboratory 100
I. Building 200
J. Plants 2200
K. Tanks 1000
L. Chemicals
1. Resin-SR-3 1004 650
2. Lime 1000#(.087) 87
3. Salt
4, NaOCl 5-55 gal 247.50
5. Na25203 200# 73.80
6. NacCN 1000# 561.50
7. Na,S LOoOo# 99.20
8. Powd. Zinc 100# 66.20
M. Insurance and bond 4500
) N. Management - 4000
0. Labor 2000
P. Misec. 1495

25,000
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Crushing Crushing
Rate Duration
200 Tons per Day 250 months
400 o 125 "
600 o 83.3 n
1000 g 50 u
3000 i 16.7 "

O
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OPERATING AGREEMENT

. (No Change)

WITNESSETH:

(No Change)

1. Definitions

(a) (No Change)

(b) "Non-Operators" shall mean TEI and AEM, together

with their respective successors and assigns, including additional

equity owners, if any.

5-11-7%



(c) "Area of Interest" shall mean the followéng described

area in Cochise County, Arizona:

(i) those certain areas delineated in the maps attached

hereto as Exhibit D;

(ii) (No Change)

(iii) (No Change)
(a) (No Change)
(e) (No Change)
(f) (No Change)
(9) (No Change)
(h) (No Change)
(i) (No Change)

(j) "Exploration" or "Exploration Operations" when used
herein shall refer to the activity or work of prospecting and
searching for ores and minerals on, in or under the Project Properties
and drilling, examining, measuring and sampling a mineral deposit
in order.to gain knowledge of the size, shape, position and

characteristics to determine the value of the deposit and all other

activity or work performed outside a Development Block.

=D




(k) (No Change)

(1) " (No Change)
(m) (No Change)
<::> (n) (No Change)
(o) (No Change)
™ o (p) (No Change)

(g) "Exploration Block" shall mean such portions of the
Project Properties so designated for intensive exploration
operations which might lead to the subsequent designation of such

Properties as a Development Block.

2, (No Change)

0 3-
(a) (No Change)

(b) Unless this Agreement sooner terminates pursuant
to the provisions of Section 24 below, the undivided interest of
TEI in and to the Project and in and to the Project Properties
shall increase in relation to the amounts initially contributed

by TEI to the Project, and the interest of AEM shall decrease in

a corresponding amount, pursuant to the following schedule:

| S

e
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Cumulative Funds //N ‘
Furnished to the Undivided Interest //Funding Intervals

Project by of TEI
TEI* /
$ 75,000.00 353 *k
$100,000.00 40% P By 5/31/79
$125,000.00 . 45% PR *x
$150,000.00 50% / o
$175,000.00 55% / *k
$200,000.00 60% - - ) ok

e o —
*Cumulative Funds shall include all funds hereto-
fore contributed by TEI and by its predecessor

in interest pursuant to that certain letter agree-
ment dated March 7, 1979, between Thomas H. Schloss
and Dwight Lee (predessors in interest to TEI) and
James A. Briscow.

**Upon the voluntary contribution by TEI or within
seven days of call of project in accordance with
approved expenditure plans.

*** Upon voluntary contribution by TEI or within
seven days of call of project in accordance with

approved expenditure plans, but in any event no
later than September 30, 1979.

(c) (No Change)

(i) The Project shall make capital calls at intervals

no more frequent than twenty (20) days per call, all subject,

however, to the provisions of subparagraph (v) below:

(ii) (No Change)

(iii) (No Change)

(iv) (No Change)

(v) (No Change)
- -
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(vi) If TEI acquires less than 50.1% undivided
interest, and if the Project or if AEM elects to proceed to
obtain addit;onal outside funding, it is agreed and understood
by TEI that its undivided interest in the Project may be subject
to further reduction (which reduction shall not reduce the
undivided interest of TEI to not less thaﬁ the percentage
that contributions made by TEI bears to the total amount
contributed to the Project). As an example of the maximum
reduction in TEI's undivided interest, assume éhat TEI were
to contribute $100,000.00; assume further that at the time of
computation of the reduction the total contributions by TEI,
AEQ and any outside funding totalled $1,000,000.00; in such
case, TEI's undivided interest would be reduced to no less
than 100,000/1,000,000 (10%) undivided interest. If TEI's
undivided interest in the Project is thus reduced to 10% or
less, TEI shall be obliged to relinguish its undivided interest
to the other parties in the Project in return for a 10% net
profit interest as described in Section 11 (c) below.

. (vii) For purposes of computing the total contribu—_
tions as described in paragraph (vi) above, the contribution
of AEM shall be assigned a value of $133,333,33;

(d) (no change)

4. Project Plans (no change)

(a) (no change)

(b) (no change)

(c) Until such time as capital contributions by TEI equal

or exceed $200,000.00, each party shall communicate to Operator and
the other Party in writing within seven (7) days after receipt of a

Plan approved by the Operating committee, its approval or disapproval




of the proposed Plan. After such time as capital contributions by
TEI equal or exceed $200,000.00, each party shall communicate to
Operator and the other pérty in writing within thirty (30) days
after receipt of a proposed Plan, its approval. or disapproval of the
proposed Plan. Failure to reply shall constitute an election not

to commit to the Plan. Except as set forth below, no Plan shall
become effective without the approval of both parties. If any

party or parties elect not to commit to such Plan, such Plan shall
not become effective nor be carried out unless a party elects to
proceed with the Plan for its own account, subject to the provisions

of section 11 below.

5. Operating Committee

An Operating Committee comprised of two representatives
of each of the non;operators shall be established. Each party may
designate one or more alternates to serve in the absence of each of
the designated representatives. The names of the designated repre-
sentatives and of any alternates shall be filed in writing with the
Operator. Each representative shall have a vote equal to one-half
of that percentage interest owned by the party which he represents.
Except as otherwise specifically provided in this Agreement, decisions
of the Operating committee shall require the approval of those
representatives representing a majority interest in the Project.
Meetings of the Operating Committee may be held by telephone provided
all members of the Operating Committee participate simultaneously by
a conference call, and may be called by the Operator or by the
representative of any of the parties. The Operating Committee shall
meet at no less than semi-annual intervals at the Project's operations
office (it being anticipated that such office shall be located either
in Tombstone or in Tucson, Arizona). A party may change its repre-
sentative (or any alternate representative) by notice to the Operator
and to the other parties in writing. All decisions relating to the

time and manner of distribution of Project proceeds shall be made by




the Operating Committee. Subject to the provisions of Section 3,
any calls upon the parties for funds or advances to the Project shall

also be made by the Operating committee. All reports from Operator

shall be directed to all of the members of the Operating Committee.
No business shall be transacted by the Operating Committee without

all members participating.

6. (no change)

7. Land Acquisition

All interest heretofore acquired by the parties hereto or
their agents within the Area of Interest shall be subject to the
terms of this Agreement. Any interests within the Area of Interest
hereafter acquired during the term of this Agreement shall be
acquired by the Project pursuant to a Plan or pursuant to the
consent of all of the Non-Operators and the acquisition costs shall
be Project costs. Nevertheless, interests within the Area of Interest
may be acquired by less than all the Non-Operators without the con;ent
of the non-commiting parties subject to the provisions of section 11
pbelow, In the event any party hereto proposes to ncquire'any addi-
tional lands or mineral rights within the Area of Interest, such
party shall notify the other parties of such proposal by written
notice setting forth in such notice a description of the lands or
in£erests, costs of acquisition, and the facts upon which the pro-
posing party bases its conclusions that such lands should be acquired
by the Project. During the term of this Agreement, Operator shall
not acquire any interest within the Area of Interest for its own

account without first obtaining the prior written approval of all of

the parties.

8. (WE SUGGEST DELETING THIS SECTION)

(If all the parties wish to terminate or dispose
of the Projects' interest in a certain area, they
can agree to do so. 1f only some of the parties
wish to dispose of their interest in a certain
area, they may do so pursuant to the provisions
of Section 12)

-7 -




9. Operator's Powers and Rights

In accordance with the terms and conditions of each effective
Plan, Operator shall havé full, complete and exclusive control, charge
and supervision of the Project Properties and -the personal property
included in the Project and all Project Operations conducted thereon.
Operator shall conduct Project Operations to the best of its abili£y
and in accordance with the terms and conditions of each effective Plan
using modern technigues and good and economical mining practice. All
operationsshall be conducted with due regard for the development
and preservation of said Project Properties and Project capital and
in keeping with applicable federal, state and local laws and ordinances
and regulations. Operator shall conduct its operations hereunder as
an independent contractor and all work performed and equipment
furnished by Operator shall at all times be in Operator's direct
control and supervision. Pursuant to the provisions of each Plan,
Operator shall select the means, manner and method of performing
Project Operators. _Operator shall abide by directions from the »
Operating Committee as to the end results to be accomplished, but
Operator shall assume the sole responsibility for directing its
employees and equipment as to the manner and means of accomplishing
the same.
NOTE: It is the position of TEI that the parties to the Agreement
are adequately protected by the insurance required in Section 13,

and that TEI should not be required to be a co-insurer.

10. (no change)

(a) (no change)
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(b) (No Change)

(c) to keep the Project Properties free from liens and
encumbrances occasioned by its operations hereunder, except only the
lien hereinafter granted to Operator, provided that adequate funds are
provided Operator to discharge obligations whiéh might occasion such
liens.

(d) to furnish the Operating Committee on or before the
20th day following the close of each calendar month with a statement
of minerals produced from the Project Properties.

(e) to pay from available funds all royalties payable under
the terms of each lease or agreement, as provided in the Accounting
Procedure, a copy of which is attached hereto as Exhibit A;

(£) to pay from available funds all costs, expenses and
liabilities accruing or resulting from Project Operations and to
account to Non-Operators in accordance with the provisions of the
Accounting Procedure; in the event the terms of the Accounting
Procedure conflicthwith any of the provisions hereof, this Agreement

shall be deemed to control;

(9) (No Change)
(h) (No Change)
11
(a) (No Change)
.
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s (b) Any party hereto who has elected not to commit itself
to a proposed Developemnt Plan which becomes an effective Project
Plan shall not, for that reason alone, be deemed to have withdrawn
from the Porject, but such Non-Committing Party shall be deemed to have
relinquished to the Committing Parties its share of any production
from such Development Block, or the proceeds therefrom, and shall
have no further interest in such production or proceeds until such
time as the non-committing party has paid to the committing parties
in the same proportions as the respective interests of the committing
parties at that time bear to each other an amount equal to the total
of the following:
(i) 300% of all Exploration Operations costs and
expenses, ElEi
(ii) 200% of all Development Operations costs and
expenses, plus
_ (iii) 150% of the Project's royalty. overriding ~
royalty and other lease burdens, if applicable, and the production
taxes accruing on and with respect to the ores received by the
Committing Parties;
grovide , however, that unless the Non-Committing pParties has within
twelve months from the commencement of the Development Plan paid to
the Operator for the collective account of the Committing Parties,
an amount equal to the total of (i) plus (ii) plus (iii) above, the
interest of the Non-Committing Party thereafter shall be subject to
dilution provisions of subparagraph (c) of this Section 11. In the
event the interest of a Non-Committing Party in the Production from
such Development Block, or the proceeds therefrom, is reinstated
by payment of the amount set forth above, that interest shall commence

only upon such payment in full and shall not be retroactive.

-10~




(¢c) In the event the Non-Committing Party has not paid
the amounts described in (i), (ii), and (iii) of subparagraph (b)
above within the twelve-month period provided therein, the Non-
Committing Party's undivided interest in the Development Block

and the Development Plan therein shall be reduced to that percentage

of the entire undivided interest therein that the Non-Committing Party's

pro-rata share of Exploration expenditures for such Development Block
bear to total exploration expenditures for such Development Block
provided that if such non-Committing Party's undivided interest in
the Development Block is reduced to ten percent or less, such
Non-Committing Party's undivided interest in and to the Development
Block and in and té the Project Properties constituting the same
shall terminate subject only to the retension by the Non-Committing
Party of a non-working 10% "Net Profits Interest" (as described in -
Exhibit B attached hereto and made a part hereof) in and to the
proceeds, if any there be, taken by the Committing Parties, their
successors or assigns, from the Project Properties constituting
such Development Block (as such Project Properties exist as of the

date of such termination).

12. Transfer of Interest

(a) Should any party desire to dispose of part or all of
its interest in this Agreement to a prospective purchaser, such party

shall advise the other party in writing of its desire and of the

terms and conditions of such desired disposition including the consider-

ation in lawful money of the United States or its equivalent which
it is willing to accept for such interest together with all other
pertinent terms and conditions of such disposition including the
identity of the prospective purchaser, and the facts on which the
transferring party based its calculations. Within thirty (30) days
after the receipt of such written notice, the other parties shall
have the option of acquiring the interest proposed to be disposed of
on the terms and conditions and for the consideration proposed.

-11-




Q

e/*\
@

IF more than one of the other parties elect to exercise such option,
the acquisition shall be pro-rated according to each other parties'
interest in the Project. If the interest offered to be disposed
of by disposing party is not so acquired by the other parties
within the time provideé, the disposing party shall have the right
for a period of ninety (90) days from the expiration of the afore-
mentioned thirty-day period to dispose of such interest to the
prospective purchaser indicated in the aforementioned notice upon
substantially the same terms and conditions and for a consideration
specified in such notice; provided, however, that such interest
may not be disposed of unless the purchaser, concurrently with said
sale and purchase, delivers to the other parties in a form acceptable
to them a written and enforceable assumption by the purchaser of
the obligations of the disposing party under this Agreement. If
such interest is not disposed of within such ninety-day period,
it must first be re-offered to the other pérties prior to any
subsequent disposition thereof. Any proposed sale of stock in
the corporations which are parties to this Agreement, or their
successors interest shall be subject to the provisions of this £
Section 12.

(b) DELETE

(c) The right of first refusal granted in subparagraph
(a) of this Section 12 shall not apply to any mortgage, pledge or
hypothecation by the disposing party of all or any portion of its
interest in this Agreement and in the Project Properties; provided,
however, that no such mortgage, pledge or hypothecation shall be
made without the consent of the other parties to this Agreement,
which consent shall not be unreasonably withheld. Any such mort-
gage, pledge or hypothecation which is approved by the other parties
to this Agrement and effectuated is and shall be made expressly
subject to this Agreement and shall be subject to the condition
that on any realization of the security, any person thus acquiring
an interest shall deliver to other parties in a form acceptable
to them a written and enforceable assumption of the obligations of
the disposing party under this Agreement as they relate to the
interests so acquired, and any such mortgage, pledge or hypothe-
cation shall not be valid until the written notice thereof has been

delivered to the other parties. In the event the holder of any such
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mortgage, pledge or hypothecation realizes on its security interest
in this Project, the-bther parties hereto shall have the right,
within thirty (30) days after such realization, to purchase from
such holder such realized security interest for an amount equal to
the unsatisfied obligation of the former integest holder, together
with reasonable attorney's fees, interest and cost.

(d) (No Change)
13. Insurance (No Change)

14, Term

Subject to the rights of surrender and withdrawal as
provided herein and unless soonér terminated or further extended
by mutual agreement, this Operating Agreement shall terminate

pecember 31, 1990.

15. Disposition of Production

Provided that operating vxpenses have been paid and
provision has been made for reasonable operating reserves, each

of the parties shall have the right to take in kind its proportionate

share of all ores and minerals produced from the Project Properties
in such form as the Operating Committee deems appropriate and
convenient. Any extra expenditures incurred by reason of the taking
in kind by any parties of their proportionate share of said ores and
minerals so produced shall be borne by each such party and each such
party shall be required to construct, operate and maintain, all at
its own expense, any and all facilities which may be necessary to
receive, store and dispose of its share of production at the time

it is produced. In this regard, each party desiring to take in kind
its proportionate share of said ores and minerals so produced shall
carry adequate insurance to protect against loss or theft thereof.
In the event any party shall fail to make the arrangements necessary
to take in kind its proportionate share of ores and minerals, such
party shall be fully liable for any costs incurred by the Operator
or by the Project in preserving or storing such proportionate share.
Operator shall exercise reasonable care in receiving and storing

in kind production on behalf of a party, but its liability in
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connection therewith shall be limited to a sum not to exceed
$1,000.00. If any party is not taking its share of such ores and
minerals in kind, any proceeds received by the Project for such
party shall be distributed or accounted for quarterly to such
party; provided, however, that Operator shall be entitled to
retain and apply any pr&ceeds of Production accruing to any party
hereto on any unsatisfied expenses chargable against such party
as herein provided,as well as toward reasonable operating reserves.
Under normal circumstances, it is the intention of the parties that
ores and minerals produced from the Project Properties shall be
shipped to a metal refiner, who will then deduct its costs and
either hold refined ores and minerals on behalf of the Project or
distribute to Project the sale proceeds thereof.
16. Taxes

Operator shall pay from available funds as the same become
due and payable, all taxes (excluding income taxes) levied or
assessed against the Project Properties and the production therefrom
and against all pérsonal property acquired in operations hereunder
including, but not limited to, ad valorem, production, severance,
sales, use and like taxes; provided that the Operating Committee or
any of the parties shall have the right to contest in the courts
br otherwise, the validity or amount of any such taxes if it deems
the same unlawful, unjust, unequal or excessive and to take such
other steps or proceedings as it may deem necessary to secure a
cancellation, reduction, readjustment or equalization thereof before
the same shall be required to be paid.

17. Rentals and Other Obligations

Operator shall pay from available funds any and all rentals,
if any, which may become due and payable “on the Project Properties.
Operator agrees to follow good and customary practices in the matter
of administrating said properties and to do all work necessary and
to make all payments necessary within the time required by any
instrument under which interests in the Project Properties were
acquired and to do whatever else is reasonably necessary to maintain
the interests of the parties in the Project Properties and charge
the Joint Account for the same.

18. Operator's Lien

Non-Operators hereby grant to Operator a lien upon their

respective interests in the Project and the Project Properties and in
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the jointly owned equipment and other property and upon their
interests in all production as security for payment of costs
chargeable to them, together with any interest payable thereon.
Operator shall have the right to bring any action at law or in
equity to enforce collection of such indebtedness with or without
foreclosure of such lien.

19. Change of Operator

(a) Operator may resign from its duties and obligations at
any time upon written notice of not less than 180 days given to
Non-Operators. If Operator shall become bankrupt, subject to com-
pliance with requirements of Section 12 hereof, it shall cease to
be Operator without need of any further action other than selection,
by the Operating Committee, of a successor operator. Provided that
TEI has contributed capital of at least $200,000.00, the Operating
Committee may,subject to the provisions of paragraph (b) below,
discharge the Operator upon no less than one-hundred-eighty (180)
days prior written notice by a vote of the Operating Committee
representatives holding a majority in interest in and to the Project.
In the event that a shorter notice period is desired, Operator
‘shall be paid for each day less than the normal 180 day notice ¥
period, an amount equal to an average day's compensation for the
180 day period immediately preceding receipt of the aforesaid
notice.

(b) If any Non-Operator shall at any time consider that
the Operator is in default of performance of any of its duties
and obligations hereunder, such Non-Operator shall give the Operator
and other Non-Operators written notice thereof setting forth in
detail the matters wherein default is claimed. If, within thirty
(30) days from its receipt of such notice, Operator does not either
correct the matters of which complaint is made or show cause why
such matters do not constitute a default, then thereafter, subject
to the provisions of paragraph (a) above, one or more Non-Operators
then owning a majority of the interest in the Project may, upon
a finding of such a default of Operator and that the default is
continuing, remove the Operator and select a successor. The Operator,
upon ceasing to act in such capacity for any reason, and upon being
fully compensated, including such costs as may be occasioned by
the aforesaid termination, shall deliver to its successor the custody
of all of the assets, records, books and other property, both real
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and personal,of the Project, and shall not acquire, nor consult
upon, any mineral properties within the area of interest for a
period of two (2) years. The successor Operator shall assume the
responsibilities and duties of, and shall have the rights granted
to the Operator pursuané to this Agreement.

20. Relationship of the Parties . (No Change)

21. Laws and Regulations and Force Majeure

(a) This Agreement shall be subject to all valid and
applicable laws and offical rules and regulations; and, in the
event this Agreement or any of the provisions hereof or the operations
contemplated hereby are found to be inconsistent with or contrary
to any such valid laws or official rules or regulations, the latter
shall be deemed to control and this Agreement shall be regarded as
modified accordingly and, as so modified, to continue in full
force and effect.

(b) In the event of Operator being rendered unable wholly
or in part, by force majeure applying to its operations, to carry out
its obligations under this Agreement, it is agreed that the
obligations of the Operator so far as they are affected by such force
majeure shall be suspended during the continuance of any inability
so caused, but for no longer period; and such cause shall, so far
as possible, be remedied with all reasonable dispatch. The term
"force majeure", as employed herein, shall mean acts of God, strikes,
lock-outs or other industrial distrubances, unavoidable accidents,
uncontrollable delays in transportation, inability to obtain necessary
materials in open market, any state or federal laws, regulations
or other matters beyond the reasonable control of the Operator,
whether similar to matters beyond the reasonable control of the
Operator, whether similar to matters herein specifically enumerated
or not; provided, however, that performance shall be resumed within
a reasonable time after such cause has been removed; and provided
further that the Operator shall not be required against its will
to adjust any labor dispute or to question the validity of or to
refrain from judicially testing the validity of any state or federal
order, regulation or law. This Agreement shall not terminate
while operations hereunder are prevented by reason of any cause

in this subparagraph.
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22. Notices (No Change)

23. Information to Parties; Confidentiality

(No Change)

NOTE: The word "prohibis" in the fourth line

from the bottom should be "prohibit"

24, Termination; Furnishing of Data

Each party shall, as soon as possible following termination
pursuant to Section 14 hereof, complete the discharge of all of its
proportional share of accrued or outstanding obligations to the other
parties or to third parties incurred under this Agreement and not
previously met. Any party, upon termination and upon discharge of
the above mentioned obligations, may, if it so chooses, quitclaim
to the other parties its interest in the Project Properties, or in
any portion thereof. Upon termination of this Agreement, each of
the parties shall be entitled to all information acquired under the
Project, including copies of all maps, data and reports which can
be reproduced and which have not theretofore been furnished, but
any original work product of Operator shall remain the property of
Operator.

25. Headings for Convenience Only (No Change)

26. Miscellaneous

(a) (No Change)
(b) (No Change)
(c) (No Change)

(d) In the event the interest of a party in the Project
Properties involuntarily becomes subject to the claims of that
party's creditors, and such creditors seek to realize on the party's
interest in the Project Properties to satisfy obligations owing to
them, then the other parties hereto shall have the right to purchase
the interest of such Party in the Project Property pursuant to the

terms of Section above.
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IN WITNESS WHEREOF, the parties hereto have duly executed this

Agreement effective as of the date first set forth above.

TOMBSTONE EXPLORATION, INC.

By:

AUSTIN EXPLORATION & MINING CORPORATION

BY:

This shall serve to acknowledge that SOUTHWESTERN EXPLORATION
ASSOCIATES, INC. ("SEA") as the initial Operator under the preceding
Operating Agreement, acknowledges that it has read and understands
the provisions thereof. The execution by SEA shall serve as its
agreement to serve as Operator pursuant to and in accordance with

the terms and conditions thereof.

SOUTHWESTERN EXPLORATION ASSOCIATES, INC.

DATE: BY:
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EXHIBIT A

ACCOUNTING PROCEEDURE

I. GERERAL PROVISIONS

A. Definitions (No Change)

B. Accounting Records

Operator shall maintian the accounts and records required by
the Agreement in accordance with generally accepted accounting princi-
pals consistently applied, including such separate accounts and records
as are required for any Exploration or Development Block. Operator
shall not dispose of any such records for any calendar year within
five (5) years of the end of such calendar year without the prior
written consent of the parties. Subsequent to such five (5) year
period, and prior to disposal of such records, Operator shall offer
to transmit the same to the parties at their expense. Thereafter,
the parties shall have thirty (30) days within which to make satisfact-
ory arrangements with Operator for the transmittal of such records.
Following such thirty (30) day period, Operator shall be free to destroy
accounts and records which are at least five (5) years old.

C. Audits

l. - (No Change)

2. (No Change)

3. Reasonable expenses incurred by Operator with regard to
an annual audit of project's account as aforesaid shall be an expense
of the project.

4. Unless objected to in writing by the Operating Committee
within twenty four (24) months from receipt, all financial statements
and audit reports shall conclusively be presumed to be true and cor-
rect. In the event of such written objection, only the item or items
specifically objected to shall remain open for adjustment until re-
solved by the parties pursuant to the agreement.

D. Accounting Period (No Change)

II. CHARGES TO THE JOINT ACCOUNT FOR DEVELOPMENT AND OPERATIONS

Charges to the Joint Account shall mean all costs pursuant
to transactions under this Agreement, including preliminary costs of
investigation of the area of interest by Operator, including report

preparation and associated expenses, as well as all costs of prepar-




ation and review of the agreement to which this exhibit is attached

and costs related to further exploration, development, construction,
mining, the concentration and beneficiation of production and smelting
refining, or treatment of such production, the loading and transporting
of production, weighing, sampling, assaying and impurity penalties,
laboratory and testing costs, and all other operapions related thereto
conducted according to industry practice, including, without limitation,
costs such as:

A. Rentals and Royalties (No Change)

B. Travel and Related Expenses (No Change)

C. Services

1. _The cost of contract services (including those of Operator
as set forth in greater detail in Exhibit L of the Agreement to which
the Exhibit A is attached) including cost of power, light, heat and
effluent disposal, outside consultants;, attorneys; and auditor' fees
and travel and related expenses (except for special audits or legal

services performed for or requested independently by any party).

2 (No Change)
D. (No Change)
E. 1. (No Change)
2. (No Change)




EXHIBIT B

"NET PROFITS INTEREST"

The term "Net Profits Interest" ..s used in the Operating

Agreement to which this Exhibit is attached shall mean the share of net
profits from ;he operation of the subject premises retained and reserved
by a party pursuant to subparagraph (c) of section 11 thereof. Net
profits for any calendar month shall be determined by deducting from
gross revcnues all costs and expenses incurred in connection with or
attributable to the exploration, development and exploitation of the
subject premises. 'Gross revenues' shall mean the gross receipts from
the sales of the products resulting from the exploitation of the subject
premises. with regard to the distribution in kind of production, such
distribution shall be assigned a value equal to their market value at
the time of such distribution for purposes of computing " gross revenue"
as aforesaid. Costs and expenses in connection with or attributable to
the exploration, development and exploitation of the subject premises'
shall mean all those costs and expenses incurred by the non-withdrawing
party in the exployration, development and exploitation of the subject
premises from and after the date on which the withdrawing party
withdraws, as evidenced by notice in writing. Such costs and expenses
shall include, but not be limited to, the costs and expenses of exploring,
developing, mining, milling, smelting, refining, administrative overhead,
including legal and accounting expenses, freight, insurance and marketing
the products resulting from the exploration, development and exploita-
tion of the subject premises; all royalties, rental payments, taxes,
(other than taxes on income) and property payments resulting therefrom;
the costs of all buildings, structures, machinery and equipment; and in
the event of plant or mine expansion involving construction or re-
placement of buildings, machinery, structures and gquipment, the cost

of all such items. Interest charges incurred by the non-withdrawing
party in financing its operations on the subject premises shall be
thargeable in determining net profits. Net profits for any calendar
oonth as determined above, shall be reduced by the costs and cxpenses
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