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on them, nothing. I thought they had performed another
melt. So, you know...

I don't understand that.

v



JAB & TS Continuation of conversation re RFH silver ingots and
shutting down

Well I don't know how much it ways, but I would guess it
must be half a heavy as the piece that you have.

What is it, maybe 5 ounces?
Ya.

Well, that could be. There were some pieces left there but
they were in the water.

Pieces of silver?
Ya, but I wouldn't think they were 5 ounces.

Well, I don't know - since you have got the other piece and
I don't have a weight on...

Is it in the form of an ingot?

well, ya, kind of rough ingots, Ya.

I mean similar to what I have.

There are two — ya, right - two of them.
Two of them?

Ya, one larger one and one smaller one.

Well, I think that John Dean and I will take care of that
tomorrow morning.

Ya.

Because John has had an awful lot of experience — you know -
off the record on this sort of thing.

Ya.
And I would say that that kind of worries me.

Well, the whole thing is just so complex at this point, as
far as I am concerned, that 1 am very concerned as obviously
you are too, but one thing - well I think that we ought to
go ahead and melt tomorrow and then I think regardless of
the results I think we better shut it down, put these guys
on furlow, and find out what the hell is going on down there
because I can't warrant you one jota, and every time that 1
talk with Dick, it sounds like you have said something
different than what I talked to you about 2 hours before,
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and gosh, I deal with all kinds of people, and I never have
communication problems like that.

Ya. And I think that I am being very clear what I am
saying. And I think that I am making logic - logical sense.
I even think that I am making engineering sense.

Well, ya, I think so too. Obviously you have spent a lot of
time working on this, and I - as I think you know - am a
person who very much is a man of my word, and quite frankly,
I cannot warrant you what is going on and I am supposed to
be the guy that is responsible, and I just don't like the
situation at all. Now the other thing is, we do have a cash
problem. Regardless, I want you to either decide that you
want to go ahead and foot the bills on this, or certainly I
have got to shut it down tomorrow afternoon, regardless.

Well, lets talk tomorrow, Jim, ok? I will be working on
this project all day tomorrow. Lets see how the melt down,

lets see how the conversation goes with Dick, I want to see
what the explanation is on those ingots, etc.

Well...
I may agree with you.
Pardon?
I may agree with you.

Well, I guess the question is are you going to cover the
costs up to date?

I don't know.

Well, in that case, I will allow them to melt, but I will
shut it down tomorrow if I don't have a check for next
week's work. I don't really have any choice in that, Tom.
I meant I will give you my verbal answer tomorrow. You
don't need the check... You know, my word is good, I
presume.

Well, I don't know, it depends on what you are telling me.
If I tell you something - what I tell you is good. Right?
Well, ok, what I am telling you iS....

You and I have know each other long enough...

Ya, I know, but I am telling you that I have got to have a

check for next week's work and the back stuff that we have
ordered by tomorrow or I am going to cancel everything.
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Jim, I am not going to wire funds out tomorrow morning. That
is flat.

Well, ok, then I will shut it down tomorrow afternoon.

Now Jim, you are the one who is supposed to be the operator
here. As far as I am concerned, you have done a very poor
job. I have taken it over. Now I am not wiring funds out
tomorrow morning until I find out what is going on. We may
close down Monday afternoon, but I am going to wait until
Monday afternoon. The funds that are owed can wait until
Tuesday, believe me, they can.

I am not worried about the funds that are owed, Tom. I am
worried about the bills we are putting up.

Fine, we will make that decision on Monday.

Ok, but if I don't have any cash in the back on Monday, I am
going to have to shut it down.

I am not going to wire any funds out on Monday.

Well, in that case I will have to shut it down and cancel
all the stuff.

Jim, listen, you tell me what you have been doing over the
last 2 weeks, or 3 weeks. If I hadn't gone out there, ok,
we would still be putting money into this God damn project.
Good, well I understand that.

Ok, now I will tell you when to shut it down.

No, as long as I am responsible for paying these bills...

You have not been responsible for 4 weeks on this thing. I
have been the one who has been responsible for this.

Ok, but you have just told me, Tom, that you are not going
to pay any more bills.

I didn't say that.

You told me that Friday night before you left.

I want to know what is going on. I will know more on Monday.
No, if your words of Friday night are still correct, which
you said you were not going to send any more money to

Tucson, then I simply cannot run up those bills on that...

What bills are you running up on Monday?



Je

T

e e e e e e e e e

We have got a whole 'nother days wages.

Are you saying cut off the wages on Monday?

Monday afternoon after they have melted that down.

Fine, I am saying you can cut them off on Monday afternoon.
I may agree with you on Monday afternoon, but I am not going
to agree with you on Monday morning. Now if you are not a
business man or a gambler enough to wait, Jim, then maybe
this is not your cup of tea.

No, you are going back on what you agreed to, Tom.

What did I agree to?

Which was to fund this thing.

Ok, what happens if I stop funding it?

Well, that is essentially what you have said.

ok, and how long do I have? I have 7 days. I am not playing
that game with you.

You have 7 days for what?

Oh, I don't know - it is 7 days I guess from when you called
for it or something like that. But I am not playing that
game. I mean you know that is going by the letter of the
agreement.

Well, ok.

I am not playing that game, Jim. That is...

Well ok, but

I mean lets don't play that game against each other.

I would agree with that, but you must be able to see the
position that I am in. '

I am, and I am saying you wait until Monday afternoon.

Well, ok, I want you to tell me whether you are going to
stand behind the bills that we have run up so far.

Well, which bills are we talking about? Wages?
Wages and equipment that we have ordered to date.

What equipment have we ordered?
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J: Well, we have got bulldozing fees, we have got $2,000 worth
of hypo coming, we have got back wages, which I have got
taken out of my account, and whatever other lingering
expenses there are.

T: Well I will stand by some of them - you are really - it is
not very wise to ask me at this time. I am telling you you
are better to ask me Monday afternoon. And it isn't going
to make that much of a difference. I will stand by Monday's
wages. I will make no further commitments because there is

no reason for me to make it today.
J: Well, except for...

T: Its Sunday evening, there is no reason for me to make it.

J: Except for the expenses up to date.

T: Fine, Jim, I am saying that I am making a commitment for
Monday's wages, alright? Now I don't intend to walk away
from this project. I wouldn't have come out there if I was
walking away from the project. I may have to get on the God
damn plane next week and fly out again.

J: Well, ok, but what you told me when you left has given me a
great deal of concern, and I think that that is unwarranted.

T: This whole thing has given me a great deal of concern. It
gives me a great deal of concern that there is nobody out
there who I can depend upon to really understand this deal.
Now, I have not come down upon you on this.

J: Well, I understand that Tom, and my recommendation is after
they melt Monday, is just shut it down.

T: But you may not be right. You have not been down there -
for reasons that I don't understand - you haven't even gone
down there. You sent Ed Speer who I do not consider the
most qualified manager around.

J: Yes, I understand that.
T: Do you disagree with that?
J: Well, I am probably the most qualified here.

T: Right, ok, but I don't think that Ed is. Now I have nothing
against Ed, except that he is probably a good geologist.

J: Agreed, I am not arguing with any of that Tom, but what I am
saying is is that I put Dick down there for somebody that I
could depend on to take care of it. I do have other things,
and I never warranted that I didn't. At this point, I have
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no confidence in Dick's decision making capability nor
projections, therefore,...

But you don't even take the time to go down there and find
out.

Gee, Tom, I have got another emergency project that is just
about as equally important.

Well, I don't care about that one.

Ya, I realize that you don't.

In all due respect, I don't care about it..
Ya, I realize you don't.

You know, I don't think that this thing ought to be
recorded, Jim. Ok?

End of discussion on tape.
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First side of tape - conversation between TS and JAB in progress qﬂ?
J: Well, I don't know whether there is any point in going over
spilt milk, Tom, what I am telling you is that I think that

we can pull this out, I think that we can - should bring in
some added help on it, if you sO desire - are you there?

T: Ya, I am here. But I want to have - you know I have been
backing this project for the last $50,000 to $75,000

J: Ya.

T: Ok, and I want it very clear before I leave town oL I am not
paying one God Damn thing - Ok - starting as of today - Ok -
until there is an understanding of what the financial
relationship is. Because you and I had reached a deal — now
as far as I am concerned, we are going to have to pay
something to Dick - Ok - and then John Dean wants his share
- you know - wants part of it - he was talking about a big

cash flow with what he wants -— when you bring in this new —_

guy, you are probably going to have to pay him something,
and the capital budget is higher.

Js Ok.
T: Look it - we have gone through about 150.

J: Alright. Well lets take it from the point that we are — I
think that at this point or at at $150 I believe the deal
was you earning 50%, I think that was it.

T: Listen, I would have dropped out. When I went down there
and I saw what was going ony I came back and I said look, as
an operator, I am going to be the operator — I want you to \il\
be the geologist. I don't want you to be the operator
pbecause - and I feel strongly, Jim, and I hope you can hear
me - Ok - as an operator you were not doing the job that
needed to be done. You dian't - we had Rabb - who wouldn't
charge us one God Damn cent was hever even called in. Now
we found Rabb - not you = and you should of because you knew
him and we didn't. Your job as an operator is to find those
guys, and you haven't done it.

J: Ok, Tom. I think that I would have been down there had I
been able to justify my expense which I told you in detail
that I could not, if I was not reimbursed, and that is in
our original written agreement.

T: Fine. That is what it was in the past. We can't afford -
that was when for $25,000 we get into production or for $50 s
we get into production. We didn't see dog shit.

J: Alright - all I am saying is that...

- - - —— e —————



Which meant that your analyses was off. You said that you
did some geological surveying of that heap. I would like to
see those results and I would like to see you reproduce one
of those.

I did some geologic surveying...
Yes? Justifying - backing up - checking Dick's numbers.

No, I don't think that that was the case. I said that I
believed that his numbers were correct.

But did you do any checking of his numbers? Any checking of
his geological assays?

There wasn't - there was not any assay or check proceedure
done, Tom. What we were supposedly going to do was run a
$25,000 test.

Alright, and we ended up running a $100,000 test, and I
stepped in. Now how much room do I need to give you?

Well, you had kind of stepped in and taken over direct
control with Dick...

Ok, because I became more and more concerned, and as it
turns out - its justified, Jim.

Ya, and I have never gotten any reimbursement for any of my
ongoing expenses Tom.

Either have I.

Well, I know, but the agreement was that you were going
to...

The agreement — what was the agreement? The agreement was we
were going to put in $25,000, we were going to turn the
machine on that was going to start producing.

Ya, that's right.

Ok, now, what happened? The deal has changed completely.
Well, I think the realism of it, Tom, is that we are talking
about something that will probably get underway, will
probably produce lots and lots of revenue, and for an
initial error, I think that its unfair to expect that kind
of a demonition in my interest - all things considered....

Why didn't you complain then - when I was willing to fund
it? You had a month to complain.

Well, in part because I have not had the opportunity to sit



down and really think the thing through clearly.

Well Jim, thats - you know - what pisses me off is that I
have been funding it - taking money out of my pocket and you
say you haven't had the chance to sit down and really think
it through. Well, I have, and I have paid for it.

Well, you have also taken over the....

You are darn right...
Position of operator...

Absolutely. And I would like your help as a geologist - I
would like your help in finding the Rabbs of the world,
because I think that it is going to make you and I a lot of
money.

Ok, I would agree. What I would certainly agree with, Tom,
is that you go ahead and get that additional expenditure
back - but I think that we are going to make literally lots
and lots of money down there if it is done geologically and
metallurgically properly.

Alright - who put in the sampling technique? No you - I
did. Ok. Who put in that we switched from hypo to cyanide?
I did. Who put in that we switch from the heap to the
Contention? Who went from one de-aeriation tower to two? I
did. Now that is what an operator does. I am not
convinced, Jim, that you can be an operator. You have not
convinced me at all.

Well, Tom, my original agreement was never simply to operate
that on my own string, and I cannot be an operator on my own
string. Now what I will do is I will...

You haven't proved to me that you have got the ability to do
it as an operator.

Tom, I have got plenty of ability. Now whether....

No, I don't mean ability in that way...

Ya, ok...

And I don't mean that...

But I have got plenty of ability...

Ya, but you have got a lot of fish to to fly, Jim, — Ok - we
are just one fish that you are flying and you haven't

sighted for seven months.

Ya, my biggest mistake was not getting rid of Dick



immediately, and part of that was because you had stepped in
as essentially operator — and my big mistake actually...

I stepped in and got the information so we could get rid of
him. I stepped in and got the information so that we would
have alternatives. Your alternative was Jack - whatever
Jack's last name is - ok - and Tom Waldrip - who I don't
really know. But Jack I do know, and the answer is
absolutely no. I think that he is....I don't know - maybe I
should't knock him that much but he...

Well, I don't think that you should either because he has
been involved in mills and milling. I don't think that he
is the one that we need down there.

He doesn't have the personality to carry it off.

I am not arguing with you on that.

Ok. But I am saying - alright now Rabb should be able to
find us somebody - or - you know - or a couple of guys on
that list - calling them. We'll find somebody but we can't
look at the S.E.A. organization - that is such a small
population to look at - our sample isn't large enough.

Well, I don't - Dick was supposedly the metallurgist, and he
has completely washed out.

Ok, but Dick as been suspect for at least a month.

And I told you, I think a month ago, that I thought that we
ought to get rid of him - didn't I?

But you didn't have an alternative. We are not looking for
that alternative. You didn't have a way of getting an
alternative. That is what an operator does.

Well, you didn't agree with me at that point - I think was
the big problem.

Well when we talked about Jack, we talked about Tom Waldrip,
Ok - I didn't necessarily disagree about getting rid of
Dick, I said lets give him - you know - lets keep our eye
out. I said looking for somebody else. I remember saying
that to you, Jim. I doubt whether that would be in my notes,
but I would say that to you. But I remember saying yes,
lets keep on, lets look for somebody. I have been looking -
we should be looking for somebody for a couple months in the
past, and I think we have. I have. I mean that is why I
jumped at the opportunity when John Dean called me about
Rabb.

Ok, well...
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You see my point?

Ya, but Tom, you have kind of hit me in my Achilles Heel in
a bad time, and you know, I am not particular happy about
it, but it has resulted in a great deal of expense to you
and a great deal of consternation for me. And I am not
trying to find fault, and I am not even trying to tell you
that I am going to take any cash out of your pocket, but the
one thing that is clear - if there is more reserves
discovered down there, in all likelihood, it is going to be
me that is going to be responsible for outlining them.

But ydu know, Jim, the reality is - I mean - you know - I
sent down Ed Speer — ok - and I don't think he did a very
good job at all. I think that it was a waste. You came
down...

I don't really agree with you Tom. That is really pretty
typical for a very quick one or two day examination. I
think that he spent a total of 2 days...

Fine.
On the project.

Ok, but the point was he didn't - you know we did a barrel
test - Ok - we indicated that there really wasn't probably
much there. He came up with a high value - we could never
reproduce it, and my point is that I can't use the Ed Speers
with these very high values - they are too expensive. I
have got to hire my own geologists. Not at an overhead rate
of S.E.A., but as I said, I got to hire the guy on a part
time or a full time basis.

Well, I think that what you are going to find is that the
cost is pretty close to being the same. You know, there is
a reason for the overhead - that is that it is supporting a
lot of facilities. Now, you know, the geology is not that
complex down there - well its complex - but it is not going
to be that time consuming now that we have a photographic
base map to...

Did that 1' to 20' get done? 1" to 20'?

It is not yet. I am not even sure what status it is at. I
will check into it.

Ya, because I - Dick said ya, he was looking for that
because he had reworked all the old workings - underground
workings - and he wants to put that on that photograph. I
said how long will it take - I said you really ought to do
that before you talk to Jim - I am trying to get him to
impress you so that he doesn't get fired. You know, there
is a side of me that is sympathetic to Dick.



Ya.
So he says, ah, it will take me 5 minutes. Oh?

Jesus. Well, ok, I am not even sure what he is talking
about when he says the underground workings - but - do you?

What?

Do you understand what he is talking about when he says he
has plotted all the underground workings?

Well, there is a map of the underground workings of the
Contention area — I am seen it. And he wants to plot it on
the photograph. But when he said it would take maybe 15

minutes - well - you know - I mean - what is the value of
that?

Well there is no reason that he can't plot it on the 1" =
100' map that he has already got.

But he says he has.
He has?
Ya, but it is so close, you can't really tell anything.

Well, I would agree with that, but I am not sure that the
added scale is going to make much difference.

Could be, could be.

Well, I don't know. I can't argue that one way or the
other.

It is just that - you know - it like he is always shooting
from the hip, and...

Well I am not sure what value that is going to be. 1Is there
some reason he even wanted to do it - at this point?
Something that should be done?

It indicates where there were old values in the past.

Ya, ok, I would agree with that, but I haven't seen any
copies of the hundred scale stuff, and furthermore, I
haven't seen any daily reports either so...

Ya, well why don't you call Dick and get brought up to date.
Call me in the morning - Ok - because the financial
arrangement has to be resolved before I leave town.

Well, since it is not really coming out of your pocket, Tom,



what are your...

I got a summary of the expenses and $4,000 for this week and
who is going to pay it?

Well, I expect if you don't pay it, I will simply shut
things down there and pay it myself.

Alright - but that is just - I am telling you - the budget
is so big - ok -

No, I agree with you 100%.

That obviously does not include the $7500 for the Farmers.
Ya, I agree with that too.

So, that is what I am saying. It has got to be resolved
before I leave town. I mean I am very unhappy that the
night before I leave you bring it up. I wanted to make sure
before I left that there was an understand because it isn't
in writing - you know - its our word.

Well, and, you know, we...

I am glad you are not dis—acknowledging our agreement. That
would make me very unhappy — I am not - you know - what you
are saying is I want to re-negotiate it again.

Well, now what you are saying is you wanted to re-negotiate
it, but after looking back at that, Tom, - now of course I

was in Nevada and did not have the chance to review that,
buteas

You had a month, Jim.
Pardon?
You had at least a month.

Agreed. But reviewing that thing - you know - I am already
being penalized as any expenditures go on. Now...

When there is a cash flow - I mean, look, Jim, there would
make me nothing happier than to pay you all sorts of money.
I don't object to paying you money.

Ok, then that's fine.

But I can't pay you right now, and right now we are so far
behind that - you know - we are in jeopardy of loosing the
whole deal - not paying you the money we need.

Ok, lets do it this way, Tom. Lets just simply - we will go



ahead and find somebody to hire. I will go down and put in
the necessary time, but since I have not been paid anything
at this point - and you are simply reimbursing Dick on his -
essentially on a salary basis - lets go ahead and lets keep
that thing at the agreed on point because I feel very
strongly that we are going to make lots and lots of money
down there, and I also feel very strongly that it is going
to be largely up to me to pull the whole thing off
geologically. That is the basic thing that has to go in
there. And - you Know =...

I am not willing to go back to a 60-40 deal. And that is
final.

Well, Ok, lets hang the whole thing up then because I
don't...

You want to go back for a 60-40 deal? You know, that is
just fucking rude. Because one, Dick was getting 20% - we
know he is not going to get 20%, and you are asking for his
20.

Why are you saying he is not going to get his 20%?
Are you going to give him 20%7?

Well, that is what I told you this morning.

That you were going to give him 207?

It is written into our contract, Tom, that he gets half of
whatever I make.

Fine. Then go drop down to 12, and take it as a - not a
retainer - but as a consultant - take it that way. I mean I
can get you around that one. God Damn, after he has fucked
me over — you better believe that he is not getting 20.

Ok, well then lets see if we can't...

In other words, I will work with you because I don't think
that you have ever, Jim, tried, knowingly to do me - you
know - to hurt me in any way.

Well, I sure haven't Tom...

I know that so I will work with you anyway you want - I
don't have any problem with that. But - no wait - Dick has
tried to - I mean if you put the things together - what I
told you - hey, he has really - no, I really think that he
is crazy.

Well, I think he is too. I think that he is absolutely not
right. So, fine, lets....
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In other words, I will pay you 12% - ok - which you can
split with Dick, which gives you 6 - 6 and 6, and then we
will accrue a retainer fee for something and we will figure
out what the percentage of that will be. It will get you
right back where you want to be.

Ok, as long as we can get me right back where I want to be.
But if you want to be at 40%, forget it.

I want to be at 20%, and then we can negotiate with Dick
whatever is necessary. I think that Dick has offered us a
service in getting us the deal with the Farmers, and that is
about it.

That's right. And he has cost us a lot of money and time.

I certainly agree with that. Not only you, but me. I am
sure that I have got $50,000 worth of time involved in this
and God knows how much in expenses.

That is 6 months of time in here.

Ya. You know it has damn near sunk my operation too so I am
not any happier than you are, and it is going to strain the
hell out of me to continue to put in the effort necessary,
and I will do it, I have said that I will.

Jim, lets get back tomorrow morning. As soon as you get
into he office, give me a call because I am on a very tight
schedule tomorrow.

Ok, what do you want to do about Bill Hight, Tom?
I don't want to call his - John Meselp? just died.
Oh balls.

And I have written him a letter and I have a draft of it,
and I will read it to you tomorrow.

When did he die?

About a week ago. So you can't call and discuss - you know
- we have to put something in writing to him, I think.

Ya, I think so too. I don't know what the ramifications of
that are. That is unfortunate because Mefelt?, according to
Dick, was more reasonable than Hight was. And I don't mean
to be bringing bad news on top of an already complex
situation, but...

Oh, I know that, and I have written a letter to Gallup, who



was supposed to be out in the Tombstone area - I asked him
to stop in and see you, etc.

Ok.

Ok, and I will work on that and I will read it to you
tomorrow. Maybe I will send it out to you and it can come
from the two of us.

ok.

Ya, I have written the first draft. That guy was really
kind of an interesting quy.

Ya.

That is a shame from every way you look at it.

Ya, what are your feelings as far as that being thrown into
probate. I don't know how that is going to affect the
negotiations. I gquess that it is a corporation though so
Hight should have jurisdiction, isn't that right.

Excuse me?

It is a corporation and Hight is the President, is he not?
Ya.

So that shouldn't really affect things.

But Hights nemis was Mefel? so it should really help Hight.
I mean he was always looking over his shoulder - what would
John say.

Right.

That is pretty fucked up.

Ok, well lets go ahead and review this tomorrow. What time
do you want to get together.

Jim, you are not going back to the status that you were
before because things have changed entirely. Lets discuss
it, we will get Dwight on the phone, get his opinion in the
morning — and I am fresher in the morning - I haven't had
dinner yet.

Ok, that is fine.

But lets get it resolved before I leave town, and - you know
- lets get it resolved.

Well, I agree with that, Tom. You know, I am not going to
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simply push over either. I don't want you to get that
mis-information.

But listen - you know - where have you been for the month?
You are not going to push over while I - you know - forget
it. I am not either. And just because - you know = the
night before I leave town, you want to say well gee I have
been thinking about it - well, so have I. And when we find
the little reserves, now you have been thinking about it.
When we were back on the heap you weren't thinking about it.
You know it is really not very fair. I want you to give
that some thought, Jim. Now lets go back two weeks where we
were when we were still on the heap, and I didn't see you
wanting to come in here and be the operator - at all.

Well now, you said that you were going to be regardless,
Tom.

That is right, and I am still going to be, regardless.
Alright then, lets make it worth my while to continue on.
Well, lets make it worth your while not to.

Alright.

Because - you know - we can find another geologist - I don't
want to - I want to start a business with you that is going
to go on for a long time - Ok - but at the rate that you
were charging us, we couldn't afford it.

Well, I think that that is very questionable because had I
been down there and had I been being reimbursed where I
would have not had these other problems... we probably would
not have had the problems that we have already go.

Jim, you tell me what contributions you have made to this
project.

You tell me how much pay I have got on it so far.

You tell me how much pay I have got on it. Now I want to
talk about what contributions you have made. Lets forget
about - anybody can bill out at any rate they want. What
contributions have you made to this project? I want you to
give that some thought.

Ok, well lets get together tomorrow. You set the time and I
will get together with you.

As soon as you get in the office. Lets say 8:00, that is
11:00 my time.

Ok, you are generally in at 9:00 aren't you?
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Ya, I am in early, but I have got - you know I am catching a
plane tomorrow night.

Ya, ok, good enough. I will talk to you then.

Bye.
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Conversation between JAB and Tom Schloss - day of departure for

Tom

J:

Hello |,

Hi, Jim.

Hi, how ya doin?

Fine. Would you call - I just talked to Bill Hight.

Oh, you did? |
Ya. |

Ok.

I brought him up to date. He does not want to - he wants us
to pay the money today. Ok, he will be in Tucson tomorrow,
arriving on Frontier Flight 1089.

Frontier Flight 109.

At 10:46 in the morning. He and a Frank Gallup - Frank
Gallup is a hell of a guy. A good businessman. He is about
our age - I mean it is all relative out there. Ok. And he
is the only guy that has got any business sense.

Ok.
Ok. I guess that he is going to be doing more work on this
project. I said hey we need your help here. And so,

typical Bill Hight said tough shit, we will take it back and
give it to our children. So you got $7,500?

Do I have $7,500? = ’*Eii
Do you have $7,500? A?§§?’

I am sorry, say that one more time.

Do you have $7,500.00? ; (?\\.

No, I sure don't. CEE&L

Ok, well you are the operator, you better come up with it.
Call me back when you get that done. Dwight and I are here
talking - I am trying to bring him up to date before I leave
town.

Well in that case I guess we probably ought to let it go,
then.

Well, you let it go, and I will pick it up by myself. I am



very unhappy with our conversation last night. Now, I am
going to bring Dwight up to date - call Hight, Bill Hight at
308-382-3147.

Ok, hold it, give me that again.

308-382-3147.

308-382-3147.

Right.

Ok. Now you want me to call him up and tell him what?
Well I suggest that you go down to Tombstone with him.

Ok, well I don't object to that, but what was the - why
don't you run through the jest of your conversation again.

I told him that we had made a lot of mistakes on top of the
heap - we probably have to crush the heap in order to get
anything out of it - that is the capital expenditure -
unknown how much is there - we have been working on the
Contention ore - we think that we have discovered high
value, but it is going to take a lot of capital in order to
bring it into production. We are going to need the
following pieces of equipment. We are going to need a
dozer, a front end loader, a 30 ton off the road truck, a
water truck, etc. We are going to have to build a plant in
order to meet those productions - that is going to take a
lot of time. We are taking the month of August and we are
going to be doing sampling. The month of September, we hope
to start it into production. I need his help in putting off
those payments - now.

Ok. And what you would like me to do is convince him that
he should?

Yes, unless you have got $7,500.00.

Ok.

You got $7,500 - you don't have to talk to him.

Ok, well I will give him a call and see what he has to say.

Ok, and he is going to come in with Frank Gallup tomorrow,
and I don't think you want to say much today.

What's that?
I don't think you want to say much today. I think you

either want to meet him down there or drive down there with
him, etc. - but he is not the guy that you really want to
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talk to.

Frank Gallup?

4%

You want to talk to Frank Gallup. Bill Hight is 75 years
old, Frank Gallup is probably 40 - 45. Sharp businessman.
Not in a good sense of the word. Now you know John Mefelt

died?

Ya, you told me that last night.

So you want to say how sorry you are about that.

Ok, well let me give him a buzz, and I assume that you Jjust
got off the phone with him. And then you would like me to

call you back?
Right.
Ok, good enough, I will do that.

Thank you.



Conversation with Tom Schloss following calling Bill Hight

J:
T2

Jg

Ya, Tom?
Ya Jim.

Ok. You want to call me back on the watts or what do you

want to do?

Ts
you

J:
in,

T:
J:
T:
J:
T
J:
T:

Js

T

Just bring me up to date on Bill Hight and then I will call
back in 10 minutes.

Ok. I am going to meet with him tomorrow as soon as he gets
and we will review everything at that point.

Great. And that's it?

Ya, that's it.

Ok, are you going to be around this morning?
Ya. Right.

Ok, I will get back to you in a few minutes.
Well, ok, shortly or...

Shortly - within a 1/2 hour.

Ok, well I have got another meeting I can attend then, so I
will just wait for your call.

Ok.
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Conversation between Tom Schloss, Dwight Lee and JAB - just
prior to Tom's departure for Italy

RE:

Termination of Dick and percentages — determination of
operator

Tom?

Hi Jim.

Hi, how ya doin?

Oh my God...

Hectic.

Jesus - the guy still hasn't called me back on that AA.

Well, for Christs sakes. Uh, is that the one from Phoenix
or is that the one from...

Located another one - I may have - we may have - there may
be a - we may have more than we think. I don't know -

trying to leave - you know, you are having a cut off to your
time...

Ya.
If you leaving the country - is extremely difficult.
I know what you mean.

Somebody has got to call the Arizona Bank. I will try and
do that.

Got to call them?

Ya, we got to switch our accounts over there. You know they
won't do business with your bank any more.

Who won't?
The Arizona Bank in Tombstone.
Ok, what is the reason for that?

They won't cash the checks because they have had to do too
much work, and they haven't been compensated.

Ok.

I have had Jane start the process of getting the signature
cards signed - or I guess maybe he hasn't started because I
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haven't had a chance to follow it up.
Ok.
It is just endless - this project.

Ya, I know what you mean. Well, Ok, Jane's already got that
in hand, I assume.

Well, I don't know. Give me the status on the pictures.
Well, ok, which pictures are you talking about?

The ones I asked - Slaymaker's partner.

Robin Brown - is that who you asked?

Yes.

Ok.

Do you know the status?

No, I don't. Are those photographs already taken?

I don't know - we will have to figure it out with Dick. You
are going to go down to Tombstone anyway tomorrow, right?

Ya, maybe tomorrow evening. I have got an important
appointment at - or had one at 11:00, which I pushed forward
so that I can take Bill Hight and Frank Gallup through the
office - go over that with them and then probably go on down
to Tombstone later on that evening.

ok. Ok, now you know they are going to be spending there
maybe until Saturday. I don't want Dick tied up - or I want
everybody working down there. Which is going to be
difficult.

Ya.

Especially if we pay them the money. Dwight and I have been
talking over what you suggested last night.

Ok.

And, quite frankly, I think that we will decline, and we
will continue with the offer that we have which is that 24%
goes to you and to Dick, and 76% to the financial interests
- and to the operators.

Ok, what specifically are we talking about, Tom, because
that is probably not clear. I think the operating agreement
that we lined out is good and clear - tell me specifically
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what you are suggesting - again - because we...

It is the agreement that you and I had reached when I took
over being - when Famco took over being the operator of the
Tombstone property down in Tombstone, Arizona, witnessed by
a operating agreement which was in draft form - and that was
that Dick's interest would be reduced to 12%, Jim Briscoe's
interest would be reduced to 12% - and we would put up the
money needed, and we will probably have to raise additional
funds in excess of that. We will probably have to get in a
partner - either some people that you know that you
mentioned last night or quite a few people that we know here
that are interested in this project. And we will have to -
it is not - well one we have already spent $150,000 - so we
only have $50,000 more to go, and that is not enough to get
us through the month of August - maybe the month of August
and September - especially when you put in the $7,500 that
is owed today.

Ok. Well, you know I certainly want to work with you guys
and I want to do whatever is fair. What is not clear is -
what that means is that a diluted - is that a working
interest, is that a carried interest, gross interest - what
is it that we are specifically talking about.

Lets combine the two. It is a 24.76% interest. If we have
to raise additional money, it is diluted with ours. Now
lets say we had to raise over $200,000 - an additional
$200,000, then we are all diluted - we are all in this
together. I am not asking to be carried or is this operator
asking to be carried any more than I would ask you. It is a
dilution for everybody in the same proportion as their
interest. And then, of course, you would take it down to
the - maybe the provision that we had in there - so that you
are not diluted down below zero or 1%7?

So we end up with a 10% profit carried....
Put that in, you can't be diluted down lower than 10%. Ok?

That is fine except I don't think that that applied to us at
all.

I don't know, Dwight? We didn't cover that point. Well, do
you want to be diluted down all the way?

Well, obviously I certainly don't.

Before we were talking that we would be the minority
interest. We would own 25% and you would own 75% of it.

You didn't want to be diluted. Now it is the other way
around, and I am suggesting to you that you could be diluted
down to nothing in here - I will make you the same deal that
you made us - I think that it is fair.
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Ok. Then what are you suggesting we do about our costs and
contributions?

Well, if the project is successful - ok - I think legitimate
costs that are charged to the project certainly should be
paid - back as soon as possible. I have no objections to
that. Now that is not costs for negotiating these legal
agreements. That is - that is an equity owner. You know,
that is for geological time. Ok? You know, for your
professional - you want to pay me for a — I am more of a
lawyer than you are - pay me for my professional help - with
a sense of humor, Jim.

Ya, ok.

You know - I mean - for geological time spent - ok? 1In
other words, you are a professional at what you do - well I
have no objections to paying for that out of the earnings of
this operation. And, therefore, it is in your best interest
- everyway you look at it - to get this thing as profitable
as soon as possible - it is also in your best interest to
keep the capital expenditures down as low as possible so you
don't get diluted.

Ok, I will tell you what, Tom, at this point, from what I
figure I have got into it cost wise, we are at about - and
assuming you put in another $50,000 cash - we are at about
75%-25%. I don't want to - because it complicates my
position because of the agreements and documents that I have
already got with Dick - I don't want you to negotiate
separately with Dick.

Fine. You and I will work - look, lets decide what we want
to accomplish, and then we will work together.

Ok, that's fine. What I - I want to think about this a
little bit - but let me just throw it out as a suggestion.
No, I don't think that I will. Ok, so what you are really
suggesting is that we be penalized - or I be penalized - by
20% of the $200,000 expenditure.

Can you put in $200,000?
No, no, no, nho.
You said it was 75-25 - that is the 75.

Well, at this point - where are we saying that the 24% that
you are talking about really begins?

Now, I suppose, I don't really know what you mean by the
question.
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Well, because we are talking about both of us taking further
dilution, and...

From the point of 200, Jim. At 200 we take further
dilution. 1In other words, we agreed to put in 200, but we
will put in that $200,000, but that - God damit, we have got
to prove up some more so that we can go raise some money.

We got to document it. I mean we have got so much work to
do in the month of August that it — I am not sure August is
going to be long enough, and I would - if there was a way
that I could cancel my trip - I would. But I would be
disowned.

Ok. What - alright then that puts me right back in the
position of operator does it not?

No, Dwight is here. You are in the position - remember when
we discussed this I said look, I want to pay you Jim 5% as a
finder and 7% as a geologist? - I want your input as a
geologist, and I want Dwight when I am out of town - now I
will be talking to Dwight - Dwight and I have worked very
well together - we have already been together for what 10
years? - He has got to make a number of decisions - now what
are they? How much money and time do we spend on the
sampling, two, how much money and time do we spend on the
metallurgy, three, what are the capital requirements - what
capital do we need, four, how are we going to raise the
money - how are we going to set up a program to actually
raise that money? Five, six, and seven. But that is what he
has got to do, and that is really not your strong suit, sir?

Ok, well that's fine.

What we need you concentrating on is the geology, two, who
is good in the area to replace Dick, and start interviewing
a packet of people, three just keep your eyes and ears open
looking for things that are going wrong. I mean, I don't
know what it is going to be, but don't you don't get
involved - in all due respect to you - in areas that
probably Dwight can do maybe as well or better than you can
do.

Well, I think thats

OF SIDE 1 OF TAPE

...his demise on that property is difficult.

Well, I am not sure that I agree with you that it is as
difficult as it is. One thing - I think that our sampling
and our ore reserve calculation is the most critical thing
to do right now, and as long as he is in charge of it - I



think that we continue to put that under a shadow, and I am
not sure that we are not doing a lot of work that may need
to be re-done because I don't know that we can depend on
anything that Dick...

Well that is why I tried to get Bailey Escapule down there.
Ok.
And I got to have somebody who iS....

Ok, well lets take the first step first, Tom, lets boost
Dick out of there as rapidly as possible.

Ok.
How would you suggest doing that Jim?

Well, I talked with Jay Kittle yesterday, and as far as I am
concerned, Dick really has not - there is no reason that I
can't fire him on the spot. I want to do it where he
remains - retains his cool, if that is possible, and I don't
want to get embroiled in any future legal hassels with Dick
- which is simply consumptive of time and money, and
generally doesn't do anyone any good. But I think the
sooner we get him out, the better, and I am having Jay write
up a letter of termination for Dick to be sure that we have
covered all bases, and as I have mentioned to you, Tom, I
think that it is reasonable to reward Dick for the part that
he has play here - which might include crucifying him or
tarring and feathering him, but I have considerably more
control over that reward than I had realized. And I don't
think that that need concern the two of you - in other
words, I do want to make it worth my while to pursue this in
a enthusiastic manner, and I prefer that you let me deal
with Dick on terms that are reasonable. And I am going to
be fair to the guys which is more than he was to me in
Cordeiro - for example - but I am not going to be overly
generous.

Well, can you tell you what you have got in mind?

Well, unfortunately, the way that we worked things out, Dick
is a 50% — or I am sorry - a 49% owner in both S.E.A.
Hydromet and The Austing Mining & Exploration Company.
However, since he is a minority owner, there is no reason
that I cannot call a Board of Directors Meeting and
terminate him. However, our agreement is written such that
the income flows to Austin Mining and thence to Dick.
However, I am under a variable degree of requirement to
declare dividends at any particular time, and I can do
pretty much with that money pretty much what I see fit. I
have the option of investing it, doing research with it,
paying myself a large bonus with it - within reason - before
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declaring any dividends. So that gives me a great deal of
flexibility. And I think that I will simply use that
flexibility in a way that will reward Dick for his input,
but not make it so lucrative to him that he is not penalized
for his shenanigans - if we can call them that.

Are you going to dismiss him entirely from your
organization?

Absolutely, I want nothing more to do with Dick.

I would put in a caviar. He will get whatever you are
willing to pay him, based upon the following: that he not do
anything to disrupt, etc. either your organization or the
Tombstone organization.

Ya, absolutely.

And Jim, I think the other thing we have to do is determine
whether he would have a course of action against us in that
circumstance.

Ok, well I would certainly be happy to have you, Dwight,
talk with Jay and I on this, but I don't think that there
is. As a matter of fact, I think he has no leg to stand on
whatsoever. But certainly we want to assure ourselves of
that. The last thing we need to do is get to haggling with
Dick either now or at some future date. Now one thing I
would suggest, is that we go ahead and give him 2 weeks
worth of pay -

Wait until all the bills are in.

Well, va, I want to say that we will give him two weeks
worth of pay, but I want to deduct whatever he can't account
for properly. Which includes rent on his house.

Well there is going to be rent, telephone bills, utility -
you'll be surprised at what comes out of the woodwork.

Ya, I am sure.

Now, what are we going to do - Dick gets 12%. What are we
going to do with that 12%? Now part of it is going to go to
- has the potential of going to him. What happens to the
rest? Well, my understanding is - and what I think I would
certainly be willing to do is have 24% go to the Austin
Company, and then Dick may get 12% of that, but that is
literally pretty much up to my control, I believe.

Well, ok, but what I say on that, Jim, - I am not saying -
hear me out on that. I say he ought to get lets say 5% as a
finder, and that 7% that I am paying you as a geologist,
theoretical - ok? - well - and I discussed this with Dick -



I am paying 7% to him as on site operator - now that 7% that
he is not entitled to since he will no longer be the
operator down there, goes to the new guy we find - or a part
thereof. Because we are going to have to pay him percentage
points. Now we are not going to be able to pay anybody we
bring down there enough salary to get him to go down there.
We are going to have to pay him a percentage. I would say
you have got those 7 points to work with. Now that is how I
envision it. You may have to - there is nothing magical on
the 5 and 7 that I worked out - you may have to compromise
with Dick - you know - at 6 or 4 or whatever, but he has
raged all of us over the coals.

Ya, no I agree, but see what complicates that is my
agreement with Dick, Tom, and...

I can handle that another way. I can always pay you a
consultants fee. I can pay S.E.A. for supervising the
contract, and nothing ever goes to Austin.

Well, I am not sure that that is not going to get us in some
real legal hassels.

Well, when we bring in this new operator - whoever he is...
You mean the new employee.

Operating officer on location.

Ok, well first I think that we ought to think about that
very carefully. Because I am not sure that we need somebody
of an extremely high degree down there. 1In other words if
it is Dusty Escapule or Charlie - I think thats - I am not
sure that that is in order.

No, it is not in order. You cannot hire Dusty to do this.
It is way over Dusty's head. So far over Dusty's head it is
frightening.

Did I sayesss

Charlie has got other fish to fry.

Ok.

You got a whole list of people that you discussed with Rabb
- anybody look interesting?

Except in one case, they all currently have jobs.
Ya, I know - you are going to have to offer them something.

So, that is a bit of a tough nut to crack.



e e e e e — et et s e et ™ e et P s e st e ¥ —— N s e e e A — . . . -

Why is that a tough nut to crack?

Well, because you are offering somebody something that is
very ephemeral and...

Sold us - sold it to us, we ought to be able to sell
somebody else.

Ya. Well, it is a little bit harder to sell that type of
thing to a young college student, which is what we are
talking about.

I am talking about somebody that is in his 30's. Been out
of school - not wet behind the ears - and you pay him - you
see 5% of the net profit. 1In other words, you figure out
some system. That is what it is going to take to get
somebody good. Dusty Escapule cannot do it. He doesn't have
the - he can't do it.

Well, ok, I don't think that during August we even need
somebody down there because all we are doing is sampling.

No you don't understand what we are doing in August.
Well, obviously I don't.

Ok, I would like to review it so — I have gone over it with
Dwight - but I would like to go over it again.

Ok.

We are doing a sampling program. We are doing three
different things - the way I see it. We are doing a
sampling program where we have taken a hell of a lot of chip
samples. We are only able to do a chemical test to that
because we don't hae an AA. Two, we have scraped the
alluvium off of the ore body, and have ripped it. We are
going back with a backhoe and pick it up and we are going to
run a lot of barrel tests.

Ok.
Three...

Until we get the AA, what good are the barrel tests going to
do us?

Because you can save the pregnant from it, and you can run
them all in a day when you get the AA.

Well, I don't think that we better do that until we get Dick
out of there, Tom.

That may be. Let me just tell you what the program is.
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D: Why do you say that, Jim?

J: Well because salting of that type of sample is the easiest
thing in the world to do, and I certainly wouldn't put that
past Dick. It is hard enough to keep somebody from sampling
a rock sample - but a liquid sample - it would simply take a
little pipet of silver bearing solution.

T: Ok, well let me just tell you what the program is, and then
you guys tell me how to implement it.

J: Ok.

T: Ok, anyway, so we do the barrel tests. We then take some of
the ore and we do a screen analyses and do barrel tests on
those screen analyses to determine the crushing.

J: Ya. Wait - we are still talking about stuff from the
Contention.

T: Only the Contention.
J: Ya, oks

T: Nothing gets done to the heap. Absolutely nothing. Ok.
Then we do a barrel test, then we do barrel tests on crushed
ore to determine whether we should crush it or not, and how
far we should crush it down. Ok. That is one little area.
That is called the sampling area. Part two, is you document
that, which is what your specialty is in such a way so that
it has some meaning to it. Ok.

J: Ya, ok, the documentation has to go before - well at the
time of sample collection.

T: Fine, at the time, during or whatever, but it is an intregal
part. Roman numeral three — we have ore that is on the pad,
half of that should be crushed, and half of that should not
be crushed. Two separate - underlined - small heap leach
tests should be run. Dwight, and or you, should go down
there to receive the gold and silver in your hands when it
is poured.

Je 0K

T: That is Roman Numeral Two, Roman Numeral Three is planning -
how much measured ore do we have, what do we think the
anticipated amount we are going to get back from it is.

What is the capital budget needed to accomplish it, how much
time, how many people, what is the overhead, etc.

J: Ya, ok.



I would like this all done by August 31 on my desk. Dwight,
put your finger down.

Ok, do you have this written out, Tom?

No, but Dwight has got it.

(Dwight talking in background)

Dick knows all the sampling. He knows all the sampling
areas - the documentation - he is working on it today, Jim,

and I can't tell you whether it is adequate or not. You are
going to go down there tomorrow and find out. Alright?

Was it your plan to fire him when you went down there?

Not until I get a specific document from Jay. Now I may
tell him verbally that, but I am not sure that I am going to
give him any documents until I make sure that they are
correct.

You can't separate those events. I mean once you tell him -
it is all over.

Ya, I agree.

And you don't know what - I mean once you tell him, you
basically - when you have to have all stuff he has done to
date - otherwise he has taken 400 chip samples — or some
number - according to Tom - which are going to be
meaningless. So you don't want to fire him yet.

Wait a minute. Why do you say that these chip samples are
going to be meaningless?

Well, unless you have the documentation that goes with them
- I don't think that you fire him right now.

Well, if he has done it correctly - they should be marking
in the field...

Fair enough. Then you want to determine that before you
fire him.

Ya.

Jim, I don't think that you are going to want to fire him
right now, sir.

Well, Tom, Tecee.
I got to have a replacement down there before you fire Dick.

I don't agree with you, Tom.
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Your point well taken - how can you have him do anything if
you don't trust what he is doing?

Ya, no I think that we simply ought to get Dick out of
there, and until we get a replacement - to simply either

close things down or...

But $7,500 a month - it is kind of hard to close things
down.

Ya, ok.

But - ya know - you need somebody on site all the time to
watch what is going on. Now you are down in Tombstone,
Arizona, which is the sticks - I mean you have not got self

motivating, highly creative individuals. You have got the
salt of the earth.

Ya.

I mean, you give any one of the three of us a project, and
we will get it done by golly - in what we like to think is
the shortest time. Now do you know an Al Waterson?

Is that - ya - is that the guy that Dick has got down there?

Ya, he is coming down in a couple days.

Ok, I think that we ought to tell him to turn around and go
back.

Ok.

He is Dick's man = I don't know him. Dick says he is highly
qualified - that is great - but Dick is supposedly highly
qualified. Al Waterson apparently worked down there, worked
on the dump - that is well and good, but until I interview
him and know what his qualifications are - I don't think
that we ought to have him come down.

Jim, I don't disagree with you at all. I mean - yes - I
agree with you completely — but I wanted to tell you - I
didn't have his name before.

Ok.

But, he still may be good - you want to interview him. Ok?
Ok.

What I am saying is that I need somebody in there.

I am pulling out that list of Rabb's...
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Ok, lets go through what we want to accomplish again, Tom.
What do - do you have it noted down?

I can give them to you again. Let me give them to you and
just take notes.

Alright - hold on just a second. Ok, shoot.

Roman numeral one - Sampling - take rock chip samples on the
faces - on the faces - period. You know what I mean...

Exposed faces in the cut.

Exposed faces in the cut. Two - by the way which has already
been done -

And this is where we have got 400 already taken?

Ya.

Boy, oh boy, I don't like that.

Not all 400 of them are there. Two, take a dozer and scrape
off the alluvium. It has been done. Three - just tell me
when you are ready =

Ok.

Three - take the ripper and rip it so that you can take a
backhoe to it. 1Its been done. Four - this is being done
today - take a backhoe and make a backhoe cut. Five - take
from the backhoe cuts, a sample and run barrel tests. Six -
take some of those barrel tests, or some of that ore - and
do a - you know, a crushing analyses?

Ya.

I don't know what you call it.

Screen analyses.

A screen analyses - but using barrel tests.

Wait a minute - screen analyses of what.

Of some of the ore from those backhoe cuts.

Ok, sO we are ON...

You gotta determine which ones to do, Jim.

Ok, we are on seven — screen analyseS...



From ore from some of the backhoe cuts.
Screen analyses of ore - of crushed ore - right?
Yes. And you and John I am sure will agree on a technique.

Ok, now I understand that somebody - or Dusty - or somebody
is making up a screen.

Exactly.
Ok.

You are part of the way there - I haven't left you in the
lurch.

Ok, can you hold on just a minute? I will be right back with
you = I will put you on hold. Ok, are you with me?

Jim?

Ya.

I went to the bathroom.
Ya, well, ditto.

That is where Dwight is.

Ok, we are on seven now and we are talking about screen
analyses of crushed ore.

Right. I got another one too. Put down at the top of your
paper Employees, ok? We will come back to that. Ok. So
crushing a screen analyses. Screen analyses done with
barrel tests. Do you follow what I mean?

Ok. _

The only thing that is valid are barrel tests. Everything
else you want a yea or nay.

John feels that way.
Ya. You don't care what I feel, right?
(chuckle, chuckle)

Anyvay, ok, that is the sampling, and then again you
document it and you are measuring out the ore - trying to
come up with - gee - the objective is there enough ore to
justify capital expenditure? And today, we don't know that.
We are really in the blind. Now everybody thinks, and
everybody is thinking that there is a lot of ore - gee - we



thought that about the heap.
Ya, absolutely.

So, I don't think - I am not going to listen to anybodys
thoughts -

You shouldn't.

And then, all I really want done in August - I want other
things - but that is really the most important thing.
Because prove that, we can all - I mean we can approach your

guys, we can approach our guys to raise money - ok - but
without it, you can't do anything.

Ok.

Ok, now that is Roman Numeral One. Roman Numeral II...
Wait, wait, wait - how did we get to Roman Numeral I?
Sampling is Roman Numeral One.

We were up to Roman Numeral Seven.

No, that was number seven.

Oh, ok.

You don't know how to outline.

I just didn't hear what you were saying.

Now, Roman Numeral Two - which is a separate area - which is
why we need so many people — I am going to ask you to do an
analyses of the employess - have we got too many or too few.
Hopefully we have too many. But anyway Roman Numeral Two is
the metallurgy test that John and I went out for - ok - was
it inconclusive - don't write yet - was it inconclusive in
its conclusions and disasterous in its implementation? I
want to re-do it. There is enough ore there.

Ok, now are you talking about the heap leach test?

Yes.

Ya, ok.

Ok. I mean it was really poorly done. As far as I am
concerned, you can fire Dick on that one. I mean there is
no excuse for what was done there. And - boy - anyway - you
have got about another 200 tons there - take half of that -

split it in half - mix it up, do whatever you want to do.
Take 1/2 of it and crush, the other half put into a heap so



that you have got two heaps - and run two - underlined -
separate tests with that small plant.

Ok, crush 1/2 and mine run - test both.
Yes, right.
Heap leach both..

But separately for God's sake. I mean it is obvious to you -
but to put them together is so stupid - and - document it -

on what the throughput on the plant is, how much cyanide you
are putting in, how much zinc - you know, the whole thing.

I think these are obvious - should be obvious.

Well, ok. What I would like to do, is I would like to get
specific directions from John.

Fine, you will have no trouble in getting that from John. I
mean John will do anything.

I am sure of that.

I mean, there is no problem. But I understand what we are
trying to do, and he can give you the details of how to
implement them. And then, still on Roman Numeral Two, I
asked Dick to do an analyses of the pad to determine whether
the pad is leaking. Now you should discuss this all with
Dick when you are down there - so you can get brought up to
date. He wrote a memo on it - ok - and what he wants to do
is put diesel fuel on it as a binder.

Ya, I know.

I said well Jesus - what will that do chemically? Well, you
know Dick doesn't know.

Well, as a matter of fact, have you talked that over with
John Dean?

Yes. He doesn't know.

I would think that cyanide reaction - tends to react with
organics - diesel fuel is an organic - I think it might be
death - I mean we might get a layer of silver on the diesel
fuel.

Ok, check it out with John or Rabb - but I talked with John
this morning - John feels that Rabb is not as much a
metallurgist as he is a mining engineer.

Well, now I don't know whether he told you or not - but he
did a thesis on cyanide leaching when he was in school, and
actually did some work down in Tombstone.
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Remember John's partner wrote the book.
Ya.

The two of them are not in competition as far as I am
concerned. John feels that by the way he answered his
questions, that he is better as an engineer than he is as a
metallurgist, although he is knowledgeable in metallurgy.
You might want to ask them both.

Well, his title is mining engineer - however, his degree is
in metallurgy.

I know. But ask both of them whether if you put diesel fuel
on that - is that going to cause problems. You cannot trust
anything that Dick tells you. But you know that. Ok, Roman
Numeral Three - is really - you have to supply the
information to the mining engineers - gee, what is the
throughput of our plant? What size equipment do we need?
How long is it going to take us to get it into production?
When can we expect a cash flow? How many people. I will go
slower - ok - One, how much ore have we - ok - under Roman
Numeral I think Three - One, how much ore have we measured
out; two, the value of the ore; three, the throughput on the
plant; four, the size of the pad; five, the equipment needed
to move the ore onto the pad in such a manner...

Ok, hold on a minute - the plant throughput...

to be utilized 12 hours a day - two sun up shifts - see you
don't work at night but you work from 5 in the morning until
7 or 8 at night. Do you follow me?

I am sorry - now tell me that again. You are talking about
the size of the pad...

In relationship to the equipment. In other words, lets say
you have a dozer, front end loader and a truck - and it
takes 5 hours to £ill the pad and you have all that
equipment sitting there doing nothing - you know - while you
are leaching it? That makes no sense. Get smaller
equipment. Ok. This is what an engineer should do for us.

Mine planning.

Ya, to me it is basic. I mean why we are having so much
trouble on this, I don't know. But it is basic.

Ya, it is, no problem.

You know, Jesus, I am not even sure that my friend Jack
couldn't do that part?
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Who?
Your friend Jack.

Ya, I think that he probably can because I think he has done
that type of thing before.

Ya, I mean that is not really difficult. Once you give him
the raw information - he should be able to do that. Or Rabb
could do that because he is an engineer. Or he could check
Jack's work. Do you follow me?

Yes, absolutely.

I mean there is some combination. Ok, Roman Numeral - we
are still on Three - I don't know what number...

You are on six. I have got pad requirements as four and
mine equipment as five.

And six is what capital are we going to need.
Capital requirements.

And seven is what are we going to have to give up to get it.
And eight, what are our alternatives. I think that that is
all I can think of. Now these can be expanded. Ok. Next
Roman Numeral - I think it is Four - is the employees. For
each stage, how many people do you need? Now Dick seems to
forever be adding to his payroll.

Ya.

And I have very little ability to control that from here -
because I don't trust Dick. Very difficult to work with
somebody you don't trust.

Absolutely. How many employees, how many people do we need.

That is for each of the stages - to do the sampling program,
lets say you needed three people. On the barrel tests I
think you only need one. Use somebody like Scruggs to run
it = or no not Scrugs - OC to run it under a professional
supervision.

Ok, fine - have you got anything else here?
No, I don't.

Ok, let me make these suggestions, Tom. One, lets get rid
of Dick, lets turn Waterson around - I will be happy to
interview him if he wants - and if you want to do that, then
I would suggest that we pay his way down here to talk to
him. Maybe he is the guy, maybe he isn't - but I am very

|
|
|
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very leary because he and Dick are friends - Dick has a way
of mesmerizing folks, as we unfortunately know - I think
that it would be very dangerous to have him involved at all.

I agree. I mean - no further discussion. If he wants to
come down to interview you, Jim Briscoe, fine - otherwise
forget it.

Ok. Lets get rid of everybody except Dusty Escapule as soon
as possible. Let me put people from my staff on doing these
things on an as needs basis and I will charge you their
daily pay rate and burden - which is essentially their
salary plus 26% - which covers FICA and all the other things
the government requires - but only have them work on an as
needs basis - then we will go ahead and start looking for
somebody to work permanently, but that is going to take a
while - for one thing - anybody that we get that already has
a job is not going to leave on less than two weeks notice if
that. So if you decide tomorrow — it would be two weeks
down the road before they could be on stream. There isn't
anything in here that can't be handled particularly if we
can get Rabb's help. Ok. What do you think about his
proposal as far as a vehicle goes?

How much is his vehicle?

I am getting a bid on a small vehicle now on a lease basis,
and I would think that that would be the way to go.

How much would that be?

Probably - a '79 Chevrolet Luv pickup 4 speed transmission,
with an air conditioner - 36 month lease would be $132.00
per month.

Ya, but that is a full pay out lease.

Well - that - your out of pocket costs on the lease. Now I
don't know...

Ya, but you own the truck.

Ya, well there isn't any other way to do it, really. That I
can see - you may have some suggestions. But I don't know
what they would be. What we would be doing is we would be
getting 4 days a month of a guys time for $132.00

Well, obviously that price is right but you have got a
contract there for a long time. Have you got a piece of
equipment that you are not using that you would like leave
to it? Do you see what I mean? Lets take one of your
Blazers. I am not picking on that piece of instrument - but
lets take a Blazer. Lease it to me, and then if we decide
he isn't being helpful to us - we turn it back to you - or
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lease it from a kid going away to college - you know what I
mean?

Why don't we.
Or are you going to need a Blazer in 6 months - maybe.

I really can't predict that. We are already short on
vehicles so I simply can't give you one of mine - and
anyway, a Blazer is very expensive.

I picked on a Blazer because I know that is what you drive.
But a vehicle that you might have a use for, Jim. Do you
see what I am saying.

Ya. We are already tight on vehicles. How about simply
doing this. How about simply buying it and then we will
sell it when we don't need it.

I don't want to buy a new one — can you get a used one?
Oh, I am sure that we can.
Fine.

Ok, let me have Jack look into that and see if we can't get
a used Chevrolet Luv pickup or something or other. I think
that that is a reasonable thing to do.

Because I want to see how he works with everybody before we
go into a real obligation here.

Ya, ok, well, we are going to need some kind of a - well we
are going to need a vehicle - or vehicles as needed - which
I can supply on a mileage basis - but I don't think that we
want to get - he didn't ask for something that is expensive
as a four wheel drive vehicle, and a Blazer is about a
$12,000 vehicle.

I will send out one of my volkswagons - I got four in my
yard nowv.

That would be ideal - as a matter of fact that is one of th
things that he suggested - except that volkswagons are
pretty expensive too.

Ya, but if he got a volkswagon - I would buy it - alright?
Because it has got a resale value. A high resale value.

Well, that is fine with me. Do you want to buy a volkswago
- I am sure that it would be fine with him.

Well see if you can look around - I think those volkswagon
are going to be more and more valuable.

(I‘f
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Probably.

I got one I bought for $200.00 five years ago - still
running. I don't know how good it is on the road down there.

Well, he does have to have something that is dependable - we
are talking about driving back and forth the 100 miles or
S0. ,

Does he not have a car? 1Is that the problem.

That is the problem. They don't have any budget for
gasoline or a vehicle so what it does is it comes out of
their overhead operating expenses and so forth.

How about we lease his car?

Well, that is a thought. What he wants is a vehicle and
gasoline - whether it is his car or something else - so
maybe we could have him get whatever he wants and we will
lease it from him for as long as it is required.

Ya, I think that that is a better way.

Ok, well let me talk with him - he is off - he is out of
town until Thursday, but let me talk with him on that. Ok.
Secondly, everything that we have talked about is not very
difficult.

I know.

What I would like to do is I would like to get rid of Dick
for one thing...

Ya, but how can you do that until the Farmers leave town?

Well, I don't see anything wrong with telling the Farmers
what we are doing.

Ok, my discussion with them, they probably won't object.
They said to me when I said I brought in John Dean - well
John Dean and everybody else is going to have trouble
working with Dick.

Ya, well - I told them we have been having trouble with Dick
and Bill Hight said well I told you so. So what can I say?
He doesn't object - I am sure that he doesn't object.

Ok.
So, I don't think that we are going to have any static from

them at all. Ok. Then there is no point in having anybody
down there except Dusty, as far as I am concerned. And
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Dusty only for continuity. I think that we can supervise...
It has got to be thought out better than that, Jim.
Ya, but I can't....

A lot of it can be supervised and done by these very cheap
individuals - OC is very cheap, Ed Rice is good and a steady

guy .

Well, then lets hire them on an as needs basis, but I think
that Dusty...

Lets say we want to hire them on an as needs basis to be
supervised by S.E.A. people. Lets don't lay them off, lets
hire them as an as needed basis.

Alright - but let me evaluate who we need and what we need
to do this. Because I don't think we need anybody by Dusty,
quite frankly.

Well, how many people are you going to use from your office?

Probably 1 guy at a time, and depending on what is necessary
to be done...

Can you get all this work done by the end of August?

I think so. I think that if I plan it out - I want to go
down there and see what has been done on the sampling and
how it has been taken.

Ok. My opinion, Jim. Don't fire Dick yet. Dick - find out
everything that he has done - or everything that he has done
will be wasted. Get it documented and then fire him if you
want.

Ya, ok, well, as I told you, I am not going to have any
documents until tomorrow for sure - but...

And talk to Dwight before you do it.

Well, ok, Tom but...

I am not questioning...

Dick is my employee, and I don't want to have him down there
any longer than is absolutely necessary. It is absolutely

chaotic and no damn good.

Ok, but I don't want you jumping the gun until you get the
information from him.

Ya, well that is fine.
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That is my point.

I will simply probably pick up these samples when I am down
there - these 400 that have already been taken. I see no
reason to leave them down there at this point - I can always
haul them back - that is no big deal. Ok, lets go through
these things very briefly, and let me see if I can think off
the top of my head what we can do. Ok, under sampling, one,
we have already got the 400 samples.

But is it documented? Put a question mark. By the way, part
of those 400 samples are the backhoe cuts. Go ahead.

Then my notes say take dozer and scrap off surface soil, and
that has been done?

To my knowledge it has. Now they didn't get it done as much
as they would have liked but they got a lot of it done.

At this point - ok - rip at right angles to the cut.
It has already been ripped.

And the backhoe cuts are in process.

Right.

So then it is just a matter of sampling and running barrel
tests, right?

Right.

Ok. Two, we have got the heap leach test - ok - so most of
all that has already been done - to your understanding.

Ya.

Ok, so we don't need the bulldozer any more - or least not
until we need it on an as need basis - is that right?

Right.

END OF SIDE TWO OF TAPE
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Conversation between JAB and Tom Schloss - no introduction

T

J:

.+.wWell in the cookbook of the barrel test...
Ya.

Its music to his ears.

Pardon?

Now who are you going to put in from S.E.A. to supervise
that?

I am thinking very strongly about Tom Waldrip, and I want to
do a little more thinking about it and see where see our
other responsibilities lie and where Tom is at this point.

Ok, now, on Tom, you really shouldn't do it. You should
just supervise it and have OC do it.

Well, again, I think that it can be done with Dusty. I
don't see any reasoONe...

What else you got Dusty doing? He can't do everything.

Well, ok, lets go through what else we are doing, but we
don't want to start heap leaching until we run the barrel
tests.

Ok, keep going.

Ok, so you got #2 heap leach test, the 200 tons of the pad
and the... we are going to crush a half and leach...

Ok, now how long with that take you? That will take you two
or three weeks.

To test the...

Let me tell you what you have to do. You have to take the
dozer, the little dozer and push it around, and then you
have to take the backhoe or something and lift it up and put
it into the crusher. It is a little crusher, it isn't a big
crusher. So you are going to have to have a guy do that.

Ok.

Ok, now that is something that Dusty could do.

Alright then lets hire somebody to do that on an as needs
basis.

Fine. The thing is, that is at least a weeks work there.



For one man?

Ya.

Alright.

I mean I don't know, that is what I want you to determine.

Alright, but lets just determine it as we go. You know, we
will find out, but lets don't have a bunch of people hanging
around on the payroll.

I agree with you Jim. But I think that it is more work than
you think it is.

Alright, fine, if it is, we will put them on, but at this
point, I don't know what all these people are doing and I
don't see the reason for getting Al Waterson down here, and
I think that we are over staffed.

I agree.

I would rather have two or three people from my staff go
down for a week and then split, if that is all that is
necessary to get done. Or we can hire appropriate people
down there. If we have to have 15 one week, that is fine,
but lets bail them out of there the next week.

Ok. Jim, you can't hire people and fire them that easily in
Tombstone. It is hard to find good people there.

Well, I am sure it is.

What I am suggesting is that you do a number of these things
simultaneously with somebody like Tom Waldrip watching and
supervising.

Ok, thats fine.

Tom Waldrip is honest and is meticulous in his approach.
Impeccably so.

Ok, so he can supervise everybody and use these young kids
to do the work. Ok, lets go through each one of them. What
is the next?

Ok, then we have got 1. Calculating the ore reserves; 2.
Getting the values; 3. Calculating the plant through put;
4, Pad requirements and mine equipment; 6. The capital
requirements; 7. What is necessary to raise the capital.

You skipped the roman numeral II. We are on number III. We
will do that when you get I and II done.

e e e e i e S <
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Why did you say that I skipped something?
Maybe you didn't.

Ok, lets go through them one more time. One is the
sampling. We have got the rock chip samples take a dozer
and scrape all the surface soil off, rip at right angles to
the cut, take the backhoe and sample on barrel tests.

Number two heap leach tests with 200 tons on the pad, crush
a half and test a half... a hundred ton sample each. Ok,
that I think we should do on the floor of the plant. Do you
agree?

No comment. Talk to John.

Ya, ok. That is kind of what we decided last Friday but at
any rate we will do what is appropriate.

Ya, whatever you guys think, I don't know.

Three, calculate the ore reserves, which is related to
sampling. We arrive at the value of the ore reserves, we
calculate the necessary plant throughput and pad
requirements and mine equipment which is essential mine and
mill planning, and then we calculate the capital
requirements, what is necessary and raise additional
capital, and then what kind of a deal we want to cut.

Right. You are going to send a photostat of this to Dwight,
right?

Unless you want to send me a photostat.
Jim, I haven't written it out.

Ok, fine. What is necessary to raise additional capital and
then eight, I guess, is what kind of a deal.

Ok, how are we going to implement without Dick one, two and
three?

Jim and I... Tom Waldrip is probably a pretty good guy to
handle it, I don't know him that well, I have seen him in
the parking lot. Jim says he is meticulous and he is honest.

Well, we don't have anybody that is not honest on our staff.
I think that we can handle this. The thing is that it is
going to take us at least, well we will be lucky if we can
find somebody in three weeks to a month to run this thing.

I agree.

We might find somebody sooner but I will tell you finding




et e e e e e et i e e e e e e =t et e et et et et e e et N S ——r e — e e e e e e ———————

good people is tuff and I am on a continual search as it is.
I don't think that there is anything all that complicated.

TAPE CANNOT BE HEARD
J: e.s..lets hire them on an as need basis.

D: Jim, is it your plan... well you will know more once you are
down there tomorrow in terms of the timing of getting rid of
Dick and where he really is in terms of what he has done and
so on. Correct?

J: Ya, I would say so.
D: But you and I should probably talk on Thursday.

J: Well I am going to go down tomorrow evening, Dwight, and I
think that I will spend 1/2 day down there, maybe a full day
on Thursday, and make my decision at that point.

D: Ok. So lets just you and I talk after you have done that.
J: Ya, I would say so.

D: And particularly with a plan for I and II since III will
follow that.

J: Ya, that is right. Now lets emphasize what I think is most
important. I don't think that you are going to find any
different opinion from either John Dean or Dave Rabb and
that is the sampling has to be done properly. If you don't
do the sampling properly, steps 2, 3, 4, you know the whole
ball of wax, everything after that is no good.

D: We only need to do so much sampling as a first step because
simultaneous with some of that sampling should be the leach
tests and the barrel tests.

J: Sure, that is fine with me.

D: Because it is conceivable that there will be enough ore to
do... lets assume that the leach tests works. You may know
very quickly that there is enough ore to move down there and
go through a leach cycle, and that may be economical by
itself without creating our preverbial cash flow.

J: Ya. However, Dwight, we should sample as much as is
practicable as soon as is practicable because we can sell
ore reserves. You know, once they are measured, they are a
saleable commodity, therefore, what we call bankable, and
that is going to help us raise any additional capital.

D: Who are you going to sell them to?
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To who ever wants to put in additional money. Whoever. The
opposite is true if you don't know what they are, then you

-don't have anything at all to sell except a conceptual ?

thing.

Ok, my response to that Jim, would be right now we are not
trying to find somebody as a first step or buy the idea.
What we are trying to do is find out if we have got enough
to get started leaching to try to create some cash flow, and
I think that it is important that we end up agreeing on what
the steps are of the sampling so we don't end up spending
more time and money than we have agreed to at a given point
in time to do that.

Ok, well that is fine. One of the things that I am working
on now, Dwight, is the is 1. A summary of what has been
spent on a monthly basis, item by item, and then we will
make a cash flow projection probably day by day, week by
week, month by month so that we will have an increasingly
accurate idea of what it is we want to spend down there.
What is necessary and when those expenses will come.

Ok, but Jim, don't, you have a tendency to spend too much
time on this sort of thing.

Well, I don't think so. I think that that is part of the
problem...

That is past oriented... the more present oriented ?2?7??

Ok, that is fine, however... it is difficult without some
sort of past history to know where we are going.

Where we have been in the past has no relationship to where
we are going.

Ya, but it does relate to some of the expenses and things.
We were using hydrochloride.
I am trying to think about bulldozer costs and so forth...

I mean heap has nothing to do with bulldozer on the
Contention. It is not related.

Ya, they are on an hourly basis, Tom. We have got a...

Alright, we can give you the hourly rate, but Dusty can give
you that in a conversation.

Ya, oke.

You don't have to spend 10 hours to figure that out.



W

I am not going to spend 1 hour to figure it out. It is
simply being done right now and I will have it shortly.

Ok.

Now this will be one of the things that Tom will do, is
simply keep track of costs like this so we will see what the
mining costs, we will just approach it from a professional
standpoint.

Ok, Jim, we will talk probably late Thursday.

Ok before we hang up, lets go back to this situation of the
participation. Is it my understanding that S.E.A. et al
will be reimbursed at 24%...

We are talking about now going forward and what you do,
right?

Ya, that is right.
24%

Yes, Jim, but with a caviat that we have got to be clearly
in touch so that we know how money is being spent on a very
current basis. O0k?

No, I am talking about, I think that we are talking about
two different things.

Oh, we are...

I am talking about the 24% interest in the project.
Say it again.

24% to S.E.A. rather than 40%.

Hang on a minute Jim, ok?

Ok.

The original conversation was 12% was to go to Dick Hewlett
and 12% to Jim Briscoe. Is that correct?

That is part of the problem, Tom. It has got to go to
S.E.A. and let me worry about getting Dick his interest.

Was that our agreement?

That is what we discussed in our conversation when I was in
Searchlight.

What was the agreement that we agreed.



Ya, but when I go back and look...

Directly to Dick that he would get 12% and he said that was
fine. He has never negotiated the price anyway, he thought
it was too high. Everybody had agreed to it. Now we have a
place where Dick is not going to be around, we are going to
have to pay him something. Now if you want to take that 24%
and take, you have that 24% the money that has been spent
would go to S.E.A. to pay back their overhead, that is
another change in the deal.

Well, no after reviewing the agreements with Dick and I, it
is impossible for you all to make separate deals with Dick.

I am not making a separate deal with him. Lets just try and
determine what we want to do and then we will figure out how
to handle the matter. Believe me, I am not trying to make a
separate deal with him.

I wasn't necessarily suggesting that you were, but since I
have already got... the agreements and details of things
Dick could care less for because he doesn't abide by them
anyway, so, therefore, whatever you would say, he would
agree with regardless of the fact that we already have a
very definitive legal agreement between he and I which has
to potential for resulting in all kinds of legal hassels
which I by no means want to get involved in.

Ok.

Ok, so the only thing that I want is that 24% go to S.E.A.,
and then let me take care of Dick.

ok, but what I am saying, you see I think that Dick ought to
get my preverbial 5 cents, and that, and again, the part
that he doesn't get, part of it has got to go to John, which
hey it could all fall through S.E.A., I don't care about
that, it has got to go to John, part of it has got to go to
Tom Waldrip to go down there. Tom has got to get something.
And if it is not Tom, it has got to be somebody else. And if
it is Tom, I would like him to have a percentage, not just
work for wages here.

Well, ok, what, if I get diluted at this point down so low,
there is no point...

I am stopping your dilution in this area to 12%. If it
exceeds 12% - if we have to give up more than 12%, ok, then
we all get diluted accordingly. And we will take our share.
Well, we are going from 40%, Tom,...

No, we went from 40% a couple months ago. We are now at
24.76, we are not at 12 and 12.76. That is where we are



today. Now, alright, the characters are changing again.

Ok, Dick is going to be out, with Dick's 12%, we are going
to have to let him retain part of that, part of that goes to
John Dean and part of that is going to go to Tom Waldrip,
maybe not him, maybe somebody else. Somebody has got to
have a percentage interest.

Why is that coming out of essentially my hide?

It isn't your hide. You are continuing to get the 12% as
according to agreed. It is not coming out of your hide.

Tom, I cannot do that because I am legally bound to give
Dick 50%.

No, I will figure out a way around that. Don't worry about
that right now. Lets agree in principle and I will figure
out a way to do it. Please. I understand what you are
saying, Jim, and I got a way around that.

That is something that I can control. I can't, that just
leaves all kinds of legal loop holes open that I am going to
have to contend with and quite frankly I don't want to do
the things that I have got to do for 12%, or 6%.

No, no 12, not 6, 12.

At this point, Tom, you all have got $200,000, alright? Or
$150,000.

Well, it is $200,000 when you add up, not counting any of
our time, we are not counting a nickel of our time, we are
talking about out of pocket expenses that FAMCO has
advanced. We are close to say $175,000 and you add Dwight's
and my time, we are way over $200,000. Six months of my
time, and you got at least probably 2 months of Dwight's
time.

You got what now.

What do you want to bill us out at, what hourly rate? We get
your billing rate, Sir?

What do you think is reasonable?

Twice your billing rate is what I am worth. What can I get?
We don't want to discuss what I am worth. Dwight bills
himself out at $500 a day, and was paid $500.00 a day.

I am sorry that I didn't understand that.

When we have done it, Dwight just did one for $500 a day.

I think that that is reasonable.
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I thought that he was over paid but you know. Jim, the
agreement is 12%, I am saying you are not going to get
diluted down any more than 12% because that was the deal.
Now then you can be diluted down by no more than 10% through
raising of additional funds, and I think that the raising of
additional funds is considerable, so you can always be
diluted down those 2% points, not very great. You are in a
pretty good position, because we are going to have to raise
a lot more money. Right? Now, on the 12% that Dick has, I
am saying that part of it is going to him, part of it is
going to John and part of it is going to Tom Waldrip, or
whoever is going to fill that spot. And how will we handle
that? Well, we will handle that by paying the 24% to
S.E.A., 24% of the profits goes to S.E.A., and out of that
24%, 12% goes to Jim Briscoe, lets say 5% goes to John Dean,
5% goes to Dick Hewlett, and 2% goes to Tom Waldrip.

Well that is very confusing, Tom, and I have to seek the
advice of my lawyer because it stands to get me in a bind
with Dick.

That is not the intent of these parties in New York to get
you in that bind. So if your lawyer has another suggestion,
I am certainly willing to listen, but that is the intent.
Now that is how I solve it.

Well, I don't know that it can be solved that easily. You
know I can't agree to it until I can determine that it can
be. Otherwise, I am simply doing a hell of a lot of
exercise...

Buy out Dick's interest in exchange for 5%.

Ya, but there is no reason that he has to... in exhange for
5%?

Ya.
Buy his 5% out.

Lets say, because of the situation, you do have a certain
amount of sway and pressure that you can bring to bear on
him because of what has happened. As a result he is
probably going to want to be out of your life, and I know
that you would like him out of yours. You might be able to
make a deal with him where for 5% carried interest in the
project, he gives you back his stock in Austin.

Ya, I precisely don't want to do that because that means
that I have 5% and it is not worth all the hassle for me to
do it.

You don't have 5%, you have 19% at that point.
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I don't follow you.
You start out with 24, right?
Alright.

Ok, of that 24, considering you have got 12 and Dick has got
12, right?

That is right.

Ok, through moral wages, convince Dick that he no longer
wants to be the 49% owner of Austin in exhange for his
stock, he will get 5 of his 12% of the carried interest.

He is going to get 5%.

His 12% will be reduced to 5%, not of Austin but of the
project, as a carried interest.

Ya, but then what this really means at this point, more
capital is going to have to be put in and I am going to have
to be diluted down to 10% with quite obviousness, and so we

are going to end up.

You got that problem either way. Right. We all have the
dilution problem... When we go raise more money, others have
it worse You can only be diluted 2%.

What would we have to raise to reduce it 2%? You know, your
dilution really becomes insignificant.

Ya, we are the ones that really get diluted when we go out
and raise additional money.

Well, as long as I am getting 24%, let me deal with Dick,
which is fine with me.

That doesn't solve the problem of, 1. of your and Tom's
earlier agreement, and 2. how we handle people like John
Dean, people likesess

Take it out of your 76%.

Why? It is already... under the agreement that you had with
Tom, that was already taken care of.

Well, I think that under re-consideration, that agreement
was silly.

Well, you know, it is a hell of a, I have to leave in a very

few minutes, it is a hell of a time to tell me that it was a
silly... you are saying 12% was silly and you agreed to it,
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and for a month you have not said anything. You have gone
on vacation and you come back and you talk to me last night
and you say it is a silly agreement today at 3:00, and I got
to leave town. It is a hell of a time to say that it is
silly.

I did not have the opportunity...
Now the agreement is 12% to you and 12% to Dick.

Ya, I know but Tom, after reviewing the documents that I
have got, I couldn't make that agreement.

What documents do you have?
My agreements with Dick.

No, no, we have solved that problem, Jim. Now if you want
to go back and use that as a negotiating tool...

\
What do you mean we have solved it? You were simply talking
about possible amities, we haven't solved anything.

But there is a way of solving that. There are lots of ways.
Solving the problem with Dick can solved. We will solve it
and we will solve it together. '

Well, Ok, now I don't want to sit here and agree to
something and then have you badger me that I have agreed to
it when in fact it is something that is very difficult to do
and putting me in a bind by you indicating that you were
going to negotiate with Dick separately.

I didn't say, I never negotiated with Dick separately. I
was always aware of your Austin relationship, I am not going
to negotiate with Dick separately. Dwight offered you a
methodology of negotiating with Dick. Now that was a pretty
good one. My advice to you Jim since I am going to be out
of town, Dwight is very good at these things.

— — — T — 2 — o — i — e D" —— s~
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Well then, Dwight, why don't you and I get together on that.

This is Dwight's speciality - these types of negotiations
and figuring out avenues to accomplish this - I mean he is
really good at this - he is much better than I am. So, I
mean, he will figure out a way to work Dick out of your hide
and out of our hide. You know, we are in this, you know,
even though, its a partnership really - we will figure it
out. We will decide what we want to do and then we will
figure out the best way to accomplish it.

At this point.

You are not in this alone. We will all have to work out how
to work him out, and I thought Dwight's solution was a very
good one. If I were him, I would take it.

Well, I simply cannot perceive what legal ramifications that
has, and I am not sure that it gives me the leeway that I
need.

But do you want to cut him out entirely?
Cut Dick out entirely?
Ya.

No, but I do want to be able to have some leverage with
Dick.

Alright that doesn't give you the leverage with Dick, that
is true, but that is the alternative - you think of which
alternative you want to go.

Ok, but we are talking about several different things here.
Now you are telling me that we are going to be paying John
Dean out of that 24%...

No, out of Dick's 12%. Not out of the 24, out of Dick's 12,
doesn't touch yours.

Well now wait a minute... are we agreed that S.E.A. is
getting...

Doesn't touch yours. It is not the intent of the parties.
Ok, are we agreed that S.E.A. has got 24% then?

Depends on how you look at it. We are going over the same
grounds, Jim. We agreed that Jim Briscoe has 12. We agreed
that Dick has an unknown percentage, and what I am
suggesting is that unknown percentage, which was 12 be
reduced down. And that part that is unallocated to Dick
goes to both John Dean and whoever Tom Waldrip is going to



be. That is what I suggest. Now, all of that is called
S.E.A. or Austin or whatever you want to call it.

Alright so what have you offered John Dean?
What have I offered him?

Ya.

I have offered him 3. He turned me down.

Well so at this point I am not assured of getting anything -
possibly 3%.

No, you are assured of the 12.

I am not either because that is legally bound, I have got to
split that with Dick.

No, no, no, no. Forget about that. Jim, just talk about
what we are trying to accomplish, and Dwight and...

(Inaudible discussion with Dwight)

Jim lets work it out. I am saying my intent is not to
dilute you down below 12. I am not trying to dilute you
down to six, ok? If that is the result, that wasn't my
intent. We will just figure out another approach.

Well, see, Tom, we have already got several agreements in
writing and I want to get Dick out of the picture as soon as
possible. If we get in to protracted arrangements that are
counter to this, it is going to cause all kinds of problems
and have all kinds of ramifications to me. The only thing
that I can see is that I am getting squeezed out completely.

No.

I can see that I am getting squeezed out where it doesn't
make it worthwhile for me to continue.

Jim, you are not squeezed out. You are down in the place
that we were when you left to Hawaii - way before you left
for Hawaii. We did 12%. I am not trying to change that at
all. Do you agree with me that I am not trying to change
it? Then we have to figure out how to legally implement it.
It may be legally impossible to implement.

I don't want to say 12% because I have gone from S.E.A. 40%
down to 12% by the agreements that are standing on the
books.

Are you denying our agreement? Because if you are, I am
walking out right now. You and I had an agreement, we were
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going to be the operator, and with 12 and 12, I mean you
know... we are now trying to work it out so that everybody
really is happy. If this deal is as big as we think it is,
everybody is going to make so much money, it really isn't
going to make any difference.

Well then why are you haggling about the percent.

That is the agreement we had and if the shoe had been on the
other foot, I would never have come back and re-negotiate
the deal.

The other side is we are haggling because we are putting up
the money now when it is a long way from a sure thing and we
are $150,000 into it, we are $125,000 further into it than
we thought we were going to be for what we know right now.

We don't know anything right now.
Well...

We have a bunch of filters out there - that's it. And they
don't even work.

Ok, lets go back to our agreement as we understood it over
the telephone, which did you ever write me a confirmation
letter on that?

No, I was afraid if I put it in writing, it would cause - I
knew Dick was going to be leaving, and I was afraid if we
did.... by the way, I have the agreement in writing because
I have written it up with Leo Smith, and I have it here on
my desk, and that was the piece of paper that I was trying
to pick up at the airport, remember? And I was going to
have you sign it and then, my God, we got into so many other
problems and then you went to Hawaii. This week, you got
back.

ok.

You can pick it up from Leo today. But it has got to be
rewritten because we got to figure out what to do with Dick.
I still don't know what to do with Dick, and you don't
either.

Well, ok, what I am suggesting is that lets make that 24% to
S.E.A. because that accomplishes what you had with Dick, and
then let me work out the differences with applying Dick's
interest in whatever equitable manner is reasonable with
him. ~

Ok, well what do you want to do about Tom Waldrip and John
Dean?
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Ok, if it turns out to be Tom, let me work out the profit
sharing in a reasonable way.

And what do you want to do about John Dean?
Ok, why should that come out of that 24%?

Because it is coming out of Dick's 12, not the 24. Why
should it come out of my pocket? If you had, if I had not
called him, we would have been in serious trouble.

Alright, so at this point...

He is entitled to it more than anybody else. Certainly I
feel he is more entitled to it, as far as I am concerned,
than Dick Hewlett. He saved my ass, and yours.

Ok, at this point, what is the maximum that John is going to
get?

Well, somewhere between 3 and 5%.
Ok, so then lets...

Ok, I mean, lets top it out at 5 and we will negotiate at 3
and see where we get. You know, he hasn't agreed to
anything. I offered him 3 and he said no.

Ok, give him 5%, I will take 19 and let me worry about Dick.

19 to S.E.A. Now what happens, lets go back to the Tom
Waldrip. Do you think that Tom is the guy that we could put
down there? See, I don't want to be limited to a choice of
just one guy. I want to have a choice of three or four guys.
Dwight is going to go out there sometime in August, I want
him to interview Tom... Have you ever met him Dwight?... I
have never met him. And I can't invest money if I have never
even met the guy.

Well, I am not at all sure that he is the guy.

I am not either.

I can see this now... you make a deal with Tom, but nobody
would make the same deal with somebody else right? You said
that you would take care of Tom.

Ya, but, you know, it gets to the shrinking point, I am
beginning to wonder whether I would ever get paid back now
matter how much money the thing made.

I am using your own statement. You said that you would take
care of Tom, right?



Ya. Right.

So I am saying if you take care of Tom then presumably you
would take care of somebody else who is in the same position
as Tom would be.

Ya, that is correct.
How is that 19?2

Ya, which is probably going to be diluted to 10%. What are
we going to do about John Dean if we undergo dilution?

Well, he gets diluted too because you want the incentive to
keep people from dilution, I mean that is why you dilute.

If you have no incentive not to dilute to go raise a million
bucks, what do I care, I still get this 10%. I don't give a
shit, that is why you have that in.

Ok. Well, alright, let me handle whatever is necessary for
whoever ends up running the thing out of that 19%, which is
a hell of a long ways from the 40% regardless.

How are you going to handle your problem with Dick in that ?

No, I don't think so, Dwight. Simply because as long as I
keep it in the corporation, I can award salaries or
anything. I don't think that I am ever legally required to
declare a dividend unless I pile up large amounts of cash so
I can either pay Dick or not pay him as I feel is warranted,
within certain constraints. There are certain legal
constraints that he would have some legal recourse to
require me to pay dividends, but if I got somebody else that
is working on the project, and I may want to give him a
bonus of lets say we make lots and lots of money and maybe I
want to give him a bonus of $100,000 a year to make it worth
his while... and that just simply leaves that smaller amount
for dividends.

Ok, let Tom and I talk about it and I will get back to you
on this.

Ok, but I don't want you guys to hamstring me where my
incentive for going down there and tossing everything else
aside is completely sapped.

Well, listen, we have all got a lot of incentive there, Jim,
I mean just think, you know as well as I do that because of
the way it has come about none of us should be having this
conversation.

Yes, I would certainly agree with that.

So that I think that there are all kinds of incentives here.
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We want your economic incentive to be real, if it works, it
will be. If it doesn't work, it doesn't matter.

Ya, ok, well, if we keep it in that context, Dwight, I can
get rid of Dick with no legal ramifications that can't be
handled at some point down the road, and I can also use a
variety of methods to keep Dick's fingers out of there,
which is what to do. If we get into something else, I don't
have that flexibility, I don't believe.

Ok, we will talk later.

Ok, good enough.

Thank you.

Have a good trip Tom.

Thanks Jim.



Conversation between JAB and RFH 9l g0
J: How are ya doin? Aﬁ;l[
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R: Well fine. K;Pﬁ%/

J: What's up?

R: Oh, I just, I wanted to find out when you might be coming
down so that I could schedule showing you all of the
different things that we have sampled and these structures.
And I also, I am just mailing today these progress reports,
and I have gone into detail...

J: The daily reports you mean?

R: Ya.

Js Ok.

R: You know I have one there that you have through the 27th.

You found that? '

J: Ya, but I want a daily report too.

R: I have got those, I am putting those in the mail. I just
got the typewriter the middle of the week, so I am just...

J: Well, you don't even have to type them. Hand written is
fine.

R: Ya, ok, well, anyway, I have got them done and they are
quite lengthy, but they discuss what I have come up with on
the study of all these maps, you know, that Tombstone
Development had, and they have got the surface geology map
to a 1:300 inch scale, which as you will recall is the scale
of that small photo that you had made for the Contention
area?

gt = Ya.

And then the other one that you had made was the 1:100, and
of course all of their detailed underground mapping is on
that scale, 1:100. So I would like to have some additional
photos throughout the area from the Toughnut down to the
Grand Central, just extending the area that you have here to
the 1:300 which is your initial one and then 1:100 for more
of a general study to show all of the - they have plotted
all of the structures and I want to correlate those with the
surface. Now, Tom talked to I think it was Robin about
having this present photo that we have to the 1:100 blown up
to 1:20 so that I can plot all of these results on that.

Well, that is simply unrealistic.
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Is it? I didn't have a chance to talk to Robin about it and
I just wondered if it would be practical.

I don't know whether it is or not - let me talk with him.

Ok, well I didn't know how that conversation came out and I
want to be starting to plot these on something like that so
either we would make them - you know on a lot of the
intervals they are 10' intervals and on lets say the
trenches that are going back away from the dike, and so 1:20
is not bad because then we have got a sample location every
1/2" and similarly along the dike or in the railroad cut and
in the walls of the dike, you know, a lot of those intervals
are quite small when in fact they are a particular strata so
the smallest interval might be 3 or 4 feet, like that one
that you took in the railroad cut was about 3 feet, 2 1/2
feet, something like that.

Are you taking a complete channel chip sample?

Yes, and then we have it marked where the sample was taken
and I photographed them all. We have got about 300 or 350.
I am just overwhelmed by it, and I couldn't - you know what

Tom wants to do - now I don't know if he has told you, I
guess he has talked to you today hasn't he?

Ya, right.

He was going to talk to you after he was talking to me
around 9:00 or so, and then I just caught him just a moment
ago before he left. Anyway, he has got that double A, I
guess he has got it bought - you know that 303?

Ya, ya I think so.

That was what he indicated so I am just going to take the
sodium sulfide tests until we get those, but I got a big
storage problem. Until we get that double A.

Well, I am going to probably be down there Thursday, and...
Oh, that would be fine.

What I would like to do is pick things up for the time being
and simply store them up here. I don't know, I forget what
he thought the delivery on that AA would be...

Three weeks, but he said he was trying to speed it up to two
weeks.

Ok.

But you see I am going to need to take samples - see we are



going to be able to move in to that '71 Minerals building in
the morning.

Ok.

And there would be plenty of room for storage there. I am
going to need to take my samples for the sodium sulfide test
and then I am just going to keep those and run them on the
Double A when we get it set up so we can go over that and
organize it any way you would like, but there would be
storage facilities here depending on what you want to do
with the samples up there. Tom didn't sound very anxious to
make fire assays.

Ya. ya.

Because of the cost. So that is up to you, how you would
like to handle it, but I am still going to need to be taking
- now we are working on getting this crusher put together
and everything and taking additional samples, so now after
we get moved in tomorrow, start making a lot of the sodium
sulfide tests and plotting the results because we are way
ahead of ourselves on samples. I made a lot as we made cuts
with the dozer and so everything is well exposed for you.
Along the entire Contention dike area. We have only had
that dozer effectively one day, Saturday afternoon and
Sunday morning.

This is the bigger dozer...

Ya, that 20 E, but it ripped everything, and we have made
some really deep cuts that I think you will really find it
interesting in the Contention dike we followed that dike,
you know that dike to the north there, along that gouge or
that kalenite, and then we ripped a trench to the west on
the north part, you know across where we were talking about
drilling where that little hole was, you know, that little
subsidence area?

Ya.

We exposed that for about 10' in depth, and then have our
trenches in, going away from the dike for about 100'. Those
are all sampled, and like I say, they are all photographed.

Ok. You have been taking that with the transparency £film
that I sent down?

Oh ya, ya, ya. Then I already sent those in. We still got
more sampling to do on the north part of the dike, well,
there is just a lot of things to do.

Ok. Tom tells me that you have sent word up to Al Waterson.
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Ya, that is right.

Ok, well, I want you to cancel that and he can come down and
I will interview him if necessary, but I don't want to hire
anybody else on at this point.

Ok.

And I have discussed that with Tom so it is really kind of
up to him.

Pardon me.

I say it is really kind of up to Al, I am sorry, I didn't
make that clear - ...

It is up to Al whether he wants...

Wants to come down. But, it would be solely for an
interview with myself, and I have got to know what his
background is and what his capabilities are.

Ok.

So you are through with the bulldozer at this point?

Yes, that is correct. They took it yesterday morning.

And that is going over to Charlie's, is that right?

No it came from Charlie's and it is going to Benson for some
fellow who rented it there on a sewer job. And he has it
rented for a month or two. But they do have a comparable
dozer in their yard there at Modern Equipment there in
Tucson, which is a 6700. I got the rental prices in the
daily progress report.

Ok, the backhoe work is progressing, or is it done?

Well now which backhoe?

On the bulldozer cuts.

Well, we have got more to do. One of the things that I
didn't get to talk to Tom about was the budget. We always
eluded away from that and Bobby Callan wants to be paid his
full price for that dozer, and then Ernie wants to be paid
for the backhoe - we haven't been using it very much, but he

is pushing on that. Did Tom discuss the budget or anything
with you?

No, he didn't.

I have got it all made out. I gave him a copy, the one we



made out here, and then he supposedly left you a copy of it
for August and September? Have you found that?

Was it on a yellow sheet?

I think so. On a carbon or something?

I haven't found it yet.

Well, I don't know - anyway, I don't have a copy,'and I have
made up another one which is essentially - well, will really

be more accurate.

I have got something that says Tombstone budget proposal
7/22/79 on a yellow sheet.

Ya, that would be it. That's what Tom would have left, and
then I have updated that but Tom wanted me to discuss it
with him but I just didn't - we always kept eluding away
from it. So I will send that up today with all these
progress reports to you.

Ok.

So you will have that first thing in the morning.

Ok.

And that is by week for the entire month of August. For
each item.

This is what you are sending up...
Yes.
Ok. Who have you got working down there?

Just Dusty, Ed Rice, OC Miller as a laborer, and Scruggins
as a laborer.

Dusty, Ed Rice, who?

0.C. Miller and Scruggins. Both of those two are laborers.
And what specifically are they doing?

Well Dusty and 0.C. are working on getting the crusher and
the vibrating screens put together. They should have it
pretty well finished today, and Ed Rice and Scruggins are
sampling. Tom felt he wanted to have Ed Rice take over grade
control so he wanted him to work with Scruggins on the
sampling.

Ok, so Ed Rice and Scruggins are sampling?



Yes, that's right. And then there are backhoe trenches to
be made so Ed Rice would be, you know he has been doing the
backhoe trenches that are across along those trenches away
from the dike. We don't have many of those to do though.

What are you cutting those in? I mean what rock type are
they in?

It is just that loose material. It is in the dike material
itself, within the confines of the walls of the dike, and
then it grades out from the porphyry, going out on those
trenches into the sediments again - largely hornfels. There
aren't too many different stratigraphic units that we are in
right now. It is that hornfel group and that east wall of
the railroad cut, where you sampled, where you took your
sample, I have only found four distinctive stratigraphic
units. One of which you sampled, which of course was
another alteration facies of that upper unit, that is all a
hornfel, and then a couple of other units. Again they look
like they are some sort of facies of sediments and they
could be a structural contact too. I just haven't - Tom and
Dr. Dean talked to Dave Rabb, and he suggested Bailey
Escapule do some geologic work on there, and he quit last
Thursday, but he hasn't really been able to do an awful lot
on it. And he isn't that experienced. I think it would be
so much better to have you spend whatever little time you
could to look at the units that at least I have identified
and correlate it that way. Because there really doesn't
seem to be that much difference so far. We are not that far
down in verticle depth.

Ok.

Which again I think you can recognize from when you have
looked at the dike before. Then we are in limbo on getting
into the building and doing our leach tests. You know the
barrel tests. And the crusher - by that I mean I don't know
if Tom mentioned to you, but Bill Hight

(End of side one of Tape)

Tom has an awful lot of obligations and he said well Bill
thought that was Tom's responsibility to talk to him about
that if he wanted to put it aside or push it back or
something so Tom told me this morning that he was going to
be calling Bill Hight discussing it with him. Do you know
if he did?

I think he did, and I think Bill said "no soap". So that is
where we stand at this point.

Trying to see if there was anything I could do further when
Bill comes down here tomorrow. How did Tom leave it? Did
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he discuss it with you?

Well, they are going to stop in the office here tomorrow and
I.am going to talk with them before they go down.

I suggested to Bill that I would like for him to look at
your office. Well I am glad that you are going to do that.

Ok, well I have got a meeting that is about starting so I
will plan on seeing you down there probably Thursday.

Ok, and if you can, I would like to have whatever photos
might be available and remember the ones for the 18 claims
on that assessment part.

Ok. Where are maps of all that? Have we got all the maps
in the vault?

No, I took them down here.
I see, so you have got all of them down there.

I have got all of the maps that I am compiling because I
wanted to go over it with you when you got here. I picked
them up on Friday. And then like I say in my daily progress
reports that you will receive in the morning, I discussed
different things - what they are basically and what they
mean and how I think that we can use them so that we could
go over those when you come down.

What is here at this point?
Excuse me?
What is here from those maps at this point?

Nothing of the flat maps. Just the ones that were folded.
These were the ones that they — you have all of the flat
maps, copies of thoses, but what I took were the ones that
were rolled up because I had never really looked at them
after Ed picked them up, and I wanted to go through them so
I could see how we could use them, and I want to - I have
got to make an inventory of them for the Farmers. And then
you can decide - you can take back whatever you want to have
prints made of and things like that - because I am just
making the inventory right now. There is a lot of them that
we should have prints made of. So then really you can take
all of them back with you.

Those are all blacklines, bluelines, transparencies?
A lot of them - no there are some transparencies that was

from the B.S. Butler stuff that Arizona Bureau of Mines that
I would like to have some of those prints made. But most of



it is that Newmont stuff, you know prints, and they are
tough. They are going to be hard to make reverse sepias or
whatever from. That is why I wanted to kind of go over them
to see what might may or may not be important, and then I
will give you my suggestions and you can take them back and
then have done what you think would be most useful for us.
But I wanted to have them here so that we could go over them
in the field if you like, and, again, I have got to
inventory them, I have never done that before. So I will
have that done by the time you get down here, and then like
I say, you can take them all back and get whatever copies
you think would be appropriate. I am sorting the ones out
that I think would be useful to have copies of so that will
all be done.

Ok.

Ok. Fine

Good enough, I will talk to you when I get down there.
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;ﬁ?'CONVERSATION BETWEEN DWIGHT LEE AND JAB
o (Very poor audible)

D: 1Is that accurate?
J: Yes, he gone.
D: And you consider that a marginal value?

J: Some of them will be of use, some of them I think we will
simply store for the time being. There is possibly a future
interest, it is a situation in which you have got a marble
cake and if you want to find out how much angel food there
is in relation to devils food, you have got to take a sample
of all the angels food and a sample of all the devils food.
If you get the two mixed, you don't get anywhere. And
fortunately, it is not black and white down there

Ty

to take samples that are meaningful. I have got the ability
to do that, and Dick does not, it is as simple as that.

D: Well, ok. Tom left me with a sampling plan which was an
overlay on the aerial photograph.

J: That is the small thing with the railroad track at right
angles?

D: Yes, that's right.
Jz Ok«
D: Now, are you suggesting that we deviate from that?

J: Well, I don't know precisely what went on when John Dean and
Tom were down there, I am not suggesting that we deviate
from that, but a lot of samples have been taken parallel to
the strike from the mineralized feature and they can
misleading. You need a few samples like that, most of them
need to be taken at right angles. Dick did understand that,
you will be getting in his reports which describe the
problem with the bulldozer which relates mainly to the old
well generating down there

TR

But at any rate, used the big bulldozer for one day and
accomplished getting those right angle cuts ripped so that
we could then get in a cut them with a backhoe. However,
they have not been cut with a backhoe and he has gone ahead
and taken samples from the rip tritis which is not the way I
think it should be done.
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Taken from the rip what?

Well, you know how a ripper works don't you? Do you know
what a ripper is on the back of a bull dozer?

Yes.

It is just a big tooth. They put that in and the bull dozer
pulls it along and even though the tooth may be down about 3
feet, it tears up the rock. Some of the rock comes to the
surface, but most of it is just fractured in place and
remains there. Ok, well Dick has taken or has directed his
people and got us down there to take samples of that, which
under the circumstances was all he could do because he
didn't have the backhoe..??? On the other hand,.....??
misleading....

What I want to do is get the backhoe down there where I can
get something that I know what it is so that we can make
some meaningful determination as to what the ore reserves
are. LN ]

Your plan would be to use the cuts made by the ripper or get
the backhoe down there and continue as planned.

Yes, that is correct. Now Ernie, with good reason, would
not allow us to use the backhoe to do this without it being
ripped first.

It has now been ripped?

Ya, several cuts have been made and I think that those are
sufficient for the time being. I don't think any more work
has to be done at this point.

Do you know whether or not Tom was aware that we owed Calan
as much as $3,000?

I suspect he was because it has been discussed. Calan was
actually down there and apparently asked Tom or Dick about
it in Tom's presence, and quite frankly I can't tell you for
sure because the thing that I have got says August budget
says $3,000. I don't know whether you have seen that or
not.

$3,000.00, you mean that was what was already owed him?

Ya, that was past budget. But it was more or less discussed
while I was down there too. The thing is, Dwight, we simply
have to have a definitive cash flow budgeting over a long
period on a long ledger sheet which we do typically for all
kinds of cash flow control purposes. We will do that and




then it will be clear precisely what we are doing.

Jim, I agree with that, but I might disagree, I don't know
what time frame you are talking about. I think that right
now we have got three projects ahead of us, and we shouldn't
budget any further than those three projects.

Well, I would agree with that, but we want to be sure that
we have those covered. Obviously we can't budget too far
ahead because we don't know precisely what we are going to
be doing.

Exactly.

Ok, but I want to have it all crystal clear to you what all
we are spending and I want to know on a day to day basis
what we can anticipate spending and what we indeed spend. I
am going to have daily reports from people down there with
that type of thing.

Did you basically lay everybody off?

I have not at this point because it was the end of the week,
and it wasn't clear what the situation was going to be
related to the '71 Minerals building, what was going to
happen to the crusher and so forth. Ok, let me go on to
that because I think that we can get into the '71 Minerals
building which is absolutely a necessity as far as I am
concerned. The Farmers do want rent on that. They want $180
a month, however, when we get that building, we can dispense
with the $130 truck body that we are using now, so all in
all, we come out considerably ahead.

Do we still have the office?

Do we still have the office?

Ya, that we are renting down there?

Dusty Escapule moved into that and we have dispensed with
the office, however, because I am going to be down there
myself and Tom Waldrip, I have asked Dick to see whether
there isn't another apartment that we can get, and we will
simply rent that so we can have some place to stay when we
are down there.

Ok.

Rather than pay motel bills.

Ya, I thought we were going to get that building for
nothing.

I did too, but the Farmers say it is a matter of principle
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and I don't think that that amount of money is worth arguing
about and not having the building. Because quite frankly we
cannot do anything that is meaningful in the environment
that we have got.

How would you propose using the building? Would you do leach
tests on the floor there?

Well, we have got to set up a sampling lab as soon as we get
that AA unit, which I assume is on its way. Is that

correct?

That is incorrect. That AA is not available until around
the 15th of this month. It then has to be packed and
shipped. I am trying to get a hold of the guy who is the
dealer in Phoenix, he is out of town this week, I will speak
with him on Monday. He has got the used one out there that
we can get more quickly.

Ok, fine, well, that is also a critical piece of equipment
and we can't make much difference without. 1In the interim I
just got off the phone a couple of hours ago with Dave Rabb.
He says that there is an AA unit available at the University
which would have to be assembled and shaken down and so
forth as long as we have somebody to operate it. We do have
somebody that can operate it I believe. So we have a method
of assaying these samples. Now unfortunately gold silver
cyanide solutions deteriorate and he says that it is unwise
to keep them for more than a couple of hours without running
assaying them because gold and silver precipitate off - if
it is plastic bottles, they precipitate on the plastic, if
it is glass, they precipitate on the glass, so you really
can't tell where you are if you let them sit down. So we
really have to have an AA unit down at the site. So we need
to put in an AA unit in that '71 Minerals building, we need
to have barrel testing facilities inside, some small bottle
roll testing facilities to get a better feeling on the
assays, and then heap leaching I think we can do on the
floor, you have 100 ton type of things on the floor...

How do we get it to drain downhill?

The slab in the building is already set up to drain because
there is always - the way they — the filters that they were
using, there was always leakage and it would have to be
drained away and collected so it is just beautifully set up.
We couldn't ask for anything better.

Ok.

To build a building like that I would suspect it would cost
$30,000 to $50,000.

Jim, would you call Rabb this afternoon and ask him if he



knows of a used AA that we could buy.

Ok, I can't get him - I will call him Monday morning and
ask.

Thank you. I don't believe that we are going to get this
one until 2 1/2 to 3 weeks at best case.

Well, I think that that is very critical, Dwight and we
should do whatever we can to do so. Now I have some people
here that can run it, I believe. I am interviewing Dick's
guy Sunday who has run the AA so that is not much of a
problem. Getting the unit is, getting some place to put it
in is, being sure that we have samples that mean something
after we process them is important. But all of those are in
the process of being taken care of. Ok, lets go to Dave
Rabb. I talked with him. He has talked with the Dean of
the School of Mines and the Director of the Arizona Division
of Mines and Metallurgy. They are agreeable to having Dave
work with us. Dave is agreeable to having - to using his
car - and agreeing to pay him $.17 a mile for the use of it,
which includes its use and gasoline. Ok, two sticklers in
there. They don't want him to spend 1/2 day per week on the
project, although I pointed out to him that it was critical
that more time be spent now. He said well he thought he
could fit more time in initially, and I am planning on
meeting him Friday morning in Tombstone for four hours to
review everything that is going forward.

Next Friday?

Yes, that is Friday, the 10th. I would suggest that you and
John Dean come out. I will just throw that out. Ok, now
the other zinger is that the Dean feels that the best way to
do this is to reimburse Dave for his salary, and on an
hourly basis, and the University tax of 40% markup on that
to cover their expenses, and that comes out to $21.00/hour.

Does that strike you as being reasonable?

I think that that is a good deal quite frankly. A
consultant would charge you $50 an hour.

Right. I want to talk to Tom about that when I speak to him
this week, but for the moment that sounds ok.

Ok. The one thing I want to do, I am preparing papers via
the lawyer to terminate Dick. Dick is being super agreeable
- it is painful to do it to him, but I think that the
requirement is there. I am sure it is going to be a blow to
him and a wrench to me, but at any rate, we will be done. 'I
am going to go down there Wednesday simply because I have a
Doctors appointement on Tuesday and I can't change that. 1In
the interim, Ernie - with this check that I sent down, Ernie
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is working - Dusty is working on the crusher and hopefully
we can get things - the other thing I asked Dick to do is
inventory everything. If we can get the agreement with the
Farmers which I have asked Dick to get today, we can start
moving in to the '71 Minerals building and send the trailer
back to Tucson. So everthing is pretty much on the road.

Ok, Jim. What about the backhoe to clear those trenches?

Well, what I am going to do Dwight, we have got a main
account and cash requirement sent off to you in the mail
today, which you should have Monday. The approximate amount
needed to cover payroll is $1,200. I am going to be working
this weekend and on Tuesday on getting this cash flow
analyses and I will send that to you what our true cash
needs are going to be to get this underway.

What about the $5,000 that was sent to you on Wednesday?

That was $4,731.10 or something like that? That has been
fully expended for payroll, payroll taxes, FICA and so
forth. Also to Ernie to Johnny Escapule and to Robert Callan
- a $500 payment on the bulldozer.

End of Tape



AUGUST 7, 1979

TIME 8:06

TOLL CALL #7760

FROM DWIGHT LEE

J: Dwight?

D: Hi Jim.

J: Good Morning.

D: How are ya?

J: Good, how are you?

D: Ok.

J: Tried to call you yesterday, but never did make contact.

D: I didn't get a message, I would have called you back.

J: Well, I called your office and they said you were at your
country home. I called there and I didn't get any answer
and then I called your New York home, and didn't get any
answer there either.

D: I was up there, you must have just caught me out.

J: Well there wasn't any real problem, I just wanted to give
you an update of what was happening.

D: Right, I was about to call you infact.

J: Ok. Yesterday we moved most of everything into the 71
Minerals building and got all the stuff out of the trailer
that we have been renting. The rent on that 71 Minerals
building will be, I believe, $174.00 a month. We are
spending about $140 on the trailer, so we will turn that
back and we are going to be about $50 difference. At any
rate, that is a real good deal.

Di - Ok.

J: I interviewed Al Waterson for approximately 3 hours on
Sunday, and I think he has all the necessary qualifications
to be lead man down there. I don't know whether he can
handle the management or not, I tend to think that he can, I
was very candid with him and questioned him regarding his
honesty, his drinking habits, and of course in great detail
on his background. He is a fellow that is about 57 years
old, and he has got a high school education, spent 6 years



in the Navy as a machinist, got out as a machinist mate, his
work in underground and open pit mining, small mines and
larger mines, he has worked in mills, has both ball mill
operator and milling superintendent. He was involved as
mine superintendent and I think general superintendent for a
while for 71 Minerals and actually ran some of their plants.
He is a surveyor, although not a registered professional
surveyor, but worked for approximately 10 years with Nevada
Highway Department and ran surveying crews. He is also done
pavement test work, which that type of experience is very
applicable towards building the leach pads that we -have to
have. He was involved in the building of the pad for the 71
Minerals dump and other pads in Cripple Creek, Nelson,
Nevada and elsewhere. So he is a fellow with no formal
education but lots of on the job experience. He can run a
drill rig and run a bull dozer and run a scraper. Knows
enough about diesel mechanics, he also got a certificate in
the Navy for marine diesels which are somewhat different
than equipment diesels, but, you know, the principles are
similar. And so he can evaluate maintenance programs and so
forth. I think that he can keep records, I think that he is
honest.

Do you know that he did have a drinking problem?

No, no, I just wanted to be sure that I didn't hire somebody
that would end up spending all their off time hours in the
bars in Tombstone. I just told him that, that you know Dick
has a pension for enjoying sitting on a bar stool, there is
nothing wrong with that as long as you don't carry it to
extremes, however, it gives us a bad image, and I am as much
concerned with getting things done while simultaneously
improving our image, so I was just clear to him that I
didn't expect to hear that his hobby as sitting in the
Crystal Palace every afternoon. What I am trying to do, is I
am trying to be very frank and clear with him and everyone
else, farmers, you, Tom and anybody that I come in contact
with so that we don't have any misunderstandings for lack of
candor, and so he told me that when he got out of the Navy
like most young guys, he tied one on frequently, but he has
gotten away from that. So I really don't believe that he
has any drinking problem. Really, as a matter of fact,
there was no necessity of even bringing it up, except that I
wanted to be sure. Ok, what I have done is that I have
offered him $350 a week with a proviso that if the operation
turns a profit, he will be paid back wages at a monthly
salary of $2,500/month so it will be back wages plus
interest. That seemed to be very acceptable to him.

As I listen to you describe him, it sounds like a lot of his
capabilities to some extent mirror Dusty's.

Well, ya, except he has had substantially more experience,
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