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INDICIES of LEGAL TRANSACTIONS
-Tar .
TOMBSTONE EXPLORATION, INC.
Thomas E. Schloss &waightmE,NLpe
VS.
SOUTHWESTERN EXPLORATION ASSOCIATES, INC.

Southwestern Exploration Associates, Inc.
- Hydromet, Inc. ‘
Austin Mining & Exploration, Inc.
James A. Briscoe
‘Richard F. Hewlett

Summons: June 10, 1980. Summons from T.E,I. declaring fraud,
negligent misrepresentation, breach of contract, breach of
management myreement, conspiracy to violate securities laws

Interrogatories: August 26, 1980. Interrogatories from T.E.I.
asking the following questions of James A. Briscoe, et al.:
Liebility insurance & ownership of corporation. Followed
by James A. Briscoe answers.

JAB Deposition: ,August 28, 1988, Index of exibits and
examinations are on Page 3.

JAB Answer & Counterclaim: July 16, 1880.
Schloss Deposition: September 10, 1876.

Request to Produce: October 10, 1980. T.E,I requesting JAB to
produce incorporation records, minutes of shareholders
meetings, stock Ledgers, organizational meetings,
correspondence, agreements, contracts and accounting
records, relating to Tombstone Heap Leach Project.

Dean Deposition: November 24, 1982. Deposition of John 6.
Dean, Consulting Metallurgist and Chemist for Tom Schloss.
Preceeded by JAB's comments to Deanfs deposition.
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Ju the Superior Court of the State of Arizana

In and for the County of Pima

TOMBSTONE EXPLORATION, INC.,
a Delaware corporation; et al,

No. 188423

Plaintiff..$ s SUMMONS

SOUTHWEST EXPLORATION ASSOCIATES,
INC., an Arizona Corporation, et al
Defendant..s

THE STATE OF ARIZONA to the above named defendant JAMES A. BRISCOL, Geologist

4500 Last Speedway
Tucson, Arizona

YOU ARE HEREBY SUMMONED and required to appear anddefend in the above entitled action in the above
entitled court, within TWENTY DAYS, exclusive of the day of service, after service of this summons upon you
if served within the State of Arizona, or within THIRTY DAYS, exclusive of the day of service, if served with-
out the State of Arizona, and you are hereby notified that in case you fail so to do, judgment by default will be
rendered against you for the relief demanded in the complaint,

The name and address of plaintiff's attorney is LAW OFFICES OF KENNETH L. ALLEN, P.C.
By: KENNETH L. ALLEN
705 Transamerica Building
Tucson,’ Arizona 85701

GIVEN under my hand and the seal of the Superior Couyt pf the State of A‘riz«\ma in and for the County of
R G e 1980 ©7 - JAMES N. CORBETT,
i mea ST FND S0, Y231r ApS, mmcxcxgmxs. Clerk
ny  Chistina £, Delgado

"G LFD N THE GLERY'S o .
| V| foity =i Deputy Clerk
STATE OF ARIZONA )

8s. CERTIFICATE or AFFIDAVIT of SERVICE

County of Pima )

+ being first duly sworn, deposes and says as follows:

I do hereby certify:

That I received the foregoing Summons to which was attached a true copy of the COMPLAINT on the______ day

o e 19 ., at the hour of m., and that I personally served the same upon the defendants
hereinafter named and .at the places, times and dates, and in the manner hereinafter set forth, to-wit:

Name Date Time Place Manner
By
Fees $
Subscribed and sworn to before me this day of
19 . Travel ___ miles §
Notary Public ) Total $ -

My commission expires:

COPY
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LAW OFFICES OF KENNETH L. ALLEN, P.C.
BUITE 7OB TRANSAMERICA BUILDING
177 NORTH CHuRCH AvENug
TUCBON. ARIZONA 85701
Terernone (602) €24-1757

Attomey for Plaintiffs.

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA

IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INC.,
a Delaware Corporation;
THOMAS H. SCHLOSS, indivi-
dually and DWIGHT E. LEE,
individually,

Plaintiffs,

VS.

SOUTHWEST EXPLORATION
ASSOCIATES, INC., an Arizona
Corporation; S.E.A.
HYDROMET, INC., an Arizona
Corporation; AUSTIN
EXPLORATION AND MINING CO.,
an Arizona Corporation;
JAMES A. BRISCOE, as
President of Southwest
Exploration Associates, Inc.,)
S.E.A. Hydromet, Inc., and )
Austin Exploration and Mining)
Mining Co.; JAMES A. BRISCOE )
and "JANE DOE" BRISCOE, hus-
band and wife, if he be
married; RICHARD F. HEWLETT,
Vice President and General
Manager of S.E.A. Hydromet,
Inc., and as officer- g
employee-agent of Southwest
Exploration Associates, Inc.
and Austin Exploration and
Mining Co; RICHARD F.
HEWLETT and "JANE DOE"
HEWLETT, husband and wife,
if he be married; JOHN DOES
1 through 5; ABC COMPANIES

1 through 5; and XYZ CORPO-
RATIONS 1 through 5,

)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)
)

Defendants.

P NP AP " P N M v o i i it S S S P N

NO. SFEUZE

COMPLAINT
-*'(Tort non-motor vehicle,
Fraud, Negligent Misrepresenta-
tion and Breach of Contract)

COME NOW the Plaintiffs and for their complaint state and

allege as follows:
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1
JURISDICTION

b 15 That at all times herein mentioned Plaintiffs THOMAS H.
SCHLOSS and DWIGHT E. LEE were and are residents of the State of
New York; that Plaintiff TOMBSTONE EXPLORATION, INC. (hereafter
TEI) was and is a Delaware corporation qulified to and doing
business in the State of Arizona with its principle place of
business being Tombstone, Arizona.

2. That at all times herein mentioned Defendants JAMES A.
BRISCOE and *JANE DOE"_BRISCOE (Wereinafter referred to as
BRISCOE) were and are residents of Tucson, Pima County, Arizona;
that Defendants RICHARD F. HEWLETT's and "JANE DOE" HEWLETT's
(hereinafter referred to as HEWLETT) residence is unknown to
Plaintiffs; that at all times herein Defendants BRISCOE and
HEWLETT were acting upon behalf of and for the benefit of the
community of their respective marital communities.

3. That the contract involved herein was entered into and
executed in Pima County, Arizona; that the real property
involved and set forth in Exhibit "a" attached hereto and made a
part hereof, is located in Tombstone, Arizona, and consists of
patented and unpatented mining claims recorded in the office of
the County Recorder of Cochise County, Arizona, and moré specifi-
cally and particularly described in Exhibit "A" attached hereto.

4. At all times mentioned herein Defendants SOUTHWEST
EXPLORATION ASSOCIATES, INC. (SEA), S.E.A. HYDROMET, INC.
(HYDROMET), and AUSTIN EXPLORATION AND MINING CO. (AUSTIN), were
and are corporations organized and existing under the laws of the
State of Arizona and have their principle place of business in
the County of Pima, State of ‘Arizona.

II
THE DEFENDANTS

5+ Each of the Defendants has joined together with the
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other Defendants to form, promote and sell, fo;'eacﬁ,oi Defen=-
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dants' gain and benefit, interests or shares in the mining claims
set forth in Exhibit "A", said interest to take the form of a
joint venture or other operating arrangement wherein Defendants
would obtain monies from others and operate mining operations on
the property. l

6. At all times herein mentioned each of the Defendants
was the agent and employee of each of the remaining Defendants
and was, in doing the things herein complained of, acting in the
scope of this agency, employment and entity.

7. Each Defendant (a) agreed and conspired with the other
Defendants to do the things complained of in this Complaint, or
(b) aided and abetted said Defendants in doing said things; that
Defendants S.E.A. HYDROMET and AUSTIN are, and at all times
mentioned herein were, mere shells, instrumentalities and
conduits through which Defendants BRISCOE carried on their
business in the corporate names, exactly as carried on prior to
incorporation, exercising complete control and dominance of such
business, to such an extent that any individuality or
separateness of Defendants S.E.A. HYDROMET and AUSTIN and
Defendants BRISCOE do not and at all times herein mentioned did
not exist. ,

III

FIRST CLAIM FOR RELIEF

(Fraud)

8. Plaintiffs incorporate by reference herein the allega-
tions contained in Paragraphs 1 through 7, above.

9. That from July of 1978 through and including March 7,
1979, Defendants BRISCOE, HEWLETT and SEA promoted and offered
to sell to Plaintiffs an interest in the Tombstone project, a
heap leach operation, to be carried out on the property described

in Exhibit "A" hereto. In order to induce Plaintiffs to purchase

-3=-
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such interest said Defendants made the following representations
to Plaintiffs:

A. That the dumps to be leached in the operation
contained, as of February 20, 1979, a gross value of over
12,000,000 U.S. dollars.

B. That numerous facilities existed on the property
that would enable production to commence sh&rtly after the
project was initiated.

C. That Defendants had performed all necessary
)

IND) 5 A

geological and éégllurgical_studiés and testing so that the
operation would, after an initial investment of $25,000.00,
produce gold and silver values sufficient to sustain its own
operation and return sizeable profit for the investment.
D. That Defendanzgﬁﬁ;é’developed a new metallurgical
process which was proven effective for heﬂrecovery of gold and
<) ST

silver called "Induced Percolation Substances" and by use of this

process on the Tombstone project would allow 75% recovery of the

gold and silver values.

E. That the use of the Defendants' metallurgical
process would allow recoveries of gold and silver much greater
than the use of cyanide leaching which was the accepted method
for leaching gold and silver. .

F. That a complete investment of $150,000.00 to
$200,000.00 in the increments set forth in Exhibit "B" would
enable the operation to result in a turn-key complete work opera-
tion to get the property to a point of producing enough gold and
silver to support the ongoing production.

G. That the cash flow from the processing of the ore
would pay back a $200,000.00 capital investment in from four to
six months.

10. The representations made by said Defendants were, in

truth and fact, false. The true facts were:

-4=
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A. That the dumps to be leached in the operation had
previously been leached two or three times substantially reducing
the monetary value of the dumps.

B. That basically ﬁo useable facilities existed on
the property and that Plaintiffs have had, over the last year, to
purchase all needed facilities to enable production of gold and

- \ .’L
] 2 22he

silver values to commence. r Mpsen, TUET A
a é.i That none of the gequired geological and metallur-
gical studies and testing had been performed by Defendants to
enable production of gold and silver values in any quantity let
alone in a quantity sufficient for the project to sustain its own
operation after the initial investment of $25,000.00. In fact,
Plaintiffs have expended hundteds of thousands of dollars to test

and study the property metallurglcally}and geologically.

D. That Defendants new éééallurglcal process,wfs not
only 1neffect1ve, but was known to the Defendants to be zneff:c-
tive for the recovery of gold and silver and it, in fact, would

not recover gold and silver values on the Tombstone project any-

n ) A2 ) /
) ¢ ¥ SR TETE ; A

where close to 75% of said values. Cheety. [P~y

E. That the netallurgfﬁgl process of Defendants was
much less effective in the recovery of gold and silver values by
leaching than the accepted method of cyanide leaching.’

F. That Plaintiffs' investment of in excess of
$500,000.00 to protect themselves has not put the project into a
turn-key complete work operation.

G. That to date the cash flow from the project has
not returned any of the capital investment of Plaintiffs, let
alone completely pay back the capital investment in four to six
months from the date of the contract.,

11. When Defendants made said representations to Plaintiffs
they knew, or should have known, them to be false and fraudulent;

said statements were made by them with the intent to defraud and

-
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deceive Plaintiffs and to induce Plaintiffs to purchase an
interest in Tombstone heap leaching project from Defendants as
hereinafter alleged.

12, At the time said representations were made, Plaintiffs
were ignorant of their falsity but believed each of thm to be
true. 1In reliance thereon, Plaintiffs did purchase a 25%
interest in the Tombstone heap leaching project pursuant to that
agreement dated March 7, 1979 attached hereto as Exhibit "B" and
made a part hereof. That additional interests could be acquired
by further investment, as set fortH in Paragraph 6 of Exhibit
"B". That had Plaintiffs known the true facts and not have
relied upon Defendants' expertise and representations, they would
not have purchased said interest from Defendants or, alterna-
tively, would have restructured the financial contributions and
interests according to the true facts.

13. That following the initial interest purchase, Defen-
dants HYDROMET and AUSTIN were formed by the other Defendants and
said Defendants, including HEWLETT, AUSTIN, and HYDROMET made the
following representations to Plaintiffs:

A. The metallurgy at the project, along with the
"Induced Percolation Substances", was "no risk" and good percola-
tion and values of gold and silver were being recovered;

B. That the metallurgical recoveries going on at the
pProject were "no risk" and that the results could have not been
better.

Cs That for the month following April 11, 1979, the
cash flow for the project would be $175,000.00. '

14, That the representations made by said Defendants were,
in truth and fact, false, the true facts being: I JL%<
LD &vaJ,; <

A. That the new metallurgical process "Induced Perco-
lation Substances™ was not only a high rfgivagé‘unétoven process,

but Defendants had actual knowledge that the process did not work

-G~




on a property and project such as the Tombstone heap leach
project and that Defendants were not getting good percolation or
recovery of gold and silver values.

B. That the recoveries of gold and silver values on
the project were, in fact, non-existent under the process used by
Defendants and of considerable risk.

G That for the month following April 11, 1979, there
was no cash flow from the Project, let alone $175,000.00.

15, When Defendants made said representations to Plaintiffs
they knew, or should have known,'tﬁem to be false and fraudulent;
said statements were made by the Defendants in concert as a
continuing course of fraudulent conduct with the intent to
further deceive and defraud Plaintiffs and to induce Plaintiffs
to invest additional funds in the project.

16. At the time said representations were made Plaintiffs
were ignorant of their falsity and believed each of them to be
true. 1In reliance thereon, Plaintiffs on April 23, 1979,
purchased an additional interest in the Tombstone heap lea;h
project for $25,000.00. Had Plaintiffs known the true facts they
would not have purchased said interest or made an additional
investment from Defendants or, in the alternative, would have
restructured the respective interests and investment cépital.

17, That during the months of May and June, Plaintiffs
became concerned about their investment and the fact that none of
the representations by Defendants were proving to be accurate and
therefore embarked upon an attempt to salvage their investment
and this project and have continued said effort to the date of
this Complaint.

18. By reason of the facts alleged, Plaintiffs have been
damaged in the sum of in excess of §1,000,000.00,
19, Defendants did the things alleged herein with the

intent to defraud Plaintiffs., sSaid acts were done maliciously

-7
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and oppressively. Plaintiffs therefore are entitled to and seek
punitive damages in the amount of $1,000,000.00.

20. Pursuant to A.R.S. 12-341.01, Plaintiffs are entitled
to attorneys' fees.

SECOND CLAIM FOR RELIEF

(Negligent misrepresentation)

21, Plaintiffs incorporate by reference thereto the
allegations contained in Paragraphs 1 through 17 of this
Complaint.

22, When Defendants and each of them made the representa-
tions to Plaintiffs contained in Paragraphs 9 through 17,
Defendants had no reasonable grounds to believe said
representations to be true; said representations were made to
Plaintiffs with the intent to deceive Plaintiffs and to induce
Plaintiffs to purchase said interests from Defendants.

23. Plaintiffs incorporate by reference thereto the

allegations contained in Paragraphs 18 through 20 of this

Complaint.
THIRD CLAIM FOR RELIEF
(Breach of Contract)
24. Plaintiffs incorporate by reference thereto the allega-

tions contained in Paragraphs 1 through 17 of this Coﬁélaint.

25, That Defendant BRISCOE, by and on behalf of himself and
Defendant SEA and/or Defendant AUSTIN entered into the contract
and/or letter agreement dated March 7, 1979 attached hereto as
Exhibit "B" and by reference incorporated herein. That, pursuant
to said agreement, the parties thereto were to enter into a more
comprehensive operation agreement for the Tombstone heap leach
project. That, for various reasons, such agreement was never
consummated and the parties continued to operate under the March
7, 1979, agreement and its amendment dated May 22, 1979, which is
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attached hereto and made a part hereof by reference as Exhibit
"Cc".

26. Pursuant to Paragraph 6 of said agreement, Plaintiffs

were to acquire additional interests based upon their
monetary contributions, and further that either Plaintiffs' or
Defendants' interests could be diluted based upon the additional
funding contributed to the project.

27. That Plaintiffs have invested in excess of $500,000.00
to date in an attempt to salvage the project and to protect their
investment, thereby diluting and reducing Defendants BRISCOE,
S.E.A. HYDROMET and/or AUSTIN of any interest whatsoever under
the contract agreement dated March 7, 1979.

28. Plaintiffs have demanded recognition of Defendants
BRISCOE's, SEA's and AUSTIN's dilution and reduction of interest
to zero, but said Defendants have refused and continue to refuse
to relinquish their interest or claims to interest pursuant to
the contract of March 7, 1979, and are therefore in default under
the contract.

29. As a direct result of the above breach by Defendants
BRISCOE, SEA and/or AUSTIN, Plaintiffs have been damaged in that
they are proceeding to operate the Tombstone heap leach project
subject to unwarranted claims of interest by Defendanéé BRISCOE,
SEA and/or AUSTIN and are thereby entitled to a judicial deter-
mination and order that the Defendants, due to their breach of
contract, have no interest whatsoever in the Tombstone heap
leaching project or, in the alternative, such an interest as is
equitable, based upon the contributions of the respective
parties.

FOURTH CLAIM FOR RELIEF

(Breach of Management Agreement)
30. Plaintiffs incorporate by reference thereto the allega-

tions contained in Paragraphs 1 through 17 of this Complaint.

-9-
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31. That as a result of the contract dated March 7, 1979,
it was agreed pursuant to Paragraph 5 of that document, that
De fendant SEA would be employed to manage the Tombstone heap
leaching project. That SEA created Defendant HYDROMET to manage
said project. That Defendant BRISCOE, individually and on behalf
of SEA did, in fact, control HYDROMET and its general manager and
vice president Defendant HEWLETT, to the extent that there was no
separateness of the various entities. That the Defendants S.E.A.
HYDROMET, BRISCOE and HEWLETT agreed to manage the Tombstone heap
leaching project in a businesslike'and minerlike manner. In
compliance with the applicable provisions of the March 7, 1979
agreement and in compliance with acceptable standards within the
industry for such a project, the Defendants S.E.A., HYDROMET,
BRISCOE and HEWLETT breached said agreement and were so grossly
negligent in their management of the project that within four
months the projéct was three to four months behind schedule and
400% over budget, all to the damage and loss of Plaintiffs.

32, Further the Defendants committed acts during the course
of their management of Tombstone heap leaching project which
damaged the existing heap leaching dumps and other aspects of the
property in that gold and silver values were made more difficult
to be recovered in the future because of the negligent and
improper application of metallurgical processes and practices
employed by the Defendants, all to the damage and loss of
Plaintiffs,

33. The above complained of acts, while Defendants were in
the management position of the Tombstone heap leaching project,
were done knowingly and maliciously and entitle Plaintiffs to
punitive damages.

34. As a result of the above acts and breach of the
management agreement and negligent management by the Defendants,

Plaintiffs have been damaged in an amount in excess of

-10-
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$1,000,000.00 actual damages and are entitled to punitive damages
of at least $1,000,000.00.

FIFTH CLAIM FOR RELIEF

(Conspiracy to Violate Securities Laws)

35. Plaintiffs incorporate by reference the allegations
contained in Paragraphs 1 through 17 herein.

36. During the months between July of 1978 and March 7,
1979, Defendants and each of them conspired together and
maliciously and wilfully entered into a scheme to defraud and
deceive Plaintiffs and deprive them of their money and formed a
deliberate design and process to sell to Plaintiffs an interest
in the Tombstone heap leaching project for which no approval for
sale thereof had been obtained from the Arizona and New York
departments of corporations, Securities Exchange Commission, or
any other agency or department, as required by the laws of the
States of Arizona and New York, and the United States.

37. Defendants did the acts and things herein alleged and
all of such acts and things were participated in and done by all
of said Defendants or by one or more of them as steps in said
conspiracy and for the unlawful purposes of defrauding and
deceiving Plaintiffs as herein alleged.

38. Said wrongful acts of said Defendants in carrying out

said conspiracy accomplished Defendants' purposes and resulted in

the total loss to Plaintiffs of in excess of $1,000,000.00,
all of which is to Plaintiffs® damage.

39. Said acts of the Defendants were oppressive, malicious
and contrary to law and Plaintiffs pray for punitive damages in
the sum of $1,000,000.00,

WHEREFORE, Plaintiffs pray for judgment as follows:
1. Compensatory damages, Plaintiffs' actual damages, but

in no case less than $1,000,000.00 under all claims for relief.
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2. For a judicial determination establishing that
Defendants have no interest whatsoecver in the Tombstone heap
leaching project pursuant to Plaintiffs' Third claim for relief
or, in the alternative, a determination of the respective shares
of the Plaintiffs and Defendants in said project, based upon
their contributions and the equities.

3. As to all claims for relief, punitive damages of no
less than $1,000,000.00.

4, As to all claims for relief, attorneys' fees pursuant
to A.R.S. 12-341.01, costs of the ,suit incurred herein.

5. Such other and further relief as the Court and Jury
deem just and proper.

LAW OFFICES OF KENNETH L. ALLEN, P.C.

o Kl Qe

KENNETH L. ALLEN

705 Transamerica Building
177 North Church Avenue
Tucson, Arizona 85701
Attorneys for Plaintiffs

STATE OF ARIZONA )
) ss.
COUNTY OF PIMA )

KENNETH L. ALLEN, being first duly sworn on oath, deposes
and says:

That he is an attorney duly authorized to practice law in
the State of Arizona; that as such attorney he has prepared the
foregoing Complaint in this matter; that the contents of the
Complaint are true and correct and as to those matters which are
based upon his information and belief, he believes them to be

true.

KENNETH L. ALLEN

-12-
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SUBSCRIBED AND SWORN TO before me thisg /?2(§{g;y of June,
1980, by KENNETH L. ALLEN.

///’5222;22;:2'// <::;;E%:;/”uf()4fi
/.~ "Notary Publ%;?’ :

My Commission Expires:
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LAW OFFICES OF KENNETH L. ALLEN. P.C.
BUITE 7035 TRANEAMERICA BUILDING }A@,
177 NGRTH CHURCH AVENUE A
TUCSON. ARIZONA B5701
YewerHone (602) 624-1787 )y . )

Attomey for  pyaintiffs
IN THE SUPERIOR COURT OF THE STATE OF ARIZONA

IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INC., )
a Delaware Corporation; )
THOMAS E. SCHLOSS, individually )
and DWIGHT E. LEE, individually, )

) NO. 188423

Plaintiffs, )

) NOTICE OF SERVICE OF
vs. ) NON-UNIFORM INTERROGATORIES TO

) DEFENDANT JAMES A. BRISCOE
SOUTHWEST EXPLORATION ASSO- )
CIATES, INC., an Arizona )
Corporation, et al, )
)
)
)
)

Defendants.

Plaintiffs hereby give notice that they have on this day
served an original and one (1) copy of Non-Uniform
Interrogatories, consisting of three interrogatories and subparts
thereto, requesting that such interrogatories be answered within
thirty (30) days from receipt thereof, pursuant to Rule 33,

Arizona Rules of Civil Procedure, by Defendant JAMES A. BRISCOE.

DATED this Jlp  day of _ /It L, 1980.
i g
LAW OFFICES OF KENWNETH L. ALLEN, P.C.

By ~‘7Zériz_ff- <;~Ai
ILENE G. SIPE {
705 Transamerica Building
177 North Church Avenue
Tucson, Arizona 85701
Attorneys for Plaintiff
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COPY of the foregoing
mailed this J(;,"day
of July, 1980, to:

JAY S. KITTLE, ESQ.

509 Transamerica Building

177 North Church Avenue

Tucson, Arizona 85701

Attorney for Defendant JAMES A. BRISCOE

L , 7/
2l n st Muna
Mrs. Eleanore S. Rya

Secretary to ILENE G. SIPE

COPRY
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LAW OFFICES OF KENNETH L. ALLEN. P.C.
SUITE 705 TRANSAMIRICA BUILDING
177 NoRTH CHURCH AvVENUE
TUCSON. ARIZONA £5701
Teircrnone (602) 624-1787

Attomey for Plaintiffs
IN THE SUPERIOR COURT OF THE STATE OF ARIZONA

IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INC.,
a Delaware Corporation;
THOMAS E. SCHLOSS, individually
and DWIGHT E. LEE, individually,
NO. 188423
Plaintiffs,
NON-UNIFORM INTERROGATORIES
TO DEFENDANT JAMES A.
BRISCOE

vs.
SOUTHWEST EXPLORATION ASSO-
CIATES, INC., an Arizona
Corporation, et al,

Defendants.

— e e e e N e e e

TO: The above-named Defendant, JAMES A. BRISCOE and his attorney
of record JAY S. KITTLE:
Under authority of Rule 33, Arizona Rules of Civil Procedure,
you are hereby requested to answer in writing and under oath,
within thirty (30) days from receipt hereof, the following Inter-

rogatories:

INSTRUCTIONS FOR USE

A. All information is to be divulged which is in the
possession of the individual or corporate party, his attorneys,
investigators, agents, employees or other representatives of the
named party and his attorney.

B. A "medical practitioner"™ as used in these Interro-
gatories is meant to include any medical doctor, osteopathic phy-
sician, podiatrist, doctor of chiropractic, naturopathic physicizn
or other person who performs any form of healing art.

COPY
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c. Where an individuval Interrogatory calls for an answer
which involves more than one, each part of the answer should be
clearly set out so that it is understandable.

D Where the terms "you", "plaintiff" or "defendant" are
used, they are meant to include every individual party and
separate answers should be given for each person named as a party,
if requested.

E. Where the terms "accident" or "the accident" are used,
they are meant to mean the incident which is the basis of this
lawsuit, unless otherwise specified.

F. A space has been provided on the interrogatories for
your answer. Your answer should immediately follow the
interrogatory. If your answer requires more space than is
provided, you shall type on a separate sheet the interrogatory and
thereafter give your answer, as required by Rule XVII of the
Uniform Rules of Practice.

G. These interrogatories are intended as continuing
interrogatories, requiring you to answer by supplemental answer,
setting forth any information within the scope of the
interrogatories as may be acquired by you, your agents, attorneys,
or representatives following original answers.

1. Within the 13 month period prior to the occurence of tre
incident described in the Complaint, was the Defendant a named
insured or an insured under any type of liability insurance issued

by any entity carrying on an insurance business?

2 Was the business or corporation owned by the Defendant
at the time of the incident, described (either specifically or by

class) in any policy of insurance?
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3. 1f your answer to either of the two preceding questions
was affirmative, state the following as to each such policy of
insurance:

A, The name of the insurer:

B. The name of the named insured:

cC. The types of risk insured against:
.
D. The business, persons, corporations or premises in the
policy:

E. The inception date of the policy:

F. The expiration date of the policy:

G. Was the policy ever cancelled? .

If so, when and for what reason?

H. The name and address of the agent who sold the policy:
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I. The limits of liability:

(1) What are the limits of liability stated in the

policy as to each person, business or corporation

insured?

(2) What are the limits of liability applicable to the

named Defendant?

J. What was the insuring agreement?

DATED this o day of August, 1980.

Original and one
copy mailed this
J’~" day of August,

1980, to:

JAY S. KITTLE, ESQ.

509 Transamerica Building
177 North Church Avenue
Tucson, Arizona, 85701

LAW OFFICES OF KENNETH L. ALLEN,

By CE@A& G >v‘yLi/

ILENE G. SIPE

705 Transamerica Building
177 North Church Avenue
Tucson, Arizona 85701
Attorneys for Plaintiffs

Attorneys for Defendant JAMES A. BRISCOE

>,- - S 4
Tt £ M g )

Mrs. Eleanore S. Ryan
Secretary to ILENE G. SIPE

P.C.

CoPY
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LAW OFFICES OF KENNETH L. ALLEN, P.C,
BUITE 705 Transamcnica Buitoing
177 Norin Crukcwn Avewue
TUCSON. ARIZONA £z70)
. Telornone (602) C24-1757

Attomney for Plaintiffs
IN THE SUPERIOR COURT OF THE STATE OF ARIZORA

IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INCs ; )
a Delaware Corporation; )
THOMAS E. SCHLOSS, individually )

and DWIGHT E. LEE individually, )
‘ ! ) NO. 188423
Plaintiffs, ) X
) NON-UNIFORM INTERROGATORIES
vs. ) TO DEFENDANT JAMES A.
) BRISCOE
SOUTHWEST EXPLORATION ASSO- )
CIATES, INC., an Arizona )
Corporation, et al, )
)
Defendants. )
)
—_— )

TO: The above-named Defendant, JAKMES A. BRISCOE and his attorney
of record Jay s. KITTLE:

Under suthority of Rule 33, Arizona Rules of Civil Proccdure,
You are hereby reguested to answer in writing and under oath,
within thirty (30) days from receipt hereof, the following Inter-

rogatories:
INSTRUCTIONS FOR USE

A. All information is to be divulged which ?s in the
Dossession of the individual or corporate party, his attorneys,

. . 5 o . 3 3 Yo
investigators, agents, cnployees or other represcntatives of the
nated party and his attorney.

B. A "medical praclitioner"” as used in these Interro-
gatories is meant to include any medical doctor, ostcopathic Phy—
sician, podialrist, doctor of chiropractic, naturopathic physiciz
or other person who performs any form of healing art.
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C. Where an individual Interrogatory calls for an answer
which involves more than one, each part of the answer should be
clearly set out so that it is understandable,

D. Where the terms "you", "plaintiff” or "defendant" are
used, they are meant to include every individual party and
Scparate answers should be given for each person named as a partv,
if requested.

E. Where the terms "accident" or "the accident"” are used,
they are meant to mean the incident which is the basis of this
lawsuit, unless otherwise specified.

P A space has been provided on the interrogatories for

your answer. Your answer should immediately follow the
interrogatory. 1If your answer requires more space than is

provided, you shall type on a sepérate sheet the interrogatory zad
thereafter give your answer, as required by Rule XVII of the
Uniform Rules of Practice.

G. These interrogatories are intended as continuing
interrogatories, requiring you to answer by supplcmental answer,
setting forth any information within the scope of the
interrogatories as ay be acquired by you, your agents, attorneys,
Or representatives following original answers.

1. Within the 13 month period prior to the occurence of tre
incident described in the Complaint, was the Defendant a named

insured or an insured under any type of liability insurance issued

by any entity carrying on an insurance business?

Yes.

2. Was the business or corporation owned by the Defendant
at the time of the incident, described (either specifically or by |

class) in any policy of insurance?

Yes.
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3.

1f your answer to either of the two preceding questions

was affirmative, state the following as to each such policy of

insurance:

A.

The name of the insurer:

Aetna Casualty and Surety

The name of the named insured:

Southwestern Exploration Associates, Inc. and S.E.A. Photography,
Inc. and James A. Briscoe.

The types of risk insured against:

Geophysical Exploration, Aerial Photography

The business, persons, corporations or premises in the

policy:

See B.

The inception date of the policy:

12/i8/7B

The expiration date of the policy:

8/8/79

Was the policy ever cancelled? o .

If so, when and for what reason?

8/8/79 - rewritten into a package policy

The name and address of the agent who sold the policy:

Allan Dochtermann
Tucson Realty and Trust Co.
6390 E. Broadway, Tucson, AZ 85710
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Xa The limits of liability:
(1) What are the limits of liability stated in the
policy as to each person, business or corporation
insured?

500,000 per occ/500,000 aggregate - Bodily Injury
100,000 per occ/100,000 aggregate - Property Damage

(2) What are the limits of liability applicable to the
named Defendant?

Same as I.

J. What was the insuring agrecment?

Standard Manufacturer's and Contractors Liability Policy

DATED this _Z_{Q_ day of ARugust, 1980.

LAW OFF1CES OF KENNETH L. ALLEN, P.C.

By \(/éf% C):;7>ﬂ'v(/
ILENE G. SIPE 1
705 Transamerica Building
177 North Church Avenue
Tucson, Arizona 85701
Attorneys for Plaintiffs

Original and one
copy mailed this
Q1 day of Ruqust,
1980, to:

JaY S. KIVTLE, ESQ.

509 Transeinerica Building

177 North Church hveénue

Tucson, hkrizona, 85701

attorneys for Defencdant JRMES A. BRISCOE

Z .
i 42

lirs. Elcznore S. Ryan

P T L/:r)v'-" 2507
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COREY & KITTLE,P.C.

ATTORNEYS AT LAW

BARRY M. COREY SUITE 509 TRANSAMERICA BUILDING

JAY S. KITTLE J“ly 22 1980 177 NORTH CHURCH AVENUE
TUCSON, ARIZONA 885701

(602)8B2-9994

PATRICK J. FARRELL
THOMAS A.STOOPS

Southwestern Exploration Associates, Inc.
4500 East Speedway, Suite 14
Tucson, Arizona 85712

ATTENTION: James A. Briscoe

RE: Southwestern Exploration Associates, Inc. advs. Tombstone
Exploration, Inc.

Dear Jim:

Enclosed herewith for your files is a copy of the Answer
we filed on behalf of S.E.A. and its related corporations in
the matter referred to above.

Jay will be out of the office on vacation until August 1,
but please feel free to give me a call if I can answer questions
for you concerning the Answer. Also, it would probably be
helpful for us to meet some time before Jay returns to discuss
the steps which should be taken by the Corporation in view of
its present financial difficulties.

Sincerely yours,

COREY & KITTLE, P.C.

> ;

,;f/ e
LA
Patrick J. Farrell
PJF:jr
Enclosure
REVIEWED
AGLLT gﬂ

n,

i "= 3

<

COPY



W O N OO0 U s W N -

—_ e e e
s W NN - O

15

17
18
19
20
21
22
23
24
25
26
27

28 |

29
30
31
32

COREY & KITTLE, P.C.
ATTORNEYS AT LAW
SUITE SO0 TRANSAMERICA BUILDING
177 NORTH CHURCH AVENUE
TUCSON, ARIZONA 86701
(802) 882-4904

Acorneys for Defendants

IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF PIMA
TOMBSTONE EXPLORATION, INC.,

a Delaware Corporation;
THOMAS H. SCHLOSS, indivi-

dually and DWIGHT E. LEE, NO. 188423
individually,
ANSWER AND COUNTERCLAIM
Plaintiffs,
vs.

SOUTHWEST EXPLORATION
ASSOCIATES, INC., an
Arizona Corporarion; et al;

Defendants.

NN e e e N N e

COME NOW Defendants SOUTHWEST EXPLORATION ASSOCIATES, INC
HYDROMET, INC., AUSTIN EXPLORATION AND MINING COMPANY, JAMES A.
BRISCOE, individually and as President of Southwest Exploration
Associates, Inc, Hydromet, Inc., and Austin Exploration and Mining
Company, by and through their attorneys undersigned and answer the
Plaintiffs complaint. '
JURISDICTION
A. Defendants admit that JAMES A. BRISCOE was and is a
resident of Tucson, Pima County, Arizona.
B. Defendants admit the allegations contained in Para-
graphs 3 and 4 of Plaintiffs' Complaint.
' THE DEFENDANTS
C. Defendants deny the allegations contained in Para-

graphs 5, 6 and 7 of Plaintiffs' Complaint.

COPY
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FIRST CLAIM FOR RELIEF

D. Defendants incorporate by reference herein the
answers stated above to Paragraphs 1 - 7 of Plaintiffs' Complaint.

E. Defendants admit that Defendants BRISCOE and SOUTH-
WEST EXPLORATIONS, INC. promoted and offered to sell to Plaintiffs
an interest in the Tombstone Project, a heap leach operation.

F. Defendants admit that certain buildings, plumbing,
and roads existed on the property that would facilitate production
after the project was initiated.

G. Defendants deny the balance of the allegations
contained in Subparagraphs A - G in Paragraph 9 of Plaintiffs'
Complaint.

H. Defendants deny the allegations contained in Para-
graphs 10 and 11 of Plaintiffs' Complaint,

i 1. Defendants admit the Plaintiffs did purchase a 25%
interest in the Tombstone heap leaching project pursuant to the
Agreement dated March 7, 1979, attached to Plaintiffs' Complaint
as Exhibit B. Defendants further admit that additjonal interests
could be acquired by Plaintiffs through further investment as sct
forth in Paragraph 6 of said Exhibit B. Defendants deny the balance
of the allegations contained in Paragraph 12 of Plaintiffs' Com-
plaint.

J. Defendants deny the allegations contained in Para-
graphs 13 through 20 of Plaintiffs' Complaint.

SECOND CLAIM FOR RELIEF

l K, Defendants incorporate by reference herein their

|answers stated above to Paragraphs 1 - 20 of Plaintiffs' Complaint.

il L. Defendants deny the allegations contained in Para-
i

jgraph 22 of Plaintiffs' Complaint.
|

1]

| THIRD CLAIM FOR RELIEF

! M. Defendants incorporate by reference herein their

banswers stated above to Paragraphs 1 - 17 of Plaintiffs' Complaint.
i

| 2
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M. Defendants deny that Defendant BRISCOE personally
entered into the contract and/or letter agreement dated March 7,
1979, attached as Exhibit B to Plaintiffs' Complaint. Defendants
admit the balance of the allegations contained in Paragraph 25
of Plaintiffs' Complaint,

0. Defendants admit that Plainciffs were to acquire
additional interests in the Tombstone project as stated in Para-
graph 6 of the March 7, 1979, agreement; Defendants deny that
either Plaintiffs'or Defendants' interest could be diluted based
on additional funding contributed to the project, except in the
case where the parties might seek additional funding from outside
sources.

P. Defendants deny the allegations contained in Para-
graphs 27, 28 and 29 of Plaintiffs' Complaint.

FOURTH CLAIM FOR RELIEF

Q. Defendants incorporate by reference herein their
answers to the allegations contained in Paragraphs 1 - 17 of
Plaintiffs' Complaint. _

R. Defendants admit that Defendant SOUTHWEST EXPLORATION
ASSOCIATES, INC. would be employed to manage the Tombstone tieap
Leaching project. Defendants deny the balance of the allegations
contained in Paragraph 31 of Plaintiffs' Complaint.

S. Defendants deny the allegations contained in Para-
graph 32, 33 and 34 of Plaintiffs' Complaint.

FIFTH CLAIM FOR RELIEF

T. Defendants incorporate by reference herein their
answers to the allegations contained in P ® h1-17 of
Plaintiffs' Complaint.

U. Defendants deny the allegations contained in Para-
graphs 36, 37, 38 and 39 of Plaintiffs' Complaint.

AFFIRMATIVE DEFENSES

V. Plaintiffs are knowledgeable mineral investors, were
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familiar with the Tombstone Heap Leach properties prior to invest-
ing in them, and assumed the risks inherent in such projects.

W. Plaintiffs have managed the Tombstone Leaching
operation since May of 1979, and thus are estopped to claims that
operating difficulties since then are due to Defendants mismanage-
ment. )

X. Plaintiffs have failed to pay Defendants considera-
tion due them for services rendered, and cannot now contend that
Defendants breached its management agreement with Plaintiffs.

Y. Since assuming full control of the Leaching Project,
Plaintiffs have voluntarily continued to invest sums of money in
the project without inducement from the Defendants.

Z. Since April or May of 1979, Plaintiffs have retained
ltheir own professional metalurgist to advise them, and cannot now
be heard to say they relied exclusively on alleged statements of
)Defendants concerning the metalurgical characteristics of the sub-
ject property.

AA. The mineral properties referred to in Plaintiffs'
Complaint continue to be valuable properties, and have not been
productive because of Plaintiffs mismanagement.

WHEREFORE, Defendants request that Plaintiffs' Complaint
be dismissed with prejudice and that Plaintiffs take nothing by
their Complaint, that Defendants be awarded their costs incurred
herein and reasonable attorneys' fees expended by them in this
action pursuant to A.R.S. §12-341,01, and that the Court order
such other and further relief as the Court deems just and proper
in the premises.

COUNTERCLAIMS

COME NOW the Defendants, and for their claims against

Plaintiffs, scate and allege as follows:

BB. Defendants rendered valuable professional services

| to Plaintiffs in connection with the Tombstone Heap Leach Project;
1!
I
it

i s

|

COPY
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and were not paid as agreed. Amounts owing to Defendants from
Plaintiffs total approximately $45,097.73.

CC. Plaintiffs have controlled the Tombstone Heap Leach
Project since May of 1979, and have badly mismanaged it thereby
jeopardizing Defendants' interest in the project. By reason of
such mismanagement, mineral concentrates which could have been sold
at historic high prices were kept off the market, and surrounding
mineral claims which could have been secured and should have been
secured for the benefit of both Plaintiffs and Defendants were
instead acquired by others.

DD. Plaintiffs secretly retained valuable mineral con-
centrates from the Tombstone Heap Leach Project with the intent to
defraud Defendants, and Defendants have suffered great damage by
reason of such fraud.

EE. The acts of Plaintiffs complained of above were done
knowingly and maliciously and entitle Defendants to punitive
damages.

WHEREFORE, Defendants pray for judgment against Plainciffy
as follows:

1. Compensatory damages, Defendants actual damages, but
in no case less than $1,000,000 under all claims for relief.

2. Damages in contract for the sum of $45,097.73, to-
gether with applicable interest, for amounts owing to Defendants
by Plaintiffs for professional services rendered.

3. As to all claims for relief, punitive damages of no
less than $1,000,000.

4. As to all claims for relief, attorneys' fees pursuant
to A.R.S5. §12-341.01, together with costs of the suit incurred
herein. '

5. Such other and further relief as the Court deems just

and proper.




DATED this 16th day of July, 1980.

COREY & KITTLE, P.C.

By:

O
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Copy for the foregoing mailed
to Kenneth L. Allen, Attorney
for Plaintiffs

705 Transamerica Building

177 North Church Avenue
Tucson, Arizona 85701, this
ilbth day of July, 1980

Jay S. Kittle
Attorneys for Southwest Exploratioy
Associates, Inc., Hydromet, Inc.,
Austin Exploration and Mining
Company and James A. Briscoe

509 Transamerica Building

177 North Church Avenue

Tucson, Arizona 85701
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COREY & KITTLE,P.C.

ATTORNEYS AT LAW

BARRY M. COREY SUITE 509 TRANSAMERICA BUILDING
JAY S. KITTLE October 13, 1980 177 NORTH CHURCH AVENUE
PATRICK J. FARRELL TUCSON, ARIZONA 85701
THOMAS A.STOOPS (602) 882-4994

Southwestern Exploration Associates, Inc.
4500 E. Speedway, Suite 14
Tucson, Arizona 85712

ATTENTION: James A. Briscoe

RE: Tombstone Exploration, Inc. vs. Southwestern Exploration
Associates, Inc.

Dear Jim:

Enclosed herewith is a request to produce a wide variety
of corporate documents relating to S.E.A., SEA Hydromet and
The Austin Exploration and Mining Corporation.

You will note that the deadline for producing these
documents is Thursday, October 23, 1980. If you can arrange
for someone in your office to assemble these documents, I

will be happy to have them picked up by someone from our
office.

Thank you for your assistance with the foregoing.
Please give me a call if you have any questions.

Sincerely yours,

COREY & KITTLE, P.C.

Jay é; Kittle
JSK:jr

Enclosure
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RECEIVCD OCT 13 1080

LAW OFFICES OF KENNETH L. ALLEN, P.C,
239 NOHTH CHURCH AVINUE
TUCLON, AKIZONA 1701
TELLIWONZ (602) €24-1757

Attoiney for Plaintiffs.
IN CHE SUPLRIOR COUR'T OF WIHE STATE OF ARIZOLA

IN AND FOR 'T"HE COUNTY OF PIMA

/

TOMBSTONE LXPLORATION, INC., )
a Delaware corporation, et al, )
)
Plaintiffs, ) HO. 188423
)
VER ) REQULEST 10 PKODUCE
) SHRLSE !
SOUTHWEST EXPLORATION /:550C1LATES,)
INC., an Arizona corporation, )
)
Defendants. )
)
PO S W= —nd
TOs Defendants and their counsel MR, JaY KIiTILE,

Attorney at Law, 509 Transauncrica Building,
Tucson, Arizona 85701,

Pursuant to Rule 34, ~nrizona Rules of Civil Frocedure,
you are hereby requested to vroduce the following items, in your
possession or under your control, for inspcection and copying at
the offices of LAW OFFICES OF KENNETH L. ALLEN, P.C., 239 lorth
Church Avenue, Tucson, Arizona, 85701, on or before Thursday,
October 23, 1980:

All corporate docunents of the three defﬁﬂfiﬂ&.ii£22£iﬁiﬁﬂf

fincluding, but not limited to, incorporation records, minutes of
| ; 3 " "
)sharuholdurs' and dirccotors' mectings, stock ledgers, organiza-

Wl ; ] < .
litlonal neetings and any other written docuncntation of the corpo-

rations dealing with the plaintiffs, the Tonbstone Heap Leach

Project, Tonbstone Cove'ol.aent Corp., Tonbxstene Exploration, Inc.;

this documentation to include, but not nccessarily be limited to,

all correspondence, ayreencnts, contracts and accounting records.
st bbbl .
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DATED, October 10, 1980.

LAW OFFICES OF KENNETH L. ALLEN, P.C.

py KENNETH L. ALLEN
KENNETH L. ALLEN
239 North Church Avenue
Tucson, AZ 85701

Att orneys for Plaintiffs

COPY of the foregoing Reuuest
to Produce mailed this 10th day
of October, 1980, to:

MR. JAY KITTLE

509 Transamerica Building
Tucson, Arizona 85701
Attorney for Defendants

Z: / %&"C(‘é o

1¥s. Jean Janesch, CLA
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AN THE SUPERIOR COURT OF THE STATE OF ARIZONA
.IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INC.,

A Delaware Corporation:

THOMAS E. SCHLOSS, individually
and DWIGHT E. LEE, individually,

Plaintiffs,
~vs- No. 188423
SQUTHWLST EXPLORATION ASSO-
CIiTES, INC., an Arlzona

Corporation, et al.,

Defendants.

W N S N T Nl Do Nl Vel NtV Umt Ywd st at wad St

DLPOSITION OF: JAMES A. BRISCOR

August 28, 19860

APPEARANCES:
MR. KENNETH L. ALLEN, Attorney at Law,
Suite 705, Transemerica Building,
177 North Church Avenue,
Tucson, Arxrizcna, 85701,

for the Plaintiffs;
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APPEARANCLS (Cont'd):
MR. JAY S. KITTLE, Attorney at Law,
Corey & Kittle, F.C.,
Suite 509, Transamerica Building,
177 North Church Avenue,
Tucson, Arizona, 85701,

for the Defendents.
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BE IT REMEMBERED that pursuant to Notice of
Taking Deposition in the above-styled and numbered cause,
the ceposition of JAMES A. BRISCOE was taken upon oral
€xauination at the law offices of Kenneth L. Allen, P.C.,
Suite 705, Transanerica Building, 177 North Church
Avenue, in the City of 7Tucson, County of Pima, State of
Arizona, before me, Ronald L. Lunsford, a Notary Public
in and for the County of Pina, State of Arizooa, on the
<bil: dav of August, 1%8u. beginuing 8% the hour of 10:00

A.l. on said day.

JAMES A, BRISCOE,
heving been first duly sworn +o tel! the trath, the whele
truth and nothing but the tyuth, was examined and testi-

fied as follows:

EXAMINATION

BY MR. ALLEN:

Q Jiu, would you state your namne for the record,
please.

A James A. priscoe.,

< And do you mind if I call you Jim?

A Ro, please do.

Q Whnat is your business address here in Tucson?

A 4500 East Speedway, Suite 14.

RONALDL. LUNSFORD
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Q What is your business, cccupation or profession?

A Consulting geologist.

Q And how long have you worked for or followed in
thet professicon?

A Geology?

Q Yes,

A Since graduation from college, approximately
19¢5.,

-

5 iy SCr L You tell us in & Bueh detall as you
Jant, uii, and give me your educat. onhal bach sround and
your experience background, for the record, and what you

nave done in various educational training.

b3 Well, 1 have a nachelor'. z1d Master's in
210 Locagree fror

the Uaivarzi¢y of Arizona., I havi

four yvears working for American Sre’ting an? Rafining

Compean: Lnh varicus esploraiion pusitions. I have spent

approximately two yeers working for & small exploration
company in Caiifornia called Geo Lata Systens. I spent

approximately two years working for < small company

called Sierra Mineral xanagemen', and Jeveniy-One Mineral%
Litu .

In 1v73 1 started ny own iarm, first as a sole
proprietor and then incorporated at Southwest Exploration
Associatas,

Q What year did you start thatrs

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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1973. Well, that's the year I went into busi-

ness as a consultant, and it was later incorporated.

Q

A

Science degree in '67.

DPid you obtain a Bachelor's degrec in '65?
No. A Bachelor's degree in '64; a Master of

I completaed all of my course work

by the Spring of 1965, and then worked intermittently on

completing my thesis wiaile I was working full-time for

ASARCO, and I was avardad my thesis in 1967,

(]
J
A3 E00E ]

Q

School of

A

| @)

regaxd to

in the --

s i i ia Yok e Ty o ¢ Y = 1 . . « £
And all o Lovhe Wel@ IXoowa s b!nft.u..':.;.t} QI

18§ that cvrrect?

That is correct.

Was that under the Departient of Geclogy or

Ai0es, or what?

2t is under, 1 peliieve, tue Depariment of Earth
Geclogy Debartnaat.

Well, you are avare thet we are talking in

a heap leaching project in Cochise County right

almost in the town of Tonwstone, and you are

familiar with the property or operacion known as the

Tonoe tone
It

¥

Exploration, Inc.
Yas,

FOr a littie¢ history anc backgrouna, Jim, what

kind of experience have you had, and let's try to take it

from the Bachelor's degree forward, okay, and I want to

yo nback that fax.

From youvr sachelour’s degree forward,

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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what type of experience have you had in your profession

with heap leaching?

A Weall =

Q I realize that is a broad question, but as best

You can, try to cut it down, if necessary.
A Heap leaching for precious metals is quite a
Rew teclnique. Heap leaching for other thirngs such as

copner miresralization in COPPeY mines fe guite O'd and

tecet sovesra) drecades

BED U, NMCw G Eor oat
Juring nmy tenure at the Silverbell unit of the

American Smelting and Refining Company, I was familiar

witl the heep lezchiing of corpore te copper material, and

vas ixsendly on a professional bazi: with the metallur-

Fist: at that operatiocn,

9] kA0 was?

& i was.

Q I realize that, but who was the metallurgist?

A The metallurgists were Clement Chase, and, well

ancther rellow's name who now is deceased escapes me,

I will think of it in a morcnt .

(2 That's all right.
A Silverball is scmewhat iuwportant in that they

were doing research on liguid ion exchange and ammonia
leaching systems, although I absclute hed no experience

win that,

!
|

;

RONALD L. LUNSFORD

COURT REPORTER
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1 In '67 I made field trips to the Carlin Mine
2 in Wyoming. They were experimenting with some heap

3 leaching, but it was very experimental,

4 IR, Was that egain for copper?

5 A lo. That was for gold.

6 Q Okay. Go ahead.

7 A But that was a very brief one~-day trip. Aside

8 from that and reading on praciour metal heap lesching,

9| J &t knue thaf I nave had any owner experience,

10 ¢ 1n 1973 when you startea your own consulting

11 | practice -- in '73, right?

12 A Right.

13 o Did you &t that time nave any type of support

14 stafi, professional supporti staff, that had experience

15 in heap leaching in general bhesides what you have already

16 told me about yourself?

17 A Noc. Although at that point the only heap

18 l2aching in operaticon was copper leaching.

19 Q In regard to the copper leaching at Silverbell
120 | and the familiarity obvicus from yeu:r @ducation, and I
;21 HHESE you would read a ict about thew and it would be
522 rart of your studies, would it a9t, reading and under-
:23 standing the principles of copper heap leaching? Am I
24| overstating cr uhderstating that?

25 A Well, the general chemistry of copper leaching
L

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 6233375




kO(X)\JO'iU'!-bUJN

10
11
12
12

14 |

15
16
17
18
19
20
21

22 |

23
24

25

is very much what occurs in nature. S5o I would say the
answer to that is yes.

Q I am really just trying to find out the type
of leaching, copper leaching, that was going on at Silver-
bell that you had some experience with. Would that have
been with the use of sulfuric acid on dumps as opposed
to what occurs in underground mines ox something like
that?

A “ed, althcugh there was ne sufuric acid sdded
~wut generally aund simply by oxidation of pyrite.

Q When either personalily ox professionally did
you first become acquainted with Richard Hewlett?

A Prebavly in 15¢4 cr '65, very roughly. He was
a prcfessor at the University of Arizona and I took a
short evening course in Cowputer progratuming from him.

") Did you ever take any courses from him in the
field of Geulogy or Metallurgy?

A Noe

Q Did you at some point in your life become
prolesuionally associated with Hewlett?

A X¥es, ir 1970 I went tc work for Dick Lkewlett,
Gr shall we say '71, as Sierre Mireral Management's chief
yeclogist and vice-president.

@ Mr. Hewlett was the owner of that or wnat?

A Inet's not guite currecy. He was ore of the

RONALD L. LUNSFORD
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owners. He was president.

Q That was Sierra, right?
Right. |
And you were chief geclogist?

I S

Vice-president and chief geclogist.

Q And did that profassicnal relaﬁionship continue
trow. that point of '70 forward, or was it broken by
anotlier matter? What I really want te do is trace your

CHLl0Dd. Delaticasalp wite him, if you would.

A Well, there wus @ veriety ¢f problems with
Slerra lilneral Managements and its success or, well, its
suboperation which included Saventy-One Minerals. I was
instrumcental in bringing a pretty substantial mine into
Liuitdon and joini venturoe with placer development., I
Wwas promised participation in thislwh;ch éid not come to
the fore, ana becazuse of the various finencial and other
problems of the company, 1 decided to submit my resigna-
tion and go into consul ting work on my own in ‘73,

Q Okay. You were professicnally related from

"70 te '73 in the Sierre -- what 1s the name of it again?

A Slerxa Minera. Manageroznzt,
W Mineral Managerment.

A Actually 1t was probably the swmmer of '73.
I would have to check ny records to be precise.

] So you and 1 understand each other, Jim, I

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623.3375
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think Jay understands me, but I am not trying to hold you
to dates. Give us your best recollection. We are not
worried toc much about that.

A Actually let me add a little bit on that. At
that point in time Schloss and Dwight Lee were investors
in Sierra Mineral Management and Seventy-One Minerals
and possibly other thinge because I was not aware of who
tihe investors wexe in wotal. bBewic ot recomiended an
exploratiun program for precious nerals, and specifically
Prucesging ©f old dumgs and wo treat those by leaching.
Because of some of the problems with Sierra and their
operations and probably in part because of my performance,
they invited me t¢ gu to work for tiew in a group which
wags ¢aldled Shorax.

I worked for them for s:.=rsl months at which
puint thiey decided tnet aey did not want to put money
into risky mineral exéloranian and we then terminated the
contract that 1 had negotiated with thewn. At that point
1 actuelly went into consulting on my own,

Q S0 gometine duriag the period you were with
Sierrda, you met Ton 5ohioss and ™iche Lee?

A Right:.

Q You were aware they were investors in some of
Sierra's ventures?

A Yes s

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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Q This Seventy-One Minerals operation or organiza-
tion, Jim, did they not have some involvement with the
Tombstone area that is now known ox being run by Tombstone
Exploration, Incorporated?

A Yes, indeed they did.

Q They were on that particular propaerty for some
period of time in the '70s, wers they not?

A Yes, sir, I personally, whiie an employee of
Sie ra or Seventy-Ci. Minerals, a.nc it becane a little
vagus as to who 1 was really empleoycd by, had nothing to
do with the Tomnbstone project; however, I went into con-

sulting and did do some consul ting work on the project

geclogically.

U That is really my nest guestion.
As an euployves of Sierva of Seventy-One Minerals,

did you have any responsibilities for that project that
You now call the Tombstone Exploration Project?

A Not as an employes.

Q But after your termination with Sierra, did you
have some consulting work beforo Josbetone Dxploration
Yot wavenved?

A Yes.

Q All right. Now, let me go back one step.

The operation or mine that you brought into !

fruition and that you told me about earlier, where was

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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that if it is not confidential? 1Is that an Arizona opera-
tion?

A No, it is in northern Nevada and it is now
knowr. as the McDermitt Mine and is probably one of the
larger mercury producing mines in the Americas. Possibly
the largest with the exception of the one in Spain which
is prolbably the world's largest.

Q0 Y0 your knowledye did Tom Schloss and Dwight
lee have anylhang L0 ol witn that operatiosn th:at you were

invoived in?

A Yes. They were investors.

Q How about Hewlett, did he lhave any involvement
in that?

A 42 part owner oi Sierra or Seventy-One Minerals,

he nad a substantial inwersst.

2 Was it called sometiiing else during the time
you were bringing it into fruition?

A Nc. The mine, you mean, the Cordero Mine.

Q Okay. Waen, taen, approximate dates, did you
first meet Schlovs and/or Lee.

A Well., ! dos't tnink I can be precise on that.
i would say 1t was probasly 197l.

Q That's close enough.

Prior to yovur consulting for them on possible

precicus metal leaching recovery from the dump during

RONALDL. LUNSFORD
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those months -~ a short period of time and not a month,
but between the period of time when you resigned from
Sierra and went to work for yourself, before ﬁhat tine,
did you have occasion to consult or make recommendations
to Schloss and/or Lee as an employec or Sierra? If that's
not quite clear I will try to clear it up for ycu.

2 Could you repeat it again?

Q Chay. WwWhat 1 am trying to finéd cut, Jim, dia
PoeR & employec Gif Sierre make any lype of prasente-

tion o1 properties or projects for the purpose of inform-
ing them to possibly get them to invest in such a project
auring your time with Sierra?

A Yes,

W £id you do et on behalf of Sierra or yourself |
or for somecone else?

A No. It was on behalf cof Sierra.

Q - Would it be from your professional experience
e witness the declogical aspects of this project or |
property that you made recommendations or msde presenta-
ticns to Schiloss cr Lee?

£ Yes, 1 would say so.

g was that invelving that particular mine, that
Cordero, which is now called the McDermitt?

A Yes,

W Any otliers, &gain while you werxe an enployee of

RONALD L. LUNSFORD
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Sierra?

A Not that I recall.

Q Jim, would you characterize based on your knowl-
edge and experience what type of person or professional
or whatever that Tom Schloss was in your mind during that
period of time you were acquainted with him as an employee

of Sierra? If you could put & labei ¢n him and maybe you

Ce DuL wiiat wav he 1n your mind?

i

£ Reohyase e’ or repeat that ong nore time forx i
me . i
@ Okay. You have told me earlier in your testi-

mony that he was an investor, ckay. 1 guess that would
be c¢ne label ycu could put on somehody. What I am really
i00xing at, what did you cousl.der nam durinc the period
of time wnile you were an oxpleyes ofF Sierrz? what did
yeu characterize or thaink ¢ Scuirss wag as elther a
person or professional or businessman?

A well, about the only thiig or way 1 can charac~
terize thac 18 what he told me, and wnat he told me was
fe had & banking baciground andé ti.at he was involved in
stucks, ccmnpalties, and ventured cepital, and so he was
a suphisticated investor, broke:, raiser of venture
capital funds.

Q Again limiting yourseli to thé initial period

eif your relationship wita hin, dié you believe him to

RONALDL. LUNSFORD

COURT REPORTER
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1| have expertise in mining ventures or mining, and let's use
2 | the broad term mining of any kind?
3 A No, not beyond his familiarity with the various
4| projects he had invested in for Hewlett which substantially
5| predated ny tenure with the company.
6 Q To your knowledge had at that point in time --
7 | go ahead.
8 A 7 will add that either at that point or sometime
9 . thatl Wine interved. 4 know he we: involved in making
10| joans or financial arrangements for heavy mining equip-
11 ment.
12 Q To your xnowledge at that time, again in the
13| period wnile you were with Sierra, had Mr. Schloss had
j14 any expsrience with heap leaching wialher it be by invest-
151 ment or ctherwise? ;
16 A No. |
17 Y] S0 just tu keep this clewr in my mind, Jim,
;18 during the time you did consulting for Tom Sciiloss and
‘19_ Dwignt Lee, what wonths are we talhking about?
f20 2 First, let me clarify the relationship. It was
?21 an employee relationsilp tacher wiun & consulting rela-
E22 tionsnip.
!23 Y Okay .
;24 A Four to six months.
i25 Q All right. Thank you for clarifying that.
|
L
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There was a period, then, of four to six months, at least
in your own mind, you considered yourself -- you were not
holding yourself out as a consultant, but that happened
after your termination and after the employment with
Schloss anu Lee; is that correct?

A Correct.

Q bDuring that period of time, what were you doing
for cher frow a wmining standpoint or geological stand-

A I was primarily gathering information for what
I thougnt would be a mecaningful way to invest in the
mineral ouginess.

2 Did you make any typ2 of written prasantation
VS Chdul PILOT o YOI enpioysenl by them as to what you
cowle o or waat purpese you cculd serve as an employee

for them?

A Not to my recolliection.
e Lid you have oral discuss:ons about, say, the

paramsters oxr phiiosophy of basical.y what you sgaid,
iooking for meaningful methods of investing in the mining

fow s § "
DUt LNB/E

"

A Well, gquite frankly I can't remember specifi-
cally. It is possible.
Q Did you in fact look at and examine in your

profess.onal capacity propasties with the philosophy in

RONALDL. LUNSFORD
COURT REPORTER
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mind that you have already told us about on behalf of the

A Why don't you clarify which philosophy you are
talking about.

Q Okay. The philosophy of assisting them in find-
ing meaningful ways to invest, anc I am not going to say
indus try, but meaning basically what you told me and maybe
I misunderstood.

X No, I did not look at any properties for therm.

4 hafply dpelt & yreat deal of tinw setting down my
recorsiendation and what potential profits might accrue,
and making budgets for a meaningful progran,

v Dic the three of you in late 1972 form a company
for basically the purpose you told me about that you
workea for thew fory

A Yes. That was Shorex.

w Shorex.

1 have a report that was given to me that pur-
POrts to be something you prepared.

A I dor't think it is.

& These were too biy to mule copies, but mayhe I
ear. £ind ;Ae beckground. Let me take & leoil. These arae
Lrown leather-type booklets entitied on the first page
and second page, Professional -~ Mineral Exploration
Program, Western North America, November, 1279, I am

looking carefully to se¢ if I see a signature.

RONALD L. LUNSFORD
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A November, 1979, I don't think that is correct.

Q If I said '79, I am sorry. '72. Would you
look at that?

A Yas. I believe thal tu e my reporti.

Q Now, after that four to six months, we already
know you went into consulting on your own behalf and

have done that up through and including the present day,

Culreey

7

Q Okay . When between the tinw -- sometime in '75,
and I e assuwiing that you ended your employment with
S5chloss and Lee, when did you next professionally come
inte contact with them, Jim?

A I{ was probably July of '94, I believe,

v, All right., Now, if I can hesp my cast of
chiaracters here straight.
When after your ternuminetion from 5ierra was the

next time professionally you becars in contact with Mr.

Hewlett?
& I believe that it was i.. the spring of '73.
W Whiaet wel: the COifoulie Caudas
A He requested I make a trip to Mexico to examine |

a silver mine for him.
Q Pid you do so?
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Q Did you have any further involvement with that
silver mine?

A No.

Q At the point in time of your resignation from
Sierra, I am not maybe asking it the best way I can,
were there any bad feelings from a professional stand-
point between yourself and Mr. Hewlett when -- I don't
rean bacd feolings and @ hate to use that texn, but, in

wolos, wore there eny difficuities beuvween the two
€ you professicnally ag a result or your resignation or
prior theretc that brought the resignation about?

A Mo, I don't think so.

¢ Vere you fawmiiiar, Cim, with what activities or
procecures Mr, Hewlett had followes in Sever.ty-One
Minerzls operatior down at Torbsteone?

A No. No, Y wesn't.

Q Do you have any knowledge of what type of pro-

cessing he was or may have used or bsen involved with on

that property with Seventy-One Minevals?
A Only from a very passive and second-hand way .
Q Whatever way, ¢id you become aware at any time

prior to the first part of '7% ag to what type of pro-
Cesses, and more specifically, in the way of leaching
that Mr. Hewlett may have employed at the Seventy-One

Minerals operation in Tomhstone/

RONALDL. LUNSFORD
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A Yes. I did become aware of those.

Q Did you, again prior to January, and let's say
January lst of 1979, were you aware of a process called
induced percolation system?

A Well, he contacted me in November or early
December, and possibly it was mid-Decenber of 1978, and

described the processes he was working on.

Q And was that =ne of then?
Yez. W:ll, l:t's clavifv (lat.
Q2 That beilng the IPS syeten Ox procaess?
A Yas,
G All right. Sc let me try to keep this in
chronclogical exder.

After tie spring of '73 and after Hewlett asked
yoeu to see the silVer mine and you wait and saw that in |
a prefessional capacity, did you rave a professiocnal
contact with Hewlett during that period of time up until
the contact he had with you in November-December of ‘787

) Wall, I also worked on tise Toubstone Proiect
for him on a consulting basis doing nepping in the state
cf Maire area, and prevared s rezort foxr flerxra,

Q Let me stop you rigiht there., By the state of
Maine, that is a designation of an area in Cochise County
in the Tombstone area; is that correct?

A Yes.
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1 Q Go ahead. I am sorry I interrupted you and I

2 | apologize.

3 A That's all right. I submitted to him a f£inal

4 geclogical report on that.

5 Q When would that have been approximately?

6 A October of '73.

7 Q Any other professional contact with him other

8 than that?

g z Frop that poiat on 1 don't believe that I evan

10 S Lack Vewlett again uatil he contacted me.

11 Q How, what was your professional opinion of

12 Hewlett, say, in 19747

13 A ¥hy dor't you e more specific? You mean my
| 14 | opinion as to his professional cepabilities?

15 Q That's right., That's axactly what I mean.

16 In --

17 A '747?
g18 Q That weuld ba after your last contact with him
‘19 until ‘78,
| 20 A Well, Dick had various degrees. Ona was in
!21 Mining kngineerircg and ¢xsentially he hai completed his
522 Fh.l's in Enyineering or Caologicel Engineering, but
!23 without his, I guess, language requirement that he lacked,
?24 but I felt he was an outstanding geclogist as well as
EZ5 engineer. Ha was particularly hright and capable in the
L
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field of ore reserve estimation.

I did not feel he was good nor confident in
the fielc of ore as a geologist. On the other hand, ¥
felt -- I don't think he ever purported to be. 8o I
guess that would be a quick sumrary.

Q Did you have any opinions professionally about
his profersional ability again in '74?

x 1574, let's aes,

6 Bis p:ofessional aiility a2s a retallurgist,

A Well, the curriculuw at the University of
Arizona where Dick did part of his studies and at the
Colerado School of Mines where I believe he obtained a
degree which included Metallurgy, T don't think I ever
irvestigated rig background, but he was not ~- not to my
knowledge 2 metallurgist,

v Okay, Jim. If my information is correct, on
Maxrch 7th, 1979, you and/or your Southwest Exploration
Associates, Inc., entered into a letter agreament with
Tom Schloss and Dwight Lee in regard 1o propoerties in the
Tomistone, Arizons, arezx: is that correst?

Y e

Q A broad gtatement,
A Yes,
Q How, you have already 0ld me that in November

or December of '7&, Mr., Hewleti contactad you directly,

|
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I mean, made contact with you, correct?

A Yes.

Q Prior to that contact, again if I recall your
testimony correctly, you had made professional contacts
with Schloss and Lee in the sumrer of '78, right?

A Yes, that's correct.

Q And that contact was in regard, in a general
rature, why did you contact them or what was the purpose?
A Yell, through some explorstion thai vz were
¢ring, we located what we felt to be a significant altera-
tion zone that probably indicated a substantial porphryx
molybdenum deposit. We haé an opportunity tc gain a land

position over there which I felt coulcd have been very
valuable. Go I talked with him to see whether they were
interested in investing.

Q That would have bean approxirately five years,
unless I missed something here, that you had not profes-
sionally had contact with Schloss and Lea?

A That's correct.

Q That's, of course, the five vyears, first five
y=ars of your consulting on your own benalf through ycur
own company or through your sole proprietorship.

During that five~year period of time, Jim,
what would you, again if ycu can label it -- lamel your

activities, I mean, consulting geologist, and I under-
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stand what they do, but did you also try to obtain pro-
perties or interest in properties, and I really don't
like the word, but posszibly promote joint ventures with
them and with cther peoyle during that five-year period
of time?

A No. Most of my activities were specifically
for clients without a retained interest.,

& You were paiv es normal 1illed rates and ox-

that a felr statement?

A Tnat's correct.

Q Did you at any time during that five years from
the starting of your consulting until contacting Schloss

-

énd Lee, c¢ia ycu obtain any propric tary intereste in any
Foupelliesy
A well, 1 torget the exact dete, but I believe I
dia have & proprietary interest in one property in 1974.
Q S0 two things I want to ¢et straight for the
record. When we sey "precious® and we have been saying

that back and forth, what do vou mean by that when you

¢y precivuvs metel?

A I tiink prirmarily golc and siiver.
U And when we talk about a proprietsry intarest,

what is your meaning of that when I say proprietary

interest, su I know what you maan?

-

A I own mining ciaims or othey rights to mineral

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623.3375




26

o o~ W N

10

11

13
14

15

16

17
18
19

20

deposits.

Q Not necessarily in entirety, but it could be a
Percentage interest; is that fair?

A Yes,

Q Did the property or potential property interest
that you contacted 3chloss and Lee about, did that develop
into fruition and/or anything of that nature where a deal
or inve:tmcstrwas nede s

£ ke, 1t €id not,

" Lid you have any occasion at that time in the
summer of 78 to discuss this Tcrbsione property or pro-
ject?

& No, I did not,

< Vien afier your napping in '73 in that arec for
Fevlett ¢3d you then avali core into any kind of contact
with tuat property that was now being operatec by Tomb-
stone Exploration, Inc.?

A Well, I dorn't think I even set foot in Tomb.stone
until probatly December of 1% —- Lo, 1 am sorry. January
cf 3579,

& AnG wnat were the circumstances surrounding you
getoing foot in the Tombstone area at that time, January
ctf '79?

A I think 1t was a field trip with Dick Hewlett

t¢ look over the situation down there.
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Q Let me go back, then, to Hewlett's contact with
you in November-December of '78.

What were the circumstances surrounding why he
centacted you?

A Well, actually his ex-wife first talked with me
ancd said that -- or reviewed some of the things that Dick
had been involved with over the last several years since
1 hac seen him in '73, arad *vccesied that he- had a lot of
proelem: by she fol' co: fident in his professional
abilities and thought that he hacd scme gooud ideas and
iet it would be worthwhile that we micht be able to get
together, and these were professional ideas. She was
Curious as to whether I would talk with him or meat with

Q T don't wast to get irtos a lot of jersonalities
and I am mol trying to, but lot's go beck, 1 suppose,
to where you think you should have gotten an interest in
the property thet you were involved with back in the
early '70s, I believe is the time, right?

A Right.

Q2 Did you at any time feel theat you didn't get
that because of somathing Hawlett did either to you per-
sonally or to the project?

A That Hewlett did personally?

v Thzt he did to the project or to you that cut
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1 You out, and I guess I really don't know how to put 1it.
2 A No. That is a great oversimplification of
3 quite a pumber of complex interacting factors and I don't
4 think there is any specific thing thet he did,
5 Q The reason I asked is just what you told me
6| @bout his wife seemed like, and I am kind of philosophiz~
7 | ing here, but it seemed that you in your business became
8 fairly succecsful ard gshe was trying to open the door of
g Contact wack betwoen you and Mr, Hewlett, Would thst be
10| & teir characterizatiorn?
11 A Yes.
12 Q Assuming you said fine, then he contacted you?
13 A That's essentially corruce,
!14 o) WMas she at this initial contact stilil narried
}15 to himy
16 A No, she was not.
17 Q Okay. Hieg ex~wife contacted you and then he
i18 contacted you, and after that initial contact by him,
‘19 was there anvthing brought up by him about this arce that
{20 we have now been calling thoe Torbetonro Proiect?
o} & Oh, yee, Mo wos specifical v interes<ed in
522 Tonbstons ond several other mining districts.
23 Q Before we get intc his ideas -- well, mavbe
| 24 | those projects or areas were part of his ideas, were they?
25 A Yes,
|
[
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Q Did he represent to you at that time that he
had any interest, proprietary interest, in the Tombstone
area?

A Well, could you go through that question one
pore time?

Q Did he indicate to you at that time when he
ccntacted you that he had any kind of proprietary interest
wh chr I meen by your dsfinition, cwnership or claims of
pELBOnA; 1ontives 00 Aoy of it pioscrty dowvn there at
A No.

0 Uid he indicate or advise you that he could

cbtain such an interest?

A Yet .
g Tell me what he told you about the Tombstone

érea Liow that standpoint.

y He was on good terms, he felt, with the owners
¢f the Tonbstone basin, and specifically ths Tombstone
Developuent Corporation, and that he was the only person
tinat had ever been eble to negotizte a package dsal with

thes

e & fell he could Jdo BU again.

Q AnC when he told ycu about the Tombstone basin
and Tombstone Developnment, did you because of your
experi:nce and knowledge of the industry and the area,

know what he meant?
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A Yes.
At least in general?
A Yes,
w; Okay. What was his idea that he expressed to
you in regard to that area?
A His ideas regarciing what?
Q Well, maybe you have already told me. He felt

he coule revotiate a favorable pocition with the owners

b Xz,
o] Was the idea he had that it might be something
that you could and e could be involved in and obtain some

interest?

& Yesa.

) Were there other ideas and other areas also?

A Yes, thexe were.

Q Did that area interest you at that time, Jim?
A The Tombstone area?

o) Yes,

A Because of my ¢eneral work &nd because of ny

peeific work din 1973, 1 would charactarize tne Tombstone
Districe & major mining district having potential for
millions of dvllars of metals.

Q Would that include, in your opinion and based

on your knowiedge and experience, praciocus metals?
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1 A Yes.
2 Q Did you and Dick Hewlett at that time arrive at
3 any kind of agreement Letween the two of you &s to that
4 idea, or pursuing that idea?
5 A ho. He saié that he would write a proposal to
6 regarding his ideas on Tonkstone as well as other areaj
7 which I paid him a censulting fee.
8 G Wnat ¢id he prepere for you?
9 i Eofumcary ropori on Tombetons as well as some
10 0L the cuner districts/that he ha¢ ideas regarding.
11 Q Do you recall what type of form that was in?
12 A It was in a ring binder, looseleaf.
13 Q Was he operating under the name of Hewlett
|14 Aanagefoont at the tims, to your hzuwleﬁ%ué
15 A Quite frankly I don't rccall spacifically. 1
16 have sons letterhuzad that clior says "dew.ati HManage-
17 | ment," or "Hewlett Consulting."
18 4] And Qas ne at that time living in Sparks,
19 vevadla’y
20 A He was,
| 21 " biz you subseguently ~- well, (an you teli s
;22 wr thew was done for you that you paid aim the coa-
23 | sulting fee?
24 A I know that 1 was -- I had a conﬂersation with
25| him in Sparks near Christmastime when I was in southern
|
L
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Nevada, 80 I would say that it must have been after the
first of the year in 1979, I believe.

Q Then did you subsequent to his report on the
Torbstone area to you that you paid for, did you make any
type of presentation of that project to Schloss and lLee?

A Not initially.

U Who did, if anybody?

n YWell, letey we had approached another fellow

§ 7 - ¢ liet Y ERI oD T T s CEm gt % ba Ny T -vz €Y 4
.:13 R i@ ABRGIO& B an doben 856 NS2Ver, W L ) 3 1
& s

that tae alwant 0f retarlnad interest was insuvfficient.
) I have got ahead of myself a little bit, Jim.
Az & result of this report by hewlett to you,
dic you proceed to obtain or try tc obLtairn an interast
in that area from the owners?

-

A ¥Yes. I think we entered into negotiations for

that.

| &

And whe were you necotiating w#ith?
The Tombotone Jevelopment Comnpany.

Approximately when was that?

I S 4

I would suspect that was probably in Februery
of "75,

Q Ard did you do that togetner with Mr., Hewleott;
in other words, were you and he negotiating with the
cwners or just you?

. He was negotiating as -- well, in our behalf,

g
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shall we say, because at that point I believe that we had
agreed to forw some type of operating entity.

Q Let's discuss, if we can, what You and Hewlett
agrecd to do, and if there is anything in writing 1 would
like to know about it in regard to obtaining a proprietary
interest in the Tombstone Project; in other words, had
you made an agreement with each other whether it be oral

SY written?

2 i€se 4 poedisve J apdiceted an interest in tho i
mrtalivrgical ideas that he was generating at that point,’
and I believe our agreement was to pursue those metallur-
glcal 1dees as they might pertain to specific districts
that he had written reporte on.

9] Did you ané Mr. Hewlett agree to obtair an
interest, whatever it might be, ir the Tombstone area
at any tinme?

by Repeat that for ne.

Q Sure. At some point ir time 1 believe, if my
intormation is eurrect, you or a cermpany that you are a

part of cbtained & lease fror Tomostone Develogpnent

A Yeg, that's ccrrect.
Q Un the area of property that we are talking
&bout, and at some point prior to that, ¢id you and Mr,.

hHewlcet . enter into an agreenent as to -- that the two of
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you in some form of entity would obtain an interest in

the Tombstone Development Company properties?

A Yas .,
Q ¥hat was that arrangement or agreement?
A well, the arrangement as I recall was under the

auspices of the entity we set up whichi I believe was SEA
Hydromet, Incorporated. It was simply that we would --
Wal the owierelilp wos ¢9% fo. Hewlett and 51% for SEA,

e 3 4 - " P . % . & : S T B B S TR 20
LU W WORLIG DUSBie Yheieh el s wed , LLCGLRCGINRG Thae WorD-

stone &s wodl as othexr areas, that he had come up with.

Q are yovu familioxr with a company calied Austin?
& Yes,

Q What is the full name of that company?

n Avstin Mining aird Lrploratiot: Cumpaly.

v Do you kiw when thet was set up, Jim?

& £ con't tell you the sperific date. It was in

the spring c¢f '79. Probably harch,.

C ¥s the Austln -- I will shorten it to Austin
fox the purposes of the Gepor!tion -- but was the stock
ownersiiy in thet oiiginally forty-nine Hewlett and
fifty-o1¢ percent S.l vl sriscoe?

A Quite frankly I would have t¢ go back ta the
records to meke sura,

¢ I may be wrong about thig, and you can tell

that I take depositicns kind of cesually, but what I have
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1 been able to glean cut of a lot of records is SEA Hydro-

2 met was established to run the operation and to be the

3 lianagement portion of running the operation down at

4| Yombstone. I may be wrong about that, but I think the

5 Austin Company was the company that I think participated

6 in a lease with the Tombstone Development Company, and

7 again 1 am not trying to stick you with this --
; 8; pa Weil, I don't think thot's correot. SBEA Lyadro-
j 9 tAL creeted Lo forr @ consuiting entity that would
?101 exploit Hewleit's metallurgical iaeas re¢arding leaching ;
!lli and liquid metallurgical technigues, hence the name By dro-
!12! met, and the purpose was to form consulting services for
J13! & variely of clients in different areas.
| 14 | Q DiG you in whatever antity or capacity ulti-

15 nately obtair a lease from Tombstone Developiment Compauy?l

16 A Yes.

17 Q Do you have a copy of that lease with you by

18 any chance?

19 A NO, not with mna.
?20 Q Wne was the lessee?
?21 b Tre lcssee I believe was Austin Miaing &na
?22 Exploration and Tom Schloss.
’23 Q Do you know when that lease was entered into
| 24 .
i approximataly?
£25 2 It was probably mid-March of '79, but I don't
L

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375




O

O

36

1 know exactly.
2 Q Subsequent tc the letter agreement between SE2
3 and Briccou and Schloes and Lee, which is dated March 7th |
4 =73 ==
5 A I don't remember which preceded which,
6 Q Prior to March 7, 1979, was Mr. Hewlett employed
7 by SEZ and Southwest Lxpleraticn, Inc., in any cepacity?
! 8 P NG«
| ] WAL DT Cunsuilinge Ler ELAT
10 e Yes, he was.
11 Q And did he in fact meke & proposal to be used
12 by SEA in regarcé to the Tombstons Project?
13 A Well, prior o evern cantacting Schlose and Lee.
i14 we had concepgtually set up dydionmi -- ivegardiess whon
|
| 15 the incorporalion was -~- to e¥ploit his 1deas which
16 included olher arees as well ai Tonbstone.
17 Q Okay. Let's see 1f we con get it streight and
i18 it iz coniusing encugh.
‘19 Jim, let's try Torleton:, and 1 am ocing to
| 20 lizat my guesticns in‘ralaticn to the Tonbstone Project.
|
?21 ehdt laecar Loow meloliuryy, and 1 ogusss 1 am
522 trying to think what you called :t, but what idess of
!23 Hewlett's were you intending io explcit in regaxd to the
!24 Tombstone Froject; in other words, whai type of recovery
525 ideas of his did yus intend o direct towards Tomb stona?
|
|
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A My enthusiasm for Tombstone was that of a geo-
logic target regardless of metallurgy, and I felt -- I
knew there were substantiel dumps in Toubstone that night
be amenable t¢ enhance recovery by using the ideas that
Dick Hewlett had suggested which included the induced
percoiation systen,

Y] Then I take it he presented to you in a prefes-
slon&i capacity during vhis pesicd ol tire his ideas-and
fecOomenuationsg Of the wWiw 6f JRe iy aidd po
that could be usec in he Jompstone Project?

A ies .

Q And Ln what way did he present them; in cother
words, what I am tiving to find cut, Jin, wnat did he
tell vou and wrat did yuu know £ron nis prescrtation that
made you‘wan: to expleoit his iceas 9n that paercicular
project, realizing you were interestes from a geologic
standpoint, but I guess realizing logically you have got
to get something recoversd to mac it valuable,

o
SOTE

[E3
{r

A At you Ri0w there are o grest nuiwcs of
tiiat go into any operation, a&and one particular Zacet of
Tompstone which sev it &part LIol any othes ~-- mRany otleyr
western mining districts is that the significant c¢ld
producing mines had all been consolidated into onc pro-
perty position. That in itself is a very valuaole attri-

bute, and for the other districis that we had discussed
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operating in, 4n which I thought there was considerable
merit, the property position was very fractionated and
it would probably reguire, oh, I would have to use rough
figures, but I would say $100,000 worth of negotiation,
travel, expenses, time and front end payments to consoli-
date the property.

In the case of Tombstone all the claims of

inportence were held Ly one compsny,

........

Developnant Corpdraticn. 5o regariless oF e oboor
paramcters, that provided a very good oprortunity for
quick action.

Q And the purpose in any mining venture is to get
& consciicated land posiiion in the areas of geclosical
supcrtance and interest; is that correct?
i) Yee.
Q That being the okjective then of ansgotisting

with Tombstone Development Corporation in your particular

cuge, coriect?
A Yes.
Q Eut prior to entering into any negotiations,

Jim, dsn't it true that yca sought some assistance from
Hewlett as to the ability to extract the precious
minerals -- metals in that particular area and that is
scnething you were discussing with him in reyard o his

iasas and processes, or did that matter to you?
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A Go through that one more time.

2 Q I understand and appreciate the necessity and
B 3 why the interest geclogically and the land poeition that
{ {i) 4 You want to get into the area of Tombetone Development
% 5 Company, but what I am curious about is some of the
! 6| things you had said earlier that Hewlett had presented
| \J) 7 to you, idecas of hie extracting precicus metels from that
8 areq and other areas., What T wany to bonos fo 048 &0 ar
g Pley @ Lext An YOUx &L, iving ai tie cecigion to attempt
10 to obtain & pesition with Tom.stone Developnert; in other
11 words, Hewlett's ideas and presentation to you of hie
12 recovery nethods or ideas?
/\> 13 A Vell, I think that waz o0 «f the fectors, yves.
- 14 (o What ¢id he prescent to veo Lased on vour overs
15 all experience and backgruund that was differernt then
16 eithcr what had becn tried ip wiis oreé ox known ir tha
17 industry for extreacilng precious metals?

| 18 | A I would say primeri’y .o incaced percolation
19 s8ysten,

) 20 ¢ Have you obtulinad any knowledge about the

21 elfecriveness ¢r dpeifectivencss fox leaching for precioud

22 metals such .8 ¢0Lld and silvar with sulfuric acid or
) 23 | hydrosuifuric acid?

| 24 A No.

|
| [ 25 Q was that not pari of his ideas as oprosea to
|
| '/) L
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the cost used for cyanizetion ox cyanide leaching, and
I guess what I'm asking is was it part of his idea and
the cost?

A I think he had mentionec that.

Q Pid you have any knowledge of whatever source,
whether that type of process that he had and was present-

ing tc you worked ¢xr not?

g %o H E p
i andp & cid not ¢
g Lid you @vey rasanh. O 2201088 ant L ¢On

ing the situwation ¢vf the Tombswone Project Mr. Lazwlett's
ideas? Did you ever do any investigatior or chacking
with any industry to confirm or not confirm Mr. Hewlett's
PYocess or idcas?

A 'z, T think that what we did wag incorporate
Hydromet with the ddes to study those methods and bring
them to pettern if indeed they were useful things.

MR. ALLEN: Let's take a break.
(Ehoxt recess token.j

BY ME. ALLEN:

- Jim, at some time aftzrx the firat of the year,
et of Junwexry, 1970, did you thiosugh your compeny or

individually make a presentaticn of this project, the

Tombstone Project, toc Tom Schless and Dwight Lee?

A Yes.
9, N you happen to have with you the presentation
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1 that you originally mzde?
2 A No, I‘don't.
3 Q Were you the only person involved in naking
4 | that written presentation, or 4id you use your staff aud
5| consultants, or Hewlett's, to type it? I reelize from
6| the standpoint of presentation it is his ideas, sum-
7| maries, et cetera, but did you do it or Hewlett do it,
| 8| or did you do it togethes or ail alone?
; 9; ny T think wyioly it w3s &0 e by Hewiett with
Jloi probebly some review, I would say, by myself.
511 Q At the time that the presentation was mads,
;12 dewlett was still a consultant for SEA?
!13' A No. I believe he was an amplovee of SEA dydre~
14| aet, |
115 W wnich is a subsidiary of SEA, Inc., correct?
16 A Corvect,
17 Q Did you go over with Mr. Hewlett and review the
1 18 figures, the monetary figures which the presentation made
19 and indicated; in other words, the amounts of them and
;20 as to what would be needed Lo it this Upe.ation gof
21 # I pelieve thst I did,
;22 Q A to the anwunts of ore and &3 to¢ the precious
§23 metal contents, those that were contained in the presen-
24 tation, whai was the source ¢f thatr information, Jim?
525 A I think the presentation was Dick Hewlett's and
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ostensibly the scurce was previous work in the districts
where he was head of Seventy-One Minerails.

Q R2id you in your professional capacity do any-
thing at that time to investiga*e to determine whether
those representations were accurate?

A Well, what I Jid do is prior to the prasenta-
tion to Schloss and Lee I Gasigned a program which would
test by staunda:zl exploracion and mining eveluation tech-
nigues whatier hose fioitea 10133 Lo ancurate,

Q 1n other wurds, what was praesented could only
be confirmed later on?

A Yas, that's correct. Théy could only be con-
firmmed by extensive test work.

Q I would like to have this narked as Exaibit 1
and I will replace it with a copy bacauge 1 fAan't have a
copy of it right now.

(Plaintiffs' Exhibit No. 1 marked for identi-
fication by Notary.)

MR, RKITTL3: Can T taka a 120k and saee what we
are talking about?

MR, ALLLW: Jurxe., Wiy &2:'t you merk this as
NOo. <, Run?

(Plaintiffs' Exhibit No. 2 marked for identi-

fication by Notary.)

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375




43

1 BY MR. ALLEN:

2 Q First of all, do you recognige Plaintiffs’

3 bxhibit No. 1?2

4 A Yas.

5 Q What is it?

6 A I think it is a report authored by Dick Hewlett.

7 Q Did that report accompany or was it part of the

8| presentation made {0 Sckloss ans Lee?

9 & Calts fraucly I dom'i kuacw,

10 9 Ag 800N ag counsel gets thiough with Dxhibit 2,
11 I want to look at it and I will ask you some questions.
12 Do you recognize Exhibitv 2, Jim?

13 A Yas, I do.

14 | > And is that what jt purports %o be on the title
15| page, & repurt prepared by Hewlett for SEA?

16 A ¥Yes, I think that it is,.

17 Q Can you tell me whether or not that report was
18 | presented at the time of the initial presentation to

19 | Bechloss and Leev

20 A an, I can't.
F 2l N, For the purpuses of thes. guegtions, I wouid

22 like you Lo assune hypotheticsily that it was presented
23 | to Schloss anc Lee.

24 What was the purpose -- your purpose in makinc
25 tiie presentation on the Tombstone Project to Tom Schloss

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375




44

()

LO(I)\IO\U'I#WN

12

13

14

15

16

xr
18 |
19

20

211

and Dwight Lee?
A Well, to gain them as funders for work on the
Property which I felt would yield & profitable operxation,
Q Would it be fair thee You were looking for
investors in the project?

A Yes,

Q And the peint in tine You presented the project
to Lee and Senlicss s poteniiil invertove, nad Yo oy
Ohe ¢of vowm enlities dCqnired 2 propriec.yy ivierest for
Toibs tune Development Company7

2 I don't know,

Q From the records I have, the first money paid
tC¢ Towbstone Development Company was in the way of a
leass deposit and that was in Februsry of 1479, and it
wie derived from the account called P-4 4,

Let'e have this marked as Plaintiffs' Exhibit
No. 3, and I will ask you if you recounize these documents
which PUrport to be ledger shects - ¥erox copies of
ledger sheets, I don't know whether thay were used or
acl, et 1 &m going v oanl oy,
Wiedntiffs ' Exnibit No. 3 marked for identifi-

cation by Notary.)
BY MR. ALLEK:

G G0 ahead.

A Vhat was it you were GaErRing me?
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Q Do you recognize Exhibit 3?

A Yes, I do.

Q Axa these copies of ledger sheets from your
records?

A Yes, I Lbelieve then 2 be.

Q Do those documents reflect, at least to the

extent they are completa, the mcnies either expended ox

billed or that project prior t> the investment by Schloes

&nd lere?

A Yus, 1 believe they do.
2 And those would be cilthex noney o1 services that

your company expended; is tha. a fair statsucai, Jim?
A Well, I would havz to exemine them in detail,
hut I thin: thct's corxreci.
'y L appreciate traét. 1 rea&lize yvou haven't hsad
& change tww gt cover then in detail.
From your perusal of these, do they seem to
indicete the funds or services thet were expended by you

anc your company prior to any investnen. by My. Sehlosu

Or M. Lee?
A Yas thet's cors.ococt.
2 I aw ¢oing to have to depend on recall as et

I can. The reccrds, Exnlbit 3, indicate & downpayment
of $6,000 in February of '79 and also & payment, 1f I

cen. find 1¢, in Apr2l., It louhs like April 2¢th zna 3t

i
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ﬂv) 1| of §7,500 royalty fee to Tombstone Development Company.
2 Now, other records I have of your organization
= 3 | and the Schloss group set up an account that shows another
<=) 4 §7,500 was paid on April 30th, a day after your records |l
5| show the $7,500. i
. 6 Based on your recollection, Jim, did your i
&vj 7 company makae & payrent in additiocn to the down payment i
8 on ths monthly royaity befors the inveschent group and f
: S YOIL Company Luarted & joLnt uperauion? |
10 A I don't think 80, but I wou.d again have teo M}
11 check the records very carefully. ﬂ
12 0 There also could be a possibility, I suppose, :f
(ﬂw 13 that money was paid by the TOumﬁtuﬁ& Project account, |
o | 14 Ce joint account betwest youvselt and your entity and
15 the Schloss erntity could possibly be Paying rovalty pay-
16 ments, and I am trying to £ind out when your royalty
17 payments started. I gues: thet i3 the best way, to ask
518 you that question, if you kno. . IL
19 A I think you are asking mu why theie are two Hr
(:) fZO royalty paymente indisated on the recordas S0 cisue Lh
1521 togellicr; is that coricceti ‘i
i22 A Yes, 1f in fact you paic a down payment in |
(:) :23 February of §$¢,000 through your own entity, when did the
:24 first $7,500 beccma dua under the leaszs, if you know?
;25 A I couldn't determine that without going back _
-~ | ’
| RONALD L. LUNSFORD i
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through all the records myself., The $6,000, however, was
a negotiating ploy used by Hewlett to lock the Tombstone
Development Company into this agreement so that other |
pecple who we believed also to be interested in the lease
would not be aLle to pull it out from under us.

& Is it -~ I know anything is possible, but is
it possible that your company itself did not make a

royalty peymant pefore tae Sciloss, Briscos entii, was

foraed vesed on your Leat reculleation?
A I thinxk that's possible.
@ Depending on that particulaxr -- that $7,500,

if I read this right, through January, February and March,
the first quarter of 1979, your coupany in either cash

O0r services renderel or incuried $22,441.73 acco:rding to
Exhib:t 3 towards tae pruject.

A eg,

W Then there were sums which aren't totaled that
seem to be through April 29th and then, by these rerords,
Exhibit 3, if I can do tuis here --

ME. KIT7LE: [0 you want a calculator?

MA. ALLEN. Yes. Lel ms just for the record --
they are carried down here in coiumns and I wiil ask you,
Jim, before 1 start -- thank you.

MR. KITTLE: Okay.
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1 BY MR. ALLEN:

2 Q They are carried down tha columns here which

3 lookx like a weekly period and totaled.

4 A Yes. Eacn monthly pexiod,

5 Q Well, on these first two sheets of Exhibit 3,

6 which run through the month of April, four periods, five

7 periods and April lst, April 8th, April 22nd and April

85 29th, and thoeve &re variour cowecorses corsisting of twe
9 1; PAgle, Wnd 2L LOOKE& dihe L0 N i1 vou take bhe botios

;

10 figure: of each one of thesa and odd w.el together you

11 would get the total aduitional money expended in April

12| by your conpany for services; is that right?

13 A I think that's vight.

14 ; ind agein, not holding enyboay to thais and I
151 am trying to get an idis, but I wiil leli you taat -- let
16 | me give tae figures Lcre w Jay and see if he can add
17 | them up for me.

18 $656.25. §1.,494.43.

19 MK, KITTLZ: Al hOow Many Conts?

20 MR, ALLmzN: Foriy-tizee cento.  $7,407.21.
121 ] $4.720.48. 906,25, Surstch alli of tuat and jet's start
522 over,

E23 The 8econd page does have them totaled, Jim,

§24 right?

|

i25 THS WITHLSS: Righet.

|

|
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1 BY MR. ALLEN:
2 Q And the total for the week of April 8th, 9th -~
3 Ske KITTLE: Right here for April 8th, $906.25.
4 BY MR. ALLLH:
5 g Yes. &April ¢th, $%06.25. The week of April
6 15th, $1,499.33. The week of April 22nd, $15,416.72,
7 and for the week of April 29th is $10,725.48. Wwhat is
8 the total?
| 9I PR RITLLE: 0 Lave gou o toLal OF 147 ,84%,75, '
10 | BY Mh. ALLEN: |
11 l . 86 depending on tha. $7,500 which was paid and
12 if not just accrued, there is scis approximate $50,000 befotﬁ
13 | the account anrd the project was cpened under the entity
; 14 of the briecoe f:nflty &LC SCh.unse envity --
115' MEe KITEPLS s arve we sure it is fifiy (hiousand
16 or twenty-eight?
17 BY MR. ALLEN:
| 18 U Well, we had teenty-twe for the first guarter
| 19 and twanty=-eight for the month of April.
520 A For the month of April, yss, ell rigit,
;!21 o voulo 1 then be Corsect, Jian, frou that point
j22 forward, if your figures are correct, the noney funding
| 23 | that operation came from Schloss and Lee investors, or
24| the Schloss/Lee investor group?
lf[ 25 A Yes.
i
L
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1 Q There was continued Lanagement, though, by one
2| of your groups for a reriod of time on the Tombs tone
3 Project?
4 A That fact is5 & bit nuday, lot me put it thet
5| way. |
6 Q It wes the intent, was it not, that SEA or some
7 designated subsidiary ox conpany of SEA would in fact
8 manage the project?
ll 9 ! 2 Yes, it was, i
l’ 10 i Q Lad Jin kewletn - l
11 A Dick.
12 Q 1 am sorry, Dick hewlett, excuse me, subsequent
13 to the signing of the dgreemsnt 1n March of 1979 with
i 14 Schloss and Lee move ente  the Tonbksions Project as
| 15 | manager?
16 o he moved onte the Picjecvt. The intent fromw our
17 | point of view was that he manage it on a consulting basis
18 | which was not done.
;! 19 o] In other words, he would be paid by the prciect
;20 a8 a consultant?
| 21 A Yes.
!22 Q Again, what was, if anything, SLA‘s role from
;23 the date of this agraement forward with the pPrcject, your
? 24 | company role? :
f25 A Votensibly the role was tuinkey manugenent on
|
- J
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1 the project.

2 Q Which you would have been in charge of?

3 A Yes,

4 ¢} Did the company do what?

5 A No.

6 2 Tell me your own version of what happened after

7 this contract or this letter agreement was signed in

8I Yegard Lo the project and your conpany role in the man&ge-

S f Lesn 0L usvelopoent Govi. there.

10? A Well, as you have verified here, we had sub-

11 ! stantial invesunent in the project pricr to bringing any
12 i investors oa. My agreement w:th the partnership, which
13 | was Austin Mining, Schlory an: Lee, was that we manage it
£14 i Ch & Chusuwiting basis for the farinersinip. I agreed to
v15 do theav at consuiting reies, cut et a rate lower than

16 | what my best clients were getting, and when the time came
17| to pay those bilis, Schiose and Lee refused to do so.

18 | They paid dewistt at that time on a galary basis of $2,000
19| per wontn. |
!20 Q Was dewlett, as your understwanding went, Jim,
?21 Lo Lo paic oy you or Ly your cowpsnies or by the project
22 | itseif?

23 A To be paid by the project.
;24 Q A I misreading you or do you feel there was

25 something wrong with the project itsels paying Hewlett
_
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1 $2,0007?
2 A Well, that was not a consulting rate. The
3 $2,000 went directly tc him whicoh peld abeclutely no over-
4 | head or ithe compaiy,
5 Q Your company?
6 A Yes, Hydromet, which, of cocurse, put it in a
7 continual loss positicn for thet project.
8 2 Row, sCin of CUL' Fuass v~ pald Ar the initial
9! tege of thie projent, we: Y wat?
101 P I think expciee:i, T think soue small portion
11 of fees were paid in September. 2Again, I would have to
12 go througkh this and be very careful tc see what was paid
13 and what wasn't.
i14 2 Well, my recurds shus SEL Hydromet, THL, Tomb-
15 elone Hedp Leaching trust at - ount, waz opened cn the Bth
16 or 9th of March, 1975, shortly after this letter agree-
17| ment was signed in April. oOn April 25th, 1579, some
181 §7,567.90 was paid to SEA. Does that refree' YOur recol-
i19 iection thet there were payments peid to SEAM on theiy
| 20 bills?
|
;21 pa O thelr -= gapensay wels roid, but I think
522 that wap very little, if sny, of what went tc fees. Of
!23 Course:, tiiose expenses were siwply passed through which
f24 inceed were incurrea expenses simply fror an advdnistra-
;25 tive --
|
L
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Q Well, I am not nit-picking. I don't care
whether you pay your secretaries $12.50 an hour or soms
other overhead.

A That is overhead -~ included overhead,

¢] Again, just for my reccrds, Jim, 1 show an
advance payment to J.A.B. which I assume is $3,000 on
April 25th, 1979. The najority of the fees would be
your time, correct,; on ihis prouiec.y

A My i@ pius accaunting and expenses There
were several geologists involved lacer on. Precisely
wnen that involvement started, I would have to go back to
the records themselves. |

Q To your knowledue payrolilwise, who was working
on the project down there} not the SER people, but SEA

Hydromet pecople, were tihey paid by SEA Hvdronet to your

knowledge?
A Yes, they were.
Q And SEA Hydromet would be paid by the project?
A Yeg, that's correct.
Q Did vou ==

MR. RKITTLE: Ken, c¢ould we mai k sz ivertifice-
tion a copy of the materials that you were referring to?

MR. ALLEN: Yes. Let's mark these as Exhibits
4 and 5 and we will make copies of themn. They are a

recap of the Tombstone -~ wel!, SEA Hycromet, TH. trust
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i 14 1 ject atter the records that arc stown here on Dxaibit 3 -
|
|15 A You are saeparating cagh money versus sces,

16 tine and eirpenses?

17 (3 1 am.
318 A I weuld have to say 1 don't think that is a
19 realistic separation.
i 20 Q I am going to be farr about this. 1 iust want
|
!21 to anow first about cassn first ol «il. TAC yoeu pat any
‘ 22 LW
423 A To my recollection I don't believe we did.
%24 w 1Cc your kunowlccge did Mr, Hewlett put any cash
; 25 | woney in it
|

a H WM

10 |

11

12

13

O 00 NSO

account 957-06641.

(Plaintiffs' Exhibits 4 and 5 were marked for
identification by the Notary.)

ME. ALLEN: Can I have an agreement that we can
have copies made of these?

MR. RITTLE: Yes.

THE WITNESS: Is there a reason wa can't get a
cupy ¢f the naterisl?

e RAITTLL: We wilil bhe gettino & eopy 2f the
deposition wilch inciudes copies of the exhibits.
BY MR. ALLELN:

Q Lid you, Jim, or your company or any of your

entities put any wore money, cash money, into this pro-
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A Mr., Hewlett was in personal bankruptcy situa-
tion and I feel quite certain that he did not put any
xoney in,

Q You did, however, continue -- ané I wil; give
ycu a copy of this from your records -~ continue to incur
expenses on behalf of SLA, Incorporated, through and
during -- through March 3lst of this year, 1980, on the
projsct, did you not?

&

I wouid sy &Q,

W Iy reecwxds, ané 1 ack you to the bast of your
recollection, inéicate that through March 31st, 1980,
your company had billed Tembstone Exploration $60,€55.33,
anc had been paid, okay, I have got two figures. You had
been palid somewshere beiween $15,56%.80 and §21,241,%2,

I think those figurcs, juét for the record,
came zbout -- well, the figures from your company show a
payment ¢f $£15,567.90, and therec is some written figures
here that may have been included when YOUXY guys were
talking about this before, but ycu have presenced a
balance here of $5,097.73. Loes that sound about right?
P I think that's correor,

8 i take it fronr @ compilation which shows your
logo in fact on it, and I don't know how I got a copy cf
that.

A You mey have been given that by Mr. Schlioss.,
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receiving your company should Lave recelved proportion-
16 ately fox oveihead and the fact ne camne through your
17 | company.
18 A Well, typical censulting rates are 120 to 150%
191 of direct salary. So that probably is what we would have
;20 expended. Actually $2,000 a month wa: a pretty low fee
21 for a wan of his background.
£22 Q Do you recail a point in tise when you relleved
|
E23 Mr, Lewlett Qf his responsibilities?
24 A The date?
;
;25 u Yes.
|
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Q And he in turn gave it to me.

A Okay. This looks familiar.

Q I think that figure rings a bell from the answexn
you have hsra.

A Yes,

Q Although the cash, at least in your opinion,
that amount of money outstanding there was earned by your
coupany through the efioris oa the proiect.

A Weud, det me prelac: tha. hy raying, ves, that
is what we billed. My undexstanding at the ocutset is ‘
that we were to be paid consulting fees which were not
reimbursed at all for any of Hewlett's time.

Q I sae what you are saying. what your opinion

is, Jim, that based on this $.,000 salary that he was
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A I can't tell you exactly. I believe it was the
end of July.

¢ S0 we would be at best talking about March,
April, kay, five months at sone figure between two and
threc thousand collars that you feel SEA, inc., should
have received for its cpnsulting, and I am trying to get
sorne figures, Jim.

I OL, well, ii wu ere geine toc get cown to this,
VE DXL CVeryoue Ly the Louse that the, pUE An. 14 wes
expected that hewlett-woulﬁ Lot spend ali of hag time at
toulstone because it was our purpose that he spend ting
in cther things, and in fact he was not &ble to do so
because c¢f thie situaticn at Yombstone, and it wae at
Schloes' ana Lee's inSistance that he spend full-tire on
that project.

Mk 2LLIUN: Cuysz, wky don't we bryeszk for lunch
at this tire &and we can cone back this afterroon.
(whereupcn, tne afterncon tecess was trxer and

the deposition resuwed &t 1:30 P.M. at the same time,
date &and place as af. ranentioned.)
8Y MR. ALLL.

N Jin, let me ash you beisie 1 forget to, de you
know where Mr, Hewlett is?

A No, I cCon't.

v DO you heve ary idea where he was the last tise
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1| you knew where he was?
2 A I heard that he was in a little town or near a
3 little town called Nipton, California, which is right on
4 the Arizona-devada border.
5 Q Is that sonewhere near Searchlight?
6 A Yes. Searchlight, Nevada, would be south of
F 4 Las Vegas, but I have not seen hin.
8 2 Be lspn't therxae. Let's o off the reooré.
g {iscusediun Off the record.)
10 bBY MK. ALLEN:
11 Q Back on the record.
12 Jim, the presentaticn 6; rapresentation, as I
13 will call it, presentation or repregentation as you call
£14 them in the kxhibits 1 ané 2, 1f i undovstand yoo cor-
| 15 rectly tzom the scurce cif them is Fr. unewlett basically?
16 2 {es.
17 Q And you have reviewed, if I uncerstand vour
18 testimony correctly, these two documents, Exhibiis 1 and
19 42, tv some exteant belore ey wers sent out, I assume,
|20 A Cn Exaibit 1, let me review the date on that.
521 There is no uwete. I belicve thev tidd: was pietty much
{22 sent directly from lir. Hewlieti te Yom Schloss. That is
i23 some of the confusion in that they were communicating
24 directly withcut golng tarough me.
i25 o} Okay. Going back tnen Lo Lhzhibit 1. Let's
I
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8 A Fart of the probiew, Razny, 1z that very shortliy
i i . £ a T & 7. y 5 ’ B v & oo o & 0 a it ¥ , - 4 i TV S A
i g ! GELeEd WIS Crad war o3 Fohwoop Serle L AR e L2400 YO RO pre
| 4
!10! Cise dite Without golng bagk zono Colng a great deal of
11‘ work and effcrt to raview ny notes, but Tom told me, "I
12[ am taking over control of this project. I aw putting in
13] 21l the rnouney," and therelore, "I wiil be Girecting
|14f liewlett in whatever he dues."
|
15 Sinec I was gotting peld I acoulsers? o tthiz,
i6 anc therezfllar, altiicugh evern befure that puint Tom was
17 talking directly with Dick and Clrecting him in what to
{
18 | de, aund after that point he was talking Jdirectly with
19 Dick Hewlett without mudt intervertion frox me.
| 20 50 withoui a very, very cai- fu1 raconstruction
|
| - - 5 "
| 21 of dater aud tileplicns nOLo: and or iwvid, T am at a
i r
| 221 very daeilimitive loss to be precise about when what was
!23 presented and how,
l
|24 3 211l right. Let's do it thic way in hypothetical
|
i25 foxm, if I can.
! ;
: !
{ |
L

take time out. There is someonz at the door,
(Short recess taken.)
BY MR. ALLEN:
Q I wvant to explore this a little Lit, but then
& I to presume thi:z was presented 10 Tom and Dwight?
Since you told me you doa't know #hether it was or not,

you don't know whether this was submitted to them or not?
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1 Assuming that this material, Exhibits 1 and 2,
2 was presented to Tom 8chloss and Dwight Lee on or about
3 February 20th, 1979, a shvrt two or t.ree weeks before
4 Lus coutract of Maren 7un, 1979, waas entered into, let
5 me ask you from the standpoint of your involvement, okay,
6| wiat may or may not have happened.
t 7 A let we interject. Wiy do you choose February
|
3 8| 20th since that isn't the date?
| |
9 v OC YUu Auou tie reason ioase ALXiLy ¥Ou 18 to
IO; @ssue that ctier decumeat which is Linibit 2 is dated
11 February 20th and signed by Mr. Hewlett on that date,
12! and the question is by my intoriation, whether it be
13 rigat ol wiony, it chat we receiveas, sy client, or or
lf 14" @OOUL the 20U or Zist ot leprualy, Uy7$, Uiis as part of
15 | tha preseatation cn the Juals tone Pruject.,
16 A 1l caa't Le pPieclice, but i taink that that docu-
17 | ment, wwier 1, is much later than that, but again I
18] éannot be precise about thac.
'19; 0 £lL rigot. il ycou wili, acugh, assume that
f20' Liese were received, tiis pazi ci the pwiesentalion, and
;21’ let's not ping duyuody W anywsing, once part of Exhibit 1,
i | :
| 22 | ané tne third Paragrapa these thac says wie cash flow
g23 from the Processing of ore would ray kack $200,000 capitall
?24 investment in from four to six moaths, assigning 50% of
{25 Hie aet cperating profit to retiling the capital invest-
L; | tent.
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Did you prior to March 7, 1979, have any
information or any knowlecge that confirmed such a state-
nent that was feauiple or possible on this project?

A NO,

Q Would you in your capacity as seeking investors
for this project, woulé you have allowed an employee of
yours 1o make sucih & presentation or statement, if you
Kioow, on this proiect?

pi: L Chinn Lt degends Oon what ouentexi it wag in
because part{ ol tne business cf econciuc gecivgy end
rinianyg evaluation is to wake rougn approximatisns as to
what might be returned from any property, and the earlier
you can do thies the better cff ycu are because it allows
you to call out propercies that have n. potrential of
Tetuin waalsoeveX. However, wihe accuracy ¢f tLose pyo-
jeclicns shoulG pe coccned 11 thear progpective.,

Q S0 without some form of either cautionary or
provisery type explanations, woald vou have aiiowed such
statenentes O be nadey

A NO.

«  1p Exiribit i, toe laige: report dated February
20th, 1979, by Mr. Hewlett, tie fo¢llowing siatement is
maae under the caption "Costs."

"The $177,600 represents the following turn-key

complete work to yet the property te tane point of produc-
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1 ing enough gold and silver to support the on-going pro-
2 duction," and it's broken down into various categories.
3 KWiat in your capacity &ad in your professional
4 opinion a2t that time does turn-key complete work to get
5 the property to the point of procucing enough gold and
6 silver to support an on-goin¢ production mean?
7 A Well, that would mean to me that if we gave
8 taet awtuat of money to Dick Hewlete tuat he would oon-
9? Lracy sepalevely for anl tne services ¢nd come Uy with
10| the studies indicated.
11 Q And tihis would be enougn prodoction to support
12! an on-going operation?
13 A 1 would say so.
;14' (8] Did ycu at the time prior to Moren 7, 197.,
15| Gim, have any informacion tnzv would support such a
16 | statement as that?
17 A well, that exhibit 1 believe was Hewlett's
18 | report to me anc not my repor: to anyone eise, and indeed
19 we -- 1 belieQe thet I reqguested he prepare this so that
;20 i nac scne idea cf what his esvimetes wele,
?21 1 nave peen involved in many 7ining projects
§22 and they are‘characterized by « hagh cegree of unknown
i23 factors. Even the largest mining companizs go substan-
24 tielly cover budget on varicus projects and 1 could cite
525 nurercus examples which 1 taine. are not germansg.
|
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Q 211 right,

A S0 I also try to couch my estimates and state
just tnat these are esvimates =né best effort basis, but
unforeseen circumstances ray require additional expendi-
tures.;

) Let me get tc that. What presentation did you
make to Tow &chloss and bwight Lez in reéaré tc this
Froperly asuut what tybe& of money weul Ly regu. red snd

+

wWilé. b typo 2 retur.s t.y couls erspect fyuk: thaet? Do you

)
[ =3
t4
[ 4
f+

Rnow, or leu me 8iUp and scraich tiat guestion and
gtart cver,

Can you tell ne, withcout referring tu whatever
Presentaticn ycu mede, what representations and recormern-

Ceoroly you made Lo these potentiil investoray

y:S 1 wouldd say tact 1 probably could not accurecsis

o thet. 1 think what the esusnce of wy prescentation was
that we have an opportunity in the Tombstone District
that Yupercless of metallurgy or the | zd«cti#n dw ps,
it should be a profituble venture through the expiration

* -

of the district end there Ay Lo osome e rtunay for

weing those techniguer trhat Dick doviett nar pivsented
for obtailning a cash flow.
Q Can you tell me witi any kind of certainty of

whether or not you made & written Frasantztior o Tom

Schless ané Owight Leo?
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1 A That had my signature on it and -- ?

2 Q Well, I don't want to get too technical about

3 it, Jim.

4 A No, quite franxiy 1 don't recail whether 1 have.
5 Q DO you keep your records of your business and

6| profession 3o that you can go to your records and produce
7 to your lawyer what ia fact you did prosent in writing,
8 if anything, along with any arvacame1ss £ Lhicse two

9 geatleren i seekine Investhent capivass

10 A I widlink I Baould be abie to Jdo that.

11 Q To your knowledge you have told ms you don't

12 know whether this Exhibit 1 and Exhikit 2 were presented
13 to Schloss and Lee prior to March 7th, '79, waiea the

14 letier agreaiasnt was sntered inito. (an you tell ne --

15 N Wall, no. The thince whatl 1 alx uov cercain

16 apout is attacnment 1. Now, 4 €&, LWhwess 4, wxhibit

17| Ko. 1. bExhibit 2, let me see. LXLivil Ko, 4 was pre-

18 | pared foxr another individuel and we preschntec This tnat
191 1 wentioned earlier, aud i assuwis thati ¢ was presented
20 to him,.

21 e All raght. {0 yuu YeCuii V. Yowul . andepen-
22 | dent recollection whetiier Or Lot, wheh that Axuipit 2 was
23 présented to Schioss and Lee, you pui any discliaimers ox

|24 cautionary statemants to them as we Lave just earlier
25 talked about -- about these figures wi wolieuu aund
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production, et cetera?

A I don't specifically recall that I did put any
dinclcinexs on thea,

v what figures, again to your best recollection,
aid ywu preéent to these two potential investers as to
wiiat you needed in the way of money to make it work in

youwr wvpinion, or did you arrive at any figures at all?

T te > 3 = S, ~ P I ; Y
PO (19 R Sl st I porsonslly ald. I thaink
. ~ .. 2 - v R e P A . > ..n” - = =]
NEdu e ST WE T Jd0nDe wWaE faeurern were caiculated

-

vy Hewlett, enu &t ope point in part of the presentation
the §40,00¢ initial budget, which was bare bones as it
could have Leen end posszibly go, wes gsuggestec as a test
©! the heapy to sew whetrer profitable leachiing cculd be
remsuinetsd wsing equipmeni ana facilities on the site.
G L1l richt. At the time this acreement was

gignec on karch 7th, 1979, Jam, it calied for initial
investnent by the investors ot $45,000.

st tnat point in time based on your figures in
Exhibit 3, that's abouc what your company had into the

t thet time, $44.0007

s

project
s ies,
w saaec on the agreement which we prosably haven'dy

had marked, have we?
MR, KIWTLE: 5o, not yet.

M., Allbliy  Harh thio as Lxnibit €.
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) 1 (Plaintiffs' Exhibit 6 marked for identifica-
2| tion by the Notary.)
v 3 8Y Mi. ALLUEW:
( )
4 2 Now, that investneant, whe iunitial investment,
5 gave an equity interest to the investors of 25%. I am
6 assuming tiaal meant your entity, whatever it was, re-
\ > 7 tained a 5% interest?
8 A .'e
9| v yed 1Rl mh W proctssed, elthael in
1 10} weguiraticun Ok la youar own mand, thai resulted in the
11 | varicus inveastment amounts and percentage interest
12 | acguired Ly those investments; in other woxds, did you
(> » 13| dave a plan an mind that these reprasented in any rela-
1 [ 14 AW R0 3o dnventmwal OF expectedl ilvestmeati; That
|
15| procav.y avesn't waike any sensa; at ieast it didn't to
16 | we wiren I filashec up the guestion. Let me tey it again.
17 40w was the figure $4£5,000 arrived at? Was it
18| based orn wiat you had already put in the property or what
19 | you felt you needed to do?
r 1 20 A < bedieve it was bassa on what we felt we
| ’ 21 needed o do.
j22 0 Ukay. The cunulativz investment at least shown
r> ! 23 | by Exhibit 6 to be by investors, they acquired 60%
' 24| intexest for invesunentc of $200,000.
) i 25 i Righw,
& L]
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Q Does the figure bear anything as to any expec-
tation you had or feeling you had about what the property
would to? Wwhat is it based con?

A I am not swie I can recoullect what it was on.

) what I am trying tc figure out is this: You
enterxed into an agreenent in March and money is paid into
the account of §25,000. shortly after the March 7Tth
dy Y aaent, tut ia April accor’ing o Ewhibiat 3, SE&a
CRPMLULL AUNLRY Y BEYV.CeR on the property. Did that
occur . first of &ll7?

A No. I would have to go back and examine those
recorus to cee wnen the -- check with Ton Schloss and
find wut precisely what was done wiil: it,

Q I guens wiat I an trying to Iind ovt, does the
$200,J00 total eccumuiative investment as set forth.in
pa¥egraph six have any relation te the noney that your

group of investors or your conpany investeds

A No, I don't think that 1t does,
v Lid you feel, Jam, &t the time this letter

dgreement, Marxch 7, 1575, Exhi it ¢, wes entered into
At 31 the investors put in 2320,200 :nd your ertity
put 1. the $45,000 that it hed at the tine you entered
into this agreement and krought the deal together, that
40% was a falr percentage to you and your group?

A WLy Oon't you repeai that one for me oLe more
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l
W/
T 1 time,
2 Q Let's assure just everything is geing along
3 iine; and I am nol telking about production or having
(,) 4 investicnts puil in, §$400,000 pursvant to the agreament,
5 & Yeg,
6 Q Aud according to the agreement they get 60%
(r/ 7| anterest,
| ) A Yas.,
S b Lo Jom 26et sue dpwelent that your group would
| 10 ivetein wae fair and adecuate remwisretiorn i¢1 what you
i 11 &i¥uaqy put in the property as of March 7th when you
1D enierec into tie agreénent, arproximately $20,000, and
(L\ 13 Your putting the weal toegstisr 80 to speak?
‘T/ | 14 2 weli, I think that there ie a couple of items

15 Civke, and 1 am still not suxe 1 pracisely widerstard
16 Lo guastion, bat indeed the purpose in bringing Tom

17 Schloes anu Dwight Lec into the picture was not only to
18 exploit the Tomistone Levelopment (orpoxation, tha TDC,
19 Wakod 48 Anuwed a3 part oi the districi, but in relation
( ) 20 | tou whet the wotal potential is, relavively siali.

21 ‘ G parpose was 0 anave then fund additional

22 Moaey o expiore in the reusadnder of the district which

) 23 | was -- wuich had not beeh done which probably overshadows
|
& 24| the IDC lesse in toxai poetential. I am not sure if that

|25 | Ampinges on e yuestion YyOu S8REL.
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2 Basically I realize Exhibit 6 talks about pro-
perties which are more, I guess, yes, more than fho T™DC
lease.

A Yes.

Q Is it your testimony, then, Jim, that this
proposec and projected investment under paragraph six of
Lxha.blt 6, which goas up to $200,000 for 60% interest
for investorg, this was not te be ur::‘;;;.e:',-tirely an the

SLY QL MROVE IDY propurly but w we sproead arcund
with the odher propertice?

A Well, it was the intention and the feeling
that the TDC properties would be brought into production
anyd adaitional funding would then be prought to bear con
CLael propesties o that soae 01 whe casl weuld ke used
1o acguirting land in the cthier twu arcas.

As & navter of fact, because ¢f the critical-
ness of time, some of the cash would have to have been
UEGa o ecquire land positions in theoie,

Q Isnn't it truc, ané if it is not pleace cexrect
Le, what the objective of this investuent and of this
PEUTIECHL was LO 481 1ute precduiaiun ana operation and
that it woulc puay its own way basically for the figure
of wiiat you already have put in and the $200,000; in
other worde, a turn~key operation was that the outside

parame tar of the objective oif the kncwn erea?
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A I think that if we carefully examine it that
the objective was to determine whether the TDC ground
coulc be gotten into procuction and to acquire land in
the other two areas.

Q But had you not been advised by your consultant,
the SLA consuitant, that in fact the property coulé be
Fut into production for less than $200,000 -~ and you
rellied on What, widn't vouy

2 Well . ii's truse, and you are teferring to
uewle oty

Q Yer, that's right, I am.

A That's true, that is what he propoused, but
there are aiso provisions in that operating agreement in
@ikcn thie operation would be reviewed at each $25,000
lncrerent to s:=a whether It wee woetn proceeding.

8¢ I am not sure that conceptually I would have
Said that this is absolutely possible to get that into
production for $200,000.

o Let me ask you a simple guestion: Did you not
then rely on the statements and projections ané reproasen-
tatlons rale by Mr, Fevliett?

it Welli, I think the fact that there is an exhibit,
what did you call it, 2, which indicates something in
the range f £150,000 worth of test work incicates that

certainly tuere was testing requizred,
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Q Again, if you can, and I may not understand it
myself, but it is a simple question. Did you or did you
not rely on Mr. Hewlett's represe.tations and reports
made Lo you, your conpany, in ~egeard tc this project and
its potentiazl and its basic coat? I don't mean anybody
other than you in your capacity?

) Well, with the understanding that additional
test work hal to be done and that wag the essential pur-
s of e ant Lol T27,850, Y goe whethor cash flow
conle be inltisted for that amow:t enc if that were not
the case it would have beer necessary to revert back to
the test worl at minimum suggestad Ly Mr. Hewlett to see
whethcl there was available the Laterial in the heap that
WOULG rake at 8 buvable project.

Now, some place in cur ¢iscussions with Tom
Schloss, 1 felt that 1 presenisc to Lini, as & watter of
fact, there is & Cocunmnt souk:whesie that was partially
Prepared to raise capitel to du “riliing woirk in the
Torbstone Basin, @1.d I believe tie drilling amcunted to
about 5500,000 to delineate cie bodies anc preceded by
$ivU,000 in veologlical work.

U Let me try again, anc I em not trying 1o be
hard-noscd with you, but can YCu answer my guestion as
t¢ whether or mot you relied on the figures of cost

Projections and the reports, the one dated February 20,
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you relied ané thought the figures weie reasonable, that

1979, of Mr. Hewlett's, did you or didn't you rely on it
in effecting your decision to go in on this deal and your

position to present it to Scialoss and Lee?

& I think this Exhibit 2 1s what you are referring
to?

) les.

A I thougnt the working figures were reasonable.

d 0 you did to that extent rely on it? |

i Yeo

v And is 2v not a fact thai in that Exhibit 2
under the cost -~ the heading "Cost," the test work to
check out this property comes to a total of $100,000
accocrding to Mr. Hewiett?

A IThat the cost comes to -- wé;l, that's not quite
correct in thut we have goo $i52,000 waich relates to
heay leacning evaluation and testing. Now, the $10,000
was Lick's evaluation of the cost, I believe, of the
initial assaying.

9 My point seing only in that report you told me

iz, uvader {ae headiang of “Cesi,"” and it i1s aisc uandaer
e gtoecement including $152,000 and wat this figure of
$177,600 represents the following turn-key complete work
to get tie property to the point of producing enough

gold and silver to support thc on-going production.
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Are you telling me that it was your belief,
that is, not going to the property, but taking the
$177,000 ox $200,0G00 to test it

A Well, this again -~ these were Dick's estimates.
1 did not even lock at that document ih something over a
year.

o I can appreciate that, Jim, but my only ques-
tion is was 1t your belief anu cpirnion e¢ that tile that
Loal Alianc Lo GOLeY was 10 0d wsed ondy 0 testi and uot
t& got production going where it supported itself on that
project?

A well, I believe that what wa:s presented to Tom
was two scenarios that he éuu;: eithe: spend some place
in the range ! $200,Ulv for varicus testing or he could
Bpenc 540,000 for an initiil re-irrigation of the heap to
see whather we could get cash flow.

W Okay. I didn't ask tor that and I will move to
strike the wiwwle answer. 1 an LGt asaing what you pre-
sented to Tom, but I am asking what your copinion was of
whaeto thel meant, was Lt testany or was it to do with
wWihat uewielt says t make a turu-hey cpersiion producing

encugh yola ana siivers

A What was my opinion?

Q At thet time, yes, sir, when this repcrt was

aone foi yuu.
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A i would have to go back and see whether I had

any notes as t0 what I thought of the report.

“ vkay .
A Tnet was Hewlett's opinion.
¢} Lic you at any time after receiving that report,

Lo your recovllection, tell Tom Schloss or Dwight Lee that
you didn't xeally know what he meant, whether he meant
Lestily £ Wwhcther it 8ays what .i weans: Goding intc
PIRGGCLLIN Lo seppeit Ltuedfs

Did you ever tell them taat prior to them makiné

thelir investment with you?

A Could ycu go through that guestion one more
time?
v 43X 4 Gnderstand vae ausswe: again, and I don't

mean to ke snippy, but if I wiaerxovane your answax, you
By YCw would have to go back and see what ycur nctes
ware, and you really don't have ar opinion as to what he
meant by that ©r d@iscussing, in otvier werds, those
figures:

A 1 think that is Dicn Hewieti's opinicn of what
ag wLhougnt coula e doene.

J I understood you it say, and I thought you told
me, that you did rely on this to the extent that you
thougnt thay were reasonable and could be done.

& wedl, ma; e 1 used inproper languaye. 1 would

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623:3375



75

0 N o 0o » w N

10
11
12
13

14
15
16
17
18
19

20

21

22
23
24
25

are a variety of facts and figures early on in any mining

like to go back and answer the statement I made that ther

eva.uation thatv can be generated by a va;iety cf engineerﬂ.
T can't tell you what my opinion of this report is; I
believe if I had endorsed that with ny signature and had
iy stamp on it that would be as indicating that it was
indeed my representation. It was simply a report to me.

Q 1£ tb@’pﬁﬁSﬂﬁiﬂtﬁﬁn, wxitton présaucat;on that
e can’o racell] what it was w Scnloss and Lee from You
-~ fron your company with yéur stamp and signature on it
enciosed that report, Exhibit 2, from Mr., Hewlett, and
had no ceuvtionary language from you and no disclaimcrs
from you, would that be an indication based on your prac-
tice that you had endersed that ang uscd it ia your
presenretion for potential investors to rely on?

A L would say probably it would.

Q Now, I am trying to get back to my question.

At any time, to your knowledge, did you advise either in
Writing cL orally, Mr. Schloss cx Mr. Lze or both of them
hat you had not confirmed or were not gure Oor any other
tpe ol disclaimer of che fijures that Mr. Hewlett put

in nis report to you?
A Oh, I think that I must have, because =--
Q Let me finish my statement. That wasn't my

complete questaon. It wasa't compleved yet.
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Before March 7th, 1979, when they made their
investment. |

A Yes, becausé without detail drilling and assay-
ing information, you siapiy can't verify any tonnage and
yrades. _

Q At that point in time subsequent to March 7th,
1979, did you become aware of the fact that Mr. Hewlett
wWes OV in lect pevforming ap Lo hiz representations to
You and W the iAavesto.s?

b3 At any time priox o Marchh 7th?

Q Subseguent, after March 7th.

A I woudd say that faisly shortly after the
beginning of the projuect his outpuc was not too satis-
factory .

8 in fact, Jim, there was a point in time that
thw dnvestors, when it carw time for the next $25,000,

had some quastions about wnat ~as geinyg on?

A ies,

0] 1s that right?

A I would say thal's probably correct.

@ AnG wore you aware twat Mr. lewlett as vice-

president of SEA Hydromet prepared a report and lecomnen-
dations that his purpose -- I don't know and I am asking
if you know what his purpose was -~ that he presented to

Mi. Lewe and dr. Schloss, and do yevu 2ecall a report being
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:_) 1| done almost, well, a little bit more than a month after
| 2 this agreecment in April of 1979 when he mada a report on
; 3| wiat had happened with the project and that initial
\ 4| $25,0002
b A I tnink that I do.
P 6 Q He was &an employee of SEA Hydromet at the time,
~ i was he not, in April of 1979; Mr. Hewlett?
8 A Yoz, althoug with the proviso that he wag
S CrUeatlaliy boing paid by the project at employee rates.
10 | MR. ALLEN: Let me have this exhibit marked
11 | whicti I guess will be Exhibit No. 7, tne document dated
112 | May 22nd, 1979,
(:w 13 (Plaintiffa’ Exhibit No. 7 marked for identifi-
J

14 Cutionp by t.e Notary.)

15| BY MR. ALLLd:

16 Q Let ma show you what has veen marked as Exhibit
17 7 which 1s again this document dated May 22nd, 1979, and
' 18 it is signed by James Briscoe, Thomas Schloss and Mr. Lee

19 | extending the letter agreement of March 7th, 1979.

20 A Yo €

21 MR, RLLEN: Let me have this marked as Exhibit
122 | 3 und then let's go off the record a moment.

O 23 (Plaintiffs' kExhibit No. 8 marked for identifi- ﬁ
24 cation by the Notarxy.)

25 (Discussion off the reccord.) . il

|

i
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BY MR, ALLEN:
. Q Back on the record,

First of all, Jim, do you recognize Exhibit 727

2 i23, I doc.

] 250 1 that your signature at the bottom of it?

A Yes, it is,

Q Now, if we can -- when you're through, Jim, let
Li .

2 QK 3

Q Lec's §o back to the moath of April, 13879. Did
You participats with Mr, Hewlect in Preparing a report
to the investors prior to them making their second
investmant?

po! 1 would simply have o ge pack tnrouwgn my
records to Jdetarmine that.

Q 1f Mr. Hewlett was making a report based on
Your practice im your business and in your corporation
CHAL yGa oare 31% owner of, would yuu normally review what
he sent ouat in regard to s2nding to investors?

A I weuld say that that's ¢ good practice but in
thie posticules cass I am not surc that 1 dig,

Q On Apwil 11lth, Mr. Hewiett sent a report
directly to Tom Schloss and Dwight Lee?

A Al what date?

Q April 1lth, 157%.

RONALD L. LUNSFORD
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\/\ <’ 1 A Yes.
2 Q And from the records I have shortly after or
- 3| within a couple of weeks at least &an additional invest-
4 4 ment oi 525,000 was wired into the account of Tombstcne
5 Heap Leach. 1In that report, &nd 1 will show it to you
) 6 in just a second, Mr. Hewlett says that the remaining
O 7 riek factors on this project -- it is entitled “"Tomb-
8 stone Prolect ané inslysic of Risk and Progress Report" -
9 the renainiac risk fecunrs are finalivotion of leace
I10 t51gnatu;c&), Goverarertal restiicticnz, or reserves,
11 retallurgy and metal recovery. Five items, Recents
12 results have proven the fcllowing: (1) Needs of finali-
P | 13 zation -- only reraining risk. (i) ko risk; sent letters
|
&«J jl4 and contacied all ayencies., (3 Koo 1isk; arple ore
15 reseyXvae - constant confirmaiion. (4) Solvents: No risk:
16 prevei effective, "ils": No risk; yora peicelation and
17 veluss. (5) No risk.
i18 Did you xeview and agrec with that anslyzation
19 that wes seut to the investors, and from the record,
| [' 1 20| xesultud in additional investwsnty I show you Exhibit 8,
| ?21 iy Well, I can't tell vou. fThis wés sent simul-
| 522 taneourly tw -- I can't tell you whuether this was sent
| f”ﬁ 523 simulteneously to Dick or Toa or whethes I firsti looked
524 &t it and then it was sunt.
é25 Q Well, let's g:¢ 4f va can, Jim, let's assume --
£ |
— - J
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or let's not assume anything. Would you, based on your
knowledge and background, training and experience and
fardliarity with that project down there, wceculé you have
sent such a report to those investors at that time?

A Well, I think it is unlikely I would have
specifically endorsed nc risk under ore reserves or sol-
vents and Ik3.

Q ~5n'L it & faclt at that point in tine there was
GUIte a greal weal of cirliicuity wiilh reciveries of any
Vel us

PN 1 think that's correct.

G Now, alsc therein, Jim, includcd in there is a
charl «f cash Llow. Lid you sce that?y I think it pro-
jected :t ror the next month.

& You are taiking ab¢ut under tho heading,
"Tunbs tone, immediate CIpEns€s."

* I think let's go another page or twco.

& Ohay. This 18 a list of deposits anc checks.

Y Let's Bee 1L 1 can iind it for you.

Projectec cash flow, the midule puge of the
PRIl wndel iie cover douter.

& DTN

v Do you recall seeiny anything such as that
which reportediy states there will be significant cash

fiow 4. hiu Opiuion:
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‘i
1 A Uh-huh.
2 Q Based on your knowledge and experience, would
3| You have arrived at that type of projection to he sent
4 to potential and adcltional investors?
5 A Well, I would not.
_ 6 Q Jim, is SEA Hydromet, Inc., still in existence?
< | 7 A No, it is not. Well, let me couch that remark
; 8 tiat tiere is a corporation called SEZ Hydromet, but
93 there are neitier employees nor cotivity, |
105 W When did that cease to exlst bacically as a
11 | fuuctioning corporation?
312 2 When I terminated Dick Hewlett.
( ) !13 Q ks either in its own right or as a subsidiary
o P14 ; of Ski, Inc., did that corporacion carly any insurance
El5 poiicies in regard to errors, admissions or negligence
| 16 en behall of enployees?
: i17 A No, it did not.
5185 Q In '79 aid your company, SEA, Inc., carry such
i19 insurance?
;20 & No, it did not.
?21 Q wWoulc it be correct in essundiny it carried
| é22 insurence on ius caxrs and vehicles?
O | 23 A Yes.
! ' 24 Q but at noe time cic i1t have any previsional or
] 225 wiat we call in our profession malpractice type of insur-
| Q;J | | ance?
= 1
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1 A No, simply because at one time I had checked

2| into that, but there wasn't any insurance carrier that

n 3 nad any experience in that other tian medical policies
d 4| ané legal. !

5 Q Do you carry, and I am not interested today,
- 6| but back in '79, did you carry a general liability policy
\ - 7 with the company; in other words, a policy maybe that

| 8 covers thinge other then autowobiles?

9 R ey 4 wWoudld say 8.
{
f 10 U Two things 1 want to &sk you on the record.
il Could you provide your attorney a copy that was

12 ia effsct in '79 of any policies of liability insurance
(’> 13 youw had exciusive of cars. I don't waut any of your
‘14 Sutunwiesle stuff, 8c that he and I could take a look at
15 it, numwber one?

16 i Yes.

17 Q Number two, would you go to your raecords and
18 | fi:nC with your best rocord keeping and recollection of
19 | what you presented in its entirety tc Schiloss and Lee
' 20 PLiCI tv the signing of the March 7th, 1979, agreement,
21 | Eahibat &. Jiw, I snow theZé are otier ways of doing
22 that, but on the recoré we can do it this way if it is

23 | okay with you.

24 A I thius so.
ﬂ i25 Q Alk xight. Let's have eExhnibit{ so. Y merked,
)
| & -
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please.
(Plaintiffs' Exhibit 9 marked for identifica-
tion by the Notary.j
BY MK, ALLEN:
Q Somewhere, Jim, prior to June 22nd, 1979, did
you not have meetings and conferences with Tom Schloss

éanG & centleman by the name of John Dean?

& Wwnat was tihie cete?
2 Eefore June Zend, 197S5.
A 1 believe s0., As & matter of fact, there was

either & conversation or conversations between Tom and I
regarding John Dean and letters, visits from John Dean
as early as May. Early hMay, 1 believe.

W Anvhow, as & result of a visit to the Tombstone
area between you and Schluss and John Dean, you wrote a
lettex on June 2Zad, 1979, to Myr. Hewlett and that lstter
1 have marked as Exhibit 5, and it countains five pages.

1 would ask you to look at that and see if you
recognize that document and if that's your signature on
the last page.

A Yes, thnat's my signature.

) And does this accurately reflect your feelings
as to his, being Hewlett's, performance at that point in
time 7

A Yes.
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Q To your knowledge did the process and proce-
dures from the extraction of the precious metals given to
you by Mr. Hewlett and implemented cowin at Tombstone
ever work satisfactorily while he was on the project?

A No.

Q Did he ever advise you prior to -- first of all,
prior to Maxch 7, 1979, that he had had experience with
thet project or that procedure that he had presented &and
been told by other qualified pecvpie that it Gidn't WOrk?

A No.

Q Did he at any time before you terminated him
but after the agreement tell you that?

A NO.

v Did you or the organization, Southwest, SEA

iydromet., ever issue stock to the two of you?

A Na.
v Did Mr. Hewlett at any time ever own any stock?
A Let we make sure, Let me retract that. I am

not sure we did or we dian't.

v The reccrds woulid show?

A The recurds would sSiow.

Q Dic Mr. Hewlett at any time, Jin, Own any stock
in SEA, Inc.?

A No.

V] Cx any other corpeoration?

RONALDL. LUNSFORD
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| ‘}V) 1 A No. l
! | 2 Q Is it a fact that he did not ever have stock |
| e 3 in rustin Mining? |
Q”) 4 A Yes, I believe that's correct. ‘
5 Q And again I realize there are other ways of
P 6 doing this, but it would be something like I would have
g 7| to a8k you to check with somebody about the stock owner-
8 ship, but let me ask you this. 1Is there anybody that
g ever own=2d any ftock in S4A, Iue., other then ycu? |
10 A ho.
11 Q In regard to the Austin Mining ané Mineral,
12 whatever, and SEA gydromet, I would@ like to sez if therxe
(i) : 13 12 eny stock issved to anyoody.
14 Me, KITPLE: Cervainly. If we can do it it
15 will be helpful to me and 1 will enumerate those things:, |
16 everai of which have been attached during the deposition.
17 BY Mk, BLILN:
18 W Did you as & party in the agreement between
19 yourself and Schloss and Lee -~ well, let me back off

| 20 th.at.

|
I
!21 Di¢ you in your capacity with SEA andé your

122 reiationship with SuA Hydromet, employ and/or commission |
| 23 | Mr. Hewlett to provide anc¢ acccmplish the representations

|

|

24 and objective that he set forth in Exhikit 2, to wit,

25| gake the Tonbetone project a turn-kKey cperation to

\ ' . RONALDL. LUNSFORD
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sufficiently produce precious metals to support an on-
going production? Is that what he was hired for?

A No.

Q Why then do you state in Exiiibit 9 that our
original objectives of Tombstone were to expend in the
range of $25,000 to make in situ tests of your metallurgi-
cal tecanigues, which you warranted would verify the
weaniques aud put us into possible production with a
sunLtantial cash flow?

Let me ask you this: 1Is that what he was hiredi

t¢ do, what I just read from Lxhibit 9?2

A To SEA Hydromet?
A i'm sorry. No. You are asking me was Dick

hired as the vice-presicdent auu generai manager of SEA
LyLzonei.

g 7 Right.

A de was Lired to purcue his ideas in metalluryy
as they specificaily applied to metallurgical leaching.
Tuc Tombstone Project was one of the things that he
worked and taings he speat provably 99% of his time on.
What is purported in that letter was the objective of
the $25,000 waich was the in situ tests of those methods.
No more than $25,000 should have teen expended in that

endgsaver, and the fact taac he continusc to report posi-
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tive results which resulted in Schloss and Lee putting
in additional money was not the initial intent.

The initial intent was to spend $25,000 to see
whether that would go into production and if it would
not, then they still had participation in a very visible
and in a very important mining district, but you have to
yo back seguentially to normal mining exploration plan-
ning, ceiinition and ore reserves, et cetera, et cetera.

w Was it not & fact, Jim, that Mrx. Hewlett and
you were going to own & portion of tne lease on TOC
togother through ancther entity?

A I think that's probably correct.

G And is it aleo not a fact that you and Hewlett
put this project tovetiher and presented it to Mr. Schloss
ana M. Lee reguesting investnant; in other words, your
gecvlogic interesi, his ability to negotiate and experi-
ence with: his ideas were joined tugether and together
you presentec this to Schluss and Lee asking ifor the
financiai supports

A Yes, that's correct.

W And ai least as of June 2214, 1979, you
reailzeo that his side of it at least wasp't going to
coma to fruition?

A Yes, that's correct.

v And is it not in this situation, and you

RONALD L. LUNSFORD
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correct me if I am wrong, but it was not only to test his
methods on in situ testing but to state, as you put it,
possible production with substantial cash flow? Was
that not part of the purpose and part of the representa-
tion to the investors?

A Of the initial --

Q Tombstone Project.

& ¥es, I would say so.
G And at that tiuwe, two and a half or three

nonths after it staerted, the investors hac put inu as you
e&y fowr times budget, $100,000, and Mr. Hewlett had
changed tha metallurgical approach several times with
inadeguate documentation and he had not scientifically
verified or documented even thie negative resulis of his
WOrs, to your Knewiecge, and unless 1 am bad at reading,
you were professionally upset with hiw and Lhiu pexform-
ance.

A Yes.

Q Did you feel professionally on June 22nd, 197¢,

that you were responsible in any way for Mr. Hawlett's
performance or lack thereof?

A dad I nct feit so I probaoly would not have
continuad putting in my own money and time, and after 1
terminated Dick Hewlett it was to the tune of souwe

$40,000 of unreiwbursed efforts, and I siould stats here

RONALDL. LUNSFORD
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that we were very generous in recording our time; in
other words, we spent many, many 12 to l4-hours days on
whicii I don't think were adeguately charged. 5o those
are conservative figures. 1In fact, I submittad early on
the idea that Dick Hewlett should be terminated which
was at one point in one telephone conversation with Tom
Schleoss who sald no, we will not terrinate him because
there den't anybody aelse to take over right now. I said
I don't agree with thati, et cetora.

v Okay .

A let me alsc pocint out that a£ no tine was I
receiving profesaional fees for iewvlett's services and,
therefore, 1t 9u£ m& AL a gre.t bind in which I could not
adequately supervise his activities because of thi¢ severe
cash d:ainll had already undergone.

Y But ia fairnesy, Jlu, this wasn't a situation
whare sonsone such. as ASARCC ai Daval ol any othor pajor
companies or even mwajor gxpicration companies 1.3 hirced
your eoapany to do sometiiing, out this is whera you and
Mr. devlatt had proprievary or potantlal proprietary
intarest in this project; is that correct?

A Yes,

Q That does in the induatry affect many tines
what fees are charged; isn't that correct? You make

contribution: sometimes over and above?
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A Yes, but I had already, as I pointed out earlieﬁ,
put in approximately $55,000 prior to obtaining any in-
volvement of their own and stated very, very carefully
that I could not become invclved in the project without
adeguate professional compensation and would have stepped
out had that been so.

Q And in fact did?

A Finally.

Q In novemve:r or somethinyg Jike that of 792
A Yes. |
w Would I be corrxect that you 1ad been putting

together this situatibn, Jim, thic operation or this
project, ycu hed a ccuple of geals in ndnd: One, to
hopefuily ba &:le te partacipate in a profitable cpera-
tioen if it worked ocut and, two, take it to & point whare

it could be scld at a prefit to, say, a major company?

A Cerrect.
d S¢ that was probably tha objective of you and

the invastors when you discussed this matter, was it not?
A well, yes, I think so0.
2 To your knowledge afier you terminated Mr.
Hewlett, do you know whether he presented or attempted
to present this process of his to any other potential
userg of it?

)4 It i my understanding that he dic¢, and indeed
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1 got one of the people who was working with him during

2| this period to invest their savings in it and it turned
i 3 out unsuccessful.
<”/; 4 Q Wag that a family in Tombstone involved?
é 5 A Yes.
| 6 MR. ALLEN: I think that is all the questions

7 1 have got. I can't think of anything further. Dasic-
8 ally we have the reciprocal agreemsnt, Jay, and if 1 am
S correct, perhaps you need to talk to Jim and I may need

10| to talk to my client -- this can be off the record, Rorn.

11 (Discussion off the record.)
12 MR, KITTLE: I do have a few gueztions just
Py 13| for clarification.
o | 14
15 EXPMINATICN !

16 | BY MR. KITTLE:

17 G Just to clarify some things here, Jim, first of

| 18 | all, when you talked to Tom Schlcss in terms cof his

19| involvement in the Tonbstone Froject, did you believe

f/,v 120 | him to be an experienced¢ investor in mineral propertiss?

2l A Yes, I certainly di&. That, among the reasons
é22 that 1 talked to him, is he had been involved as early

| (j,‘ §23 as 1968, I believa, in mineral investment through Hewlectt

| | 24| and possibly others.

| 25 Q When you talked with Dick Hewlstt aobout this

RONALD L. LUNSFORD
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1 so-called IPS process that he is working on, d4id you at

2 that time believe him to be an experienced professional

3| in the field of metallurgy?

4 A No, I really did not.

5 Q Te the best of your recollection, when was it

6 that Schloss and Lee took over the management of the

7 Tombstone Project?

8 A It was prior to my departure for Japsn which

] was, if I can refer to this attavhment, this ong, the

10 date of Exinibit NO. 7, and when wes I in lLos Angeles?

11 It was I believe the day before I boarded the plane for
12 Japan, and that was =-- lMay 22nd, sc it was pricr to that
13 nerning.

14 N Nuw, when he tock ¢ver the managerant of the
15 project, did thet incluce supcrvivion 9i Pick Lawlett and
16 his work cown therc in Toobstoac?

17 A Yes, bescause they were conversing by telephone
18 and there weice Rhany conversationes I was not privy to.

19 Q To the best of your reccllection, when was it
20 | that youv first urged the terminaticn ¢f Dick Uewlett?
‘21 A I suspect Lt was directiy on my return from
:22 Japan. 1 would have to check. It was apgroximatiely

23| turec weehs after that date. It weule have bee: the

24 | 22nd, s0 it awust have been mid-June.
25 LRe KITTLL: I have no further questions.
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MR. ALLEN: I éon't have anything else. Why
don't we make this continuing so we don't have to worry
about signeture at this tiwme, and I know he wants to read

everything one day and we can do it.

JAMES A. BRISCOE
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CERTIFICATE

STATE OF ARIZONA )
8s8.
COUNTY OF PIMA )

I, Ronald L. Lunsford, a Notary Public duly
commissioned under the laws of the State of Arizona, in
and for the County of Pima, do hereby certify that I took
dowr in shorthand the questions propounded to and the
answers given by the witness at the time and place here-
inabove set forth; that said witness, before testifying,
was by me duly swoxrn to speak the truth, the whole truth
and nothing but the truth in the cause aforesaid; and
Liet the foregoing is a full, true and correct transcript
¢{ the testirony given by saild witneas.

I further certify that I am not an attorney
0r counsel for either of the parties or a relative or
employee of any attorney, ccunsel or party connected
with the action, or financially or otherwise interested
in the acticn,

WITHESS MY HAND AND SEAL at Tucson, Arizona,

this cey ©f October, 1980,

Notary Public

My Conmissi:z:z Expires:
June 11, 1954
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I

MINING COSTS -
A. Please list all the types of earth moving or mining

equipment used at the T.E.I. operation.

B. 1Is this equipment owned or leased by T.E.I.? (JAB - I
think either leased or contracted.)

1.

2.

If leased:

a. Is it on lease/purchase or simple lease with
purchase option?

b. What are the monthly lease payments?

c. What is the purchase price and what date?

d. Please give the yearly (or monthly)
operating, maintenance, and fuel costs of the
operation.

If purchased:

a. What was the purchase price of the whole
fleet?

b. 1Is any part financed?

c. What rate of interest is paid?

d. What is the annual (or monthly) operating
costs, including interest, depreciation,
maintenance and fuel?

C. If the mining is contracted (JAB thinks it is),

1.

2.
3.

What is the cost per ton to move a ton of ore from

the mine to the crusher?
From the crusher to the leach pad?
From the leach pad to waste?

D. Summarize the mining sequence
(JAB COMMENTS on what he believes it to be)

1.
2.
3.
4'

5.
6.
7.
8.

Rip with bull dozer or blast and rip.

Load with scrapers.

Dump at surge pile in front of crusher.

Load with front end loader into crusher - mix with
cyanide solution and cement. Ore is pelletized and
conveyed from the crusher to pelletized surge

pile

Load with front end loader onto dump trucks.

Haul by truck to the leach pad and unload.

Leach with cyanide for 48 hours.

Pick up with front end loader. put in trucks and
haul to waste dump.

(Observation - JAB & Others - rock is handled way too
many times. Careful analysis & re-design could reduce
handling and, thus, expense).

E. Who designed the mine plan?

F. What consultants reviewed the mine plan?

G. What were their recommendations?



Have their recommendations been carried out?
1. If not, why not?

What is the overall cost to move a ton of ore through
the mine - leach, waste process?

What is the waste to ore stripping ratio?

What are the current ore reserves?

(JAB COMMENT: Numerous mining companies have examined
the T.E.I. Operation. None feel they have developed
any ore reserves, other than rough geologically
indicated)

l. We would like to have you state these in terms
defined by the U. S. Bureau of Mines & U. S.
Geological Survey.

a. Measured (JAB sent this to Schloss
b. Indicated 9/8/79)
c. Inferred
2. Please describe the sampling method used.
a. Backhoe
l. Sample size
2. Description of how taken.
b. Diamond drill
l. Depth
2. Core recovery
3. Splitting method
4. Was core logged
a. By geologist
b. Non-professional
c. Rotary drill - normal circulation.
l. Air
2. Mud
3. Sample interval
4. Sampling method
5. Core (cutting) board constructed
6. Was core logged
a. By geologist
b. Non-professional
d. Rotary drill - reverse circulation
1. Air
2. Mud
3. Sample interval
4. Sampling method
5. Core (cutting) board constructed
6. Was core logged
a. By geologist
b. Non-professional
e. Air track drill

3. What was the drill spacing and depth. Also, on
spacing and depth of backhoe cuts and spacing and
depth of any other sampling method.
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6.
7.

a

Who designed the exploration program to define ore
reserves?

a. What is his educational background?

b. 1Is he a registered professional in Arizona?

Any other state?

What consultants reviewed the program to define
ore reserves?
What were their recommendations?
Were their recommendations carried out?

a. If not, why not?
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ITI MILLING OPERATION

A.

<O

Please describe in detail, the mill circuit at the
T.E.I. operation.

(JAB understanding of mill circuit)

1.
2.

3.

10.

Crushing to 2" minus.

Addition of portland cement and moistening with
cyanide solution.

Crushed ore, portland cement, cyanide mixture is
conveyed up a short conveyor. The angle of the
conveyor is adjusted so that the ore rolls
backward somewhat more slowly than the forward
motion up the conveyor, thus making balls or
pellets and, thus, agglomerating the ore, which is
discharged from the conveyor into a surge pile.
The agglomerated ore is allowed to cure for some
hours, either in the surge pile, or on the leach
pad. The heat of the cement reaction assists the
cyanide in dissolving contained gold and silver,
and holding it in solution.

The leach pile is sprayed with cyanide solution
washing and further leaching the agglomerated and
pellitized ore.

The cyanide leach solution with dissolved gold and
silver (pregnant solution) is collected as it runs
out of the heap and piped to the precipitation
plant.

At the precipitation plant, zinc dust is added.
The zinc replaces the gold and silver in the
solution and metallic gold and silver particles
are filtered out.

The filtrate containing some zinc, diatomaceous
earth (which acts as part of the filtering
medium) , are placed along with fluxes in a furnace
and melted. The gold/silver melt separates from
slag, and is poured off into ingots. This is
called dore bullion.

The dore bullion is shipped to the refineries - in
this case, Englehard Minerals in Anaheim,
California. There it is refined electrolitically
into 99.999% pure gold and silver, melted and
poured into gold and silver ingots, and stamped
with the refiners stamp.

The mine is paid in dollars or "in kind" (bullion)
by the refinery, after deducting their fees.

What does agglomeration mean?

Where did you first hear about agglomeration?

How is the agglomeration/pelletization done at the
T.E.I. operation?
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Where did T.E.I. learn of this proceedure?

(Hewlett introduced the idea of cementation/
agglomeration. This is in reality, the "I.P.S.", or
induced percolation system or substances. JAB
introduced John Dean to the personnel at Mountain
States Engineers, Inc. & during the tour of their
facilities, we were shown their pelletizing conveyor.
It is this same system that is in use today.)

How much does agglomeration increse mineral recovery?
How much does the agglomeration process cost per ton?

Is it true that the Tombstone operation is the first
mine in the nation to use this process?

(This is true according to a news article in the
Engineering and Mining Journal magazine, November.,
1982 - remember - lst recommendation by Hewlett)

Where are the Merrill Crowe zinc precipitation units in
the T.E.I. operation manufactured?

(These are from the State of Maine Mining Company,
Tombsone, discovered by Dusty Escapule's (T.E.I. mine
manager) uncles. They were first recommended by JAB.)

What is the current capacity for processing pregnant
solution?

What is the average assay per ton of pregnant solution?

What are your near term plans for the precipitation
plant capacity?

(JAB learned from the State of Maine Mine Co. that
T.E.I. is purchasing additional precipitation units to
bring installed capacity to six 300 ton per day (71.968
gal./day) plants for combined capacity of 1,800 tons
per day (431,810 gal.) of solution. If we know the
average grade per gallon of solution, then the silver
and gold per day can easily be calculated.)

Are these plants on lease or have they been purchased?
What is the average metal content of the ore mined?

July records submited to T.D.C. show 0.023 oz/ton gold
and 1.8 0z/ton silver.

l. Gold
2. Silver
3. Lead
4. 7Zinc

5. Copper
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What is the cut off grade in dollars.
Is lead, zinc or copper ever recovered?

Realizing that high grade ore running up to and above
80 o0z. silver per ton was mined under ground in the
Contention area, and that some similar grade material
was encountered in the early phases of the current
operation, what proceedures are carried out when such
high grade material is encountered in the present
mining operation?

Has high grade ore ever been collected, and:

1. Specially treated for enhanced recovery?
2. Shipped directly to the smelter?
3. If not, why not?

Have screen analyses of the T.E.I. ore ever been run to
determine which size fraction contains what percentage
of the gold and what percentage of the silver values?

Would it be practical to screen and treat the fine
material in an aggitation leach plant?

(Paul Turney, metallurgical consultant to Tombstone
Development Company, has run screen analyses and feels
it would be feasible to screed out fines and run them
through an aggitation leach plant.

Who has designed the metallurgical circuit?

What consultants have reviewed the metallurgical plant?
(I think that he will mention Dr. John Dean. Dr. Dean
is a chemist, and not competent to design metallurgical
plants. Elargement of this point may be in order.)

What were their recommendations?

Have their recommendations been carried out?

1. If not, why not?
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III.

REFINING
A. Describe the refining proceedure of the metals produced
from the T.E.I. mining operation.
B. Where is the T.E.I. produced metal refined?
C. What is charged as a percentage of the gross metal
value for this service?
1. 1Is this competitive with other refineries?
2. Which ones have you received competitive bids
from?
D. How long have you been using the current refinery?
E. Who did you use previously?
(Why did he change refineries)
F. Describe your relationship to this refiner? (This was
the guy Schloss set up to do his refining).
G. What was the gross value of in ounces of silver and
ounces of gold in concentrate shipped to this refinery?
H. Tell me the meaning of umpire assays.
I. How were umpire assays run on the concentrate shipped?
1. To the New York refiner?
2. To Englehard?
J. How was payment received from the New York refiner?
l. In cash?
2. In kind, i. e., gold and silver bullion?
3. If in kind, where was this metal sold to get
dollars for the operation?
(Potential here for a sweetheart deal since much
of the metal may have been sold through a shop
owned by Mrs. Schloss (Harry), as gold and silver
jewelry. - Could enlarge on this).
K. How do the smelting and refining charges of the New
York operation compare with that of Englehard?
L. Have you had any consultants review this aspect of the
T.E.I. operation?
M. What were their recommendations?
O. Where there recommendations followed?

1. If not, why not?
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IV ROYALTY PAYMENTS TO THE TOMBSTONE DEVELOPMENT COMPANY

A. How much has been paid to date to the Tombstone
Development Company?

l. On what royalty basis?

B. How much in dollars per ton produced has been deducted
before calculating their royalty?

C. What do you project their royalty to be during the next
12 months assuming:

1. $400/ounce gold
2. $10/ounce silver
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V TAXES
A. Please state the net income of the mine before taxes
for:
1. 1979
2. 1980
3. 1981
4. 1982

5. 1983 - projected

B. How much income was declared for T.E.I. for the years:

1. 1979
2. 1980
3. 1981
4, 1982

5. 1983 - projected
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NEW YORK OFFICE OVERHEAD AND TRAVEL

A.

B.

Y74

What business do you spend the majority of your energy,
effort, and time on?

Do you keep a daily log of hours expended such as a day
timer log?

1. If not, how do you account for your time?

What percentage of your time do you spend on the
business of T.E.I.?

Please list the officers of T.E.I. and their annual

salaries.

l. Chairman of the Board

2. President

3. Executive Vice President
4. Vice President of Mining
5. Secretary

6. Treasurer

7. Board of Directors

8. Others not listed above

How many trips per year do you make from New York to
Tombstone?

What is the duration of each trip?

Where do you stay while in Tombstone?

Give your annual budget for travel, food and lodging for
your commuting from New York to Tombstone

1.
2.
3.
4.
5.

1979
1980
1981
1982
1983 - projected

Please give the total New York office
allocated to and paid by T.E.I., paid
through 1982, and projected for 1983.

1.
2.
K
4'
5.
6.

7.
8.

Office space

Supplies and equipment

Telephone

Postage

Secretarial

Executive and Board of Directors
renumeration.

Food, travel & lodging
Entertainment

overhead budget
for year 1979

salaries or other
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9.

10.
11.
12.
13.
14.
15.
16.

Insurance of all types

Retirement funds

Consulting fees

Legal fees

Underwriting fees

Accounting fees

Computer expenses

All other expenses not itemized above
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CONSULTANTS
A. Do you or have you in the past made use of consultants?
B. Please list the names, affiliations and addresses of

consultants you have used in any way related to the
T.E.I. project from 1979 through the present time.
These might fall under, but not necessarily limited to,
the following catagories.

1.
2.

10.
11.

Legal

Accounting
Underwriting
Business management
Mining engineering
Civil engineering
Metallurgical engineering
Geology

Mineralogy
Hydrology
Aeronautical
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VIII

RAISING OF OUTSIDE CAPITAL

Are you in the process of raising money for the T.E.I.
operation? (yes)

How much money is being raised? (Said to be $6 million)
What is the vehicle for raising this money?

1. Limited partnership

2. Joint venture

3. Partnership

4. Loan

5. Debentures

6. Stock sale

7. Selling forward the production of the mine

Who is the underwriter?

Is this offering registered with the Security and
Exchange Commission?

What states will the offering be made in?
(6 to 7 states supposed to be approved as of this date,
per comment from Bill Hight)

Has full disclosure been made that T.E.I. does not own
all of the lease from Tombstone Development Company?

Has a cash reserve been set aside in an escrow account
to make payments to Austin Exploration & Mining Co.?
1. If not, why not?
2. If so, how much?

7%
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X OFFERS FROM OUTSIDE ENTITIES

A.

Has T.E.I. ever been approached by any other companies,

mining companies or other types, or perhaps, individuals, or
partnerships, to:

B.

- C.

l. Buy

2. Sublease

3. Joint venture

4. Invest in

5. Enter into a mining partnership with, or contract
mine, mill, or produce jointly in any way?

Please list any such offers chronologically
What has T.E.I.'s response to these offers been?

Currently, an offer has been made to purchase the
T.E.I./Austin Exploration & Mining Co. lease by HIMCO,
subsidiary of Tenneco. How have you responded to that
offer?

Phelps Dodge is currently interested in a sublease on
the Tombstone underground workings from the T.E.I./AEM
lease.

1. Have you informed AEM of their interest?
a. If not, why not?

3. How have you responded to them?

4. Are you assisting them in their studies?

a
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XI EXPLORATION

A.

Please describe the current efforts you are making to
develop ore reserves within the T.E.I./A.E.M. lease
from Tombstone Development Company

1. For open pit ore
2. For underground reserves

What are your projected plans for:

1. 1983
2. 1984 and beyond?

What efforts are you making to bring in outside
expertise to help develop the open pit or underground
reserves?

What effect do you think the presence or absence of ore
reserves have on the value of the T.E.I./A.E.M. lease?
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MISCELLANEOUS ITEMS

E.

F.

Do you anticipate the purchase or lease of an aircraft
for the T.E.I. mine? (yes)

Will it be purchased or leased?
Please tell us the type of aircraft anticipated

What will be its hourly operating cost, on an annualized
basis, including:

1. Purchase/lease

2. Hanger

3. Pilot(s)

4. Maintenance

5. Insurance

6. Fuel

7. Depreciation

8. Construction of landing strip at mine site.

What will be its annual cost to the mining operation?

Will it be used for other purposes than those directly
related to T.E.I. mine.

What precautions will be taken that should key T.E.I.
personnel will be killed simultaneously, should a
serious crash occur, that such an event would not
jeopardize the mining operation and the T.E.I./A.E.M.
lease?

Are you now, or have you ever been, under the care of a
psychiatrist? (yes - could enlarge on this).






] IN THE SUPERTOR COURT OF THE STATE OF ARTZ ONA

2 IN AND FOR TIik COUNTY OF PIMA

4 TONMBSTONE EXPLORATION,

a Delaware corporation;
5 THOMAS H. SCHLOSS, individually,
and DWIGHT E. LEE, individually,

T NG ,

14
15
16
17

18

20
21
22
23
24

25

Plaintiffs,

O R R T P

Vs. HO. 188423
SOUTHWEST EXFLORATION ASS0CI ATED, ]
THC., an Arizona corporuation, J
et al., )

Defendunts. )

APPEARANCLES:

LAW OFFICES OF sFMHETH L. 715,

By Mr. kenneth L. Al

Fer the Plaintififs

COREY & KITTLE, I.C.

By Mr. Jay S. Kittle

For the Defendants

BE TT REMEMBEREDD that ouronant to ke Huls ‘ ; 1
PFrocedure of the Superier Court of (e Svate of Arirons Pod
taking depositions in the above LeY I wnd b Dere Caase,
the deposition of THOMAS . PLOUS vas tak Ipun oral
examination at the. law offices of Corey & wittle, 1n.C.. Lou

Transamerica Building,
State of Arizona,

in and for the County of Pimua,

in the City of Tucson, County of Pima,

before Peter [,. DiCurti a Notary Publi
’ J

£

ctate of Arizona, on the

BOULEY SCHLESINGER DICURTI SCHIPPERS GARWOOD & ERWIN
REGISTERED FROFESSIONAL COURT REPORTERS
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day of September, 1980, commenciny at the hour of 9:30 a.m.
on said day, on behalf of the Defendants in a certain cause

now pending in the Superior Court of Pima County, Arizona.

STIPLLATIONS
It was stipulated and agreed by and between counsel
that this deposition could be taken at this time and place;
that notice of filing the deposition would be waived; that
objections would be in accordance with the Rules of Civil
Procedure of the Superior Court of the State of Arizona; that

signature of the witness tc the deposition would not be waived

MR, KITTLE: I think it would also be good to reflect
at the cutset of this depesition that bdMr. Allen and I have
aygreed that these depositions will be continued, namely the
deposition of James Briscoeand the deposition of Mr. Schloss;
and that each of us has reserved the right to continue the
deposition of opposing parties at a later time.

MR. ALLEN: Based upon furtnor cisbovcry and information
we may develop that we may want to continue to take additional
testimony without prejudice te cither party alonyg the lines
of harrassment, you know, over multiple depositions, this

type of thing. That's our agreement.

BOULEY SCHLESINGER D:CURTI SCHIPPERS GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS
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day of September, 1980, commencing at the hour of 9:30 a.m.
on said day, on behalf of the Defendants in a certain cause

now pending in the Superior Court of Pima County, Arizona.

STIPULATIONS
It was stipulated and agrecd by and between counsel
that this deposition could be taken at this time and place;
that notice of filing the deposition would be waived; that
objections would bhe in accordance with the Rules of Civil
Procedure of the Superior Court of the State of Arizona; that

signature of the witness to the deposition would not be waived

MR. KITTLE: I think it would alsc be good to reflect

&

“1len and 1T have

i

at the outset of this deposition Lhat bMr.
agreed that these depositions will ve continued, namely the
deposition of James briscocand the deposition of Mr. Schloss;
and that each of us has reserved the right to continue the
deposition of oppesing parties at a later time.

MR. ALLEN: Based upon further discovery and information
we may develop that we may want to continue to take additional
testimony without prejudice to cither party along the lines
of harrassment, you know, over mujtiple dcrositions, this

type of thing. That's our agreement.

BOULEY SCHLESINGER D!CURTI SCHIPPERS GARWOOD & ERWIN
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THOMAS

H. SCHLOSS,

a witness called by the Defendant as an adverse party on

cross examination, having been first duly sworn to state the

truth, the whole truth, and nothing but the truth, testified

on his oath as follows:

EXAMINATION

BY MR. KITTLE:

® Let's start out here, Tom, by asking you please to stace

your full name and yow address?

A My home address?
Q Yes.

A Thomas H. Schloss

y T-h-e-p-r-ji-o-r-y, VPelhan Manor,

New York, P-e-l-h-z-m, Hew York.

Q Tom, where ar¢ you employed?

A How do we go off the record?

MR. ALLEN: You don't.
A I work at an office at

Q (By Mr.

Just answer the best you can.

89 Fifth Avenue.

Kittle) wWhat kind of work do you de?

A Right now?

Q Yes.

A I'm in the investment business.

Q What kind of investments_do you concern yoursel{ with?

A Right now?

Q Yes.

BOULEY SCHLESINGER DICURTI SCHIPPERS. GARWOOD & ERWIN

REGISTERED PROFESSIONAL COURT REPORTERS
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A Just right now, I'm working in the mining business.

Q Tom, tell me a little bit about your educational back-
ground, if you will.

A Graduated from high school, college, and have my masters
in business administration.

(8] What college did you go to?

A Indiana University;

Q And what kind of degree did you get there?

A B. S.
Q What was your major?
A Accounting, and management.

Q You graduated in what year from Indiana University?

A Sixty-four. Around that.

Q You say you have u master's in business administration:

A (Nodded head.)

Q Which school is that from?

A American University.

Q Give me a little background, if you will, on your employ-
ment experience, let's say for the last ten years.

A Got out of school, I workea for Walston and Company,
for two months. I worked for Bank of New York for about six
months. I worked for A. G. Benker for a month. I worked for
Continental Illinois for a month, and I moved back to my
family business, which was in indianapolis, which was the

Economy Finance Corporation.

BOULEY SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURY REPORTERS
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Q How long did you work in the family business?

A I don't remember exactly, but less than a year.

Q Could you bring us current, then? What happened after
working with the family business?

A Moved back to New York. Sold the business. Started an

investment business of picking money managers in the stock

market.
Q What year would that have been approximately?
A Sixty-nine, '70.
Q What does that mean, picking money managers in the

stock market?
A Finding money managers that can manage money.
Q Does that mean finding people to whom you can entrust

money for investment purpouses?

A Yes.

Q Does it mean additional things?

A Yes.

Q Can you tell me some of the additional things it means?
A Well, the people 1 pick put their money in with the

Investments they make.

Q I'm confusecd here. If you're locating money managers,
it sounds like you're locating people to give money to. Are
you also locating people to regeive money from?

A No. I delegate the fund to be run by another manager.

He's putting his funds with mine.

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REFPORTERS
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Q 1 see. So --
A So if he loses, he's losing his own money.
Q I see. 1Is it fair to say then it's sort of a coopera-

tive investment activity where you're cooperating with a
money manager to invest some of his funds, as well as some of
your funds?

A No.

Q Okay. What would be a correct way to state that?

A It's a limited partnership.

Q All right. For the purpose of investing some of your
funds and some of money manager's funds?

A Correct.

Q And normally in that kind of arrangement. who's the
general partner, who's the limited?

A He's the general partner. We're limited partners.

Q Let's say during this ten-year period that you speak

of, what are examples of investment activities that you've

engaged in through these approaches?

A Stock market activities.

@ Does that mean common stocks oniy, or bonds only, or --
A It's common stocks, mainly.

Q Did you ever get involved in any commodity dactivities?
A What do you mean by comquities?

Q I'm thinking of as the term is generally used in the

stock market, as distinguished --

BOULEY. SCHLESINGER. DICURTI, SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS
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A Do you mean soybeans; corn, what do you mean by'commodi~:
ties? That's too general a term.

Q I mean it in the very broadest sense.

A Becausé bonds are considered commodities, so you'd have
to answer that yes, but I don't think that's answering the
question.

Q No. Well, I'm not referring to bonds; I'm referring to
tangible substances like soybeans, pork bellies, the kind of
thing that I normally hear referred to as commodities.

A No.

Q Any involvement in mineral substances as commodities?

A Only in recent years.

Q Okay. What years would those be?

A About '78, '79, but again as a limited partner.

Q Uh-huh.

A That was a cash and carry business, had nothing to .

do with the money business.

Q You're a security dealer, is that correct?
A No, that's not correct.
Q Have you had at any time in the past, any kind of licensé

to sell securities?

A Yes.

Q What type of license did you have, and when did you
get it?

A 1974, became a member of the New York Stock Exchange,

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS
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the American Stock Exchange, and the Chicago Board Options

Exchange.
Q Do you still retain those memberships?
A No, I do not.
Q When did those memberships terminate?
A Beginning of this year.
Q Tell me a little bit about your involvement in some

of these mining and exploration investments, when did they

first begin.

A

Q

in the past, you've put together investment funds to invest
in mining and mineral projects with a view toward getting a

return

A
true.
ject,

Q

A

o)

A

Q

ment that was?

A

limited partnership, in a limited partnership of which we

Which, what are you referring to?

Well, I think that you've indicated to me that at times

on your investment?
I don't know when I ever told you that. That's not
I've made an investment once before in a mining pro-
period.
What was that?
That was a Cordera Mine, it's a mercury mine.
In what year was that?
About '69, somewhere, about '6%, '70, somewhere in there |

Can you explain to me what kind of an investment arrange-

It was a tax shelter where the money was placed as a

BOULEY. SCHLESINGER. DICURT!. SCHIPPERS. GARWQOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS
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] were limited partners.

2 Q Who was the general partner?

3 A Dick Hewlett, Bruce Stevenson, and Jim Bishop.

4 Q Were there any other limited partners?

5 A Yes. Quite a few.

6 Q Did you know some of them?

7 A Yes.

8 Q Can you tell me who they were, piease?

9 A I don't recall their names.

10 Q Don't recall any of them?

11 A It's been over ten years.

12 No.

13 Q In what state was that limited partnership operatec”
14 A What state was it operated, or -- it was a New York

15 partnership.

16 Q@ In what state were the mineral properties located?
17 A Nevada.
18 W How long did your involvement in that investment pro .-

19 continue?

20 A After I made the investment, I was not really invelv::.
2] Q wWell, let's put it this way to use some objective

22 standard: 1 believe that normally the limited partnersni;

23| files partnership returns and the limited partner receivir:
24 | a schedule K-17

25 A We're still receiving K-1's.

BOULEY. SCHLESINGER. DICURT!. SCHIPPERS, GARWCOD & TF¥in
REGISTERED PROFESSIONAL COURT REPORTERS
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Q To that extent, at least, you're still involved with

the limited partnership?

A What do you mean by involved?

J I mean you're a partner?

A We're still partners, yes.

Q During the deposition of Jim Briscoe, we heard reference

to some kind of mining or exploration activity referred to
as the Mineral 76. What do you know about that project?

A Not a thing. Never heard of it.

Q Evidently it was somethin; that Dick Hewlett was involved
with, and it had something to do with some properties in the

Tombstone area.

A Mineral 76 I've never heard of.
@ Heard of anything like it?
A Mineral 71.

Q Okay. Tell me what you know about Mineral 71.
MR. ALLEN: Just for the record, for clarification on
form. Is your question today vhat he knows about it? I'm
objecting to it, all encompassing unless we nave some time

limit. If it's just what he knows today, 1 don't have any

objection.

Q (By Mr. Kittle) Sure, tell me what you know about it
today?
A It was a partnership formed by Stevenson, Bishop and

McCready to process heap, h-e-a-p, ore. One of the projects

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS, GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS
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was the composit heap that we're working on in Tombstone.

Q That was a limited partnership, was it?

A To my knowledge.

Q What was your involvement with Mineral 7172

A None.

Q How did you come to know anything about it?

A I'd heard about it at =-- previous to that time I con-
sidered doing Heap Leaching, and 1'd heard about the 71
Minerals Project.

Q Now, I'm assuming that 71 perhaps relates to the year
1971. 1Is that a --

A I presume it does.

Q Prior to 1971, you'd given some consideration to becom-
ing involved in a Heap Leachiny Procject?

A Yes.

Q What were the aspects about a Heap Leaching Project
that interested you?

A Economical way of processing, orc.

Q What kinds of ores in particular were you interested
in at that time?

A Silver and .Cold, or anythiny that could be processed
by the Heap Leaching Method.

Q As far as you know, did Mineral 71 engage in some heap
leaching activities?

A Yes.
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Q And some of those were in the Tombstone area?

A Yes.

Q Do you know any of the limited partners of that part-
nership?

A I don't think so, no.

Q What kind of results did Mineral 71 get in their leach-
ing efforts?

A I don't have access to that information. They did a
number of different projects, and the word is that they lost
a lot of money. The general partners were on the hook for
three million dollars.

Q Was Dick Hewlett involved in any way with that project?

A I think he was.

Q When was the first time that you ever visited Tombstone,
Arizona?

A When Mr., when Jim Briscoesuggested that I come out.

Q When was that?

A I think it was around April of '70. Is that right?
Yeah.
Q Prior to that time, you never had occasion to visit

Tombstone?
A I don't think so.
Q Had you --
A In fact, no, I don't, I was never there.

Q When was the first time that you ever visited Arizona?

BOULEY SCHLESINGER. DICURT!. SCHIPPERS. GARWOOD & ERWIN
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wWwhen I was evaluating the Cordera Mine.

Sixty-nine. =

A
Q What year would that have been?
A
Q

Now, I think you indicated that the Cordera Mine was

located in some state other than Arizona?

A Right.

Q How did your evaluation efforts bring you to Arizona?

A If T remember correctly, I think Hewlett had offices
here.

Q Would that be in Tucson?
A Yeah.
Q What do you do when you go about evaluating a project
like the Cordera Project?
MR. ALLEN: You're asking him personally, is that right?
MR. KITTLE: Yes.
MR. ALLEN: What he did?
A You read the material, you evaluate it, and you try and
get expert help.
Q (By Mr. Kittle) What kind of material were you review-
ing in that particular case?
A A lot of written material. wWent to the Burezu of IMines,
asked their advice. I went to people who were knowledgable
in the industry, asked their advice. And as I found out
later, all the advice they gave me was incorrect, and not

valid.
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Q Can you give me examples of the --

A Bureau of Mines was wrong, the advice I got from the

industry was wrong.

Q Can you give me examples of the kinds of written materia]

that you examined?

A Descriptions of the property, description of the method-

ology to be used.

Q And in that particular case, what kind of methodology

w?re to be used?

A Some electrolytic process developed by the Bureau of
Mines.
Q I think you indicated that you were an investor in

that project. How much money did you invest in the Cordera

Project?

A Around $50,000.

Q what kind of economic returns, if any, did you get from
that particular investment?

A Bascially very small, and then there's some money com-

ing in now.

Q By small, can you give me a rough idea of what you're
y 4

talking about, five, $10,0007?

A I don't remember.

Q Would it have been any larger than $10, 0007

A I don't remember.

time, because of the price of mercury had dropped, and,

They were closed down for a long
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therefore, they didn't sell any.

Q What kind of benefits do you get from it currently?

A Mercury prices are up, and they're selling, and we're>
getting some money out of it after ten years. 1've not been
back there in six, seven years. Long time.

Q Were there some tax benefits that you received from that
investment participation?

A Yes.

Q Could you give me an example of the kinds of tax bene-
fits that were involved?

A Some write-off was gained. I don't remember how.

Q Is that by way of depletion allowance, or depreciation?

A No.

Q Or interest write-offs?

A No.

Q None of those?

A No, I don't know what the depletion allowance is on

mercury. I was mainly interested in exploratory costs, I
guess. 1 don't remember. It's not an area that I would get
involved in in that type of project. That's up to the accoun-
tants to determine what the write-offs are.

Q Would you characterize your investment in the Cordera
Project as a satisfactory investment?

A I'm a passive investor, and after ten years, I would

say 1t did not work out very well.
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1 Q Give me a little background, if you will, on how you
2 came to be involved with the Tombstone Heap Leach Project,
3 which is now in operation?

4 A Jim Briscoecalled Dwight Lee, and said that he had a
5 project which was a llecap Leaching Project in Tombstone,

6 Arizona, where Dick Hewlett had developed a new technology
7 for processing that ore.

e Q So that I can follow your reply here, can you tell me

9 who's Dwight Lee?

10 AN My former partner.

11 Q And how long were you and Dwight Lee partners?

12 A About nine years.

13 Q To the best of your recollection, when did that part-

14 nership association begin?

15 A Sixty-nine, '70.

16 Q And approximately when did it end?

17 A This year.

18 Q What would be a general description of your partner-

19 ship activities with Dwight Lee?

20 A Activities I was involved in.

21 Q And what kind of activities were those?

22 A What I previously described.

23 Q These are investing your funds together with money

24 managers?

25 A That's correct.
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Q
A
Q
A

Q

Did Dwight Lee have some of his own money --

Yes.

-- invested in those projects?
Yes, he did.

Did Dwight Lee have some of his money invested in the

Thombstone Heap Leach Project?

A

Q

Yes, he did.

Does he still have an interest in the Tombstone Heap

LLeach Projects?

A

Q

Yes, he does.

Approximately when would that have been, to the best

of ybur knowledge, that Briscoe contacted Dwight Lee and

told him of this Heap Leach Project?

A
Q
A
Q
to
A

Q

Around March or April.
Of which year?
Seventy-eight. (sic)

And you learned of this shortly thereafter by talking

Dwight Lee, is that correct?

That's correct.

Had you ever had any dcalings with Jim Briscoe prior

to that time?

A

Q

A

Yes.
What Kinds of dealings had you had with him?

When he was working for the Cordera, involved in the

Cordera Project, he came, he started to work for Dick Hewlett,
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Bruce Stevenson sometime, sometime during that time.

Q That would have been late '60's, early '70's?

A Yes,

Q Did you have any contact or dealings with Jim Briscoe
during the middle '70's, or after the Cordera Project?

A Yés.

Q Can you give me a rough description of what kind of
contact you did have with him?

A We talked to him about doing processing heap, doing
Heap Leaching processing at that time. We started to set up
a business to do that, found we could not get funding for
it, and we discontinued it. Jim went on his own, and organ-
ized Southwest, or Southwestern Exploration Company, which is
what he's currently doing.

Q And --

A During that time, up until recent time, had, as faq'as
I can remember no contact.

Q That contact with Briscoe, then, concerning the possi-
bility of Heap Leach Projects would have been in what year,
approximately?

A I'd say '70. Somevhere around, you know, I'm not sure
exactly, but around '70.

Q To the best of your knowledge, did Dwight Lee have any
contacts with Jim Briscoe professionally, or otherwise, sub-

sequent to that time, and prior to Jim's calling on the
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Tombstone Heap Leach Project?
A He and Jim had considered another venture prior to
that, to this one.
(0] Do you know what kind of a venture that might have been?
A A, some claims in, I think, the Silverbell area, I think,
had gone askew, and he was goinyg to get a lawyer, I think

it was you, Mr. Kittle, to try and take over those claims.

Q And --
A Is my memory of it.
] That would have been approximately what year, to the

best of your recollection?

A You were the lawyer. I'd ask you what year was it?

I presume at the end of the year of '77, or the begin-
ning of '78, somewhere around there.

Q Now, when you first learned of the Tombstone Heap Leach
Project, evidently by talking with Dwight Lee, what did you
understand was involved out there?

A An investment of $2%,000, which would start the project,
and there was a big question of whether there were any more
funds would be needed, because the project would be so suc-
cessful, they wouldn't need any more funds.

Q What did you understand the project was?

A A Heap Leaching of the, wha£ we now call the composite
heap.

Q Now, the composite heap, is that a description of how
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a heap can be formed, or is that a description of a location,
op ==

A Description of a location.

Q Part of a designated mineral property, is that correct?

A That's correct.

Q What, after Dwight told you about this project, and the
possibility of becoming involved as investors, what_happened
next that led to your eventual involvement in the project?

A I came out to Tucson, went through Jim Briscoe's office,
and spent part of a day going through his office, and then we
went down to Tombstone, and saw the composite heap down there.

Q What month, approximately, would that visit have been?

A Around April. It would have been March, because we
signed that letter in about April, so it would have to have
been in the previous month before that.

Q You've made reference to a letter. I presume that_you'rt
referring to a letter agreement between you and Briscoe con-
cerning what you were going to do at the Tombstone lleap Leach
Project, is that right?

A I'm referring to the letter that you have rignt there.

Q The recason I asked is because this letter seems to be
dated March of '79, and I'd understood you to say earlier
that Dwight Lee was contacted in March of '78.

A I have the years mixed up.

Q So what we're talking about is somethin,, in --

A3 %
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A In '79.

Q -- the year of '79 ?

A Right. Whenever I was referring to '78, it should be
'79. It was a mistake.

Q So you made an inspection of the Heap Leach Projects
and that would have been, to the best of your recollection,
sometime in March of 1979?

A Correct.

Q Based on that inspection, did those properties seem to
be pretty close to the kind of properties you'd been seeking
for Heap Leach Projects?

A You'd have to clarify the question, because I wasn't
seeking prc jects. I wasn't seeking heap leaching.

Q Well, I'd understood you tc say that even as far back
as 1976, you'd contacted Briscoe about trying to set up some
Heap Leach Project.

Did you have particular properties in mind at that

time?
A No, we had not.
Q Were you looking for properties that could be amenable

to the lleap Leach Process?

MR. ALLEN: ©Excuse me. Again I'm going to have to,
unless you get some time. You keep Jjumping from one to anothe
Are you talking about is he looking at '70, or is he looking -

Q (By Mr. Kittle) Yeah, in '70, when you spoke with Jim
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1 Briscoe. ]
2 A Yeah, we were. I don't remember which ones. Between
3 that time and '79, I was not looking at any properties, was
4 not doing anything in the mining industry.
£ Q Is it a fair statement that in 1979, when you heard
6 about this possibility from Dwight Lee, that you were inter-
7 ested in a possible involvement in the Heap Leach Project?
8 A The deal was described in a very attractive way, that
9 all you had to put in is 25,000, and you'd make all this
10 amount of money, therefore, 1 was interested in the project.
1 Q Tom, referring to this letter of March 7 of '79, a
12 copy which I think has already been appended to Briscoe's
13 deposition --
14 IMR. ALLEN: Yes.
15 MR. KITTLE: Which I think you have in your files, I'm
16 referring to Page 2 of Appendix 1, which contains the follow-
17 ing language, which I'm going to recad verbatim.
18 A Could T see it? What page?
19 Q (By Mr. Kittle) I'm lookini, at Page 2 of Appendix 1.
20 That paragraph beginning Roman Numeral 111, General Outline
21 of Operations. Where it states that, "It's anticipated that
22 the initial $2%,000 price --"
23 MR. ALLEN: Page 2 of Appendix 27?
24 MR. KITTLE: Appendix 1.
25 MR. ALLEN: No, you're under General Outline of Operatio

hs,
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so that --
MR. KITTLE: Yes.
MR. ALLEN: -- Appendix 2, okay?
Q (By Mr. Kittle) Yes, Appendix 2.

"It's anticipated that the initial $29%,000 provided by
investors will be used to initiate and commence spray leach-
ing operations, and the resulting cash flow and any remaining
part of the $25,000 would be used to lease a crusher to pro-
cess certain parts of the heap to verify the process, and to
determine what the cost will be based on the type of ore to
be processed. After these results have been obtained, and .
analyzed, a decision will be made by the project management
committee or group to continue or terminate the program."

My cuestion is this: from the language quoted, it
would appear that perhaps the $2£,000 was intended to commence
the spray leaching operation to determine whether it was..
feasible to invest additional money, and you've indicated
to me that your understanding was that $2¢,000 is about all
that was, be needed, and it would carry itself.

A No . That's not true. You askcd me how it was presented
to me on the phone, and 1 answercd that all we would need
was around $25,000 to get it started. That's how, that was
the correct answer.

Q Okay. Where did you get the impression that $2%, 000

would carry the projecct, and that no additional funds would
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be required?
A From Jim Briscoe.

Q And in what form was that --

A Verbal.
Q ~- impression conveyed to you?
A Verbal.
Q Was that a --
MR. ALLEN: Let him finish his questions.
Q (By Mr. Kittle) Was that a personal meeting with Jim

Briscoe?

A No.

Q Was it a telephone conversation?

A Yes.

Q It would seem, from the wording contained in this

Appendix 2, that subsequent to the telephone conversation witn
Jim Briscoe, that you referred to that, there was some modi-
fication of that understanding.

How did that modification take place?

MR. ALLEN: Excuse me. I'm poing to object to the

form of the question, since it's based on Mr. Kittle's inter-

pretation of what that contract says, and the form is completell

improper. And foundation as to whether or not there was
any modification has not been established. If you can answer
it, fine, but I want my objection on the record.

Q (By Mr. Kittle) Okay. My question simply is this: A

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS




G s RS S .

21
22
23
24

25

26

reading of this quoted language would seém to sugpgest that the
$25,000 was intended to determine whether the investment of
additional monies would be warranted. That interpretation is
at variance with the impression that you had from talking with
Jim Briscog as you've indicated.

My question is simply this: That if indeed the two
are in variance, and if this letter was prepared by you, as I
think it was, how did it change, or the modification of that
expectation come about?

MR. ALLEN: Same objection that 1've registered before,
If you can answer, go ahead.

A Jim had described the investment in terms that it was
being so safe that he was going to mortgage his home and
put up all the funds, and that he may nol neced any investors.
upon re-evaluation, and talking with his partner, Dick Hewlett
in this project, I think Dick impressed upon him that you
should have more money available to you.

Q (By Mr. Kittle) Okay. Now, here's the point that I'm
trying to clarify, and perhaps a better way to try to clarify
it is to ask you how you interpret the language that I quotea
from that Paragraph 2.

MR. ALLEN: The what? Then?

Q (By Mr. Kittle) Well, let's say how do you interpret

it today as you read that language before you?

A I interpret it that for $2%,000 you can initiate and

y
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commence a spray leaching operation, which will result in a

2 cash flow with part of that money left over, which will be

3 used to lease a crusher, which will then determine the cost

4 for processing the ore.

5 ] Is it afair interpretation to say that tne next sentence

& suggests that those putting funds into the project may then

7 evaluate the results and determine whether to continue or

8 terminate the program?

9 A That's a fair interpretation.

10 @] Tell me a little bit more, to the best of your recol-

N lection, how this letter of March 7, 1979, came to be writte..,
12 and sent to Jim Briscoe for signature?

13 A This was a letter of intent in which Jim Briscoe and I

14 were involved in the writing of that, of which a contruct

15 vas to follow.

15 Q Now, you say Jim Briscoe was involved. Would you

;%. 17 please describe his involvement with the writing of this

: 18 letter?

11 19 A He supplied his ideas on how he wanted certain para-

i 20 graphs to be written.

2 ¢ Is it fair to say that when the words were put on paper,
% 22 you put them on paper in your office, and sent them to him

| 23 for his review, and approval?

24 A It went back and forth. He put some of his words on

25 paper. This exhibit was an exhibit that he wrote, not that
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I wrote.

Q Are you saying --

MR, ALLEN: You mean Appendix 2, is that what you're

referring to?

A Yes.

Q (By Mr. Kittle) All right. Could you identify, please,

what portions of the March 7, 1979 document are things that,

to the best of your recollection, Jim Briscoe wrote, and what

are portions that you wvrote?

A It's been a year and a halfl, and we both wrote it, we

both signed it. We both approved of its language. It was

written

Q I

by a lawyer, Leo Smith.

see. That was a lawyer you had retained to assist

you with this project, is that correct?

A We
of us.
his lawy

at that

--— JI'd retained him to write the contract for both
He had this contract reviewed by his lawyer. I think
er was Mr. Kittle, if I remember. Were you the lawyer

time?

« This letter, then, was somecthing that the formulation

of this

sSmith he

language was jpuided in part by a lawyer named Leo

re in Tucson, who you'd asked to assist you?

A That's right. And Mr. Brisco had a lawyer who reviewed

it for him.

Q The document bears the date March 7 of '79. As far as

you know

, is this pretty close to the time when it was actuall

ey

BOULEY. SCHLESINGER DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS



i e AR N

e
e 2 A

e v

=
2|
b4
3

R . R RN

10
11
12

13

19
20
21
22
23
24

25

29

signed by you anvaim Briscoe?

A As far as I remember.

Q I notice, referring to the opening paragraph of that
letter, and I believe you have a copy before you, that the
letter contemplates that the parties will enter into a formal
agreement incorporating the provisions for operation of the
exploration and development program, incorporating the terms
of this letter agreement, and such other provisions as are
customarily desirable in such agreement.

Was any sucy formal agreement ever entered into betwee..
you and Briscoe?

A Clarification. There was no signed agreement other than
this letter.

Q And why was that?

A Having to do with what was going on with the project,
and that no final document other than this letter was ever
written, signed.

Q Okay. I understand that no formal apreement was signed
but L still don't understand why. Can you go into that a
little bit more?

A As the project was progressing, I was becoming more
and more unhappy with how the various parties were conducting
thnemselvesin the Tombstone Project, and, therefore, a final

document was not signed.

Q Was 1t your feeling at that time that a formal agreement
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1 was not necessary?
2 A Which time?
3 W Let's say immediately following the execution of this
4 March 7 agreement, which contemplated the subsequent forma-
5 tion of a formal agreement?
& A No. On March 8, or soon thereafter, I was anticipating
7 drafting a working agreement.
8 @) At some time subsequent to that March 8, did you deter-
9 mine tnat a rormal agreement was not necessary?
10 A It evolved. No specific decision was made until later,
N but it evolved that I was very unhappy with the results
12 that were coming out of either Dick Hewlett or Jim Briscoe,
13 culminating in August and September of that year.
14 Q Was —-
15 A The year being 1979.
16 Q I understand that you were unhappy with Dick HewletF
17 and with Jim Briscoe, and unhappy with results.
18 Did you conclude, because of that dissatisflfaction, that
19 a formal agreement would not be necessary ?
20 A 1 did not know how to get the parties to apree to any -
2 thing, and did not want, at a4 later time, 411 the funds that
22 I put in there to go down the drain, so I continued funding
23 it based upon the March 7 agreement.
24 Q Now, if you had gone forward with the original plans
25 to prepare a formal agreement, how would that have caused
S
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some of your funds to go down the drain?

A Jim Briscoe and Southwestern Exploration Company were
running up very high bills, and they were not warranted, énd
in order to get an agreement signed, probably something at
that time would have to have been done about it.

Q What do you mean by something would have to be done abou

that?
A I don't know how we would get it resolved.
Q By using the term doing something about them, do you

mean paying them?
A That would be one way, or making an arrangement to pay.
Q Are you saying, then, that you did not make an effort
to enter into a formal agreement, because you determined that
you wouldn't be able to get Jim lLriscoc to agree to it unless
the expenses of SEA were paid, and that yvou did not want to
pay them at that time?

MR. ALLEN: I'm going to object to the form of that
question as being multiple, and will instruct you not to
answer it until it's cleared up.

© (By Mr. Kittle) Did you determine that you didn't want
to go forward with a formal agreement because you believed
that Jim Briscoe would not sign?

A I was unhappy with Briscoe's and Hewlett's performance,

and did not want to go further with them.

Q Are you saying that you wanted to chanye the arrangementg

AU
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1 originally contemplated in your March 7 letter?
2 A No, I would have to live with what was in the March 7
3 letter.
4 Q One of the things that was in the March 7 letter indi-
5 cated that the parties would enter into a formal agreement.
6 Why, evidently, did you not want to live with that por-
7 tion of the March 7 agreement?
8 A I was very unhappy with their performance.
Q G Was it your conclusion that that would justify you from
10 not entering into a formal agreement?
11 A I didn't enter into a formal agreement.
12 Q I understand that.
13 A Whether it justified it or noeot, I didn't.
14 Q Obviously, what I'm tryins to pet a little better
15 handle on is why you didn't, especially in retrespect, since
16 it seems like it would have gone a long way toward clarifyipg
17 many of the questions which now exist.
18 A Is that a question?
19 MR. ALLEN: 1 don't know. lle's still asking you why
20 | you didn't enter intc it, and 1 just object. It's been asked
21 and answered. If you want to answver, pgo ahead.
22 A I think I answered why.
23 Q (By Mr. Kittle) You've given me responses and described
24 | that you're unhappy with Briscoe.
25 Can you tell me why you did not want to enter into a
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tormal agreement?
A What time? When?
Q Let's say at any time subsequent to March 7, 1979?
A Well, I was unhappy with his performance. He was
supposed to supervise the project. He was supposed to give
his expertise as well as Southwest Explorations expertise in

running that project, and that was not forthcoming. I was
to be a passive investor, and he was to manage this project.

Q Might that have been a4 recauson for entering into a for-
mal agreement which modified some of.the terms of the larch
7 letter understanding?

A Might have.

Q Didn't you have a draft formal agreement prepared at
one time by Leo Smith?

A Yes.

Q What, why was that draft agreement not executed?

A For the réasons I have been giving. We attempted to
get, Leo and I started to work on an agreement. Tt was never
finished.

] How were, where was the money to come from to pay Leo
Smith for that work?

A Which work?

Q The work expended in connection with preparing the

draft of a formal agreement?

A To the best of my knowledge, it was to come, 1 think,
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T
] from the company funds, to the best of my knowledge.
2 Q Was any portion of that expense to be contributed by
3 Jim Briscoe?
4 A It may have been legal bills were to be split.
5 Q How much was paid Leo Smith for that work?
6 A I don't remember.
7 Q What might be an approximation of the amount?
8 MR. ALLEN: Well, I'm going to instruct you, Tom, unless
Q it came out of the project fund, if you know whether it came
10 out of the project funds, you don't have to answer that as

11 to, or what you paid him, if it did not come from the project
12 funds, to your knowledge. You don't have to answer it. If
13 it came from project funds, bein;; the project that you and

14 Briscoe were involved in, then answer it, if you know, but

15 if it didn't come from those funds, you don't have to answer
16 it, and I'll instruct you not to.

17 Q (By Mr. kittle) Do you know where the payment came from?
18 A It came from funds that were invested in the project

19 paid to Leo Smith.

20 Q What was the approximate amount of the payment?

21 A 1 don't remember.

22 QW Approximately when would he have been paid?

23 A He was paid in part during the Year 1979.

24 Q Has he been paid in full for that work?

25 A Yes.

L
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Q When was the balance paid to him, if only part was paid
in 19792

A To the best of my knowledye, it may have all been paid
in '79,.

Q Where's the draft agreement now that was prepared by
Leo Smith?

A Either my lawyer has it, or Leo has it, I guess.

Q Going back to the March 7, 1979 decument, can you tell
me in your own words, what you believe you were expected to
de, according to that letter understanding?

A That we were to invest $2%,000 or greater amounts as
described on Page 3. There was a lot of discussion of whether
that they would not need the entire $200,000 called for on
Paragraph 6, because the cash flow would start coming in so
fast that they wouldn't need any more money, that if they
needed -- they felt they would only need anywhere from 25 té
$£0,000, that they would not need anything else, and that all
I would have to do is put the money in, and worry about what
I was going to do with all the cash that was coming out.

W What about the formation of an operatinyg entity?

I see reference in the agrcement that it vas contempl ated
that the parties would form an operating entity.

What did you understand your involvement would be in
that operating entity?

A As an investor.
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Q As an investor, what would you do in the operating
entity?

A Invest funds.

Q You did not envision that your participation in the
operating entity would be anything more than the investment
of funds?

A That's correct. I would be investing funds in this
project, and that they did not envision that they would need
T2U0, 000, and that Jim briscce and his orpanization., and Dick
Hewlett, who was a part of that organization, would be, would
be able to handle the project.

Q Tom, going back to Page 2 of Appendix 2 of this March
7, '79 agreement, I see reference in that Paragraph 3 to a
project management committee.

What was your understanadaing of what that committce
would be?

A That was a committee to be formed, made up of myself,
Jim Brisceoe, I think Dwight Lee, and maybe Dick Hewlett.

Q So at least in part, it was contemplated, at the time
the March 7, '79 letter was signed, that you would have some
management participatiorn via the projcect management committee?

A When I'in investing funds in a project of this nature,
and having to make an evaluation every time you put in money,
I would have some say of when I would have to put in that

money, and the project would not go in a direction wnhich I
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did not approve.

Q Tell me, if you will, please, in your own words, what
was your understanding that Jim Briscoe and any companies
he might be involved with, were supposed to do pursuant to thid
March 7, '79 letter?

A He formed Austin Company, which was 49 percent owned
by Dick Hewlett, and 51 percent owned by Jim Briscoe, that
Dick Hewlett was the vice president of Hydromet, that Dick
Hewlett would be down in Tombstorne running tne project, and
Southwestern kxploration Company, hereafter referred to as SEA
would manage the project.

Q Now, is that an understanding that you get from this
March 7 agreement?

A I got it from verbal conversations Trom Jim, and Dick,

and everybody else. Whether it's in the leyal agreement.

Q How was SEA to be compensated?

A Out of the earnings of the company.

§ where's the method ¢f compensation set out for SEA?

A 1 suppose Appendix 1.

Q In your answer, you indicated that it was your under-
standing that SEA was to be compensated {rom the carnings of

the company, which would secem to imply that if there were no
earnings, SEA was not to be paid. This is an unusual arrange-
ment to be made, and 1'm wondering if there's some special

provision that indicates that SEA was to be paid only if
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there were earnings?

A The project was described to me that we would not be
able to invest $200,000, and that the earnings would be com-
ing in so fast that it wouldn't be a problem.

Q Was SEA, in fact, paid for the work they did on the
project to manage it?

A In part.

Q About how much was paid to them, to the best of your
recollection?

A They've taken some funds out. I'm not sure of the
exact amount.

Q To the best of your recollection, what was the total
amount that SEA claimed that should bpe paid to it?

A To the best of my knowled;"e, arocund 350,000,

Q And if only part was paid to them, why was not the
remainder also paid?

A It's the subject of this litigation.

& That's one of the reasons why 1 would like to better
understand your perspective for why those funds were not paid.

A The work that they performed was performed in an inade-
quate marner, did not result in tnhe vroject making any money,
did not result in anything of value. In fact, was a way for
Southwest, SEA, to siphon off funds from the project.

Q Is it fair to say that because SEA did not produce the

results you thought should be achieved, you determined that
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they should not be paid?

MR. ALLEN: I think you're asking for a legal conclusion,
Jay, that's a part of this lawsuit, and I'm going -- if you
want to ask his personal feelinygs, I don't have any objection
to that. But that's what we're here for is to determine
whether or not those funds were earned, and you're asking for
him to do what the judge and jury are going to have to do in
this case. But if you have personal --

MR. KITTLI: I don't think I'm asking for any kind of
legal conclusion. I'm trying to better establish the criteria
that you used, Tom, in determining whether or not SEA should
be paid, and we've established that they were paid only in
part, and I'm trying to get a better understanding of why
it was determined that they should not be paid in full.

A I think I gave some of the rcasons in my previous answer
Q (By Mr. Kittle) All right. And in attempting to sumﬁ.
marize what I understand those ;easons to be, I've asked, and

would ask again, if you think it's a fair statement.

Is it a fair summary of your response to say that becausg

>tA did not achieve the results you tnoupht should be achievea
tnacv a aetermination was made thut SEA should not be paid in
full?

A I'd have to answer that your conclusion is vrong. There
were a lot of other factors that I felt that they committed

fraud, they induced me to get into this project, they gave
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me information while I was funding the pfoject that was
erroneous, misleading, fraudulent;ugnd so forth. That's why
they, that bill has not been paid.

Q Well, let's go into that a little more so that I can
better understand what were the factors which you weighed
in making that decision.

You've alluded to misinformation. Can you give me some
examples of what you believe to be misinformation provided
you by Jim Briscce?

A The process that they had anticipated using to process
the ore would not work.

Q What was that process?

A It's a general term called induce percolation. TIts
chemistry I can't tell you. I'm not a chemist, and I can't
describe the chemistry.

Q How do you distinguish between a business determination
that a proposed activity will be successful, and it isn't,
from a situation where somebody fraudulently induces somebody
to do something which they know won't work?

MR. ALLEN: If you understand it, go ahead and answer
it.

A Clarify the question.

Q (By Mr. Kittle) Fine.

You've indicated that Jim Briscoe provided you with

misinformation which was fraudulent. It seems like one
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Possible interpretation of what you've described is a belief
by all parties concerned that a process would work, based on
certain judgmental factors, and contrasting that with a state-
ment to you by Briscoe, for example, that something would
work, when he knew in fact, it wouldn't.
How do you know what you've said Briscoe was telling you

was sometning he didn't think would work anyway?

A Present knowledge, or then? What time frame?

MR. ALLEN: Present kKnowlecaype.

A Present knowledge?

Q (By Mr. Kittle) Yes.

A He knew at the beginning that this would not work, or
he should have done the due diligence to know that it would
not work, or he should have called people that he Knew, and
he would have determined that it would not have vorked, such
as if he'd called the head of the Leaching Department at the
University of Arizona -- what's his name -- David Robb, who
was his former teacher, if he'd called the Bureau of Mines,
Mr. Lindstrom: if he'd gone down there with a shovel that
he carries in the back of his truck, and a bucket, and picked
up rock off of the heap, taken it to any independent lah

they would have shown that it would not wors.
Q Now, earlier, you indicated to me that you came out here
to Arizona and went to Tombstone to make your own evaluation.

I presume that those arcas of inquiry werc equally
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available to you. 1Is that a fair statement?

A That's incorrect.

Q In what respect is that correct?

A I did not know David Robb at that point. I did not
have the association with any of the people that I mentioned
where I can call up and say, "Will this work, or will this not
work." I had to rely on Jim Briscoe, and Southwest, SEA to
make that determination, because they were knowledgable in
the industry, had the contacts, and had the ability to call
these people and ask.

Q Now, you indicated earlier that when you were consider;
ing an investment in the Cordera Project, that you made inde-
pendent inquiries, contacting some of the same kinds of people
you suggest Jim Briscoe could have contacted.  llow was the
proposed involvement in the Tombstone Project any different
from your proposed involvement in the Cordera Project?

MR. ALLEN: Excuse me. TI'm going to object to the form
of the question as it misstates his testimony where he stated
that he reviewed documents, and hired consultants to deter-
mine these things. Go ahead if you can answer.

A Okay, ask the gquestion again.

MR. ALLEN: Do you want to read it back to him?

(Pending question read by the Reporter.)

A The methodology that I used nine, ten years previous

to that time didn't work, and one of the reasons I felt it
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did not work, is because I didn't have a personal knowledge
or personal relationship with these people, and they were
not as willing as somebody in the field to give complete infur-
mation as they would be to somebody who's a professional in
the field. And Jim Briscoe held himself out to representing
very large companies, he had over 40 or 50 people in his
company, and that he should be able to call these people and
get the information. I asked him to call other people and
check it around, and check the metallurpyy as well as some of
the other things. To my knowledge, he either did 1t and
didn't tell me what were the results of that, or whatever.

Q Is it correct that this induced percolation system is
not a system that's widely used in the mining industry?

A That's correct.

Q Isn't it correct that back in FHarch of '79, that use
of this system was controversial?

A Well, to the extent that it didn't work, it was certai.ly
controversial. If it worked, it wouldn't be controversial.

Q Isn't it correct that back in 1979, there were varying
opinions among informed professionaels about whether this sys-
tem was worth using or not?

A Not to my knowledge, invt'nc beginning of '79.

Q If this was a system that was sure to bring favorable
results, why wasn't it in widespread use?

A 1 don't know.
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'Q Going back to --

A Cé% we get something to drink?

Q Sure can. Would you like to take a break?
MR. KITTLE: Why don't we take a five-minute breather?
(Recess.)

Q (By Mr. Kittle) Let's go back on the record.

Tom, as I understand it, you and your associates are
part of this Tombstone Heap Ledach as a corporation called
Tombstone kxploration, Inc., is that correct?

A Tombstone Exporation is a corporation.
Q I notice that Tombstone Exploration is the Plaintiff in
tnis case. Can you tell me what's the involvement of Tombstoneg

Exploration, Inc., in this matter?

A They're a corporation which is receiving funds as invest+

ing in the property that's owned by, and leased to us by TDC,
Tombstone Development Company, hereafter referred to as TDC.

Q Are you also involved in this project personally?

A No.
Q Who are the shareholders of Tombstone Exploration, Inc.?
A Myself, Dwight Lee, John Dcan, D-e-a-n, and Judith

Mishkin, M=i-s-h-k-i-n.

Q What's the approximate percentage ownership that you
have in TEI?

A Seventy-nine percent.

Q What's the approximate percentage cwnership that Dwight
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Lee has?

A Ten.

Q And the approximate percentage ownership that John
Dean has?

A Three.

Q And the remaining shareholder, her approximate percen-
tage ownership?

A Eight.

Q And those are all the shareholders, is that correct?

A That's correct.

Q Who are the officers in this corporation?

A I'm an officer. I'm president, chairman of the board,
and my wife is vice president.

@ Are there any other officers of the corporation?

A No.

Q Who are the directors of the corporation?

A My wife and myself.

Q In what year was the company incorporated?
A Seventy-nine.

Q In what state was it incorporated?

A Delaware.

Q And I assume that it's qualified to do business in the
State of Arizona?

A Yes.

Q Is it qualified to do business in any state other than
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Delaware and Arizona?

A

A

Q

Tombstone Heap Leach Project?

A No.

Q What's the approximate capitalization of TEI?

A Clarification.

Q Okay, let's focus on funds invested by shareholders.

A Clarification. There's been approximately over a
million, two invested and/or puaranteed by sharcholders.

Q Let's focus simply on the amount invested as distin-

guished from any guarantees.

A

Q

poration's books.

from
A

Q

shareholders as debt?

A

Not to my knowledge.

What are the activities of the corporation?

Running the activities of the leased properties of TDC.
And that's essentially the Tombstone tleap Leach Project?
That's correct.

Is TETI involved in any other activities besides the

That's just an accounting methodology.

Let me lcok at it from the peint of view of the cor-

How much cash has been received by the corporation
shareholders for the purchase of stock?
Approximately $100,000.

How much cash has been received by the corporation from

A million, one, plus the $1C0,000, totalling approximatel]
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a million, two.

Q Has debt capifal been received by the corporation from
any sources other than shareholders of the corporation?

A Yes.

Q What are those other sources?

A For equipment purchases.

Q That would be credit extended by the vendor of a piece
of equipment?

A Correct.

Q In rough terms, what would be the approximate amount of
credit expended by vendors to assist the corporation in pur-
chasing equipment?

A To the best of my knowledge, around $500, 000,

Q Can you give me a gZeneraul descripticn of the kind of
equipment that's involved?

A Currently? Time period.

Q Well, evidently there's only one year time period.

Why don't we take it, say ffom March of '79, up through the
present.

A I think you have Lo be more specific.

Q Well, let's start, then, presently.

A Presently we have a small front end loader, a large

front end loader, a 50-ton truck, a dozer, a scraper, one
500-ton plant on lease, and one 100-ton plant on lease.

Q What kind of crusher do you use?

BOULEY. SCHLESINGER. DICURT!L. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS




48

11
12
13
14
15
16
17
18

19
20
21
22
23

24

A We have a 1942 something crusher. I can't think of the
name of it.

Q Is that piece of equipment something that was purchased
outright, or is vendor credit involved in that?

A Purchased outright.

Q Is any of the major equipment used in operation of the
Tombstone Project leased equipment?

A Definition of leased?

Q@ Let's define it as not owned outright by the corporation,
not being purchased by the corporation, and not intended to
be purchased by the corporation.

A Yes. The one 100-ton plant.

Q And who's the leasor of that plant?

A Bailey Lscapule.

Q Just for clarification, so that I'm sure I know what
you're talking about, would you describe for me, please, what
you mean when you talk about a 100-ton plant?

A It's a Merryil, M-e-r-r-y-i-1, I think, Crow, C-r-o-w,
Cynazation Processing Plant, C-y-n-a-z-a-t-i-o-n, I believe.

Q Can you take me slowly through the process of what a
Cynazation Plant does?

A It's divided into three parts. The first part is a
clarification filter, which clarifies the solution. Then the
air is taken out through a dehydration, I'm sorry, de-airizatid

chamber. Zinc is then added, and then it passes through
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another set of filters where diamateous earth and zinc, and
the precious metals are all filtered out, and the resulting
fluid, which at that time is called barren, is sprayed back
up on the heap.

Q And tell me, if you will, how the solution is prepared
which enters the Cynazation Plant?

A You mix cyanide in it.

Q I'm thinking about the stuffl that. you're processing.
Where does it come from?

MR. ALLEN: Pregnant solution.

A The ore?

Q (By Mr. Kittle) Yes, the mineral-bearing substance that
you hope to recover minerals from?

A Your spraying solution up onte the rocks which have ore,
or have precious metals in them, goes down through the rocks,
out of the rocks, onto a liner, liner into the plant, where
it goes through the process and as barren solution goes back
up the closed circuit.

Q What's the liner?

A Can be either made up of plastic or sand.

Q Is it just a method of conducting that fluid to the
Cynazation Plant?

A Yes, it's a method, yes.

Q You've indicated that you have a crusher as part of the

plant equipment. How's the crusher used?
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A For cru$hing rock.

Q Is that something that you do before fluid is sprayed
onto a pile of stuff?

A Not necessarily. When Dick Hewlett was doing it, he did
not crush any of it. When Jim Briscoe wanted it crushed, and
talks about crushing in this proposal, the cost of crushing
was tremendous. Crushing does, we feel, upon analysis, add
to the values if you can get the coust down. We owned a
crusher. Our costs of running that crusher were excessive.

We no longer crusn our own rock.

Q How do you use the crusher which you own?

A We don't.

Q It's owned, but it's not presently being used?

A That's correct.

Q Tell me how crushed material is used in the mineral
recovery process which you now operate?

A Crush the ore.

Q Do you take material from a heap, crush it, and return
it to the heap, or what are the mechanics of crushing material?

A One, we're not crushing ore from the heap, because there
may not be enough values in the heap in comparison to the
cost of processing it, one.

Two, you take the ore, you crush it, and you put it on
a pad, and the pad is made up of sand with a, sometimes a

liner is put down, a plastic liner and more sand on top of it,
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and the crushed ore is placed on top of that;
Q If ydu don't use your crusher for the crushing process,
winiere do you get ore crushed?
A Contract crusher.
Presently, who's the contract crusher that you use?

Q
A Maddox and Son.
Q

Where are they located?

>

Bisbee, I think.

Q When did you first bhegin using their services?

A Yesterday.

Q If you don't crush material from the heap, I presume

you crush other material. Where does the other material come

from?
A The Contention Mine Site. Capital C.
@ For what period of time did you make use of the company’

crusher?

A About 60 days.

Q@ When was the company's crusher first acquired?

A Maybe 70 days ago, 86U days, you know, just before we
started using it.

Q What are reasons that the crusher was not acquired at
an earlier time?

A They're expensive. Tests have to be made by the testing
division to determine where the values are, and whether there

\
will be enough of a return after the cost of crushing, because
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crushing means you've got to move the ore twice. Those testos
are called screen analysis, and before you buy a crusher,
you should do adequate screen analysis.

Q Did you use any contract crushing services prior to
employing this outfit out of Bisbee?

A No.

Q I notice from the letter agreement of March 7, again
looking at Page 2 of Appendix 2, that it seems to have been
contemplated that a portion of the initial $2°%,000 would be
used to lease a crusher to process certain parts of the heap.

Looking back in time to 1979, what are reasons why a
crusher was not leased as originally contemplated in that
letter agrecement?

A This --

MR. ALLEN: Just a minute. For the record, I've got
to object to the foundation, that you haven't established
that that was his contemplation; that's your interpretation

of the contract.

A This was Briscoe's, not Dick llewlett's, this is
Briscoe's contemplation, onc.
Briscoe got a quote from a contraclt crusher for a mini-

mum of six months crushing at $%.61 per ton. There'd not
been enough analysis to determine whether we could afford
$5.60, and the quantities that this man had to crush, we would

not have been able to process, and we did not have a process.
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1| The induced percolation was the process tr;éy-we_re‘ using, would
21 not nave worked, and it would have been a big disaster.
3 In contrast, we signed a contract for Maddox and Son

4| for a minimum of 10,000 tons at $2.80. The man that Mr.

5| Briscoe talked to, I think it was a Mr. Gilbert, is a friend

6 of his. Mr. Maddox is a business acquaintance.

7 Q Okay. What you've described seems to relate to contract
8 crushing. I'm trying to get a better handle on how it was

9 decided that a crusher would not he leased, as described in

10 Paragraph 3 of Appendix 2 of the March 7, '79 agreement?

11 A As of the writing of this document, on that date that

12 | was between Mr. Briscoe and Mr. Hewlett. And this was written
13 by Mr. Briscoe. And Dick Hewlett, who was running the opera-
14 tion down there, did not decide to pursue the crushing.

15 Q Well, you know, this is part of a letter agreement that'
16 | signed both by you and by Jim Briscoe.

17 Are you saying that there were portions of that letter
18 agreement that you agreed with, and portions that you did not
19 agree with?

20 A When T signed this agreement, T did not know how much

21 -- when 1 signed this agreement on March 7, 1979, 1 did not

22 know how much a crusher would cost, I did not know what

23 | analysis needed to be done to determine whether you could

24 afford a crusher. I did not know that a crusher of sufficie...
25| size costs over a $150,000. 1f T had, 1] probably would have,
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I would have said that that was an unrealistic goal, but at

that time, I didn't know.

Q How much did it cost to lease a crusher?
A I don't know. T don't lease crushers.
Q Are you saying, then, that the decision not to lease

a crusher, when both you and Jim Briscoe were involved in the
project was made by someone other than yourself?

A No, I'm saying with my knowiedgc today, it was very
unrealistic, and very poor methcdolosy, without further studieg
to say we're going to, within the first $25,000 lease a crusne
would have been a very poor business move with my present
knowledge today.

Q How can you make that determination, if you don't know
vhat it costs to lease & crusher?

A Because I don't know anybody who ever leases crushers.

I said it cost me $2.80 per ton to have them crush. Briscoe
got a cost of over $5.60 for six months' contract. That's
not leasing a crusher.

Q I appreciate that, and I'm just trying to get a better
idea of how a decision was muade by somcone at some time to
explore other alternatives than l@n:ing a crusher as set out
in this agreement that the two of you signed?

MR. ALLEN: Excuse me. You can ask him anything you
want to. I'm thinking maybe you're a little confused if

you're trying to explore something —-
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Excuse me for interrupting you, but sofmaybe we can
save some time. You can't lease one. You got to contract
the people that run them, and stuff. In other words, you just
can't go out and lease that type of equipment, am I right?

A That's right.

MR. ALLEN: Either contract it, or you buy it, and run
it yourself. And maybe that, if that helps, if you're explor-
ing something else, go ahead.

MR. KITTLE: HNo, that's helpful, if that's the case.

Q (By Mr. Kittle) You said you didn't know anyone who
leased a crusher.

Do you now know for a fact that crushers simply are
not leased?

A You can form a lease to buy. It's the same thing as a
conditional sales contract. 1 think we're playing with words.
Q Well, I'm not playing with words. I'm trying to under-

stand better why what took place does not track more closely

~the ideas reflected in this letter agreement.

To the best of your knowledge, were any inquiries made,
either by you or by Briscoe, at any time during 1979, to
explore a lease-purchase of a crusher?

A Yes. Jim Briscoe explored that, the cost for a, to
purchase under a lease-purchase arrangement, would result in
the cost of about a quarter of a million dollars. The cost,

as I pointed out earlier, to have a contract crusher come in,

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS




N O O»

@

11

12
13
14
15
16
17
18
19

20

22
23
24
25

the cost that Jim got from a friend of his,"okay, was over
$£.60 per ton. Thosé are the only two ways, I guess, that
you would enter into a crushing.

Q Did Jim Briscoe recommend that a crusher acquired in
some form be utilized at the Tombstone Heap Leach Project?

A What time? When?

Q At any time during his active involvement with the
project?

A Obviously on Harch 7, ne -id.

@ And you're saying that he recommended it because it's
your reccllection that he --

A Formulated. ile recommended on the first $2%,000 that
that be done, and I say that it was not good mining technique.

@ Can the induccd percolation system be used on materials
which have not first been processed by a crusher?

A The induced percolation, as you were saying it, has not
been able to work in the lab, let alone out in the field.

Q Tell me in what respect the process you're now utilizing
in Tombstone differs from the induced percolation system?

A I'm not a metallurgist, and I'm not a chemist, T cannot
tell you the difference. All 1 can say is we're not using the
induced percolation. We're using Cynazation, which has been
around for 30U, 40, &0 years. It was a , it was a similar
process that Minerals '71 used. They had a different form

of filtration. They used a filter press, and we're using
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swimming pool filtérs{ Other than that, it's quite similar.
That's why Hewlett and Briscoe did not recommend that
system at the beginning.

Q Are you usiny a pelletizer in the system today?

A We are.

Q Can you tell me how that works?

A Upon crushing the ore, we put it onto -- upon crushing
the ore, we add lime, so that as it's beiny crushed, the lime
is mixed in. We putbt water to keep the dust down, and Lo gect
some molsture into the crushed rock in the crusher. we then
take it off of the crusher by conveyor belt and put it in what
we call a pelletizer.

The 'pelletizer is a conveyor belt that's running up hill)|
so that the ore and the vater, which at that point has
cyanide in it, rolls on top of each other.

Q Then what happens to the pellets after they reach the
top of the conveying belt, and what happens to the fluid that
presumably have flowed to the bottom?

A It's only wetted to approximately five, ten percent, and
the rocks don't pget up to the uvop, they roll back dowvrr and
they roll off to another convevor boelt, which dues oul T
the pad.

Q And then at the pad, they're leached, is that correct?

A That's correct.

Q What benefits result from putting the material into the
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pellets as you've described?
Y,

A This was a technique that was developed by ourselves;
and only in recent months.

I'm sorry, what was your question?

Q I'm trying to figure out what benefits you get from
using these little pellets?

A It coats the cyanide and the lime completely around
the rock so that you're exposure is greater, so that you get
percolation. Tf they'd done as supycested in this letter of
crushing ore without the pelletizer, it would have been a
disaster, because the solution will not £o down through the
ore. It binds out. That's why they needed the barrel test-
ing, they needed to do a lot of testing before you even con-
sider putting in a crusher. ] know that now. I did not know

that as of March 7, 1979.

© Do you use cement in this pelletizing process?
A No.
Q As far as you know, can that increased permeability be

achieved by adding cement to crushed material?

A Cement is an alternative. Tt's too expensive in our
area.
Q 1 see. So it's not impouscible to enhance the permeabi.-

ity of material in an alternative form, but alternative forms,
you've determined, are too expensive?

A I don't understand your question, but you can use lime,
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1| or ybu ean use cement. Which one is better,” nobody really

2| knows. Lime is very cheap;

3 Q My question is this: I think I understand you to say

4 that unless you're using pellets, the type of system, the

5 type of leaching system you'rc using just won't work very

6 well, did I understand that correctly?

7 A That's correct, yes.

8 Q I think probably my question is, putting costs asi de,

9 isn't it ture that if crushed material were mixed with cement,
10 but not in pellet form, that Lhe leaching process would also

n work effectively?

12 A I find it very interesting that you wish to put cost

13 aside, because that was one of the problems with the project.

14 They were not willing to consider the ecconomics of their deci-
15 sions. #l
| N
16 Cement, as far as I know, was not talked about, as i ;i
17 far as 1 can recall at that time. 1Tt only recently came out. ﬁw
|

18 Cement is just another alternative.

19 Q Okay. 1'm not trying to put it aside, I'm trying to !

M
20 isolate it so that we can focus on particular parts of the !
21 question. And 1 would ask, to be surce that I've understood i

22 you correctly, that is it fair to say that, yes, it's possible

|
23 to use the system by adding cement to crushed material not ;}
24| in pellet form? Is that a fair statement? |

25 A I don't know. I don't know how you would add it. I --
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and what form, how much. I don't know. You need a metallur-
gist to make that -- I don't know.
Q Fine, I'm just trying to --

A I don't know that it was ever considered. The Bureau

of Mines did a study using cement, and lime. You can use eiungs

one. It came out recently, I think, thét report.

Q How would you describe the processes that were recom-
mended when both Dick Hewlett and HBriscoe vere actively involvg
in the project?

A They tried a number of different methodologies, which
I can't tell you the different chemicals. I'm not a chemist,
and T don't understand chemistry -- which we use the general
term induced percolation. As we found out later, none of
those worked in the lavoratory, let alone out in the field
whether you were using crushed ore or mine run, which means
non-crushed ore.

Q And wvhen you use the term they wouldn't work, do you mear
that under no circumstances will they produce valuable pre-
cipitants?

A You'd have te define exactly what chemical ycu're using,
because 1if they're poing Lo use Agua Regia, which 1s used in
the laboratory, sure it wili work, but I guess it's a toxic
chemical, and you can't use it out in the field.

If you wanted to say that was part of induced percola-

tion, yes, that would work in the lab, but you can't use it

d
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out in the field, and you have to take each specific chémical,
and you'd have to say, well, you know, did it work? I can't
answer that. I don't know all the answers.

Q Well, T'm a bit confused, because on the one hand you
seem to have said that the techniques recommended by Hewlett
and Briscoe won't work.

A Correct.

0 Didn't you also say a few moments ago that you don't
kKnow whether they'll work, beccausec you're not a4 chemist?
A No, but =-- that's correct, 1 did say thart. I don't

know whether they'd work, but since then, since around at the
end of 1979, I began talking to metallurgists, the University,
and the Bureau, and they all said it will not work. Metallur-
gists have tried it in the lab, and they're not able to get
it te work.

Q Was either Briscoe or Hewlett suggesting that you use

Agua Regia?

A Agua Regia?

Q In the field operation?

A No.

Q What kind of concentrates or precipitates are you get-

ting out of the project currently?
A Clarification. What kind, what do they look like, or
what?

Q Well, let's first identify the minerals that you feel
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1 have economic value, that are being recovered.

N

2 A Silver and gold, 'small amount of gold, lesémthan three

3 percent.

4 Q And what do you do with those precipitates after you

5 recover them?

6 A We have an elaborate system for handling precipitates,

7 because at that point it has some value.

8 We have the filters on it, what's called the pregnant f
9 side locked off, so that when they clarify those filters, it |
10 goes through & pipe, across the ceiling and into a locked

11 room where only two people have a key to that room, and the

12 precipitants are stored in that room.

<i: 13 Q In what form are they stored?
14 A They're first stered in a wet form in another filter. I
15 They're taken out, and then thcey're dried in an oven.

16 Q Who takes them out, and who dries them?

17 A John Swallow -- the two people have keys to that are

mmEEmEIS

18 John Swallow and Dusty Escapul.

19 Q Can either of those two people be in that room by them- i
{;ﬁ} 20 selves? ?
' 2 A Yes. f“
22 Q After the material is dried, what's then done with it?
23 A It's packaged and sent by the -- what's the brown truck,

24 LPS? United Parcel Service.

25 W In what form.is it packapced in?
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A A container, plastic container, and insured{

Q What's the size 5nd the approximate weight of tﬁose
containers?

A Fifty pounds. Ten gallons.

MR. ALLEN: Five gallons?

A Five gallons. 1Is it five gallons?

Q (By Mr. Kittle) Is any one besides Swailow and Escapul
involved in putting the dry precipitate in those containers?

A One cother man, yeah.
Q Who's that?
A Can't think of his name.
Q How long has he worked with the operation?
A Just about from the beginning.
@ Are any of those threc peeple,who at that point in the
process, have access to the pr«cipi%gto, are any of them
bonded?

A No one is bonded, because you cannot get bonding for

that sort of thing. We've tried. It's not available.

W How do you go about deliverin,, the containers to United
Parcel?
A They pick them up.

Q And that would usually be in a truck driven by one per-

son, is that correct?
A That's correct.
Q Where do the concentrates go from there?
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A To the Post Office.

i
~Q All right. So it's not UPS that transports them to '
its ultimate destination, but --

A I don't know how UPS works. LPS takes it wherever they
take it.

Q What's the ultimate destination of those precipitates?

A Chrysaor, C-h-r-y-s-a-o-r, Laboratories.

Q And where are they located?

A Bay &hore, New York.

@ And what does Chrysaor Laboratories do with the pre-
cipitates?

A They smelt it and refine it, and then undertake the
ultimate sale of the commodity.

Q And what's the ultimate commodity?

A It's bullion. Bullion in silver and gold.

Q Presently, is all of the precipitate resulting from .
the operations beinyg converted into bullion?

A Right now we're not producing very much at all. Produc-
tion is way low, so they're moviny their quarters from Bay
Shore to Tappan, New York, and relining the furnace so there's
some that's sitting right now.

Q When did this moving process begin, as far as you know?

A Beginning of this month.

Q Prior to the commencement of their move, were precipi-

tates being stored, rather than converted into bullion?
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A

Q
A

They were kept in a locked room awaiting processing.

e

And for what period of time were they kept?

Until Chrysaor could gear up to handle the precipitates.

That taking 60, 90 days.

Q

Now, I'd understood that six or seven months ago some

precipitates were being stored somewhere. Is it correct that

some precipitates were being stored somewhere at that time?

A

cessing

W

As I stated, they were stored at Chrysaor awaiting pro-

r
cy s

That's what I'm trying to pget at to determine whether

the precipitates I1'd hcard about, that were being stored,

were the same precipitates you've described being stored at

Chrysaor, and evidently they are from what you said.

A

Q

If T understand your question, yes, I yuess.

Well, let me ask, were there any other places that dry

precipitates would be stored?

A

W

No.

How do you know when Chrysaor tells you we've recovered

X ounces of mineral from the precipitate you sent, that they

are accurately reporting all of the mipneral which was recovere

A

Y

tates,

sample, takes a sample out, and does a fire assay. They take
another sample out, and they send it to an umpire assayer,

called Rochine, R-o-c-h-i-n-e.

Tombstone kxploration, upon their drying the precipi-

mixes them in a barrel, trying to get a homogenous
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Q Where's Rochine located? g

A Douglas. v

Q When did it --

A To the best of my knowledge, he's in Douglas.

Q When did the process of using umpire assay first begin:

A we have all of our precips., as far back as we can go,
umpire assayed. The process started -- I1'd have to check.

1 dgdon't know. A long time ago. A while ago.

Q Is it correct that there wus @« period of time when pre-
cipitates were being shipped when umpire assays were not being
made ?

A In the beginning, yes.

Q Who would then --

A But we were not processin,g them, an

i Chrysaor was not
processing them.

Q They were simply storing them?

A Yes.

8] Who, within your company, performs the mixing and initial

assay that you've described?
Y

A A man who sends out the precipitates.
Q Wwhich man is that?
A John T. Mann, John Swallow, or his man.

Q His man, would that be the third person you've describeap
A Yes. I can't think of his name.

Q What are the qualifications of John Swallow to perform
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assays? &

A He doesn't perform assays.

Q who then, within the company, does perform that initial
assay?

A Gary Lindros. He's done fire assays for the State of
Maine mine, for a couple other mines.

Q So there are four people within the operation, then,

that have access to the precipitate, there would be Escapul --|

More.
W Are there more than four?
A No. He receives a sample, which he processes. He

doesn't have access to it.
Q All right. How does he receive that sample?

A In a bayg.

©

And who gathers the sample and delivers it to him?
A John Swallow or his man.
Q wWhere does Lindros perform his assay work?

A On the property.

Q He's an employee of Tombstone Exploration, is that right
A Yes.
Q What kind of insurance do¢ you have on that precipitate

wnile it's being shipped to Chrysaor?
A Full insurance by UPS.
Q How did you determine the amount for which a shipment

should be insured?
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A

much it is, and we insure it for more than its value.

Q

A

else?

o< > o >

>

Q

able

Lindros assay and the umpire assay?

A

Q

A

We have a fire assay, so we know approximately how

What use is made of the umpire assays?

It's another check done by a third party.

Okay. And what kind of check is made, and by whom?
It's another assay made by a third party.

That I understand.

Then presumably that assay is compared with something

Correct.

What's the umpire assay compared with?

TEI's assay.

That would be the assay performed by Lindros?

That's correct.

Who makes that comparison?

I do. My comptroller does, and my administrative agéis—
or Dusty Escapul.

And what are your qualifications for evaluating assays?

I'm very pood at reading numbers.

In the period of time when umpire assay s nave been avail

what range of differences have you ncted between the

They've varied.
To what extent have they varied?

Some cases, they have been on target, and some cases,

BOULEY. SCHLESINGER. DICURT!. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT REPORTERS




N

N O O»

11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

they have been high, and sometimes they have peen low.
.,Q Is that to say sometimesmfhe variance has been great,
and sometimes variance has been small?

A That's to say that sometimes been great, sometimes
been right on, and sometimes it's been way low.

Q well --

A It's been all of it above.

Q Those are the same words you used before, and I didn't
quite know what that meant.

When you say that they're high, presumably they refers

to both the Lindros assay, and the umpire assay?

A They vary.: You know, sometimes one can be high, and
the other one can be low. It's difficult to get fire assay
-- well fire assaying is an art, it's not a science, uand it's

difficult to get them right on.

Q So sometimes they're at variance with one another?

A Sure.

Q Is there often an appreciable variance between the two?
A Sometimes there is.

Q wWhat do you do when there's an appreciable variance?

A Try and correct it.

Q How do you correct?

A Go back and re-run, and see whether we can determine wha

the error is.

Q Would that mean making an additional umpire assay?
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A Or doing it again at TET, or running an additional
5
assay at Rochine. Could mean either.
Q Does Rochine customarily perform an assay when the
precipitate arrives?
A We send them the sample, and he performs the assay.

Q That's a customary part of the work performed by -- oh,

Rochine is the umpire assayer?

A That's correct.

Q Okay. There's no additicenal assay made by Chrysaor --
A That's correct.

Q -- when the precipitate arrives there?

What would you estimate is the approximate value of
gold or silver bullion that has heen produced either by
Chrysaor or someone else resulting from your involvement
there at the Tombstone Heap lLeach Project?

A I can't give you the ounces, I can give you the value
is approximately $200,000.
Q That would bhe helpful.

Now, those values, are they used to off-set cperating

costs?

A Yes.

Q And how's the bullion marketed?

A The silver is sold to wholesalers, who sell it in the
retail market, based upon Chrysaor's stamp. The gold is

sold to a jewelry manufacturer. The silver we're currently
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getting the fix, and on gold we're getting, it varies,
depending on the market, five, six, $7 above the fix. Tt
varies on a daily basis.

Q Have you ever given consideration to selling these
minerals forward in the commodities market?

A Yes, I have.

Q And has any selling forward been accomplished?

A No.

Q@ What were the reascns why determination was made
against that?

A When?

Q Evidently if it was not done at some tiﬁe, a decision
was made that it --

A I've looked at it extensively. Tt's very difficult
to do. Tt requires bank lines for what's called variation
margin. If the values of the precious metal goes up, you.
have to put up funds, dollar for dollar that day, which
means you have to have bank lines. We, at this point, can't
afford it. When we can afford it, 7 think we'll probably
do it, because I know how to do it.

Q lLLet me see if 1 understand that.

It sounds like if the value of the mineral goes up,
the seller, you have said that the seller must put in addi-
tional money?

A That's right.
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Q Why,wou;d that be? It would seem like what the seller
has already said he'll put up.his mineral. Why wouldn't it
be the converse?

A Because many people are very ignorant about this. We
can't put up our mineral, because we're not COMAX. You have
to have a COMAX mineral to put up the mineral. And if that's
the case, that margin is not off-settable against the other,
according to the Federal Reserve.

Q All right. How, what's COMAX?

A Commodity =-- do you know -- it's Commodity -- it's
approved'by the Commodity Exchange. T don't remember what
it stands for.

Q Are you saying that if the Tomhstone Heap Leach Project
vere a larger operation, that it might be feasible to par-
ticipate in COMAX, but presently, that it's not?

A If it had unused bank lines, it would be feasible at
certain times to sell forward your production. ‘And it's
something I'd like to do. But in its present financial
condition, we can't afford it.

Q I see. You're sayinyg that the feasibility of this kind
of marketinyg approach is contingent upon the availability
of bank lines of credit which are not already committed?

A That's right. Tt's difficult to do. It's not as
easy as it seems.

Q Going back to the assays for a minute, something that
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I would like to get a clarification on.
Within the company, you use a fire assay technique.
Is that same type of technique used by the umpire assay
A Correct. We also use atomic absorption. We use it
out in Tucson, and we also use it out in Chrysaor.
Q Is that also used, is the atomic absorption method

also used by the umpire assayer?

A No.
wWhat is the purpose of using atomic absorption assay
method?
A It's another methodology for arriving at the same

question or the same answer.
Q So that gives you additional data that you can compare

1

against the results that are cominyg back from, say the umpire
assayer?

MR. ALLEN: How much longer do you think you're going
to be?

MR. KITTLE: I'd say not more than a half hour.

MR. ALLEN: Co ahead.

(Recess.)

Q (Hy Mr. Kittle) Tom, can vou describe for me what's

going on at the Heap Leach Project now? For example, how
many people do you have working for you down there?

A Over 40.

Q What label would you use for the type of leaching

er?
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process that's now being employed?

A Heap Leaching.

Q Any specifics that would distinguish it from the induced
percolation?

A Induced percolation is a method of handling ore. We're
just doing straight Cynazation lHeap Leaching, no different
than anybody else.

Q What you're doing today is nrocessing the ore in a
manner that's different than was once discussed when the
project was beginning?

A Yes.

Q How do you manage the project? Do you reside in New

York State, is that right?

A That's correct.
Q Do you have on-site managers who assist you?
A Yes.

Q Who are those people?

A Dusty Escapul, Bob Lee, and John Swallow.

Q Now, you've told me a little bit about Swallow and
Escapul. I gather that they're closely involved in the
operation of the plant and the recovery of the precipitate?

who is Lee?

A He and Dusty work together in the Sheriff's Office.
They're both former policemen.

Q What does l.ee do for the company?
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A He's in charpge of the minihg division.

Q What would some of his responsibilities be?

A He's in charge of the mining division; he's in charge
of the construction division. John Swallow is in charge of
the'plant division, and the testing division.

Q And then Dusty Escapul?

A Is in charge of them, and Dusty reports to me.

Q What do you call the functions, or what do you call the
role that Dusty FEscapul olays?  Yon said Hw supervises lLee
and Swallow?

A He's the general manager. That's his title.

Q Does Dusty Escapul have any academic training that
you know of in mining or metallurgy, or geolopy?

‘A His father and his grandfather have heen in the mining
business. His uncle, his two uncles, developed the State of
Maine Merle Crow processing units. He's been in the mining .
business, and associated with the mining business all of
his life. He's not a geologist or an engineer.

Q So his experience then, is practical experience, rather
than academic training?

A we call it hands-on management.

Q How about Swallow, does he have some academic training
in either the area of mining, metallury, or geology?

A I don't know what his educational background is. He

was in the Army, and ran platoons, you know, large groups of
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men in the Army. And he's been in the mining business, but
I don't remember specifically what his background is.

Q How long do you suppose that he's been involved in the
mining business?

A I don't remember.

Q What ‘kind of academic training would Lee have? Does
he have any academic training in metallurgy, or geology or

mining?

A He's spent 12 years with 'helps Dodpe as a miner. He's

had a lot of mining experience.

Q That work as a miner, that's a description given to
a person who helps extract minerals from the ground and
delivers it elsewhere, is that right?

A Yes, and that's the business we're in. We're extract-
ing ore, okay, from the gronnu, and ve're processing it, and
that's what his background is, extraction of ore.

Q All right. Was his background in processing ore also?

A No. But he's not running that division either.
Q I'm just trying to get handles on what his background
is.

Do any of these three people who hcecad divisions, or
your general manager, do they have any formal training in
management that you know of?

A Oh, yes, extensive.

Q What training is that?
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A John Swallow taught management in the Army. Bob Lee

was in the Sheriff's Department, T think he ran a bunch of

departments. I know both he and Dusty took management courses

through the police department.

_Q What kind of courses were those, as far as you know?

A I think they were management by objective training
programs. That's been describéd to me. We've not gone into
any detail about it. You know, there are other people in
the organizastion that have tﬂﬁf traininy that you're asking
about.

Q Good. I'd appreciate your telling me more about them.

A Chuck Nut (p), who runs our ore control, wvorked for
Phelps Dodge for 10 years with the best mineralologist in the
world, and he worked in the laboratory.

Q What's his background in manayement?

A He's not, one, he's not in a management function.
He's in charge of ore control, making sure we're putting on
the right kind of ore. lle works very closely with Bailey
Escapul, who's a geologist trained here at the University,
but Bailey has been in mining all of his 1ife, as was his
father and grandfather.

Q Are there any other key management people besides
Escapul, Swallow and Lee?

A Yes, there's huite a few. ITt's, we have quite a deep

organization.

b
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Q Do you have anything like an organizational chart?
A Yes. Not with me. i
Q Okay. I'll confer with Ken, but perhaps we could get

a copy of that, and that would help us better understand hoW
the organization works down there.

Tell me a little bit about the kinds of reports that
are being supplied to Tombstone Development Corporation peri-
odically?

A We have an agreesment between THC and TET we'll report
on a monthly basis by the 1tth of every month. Those reports
will include what's requested in their lease.

Q And basically, what's requested in the lease?

A Sales of metal ore moved. I have to look over the leasgq
to give you the rest of them.

Q They're entitled to some kind of percentage override?

A Correct.

Q Has any override been paid to them presently?

A No. They're not entitled to it.
Q At what point do they become entitled to an override?
A When we have accrued royalties in excess of the royal-

ties we've paid.
Q Paid to whom?
A To TDC.
Q And in the kind of operation you have,‘where bullion

is sold, where do royalties result?
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A When you sell a certain amount in reiatjonship to the
amount of ore that you move, causing agnincrease in the
minimum royalty to be charged, I think.

Q Are you equating the term royalty with the sale pro-
ceeds of bullion?

A No. TI'm saying when you sell the bullion under formula

as described in the agreement, in the lease agreement, okay,

a royalty -- is it a royalty? T think that's what it's called.
A royalty might occur if that ratio pets to be a certain
level.

Q Yes. And I can see how TDC might become entitled to
a royalty, but you've indicated that the payment of that
royalty is a function of some other royalty.

A wWe pay minimum royalty of over $7,500 a month.

Q Okay. So the basic lease payment to them, you're char-
acterizing as a royalty, and then there would be an overr;de,

which is a second type of royalty.

A No, it would increase the minimum royalty, not an over-
ride.
Q Now, of the reports that are beiny supplied to TNDC

currently, approximately what percentage of the minerals being

produced is silver, and approximately what percentage gold?
A I answered that previously.
Q I seem to have forgotten, can you refresh my memory?

A Three percent is, around three percent is gold.
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{ 1 Q And then -- =
2 A It varies from place to place, and there'é-not pat
i 3 answer to that.
Q*J 4 Q So the balance of some 97 percent would be silver?
5 A Approximately.
6 Q Now, are¢ similar types of reports also being sent to
7 Jim Briscoe?
8 A I don't know.
Q Q Is some kind of report being sent to him?
10 A I know from time to time we've sent reports. I don't
1 know what's being sent out to him now.
12 Q Who would know what's being sent to him now?
<:) | 13 A Dusty.
14 Q There's no reason you know of, is there, that reports
15 would not be sent to the --
16 A No reason why it would be.
17 Q Well, I would suggest that he's a part owner of the
18 operation, and probably entitled to at least request it.
19 Would you disagree with that statement?
; (!j 20 A I think that's the subjecct of this litigation.
2] Q Is 1t your position herc today thal Briscoe is not
22 entitled to receive reports concerning the operation?
(ij 23 A My position is today, in this case, we're suing him for
g 24 a number of different things.
25 Q I know that, Tom.
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Are you saying that as a parpwof the lawsuit, that under
these circumstances, Briscoe is not entitled to receive reporf
concerning the operation?

A T really don't care whether he gets them or not. T
don't object to him getting them. Doesn't make any differ-
ence to me, but this is the subject of this lawsuit. ‘I don't
care, you know. If he wants them, T'd send them to him. I
don't care.

J Fine. That's really, T guess, all T'm concerned about
at the moment. TI'm not trying to put you in some kind of
corner where you say because he's entitled to receive a
report, that that compromises your position in this suit.

If he wishes reports, he can request them, and 1'1l1
confidently report to him that you've no objection to that.

What kind of reports do you give your shareholders in

TEI?
A Financial.
Q Is there any kind of narrative that poes along with

the financial matters?

A No.

Q How often do you produce those financial reports?
A Whenever I feel like, which on a quarterly basis.
Q Do you do some kind of year-end summary?

A Every corporation has to do that for the IRS.

Q And your corporation does it also?
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A Yes.
MR. ALLEN: I hope you are.
A I hope so, too.
Q (By Mr. Kittle) Tom, tell me as best you recall, the
circumstances surrounding the termination of SEA in any
active participation in the management of the Tombstone Heap

Leach Project.

A On July 29, I left for five weeks with my family to

j24e)
to Italy, and upon iy return, Dick illewlett was fired, Jim
was running the project. T came out to Tucson. Jim at that

point handed me a letter saying that he did not want anything
more to do with the project, and T said, "Fine, I'11 take
it over."

Q Who fired Hewlett?

A Briscoe.

Q Briscoe?

A Briscoe.

Q Did you object to that action on Briscece's part?

A I was out of town.

Q Had Briscoe talked to you prior to your departure for

the trip in Italy about the possibility of terminating
Hewlett?

A Yes.

Q What was, what were your thoughts about terminating

Hewlett when you spoke with Briscoe?
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A That's all right, terminate him.
Q So when you learned that he'd been terminated, that Qas
not totally unexpected?

A That's correct.

Q To the best of your recollection, when you assumed the
active management of the Heap Leach Operation, approximately
how much money did TEI have invested?

A I'd have to check my records.

Q Would it have been more than $1°0,0007

A I1'd have to check my record. Probably, but I'd have
to check. I don't know.

Q Is it a correct statement that additional contributions
of capital have been made subsequent to your assuming the

management of the project?

A Yes.
Q Were those contributions at the request of Jim Briscoe?
A Jim Briscoe did not make a request for me to make addi-

tional funds, he wanted it te po under so that he could buy
the property and contacted TDC for sale.

Q And upon what do you base the view that Jim Briscoe
wvanted the project to fail?

A I didn't say fail.

Q What do you mean by the term go under?

A So that he could take over the project. My information

comes from talking to TDC.
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Q What do you mean when you use the term go under?

A So that he or some of the buyers that he had in mind
could take over the project.

Q I understand you're saying that Jim wanted to take over
the project. Was there something that Jim Briscoe wanted to
happén first?

A Get us out.

Q Do you-believe that Jim Briscoe wanted this project
to be an initial failure?
A I believe Jim Briscoe committed fraud. I believe that

Jim Briscoe induced me into this project in order to collect
fees for Southwestern for SEA, itself.

Q Do you think that he wanted this project to be a finan-
cial failure?

A The way he ran it, it would seem obvious that he did.

Q Well, you know, I'm talking about the period of time
after you took it over, and made additional capital contri-
butions.

A I did not consult him after that.

Q So you don't kKnow one way or the other whether he wanted
the project to be a financial failure?

A No, that's not true. He contacted TDC and said, "If
they're not meeting the'requirements of the reporting, I
have a buyer who would like to come in there, and take it."

That's my understanding of the conversation I got from them.
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Q A1l right. Would that necessarily have been detri—ﬁ““#
mental to you and your group?

A It might have been.

Q In what respect would it have been detrimental?

A TDC would have walked away from the lease agreement,
and we would have been left there with our investment in th,

ground, and no lease.

Q Why is that necessarily so?
A Because they have the lcase.
Q But it does seem that one possibility is that if Tk

was having difficulty complying with payments required by
TDC -- -

A No, we weren't having, we were paying our payments a:
required, and as due.

Q That's fine, but let's say, hypothetically, if they t
difficulties making those payments, then it seems quite po.

sible that an outside buyer who would buy the position of

the project, paying funds to both Briscoe and TEI, might i
fact be advantageous for all concerned, depending on the !
purchase price.

A Wwrong.

Q Okay, why 1is that wrong?

A Because he went to TDC. 'He should have come to us if

he wanted to bring in another buyer. By going to TDC, he

cuts out TEI. ‘He cuts us out. Then TDC makes a separate
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deal with Briscoe's people, and we're out.

Q Was it your‘belief, then, that because he'd not spoken
to you of this matter, that he was trying to abbrogate the
térms of the agreement that you had between each other?

A I think the facts speak for themselves. I think what
he was trying to do was very clear, take over the project,
get his own people in there, his own, I don't know who the
other company was, and get us out by going to TDC, his actionsg

sald that's what he was doing. T he wanted to help us, okay

he would have come to us and said, "I have somebody who's
interested, who wants to joint venture the project with you,"
then it would be a joint venture between TEI and this other
company to help carry the financial burden. He didn't do
that.

Q He's done that subsequently, is that not correct?

A He's mentioned that he has some people that might‘be
interested. Very vague.

Q Does that indicate to you that he's trying to prejudice
the financial interests of your group in this project?

A I don't know.

Q 50 your view that Jim Briscoe was trying to take advan-
tage of your group is based'on a conversation that you had
with somebody at Tombstone Development Corporation, concern-
ing an inquiry from Jim Briscoe about whether or not your

payments were current under the lease?
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1 A No, not whether our payments, whether we were meeting
2 the requirements of the lease.
. 3 Q I see. And from that inquiry, you interpreted that Jim
&“J 4 Briscoe was interested in seeing your group fail, so that he
5 could take advantage of that difficulty, and use it to his
pis 6 own benefit, is that correct?
(') 7 A I feel that when he went to TDC and said, "Are they
8 meeting the requirements of the reporting; if not, T have
Q somebody who's interested," that's subverting TFT.
10 ] ITsn't it clear that if you were not meetiny the report-
11 ing requirements, that his interest would be severely Jjeopar-

12 dized?

<:> 13 A One, if he'd read the lease, okay, he would not know
14 that, one, we were reporting. There's only two ways that
15 we can be thrown off the lease, and we were absolutely meet-
16 ing those two ways.
17 The way we weren't is we were not supplying ore moved,
18 which is not one of the areas that would invalidate the lease,
19 but in order to make TDC happy, vwe give them that information|
(»} 20 Q Isn't it correct that if the reporting requirments of
21 that lease were not heing met, that the intent of Jim Briscoe

22 would be badly jeopardized?
(ﬂ) 23 A I'm not a lawyer. Depends on how they were not being
24 met. ‘You'd have to define that by looking at the lease.

25 Obvicusly if they were not being, if they were not being met
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in total, completely, obviously that would hurt Briscoe's .
ihterest, but that wasn't the case, and he knew it.

Q Does it seem possible té you that his inquiry to
Tombstone Development Corporation was an attempt to ascertain
whether his interests were being jeopardized by a failure
to comply with reporting requirements?

A No. I think -- because then he wouldn't have said
that I have another buyer. He would Have called up and said,
"Hey, TDC, is everything going well with TET; are they report
ing; are there any problems?" He didn't do that. He said,
"Gee, if they're not meeting the requireménts of the lease,

I have another buyer."

Q Let me ask you a couple more questions, and T think
we're pretty well nearing the end necre. T'd 1like to ask you
just a couple more questions about Dick Hewlett's involvement
with the Tombstone Heap Leach Project.

When did you first become aware that Dick Hewlett was
going to be involved in any manner in the‘Tombstone Heap
Leach Project?

A Jim Briscoe told me about it.

Q Did you léarn any of this information from Nwipght Lee?

A Oh, I suppose so. Dwight learned it from Jim.

Q And how would you characterize your understanding at
that time of what Dick Hewlett's involvement would be?

A Dick had come up with an induced percolation to
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reprocess the heap, and he would be reporting to Jim Briscoe,
and Jim Briscoe and Dick Hewlett would own part of the, of
the project.

Q As things worked out in the early months following the

March 7 agreement, where did Dick Hewlett spend most of his

time?
A Tombstone.
Q And --
A And Tucson,
Q How was he compensated?

A Jim wanted him compensated at an annual salary of over
$100,000 per year. 1 said there was no way that this project
could afford to pay Dick Hewlett at that rate. So he was
compensated for, at something about $20,000, an annual salary
of around $20,000 per vear, paid out of funds advanced by
TEL .

Q Was Jim Briscoe recommending an annual salary of
$100,0007?

A It wasn't, it was around $100,000.

Q Isn't it correct that what Briscoe was urging was
that Hewlett be compensated on an hourly basis on rates
which he considered to be consistent with what other consult-
ing geologists were being paid?

A But those rates worked out to be over $100,000 per

year, and there's no way a small mining project can afford
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to spend a hundred thousand dollars on a full-time employee -
working down there.

Q As far as you know, what were Hewlett's thoughts on
the matter?

A He felt that he should not, we should not be expending
funds, that amount of funds for that purpose for him; we
should be paying the smaller amount. e didn't object at
all. ‘He thought it was right.

Q And what was the frequency of contact that you had with
Hewlett while he was still involved with the project?

A Talked to him frequently, because he was asking for
money on a frequent basis.

Q So that contact was primarily by telephone, is that a
fair statement?

A The bulk of it was by telephone.

Q During the period of time when Hewlett was involved,
how frequently did you vist the project?

A I don't recall, bhut T'll say periodically.

Q I think you indicated earlier that at some point Briscog¢

had spoken to you about the possibility of terminating
Hewlett, and you didn't particularly object.
What aspect of Hewlett's performance at the Heap Leach
Project were less than satisfactory from your point of view?
A Well, he was part of the whole scheme, and they said

that the project would work because the induced percolation,

h
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which had no risk, it was tried and true and proven, and ther¢
was no risk to it, would wdrk, and we found out later that

it would not work, and that that was just a methodology of
getting the investors, which was ourselves, involved in this
project.

Q Did Jim Briscoe at any time tell you this project was
completely without risk?

A 1 have letters in my file that say that there was no
risk, that went out over his stationery out of his office.

Q Was that letter that Jim Briscoe sent to you?

A It was a letter signed by Dick Hewlett. ‘At other times
Jim Briscoe has said there was so little risk in this project
that he is very overextended in his business now, and back
then, that he was going to mortyage nis house. That's how
iittle risk he thought was in this deal.

Q When did Jim Briscoe tell you personally that there‘
was ohly a small amount of risk involved in the project?

A When we started the project.

Would that have been before or after the March 7 letter?

Q
A Before and after.
Q

And T think you indicated, if I understood you correctly

that Jim first contacted Dwight Lee about this project some
time in March of '79. ‘The letter seems to be dated March 7.
If the initial contact was some time in the very first part

of March, would that mean that Jim's statement to you that

AL 4

<
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this project had very little risk, came some time between ;
March 1 and March 77?

A I can't recall exactly when it came. It could have
come at the end of the previous month. ‘He rushed me into a
deal which is a typical maneuver by saying, well, if you don't{
do it, I have got somebody in the side lines who's going to
do it; and if neither one of you do it, I'm going to mortgage
my house, and do it myself, because 1t doesn't require any

money, it's so riskless.

Q Now, you've further indicated, I believe, that contri-
butions of capital were made in this project after Jim Briscog
was no longer actively involved in the project, and after
Dick Hewlett was no longer involved.

If you were dissatisfied with the results and the pro-
cess, what were reasons why you made the additional capital
contributions? |

A We evaluated, -- after we got Hewlett and Briscoe and
SEA out of the project, we evaluated where we were. At that
point T had considerable amount invested in the project. I
felt if T run this project from {ew York with Dusty Escapul
as the general manager getting outside help where he needed
it, that in order not to lose everything I had in it, put
more money in it and try and make it go.

Q And how much do you estimate that you did have in it

when Dick Hewlett left the operation?

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
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Q?J 1 A I answered that previously. T don't recall. I'd have ? ‘
2 2 to check my records.
= 3 Q You made reference to some professionals who you con-
Cw) 4 sult with. -Is John Dean one of those professionals?

5 A He's one.
: 6 Q Can you tell me in general terms what kind of assistancg
(h) 7 you get from John Dean concerning the Heap Leach Project?

8 A John is a, has his doctorate in metallurgy; he's worked

9 with U. S. Nickel == ‘he ran the nicke] project in Cuba solely

10 He's a former professor, and taught. He's an old man, an

1 elder statesman. He's well known. He was asked at one time

12 to run one of the bureaus for the U. S. Bureau of Mines. He
<:> 13 not only helps me in the metallurgical area, he helps me in

14 all areas as a sounding board. lle has an excellent reoputa-

15 tion for his honesty and as well as his innovatability.

16 Q How long have you known John Dean?

17 A Since about, I guess May or June of '79, somewhere

18 around in there.

19 Q And how did you come to have any contact with John Deanf
(Mj 20 AN Friend of mine had sugpgested that I get in touch with

2] him, that he was knowledgable; he'd done another project in

22 the Tombstone area.
(!} 23 Q And did John Dean have an opportunity to review the

24 induced percolation system and make some evaluations?

25 A He read the material, and he had to come out and make

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
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an evaluation.

Q What was his evaluation?

A It took quite a while to make that evaluation, because
he was not familiar with the induced percolation as described
by Dick Hewlett, and then Dick Hewlett kept changing the
chemistry around so if one idea didn't work, he would try
something else. ‘So John Dean's problem was hitting a moving
target, and saying, "Hey, it won't work."

Q Did John Dean say that?

A Yes.

Q And when did he give you that report?

A In June or July.

Q Did he give you any other reports prior to that time?

A Yes.
Q Were any of them in written form?
A Some.

Q And to the best of your recollection, what was the
substance of those reports?

A There were many reports. You know, what question are
you asking?

Q Just trying to find out what kind of communications
you're having with your consultants.

What other professionals did you seek help from in the,

let's -say Caleéndar Year 1979, after becoming involved in

this project?

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS, GARWOOD & ERWIN
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A The head of the Department of Leaching, University of
Arizona.

Q Who is that?

A David Rabb.
Q How long have you known Rabb?
A First time I met him, June or -- sometime around, I'll

say the summer of that year.

Q Was he retained on a fee for services basis to assist
TEI?

A We didn't -- T don't think anything was ever dcne.

Q Are there any other professionals who you've compen-

sated to assist you in either evaluating or operating the
Tombstone Heap Project?

A Currently?

Q I'm primarily interested in Calendar Year 1979.

A Gee, I don't -- John Dean went and talked to Bureau.
I don't remember exactly when he did it. Talked to Lindstrom
and to the second or third man. John knew those people.
John -- we didn't compensate, but we talked to Charlie and
Louie Escapul, who are quite knowvledgable, been in the mining
business, are professional miners, successful. There may be
others that I just can't recall at this time.

Q Let me ask you one last question, and I think it will
probably be my last one.

One of the important parts of this litigation involves

BOULEY. SCHLESINGER. DICURT!. SCHIPPERS, GARWOOD & ERWIN
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what percentage interest each of ‘the parties should have in
the project, and in your complaint, I believe you stated that
it's your position that Jim Briscoe and companies Jim is
involved with, should have no interest whatever.

What documentation do you base that view on?

A On a number. I was induced to make the investment
through fraudulent means in the beginning. The amount of
money I've put in reduces him down to zero. I'm suing him
for the amount of money that T put in. And there are others
that I don't recall at this time.

Q Okay. ‘Now, what is it about the existing documentation
that leads you to conclude that his percentage interest has
been reduced to zero?

A That paragraph.

Q If we have it nearby, could we take a look at it, and
you could help point out to me what language it is that you
are relying on.

A Page 4.

Q Okay. ‘Would you, for the record, recad the language
that you're relying on to support your position that Briscoe'sg
interest should be zéro?

A "IT the contributions of investors and the cash flow
resulting from the project are not sufficient to fund the
project at the level at which tﬁe parties desire to sustain

it, it's anticipated that the pirties may seek additional

BOULEY. SCHLESINGER., DICURTI. SCHIPPERS. GARWOOD & ERWIN
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funds, in which event it's anticipated that it may be neces-
saryvto reduce the respective interests of tgé parties to
enable the project to obtain additional funding." -

Q Okay .

Looking at that language, hawe the contributions of the
investors, and the cash flow resulting from the project been
sufficient to fund the project at the desired levels?

A T don't think I understand your question. -I've had to
put more money into the project, considerably.

@ So additional investor money has been put into this
project, is that what you're saying?

A Considerable amount of money has been put into this
project.

Q Has it been enough to run the project at the level
that you want?

A No. ‘More money will probably have to go in.

Q What are things that you want to be doing now that you

can't do with the existing amount of capital contribution?

A Oh, T don't know. I want to buy another plant, want
to expand the plant division. There are a lot of things.
Q Do the minecral properties down there justify expansion?

A We hope so.
Q Do you have any interest in eventually selling the pro-

ject to a major mining company?

BOULEY. SCHLESINGER. DICURTI. SCHIPPERS. GARWOOD & ERWIN
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A My training in business has been to consider anything -

Q Have you received any inquiries, direct, indireét,
tentative or otherwise, concerning a possible purchase of
the property?

A No.

Q If Briscoe heard of a possibility, are you at all
interested in learning about that from him?

A I'm always interested in talking to somebody who wants
to pay me money.

Q Do you have any dollar figure in mind that you think
that the entire project might be worth?

A No.

Q Any other thing you can think of here this morning that
would help me better understand the basis of the position
that you've taken in your complaint?

A No.

MR. KITTLE: I have no additional questions. I would
like the record to reflect that this deposition will be
continuing, and therec's some possibility that [ may wish to
resume the deposition at a later time.

MR. ALLEN: No questions, and I, if you will get me
my copy, and a signature page, I'11 get it taken for you,

okay?

THOMAS 1. SCHLOSS

BOULEY. SCHLESINGER. DICURTI, SCHIPPERS. GARWOOD & ERWIN
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STATE OF ARIZONA )
3 ) 882
COUNTY OF PIMA )

BE IT KNOWN that I, PETER L. DiCURTI, took the fore-
going deposition pursuant to the Rules of Civil Procedure
of the Supérior Court of thé State of Arizona at the time
and place stated in the caption hereto; that I was then and
there a Notary Public in and for the County of Pima, State
of Arizona; that by virtue thereof I was authorized to admin-
ister an oath; that the witness THOMAS H. SCHLOSS, before
testifying was duly sworn to testify the truth, the whole
truth and nothing but the truth; that the testimony of said
witness was reduced to writing under my direction; that the
foregoing 98 pages contain a full, true and correct transcrip+
tion of the notes of said deposition.

I FURTHER CERTIFY that I am not of counsel nor attorney
for either or any of the parties to said action or otherwise
interested in the event thereof, and that I am not related
to either or any of the parties to said cause.

IN WITNESS WHEREOF I have hereunto subscribed my name

and affixed my seal of office this 12th day of October, 1980.

Notary Public
My Commission Expires:

February 2, 1981.

BOULEY. SCHLESINGER. DiCURTI. SCHIPPERS. GARWOOD & ERWIN
REGISTERED PROFESSIONAL COURT R_EPLO'ITERS
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Arizona Coart geeporting

177 NORTH CHURCH AVENUE

RONALD L. LUNSFORD TRANSAMERICA BUILDING DEPOSITIONS
TUCSON. ARIZONA 85701 STATEMENTS
TELEPHONE (802) 823.3375 GENERAL REPORTING

October 31, 1980
Mr. Wade E. Speer

2121 S. Pantano Road Re: Tombstone Exploration v.
Tucson, Az 85710 Southwest Exploratio
No. 188423 :

Dear Mr. Speer:

Your deposition in the above-captioned case, taken
on October 21lst , 1980, is prepared and available to be
read and signed in our office.

We are located at 177 North Church Avenue and are

. open Monday through Friday between the hours of 8:30 a.m.

and 5:00 p.m.

We would appreciate it if you would take care of this
as soon as possible since the original transcript must be
filed with the Court. If the deposition is not signed by you
withh32 days from the date of your receipt of this letter,
we are required to file it with the Court along with a
statement as to the reason, if any, that you did not sign it.

Any changes in the form or substance which you desire
to make on this deposition can be made at our office and they
will be entered upon the deposition along with a statement
of the reasons given by you for making such changes.

Very truly yours,

Don L. Gautier, RPR %

cc: Kenneth L. Allen
Jay Kittle
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IN THE SUPERIOR COURT OF THE STATE OF ARIZONA
IN AND FOR THE COUNTY OF PIMA

TOMBSTONE EXPLORATION, INC.,
a Delaware corporation, et al.,

Plaintiffs,
-8 No. 188423

SOUTHWEST EXPLORATION ASSOCIATES,
INC., an Arizona corporation,

Defendants.
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DEPOSITION OF: WADE EDWARD SPEER
October 21, 1980

APPEARANCES :
MR. KENNETH L. ALLEN, Attorney at Law,
239 North Church Avenue,
Tucson, Arizona 85701,
for the Plaintiffs;

MR. JAY KITTLE, Attorney at Law,
509 Transamerica Building,
Tucson, Arizona 85701,
for the Defendants.

RONALD L. LUNSFORD

COURT REPORTER
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BE IT REMEMBERED that pursuant to Notice of
Taking Deposition in the above-styled and numbered cause,
the deposition of WADE EDWARD SPEER was taken upon oral
examination at 239 North Church Avenue, in the City of
Tucson, County of Pima, State of Arizona, before me,
bon L. Gdutier, a Notary Public in and for the County of
Pima, State of Arizona, on the 2lst day of October, 1980,
beginning at the hour of 10:30 A. M. on said day.
(Witness sworn.,)
WADE EDWARD S?EER,-
having been first duly sworn to tell the truth, the whole
truth and nothing but the truth, was examined and
testified as follows:
CROSS~EXAMINATION
BY MR. ALLEN:
Q Mr. Speer, state your full name for the
record, please.
A Wade Edward Speer.
Q Where do you reside, sir?
A 2121 South Pantano Road, Tucson.
Q Have you ever had your deposition taken
before?
No, I never have.
Do you go by Ed or Wade?
Ed.

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375
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Q Ed. Do you mind if I call you EA4?

A Fine.

Q BEd, let me explain a little bit about it
since you haven't had your deposition taken before.

As you may or may not know, there is a case pending
between some investors who I represent out of New York
and Mr. Jim Briscoe and various corporations that he is
involved_in.

And it is my understanding you at one time
or maybe still do work for Southwestern Exploration:
Associates; is that correct?

A I worked for them at one time, yes.

Q The purpose of your deposition, Ed, is to
find out facts, basically, both myself representing one
side and Mr. Kittle representing the other side, that may
or may not be important to the case but it is basically
a fact-finding situation.

The information that I have shows that you
had some involvement possibly with this project called
the Tombstone heap leach project down in Tombstone,
Arizona.

As we go through the course of the
deposition, I will be asking questions. If you don't
understand me, please tell me you don't understand and

I'll try to rephrase it or at least make it an

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375
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understandable guestion because if you do answer, I'm

going to assume that you understood the question and meant

to give the answer you gave. Okay?

A Okay.

Q Because the machine doesn't take down nods
of heads, although he can indicate that you nodded your
head, please answer verbally and with words other than
“Un~huh® and "Uh-uh," if you would, please. Okay?

A All right.

Q Also since you are not =-- ht least I don't
believe you are ~- represented by Mr. Kittle and don't
have an attorney here of your own, you have a right to
read and sign your deposition; in other words, read it
and make sure that Don took it down the way you thought
you answered it anyhow. And you can have the deposition
delivered to you, read it and make any corrections you
want before you sign it.

That is your choice to do or you can waive
it. It is up to you, basically.

A Okay.

Q All right?

A Does the deposition become public
information? What happens to it?

Q That's a good question. That's what I was

going to explain to you. A deposition can be used in a

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375
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court of law just like you were there. If by chance say
you are out of town at the time the trial goes on or
something has happened to you, whether you are either
injured, incapacitated or even killed, it can be used
just as though you were there.

' It does become public record as far as it
becomes a part of the court record. In other words, an
original is filed with the court and it will be there
during the course of this litigation and until the case
is closed. .

And it can also be used at the trial even if
you are there if the statements that you make in the
deposition are different than what you make in the court.
That is called impeachment.

Okay? 8o, that is really the purpose of the
deposition. It is to record your testimony soc that we
can proceed hopefully thinking we know the facts.

Do you want to make a decision on whether
you want to read and sign it now or do you want to wait
until the end of the deposition and see what you think?

A I would like to read it and sign it.

Q All right. Are you employed at this time,
E4?

A No, I'm not.

What is your business, occupation or

RONALDL. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375
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profession?
A
Q
employment?
A
Q
now?

A

‘ Q
Southwestern

A

Q

doing now?

A

Q
A
Q

Exploration geologist.

What was your last place or company of

Southwestern Exploration.

Are you doing any consulting on your own

No, I'm not.

When did you terminate your employment with

Exploration Associates?

In December of '79.

Are you going to school or what are you

No.

I don't mean to be nosey.

I've intended to take a year of vacation.

Fantastic. All right.

S0, December of '79, you terminated your

employment with Southwestern Exploration. Again not

trying to be nosey but did you resign, were you

terminated or what?

A

Q
A
Q

I resigned.

How long did you work for Southwestern?

Two years.

In what capacity?

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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A I was Exploration Program Manager for the
New Mexico Program.

Q Was that your position during the complete
two years you were there?

A Yes. In addition, I was General Manager for
the last six months.

Q 0f Southwestern?

A Of Southwestern.

Q First of all, in the first capacity, if you
could briefly or in as much detail as ybu need to, tell
me what was your job description; what did you do?

A Exploration Program Manager, an outside
client was funding exploration that we were doing as a
consuliting company for them looking for particular metals.
in New Mexico, just in the State of New Mexico. So, the
entire program was under my management and direction for

that outside client.

Q Did you operate out of Tucson or out of New
Mexico?

A Tucson.

Q It was your base of operations?

A Right.

Q Did you have any occasion while in that

capacity to do any work in your professional field at the

Tombstone heap leach down in Tombstone, Arizona?

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 6233375
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A Yes. I discussed it several times with
Mr. Briscoe because he was involved in the Tombstone
venture. We often got together and discussed the
geology of Tombstone because we were both quite familiar
with Tombstone.

In addition, I spent a day or two or one or
two trips to Tombstone to see the operation that was
going on.

Q During the two years at Southwestern, who
was your immediate supervisor?

A Jim Briscoe.

Q No one else during any of that time was
between you and Jim, let's say?

A No.

Q As far as directing your employment?

A No, they weren't.

Q The last six months you were General Manager,
what was your job description? I thought you said six
months; is that correct?

A Yes, the last six months of '79.

Q What was your job description or if you
would describe it to me?

A That was mainly involved in personnel
management for the company itself.

Q Again, Jim your immediate supervisor and you

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623.3375
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were maybe next in command; is that a fair statement or

not?

A Yes.

Q If you would, Ed, give us your educational
background from graduation of high school to the present.
Okay?

A All right. I have a Bachelor of Science
degree ip geology from the University of Missouri and I
have a Master of Science degree in geology from the
University of Arizona.

Q Could you give me the years that you
obtained those degrees?

A The Bachelor's degree I got in '69 and the
Master's degree was completed in '77.

Q At Southwestern were you also called a
Senior Geologist?

A Yes.

Q But in the capacity as Exploration Program
Manager in New Mexico; true?

A Yes.

Q I have some organizational charts here and
I am not sure what they mean.

A Senior Geologist sounds a little odd, being
young.

Q No, it doesn't to me because I have run into

RONALD L. LUNSFORD
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a lot of younger men who are Senior Geologists.

A That's a common term used in exploration.

Q You didn't have anything to do with land
status with the company or anything like that; is that a

fair statement?

A Yes. There was a separate Land Status
Department.
Q Well, let me make sure I don't misstate

something. Other than in your capacity as General Manager
that last six months, you might have ha& contact with
supervision of those different departments; would that be
a fair statement?

A More the management, personnel management
supervision, not the direct operations of those
departments.

Q When in point of time did you first become
acquainted in any capacity with Jim Briscoe, Ed?

A I have known Jim for almost ten years. I
worked for him once before here in Tucson.

Q Shortly after graduation from Missouri?

A Yes.

Q In what capacity?

A I was a field assistant for him doing some
field work.

Q For him personally or for a company?

RONALDL. LUNSFORD
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TELEPHONE 623-3375
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A He had his own personal consulting company.

Q Had you done any work prior to -- I guess it
would be either late '77 or early '78 when you went to
work for Southwestern -- had you done any work in any
other capacity for Southwestern Exploration Associates?

A No.

Q When in point of time did you first become
acquainted with the Tombstone area from a geological
standpoint? Would that be something you became
acquainted with in college or what? |

A Yeah. 1It's a classic mining district which
is a studied classbook example.

Q When did you first come into physical
contact with the Tombstone area? And I would now like to
keep it limited to where that particular heap leach
project that we are involved with in this suit is
located, in other words, right there around the town of
Tombstone. When did you first become acquainted with
it personally where you saw it or were on the property?

A That would have been in '76.

Q Prior to going to work for Southwestern?

A Yes.

Q What were the circumstances around that;
Ea?

A I went to work for the company that was

RONALD L. LUNSFORD
COURT REPORTER
TELEPHONE 623.3375




13

ot

[ &)

W 00 N O ;AW N

e v o L Y
w N = O

O{i)

=
(& 2 BN -

16

()

17

19
20
21
22
23

24
25

operating the heap leach.

Q Oh. Who was that?

A That was 71 Minerals.

Q In what capacity did you work with 71
Minerals?

A Geologist.

Q How long there at that particular project?

A I was there for six months.

Q What was 71 Minerals doing with that
particular property at that time? ‘

A They were heap leaching the old waste dumps
from the old mining operations.

Q When did you first become acquainted, if
you ever did, with a Mr. Richard Hewlett?

A Several years before that. I had worked for
him in an earlier company that he had.

Q Okay. Approximately when? I'm not trying

to stick you to months or anything but if you can give me

a year.
A 1.
Q Was that in Arizona or somewhere else?
A Yes, Arizona. He had an office here in
Tucson,

Q What capacity did you work for him?

A Again as Exploration Geologist.

RONALDL. LUNSFORD
COURT REPORTER
TELEPHONE 623-3375
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Q Okay. Did it have anything to do with the
Tombstone area, the work you were doing for him?

A No.

Q How long didyou work with Hewlett in 19717

A A year and a half.

Q During that period of time, Ed, did you have
any occasion to become acquainted --

A Excuse me. That was not --

Q Yes?

A Yes, that was in 1971. Tﬁat was not 71
Minerals.

Q You were working for Hewlett. He had
another company here in town.‘ Do you remember the name
of that?

A Sierra Mineral Management.

Q During your involvement with Hewlett for
that year and a half in 1971 and I guess '72, did you have
occasion to be involved in any kind of leaching projects
or processes?

A No, not any that were going on. It was
discussed. You know, in any mining exploration venture,
you discuss the possibilities.

Q The work that you did with 71 Minerals in
1976 involved the leaching of the old dumps there at

Tombstone; correct?

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375
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1 A They were leaching on the dumps.
2 Q They were leaching them?
3 A Yes.
4 Q Were you actively involved in that?
5 A No. No. My capacity was looking for
g | additional leachable ore in the district.
7 Q Have you ever heard the term "induced
g | Ppercolation system"?
9 A Yes.
10 Q When did you first hear that or become aware
11 | ©of it?
12 A It is a term that is used quite a bit as a
13| mining recovery process. I don't remember when I first
14 | heaxrd of it; probably in my college days.
15 Q This is some process that was known to you
16 | before you met Mr. Hewlett?
17 A I don't recall.
18 Q Did you ever discuss this process to your
19| knowledge, if you recall, with Mr. Hewlett?
20 A Oh, yes.
21 Q What was his involvement, if any, that you
20 | know of with the IPS or induced percolation system?
23| Was it something that he was trying to expand on or
24 | develop or what were the circumstances basically around
25 | his discussion about it?

RONALD L. LUNSFORD
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lo 1 A Okay. He had spent some period of time
2 studying and researching induced percolation and as an
j 7 3 extension of his earlier work at Tombstone on leaching,
'Q(\ 4 he investigated the field quite thoroughly and, in
| 5 essence, was specializing in leaching recovery of ores.
i : 6 From that he had a personal interest, I
Q{ 7 suppose, which took him on into induced percolation and
| 8 I worked quite a bit with it. He worked with some people
9| out of Reno who were involved in it in testing the new
VJ 10 | process. |
| 11 Q Did you ever work directly with him in
12 regard to this process, first of all, in a laboratory
o 13 type surrounding?
14 A No. It really didn't involve the work of
15 a geologist, other than just discussions, conversations.
° 16 Q Would it be a fair statement, Ed, that most
17 | of your discussions about this process with Hewlett were
18 | more in an academic and educational background from the
° 19| standpoint of you learning or you listening to him talk
j 20 | as opposed to actually putting it into practical use?
i 21 A Yes.
° 22 Q By your involvement, I mean.
| C 23 A My expertise is not in mining or metallurgy.
24 | 8o, there is very little input I could have into the
° 25| actual operation.
W hpone
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Q Okay.

A So, it was more just to keep me informed
what the company was doing.

Q All rxight. After the year and a half you

were with him in Sierra Mining Management or Minerals

Management --

A Minerals Management.

Q -= Minerals Management, did you have any
contact with him again until your employment with
Southwestern Exploration, profesaional'contact?

A Give me the dates again that you are
talking about.

Q Sure. Between the time you left Sierra
Minerals Management -~ which was his company, I under-
stand --

A Yes.

Q -- until your employment by Southwestern
Exploration Associates, did you have any contact with

liewlett, professional contact?

A In a very indirect way. We were friends and

acquaintances. Not that we kept in touch but we both had

an interest in the mining operation and venture in

Nevada in which he was an original owner and I was a

geologist that worked at that mine. So, in that capacity,

we had some of the same friends and acqguaintances.
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’Wk 1 Q What was the name of that mine?
id 2 A That was the McDermitt Mine.
’ 3 Q Also sometimes known as Cordero?
an; 4 A Cordero is the name of the previous mine
| 5 that was on the same property.
| 6 Q All right. You did have contact with him
? 7 professionally as an employee of Southwestern Exploration
8 | Associates; did you not?
9 A Yes,
% 10 Q When did-he as best you recall become
VJ 11 involved or in contact with the company Southwestern
12 | Exploration?
. 13 A  Gee, I would be afraid to give an exact
i 14 | date. It was probably in '79.
15 Q Did you participate in any way, Ed, in any
& 16 | presentations to prospective investors in the Tombstone
g 17 heap leach project?
18 Do you understand what I'm asking?
° 19 A Not exactly.
44 ¢ 20 Q In 1978, your first year of employment with
% 21 SEA -~ I'm going to call them SEA. It is easier for me.
° 22 Okay?
% ¢ 23 A Yes.
| 24 Q ~=~ did you do any geological work on the
° 25 Tombstone properties in Tombstone, Arizona for SEA?
(
L
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A Before I went to work for SEA?

Q No, no. During the first year?

A During the first year.

I'll say no but I'm guessing here., It is
the kind of thing that comes up in discussions.

Q Yes.

A There was certainly no funded work, extended
work done.

Q Really what I was looking for, Ed, is if
during 1978 -- I'm assuming that you wete employed
sometime at the end of '77-right at the first of '78 if
you were there for two years and terminated in '79,
December? v

A Right.

Q During that year of '78, do you have any
independent recollection of doing any in-field geological
work on the area known as the Tombstone heap leach
project which includes the contention and the area there
just to the west of Tombstone, the town of Tombstone?

A Yes. I'm hesitating because I don't know
the exact date. There was a time when before Mr. Hewlett
was hired by SEA that Mr. Briscoe and I discussed
Tombstone and Mr. Briscoe decided to put it together as
an exploration proposal as a promotional package.

Q Okay.

N R S PR AR i DI s A AR
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A And he sought my advice, discussion and

advice on that.

Q I understand the discussion. I am trying to

limit it to whether you did any in-field geological
study or work on the property itself; in other words,
where you visited it, took samples, did that type of
work .

Is that the same answer? 1'm not trying to
pin you down on anything. I realize you may have
discussed it with Jim --

A Right.

Q -~ as a prospective exploration project.

A And I visited thé property once to talk to
some of the people inveolved.

Q As to the timing of that, you are not sure
when?

A That's right.

Q Okay, good enough.

Now, getting back to my guestion in regard
to participating in a presentation, did you ever see
prior to February lst of 1979 a proposal on that
particular property put together by your company, SEA;
in other words, the exploration proposal to present to
prospective investors?

A I have never seen the proposal put together

RONALD L. LUNSFORD
COURT REPORTER
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by SEA.

Q That's good enough. At any time, you
haven't?

A At any time.

Q To your recollection, were you ever requested
to make any kind of geological report or opinions that
might have been included in any type of a project like
that; in other words, a proposal like that, if that is a
clear enbugh question? I don't know whether it is.

A My opinion about the property was asked
several times. Whether that was used in preparing some
sort of proposal or not, I don't know, because I wasn't
involved in those decisions.

Q I understand you may have been asked. Do
you recall ever writing an opinion as to the geological

feasibility or problems or benefits of that particular

area?
A A geological evaluation of Tombstone?
Q Right.
A No, I don't recallnkhat.
Q Did you ever meet ; gentleman by the name

of Tom Schloss?
A Yes, I knew Tom.
Q On more than one occasion?

A Yes.

RONALD L. LUNSFORD
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Q Do you recall when approximately you may
have first met him?

A In the early 70's. I would say it must have
been '71 or '72.

Q Would that have been involved in the
McDermitt properties?

A Yes.

Q What were the circumstances around any
dealings or acquaintances you may have had with him
during that period of time?

A I was a geologist working for Dick Hewlett's
company and Mr. Hewlett had an agreement with Schloss.
Mr. Schloss was an investor.

But I was a geologist and not involved in
anything other than that. 8o, I met him out in the field
when I was at McDermitt. I realized that he was one
of the investors.

Q And visited with him in a casual way, I
would assume; correct?

A Yes.

Q Have you ever made any recommendations to
him in your professional capacity at any time since you
met him for the first time? Do you understand that?

A No, I'm not sure of what you are getting at.

Q Well, have you ever worked for Tom Schloss?

RONALD L. LUNSFORD
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A No, I haven't.

Q Have you at the request of any of your
employers over the years made any recommendations or
given any opinions to Tom Schloss personally?

A Through my employers?

Q On behalf of your employers. Yeah, that's
good, either through them or at their request, have you
made any recommendations to him?

A I've made recommendations to my employers
which may have been passed on to Tom.

Q To your knowledge, you don't know whether
they were or not?

A I don't know if it was passed on or not.

Q ) All right. Do you remember being requested
by Mx. Briscoe to inspect the heap leaching operation at
Tombstone after it went into "operation"?

A Yes. You are talking about after Mr. Hewlett
was operating it?

Q Right. Did you become aware someétime in
'79 that Mr. Schloss had made an investment or part of an
investment in that project down there?

A Yes.

Q What were the circumstances around the
request by Mr. Briscoe for you to inspect the heap
leaching project in Tombstone?

RONALDL. LUNSFORD
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A I was asked to go to Tombstone. Mr. Hewlett
had been working in Tombstone and so there was a need for
someone from Mr. Briscoe's home office to go to Tombstone
and observe the operation.

Because of my experience in exploration and
I knew most of the people at Tombstone, not just
Mr. Hewlett but I have lots of friends and acquaintances
at Tombstone anyway because I had worked there before,
he asked me to spend a day and go and take a look at it.

Q Did he give you directionﬁ on what you were
to look for or what you were to do when you went down
there?

A Nothing other thﬁn see the operation, see
what Mr. Hewlett is doing, what's been accomplished, how
things are progressing.

Q Did you know, Ed, the circumstances around
Mr. Hewlett's employment by SEA, what he was to be doing
for the company?

A In a general way.

, Q That's good enough. Tell me the general
understanding.

A  He was the manager of the Hydrometallurgical’
Division of SEA. I was working in the Geology Division
of SEA. 8o, we didn't work together or cross paths:

very much.

RONALD L. LUNSFORD
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But he was the only employee of the
Hydrometallurgical Division so he pretty much had a free
rein to do what he wanted to do.

Q Did his job as Hydrometallurgical with SEA
change to your knowledge? In other words, did he move
out of the company into something else during his
employment there and your employment there?

A I'm not sure I understand what you are
getting at.

Q S0 we don't have to spend.all day beating
around the bush here, it is my understanding that he took
over the running of the Tombstone heap leach for a period
of time, the actual operations of the company.

A He was in charge of it, ves.

Q To your knowledge, was he doing that through
SEA or was he doing it through some other entity?

A I assume that it was his capacity with SEA.

Q Was there a problem, a particular problem
or difficulty that Mr. Briscoe was concerned about when
he sent you down to take a look at this heap leaching
operation to report back to him that you are aware of?

A Yes. I'm not sure I could say it was a
particular, specific problem but there was concern about
things having taken longer than the original plans had
anticipated.

RONALDL. LUNSFORD
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Q At the time again right prior to you going
down there when you were being instructed by Mr. Briscoe,
was there any concern or did he register any concern to
you orally of the costs or budget that was involved down
there?

A Yes, he did.

Q Can you tell me as best you can recall it
what he advised you his concern was or his desire for you
to check on was, if I can put it that way?

A Yes. Mr. Briscoe expressed quite directly
his concern that he had a client, Mr. Schloss, who had
invested money to operate the Tombstone operation and
since things were going slower and not as productive, as
fast as the original plans that Mr. Hewlett had given to
Mr. Briscoe, he was concerned then of what was going on,
how the money was being spent and was it being spent
correctly and were things being done as best they could
with the money that was available.

Q At that point in time, Ed, were you aware of
what type of budget or plans had been presented to the
investors --

A No.

Q ~- as to time table?

A I was never involved in those things at all.

I felt like I was being sent down there with less

RONALD L. LUNSFORD
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information than I needed but Mr. Briscoe never involved
me in this.

Q So, other than to give a report of your
observations, you really had nothing to compare with what
you should or shouldn't be doing in regard to a proposal
or project plan; correct?

A Yes.

Q Did you ever in any of your capacities with
SEA become aware of what the proposal was and what should
have been being done?

A No, I never did.

Q As a result of that trip, you made a report
to your employer, Mr. Briscoe; did you not?

A Yes.

Q Let me show you what I'll have marked as
Exhibit 1 and ask you if that is a copy of it?

(Brief pause.)

A Yes, that's it, that's my memo.

Q All right.

(Plaintiffs' Exhibit 1 marked for identification.)

After this recommendation to put more money
into the project and I think a general recommendation
from your observatiorns contained in the last paragraph,
did you have any involvement professionally with the
project itself?

RONALDL. LUNSFORD
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A I was not involved in any of the additional
work done at the property through the operation that was
going on already. I think I did visit the property --

I visited the property at one time and collected some
samples. I don't remember if it was before or after
this particular time.

Q Did you make any reports on that effort, in
other words, the collecting of samples, to Briscoe?

A A written report, a memo, I don't recall.

I should have but I don't really recall.

Q If you had taken samples and visited the
property in that capacity, would you have turned in a
time slip on the project itself?

A There would be records of my visit, yes.

Q In other words, based on your understanding
of the workings of SEA during 1979, was it the practice
if an employee of SEA went to a particular project and
put in time, that you would record that or give it to the
bookkeeper at SEA for billing purposes?

A I'm sorry, I didn't follow all of that.

I got lost halfway through it.

Q It was a long one. Based upon your
knowledge of the billing procedures at SEA during 1979,
if you as Senior Geologist or Program Director or whatever

Program Manager, visited a particular project that SEA

RONALD L. LUNSFORD
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was involved in at the request of Mr. Briscoe, would it
be your practice to put in a time slip for something so
that the company could bill for your time?

A Yes.

Q Do you have any independent recollection, Ed,
of actually doing billable type work on the Tombstone
heap leach project after May 6th, 19797

A The date there would make it impossible for
me to answer because I just don't remember.

Q Really, after this visit where you make your
recommendations, do you have an independent recollection
of being on the property and doing any geological work
or any observatory type work?.

A After that date?

Q Yes.

A I just don't remember.

Q Fair enough.

A Now, I know that some of the work, some of
the investigation that I did and discussing it with Dick
Hewlett or discussing it with Jim Briscoe was under the
interest of the project that I was working on in New
Mexico because the leaching process is also applicable to
uranium which is the project I was working on in New
Mexico.

Q All right.

._f
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A 8o, some of the time that I spent on
discussing Tombstone might not have been billed to the
Tombstone operation. It might have been billed to my
project.

Q After your visit to the Tombstone project
as shown by Exhibit 1 on May 6th, 1979, did you have
any discussions about the project with Tom Schloss?

A At times I discussed with Tom the project
but I don't remember if it was before or after May 6th.

Q Go ahead.

A And particular, we discussed the samples
that I had collected from Tombstone.

Q At any time between the first of January,
1979, and your termination with or your resignation from
SEA, did you make any representations to Tom Schloss, Ed,
about the project at Tombstone, the Tomstone heap leach
project? In other words, by "representations,” I mean
that it was a good geological target or anything along
those lines in your capacity as a geologist.

A I don't remember exactly if. I do know that
I talked to Tom once or twice and I Ygenerally have
enthusiasm for Tombstone. So, I suppose or I'm sure that
I would have passed that on.

Q You also based on your past employment with

71 Minerals had knowledge or some knowledge at least, did
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you not, Ed, of what had been done on the property prior
to Schloss and Briscoe's operation in 19797

A I was on the property for six months in '76.

Q You knew that they were leaching the
old dumps; correct?

A Yes.

Q Did you know what type of solution they were
using to leach with?

A A cyanide solution, yes.

Q Were you aware before I believe February 9th,
1979, of the type of process that SEA was recommending
be used on the heap leach with Mr. Schloss and his
involvement? |

A I didn't follow the question.

Q Were you aware prior to February 9th, 1979,
which is the date a contract was signed between Schloss
and Briscoe to operate that heap leach project -- what
I'm asking you is before that time did you know what type
of a leaching process SEA was recommending be used?

A I had discuapgd it a bit with Mr. Briscoe
and Mr, Hewlett but I'm not ; metallurgist, so they were
just £illing me in.

Q Do you recall what type of solution leach
process it was going to be that they were recommending?

A No, I don't.

RONALD L. LUNSFORD
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Q Okay .

A Many different solutions are possible and
they were all discussed and talked about.

Q At the time you visited the property on May
6th, 1979, you were aware that sulfuric acid was a part
of the solution, were you not, because of your
observation of a tanker truck coming in; correct?

A Sulfuric acid is a solution that is used.
It is not the leach solution.

Q So, you are not aware of what type they were
using really at that time, May 6th?

A  Yes, they could not have been using cyanide.
I definitely know that.

Q Okay .

A I think they were using one of the sodium
thiosulfieds.

Q Good enough.

A Which follows the acid solution. I have
forgotten the term for it. First you put the acid on and
it is called a pre-soak.

Q Yes.

A Then you put on the actual leach solution
itself.

Q Had you seen anything in your work with SEA

while you were an employee there of reports on how this
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system of Mr. Hewlett's was going to work or, you know,
a presentation of that type?
A Engineering data?
Yes.
No, no.

Or chemical data?

oL ¥y O

No.

Q Did Mr. Hewlett ever tell you what experience
he had had in the past with his process that he was going
to use at Tombstone; in other words, whether he had
tested it before or anything like that?

A In discussions, I got the impression that
this was all just a test, a metallurgical test to begin
with. It was not a proven, established recovery method.

And I assumed we were going into it under
the assumption that it was -~

Q -=~ a test?

A ~-= a test.

Also testing not only the process and the
chemicals but also how they react to the particular ore
that is on that property. This is just standard
operations.

I don't recall Mr. Hewlett ever having used

the process on another property, if that's what you are

getting at.
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Q So, based upon your discussions with
Mr. Hewlett, there was no question in your mind that this
was a new process that wasn't proven and that they were
really going to test it, not only from a chemical
standpoint but as to how it reacted on the particular
ores or dumps at Tombstone?

A Yes. And I'll follow that up by saying that
there wasn't just one test run. Mr. Hewlett performed
many tests while he was working at Tombstone, different
chemicals, different concentrations, different times and
that sort of thing.

Q And again in your capacity at least with
SEA, you at that point in time or at any time prior to
that were not aware of what representations Mr. Hewlett
and Mr. Briscoe may have made to the investors as to the
process that they were going to use?

A I never saw the reports. I was under the
assumption that they were going to do a crushing or that
crushing was involved. But whether that really was part
of the operation that was actually presented to Mr.
Schloss, I don't know.

Q Just out of my curiosity, based upon your
experience with Mr. Hewlett and Mr. Briscoe, would it
surprise you professionally e and I use the word

"surprise" as best I can; okay? -- would it surprise you
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professionally if it was presented to Mr. Schloss that
this method of Mr. Hewlett's was a proven process?

MR. KITTLE: May I ask that that question
be rephrased? 1I'm having a little trouble understanding
it.

MR. ALLEN: Well, I'm not sure I understand.

If you don't understand it, I'll
rephraoe.it.

THE WITNESS: Please rephrase it.

BY MR. ALLEN:

Q Okay. Would it surprise you that if the
method of recovery and leaching process that Mr. Hewlett
was going to use on the Tombstone heap leach was presented
to Schloss and investors as being a proven recovery
method?

MR. KITTLE: I object to the form of that
question because I think it calls for speculation about
information that this witness has already said he doesn't
have.

BY MR. ALLEN:

Q Can you answer it? See, we make objections
for the record. Okay?

A All right. ©Not being involved in the deals
that were made, the contracts that were made, I have no

information whatsoever there.
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You asked what kind of an impression I would
have of a deal that they would make?

Q Yes.

A Professionally, I would think that
Mr. Briscoe and Mr. Hewlett would have explained what
they were getting into.

Q Okay.

A I particularly know working with Mr. Briscoe
as much as I have that things are done on a step by step
procedure, a systematic approach.

Q Fair enough.

The last six months of '79 as General
Manager of SEA, would you havé been familiar, Ed, with
the billing on particular projects for SEA?

A That's obviously a sensitive guestion. SEA
worked for several different clients.

Q Sure.

A And we kept a confidentiality of those
clients which meant that in the office, we had a rule
that someone who was involved in the manaégment of one
project or one client's work would not get involved or
even know about the details of work involved in another
client's projects and works.

Q Yes.

A Obviously as General Manager, I kind of

RONALDL. LUNSFORD
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1| cross over that line just a little bit.
2 Q Sure.
3 A But the answer to the question is no, it was
4| quite well-laid out that even though I was General
5 | Manager, I was not to cross into such things as what was
¢ | being billed to other clients and how much it was and
7 that sort of thing.
8 Q The: only person that would know that would
9| be Mr. Briscoe, I would assume; right? Somebody's got to
10 | know.
11 A Or the bookkeeper.
12 Q The reason I asked that question, and I'll
13 | Preface it by this, did you become aware at a point in
14 | time as General Manager that SEA withdrew from any
15 | responsibility for the Tombstone project?
16 A No, I didn't know that specifically. I knew
17 | that there arose some disagreement between the two
18 | parties and SEA stopped their involvement, at least as
19 | far as I was concerned from what I knew.
20 Q As General Manager, were you aware of whethexr
21 | or not say in October, November and December of 1979,
22 | there were any SEA employees working on behalf of the
23 | Tombstone heap leach project?
24 A I would have to check the records. SEA
25 | would have records of that.
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Q The reason I ask that is that during the

time you were General Manager, in fact November 16th and
before, I believe, a gentleman by the name of Tom
Waldrip, Jr., the SEA Land Division Manager, wrote
numerous letters to creditors and prospective creditors

of the Tombstone heap leach project advising them that

"The Southwestern Exploration Associates, subsidiaries

and other related corporations have not had nor will in
the future accept any obligations or responsibilities
for debts incurred by the present Tombstone heap leach

operators; to wit, Tombstone Exploration, Inc."

Do you recall any of those things being

discussed in the company that you were away of?

A I recall that such a letter of that nature

was made up by Tom. Tom was kind of wearing two hats
there, not only Land Division Manager but he was, like
most of us in the company, wearing two hats. He was
also unofficially the manager from SEA's standpoint of

the Tombstone project.

But since that involved another client, I

was not involved in those things at all. My duties as
General Manager were only in the line of personnel
management within the company, not the goings on of

individﬁi; projects, except for my own projects.

Q BEd, are you aware of where Mr. Hewlett is
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today?

A No, I'm not.

When was the last time you saw him or talked
to him?

A When he was still working for SEA,.

Q You haven't had any other professional
contact with him since December of 1979 --

A No.

Q == or before then?

MR. ALLEN: I think that is all.
Have you got any, Jay? Go ahead.
MR. KITTLE: No, I have no questions.
BY MR. ALLEN: .

Q Let me just ask you this: My records show
that during some time between July 2l1st, 1959, and August
3lst, 1979, you were billed out for $30 on the Tombstone
project for one hour. I'm just curious if you know what
in the world that might have been?

A No, I wouldn't recall it. It might have
been a discussion with Jim,.

Q Okay .

A What was the date on it again?

Q Between July 2lst and August 3lst, 1979.

A No. I was going to say it might have been
the hour I spent writing that memo but it is a different

RONALD L. LUNSFORD
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date.

Q Yes. Just so I understand this system,
when you went to computer billing out there, there are
six letters before Exploration Program Manager and then
it says "CCE WES." I'm assuming the "WES" are your
initials.

A Right.

Q Can you tell me what the "CCE" is or is that
just a code?

A Each one of them is a separate code. I
don't remember what they were.

Q The reason I assumed that "WES" is your
initials, the one right above.it is "JAB, Registered
Professional Geologist."™ That I believe we have
established is Mr. Briscoe's initials.

A Right.

Q Okay. Did you have, Ed, any kind of
ownership rights to the Tombstone project in any way; in
other words, a percentage interest in any of the SEA
subsidiaries’' or companies' involvement with the Tombstone
project?

A No, I didn't.

Q You were strictly employed, paid a salary:
is that correct?

A Yes.

RONALD L. LUNSFORD
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Q And that's true at least in regard to the
Tombstone project throughout your employment with SEA?
A Right.
Q Are you familiar with or do you know what
Austin Mining and Milling is?
A No, I don't.
Q How about SEA Hydromet, Inc.; do you know
what that is?
A That would be the corporation that
Mr. Briscoe and Dick Hewlett set up when Mr. Hewlett
came to work for SEA,
MR. ALLEN: Okay. I guess that's it.
MR. KITTLE: I do have one.
MR. ALLEN: I figured I would get you to
ask something if I waited long enough.
MR. KITTLE: I finally thought of one.
EXAMINATION
BY MR. KITTLE:

Q Recognizing that Jim Briscoe and Dick Hewlett

had set up this company together called SEA Hydromet,
when Dick did certain work down at the Tombstone heap
leach, how could you tell whether he was doing that as

an employee of SEA Hydromet or whether he was doing it

as somebody hired by Southwestern Exploration Associations?

A I would not know. I have no way of knowing.

RONALDL. LUNSFORD
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MR. KITTLE: Fine. That's really the only
gquestion I have.
FURTHER CROSS—-EXAMINATION
BY MR. ALLEN:

Q Along those lines though, Ed, do you know
when in point of time that this Hydromet Corporation
was set up and what its relationship was with SEA?

That's a multiple question. First of all,
do you know when the Hydromet Corporation was set up?

A I could guess at times. I assume it was
when Mr. Hewlett showed up on the scene.

Q Okay .

A Sometime in '79. I'm afraid I can't help
you very much there. Mr. Briscoe never involved me in
his business activities, unless it was involved with my
project.

Q Southwestern Exploration Associates, Inc.,
based on your knowledge of it had more than one
subsidiary; correct?

A Yes.

Q They had a technical services group which
they had a corporation called SEA Photography, Inc.

Do you recall them?
A Yes.
Q And they had at some point in time this SEA
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Hydromet, Inc. which was the Hydrometallurgical Division?

A Right.
MR. ALLEN: That is all I have. Thank you,

sir.

(Deposition proceedings concluded 11:30 A. M.,
October 21, 1980.)

Wade Edward Speer

RONALD L. LUNSFORD

COURT REPORTER
TELEPHONE 623-3375




Q

Q

a H W N

(o BTl » o JSPR N BT -

10
11
12
&3
14
15
16
37
18
19
20
21
22
23
24
25

CERTIFPICATE
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STATE OF ARIZONA )
) 8s .
COUNTY OF PIMA )

I, Don L. Gautier, a Notary Public duly
commissioned under the laws of the State of Arizona, in
and for the County of Pima, do hereby certify that I took
down in shorthand the qguestions propounded to and the
answers given by the witness at the time and place herein-
above set forth; that said witness, before testifying, was
by me duly sworn to speak the truth, the whole truth and
nothing but the truth in the cause aforesaid; and that
the foregoing is a full, true and correct transcript of
the testimony given by said witness.

I further certify that I am not an attorney
or counsel for either of the parties, or a relative or
employee of any attorney, counsel or party connected with
the action, or financially or otherwise interested in the
action. (

WITNESS MY HAND AND SEAL at Tucson, Arizona,
this 29th day of October, 1980.

Notary Public

My Commission Expires:
August 29, 1982
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JFROM: WES s

DATE: May.6, 1979

RE: My trip to Tombstone on Wednesday, May 2, 1979, to inspect

the heap leaching operation.

On May 2 I traveled to Tombstone, Arizona to see first-hand Dick
Hewlett's heap leaching operation and to study its application to
our uranium exploration program in New Mexico. However I was
immediately struck with the inefficiency caused by the use of
used equipment and the lack of proper supplies. I plainly saw
several cases of excessive down time, delayed schedules and
costly additional work that was due to non-functioning, used
equipment and lack of proper supplies and equipment. In
particular, scheduling of work that is of a consecutive nature is
difficult, if not impossible, when one does not know if equipment
is going to work when it is supposed to, or if one piece of
equipment fails and this causes additional delays in the overall

program. This was evident at Tombstone in the few hours that .I

was there where, for instance, the major expense for the day was

- delivery of a tanker trunk of sulphuric &cid which had to be

stored in a makeshift, unanticipated storage tank because the

intended storage tank leaked and the sprinkler system was not yet
'in operation due to the use of salvaged, used pumps and plastic

pipe. This situation reminded me of an expression a friend of
mine used to use, "A dollar waiting on a dime." 1In the case at
Tombstone, the lack of $20 worth of plumbing and electrical
supplies disrupted the entire day's work for about seven people
and resulted in schedule disruptions which will take several days
to correct.

My recommendation 1is obvious. Enough money should be
appropriated to the job in order to get it done with new
equipment and plenty of the necessary supplies before the job is
underway. It can easily be seen that, given the present

situation, some minor mechanical problem could come up and.

prevent the entire project from being completed. 1In other words
the project could become a complete failure based on the failure
or inappropriate use of a piece of used equipment. O0f course,
much more likely is that the project will take twice as long to
accomplish as need be, resulting in an overall greater cost than
if new equipment and sufficient supplies were utilized in the
first place.

)£
WES/kar

P-418

Qe \j""'M S':'("i°<s




