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‘ . : . IN REPLY REFER TO:

UNITED STATES
DEPARTMENT OF THE INTERIOR

GEOLOGICAL SURVEY
WASHINGTON, D.C. 20242

OFFICE OF THE DIRECTOR March 17, 1966

Memorandum
To: Director
From: Chief Auditor

Subject: Internal Audit of Contract 2200
Docket No. OME-6373 (Silver)
Escalante Silver Mines Company, Inc.
Escalante Mine
Iron County, Utah

We have made a cost review of Contract 2200, examining the contract and
accounting records and files of the Office of Minerals Exploration and
the Branch of Budget and Finance. Also, we examined the Contract
Operator's reimbursement vouchers for the months of June to October 1965
and the payments made for the Govermment's 75 percent contribution to the
contract operations. Our examination of the October 1965 voucher was a
preaudit before payment on it had been made. We noted one minor item of
claimed costs on previous vouchers which was disallowed but should be
allowed. Also, the Field Officer, Region III, has proposed a disallow-
ance of claimed costs on the October 1965 voucher relating to an item
that is properly allowable under the contract terms.

This contract contemplated the performance of certain exploration drilling
from the surface and the necessary dozing of drill sites by independent
contractors. When the drilling contractor was ready to start, it was
found that a contractor to do the dozing was not available. In order to
proceed with the work, a tractor belonging to an employee of the Operator
was pressed into service and the dozing was accomplished. The Government
has not participated in any of the dozing costs as of this date. Also,
the contract failed to make provision for the cost of mud additives, con-
ditioners, and cement necessary in the drilling program. The Operator has
not claimed these latter costs, nor the dozing costs, in his vouchers. In-
stead, it was agreed between the Operator and OME that an amendment to _the

-contract would be executed and that a supplemental voucher would be sub-

mitted for Government participation in the costs determined by the amendment
to be acceptable.

It appears that the cooperation between the Operator and the Government's
representatives in this case has been excellent and that settlements made
or proposed in this case have been or will be adequately supported and in
conformity with the contract provisions.

Williem T. McClelland
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REPORT OF COST REVIEW - CONTRACT 2200
DOCKET NO. OME-6373 (SILVER)
ESCALANTE SILVER MINES COMPANY, INC

' ESCALANTE MINE
1RON COUNTY, UTAH

INTRODUCTION

By memorandum dated February 8, 1966, the Chief, Office of
Minerals Exploration, U.S. Geological Survey, requested an interim
audit review to determine the exact monetary status of the subject
contract and what amendments and supporting material might be needed
in order that all of the work performed und?t the contract is eligible

for Government participation. The necessary examination of the records

. and preparation of the report was authorized by the Chief Auditor onm

February 21, 1966, under Audit Assigmment No. 47 and‘waa performed on
February 23 and 24, 1966.

Thii_contract was entered into on March 22, 1965. It provided that
the Operator should begin the uofk on 6: before June 1, 1965, and should
complete the work within 8 months from the date of the contract.

| The purpose of ché project was to explore by wireline core drilling
from the surface for deposits of silver ore in a fissure vein traversing
water-lain volcanic sediments consisting of 1ntet5¢dded tuffaceous sand-
stone and tuffaceous conglomafite on 3 patented and 6 unpatented lode
mining claims located 1@ Iron County, Utah, owned by the Operator. The
proposed work consisted of approximately 5,400 feet of overburden and core
drilling from a maximum of 13 drill sites.

The drilling contract was awarded by the Operator to Boyles Bros.
Drilling Company, Salt Lake City, Utah, who moved drilling equipment to

the property on May 31, 1965, and started drilling operations on June 6, 1965.





A total of 5,268 feet of drilling in 13 drillholes was completed and
the drill was removed from the property on October 17, 1965.

The Government has participated in certain costs incurred during
the period June through September 1965, and the Operator has submitted
a Qouchet for Government participation in similar costs incurred during
October 1965. Certain other costs incurred by the Operator have not
been strictly in accordance with contract provisions. Consideration
is being given by OME to amending the contract to permit Government

participation in such costs applicable to work actually accomplished.

SCOPE_OF THE AUDIT

Our examination of OME Contract 2200 with Escalante Silver Mines
Company, Inc., 1nc1udéd: (a) a review of the monthly voucher and sup-
porting documents, (b) comparison of the claimed costs with the contract
and pertinent échedules, (¢) confirmation Qf work performed by reference
to reports and cdrrespondence, and (d) a determination of the reasonable-
ﬁeas and propriety of the costs.

The principal objective of our examination was to ascertain whether
or not the Contract Operator had complied with the provisions of the

contract, and to determine the effectiveness of contract administration
and supervision by OME as well as the degree of compliance with the
laws, policy determinations, and administrative regulagiqns aﬁd proce=-
dures governing the Geological Survey and its predecessor mineral ex-
ploration agencies. The report ptesentc our findings and conclusions,
together with our fecommendations and other suggested action where

applicable.





AUDIT FINDINGS ‘

General

The major portion of the work performed in connection with this
exploration project was accomplished by Boyles Bros. Drilling Company,
who were reimbursed on the basis of number of units of work performed.
Other acceptable costs were based oﬁ salaries and wages paid to super-
visory and technical employees, actual time of laborers, statements of
assays performed by Union Assay Office, Inc., Salt Lake City, Utah,
and agreed unit rates specified in the contract.

The Field Officer, OME Region II11, Denver, Colorado, was the

" Government's field representative in connection with this exploration

project. He certified the monthly reimbursement vouchers submitted by
the Operator as being complete and accurate to the best .of his knowl-
edge ahd.belief. These @pproved vouchers have included only such
charges as are deemed to be in accordaneé with the contract terms and
have omitted certain other costs incurred for the benefit of the ex-
ploration work that are not deemed to be acceptable under provisions in
the contract as now written. An(ﬁnendnent to the contract is being con-

sidered, the effect of which would be to make some portion of these costs

. acceptable for Govermment participation.

The Operator has submitted vouchers for the period June through
September 1965 claiming costs subject to Govermment participation on a
75-percent basis aggregating $34,450.65. Of this amount, $5.19 for

payroll taxes was disallowed so that the accepted costs for Government

participation amounted to $34,445.46. The Operator has been reimbursed

in the amount of $25,834.101‘£9present1ng 75 percent of the accepted costs.

e ———
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Our examination disclosed that all of the costs in which the
Government has participated to date have been adequately supported
by satisfactory documentation and are well within anj maximum allow-
ances provided by the contract.

It is noted that a Boyles Bros. Drilling Company invoice, dated

June 30, 1965, included a charge for reaming 26 feet of Hole No. 3

at $3.20 per foot. The Operator requested Government participation

on his June 1965 voucher for 26 feet of reaming at $3.00 per foot.

The Field Officer disallowed the 1tem because it was not clear whether
NX size at $3.00 pei foot or BX size at $2.75 per foot was involved.
The amount of $78 was again claimed on the July 1965 voucher and was
shown to be NX size reaniﬁg. The amount was again disallowed. We
discussed the matter with the Chief, Office of Minerals Exploration
and it was his view that this item is properly allowable as BX reaming

at $2.75 per foot or in the amount of $71.50.

Claimed Cost Not Settled

Our review of the voucher~submitted by the Operator for costs
incurred during October 1965 indicates that all bf the costs afe
adequately oupported by satisféctory documentation and are within
maximum allowances provided by the contract.

'The Field Officer has proposed a disallowance of claimed costs
amounting to $306 for 25% hours of cementing at $12 per hour. This
proposed disallowance is based on the fact that the total claimed
costs include 125% hours of cementing labor performed by Boyles Bros.
Drilling Company, whereas the estimate of costs included in Exhibit A
of the contract indicates 100 hours as an estimate of the amount of

such work as may be necessary in the exploration.

-4 -
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The total cost of $37,532, incurred under Category (1) Independent
Contracts, is a maximum which may not be exceeded for Govermment par-
ticipation. Likewise the unit rate of $12 per hour is a maximum for
Govermment participation. Neither of the maximums has been exceeded
and the Field Officer should withdraw his proposed disallowances.
It is noted that this voucher had not been signed by a represen-

tative of the Operator.

We recommend that proper signatures of the Operator's represen-

‘tative be secured on MME Forms 60 and 61 and the voucher be processed:

with Government participation in the costs claimed for October 1965 -
amounting to $4,930.92, plus $71.50 for 26 feet of reaming previously

disallowed.

Proposed Amendment
The contract provided for 130 hours of bulldozing roads and drill

sites at a maximum of $15 per hour ander Category (1) Independent Contracts,
Exhibit A of the contract further provided that the bulldozer should be

not less than a D-7 Caﬁerpillar dozer or an equivalent unit of any other
make.

The Operator was unable to secure a contractor with a D-7 Caterpillar
dozer to do the work. Instead, a D-6 tractor was rented for $150 per month
from Mr. Ivin E. Hunt. The av#ilable records indicate that Mr. Hunt was
employed by the Operator at $2.50 per hour during the exploration period
and that the Goveinment has participated in Mr. Hunt's wages. The avail-

able records do not indicate how much of his time was spent on bulldozing
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and how much was spent on other duties. The docket file does not
indicate vhat, if any, costs were incurred for operation or repairs
of the tractor.

The exploration contract provided for as much as 500 bags of
drilling mud to be furnished by the drilling contractor at a maximum
rate of $1.40 per bag. The exploration contract did not make provieion
for mud additives, conditioners, and cement necessary in the drilling
program. The invoices from the Boyle Bros. Drilling Company indicate
that such items were charged to the Operator and that the Government
has not participatéd in any portion of such additioﬁal costs. Apparently
the failure to include such items in the allowable costs was due to ovér-
sight or mutual mistake by the Government and the Operator.

We find that an amendment of the contract to make the bulldozing
costs and the cost of additives, conditioners and cement eligible for
Govermment participation would not result in overexpenditure of funds
allocated to the contract. The propriety of such an amendment to the
contract is a matter for administrative or legal détermination by OME.

We noted that the Operator has not yeﬁ furnished the final report
contemplated by Articig 5(c) of the exploration contract. OﬁE}may wish
to withhold an amount from the October 1965 settlement with the Operator

until such time és a satisfactory final report is received. -
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Government's Copy

EXPLORATION CONTRACT
ESCALANTE SILVER MINES COMPANY, INC.
. OME-63T3

AMENIMENT NO, 1

It is agreed this 4th _ dey of _ April , 1966,
between the United States of America, acting through the Department
of the Interior, U. S. Geological Survey, hereinafter called the
“"Government," and Escalante Silver Mines Company, Inc., hereinafter
called the "Operator,” that Exploration Contract 2200 (OME-6373),
dated March.22, 1965, is amended as follows: .

1. Effective March 22, 1965, the date of the contract:

(a) In Exhibit 4,

(1) Under the heading Description of the Work,

(1) The first paragraph is revised to read
as follows: :

The work shall consist of bulldozing access
roads. to and the leveling of a maximum of thirteen
(13) arill sites on seven (7) lines using not less

* than a D-6 Caterpillar dozer or an equivalent unit
of eny other make. B :

(11) Under the heading Estimated Costs of the Work,

(1) Under the heading Actual) Costs, Category
' (1) Independent Contracts,

'(a) The first item relating to bulldozing is
deletedﬂ

.(b) The last item relating to drilling mud is
. revised to read as follows: _

Drilling mud @ $1.40/bag and necessery
conditioners, additives, and cement 1,750.00

(c) The total of the Category is reduced from
$37,532.00. to $36,632.00.
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(2) A new category, Category (4)--Operating
Equipment, Subcetegory (a)--Rental is added as
follows: 4 ..

Rental of bulldozer,
S months @ $150.00/month $750.00

Mobilizatioﬁ and demobilization
of bulldozer 150.00 a$900.00

2. Effective September 3, 1965,

(a) In Exhibit A,

(1) Under the heading Description of the Work,

(1) The second paragraph is revised to read as
follows:

Two holes shall be drilled along each line except
the third, fourth, snd fifth lines where 1 hole, 3 holes,
and 1 hole respectively shall be drilled. The first
line shall be approximately 500 feet southerly and
parallel to the north end line of Enterprise No. 1 claim
and the other lines shall be parallel to the first line
at intervals of approximately 250 feet southerly except
lines 3 and 5 which shall be approximately midway between
lines 2 and 4 and 1ines LI and 5, respectively. Not in
excess of 5,h00 feet of drilling shall be performed under
this contract.

‘ (2) The third paragraph is revised to read as
follows:

The holes shall be drilled to traverse the target
vein structure at intervals of approximately 250 feet
along the strike of the vein except as noted under (1)
and shall bottom not closer than approximately 200 feet
along the dip of the vein to the other hole or holes
drilled on the same line.

This esmendment shall not be construed to increase the estimated
total cost of the contract, the aggregate amount which the Government may
be required to contribute, the amount of any item designated as a maximum,
nor the fixed unit cost of any item of work. |





Executed in quadruplicate the day and year first above

written.

THE UNITED STATES OF AMERICA

: G
By Aire S '
v Chief, Office off Minerals Exploration

Y. S. Geological Survey

ESCALANTE SILVER MINES COMPANY, INC.

e s o e

7S/

Fori

Agail dal, Citd
i





- June 1963 DEPARTMENT OF THE INTERIOR

- hereinafter called the "Operator,” as follows: :

'under without the written consent of the Government. -

.correctly describes the land which 1s the subject of this contract and the nature of the Operator's
-right of property and possession therein (whether as owner, lessee,.or otherwise), and that such
-right, title, or interest is subject only to the following claims, liens, or encumbrances: '

‘ Government's Copy

MME Form 50 . ' UNITED STATES OF AMERICA
OFFICE OF MINERALS EXPLORATION

EXPLORATION CONTRACT

(Long Form)
Docket No. Commodity Contract No. ) County State
oM=6373 ~ Silver 14-23-090- 2 2@@ Iron Utah
It is agreed MAR 2 2 L) ; between the United States of America, acting through the

(Date)

Department of the Interior, Office of Minerals Exploration, hereinafter called the "Government‘,'." ‘and

Escalante Silver Mines Company, Inc., a Utah corpo:acion

whose mailing address is_520 East Fourth South, Salt Lake City, Utah 84102

ARTICLE 1. Authority and scope.--(a) This contract, entered into under the authority of Public
Law 701, 85th Cong., 24 sess. (72 Stat. 700; 30 U.S.C. 8 641 - 646), consists of this form, the
attached Annex I (land description), Exhibit A (work and costs), and the maps and documents listed.
The work 1s a search for new or unexplored deposits of the commodity designated above. The Operator

shall begin the work on or before 6. . , and, subject to the provisions of Article 9
. ‘ R fDa.te; - :

and Exhibit A, shall either have completed the work within ~ 8 .= months from the date of the comtract

or shall h@ve incurred allowable costs (see Article 6) in a sum not less than the total cost set forth
in Exhibit A, " : S . ‘ . ‘

(v} The total a.}gowable cost of the work set forth in Exhibit A is $49,780,00 . The Govern-

ment will contribute XX percent of the allowable costs as:they are incurred, in a total sum not in

excess of $ 37!335000 in accordance with the provisions of Articles 3, 4, 5, and 6. "Costs :_l_né_urred’f’

means costs that have been paid or have become due and payable, or th&t~th6».ﬁqvernment determines have
become Obligations. : _ .

(e) Interest conrpubtaticn‘.l-i-_'Simp_le interest at the rate of | 6% percent  shall

accrue from the dates Federal funds are made available until the period specified for payment of
royalty expires, or until the amount of Federal funds contributed is fully repaid with interest.

(d) The Operator shall not tra.néfer or assign‘ this contract or any right or obligation there-

' ARTICLE 2. Qperator's rights in la.nd.--.'(a) ‘The Opérator represents and undertakes that Annex I

See Annex 1

" (1f the Operator does not hold the legal title) the lien agreement of any holder of the legal title of

(b) The Subordination Agreement of the holder of any claim, lien, or encumbrance listed above and

the land (lessor, seller, optionor, etc.) are attached as follows: . -

j.ee.ézms.:s I‘_
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(c) Final report.--Upon completion of the work or termination of the Government's obligation to
contribute to costs, the Operator shall. furnish the Government with three copies of a final report (in
addition to the final monthly report). This final report shall include a geological and engineering.
evaluation of the results of the. work performed under the contract with an estimate of the ore reserves:
resulting from such work, complete assay data, adequate geological and engineering maps or sketches, -
and a summary of the work performed and the.related costs. e

(a) - Report of sales.--The Operator shall provide the Government with suitable accounting and -
‘documentary evidence covering all Dproduction to which the Government's royalty relates, such-as two.
copies of smelter or -concentrator settlement sheets and. certifled accounts - of productlon and sale - or
“other disposition of production.

(e) Compliance with requirements.--If the Government determines that any of. the Operator s re- -
ports, records, or accounts are insufficient or incomplete, or if the Qperator fails. to meke. them, the
Government may procure the preparation or completion of the same with suitable attachments as an ex-
pense of the work to which the Operator shall contribute. The Government may withhold epproval and.-
yayment of any vouehers relating to insufficient or incomplete reports, records, or accounts.

ARTICLE 6. Costs.--(a) Kllowable costs.--The allowable costs of . the work to which the Government
will contribute are limited to:
(1) the necessary, reasonable, and direct actual costs that are estimated in Exhibit A by
. categories as. specified in this article, and
(2) fixed costs for units of work to be performed (per foot, per hour, etc ) agreed upon in .
lieu of actual costs and set forth in Exhibit A. . -
The Government will not contribute to.costs under any category or subcategory omitted from the :
estimate of costs in Exhiibit A. -Any excess over any estimate which is indicated ‘as the maximum of any
" category, subcategory, or item, either as to requirement or related cost; any excess over a fixed unit
cost; and any excess over the total allowable ‘cost of the work are not allowable. The: Operator shall
inéur such excesses for his own account without ‘contribution. by the Government, but the Operator. is not
obligated to incur more than his agreed percentage of the total allowable cost of the work. .
. Any category or subcategory or. element thereof not designated as a maximum in this article or in
Exhibit A may be exceeded provided that the total allowable cost of the work, which is a maximum, . is
not exceeded, . )
_ CATEGORY (1)--INDEPENDENT CONTRACTS. --(See Article '3(v)). The total of this category and the aver-
age unit cost estimated for each type of work to be performed under an independent contract are maximums.

CATEGORY (2)--PERSONAL SERVICES.

Subcategory (a)--Supervision and Technical Services--All elements of this subcategory (number
" of supervisors, technicians, outside consultants, periods of employment, rates of ‘pay, and total) are
‘maximums.

Subcategory (b)--Labor.

CATEGORY (3)--OPERATING MATERIALS AND SUPPLIES.--Includes such items as drill bits snd steel, exploa
sives, fuel, pipe, Power, timber, rail, and small . tools costing less than $50 each.

'CATEGORY (h)--OPERATING EQUIPMENT.
Subcategory (a)--RentaL.--The number of each rented item [5 mine cars, l truc_7, the rate of
rental [5100 per month, $5 per hou;7 and the total of this subcategory are maximums. :
Subcategory (b)--Purchases.--The total of this subcategory is a maximum.

Subcategor --Depreciation.--All elements of this subcategory (time periods, rate of depre- .
ciation, and subcategory totals are maximums. '

CATEGORY (5)--INITIAL REHABILITATION AND REPAIRS.--Costs of. items listed under this category include
all requirements, such as labor, materials and supplies, and supervision at a rate not ‘higher than
provided for in. Category (2), and shall not be duplicated under any other category. The:total of this
category is & maximum. . )

. Bubcategory §a2--Initial rehabilitation and repairs of. existing building;,,fixtures, and in-.
stallations (exclusive of mine workings}.--The total of this subcategory is a meximum.

~ Subca ategory (b)--Initial rehabilitation and repairs of operating equipment.--The total of this
subcategory is a maximgum. . .

CATEGORY (6)--NEW Bun.nmcs FIXTURES, AND INSTALLATIONS (EXCLUSIVE OF MINE WORKINGS).--Costs of
items listed under this category include all requirements, such as labor, materials and supplies,: and
supervision at a rate not higher than provided for in Category (2), and shall not be duplicated under

‘any other category. The total of this category is a maximum. - ., - . . : ;
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CATEGORY (7)--MISCELLANEOUS.--Includes requirements and costs that do not fall within any of the
first six categories, such as repairs other than initial and maintenance of operating equipment, analyti-
cal work, prints and other reproductions, accounting, Operator's share of payroll taxes, liability in-
surance covering employment, travel, and communications.

(b) Nonallowable costs.--In addition to. the limitations 1mposed by paragraph (a) of this Article 6
the Government will not contribute to the following costs:

: (1) Costs of the land, such as rental, depreciation, depletion, or other costs of acquiring,
owning, or holding possession;
(2) Indirect costs, such as general overhead, corporate management interest, taxes (other
! than payroll and sales taxes), insurance (other than liability insurance covering employment),
' damages to persons, damages to property (other than necessary repairs or replacements of equipment
or other property used in the work);-
(3) Previous work performed or costs incurred before the date of this contract; and
(4) Deferred payments.--Any costs incurred by the Operator under any rental-purchese agree-
ment, installment-purchase. agreement, or any agreement for the purchase of goods under the pro-
visions of whic¢h payment of the full purchase price is déferred more than 90 days from the de-
livery of the goods, unless the purchase agreement is approved by the Government in writing.

(c) Reductions in costs.--The Operator shall account for and give the Government credit for any
incidental benefits, credits, or money received in the ordinary course of business in prosecuting the work
(as by salvege or sale of materials or equipment, furnishing of room or board, furnishing of power or
services to third persons, rebates or discounts on purchases, etc.), in the same ratio in which the
Government contributes to costs; and such amounts shall be treated as a reduction in costs incurred so
that they are available for use within the limit of the original total cost. The provision does not apply
to receipts from production which are subject to the Government's royalty under the provisions of Article
7. :

ARTICLE 7. Repayment by Operator.--(a) Certification.-- If the Government considers that minersl
or metal production from the land covered by the contract may be possible as a result of ¢ thq:exploration
work, it shall so certify in writing to the Operator at any time not later than six months after a

sufficient final report and final accounting (see Article 5) have been furnished. C,
(v) Royalty on production.--The Operator, whether or not the producer (for example, if the Opera-
tor elther transfers or does not retains his interest in the land), shall pay to the Government a m e

royalty on all minerals and metals mined or produced from the land as follows:

(1) irrespective of any certicifation of possible production--from the date of the contract
until the lapse of the time within which the government may issue such certification or until the
total net amount contributed by the Government is fully repaid with interest, whichever occurs '
first or fifteen

(2) if the Government issues a certification of possible production--for a period of K&K
years from the date of the contract, or until the total net amount contributed by the Government
is fully repaid with interest, whichever occurs first.

(c) Payment of royalty.--(l) The Government's royalty shall be five percent of the gross proceeds
(including any bonuses, premiums, allowanges, or other benefits) from the production sold, in the form
sold (ore, concentrate, metal or equivalent) at the point of delivery (the f.o.b. points, except, that
¢harges of the buyer arising in the regular course of business and shown as deductions on the buyer's
gettlement sheets Esuch as treatment processes performed by the buyer, sampling and assaying to determine
the value of the production sold, and freight payable by the buyer to a carrier (not the Operator or
producer)), shall be allowed as deductions in arriving at the "gross proceeds as that term is used herein.
No costs of the Operator or Producer are deductible in arriving at the "gross proceeds” as that term is
here used.

The term "treatment processes ‘means those processes (such as milllng, concentrating, smelting,
refining, or equivelent but excluding fabricating or msnufacturing) applied to the crude ore or other
production after it is extracted from the ground to put it into a commercially marketable form. )
- (2) The Government's royalty shall be computed and paid currently upon esch lot sold held or
used in integrated operations, as the case may be. :

~ (a) Unsold production.--If any production (ore, concentrate, metal, or equivalent), after the lapse
of six months from the date the ore was extracted from the ground, remains neither sold nor used in inte-
grated manufacturing or fabricating operstions (for instance, if it is stockpiled), the Government, at its
option, as long as it so remains, may require the computation and payment of its royalty on the value of
such production in the form (ore, concentrate, metal, or equivalent) it is in when the Government elects
to require computation and payment.  If any production is used in integrated manufacturing or fabricating
operations before the Government makes its election, .the Government's royalty on such production shall be
computed on the value thereof in the form.in which and at the .time it is so used. "Value" as here used
_meansuwhat is or would be gross income from mining operations for percentage depletion purposes in Federal
income tax determinatlon or the market value vwhichever is greater.

L
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(¢) Lien for payment.--To secure the payment of royalty (see Article 7(b)), the Operator
hereby grants to the Government a lien upon his interest in the land and upon any production of

minerals and metals therefrom until the royalty claim is extinguished by lapse of: time or is fully
Paid(f) Notice to purchasers. --The Operator or producer shall give notice of the Government's claim

d direct. such purchaser to pay
for royalty to any purchaser of the production, and shall authorize an
the rozalty directly t0 thé Government and to. furnish. the Government with copies of the settlement’
sheets. If the records of any production and sales or other. disp051tion of production, whether the
production is by the Operator or by others, are not mede available to. the Government the amount of
the royalty may be estimated by the Government, and this estimate shall be final and binding. upon the
erator or producer.

o (g) No obligation to produce.--Nothing in this contract shall be construed as imposing any ob-
ligation on the Operator or the Operator's successor in 1nterest to engage. in any production
operations.

? (n) Government not obligated to buy --Nothing in this contract shall be, contrued as 1mposing any
obligation on the Government to purchase any minerals and metals.mined or. produced from the. land.

- --A11 costs under this con-_
ARTICLE 8. Tnterests in purchased property:--(a) Title and ownership.
tract shall be incurred by the Operator in the Operator s own name and for-the- Operator s own account;

but any property acquired to the cost of which the Government contributes shall belong to the Operator“'

and the Government jointly in proportion to their respective contributions although title thereto
shall be teken in the name of the Operator. :

(b) Preservation of property.--Until the final disposal of any property in which the Government
has an interest, the Operator shall preserve and protect same for the best interest of the Government,
and any reasonable. and necessary cost théreof will be treated as an allowable cost of the exploration.
After.the completion of the work, termination of the Government's obligation to contribute, or when
such property is not being used for ‘the work,” the Operator shall not use it elsewhere without: the -
written consent of the Government and without paying a reasonable rental to be fixed by the Govern-
ment for its proportionate interest.

. (¢) Disposal of property.--Upon the completion of the work, termination of the Government's
obligation to contribute to costs, or when the property is no 1onger needed for the work, the Opera—
tor shall promptly dispose of salable or salvageable property in which the Government has an interest
for the joint account of the Government and the Operator, elther by return to the vendor, "sale to

others, . purchase by the Operastor,or sale or transfer to the Government at a price at least as high_‘

as could. be obtained from others, unless the Government in writing waives its interest in any such =’
property. Without advance approval of the sales price by the Government, the Operator shall not sell
at any price any item of property that cost more than $500 aend shall not sell at less than 25 percent
of - the ‘purchasée price any itém of property that cost $SOO or less. The Government, in liéu of approv-
ing the-sales price for any such item, may itself purchase the item at the best price which the
Operator is.able to obtain or offers. Property remaining upon any termination of the work shall be
considered in groups or categories (such as'drill steel, explosives, pipe, or rail), and if the
original cost of the remeining unexpended portior of any such group or category is: less, than $Zg
Government waives its interest therein. If necessary to accomplish the disposal of any tem, k:
Operator shall dismantle and sever it from. the land, the cost thereof to be treated as. a-eost of. ‘the
exploration. :

(d) Default of the Operator re disposal.--If within 90 days after the completion of the work,
termiriation of the Government's obligation to contribute to costs, or after the property is no .
longer needed for the work, the Operator has failed to sell or otherwise liquidate or dispose of any
property in which the Government has an interest, the Government, at any time prior to final settle-
ment under the contract, may:

(1) in writing extend the time within which the Operator must dispose of or liquidate the
" property;

{ by written notice to the Operator, place upon such property what it determines to be a
fair valuation thereof, not in excess of the cost less 1.66 percent per month from the dste
such property was purchased under -this contract to the termination of said 90-day period; and

- such property shall thereupon be considered and accounted for as having been purchased by the
Operator at the valuation so fixed by the Government; and

(3 - enter and take possession of ‘such property wherever it may be found, and remove and
dispose of it for the Joint account: of the perties.

ARTICLE 9. Termination of the Government's obligations.--(a) If the Government determines
that operations at any time have failed to achieve anticipated results and further work is not
Justified, the Government may give the Operator written notice thereof, and ‘thereupon:
(1) “the Government shall be free of ‘all obligation to contribute ‘to costs not then incurred
other than such as may be: allowable under the’ provisions of the contract as necessary and inci-
dental to final ‘accounting and’ reporting, ‘and k

(2) the Operator shall be free of all obligation to prosecute the work other than such as
may be necessary and incidental to final accounting and reporting.
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(v) If the Government determines that the Operator is in default under the terms of the contract,
the Government may give the Operator written notice of such default with a specification of reasonable
time within which the default must be cured; and if the Operator fails to cure such default as re-
quired, thereupon:

. (1) the Government shall be relieved of all obligation to contribute to costs not incurred
_ when the notice was given, other than such as may be allowable by the provisions of the contract
as necessary and incidentsl to final accounting and reporting; and
' (2) the Operator shall be free of all obligation to prosecute the work other than such as
may be necessary and incidental to final accounting and reporting.
The Government may also avail itself of any other remedy the law may provide for breach of contract,
including the right to rescind the contract and to demand repayment of all moneys contributed by the
Government under the contract.

(c) The giving of any notice by the Government under the provisions of this Article 9 shall not
.affect the Government's rights as provided for in the contract with respect to royalty and liens to
secure the payment thereof, and such rights shall be fully preserved.

(d) The determinations of the Government are subject to appeal under Artlcle 13.

ARTICLE 10. Notices to be given by the Government may be delivered to the Operator, 6: may be
sent by certified mail addressed to the Operator at his mailing address stated in this contract. If
mailed, notices are deemed to have been delivered five days after the date of mailing.

ARTICLE 11. Officials not to benefit.--No member of or delegate to Congress or resident commis-
sioner shall be admitted to any share or part of this contract or to any benefit that may arise
therefrom; but this provision shall not be construed to extend to this contract.if made with a corp-
oration for its general benefit.

ARTICLE 12. Nondiscrimination in Employment. The provisions respecting nondiscrimination in
employment which are required by section 301 of Executive Order 10925, dated March 6, 1961 as amended
and supplemented are attached hereto as Exhibit B and are hereby incorporated in and made a part of
this contract.

ARTICLE 13. Disputes.--Any dispute arising under this contract which is not disposed of by agree-
ment shall be decided by the Director, Office of Minerals Exploration, who shall reduce his decision
to writing and mail or otherwise furnish a copy thereof to the Operator. The decision of the Director,
Office of Minerals Exploration, shall be final and conclusive unless, within 30 days from the date of -
receipt of such copy, the Operator mails or otherwise furnishes to the Director, Office of Minerals
Exploration, a written appeal addressed to the Secretary of the Interior. The decision of the Secre-
tary or his duly authorized representative for the determination of such appeals shall be ‘final and
conclusive unless determined by & court of competent jurisdiction to have been fraudulent, or caprici-
ous, or arbitrary, or so grossly erroneous as necessarily to imply bad faith, or not supported by
substantial evidence. ) .

The term "Director, Office Of Minerals Exploration," as used herein includes his duly authorized
representative.

ARTICLE 14. Work Hours Act of 1962 - Overtime Compensation.--This contract, to the extent that
.1t is of a character specified in the Work Hours Act of 1962 (Public Law 87-581, 76 Stat. 357-360) and
is not covered by the Walsh-Healey Public Contracts Act (41 U.S.C. 35- hs), is subject to the foliowing
provisions and to all other provisions and exceptions of said Work Hours Act of 1962.

(a) Overtime requirements.--No Operator or subcontractor contracting for any part of the con-
tract work which may require or involve the employment of laborers or mechanics shall require or per-
mit any laborer or mechenic to be employed on such work in excess of eight hours in any calendar day or
in excess of forty hours in any workweek unless such laborer or mechanic receives compensation at a
rete of not less than one and one-helf times his basic rate of pay for all hours worked in excess of
eight hours in any such calendar day or in excess of forty hours in any such workweek, as the case may
he.

R

(b) Violations; liability for unpaid wages; liguidated damages.--In the event of any violation of
the clause set forth in subparagraph (a) of this paragraph, the Operator and any subcontractor res-
ponsible therefor shall be liable to any affected employee for his unppaid wages. In addition, such
Operator and subcontractor shall be liable to the United States (in the case of work done under con-
tract for the District of Columbia or a territory, to such District or to such territory), for

: ‘
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‘liquidated damages. Such liq'idated damages shall be computed, with respect to each individual lab-
orer or mechanic employed in violation of the clause set forth in subparagraph (a) of this paragraph,
in the sum of $10 for each calendar day on which such employee was required or permitted to work in
excess of éight hours or in excess of the standard workweek of forty hours without payment of the over-
‘time wages required by the clause set forth in subparagraph (a) of this paragraph.

(c% Withholding for unpaid wages and liquidated damages.--The Office of Minerals Exploration may
withhold or cause to be withheld, from any moneys payeble on account of work performed by the Operator
or subcontractor, such sums as may administratively be determined to be necessary to satisfy any 1li-
abilities of such Operator or subcontractor for unpaid wages and liquidated damages as provided in the
clause set forth in subparagraph (b) of this paragraph.

\

ARTICLE 15. Copeland (Anti-Kickback) Act--Nonrebate of wages.--The regulations of the Secretary
of Labor applicable to contractors and subcontractors (29 CFR, Part 3), made pursudnt to the Copeland
Act, as amended (4O U. S. C. 276c) and to aid in the enforcement of the Anti-Kickback Act (18 U. S. C.
874) are made a part of this contract by reference. The Operator will comply with these regulations
and any amendments or modifications thereof and will be responsible for the submission of affidavits
required of independent contractors thereunder. The foregoing shall apply except as the Secretary
of Labor may specifically provide for reasonable limitations, variations, tolerances, and - exemptions.

ARTICLE 16. Changes and added provisions.--

Execgted in quintuplicate the day and year first above written.

THE UNITED STATES OF AMERICA

4

Ac /Director, Office of *
Title Vid¢ President : lerals Exploration O(J

[ /[ | a”’“a,/

Escelant ;éy'er Mines Company, Inc.
{

Uperator) //¢7 .
/ .

By X

I . - , certify that I am the J; 7

:\— —/ (Neme) ™ % : e

. T T

Richard R. Knobler » who signed this contract on behalf of the Operator, was then
(Name) .

Vice President
(Title) .
and in behalf of said corporation by authqrity of its governing body, and is within the scope of its

of said corporation; that said contract was duly signed for

corporate powers.

7 [CORPORATE sEAL] ~ * °





EXPLORATION CONTRACT
ESCALANTE SILVER MINES COMPANY, INC.
. OME-63T3

ANNEX I

The land referred to in Article 2 of the contract consists
of three (3) patented and six (6) unpatented lode mining claims, in-
cluding all rights pertaining thereto, in secs. 2 and 11, T. 36 S.,
R. 17 W., Iron County, Uteh.

The patented claims are as follows:

Claim Patent U. S. Survey No.
Black Beauty ' 6213
Silver Top » 6213

Hylend 6213

The unpatented claims are recorded in the office of the
Iron County Recorder at Parowan, Uteh, as follows:

Claim | Book Page
Enterprise No. 1 | - Q 43
Black Beauty No. 2 Q L2
Hyland No. 2 Q - . Lo
Hyland No. 5 Q ]
Extension Q 26
Silver Top No. 2 | Q 15

'.I!he Operator is the owner of the a.bove-listed patented and
unpatented. claims.

The outer boundary of the above-listed claims is shown in
green on Fig. 1, entitled "Enterprise Silver Mines, Inc., Claim
Map . « .," attached hereto and made part hereof.






EXPLORATION CONTRACT
ESCALANTE SILVER MINES COMPANY, INC.
OME-63T3

EXHIBIT A

The purpose of this project is to explore by wireline
core drilling from the surface for deposits of silver ore in a
fissure vein traversing water-lain volcanic sediments consisting
of interbedded tuffaceous sandstone and tuffaceous conglomerate.

Generé.l Provisions

A1l holes shall be drilled on an approximate bearing of

S. 65° E, at an inclination of approximately -70 degrees. Below
the overburden all holes shall be drilled NX wireline core size
(core diameter 1-23/32 inches) as deeply as practicel and then may
be reduced to BX wireline core size (core diameter 1-5/16 inches).
The Government will not contribute to the cost of a hole which does
not traverse the target vein structure nor to a hole completed less
than BX wireline core size. '

Mineralized core shall be split and one split assayed for
silver. The other split shall be stored in proper sequence with
the unsampled core. No sample shall represent & hole length of
greater than five feet.

Pacilities shall be provided for recovering diamond drill
sludge and such sludge shall be retained when drilling in signifi-
cantly mineralized ground. Whenever the core recovery is found to
be less than 60 percent, the corresponding retained sludge and such

- core segments as may have been recovered shall be assayed separately
and the results combined according to standard practice to form a
representative sample. A

The core from diamond drilling shall be stored in boxes
i{dentified as to hole number with markers in the core sections to
indicate the depths represented. Splits of the sludge and core
segment samples shall be stored in suitable containers properly -
identified as to source and location.
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The stored core and siudge samples shall be made available
for Government inspection and possible use. With prior Government
approvel, the Operator may dispose of the stored core and samples.

True copies of all sample assay certificates shall be
submitted with the Operator's monthly report, which shall also
include meps or sketches showing the work completed during the re-
porting period. The maps shall show the access roads to the drilling
areas, the formations and structures traversed by the drill holes,
and the locations and values of the samples assayed. '

The Operator shall provide such supervision, labor, and

technical services as mey be required to complete the work in a

satisfactory manner. The Government will contribute only to that
portion of monthly salaries or dally wages representing the time
spent on the project work by the various employees.

The location, direction, and extent of each work item
under this contract shall be subject to Government approval.

Description of the Work

The work shall consist of bulldozing access roads to and
the leveling of a maximum of 13 drill sites on T lines using not less
then a D-T Caterpillar dozer or an equivalent unit of any other make.

Two holes shall be drilled along each line except the
sixth vhere only one hole shall be drilled. The first line shall
be approximately 500 feet southerly and parallel to the north end
line of Enterprise No. 1l claim and the other lines shall be parallel
to the first line at intervals of approximately 250 feet southerly.
Not in excess of 5,400 feet of drilling shall be performed under this
contract.

The holes shall be drilled to traverse the target vein
structure at intervals of approximately 250 feet along the strike
of the vein and shall bottom not closer than approximately 250 feet
along the dip of the vein to the other hole drilled on the same line.

The approximate locations of the drill sites, the bearings
of the holes, and the estimated required depths of the holes to
traverse the vein structure are shown on Fig. 1, referred to in
Annex I of this contract. .






Estimated Costs of the Work

Ac}gal Costs

Category (1) Independent Contracts
130 hours bulldozing roads and drill sites

@ $15,00/hr, ©$1,950,00
Drilling _
Mobilization and demobilization of per- -

sonnel and drilling equipment 500,00 /

5,400 feet of overburden and core drilling 29,630,00 _

Overburden non-core drilling including the
setting of casing @ $5,00/ft,

Core dfilling:
0 to 500-foot depths

NX wireline @ $5.45/ft.
BX wireline @ $5.15/€¢,

500 to 1000-foot depths
NX wireline @ $5.95/ft.
BX wireline @ $5.65/ft.

600 feet reaming for casing 1,800,00
NX casing @ $3.60/ft.
BX casing @ $2.75/ft.

100 hours of plugging, conditioning, and/or
cementing drill holes @ $12,00/hr, 1,200,00 ¢

600 feet casing lost in holes 3/ : 1,752.00
NX casing @ $2092/fto
BX casing @ $2.16/ft, 56, 032,00
500 bags drilling mud @ $1.40/bag 700,00 $37,532,00






Category (2) Personal Services

Subcategbry (a) Supervision and Technical Services

1 Supervisor;geologist-engineer
6 months @ $800,00/month

1 outside consultant
10 days @ $65.00/day

Subcategory (b) Labor
1 Laborer, 1,296 hours @ $2.50/hr.
Category (7) Miscellaneous

None except:

Payroll taxes
$8,690.,00 @ 107

Consultant's per diem
10 days @ $15.00/day

)¢&Awmg@*§q,3 ~> 305 cardboard éore boxes @ ?1.00 each
400 assays for silver @ $2,75/assayl/

Total Estimated Actual Cdsts

Fixed Unit Costsg/

Incidental allowance for each foot of

drilling completed

5,400 feet @ $0.21/ft,
Total Estimated Fixed Unit Costs
Total Estimated Costs of the Work

Govermment Participation @ 75%

$4,800,00

650,00

3,240,00

$ 869,00

150,00
305,00

1,100,00

$1,134,00

$ 8’ 690000

$ 2,424,00 -
$48,646,00

$_1,134,00
$49,780.,00
$37,335.00






@

Includes freight and postage for sami)les.

i’.ncludes all costs such as power, field transportation, drafting
and hole surveying supplies, prints, etc. which would otherwise
be allowable under Categories (3), (4), and (7) of the contract.

The Government will not contriﬁui:e to the cost of casing left
in place at the request of the Operator.





+
) .

~EXHIBIT B

NONDISCRIMINATION .IN EMPLOYMENT

(Section 301, Executive Order 10925, March 6, 1961, as amended)

'During the performance of this contract, the contractor agrees as follows:

,'(1) The contractor will not discriminate against any employee or. applicant for employment
because of race, creed, color, or national origin. The contractor will take affirmative
action to ensure that applicants are employed, and that employees are treated during employ-
ment, without regard to their race, creed, color, or national origin. Such action shall in-
clude, but not be limited, to the following: employment, upgrading, demotion or transfer;
recruitment or recruitment advertising; layoff or termination; rates of pay or other forms of
compensation; and selection for training, including apprenticeship. The contractor agrees to
post in conspicuous places, available to employees and applicants for employment, notices to
be provided by the contracting officer setting forth the provisions of this non-discrifiination
clause. :

'(2) The contractor will, in all solicitations or advertisements for employees placed by or
on behalf of the contractor, state that all qualified applicants will receive consideration
for employment without regard to race, creed, color, or national origin.

'(3) The contractor will send to each labor union or representative of workers with which he
has a collective bargaining agreement or other contract or understanding, a notice to be pro-
vided by the agency contracting officer,. advising the said labor union or workers' represent-
ative of the contractor's commitments under this section, and shall post copies of the notice
in conspicuous places available to employees and applicants for employment.

'(4) The contractor will comply with all provisions of Executive Order No. 10925 of March 6,
1961, as amended, and of the rules, regulations, and relevant orders of the Presfdeént's
Committee on Equal prloyment Opportunity created thereby.

"(5) The contractor will furnish all information and reports required by Executive Order No.
10925 of March 6, 1961, as amended, and by the rules, regulations, and orders of the said
Committee, or pursuant thereto, and will permit access to his books, records, and accounts by
the contracting agency and the Committee for purposes of investigation to ascertain compliance
with such rules, regulations, and orders. .

'(6) 1In the event of the contractor's noncompliance with the nondiscrimination clauses of
this contract or with any of the said rules, regulations, or orders, thfs contract may be
cancelled, terminated, or suspended in whole or in part and the contractor may be declared
ineligible for further Government contracts in accordance with procedures authorized in
Executive Order No. 10925 of March 6, 1961, as amended, and such other sanctions may be im-
posed and remédies invoked as provided in the said Executive Order or by rule, regulation, or
order of the President's Committee on Equal Employment Opportunity, or as otherwise provided
by law.

'(7) The contractor will include the provisions of paragraphs (1) through (7) in every sub-
contract or purchase order unless exempted by rules, regulations; or orders of the President's
Committee on Equal Employment Oppormubity issued pursuant to section 303 of Executive Order
No. 10925 of March 6, 1961, as amendefl, so that such provisions will be binding upon each
subcontractor or vendor. The contractor will take 'such action with respect to any subcontr-
act or purchase order as the contracting agency maj direct as a means of enforcing such pro-
visions, including sanctions for noncompliance: Provided, however, that in the event the.
contractor becomes involved in, or is threatened with, litigation with a subcontractor or
-vendor as a result of such-direction by the contracting agency, the contractor may request
the United States to enter into such litigation to protect the interests of the United States.'"
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SAMUEL S.ARENTZ
MINING ENGINEER

520 East 4th South
Salt Lake City, Utah 84102

December 9; 1964

Mr. George Fumich, Jr., Acting Director™”
Office of Minerals Exploration
Department of Interior

Washington 25, D. C.

Re: OME - 6373 (Silver)
Escalante Silver Mines Co., Inc.
Iron County, Utah

Dear Mr. Fumich:

In response to your letter of November 30, 1964, on the above subject, | submit
herewith an amendment to the application previously submltfed which covers the items listed
in your letter.

=

The ammended application is designed to explore the Escalante vein in the area south
of our earlier exploration by diamond drilling from the surface instead of underground drlfhng
on the 170 level of the shaft. We still believe that the program proposed in our original
application will do a better job of defining probable ore_shoots in the vein which will lead
to_early development and operation of the mine, but we agree that the amended program offers
excellent possnbllmes for substantially increasing the indicated | ore reserves at the property .

We will greatly appreciate your early consideration of the amended application.
With kindest regards.
Sincerely yours,

' Escalante Silver Mines Company’

wae/‘iSZ:ﬁz, Vi

President

SSA:mj






