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United States Department of the Interior qﬂ

OFFICE OF THE SECRETARY QuD |
WASHINGTON, D.C. 20240 ' {

OFFICE OF AUDIT AND INVESTIGATION T Sl 9 Yo ‘
EASTERN REGION P 5917 i
801 19th STREET, N.W., ROOM 1115 N
WASHINGTON, D.C. 20240 Do i
December 9, 1974 o 5”?&‘
.oy DA
Memorandum Audit Report ; “‘@ﬁ
e
" Tos Director, Geological Survey ETTTTTT R
N ." — 1 = ;\
From:- Regional Audit Manager, Eastern Region ‘ QJ,._-J5"“';
"Office of Audit and Investigation b —

Subject: Réport of Review‘qf Contract No. 2312, Docket No.
OME 6886, Blue Sphinx, Inc., Portland, Oregon

As requested by the Chief, Office of Minerals Exploration (OME),

we have made a cost review of the OME files for contract.No. 2312 ...

with Blue Sphinx, Inc. (Operator), made under Public Law 85-701. The ‘ .
review was completed in December 1974, at Washington, D.C.

The contract was awarded on October 26, 1973, for $20,000, the
maximum allowable cost of the contract, with OME participating on
a 75-percent basis,not in excess of $15,000. The description

of the work and items in the estimated cost categories were

amended and revised January 17, 1974, with no increase in the total
cost estimate, '

The Operator was to explore for gold and silver-bearing ores by
drilling in a mineralized fault zone cutting volcanic rocks of
Texrtiary age. '

Exploration work began on November 9, 1973, and was completed on
February 11, 1974. A final inspection, made on March 14, 1974, by
the OME field officer, indicated that complete cores for each of

the five holes drilled had been examined and stored, along with the
logs and assay results. Drilling results showed that a large body
of open-pitting ore was most unlikely. Assay results confirmed a
low gold-silver grade, whase values were sub-economic.

The Operator claimed costs of $20,000 of which OME accepted $19,724
and reimbursed the Operator $14,793. We question $252 of costs
accepted in excess of the $2,000 maximum authorized in the contract

-






for supervisor's salary. Article 6 of the contract provideé that
any ‘excess cost over any estimate which is indicated as the
maximum cost of any item is not allowable.

In our opinion the approved costs per audit shown on the accompanying
exhibit are allowable in accordance with the terms of contract
No. 2312,

If further information is needed concerning this report, please
contact me at the above address. Also, please send me copies of
correspondence relating to the disposition of the questioned costs

within 60 days of this report.

‘ D2k V)
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. . _ ' Exhibit
”] 4+ AN : . . .

Cost Review of Contract No. 2312
- .Docket No. OME 6886
Blue Sphinx, Inc.
Portland, Oregon

Maximum Cost
. Cost per Accepted ___Costs per Audit
N Work Item per Contract Contract By OME Questioned Approved
Actual Costs
Mobilization and Demoblization
of Bulldozer ; $100 $100 $100
"Bull dozing Access Roads
(8 hours @ $20/hr) 160 . 160 160
"Core Drilling :
(1500' @ $9/ft) . 13,500 13,458 13,458
Drilling Additives - ~200 200 200
Lost Drill bits, rods, casings 260 26 926
Core Boxes : :
' (150 @ $1.20/box) 180 180 180
Actual Costs 14,400 14 124 14,124
| Fixed Unit Costs
| .
1 supervisor
(2 months @ $1,000/mo) 2,000 2,252 $252 2,000
Consulting Geologists : .
(10 days @ $115/day) - 1,150 1,150 1,150
Consultant's Per Diem :
- (10 days @ $25/day) ‘ 250 _ 250 ) 250
Consultant's Travel o g : |
(1,000 miles @ .10/mi) 100 . 100 100
Fire Assaying
| (150 samples @ $12/sample) 1,800 1,548 ' 1,548
| Office Expenses , ,
(3 months @ $100/mo) - 300 300 300
Fixed Unit Cost ’ 5,600 5,600 252 5,348
Total Costs T 20,000 19,7241/ 252 19,472

1/ Operator billed $20,000, the maximum allowable cost of the
contract. ‘
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M(E Forn 50 T UNITED STATES OF AMERICA
July 1965 ’ DEPARTMENT OF THE INTERIOR

U. S. GEOLOGICAL SURVEY

EXPLORATION CONTRACT

{Long Form)

Docket No. Commodity | Contract No. County o Sbate _
oME-6886 Gold and silver - Mineral =~ Nevada

It is agreed T ) , between the United States of America, acting through the

- : Tete ~
Department of the Interior, U. S. Geological Survey, hereinafter called the "Government," and

‘Blue Sphinx, Inc., a Nevada corporation '
‘ —

whose mailing address is P.0. Box 16195, Portland, Oregon 97216 R

hereinafter called the "Operator,” as follows:

ARTICLE 1. Authority and scope.--(a) This contract entered into under the authority of Public
law 701, 85th Cong., 24 sess. ({2 Stat. 700; 30 U.S.C. B 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 is a search for new or unexplored deposits of the commodity designated above. The Operator

shall begin the work on or before

. _, and, subject to the provisions of Article 9
‘ (Date) . .
and Exhibit A, shall either have completed the york within 12 months from the date of the contract

or shall have incurred allowable costs (see Article 6) in a sum not less than the total cost set forth
in Exhibit A. .

~ (b) The total allovable cost of the work set forth in Exhibit A 1s $20,000.00 . The Govern-
ment will contribute& percent of the allowable costs as they are incurred, in a total sum not in
excess of $15,000.00 in accordance with the provisions of Articles 3, 4, 5, and 6. "Costs incurred"
means costs that bave been paid or have become due and payable, or that the Government determines have )
become obligations. . , :
(c) Interest computation.--Simple interest at the rate o? percént shall accrue from the

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

o (a) The Operator shall not transfer or assign this contract or any right or bbligation there-
wnder without the written consent of the Government.

ARTICIE 2. Operator's right in land.--(a) The Operetor represents and undertakes that Annex I
correctly describes the land which is the subject of this contract and the pature of the Operator's
right of property and posseasion therein (vhether as owner, lessee, or otherwise ), and that such
right, title, or interest is subject only to the following claims, liens, or encumbrances:

SEE ANNEX 1 .

(b) The Subordination Agreement of the holder of any claim, lien, or encumbrance listed above and
(4f the Operator does not hold the legal title) the lien agreement of any holder of the legal title of
the land (lessor, seller, optionor, etc.) are attached as follows:

SEE ANNEX 1
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(c) The Operator shall preserve and maintain his right, title, or interest in the land and his

right to- the possession’thereof for the purposes of this contract, and shall devote the land and ell

existing improvements, facilities, buildings, installations, and appurtenances to the. purposes of this
contract. The Operator ishall neither transfer, convey, nor surrender the land nor any right, title,
or interest therein; nor perinit nor suffer any claim, lien, or encumbrance thereon, without ‘expressly
referring to and providing in the instrument of conveyance, lien, or encumbrance for the: préservation
of the Government's right tc'a royalty on production and liens for the payment thereof.  Two true -
coples of such instrument shall be furnished to the Government. If' the Government’s rights to royalty
as provided-in Article.7 have been terminated, the provisions of this paragraph (c) shall become in-
applicable. R _ : S ,

. ARTICIE 3. FPerformance of the work.--(a) Operator's.responsibility.--The vork shall.be per- |
formed diligently, efficiently, in & workmanlike manner in accordance with good mining standards, and
in compliance with State lavs governing health, safety, and liability insurance covering employment.
The Operator shall provide sultable and adequate equipment, facilities, meterials, supplies; and labor ;
to complete the work as specified in Article 1(a). ‘ ‘ o o
(b)y. Independent contracts.-<To the extent that the ‘allowable costs are-estimated im Exhibit A !

. with express reference to performance by- independent contractors on & unit-price basis’ (such as 'pe:

foot of drilling, per foot of drifting, per hour of bulldozer operations), the work may. be so: per-
formed (see Article 6(a), Category (1)). Any such independent contract shall refer to some gpecific
and identifiable part of the work, and shall be subject to all of the pertinent terms and conditions
of this exploration contract; but the Government shall not be considered a party thereto, and its
rights under this contract, including the right to terminate its contributions, shall not be affected .

~ thereby. Regardless of the provisions of any such independent contract, the Government will partici-

pate in payments to the independent contractor only as to work performed in accordance with-the
provisions of this exploration contract, and only to the extent that the Government deems the unit
prices for the work under the, independent contract to be reasonable. .
(¢) Government may -inspect.--The Operator shall consult with and inform the Government on all
phases of the work as it progresses. The Government may enter at all reasonable times to inspect
the work under the contrect and production operations during the period that royalty is payable to
the Government. The Operator shall provide the Government with all reasonsble means of access for
such inspections. ’ : . R .

ARTICLE 4. Contribution by the Government.-- . The Government will meke its contribution on i
the vasis of the monthly vouchers referred to in Article 5(b), ‘but all payments by the Government are
provisional only, subject to audit.: Until the account between the Operator and the Government is - (
finally audited and settled and the Operator's final report has been received, the Government may
withhold such sums as are necessary to protect its interests. The Government may make payments for
the account of the Operator directly to independent contractors and suppliers rather than to the
Operator. C .

ARTICLE 5. Reports, accounts, audits.--(a) Operator's records.=sThe Operator shall keep suitable
records and accounts of the work performed and of ‘any production in which the Government may have an
interest; and shall preserve those with respect to work performed for at least three years after final
payment by the Government, and those with respect to production for at least three years after any
obligation to pay royalties to the Government has terminated.  The Government may inspect and audit -
said records end accounts at any time, either by itself or by a certifieds public accountant. The .
Comptroller General of the United States or his representative, until the expiration of said three-
year periods, shall have access to and the right to examine all pertinent books, documents, papers,
and records of the Operator.  If vwork under this contract is carried on in conjunction with anyother
operations, or if labor, supervision, services, materials, supplies, equipment, facilities, or other
requirements for carrying on the work are also used in connection with other operations, the costs
shall be segregated and accounted for on & basis and by methods and accounts that are satisfactory
to and approved by the Government. . : . 0

(v) Monthly reports.=--The Operator shall provide the Government with four copies of monthly re-
ports in three sections as follows: i a
: 21) Operator's Monthly Voucher claiming costs for work performed; '

2) Operator's Progress Report showing ‘the pumber of units of the various types of work per-
formed; and . .

(3) & narrative report of the work performed during the reporting period, including adequate
engineering-geological maps or sketches, drill hole.logs and locations, and assay reports on
samples taken concurrently with advance in mineralized ground. . P

(Forms for reporting under (1) and (2) above will be provided by the Government; however,. the original of
the Operator's Monthly Voucher shall be supported by documentary evidence, such as certified copies or
transcripts of payrolls and invoices, for all costs claimed under Article 6 (a) (1).)
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" contribute to costs, t

(c) Final re ‘orb.--Upon completion of the work or temin&tion of the’ Govemment's obliga.tion to
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 end engineering
evaluation of the results.of the work peri‘ormed under the contract with an estimate of the ore reserves
resulting from ‘such work, complete agsay data, adequate geological and engineerine maps or aketches ,
and a summary of the vork performed and the related costs.

(a) Report of sales.--The Operator shall provide the Government with euita.ble a.ccounting and
documentary evidence covering all production to which the Gevernment's royalty relates, such as two
copies of smelter or concentrator aettlement eheets a.nd certified .accounts- ot production and sale or’
other disposition of production.

(e) Compliance with requirements.--If the Government determinea that any of the Operator's re-
ports, records, or accounts are insufficient or incomplete, or if ‘the Opemtor failgto make them, the
Government may procure the preparation or completion of the same with sultable’ attachmente as an ex-
pense of the work to which the Operator shall contribute. The Government may vithb,old approval and
payment of any vouchers relating to insuﬁ‘icient or inconrplete repor‘cs » records » OF eccounts.

ARTICIE 6. Costs.--(a) Allowable costs.--The allowable costs. of the vork to which the Govemment
will contribute are limited to:

(1) the necessary, reasonable, and direct actual costs that are esti.mated in Exhibit A by
categories as specified in this article; and
(2) fixed costs for units of work to be performed (per root, 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 fram the
estimate of costs in Exhibit 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
incur 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
~ixhibit A may be exceeded, provided that the total: allcwable cost of the work, which 15 & maximum, 1s
not exceeded.

CATEGORY (1)-~INDEPEMDENT CONTRACTS.--(See Article 3(b)) 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 mximxms :

CATEX}ORY (2)—-PERSONAL SERVICES. : '
Subcategory (a)--Supervision and Technical Services--All elements of this ‘subcategory (number

of supervisors, technicians, outside consultants » perlods of employment, rates of pay, and total) a.re
maximums .

Subcategory (b )--Iabor .

CATEGORY (3)--0PERATING MATERIALS AND SUPPLIES.--Includes such items &s drill bits and Bteel explo-

- sives, fuel, pipe, pover, timber, rail, and small tools costing less than $50 each.

CATEGORY (4)~--OPERATING EQUIPMENT . ‘ ' ‘
Subcategory (a)--Rental.-~The number of each rented item /& mine cars, 1 trucj, .the rate of
rental 5100 per month, $5 per hour/, and the total of this subcategory are maximuns .
Subcategogx éb;—-mrchases .=-The total of this subcategory is a maximum.

.- Subcategory (c)--Depreciation.--All elements of this subca.tegory (time periods s rate of depre-
ciation, a.nd subcategory total) are maximums.

. CATBGORY (5)--B‘IITIAL REEABILITATION AND REPAIRS.--Costs ‘of items listed under this category ‘include
all requirements, such as labor, materials and supplies, and supervision at a rate not highér than *
provided for in Category (2), and shall not be duplicated under any other category.. The total of this
category ie a maximum.

&cha‘l;gozy (a)--Initial rehabilitation e.nd repairs of existing ‘ouildings, fixturee, and in-
stallations (exclusive of mine workings).--The total of this subcategory is a maximum.

- Subcategory (b)--Initial rehabilitation s.nd repairs of opera.ting equiment.--‘rhe total of this
subcategory is'a maximum. ]

CATEX}ORY (6)--NEW BUILDINGS, FIXTURES, AND INSTALIATIONS (EXCLUSIVE OF MINE WORIC[N}S) «~=-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 Gategory (2) , and shall not be duplica.ted under
any other. ca.tegory 'I'he total of this category is & maximum,
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CATEGORY (7)--MISCELIANEOUS.--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, 11a.b111ty in-
surance covering employment, travel, and communications.

(b) Nonallowasble costs.--In a.ddition to the limitations imposed 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 genersl overhead, corporate management, interest, taxes (other
then 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 peyments.--Any costs incurred by the Operator under any rental-purchase agree-
ment, installment-purchase agreement, or any agreement for the purchase of goods under the pro-
visions of which payment of the full purchase price is deferred 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 salvage 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
Govermnment 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' o

ARTICIE 7. Repayment by Operator.--(a) Certification.--If the Government considers that mineral
or metal production from the land covered by the contract may be possible as & result of the 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.

(v) Royalty on production.=--The Operator, whether or not the producer (for example, if the Opera-
tor either transfers or does not retains his interest in the land), shall pay to the Government a
royalty on all minerals and metals mined or produced from the land as follows:

(1) dirrespective of any certification 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 '

(2) 4if the Government issues a certification of possible production--for & period of ten
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.--(1) The Govermment's royalty shall be five percent of the gross proceeds
(including any bonuses, premiums, allowances, or other benefits) fram the production sold, in the form
sold (ore, concentrate, metal or equivalent), at the point of delivery (the f.o.b. point); except, that
charges of the buyer arising in the regular course of business and shown as deductions on the buyer's
settlement sheets isuch as treatment processes performed by the buyer, sampling and assaying to determine
the value of the production sold, and freight payable by the b}yer 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" mesns those processes (such as milling, concentrating, smelting,
refining, or equivalent, but excluding fabricating or manufacturing) applied to the crude ore or other
production after it is extracted from the ground to put it into & commercially marketable form.

(2) The Government's royalty shall be computed and paid currently upon each lot sold, held, or
used in integrated operations, as-the case may be.

(4) 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 operations (for instance, if it is stockpiled), the Govermment, at its
option, as long as it so remains, may require the computation and payment of its royalty on the value of

»8uch 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
‘means what is or would be gross income from mining operations for percentage depletion purposes in Federal
income tax determination or the market value, whichever is greater.
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(e) 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
pa:ld.

(f) Notice to purchasers.--The Operator or producer shall give notice of the Government's claim
for royalty to any purchaser of the production, and shall authorize and direct such purchaser to pay
the royalty directly to the Government and to furnish the Government with copies of the settlement
sheets. If the records of any production and sales or other disposition of ‘production, whether the
production is by the Operator or by others, are not made available to the Ggvernment, the amount of
the royalty may be estimated by the Government, and this estimate shall be final and binding upon the
Operator or producer.

(g) No obligation to prodnce.--Nothing in this contract shall be constmed as imposing any ob-
ligation on the Operator or the Operator's successor in interest to engage in any production
operations.

(h) Government not obligated to buy.--Nothing in this contract shall be’ construed. as imposing any
obligation on the Government to purchase any minerals and metals mined or produced ‘from the land.

ARTICIE 8. Interests in purchased property.--(a) Title and ownership.--All costs under this con=-
tract shall be incurred by the Operator in the Operator' 8 ovn 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 a.lthough title thereto
shall be taken in the name of the Operator. -

(b) Preservation of property.--Until the final disposal of any property in uhich 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 thereof 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
sudh property is not being used for the work, the Operator shall not use it elsewhere without the
written consent of the Government and vithout paying a reasonable rental to be fixed by the Govern-
ment for its proportionate interest.

(c) Disposal of property.--Upon the completion of the work, texmina-tion of the Government's
obligation to contribute to costs, or wben the property is no longer 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, efther by return to the vendor, sale to
others, purchase by the Operator, 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, and shall not sell at less than 25 percent
of the purchase price any item of property that cost $500 or less. The Government, in lieu 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 remaining unexpended portion of any such group or category is less than $50, the
Government waives its interest therein. If necessary to accomplish the disposal of any item, the -
Operator shall dismantle and sever it frcm the land, the cost thereof to be treated as a cost of the
exploration.

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

(1) in writing extend the time within which the 0pera.tor must dispose of or liquidate the
pmperty,

- (2) by written notice to the Operator, place upon such property what it determines to be a
f‘air valuation thereof, not in excess of the cost less 1.66 percent per month from the date

such propert,w( vas purchased under this contract to the termination of said 90-day period; and

auch property shall thereupon be considered and accounted for as baving been purchased by the

Operator at the valuation so fixed by the Govermment; and

. (3) enter and take possession of such property vherever it msy be found., and remove and
diepose of it for the joint account of the parties.

'AR[‘ICLE 9. Termination of the Government's obligations.-r(a) If the Government determines
that opera.tiona 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 pecessary and inci-
dental 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.
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(v) If the Gorvernment determines that the 0pera.tor is in default under the terms of the contract,
the Government may give the Operator written riotice of such defeult with & 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 prOV1sions of the contract
as necessary and incidental 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 a.ll moneys contributed by t.he
Government under the contract.

(c) The giving of any notice by the Government under the provieions Qf 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 deteminations of the Government are subject to appeal under Article 13.

ARIICLE 10. Notices to be given by the Government may be delivered to the Qpere.tor, -or may be
sent by certified mall addressed to the Operator at his mailing address ststed in thi's contract. If
mailed, notices are deemed to have been delivered five days after the date of mailing.

ARTICIE 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 & corp-
ora.tion 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 1ncorporated in and made & part of
this contract. ) B-1 and C

ARTICLE 13. Disputes.--Any dispute arising under this contract which i1s not disposed of by agree-
ment shall be decided by the Director, U. S. Geologica.l Survey, who shall reduce his decision
to writing and mail or otherwise furnish & copy thereof to the Operator. The decision of the Director,
U. S. Geological Survey, 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, U. S. Geological Survey,
a written appeal addressed to the Secretary of the.Interior. The decision of the Secretary or his
duly authorized representative for the determination of such appeals shall be final and conclusive
unless determined by a court of competent jurisdiction to have been fraudulent, or capricious, or
arbitrary, or so grossly erroneous as necessarily to imply bad faith, or not supported by substantial
evidence.

The term "Director, u. S. Geological Survey," as used herein includee his duly authorized
representative.

ARTICLE 1k. 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
18 not covered by the Walsh-Healey Public Contracts Act (41 U.S.C. 35-45), is subject to the following
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 mechanic 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 campensation at a
rate of not less than one and one-half times his basic rate of pay for all hours worked in excess of
eight hours in a.ny such calendar day or in excess of forty hours in any such workweek, as the case may
be.

(b) Violations; liability for unpaid wages; liquidated damages.--In the event of any violation of
the clause set forth in subparagraph (a) of this paragraph, the Operator end any subcontractor res-
ponsible therefor shall be liable to any affected employee for his unpaid 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 liquidated 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 eight 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 U. S. Geological Survey may
withhold or cause to be withheld, from any moneys payable on account of work performed by the Operator
¥ or subcontractor, such sums as may administratively be determined to be necessary to satisfy any 1i-
t o abilities of such Operator or subcontractor for unpaid vages and liquidated damsges &s provided in the
.. ,clause set forth in subparagraph (b) of this paragraph.

* of Iabor applicable to contractors and subcontractors {29 CFR, Part 3), made pursuant to the Copeland
Act, as amended (40 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 Ilabor may specifically provide for reasonable limitations s variations, tolerances, and exemptions.

ARTICLE 16. Changes and added provision.e--

}\(" _ ARTICLE 15. Copeland (Anti-Kickback) Act--Nonrebate of wages.--The regulations of the Secretary
\
|

quadruplicate
Executed in AUXKRKEHXK the day and year first above written.
THE UNITED STATES OF AMERICA
BLUE SPHINX, INC. '
(Operator)

By
Director, Geological Survey

Title

I, ‘ , certify that I am the
(Mame )

secretary of the corporation named as Operator herein; that

» ¥ho signed this contract on behalf of the Operator, was then

(teme)

of said corporation; that sald contract was duly signed for

(Title)

and in behalf of said corporation by authority of its governing body, and is within the scope of its

corporate powvers.

7 [ cORPORATE SEAL 7]





EXPLORATION CONTRACT
SLUE SPHINX, INC.
‘ OHE. 6886
The 1and referved to in Article 2 of the Contract consiats of
thirtesn (13) yapstented lode mining claims situsted in sections 33 and
34, T, 11 W, B, 32 8., secticn 1, T. 10 R,, R, 32 E., and section &,

T. 10 B., X. 33 X., Mount Diadblo Base and Merfdian, Bovard Mining District,

These ¢lains are shown on Figure 1, entitled "™Hap showing claims
and propossd exploration, Blue Sphinx Mioa, Minersl County, Hevada,“ ‘

which is attached and sade part hereof. :

The claiws axe vecovded in the office of the County Recorder of
Kizers! County at Hawthorne, Nevads, aé follows:

Blue Sphinx . 12 a1
Sphinx Fo. 2 12 203
Sphinx Ro. 12 204
Sphinx No, 12 ‘ 204
Wﬁ* Ho. 12 203
Sphinx No. ‘34 8§07
Sphinx Ko, 34 608
Rasta 12 50
- Westa Mo, 12 3
Nesta Ho. 12 3
Kesta No. 34 610
The Operator fe in posssssion of the Spbinx No. 6, Sphiox Me. 7,
Nosta Ko, 3, and Nesta ¥o. & clatns by right of location. The remsinder
of the claime ave held by the Operator by virtue of an Offer by Homsr DB.
Dugging deted Jume 1, 1972, to and sccapted by Blue Sphinx, Inc., sssigning
& Leass and Optien dsted August 30, 1971, by and between Manuel R. Megrete
gatme decensed) and dHarie W. Connelly, lessors, and Nomer D. Duggins,
assee. ‘ : ‘

83 2y v

A Lien and Subordination Agresmsnts exscuted by Marte N. Connelly
and dated August 11, 1973, is attachad and weade part herveof.






~ In the event the Operator or awy subsidiery thereof &t any time
during the patiod expiring ten years from the date of this gontract

. sequites sny vight, titie, or interest in or to any land situnted within

600 fest of the mining ¢latas shown ou Figure 1 previomsly referred to, -
the Operater shall promptly netify the Govermment of such sequisitios
and furnish & descriptien of the land and the nature of the right, title,
or interest sceuired, waps and such other data &5 the Covernment shall
requive, avd such land sutomatically sball become subject to the

© provisices of this Contrect as of the date of acquisition.
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wire line sine.

BAPLORATION CONTRACT
RLUR SpHIsX, ING.

The purpose of this Conm s to sxplore for $010 and
siiver-bearing ores by drilliing in & mineralfzed faxit zone cutting

volcanic vocks of Textiary age.

1 Provisier

Drill sites and sccess roades are to be m'mM w&& due regard
to preventing unsecassary damsge to the surface values of the land or
WOLAT DHNYCES.

A bslldozer no seeller thun & Cat«wpinn b7 ox miulﬂt wpdel

| of m: sanulgcturer shall be used to ptmﬂr Qecau Mt and drill

sites.

ALl dtiu holes ﬂml be w 4% necessary sod completed not
jess then standerd ¥X (nontnal dissater 2+1/8 taches) core sixe or eGuivalent

The Gnutmt will not contribute to the cost d doles ﬁwm
vithout prior Soverament spproval confirmed in writing, casisg left in the
holes at the request of the Opsrator, or to holes drilled closer than
100 feet to the énw boundary of tha projest aves.

All drilt core shall &n stored In boxes {dentified as to bole

_wumber, vith sarkers {n the ¢ore sections indicating the depths vepresanted.

. All core vetovered from alterved voek in place f1om hels Intervals
not excending 10 feat shall bs split and one spiit fire assdyed for gold
and silver using & assay-ton charges.  The resaining cove shall be stored
in prepar sequence. The stored gore shall be available for additioeal

- Analyses &8 nitessary and for Covernment tnapsttion snd possible wse. With .

prior Government approvel, the Operstor say dispose of the stored coze.

Trus eopies of assay certificatas of all min analysed shall be
sshaltted with the Operator®s sonthly reports, whick shall f{ncluds a log
of the drilling cempleted 4nd data on the location and width of m. sawples
callected and ‘m”‘c o ‘

The Mnter shell pxwtdc such m&uiueng fabor, and tschnical

services a8 may ba required te complete the work utuzutmxy.





The work sheill censist of bulldoxing access resds, praparing
drill sttes, and diswond cors drilling €rom each drill site. The ,
spprosimate locetions of five holes axe shows on Pigure L. Kach bole
shall be drilled 4pproximately 3OO fest in & southuesterly divection at

- an inclination of about ainus ﬁé éumn. The holes mu be about

130 fest apart. ‘
Upon cwlﬁeim of the mnm, the Qpeumz sh;u restore to '
1ts originkl mrwmtc condition dny land surface disturbed by the

project work,

mmmm asd dmuumm of bulldoser  $100.00

a hndmm ms tmum &wm siges 0

;catc drit ung, nx swadar ﬁ’ w.w,m L ,
- 13,%00.00

1,500 feet at $3.00/£t..
Drill wud, cenent, sdditives -
At 1ist price to dritler. “Total m ‘ o o
to sgcesd _ L C 20000

Lost deill bies, detll rods, mzm
At 50% of 1ist price to driiler, -
Total not to sxcesd . ;

ecom bma, 150 at .20 m

| Total euaqmy 1 and Aczgu Costs - §14,400.00

" Zacludes mobilization and dmnlimtztm of all tqmpmt; initial and

subsequent sat up at mh hole, moves betwesn holes, cement time, install

$nd remove casing 1y, truck and driv A
Bit costs, 1abor, tw. and In -&rm or, mud nixing equipnent,

2





1 sap«m»r
2 wonths at $1,000, Wm&h

Conmilting gecvlugiets
10 days at #&15.&1'&”

Consultante! per diem
10 days at $25.00/day

Consnltants® travel -
1,000 mties st $0.10/ntle

Five aseaying for gold and silvar
& assay-ton charges, 150 sanples
at $12.00/0ample

Office expenses ,

Total Fiwed Unit Costs
Total Estimated Cost of the Project

Coversment Participation at 75 Percant

| $2,000.00

; 'lmam

250,60 7

N {LS*"’(// ‘

$20,000.00






Q 6overnment 's Copy

EXPLORATION CONTRACT
' BLUE SPHINX, INC.
OME- 6886

AMENDMENT NO. 1

It is agreed this _17th day of Januar , 1974, between the
United States of America, acting through the Department of the Interior,
U.S. Geological Survey, hereinafter called the "Government'", and Blue
Sphinx, Inc., hereinafter called the "Operator", that Exploration
Contract 2312 (OME-6886), dated October 26, 1973, is amended effective
January 17 , 1974, as follows:

1., In Exhibit A:

(a) Under General Provisionms, the third paragraph, page 1,
is revised to read as follows:

"All drill holes shall be cased as necessary and completed not
less than standard BX(nominal I1.D, 1-5/8")} core size or
equivalent wire line size,"

(b) Under Estimated Costs of the Work, Actual Costs,
Category (1) Independent Contracts, page 2, the third item is
revised to read as follows.

"Core drilling, standard or wire line, 1,500 feetl/

BX 'or BXWL at. $8,50/ft.
* NX or NXWL at $9,00/ft. - $13,500,00"

2. This amendment 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.

Except as herein amended, Exploration Contract 2312 (OME-6886),
dated October 26, 1973, shall remain in full force and effect.

Executed in quadruplicate the day and year first above written,

THE UNITED STATES OF AMERICA

By MW@ M*D’

Chief, Office of Minerals Exploration
U.S. Geological Survey
Satin 1115 y

BLUE SPHINX, INC. Kood. Sol. Ofie

Iltle ,1 F& )é”/






_Government's Copy

MME Form 50 L UNTTED STATES OF AMERICA
July 1965 : DEPARTMENT OF THE INTERIOR
o U. S. GEOLOGICAL SURVEY

S

EXPLORATION CONTRACT

Long Form,
Docket No. Commodi ty c_%?%_f_o_g County - state
OME-6886 Gold and silver . Mineral ~ Nevada
It is agreed , betveen the United States of America, acting through the

: : Date _ ,
Department of the Interior, U. S. Geological Survey, hereinafter called the "Gav_exjnmnt," and

‘Blue Sphinx, Inc., a Nevada corporation

whose mailing address 1s_P.0. Box 16195, Portland, Oregon 97216 -
hereinafter called the "Operator," as follows:

ARTICIE 1. Authority and scope.--(a) This contract entered into under the authority of Public
tav 701, 85th Cong., 24 sess. (72 Stat. 7005 30 U.S.C. B 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 is & search for new or unexplored deposits of the commodity designated above. The Operator

DEC 15 1973
~(Dete)

shall begin the work on or before

__, and, subject to the provisions of Article 9

and Exhibit A, shall either have completed the york within 12 ‘months from the date of the .comtract

or shall have incurred allowable costs (see Article 6) in a sum not less than the total cost set forth
in Exhibit A. . '

(b) The total allowable cost of the work set forth in Bxhibit A is § . 20,000.00 . he Govern-
‘ 75
ment will contribute $& percent of the allowable costs as they &re incurred, in a total sum not.in
excess of $15,000,00 in accordance vith the provisions of Articles 3, L, 5, and 6. "Costs 1ncumA"
means costs that have been paid or have become due and paysble, or that the Government determines have
become obligations. . - _ % ,
(c) Interest computation.--Simple interest at the rate @9‘-" 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 transfer or assign this contract or any right or bbligation there-
under without the written consent of the Goverument.

ARTICIE 2. Operator's right in land.~-(a) The Operetor represents and undertakes that Amnex I
correctly describes the land which is the subject of this contract and the nature of the Operator's
right of property and possession therein (vhether as owner, lessee, or othervise), and that such
right, title, or interest is subject only to the following claims, liens, or encumbrances:

SEE ANNEX I .

(b) The Subordination Agreement of the holder of any claim, lien, or encumbrance listed above and
(1f the Operator does not hold the legal title) the lien agreement of any holder of the legal title of -
the land (lessor, seller, optionor, etc.) are attached as follows:

SEE ANNEX I






. {(c) The Operator shall preserve and maintain his right, title, or interest in the land and his
‘right to the possessicnithereof for the purposes of this contract, and shall-devote ‘the land and 21l -
existing improvements, facilities, buildings, installations, and appurtenances to the. purposes of this
contract. The Operatorishall neither trensfer, convey, nor surrender the land nor any Tight, title, -
or interest therein; nor perimit nor suffer any claim, -lien, or encumbrance thereon, without 'expreéssly

referring to and providing in the instrument of conveyance, lien, or encumbrance for the: preéservation
of the-Govermment's right tc'a royelty on production and liens for the payment thereof. . Tvo _true ..
coples of such instrument shall be furnished to the Government. If the Government's rights to royalty
as provided-in Article T have been terminated, the provisions of this paragraph (c) shall’ become in-

| ' applicable.

' ARPICLE 3. Performance iof the work.~-(e) QOperator's.responsibility.--The work .shall.be per- '
formed diligently, efficiently, in a workmanlike manner in accordance vith good mining standards, and
in complip.nce with State laws :governing health, safety, and liability insurance covering employment.
The Operator shall provide suitable and adequate equipment, facilities, materials, supplies; and labor
to complete the work as specified in Article 1(a). o : . e

(b) Independent contracts.-<To the extent that the allowable costs are-estimated in Exhibit A

..with express reference to performance by- independent contractors on & unit-price basis ‘-_('su_ch as per
foot of drilling, per foot of .drifting, per hour of bulldozer operations), the work may. be so: per=
formed (see Article 6(a), Category (1)). Any such independent contract shall refer to some gpecific
and identifiable part of the work, and shall be subject to all of the pertinent terms and conditions
of this exploration contract; but the Government shall not be considered & party thereto, and its _
rights under this contract, including the right to terminate its contributionms, shall not be affected .
thereby. Regardless of the provisions of any such independent contract, the Government will partici-

" pate in payments to’the independent contractor only as to work performed in accordance with the
provisions of this exploration contract, and only to the extent that the Government deems the unit
prices for the work under the, independent contract to be reasonable. . .

(¢) Government may inspect.--The Operator shall conmsult with and inform the Government on all
phases of the work as it progresses. The Government may enter at all reasonable times to inspect
the work under the contrect and .production operations during the period that royalty is payable to
the Government. The Operator shall provide the Government with all reasonable means of access for
such inspections. ’ : . . : .

ARTICLE 4. Contribution by the Government.--  The Government will make its contribution on
the basis of the monthly vouchers referred to in Article 5(b), but all payments by the Government are
provisional only, subject to audit.- Until the account between the Operator and the Government is
finally audited and settled and the Operator's final report has been received, the Government may
withhold such sums as are necessary to protect its interests. The Government may make payments for
the account of the Operator directly to independent contractors and suppliers rather than to the
Operator. R . <

ARTICLE 5. Reports; accounts, audits.--(a) QOperator's records.=-The Operator shall keep suitable
records and accounts Of the work performed and of ‘any production 'in which the Government may have an
interest; and shall preserve those with respect to work performed for at least three years after final
payment by the Govermment, ‘and those with respect to production for at least three years after any
obligation to pay royalties to the Government has terminated.’ The Government may inspect and audit
said records and accounts at any time, either by itself or by a certified public accountant. The .
Comptroller General of the United States or his representative, until the expiration of said three-
year periods, shall have access to and the right to examine all pertinent hooks, documents, papers,
and records of the Operator. If work under this contract is carried on in conjunction with any other
operations, or if labor,. supervision, services, materials, supplies, equipment, facilities, or other
requirements for carrying on the work are also used in comnection with other operations, the costs
shall be segregated and accounted for on a basis and by methods and accounts that are satisfactory
to and approved by the Government. . . - )

(b) Monthly reports.--The Operator shall provide the Government with four copies of ‘monthly re-
ports in three sections &s follows: A : :

. : 21) Operator's Monthly Voucher claiming costs for work performed;
. v ‘(2) Operator's Progress Report showing the number of units of the various types of work per-
formed; and & LT :

(3) a narrative report of the work perfaiméds during the reporting period, including adequate
0 engineering-geological maps or sketches, drill hole-logs and locations, and assay reports on
.o : samples taken concurrently with advance in mineralized-ground.
(Forms for reporting under (1) and (2) above will be provided by the Government; however,. the originel of
f the Operator's Monthly Voucher shall be supported by documentary evidence, such as certified copies or
transcripts of payrolls and invoices, for all costs claimed under Article 6 (a) (1).)

2.
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