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1.0 INTRODUCTION

This report is responsive to the California Regional Water Quality Control Board Central Valley
Region (CRWQCB) Revised Order to Sunoco, Inc. to Submit Technical Reports in accordance with
Section 13267 of the California Water Code, Mount Diablo Mercury Mine, Contra Costa County
(Revised Order), dated 30 June, 2009. In relevant part, the Revised Order requires that:

“2. — By 1 August 2009, Sunoco will submit a report that supports its “divisibility” contention
including figures showing the area leased by Cordero, extent of operations, and proposed
area of study under the Order. This shall include the total volume of rock removed from the
underground working and an estimate of the total volume of broken rock discharged (use a
realistic swell factor to calculate the volume of broken rock).”

Research conducted into the history of mining operations at the Mt. Diablo Mercury Mine (the
Mine) provides a clear record of the limited involvement of the Cordero Mining Company (Cordero).
This record allows a determination of how the work conducted by Cordero relates to the current
and past condition of the Mine, and the historic and continuing release of contaminants into lower
Dunn Creek and, ultimately, the Marsh Creek watershed. The record indicates that work
conducted and materials generated during Cordero’s operations were not and are not related to the
past and continuing release of mercury laden waters into the existing impoundments at the base of
the Mine, moving then into lower Dunn Creek and ultimately Marsh Creek. The Cordero work
areas both above and below ground appear to be demonstrably separate and “divisible” from the
existing piles of waste rock, tailings, impoundments, and springs that currently combine to create
the condition of continuing impacts to the Marsh Creek watershed. The following sections of this
report document the history and technical data that support this conclusion, followed by a legal
analysis regarding divisibility.

1-1 The Source Group, Inc.
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2.0 THE CORDERO OPERATIONAL PERIOD

Cordero actively operated at the Mine from January 1955 into December 1955, a total of 12
months. This operational period is documented in multiple sources including lease documents,
United States Defense Minerals Exploration Administration (DMEA) documents, as well as a
complete history of the Mt. Diablo Mine written by Clyde P. Ross in the California Journal of Mine
and Geology (Ross, 1958). As documented by Ross (1958) and supplemented with additional
references, the context of the Cordero operation within the total history of activities at the Mine is
summarized below:

The first shaft on what became the Mt. Diablo Mine site was sunk by a Mr. Welch in about 1863.
Mr. Welch encountered ore at 37 feet below ground where “both cinnabar and native mercury
could be obtained by panning the soil removed”. After a short period of production between 1875
and 1877, the mine was relatively idle until 1930 when Mr. Vic Blomberg organized the Mt. Diablo
Quicksilver Mining Company (Mt. Diablo Quicksilver), which operated the mine between 1930 until
1936 producing an estimated 739 flasks of mercury. Mt. Diablo Quicksilver then leased the
property to the Bradley Mining Company (Bradley) from 1936 to 1951, during which time Bradley
produced over 10,000 flasks of mercury. At the end of Bradley’s operations, the underground mine
workings consisted of four levels in a steeply dipping shear zone. The Bradley workings were
accessed by a main shaft and a drain tunnel on the 165 foot level (Pampeyan, 1963).

Mt. Diablo Quicksilver next leased the mine to Ronnie B. Smith and partners (Smith et. al.) in 1951.
Using surface (open pit) mining methods, Smith et. al. produced an estimated 125 flasks of
mercury in a rotary furnace. In 1953 the United States Defense Minerals Exploration Agency
(DMEA) granted Smith et.al. a loan to explore the deeper parts of the shear zone. With DMEA’s
grant money, and under the DMEA’s supervision, Smith et. al. constructed a 300-foot-deep shaft
(historically referred to as the DMEA Shaft) during the period August 15, 1953 to January 16, 1954.
After completing the shaft, Smith turned southeast with a 77-foot-long crosscut in dry shale, in the
direction of the shear zone mined by the Bradley Mining Company. At the surface, Smith
constructed dump tracks north and across the road (away from the pre-existing Bradley waste at
the southeast portion of the site) to an “unlimited location” (Schuette, 1954a), presumably on the
north facing slope in the Dunn Creek watershed where a large waste dump is mapped by
Pampeyan (1963). Smith et. al. assigned their lease and DMEA contract to J. L. Jonas and J. E.
Johnson in January 1954. Jonas and Johnson extended the drift to 120 feet but stopped after
encountering water and gas. The DMEA Shaft and workings flooded on February 18, 1954 to the
level of the old drain tunnel on the 165 Level and, subsequently, Jonas and Johnson abandoned
the project.

Cordero acquired a lease for the Mine site from Mt. Diablo Quicksilver dated November 1, 1954
and began working at the Mine in January 1955 to recondition the DMEA Shaft in order to access
the 360 Level (Cordero and DMEA were unable to negotiate a contract, but records reveal that

2-1 The Source Group, Inc.
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Cordero ultimately completed the scope of the project proposed by the DMEA). Cordero replaced
failed lagging, and mucked out and dewatered the DMEA Shaft, bypassing the Jonas and Johnson
tunnel, and drove a series of crosscut and drift tunnels a total of 790 feet from the DMEA Shaft to
the shear zone. Intense rain storms during December 1955 increased the normal flow of mine
water beyond pumping capacity and resulted in re-flooding of the mine workings (Pampeyan and
Sheahan, 1957). At this time, Cordero suspended operations. As a result of the re-flooding of the
Mine, the total active mining operations by Cordero at the Mine are documented to be for just 12
months.

The Mine remained idle until March 1956, when the Cordero lease was transferred to Nevada
Scheelite, Inc., which began dewatering with a 500 (gpm) pump. Nevada Scheelite apparently
operated an unidentified portion of the Mine site from 1956-58. Downstream ranchers objected to
the discharge of acid mine waters to the creek and the operation was suspended. The lease was
relinquished after developing only a small tonnage of ore from the open pit. In June 1958, a
CVRWQCB inspection report states the mine was leased to John E. Johnson and he was
operating it, but he apparently died later that year and the Mine again ceased operation.
Subsequent operations on an unidentified portion of the Mine site were conducted by Welty and
Randall Mining Co. from approximately 1965-69. They apparently re-worked mine tailings at the
Mine site, under a lease from Victoria Resources Company, which purchased the Mine from Mt.
Diablo Quicksilver in May 1962.. On or about December 9, 1969, Guadalupe Mining Co.
(Guadalupe) purchased the Mine from Victoria Resources. It is unclear whether any operations
were conducted by Guadalupe. In June 1974, Jack and Carolyn Wessman and the Wessman
Family Trust purchased the Mine site from Guadalupe. In 1977, the Wessmans sold the portion of
the Mine site containing the settlement pond to Ellen and Frank Meyer, but subsequently
repurchased it in 1989.

2.2 The Source Group, Inc.
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3.0 CORDERO MINING ACTIVITY

Cordero mining activity consisted of repairing lagging, and mucking out and de-watering of the
existing DMEA Shaft beginning in January 1955, followed by driving a new crosscut and drifts from
the shaft on the 360 foot level. Additionally, the existing furnace plant was repaired, and a trestle
was constructed from the shaft to the ore bin (Sheahan, 1956). Cordero’s workings totaled 790
feet and extended south from the DMEA Shaft and ultimately connected with the Main Winze of the
Bradley workings (Pampeyan and Sheahan, 1957).

The Cordero tunnel system was mapped by investigators for the DMEA as documented in the
Report of Examination by Field Team Region Il, Final Report, and dated January 30, 1957
(Pampeyan and Sheahan, 1957). Figure 3-1 depicts the Cordero mine tunnels in plan view and
their relationship to the DMEA Shaft and the originally flooded DMEA crosscut that was abandoned
by Jonas and Johnson. Figure 3-2 shows the same plan view of the Cordero tunnel system and
includes the Plan view of the entire pre-Cordero tunnel system located to the south. As noted
above, the workings on the 360 Lever were connected to the Main Winze of the original workings
at its northern terminus as shown on Figure 3-2. A cross section produced by the DMEA
demonstrates the Pre-Cordero tunnel system as presented on Figure 3-3. The Cordero tunnels
were advanced at the 360 Level which is below all of the workings depicted on Figure 3-3 and were
connected to the bottom of the Pre-Cordero Main Winze via a 15 foot raise (Sheahan, 1956).

The plan view outlines of the Pre-Cordero and the Cordero workings are transposed on a current
aerial photograph for perspective with the current condition of the Mine (Figure 3-4).

3-1 The Source Group, Inc.
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4.0 CORDERO LEASE AND WORK AREAS

The Cordero lease with Mt. Diablo Quicksilver (Cordero Mining Company, November 1, 1954)
indicates the specific area for Cordero operational activities (Attached as Appendix A). The
Cordero Mining lease covers an area of approximately 60 acres and its location as described in the
lease document is excerpted as follows:

DESCRIPTION:

The northeast quarter of the southeast quarter of Section 29 and the south half of the southwest
quarter of the northeast quarter of Section 29, Township 1 North, Range 1 East, Mount Diablo
Base and Meridian, containing 60 acres more or less.

EXCEPTING THEREFROM: “That certain syphon pipe leading therefrom to a water trough on the
northeast quarter of the southeast quarter of said Section Twenty-nine (29), which said water
spring, trough, and pipe are excepted from this deed, “as provided for in the deed from Edward A.
Howard and Daisy B. Howard, his wife, to Mount Diablo Quicksilver Company, Ltd., a corporation,
dated 'December 29, 1933, and recorded Feb. 1, 1934 (File .No, 1060); And

The northwest quarter (N.W.1/4) of the southeast quarter (S.E.1/4) of Section 29, in Township 1
North of, Range 1 East, Mount Diablo Base and Meridian. Said property shall not include the
following described property, to wit: that land beginning at the northwest corner of the northwest
quarter of the southeast quarter of Section 29, Township 1 North, Range 1 East, Mount Diablo
Base and Meridian; thence running southerly along the dividing line between the northeast quarter
of the southwest quarter and the northwest quarter of the southeast quarter of said Section 29, a
distance of 20 chains to the southwest corner of the northwest quarter of the southeast quarter of
Section 29; thence running along the southerly line of the northwest quarter of the southeast
quarter of Section 29, a distance of 2.924 chains; thence leaving said line, and running in a
northerly direction a distance of 20.23 chains to the point of beginning.

EXCEPTING from the demised premises the house known as the Blomberg house together with
the right to use such water as is necessary for domestic purposes. In the event the option to
purchase is exercised then this exception will be without effect and title to the Blomberg house
shall pass with the other property.

IN ADDITION Lessee shall have the right to any access road over which Lesser has control.

The Cordero lease area within the Mine site is graphically presented on Figure 4-1 which is
overlain on the map of mining produced by the California Division of Mines and Geology (CDMG)
in 1963. The lease area encompasses the historic mining operations areas, but notably excludes a
significant portion of the easterly areas of exposed waste rock, the spring outflow area and the
current waste and water impoundments below the Mine adjacent to Morgan Territory Road.

4-1 The Source Group, Inc.
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Cordero worked the DMEA Shaft and rehabilitated the furnace and constructed a trestle from the
DMEA Shaft to the furnace location (Pampeyan and Sheahan, 1957). This area is highlighted on
Figure 4-1, delineating the main surface work area for Cordero. Additional documentation
indicates that Cordero conducted water handling and treatment operations extending from the
DMEA Shaft to a location 1,350 feet to the west within the lease area (Sheahan, 1956 and WPCB,
A.J. Inerfield, April 8, 1955 Activity Report).

The surface and below ground areas depicted on Figure 4-2 showing the DMEA Shaft and furnace
area, the waste dump area, and the water disposal area west of the DMEA Shaft are the only
documented work areas during Cordero’s mining activities and represent the extent of known
operations by Cordero.

4-2 The Source Group, Inc.
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5.0 CORDERO WASTE MANAGEMENT AND DISPOSITION

As documented in Section 3.0, the Cordero activities generated waste rock, a small amount of ore
material, and water as a result of Mine de-watering before and during the mining activity. As
discussed in detail below, based on documents produced by the DMEA, Regional Water Quality
Control Board (RWQCB), and the California Division of Mines and Geology (CDMG), the ultimate
disposition of these wastes can be effectively defined and related to the current condition of the
Mine.

5.1 Waste Rock and Ore Generation and Disposition

The tunnels advanced by Cordero on the 360 Level totaled 790 feet as documented by Pampeyan
and Sheahan (1957). The total volume of waste rock generated by Cordero during its 12 months
of operation is calculated using a 20% bulking factor to be approximately 1,228 cubic yards (Table
1). Near the end of Cordero’s operational period, Cordero encountered small zones of ore that
resulted in the stockpiling of that ore for sampling and assay. The DMEA field team inspected the
Mine and sampled the Cordero ore stockpile. The total ore generated by Cordero was estimated
to be between 100 to 200 tons of ore with a grade of 3-10 Ibs of mercury per ton (Pampeyan and
Sheahan, 1957). This tonnage of ore translates to approximately 50 to 100 cubic yards of ore
material.

The calculated total ore and waste rock generated by all documented mining activities prior to and
including Cordero is calculated to be approximately 105,848 cubic yards as noted and referenced
on Table 1. Based on these material calculations, waste rock and ore generated by the Cordero
activities represents less than 1.2% of the estimated total volume of mined material at the entire
Mine site.

The final disposition of the Cordero mined ore and waste rock can be ascertained through a review
of before and after maps of the mine created by Pampeyan for the CDMG in 1954 and 1963 and
on review of aerial photographs before and after the Cordero operational period. Pampeyan
(CDMG, 1954) prepared maps of the underground mine workings, waste rock dumps and general
mine information. Figure 5-1 illustrates the proposed location of the DMEA Shaft. In 1956/57,
following mining by the DMEA and Cordero, Pampeyan updated this map as published in the
document “CDMG, Special Report 80, Plate 3” dated 1963. The updated map is shown as Figure
5-2. A comparison of the maps shows the location of the DMEA Shaft and the addition of waste
rock adjacent to the shaft that did not exist on the 1954 map as demonstrated on Figure 5-3. The
map clearly shows that material generated by DMEA and Smith during the sinking of the DMEA
Shaft was located at the Shaft. Site inspections in 2008 confirmed that the pile of waste rock
adjacent to the DMEA Shaft on the 1956 map no longer exists (Figures 5-2 and 5-3). Based on
interviews with the current property owner, Jack Wessman, it was ascertained that waste rock
adjacent to the DMEA Shaft was used by Jack Wessman to re-fill the DMEA Shaft.

5-1 The Source Group, Inc.
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Additionally, the Pampeyan 1963 map depicts a large “waste dump” located north of the DMEA
Shaft to the North (Figure 5-2). This waste dump is clearly seen in an aerial photograph from 1952
indicating that it appeared active at that time as shown on Figure 5-4. Dump tracks were extended
north and across the road to an “unspecified location” (Schuette, 1954a) by Smith, presumably on
the north facing slope in the Dunn Creek watershed where the large waste dump is mapped by
Pampeyan (1963). Review of an aerial photograph from 1957 (Figure 5-5) also confirms the
location of the large waste dump to the north of the DMEA Shaft, although the clarity of this
photograph does not allow determination of changes as compared to the 1952 photo. The large
waste dump north of the DMEA Shaft was inspected in 2008. The waste dump is on a steep slope
and contains approximately 1.3 acres of large blocks of rock 2 to 10 feet in diameter that are now
densely covered with vegetation. There was no indication of small amount of finer material that
would have been extracted from the shaft. The current condition of the waste dump in 2008 can be
seen on the aerial photo presented as Figure 5-6.

In summary, maps and aerial photos combined with anecdotal information from the current
property owner indicate that material generated by Cordero in 1955 was hoisted out of the DMEA
Shaft and placed adjacent to the Shaft in a waste pile that has subsequently been placed back into
the Shaft. Additionally, most or all of any remaining waste rock, if any, generated by Cordero
would have been disposed of in the large waste dump located immediately north of the DMEA
Shaft via the dump tracks installed by Smith in 1954 expressly for this purpose (Schuette, 1954a).

5.2 De-Watering and Disposition of Waste Water

Records indicate that the first actions taken by Cordero at the Mine were to de-water and re-
condition the DMEA Shaft as documented by Sheahan in his interim field report of March 6, 1956
(Sheahan, 1956). Sheahan notes in this report that “Water from the 300 level was pumped to the
surface and conveyed through two transite pipe lines to land northwest of the mine”. Sheahan
(1956) goes on to state in the final paragraph of his report that “A major contribution to the value of
the property was the discovery by Cordero Mining Co. of a means for disposing of acid mine
waters to the satisfaction of the State Water Pollution Board”.

Further elaboration on the disposition of water generated by Cordero was provided in the final
DMEA field report (Pampeyan and Sheahan, 1957) as follows: “A location for seepage ponds for
disposing of acid mine water, heretofore a severe problem, was discovered by Cordero and met
the requirements of the State Water Pollution Board.” This report also provides information on the
typical pumping rate from the DMEA Shaft in the following quote: “Intense rain storms during
December 1955 increased the normal flow of mine water from about one hundred to several
hundred gallons per minute and the workings were reflooded.” Thus, from these two field reports it
is concluded that pumping from the mine shaft was on the order of 100 gallons per minute and the
water was transported west to northwest of the Mine and the DMEA Shaft location, the opposite
direction from existing ponds located on the eastern boundary of the Mine site (Figure 5-6).

5-2 The Source Group, Inc.
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These references to the pumping and transport of water from the Cordero shaft to a treatment and
seepage location to the northwest are independently corroborated by inspection reports from the
State Water Pollution Control Board (WPCB). On April 8, 1955, a field inspection was conducted
by Arthur J. Inerfield (A.J.l) and W.D.B. of the WPCB as documented in a short field
memorandum. This memorandum provides additional detail on the disposition of water by Cordero
as follows: “Visited Mt. Diablo Mine and was shown the waste disposal installation. The water is
pumped out of the shaft is aerated by passing over a few riffles and then goes to a shallow pond.
Here some of the ion precipitates and settles. The supernatant is picked up and pumped through a
4” transite line 1350 ft. across the valley to the west onto a high hill where a sump has been
excavated (The suction line of the pump is too low in the first pond and picks up too much
sediment). On the hill the water passes over aerating riffles and goes to the excavated sump. The
water percolates here to some extent.” (Field Inspection, April 8, 1955; emphasis added.)

It is clear from these inspection reports that water generated by Cordero was handled and treated
in areas to the west and northwest of the DMEA Shaft. An additional site inspection was
documented in an Activity Report by C.T.C. of the WPCB dated July 18, 1955, during the time of
Cordero’s operations, and provides further elaboration on Cordero’s waste water management as
follows: “Drainage from the mine tunnels is pumped to a sump and then pumped to two disposal
sites on the side of Mt. Diablo. One site receives 1/3 to 2/3 of the waste which flows into holding
ponds on a flat area. Disposal is by percolation and evaporation... The percolating drainage
waters are appearing in Dunn Creek which has quite good flow at the mine (probably 20-30 gallon
per minute) for this time of year. Dunn Creek is usually dry now...Flow in Dunn Creek was clear
and odorless. No drainage was entering the pond at the foot of the hill and there was no overflow
from the pond to Dunn Creek below the mine. Present waste disposal methods are not causing
nuisance downstream from the mine.” (WPCB Activity Report, July 18, 1955.)

The July 18, 1955 WPCB report quoted above further documents a key fact. Namely, the water
treated by Cordero ultimately traveled into Dunn Creek, yet bypassed the existing ponds below the
Mine site to the East.

The spatial relationship of the disposal program implemented by Cordero, as documented through
the inspection reports referenced above, is depicted on Figures 5-2 and 5-6 demonstrating the
interpreted disposal process extent and features. The notable conclusions that can be drawn from
these first-hand field reports are as follows:

1. Cordero conducted water treatment in compliance with, direction from, and to the
satisfaction of the WPCB,;

2. The water generated was treated through small holding ponds and sumps located west to
northwest of the DMEA Shaft location on the slope of Mt. Diablo;

3. The water treatment consisted of settling of solids, aeration and percolation, and mercury
contamination was not a concern of the WPCB;

5-3 The Source Group, Inc.
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4. As a result of the water treatment methods, discharge by Cordero into Dunn Creek was
clear and odorless and was considered to not be a nuisance;

5. The area for water disposal by Cordero is not connected to the exposed waste rock,
tailings, ponds, and springs that historically and currently have negatively impacted the
lower stretch of Dunn Creek and the general Marsh Creek Watershed; and

6. At no time during Cordero’s leasehold or afterwards do documents indicate that the WPCB
or any other regulatory agency request or Order Cordero to remove or abate any alleged
nuisance concerning any mercury discharge or mercury contaminated water.

5-4 The Source Group, Inc.
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6.0 CURRENT CONDITION OF MINE SITE

The current condition of the Mine is shown on the attached 2004 aerial photograph (Figure 6-1).
The aerial photo has been overlain with a mine features map taken from the CDMG 1963
publication to demonstrate the relevant position of pre- and post-Cordero mining features (CDMG
1963). The relevant features of note on Figure 6-1 are labeled and include the following; collapsed
mine workings area, furnace and processing area, DMEA Shaft, northern waste dump, eastern
tailings piles and waste rock piles, series of three ponds on the eastern part of the Mine adjacent to
Morgan Territory Road, the locations of two springs, and the outline of underground workings.

Since the operations of Cordero in 1955, multiple operators and property owners have been
involved in actions that have modified the physical features of the general Mine area. Most
notably, the current property owner, Jack Wessman, over the period of his ownership since 1974,
has conducted significant earth moving work at the Mine involving the importation of a significant
quantity of fill material (reported by Jack Wessman to be on the order of 50,000 cubic yards) and
the movement and grading of this fill material around the Mine site and area.

Based on discussions with Jack Wessman conducted during site inspections in 2008, this work has
specifically included: 1) infilling of the original collapsed Mine workings located to the north of the
DMEA Shaft and Cordero work area, 2) filling of the DMEA Shaft and filling and covering of waste
rock below the shaft toward the furnace, 3) filling of a small pond located west of the DMEA Shaft,
4) grading of waste rock and tailings piles located to the east of and overlying the Mine workings as
part of surface drainage control actions, and 5) installation of drains and drainage pipe for the
purpose of redirecting surface rainfall runoff in the upper Mine area around the exposed tailings
and waste rock into Dunn Creek directly bypassing flow through the lower collection pond.

The purpose of this earthwork and grading by Jack Wessman was to diminish the ability for surface
water runoff to be channeled through the exposed waste rock and tailings such that the total
loading of mercury and other contaminants to the Lower Pond, and ultimately Marsh Creek, was
reduced. According to Jack Wessman, he conducted this work directly at the behest and generally
under the direction and guidance of the CRWQCB, purportedly too reduce mercury and
contaminant loading to Marsh Creek and environs.

As a result of the property modifications described above, the current condition of surface drainage
across the Mine has been roughly interpreted and plotted on the attached Figure 6-2. This Figure
demonstrates surface drainage as it exists related to the Cordero operations. As intended by the
current property owner, current surface drainage for the upper Mine areas, including the Cordero
operations around the DMEA Shaft area, is captured and routed around the exposed tailings and
waste rock and around the Lower Pond emptying directly into Dunn Creek at a location up-gradient
of the Lower Pond.

6-1 The Source Group, Inc.

SUN-0014



Divisibility Position Paper
Sunoco, Inc. as Related to Cordero Mining Company July 31, 2009

6.1 Mine Condition as It Relates to Sources of Current and Historic Pollution in Marsh
Creek

The potential for contamination of Marsh Creek has long been of concern, resulting in considerable
sampling of Marsh Creek, Dunn Creek, Horse Creek, pond effluent, etc., over the past 50+ years
(WPCB Document Log). Generally, these sampling events have consisted of collecting grab
samples under varying conditions (ranging from high runoff periods, to periods of little or no runoff).
Sampling has usually been conducted by the RWQCB and its predecessor, the WPCB, as part of
annual inspection visits to the mine that have occurred since the early 1950’s. Indeed, the WPCB
was involved prior to and during the Cordero operations period and issued an order regarding
control of discharges to Marsh Creek from mining activities prior to Cordero’s lease of part of the
Mine site in November 1955. Compliance with this prior order was a stipulation in the Cordero
Lease (Appendix A), and as discussed in Section 5.2, Cordero was in compliance with State Board
requirements with respect to their water discharge.

Prior to the operational period of Cordero, sources of pollution of lower Dunn Creek and Marsh
Creek included the continuous discharge of water produced from de-watering of the mine workings
by previous operators and, the surface runoff across mine waste rock and tailings into the Lower
Ponds and ultimately into Dunn Creek and the Marsh Creek Watershed.

Since the Cordero operational period, sources of pollution to Marsh Creek have been the
movement of surface runoff over and through the eastern side of the Mine, consisting of Bradley’s
tailings and waste rock combined with the draining of acidic water from a spring located
underneath the waste rock. This spring is interpreted to emit from the buried mine portal that was
the only lateral tunnel exiting the pre DMEA/Cordero original mine workings (the 165 foot tunnel
(Figure 3-3). This surface and spring/mine water drain directly into the Lower Pond. As the Lower
Pond fills, it overflows out of its southwest corner and mixes with spring water from a nearby
flowing spring on State Park land, moving into Dunn Creek and thence into Marsh Creek and the
greater Marsh Creek watershed. These site features/conditions are demonstrated on Figure 6-2.

A three year study of the Marsh Creek Water shed was conducted by Contra Costa County to
comprehensively determine the sources of mercury in the Marsh Creek watershed, both natural
and anthropogenic. The results of this study are summarized in a March 1996, report titled “Marsh
Creek Watershed 1995 Mercury Assessment Project — Final Report” prepared by Darell G. Slotton,
Shaun M. Ayers, and John E. Reuter (Slotton et. al, 1996).

As part of this Mercury Assessment Project, sampling was conducted at the Mine area including
the Lower Pond, the spring on State Park property, the spring emanating from the waste rock, and
other locations upstream in Dunn Creek and downstream along Marsh Creek. Based on the
results of the 3-year study and extensive sampling of the entire Marsh Creek watershed, the
Slotton report concluded that the Mount Diablo Mercury Mine, and specifically the exposed tailings
and waste rock (Bradley’s waste) above the existing pond combined with acidic discharge from the
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spring emanating from the waste rock above the pond, was the dominant source of mercury in the
watershed. Sampling of Dunn Creek above the Lower Ponds indicated minimal sourcing of
mercury was occurring from the watershed immediately above the Lower Pond. The chemical
results of the Slotton et. al. 1996 study in the Mine area are depicted graphically in Figure 6-3
excerpted from the Slotton Report.

As stated by Slotton et. al. (1996) the data indicates that “the great majority of the mercury load
emanating from the tailings is initially mobilized in the dissolved state. This dissolved mercury
rapidly partitions onto particles as it moves downstream. The bulk of downstream mercury
transport is thus particle-associated.” The Slotton report also states that “...major mitigation focus
should be directed toward source reduction from the tailings piles themselves, with subsequent
containment of the remaining mobile mercury fraction being a secondary consideration.”

In summary, the results of years of sampling, numerous site inspections by the WPCB and the
RWQCB, and the results of an extensive study of the Marsh Creek watershed, all indicate that the
continuing source of mercury impact to lower Dunn Creek and Marsh Creek and its environs
emanates from the Lower Pond that is filled via spring discharge and surface runoff that flows over
Bradley’s eastern tailings and waste rock piles at the Mine. These areas and the origin of these
materials are separate in space and time from activities conducted by Cordero during its short
period of operation at the Mine. Any residual waste rock and sediment from water treatment
activities by Cordero exist, if at all, primarily in the northwestern portion of the Mine area that
naturally drains into Dunn Creek at locations above and up-gradient of the identified sourcing area
for mercury impacts to Marsh Creek. Sampling of Dunn Creek and “My” Creek above the Lower
Pond indicates minimal to no mercury impact.
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7.0 SUMMARY OF CORDERO DIVISIBILITY POSITION

Cordero mining activity occurred over 12 months from January to December 1955 and consisted of
repairing lagging, and mucking and de-watering of the existing DMEA Shaft, followed by driving a
new crosscut and drifts from the shaft at the 360 Level totaling 790 feet of new tunnel. The
Cordero cross-cutting and drifting activities generated approximately 1,228 cubic yards of waste
rock (less than 1.2% of material generated by others at the Mine) of which 50 to 100 cubic yards
was considered low grade ore material. This waste rock and ore was ultimately used to backfull
the DMEA Shaft and/or incorporated into the Waste dump located immediately north of the shaft.
De-watering the Mine required a pumping rate on the order of 100 gallons per minute. The water
was transported west to northwest of the Mine where it was treated via settlement of solids,
aeration and percolation to the satisfaction of the WPCB (predecessor to the RWQCB).

Mining activities by Cordero were naturally confined to a small portion of the area Cordero leased
from Mt. Diablo Quicksilver which, above-ground, encompasses the historic mining operations
areas, but notably excludes the easterly areas of exposed waste rock, the spring outflow area and
the current waste and water impoundments below the Mine adjacent to Morgan Territory Road.
The results of years of sampling, site inspections by the WPCB and the RWQCB, and the results of
an extensive study of the Marsh Creek watershed indicate that the continuing source of impact to
lower Dunn Creek and Marsh Creek and its environs emanates from the Lower Pond that is filled
via spring discharge and surface runoff that flows over Bradley’s eastern tailings and waste rock
piles at the Mine. These locations and the origin of these materials are outside the Cordero Lease
area and are separate from activities conducted by Cordero during its short period of operation at
the DMEA shaft location at the Mine. As a result of property modifications by the current property
owner, current surface drainage for the upper Mine areas, including the former Cordero operations
area, is captured and routed around these exposed source areas of tailings and waste rock, and
around the Lower Pond, emptying directly into Dunn Creek and thus bypassing the current source
of mercury to Marsh Creek.

The record shows that work conducted and materials generated during Cordero’s mining activity
were not and are not related to the past and continuing release of mercury-contaminated waters
into the existing impoundments (including the Lower Pond) at the base of the Mine, or into Marsh
Creek. The Cordero work areas both above and below ground are demonstrably separate and
“divisible” from the existing piles of waste rock, tailings, impoundments, and springs that currently
combine to create the condition of continuing impacts to the Marsh Creek watershed. Furthermore,
the Slotton Report reveals that sampling data collected during the Marsh Creek watershed study
indicate that surface drainage from the areas of Cordero work and waste materials do not
contribute any significant mercury and contaminant loading to Dunn or Marsh Creeks.
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8.0 PROPOSED AREA OF STUDY

Documents indicate that Cordero’s operations were centered on the DMEA shaft and
facilities/roads in the immediate area. The proposed area of study is recommended to be centered
on the shaft and immediately around the shaft area. The study would be focused on an
assessment of materials that may be related to Cordero activities and that may have the potential
to produce negative contaminant impacts to Dunn and Marsh Creeks.
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9.0 LEGAL BASES FOR DIVISIBILITY'

Any order requiring Sunoco to investigate and/or remediate the Mine site should be limited in
scope because, as outlined in more detail below: (1) under well-established California law, lessees
such as Cordero are not responsible for investigating or remediating continuing nuisances related
to discharges by others, and (2) under federal law, the United States Supreme Court has recently
held that divisibility is proper where a party such as Cordero can show that a reasonable basis for
apportionment exists.

The Revised Order states that:

“l[a]’ discharger has a legal obligation to investigate and remediate contamination. As
described above, Sunoco, Inc. is subject to this Order because of its ownership interest in
the Cordero Mining Company, which operated Mount Diablo Mercury Mine and discharged
waste to waters of the state. Therefore, it is a ‘person[s] who [have] discharged .. . waste’
within the meaning of CWC section 13267.

While a discharger may have a legal obligation to investigate and remediate contamination they
caused, no such obligation exists where another caused the contamination. This is particularly true
of alleged dischargers who merely leased, but did not own, a site. Moreover, the Revised Order’s
reference to the “Mount Diablo Mercury Mine” is vague, and appears to suggest, without any
evidentiary basis, that Cordero mined the entire underground workings and is somehow
responsible for all waste mine rock and tailings in the area of the Mine, as well as for all historical
discharges of mercury contaminated water to a settlement pond at the base of the site and into the
Marsh Creek watershed generally. In this regard, the Revised Order appears to suggest that
Sunoco is required to investigate waste and discharges known to have been caused by others (i.e.,
Bradley Mining Company). The Revised Order states:

“[a]cid mine drainage containing elevated levels of mercury and other metals are being
discharged to a pond that periodically overflows into Horse and Dunn Creeks” and that
“[flurther site investigation is required to assess the extent of pollution discharged from the
mine site and to evaluate the remedial options to mitigate the discharge.” (RO at p. 1.)

This Divisibility Report provides the legal and factual basis for limiting the scope of Sunoco’s Site
investigation and any potential subsequent remediation. The Regional Board has not articulated
any legal or factual basis for requiring Sunoco to investigate or remediate areas of the Mine that
were historically operated by other responsible parties, such as Bradley.

1. The Regional Board’s Purported Theory of Liabilty — Passive Migration/ Continuing
Nuisance

' This section 9.0 was prepared by Edgcomb Law Group
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i. Inthe Matter of the Petition of Zoecon Corporation

In discussions with Edgcomb Law Group (outside counsel for Sunoco) regarding Cordero’s alleged
liability, Patrick Pulupa, Staff Counsel, State Water Resources Control Board Office of Chief
Counsel, stated that the Regional Board is basing Cordero’s liability on a passive migration theory.
According to this theory, Cordero’s lease of a portion of the Mine site provided it with legal control
sufficient to allow it to remediate continuing nuisances in the areas covered in the lease — including
discharges caused by other parties. Under California law, however, while subsequent owners may
be liable in some instances for passive migration of contaminants from a continuing nuisance
created by a predecessor, lessees such as Cordero cannot be held liable for discharges of
another. While the Revised Order generally references sections of the California Water Code,
neither the Revised Order nor Mr. Pulupa have specifically articulated any legal authority that might
support liability of a lessee under a passive migration theory, although it appears to be loosely and
erroneously based on the State Water Resource Control Board decision In_the Matter of the
Petition of Zoecon Corporation, Order No. WQ 86-02 (“Zoecon”).

Zoecon applies to site owners and former owners, but not to lessees such as Cordero. Under
Zoecon, a current owner may face liability because it has the authority to abate a continuing
nuisance resulting from the passive migration of contaminants, even where caused by a
predecessor owner. However, nothing in Zoecon supports a finding of liability for former lessees
such as Cordero, which neither caused any continuing nuisance resulting from the mining
operations of others (i.e., Bradley), nor has any current authority to abate it. In Zoecon, the
Regional Board concluded that the petitioner, the current site owner, was legally responsible for
conducting the required investigation or remedial action. (Zoecon at p. 2.) The State Board based
its decision on a passive migration, continuing nuisance theory, stating:

“Therefore we must conclude that there is an actual movement of waste from soils to
ground water and from contaminated to uncontaminated ground water at the site which is
sufficient to constitute a “discharge” by the petitioner for purposes of Water Code
§13263(a).” (Zoecon at p. 4.)

Water Code §13263(a) provides:

“(a) The regional board, after any necessary hearing, shall prescribe requirements as to the
nature of any proposed discharge, existing discharge, or material change in an existing
discharge, except discharges into a community sewer system, with relation to the
conditions existing in the disposal area or receiving waters upon, or into which, the
discharge is made or proposed. The requirements shall implement any relevant water
quality control plans that have been adopted, and shall take into consideration the
beneficial uses to be protected, the water quality objectives reasonably required for that
purpose, other waste discharges, the need to prevent nuisance, and the provisions of
Section 13241.” (CWC §13263(a).)

9-2 The Source Group, Inc.

SUN-0020



Divisibility Position Paper
Sunoco, Inc. as Related to Cordero Mining Company July 31, 2009

Zoecon also states, “...here the waste discharge requirements were imposed on Zoecon not
because it had ‘deposited’ chemicals on to land where they will eventually ‘discharge’ into state
waters, but because it owns contaminated land which is directly discharging chemicals into water.”
(Zoecon at p. 5; emphasis added.) Similarly, in Zoecon the Regional Board made the
“determination that property owner is a discharger for purposes of issuing waste discharge
requirements when wastes continue to be discharged from a site into waters of the state.” (Id.;
emphasis added.)

Later, Zoecon states, in explaining why a New Jersey court’s conclusion regarding application of
the common law nuisance doctrine would probably not be applied by a California court, that, “[t]his
is because California Civil Code §3483 provides that every successive owner of property who
neglects to abate a continuing nuisance upon, or in the use of, such property, created by a former
owner, is liable therefore in the same matter as the one who first created it.” (Zoecon at p. 10;
emphasis added). Zoecon acknowledged that ‘[clommon law governs in California only to the
extent that it has not been modified by statute.” (Id. at p. 10, fn 6.) In this regard, Zoecon
recognized that the California legislature specifically excluded lessees from liability in codifying
nuisance law, since Civil Code §3483 only applies to “owners,” and not lessees. Thus, Zoecon
does not apply to lessees such as Cordero, and to the extent the Revised Order attempts to
require Sunoco to investigate and remediate waste discharged by others such as Bradley, it is
inappropriate and unsupported by the facts and law.

ii. Under California Civil Code §3483 Lessees Such As Cordero Are Not Liable For
Nuisances Created Prior To The Leasehold.

California Civil Code §3483 assesses continuing nuisance liability only upon owners and former
owners, not lessees. The plain language of §3483 reveals that the legislature explicitly excluded
lessees from liability for continuing nuisance:

“Every successive owner of property who neglects to abate a continuing nuisance upon, or
in the use of, such property, created by a former owner, is liable therefor in the same
manner as the one who first created it.” (Cal. Civ. Code § 3483; emphasis added.)

Even if the Regional Board were to somehow find that Cordero was a constructive owner of the
Site (which it was not), Cordero would still not face liability under California law, because it is well-
established that “. . . there is no dispute in the authorities that one who was not the creator of
a nuisance must have notice or knowledge of it before he can be held [liable].” (Reinhard v.
Lawrence Warehouse Co., 41 Cal.App.2d 741 (1940) (emphasis added), citing Grigsby v. Clear
Lake Water Works Co., 40 Cal. 396, 407 (1870); Edwards v. Atchison, T. & S. F. R. Co., 15 F.2d
37, 38 (1926).) Moreover, “[i]t is a prerequisite to impose liability against a person who merely
passively continues a nuisance created by another that he should have notice of the fact that he is
maintaining a nuisance and be requested to remove or abate it, or at least that he should have
knowledge of the existence of the nuisance.” (Reinhard, supra, at 746.)
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The Revised Order’s allegation that “[a]cid mine drainage containing elevated levels of mercury
and other metals are being discharged to a pond that periodically overflows into Horse and Dunn
Creeks” (RO at p. 1), is insufficient to trigger liability on the part of Cordero since, in addition to it
never having been an owner, no evidence is presented proving that Cordero was on notice of the
fact that it was maintaining a nuisance and had been requested to remove or abate it, or that it had
knowledge of the existence of the nuisance. Indeed, records indicate that during Cordero’s
leasehold, the SWPCB specifically noted that Cordero was not maintaining any nuisance related to
soil or water discharge of any contaminant, and in fact commended Cordero for its beneficial water
management practices. If the Regional Board was not aware of the nuisance at the time, there is
no reason to believe that Cordero should have had knowledge that a continuing nuisance —
created by it or any other lessee or owner of the Site — existed on its leased property at the time.

Simply put, the Regional Board fails to provide any legal or factual basis for the conclusion that
Cordero has legal liability as an “owner” and, therefore, a discharger, under a passive
migration/continuing nuisance theory. Thus, the Revised Order’s attempt to name Cordero as a
party responsible for the discharge(s) of others at the Mine site is unsupported by California law.

ii. Under Federal Law, Divisibility Is Proper Because Sunoco Can Show A Reasonable
Basis For Apportionment

The United States Supreme Court recently held that divisibility is appropriate where a party can
show a reasonable basis for apportionment. (Burlington Northern & Santa Fe Railway Co. et al. v.
United States, (2009) 129 S. Ct. 1870.) In Burlington, neither the parties nor the lower courts
disputed the principles that govern apportionment in CERCLA cases, and both the District Court
and Court of Appeals agreed that the harm created by the contamination of the Arvin site, although
singular, was theoretically capable of apportionment. (Id. at 1881.) Thus, the issue before the
Court was whether the record provided a “reasonable basis” for the District Court’s divisibility
conclusion. (Id.) Despite the parties’ failure to assist the District Court in linking the evidence
supporting apportionment to the proper allocation of liability, the District Court ultimately concluded
that this was “a classic ‘divisible in terms of degree’ case, both as to the time period in which
defendants’ conduct occurred, and ownership existed, and as to the estimated maximum
contribution of each party's activities that released hazardous substances that caused Site
contamination.” (Id. at 1882; emphasis added.)

Consequently, the District Court apportioned liability, assigning one set of defendants 9% of the
total remediation costs. (Id.) The Supreme Court concluded that the facts contained in the record
reasonably supported the apportionment of liability, because the District Court's detailed findings
made it abundantly clear that the primary pollution at the facility at issue was contained in an
unlined sump and an unlined pond in the southeastern portion of the facility most distant from the
defendants’ parcel and that the spills of hazardous chemicals that occurred on that parcel
contributed to no more than 10% of the total site contamination, some of which did not require
remediation. (Id. at 1882-3) Thus, the Supreme Court recognized that “. . . if adequate
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information is available, divisibility may be established by ‘volumetric, chronological, or
other types of evidence,’ including appropriate geographic considerations’ (Id. at 1883;
emphasis added.) Although the evidence adduced by the parties did not allow the court to
calculate precisely the amount of hazardous chemicals contributed by the parcel to the total site
contamination or the exact percentage of harm caused by each chemical, the evidence did show
that fewer spills occurred on the parcel and that of those spills that occurred, not all were carried
across the parcel to the sump and pond from which most of the contamination originated. (Id.)
Because the District Court’s ultimate allocation of liability was supported by the evidence and
comported with general apportionment principles, the Supreme Court reversed the Court of
Appeals’ conclusion that the defendants are subject to joint and several liability for all response
costs arising out of the contamination of the facility. (1d.)

It is well-established that “litigants may not invoke state statutes in order to escape the application
of CERCLA’s provisions in the midst of hazardous waste litigation.” (Fireman’s Fund Insurance
Company v. City of Lodi, 303 F.3d 928, 947 n. 15 (9th Cir. 2002).) Similarly, because “[flederal
conflict preemption [exists] where ‘compliance with both the federal and state regulations is a
physical impossibility,” or when the state law stands as an ‘obstacle to the accomplishment and
execution of the full purposes and objectives of Congress™ (Id. at 943), the Regional Board may
not — in an attempt to assess joint and several liability — assert any state law provisions that would
be inconsistent with Burlington, and applying its holding to the facts outlined herein related to
Cordero’s operations at the Mine site, apportionment is appropriate and there is no basis for the
Regional Board to find Cordero jointly and severally liable for mercury contamination caused by
any other discharger at the Site based solely on a former lease.

Specifically, Cordero can show adequate information to support divisibility “by volumetric,
chronological, or other types of evidence, including appropriate geographic considerations.”
Cordero can make a reasonable showing based on records of its operations produced by the
United States Geological Survey (“USGS”), that: (1) Cordero is only responsible for 1% of the total
volume of mine related waste at the Site; (2) Cordero’s operations did not result in the processing
of any mercury ore, which means that it generated no calcine tailings, unlike the extensive tailings
generated by Bradley and others; (3) Cordero discharged or otherwise treated its mine water to the
satisfaction of the SWPCB (which specifically did not find any nuisance) and disposed of it to the
west of the Mt. Diablo Mine Site, which drained into the Dunn Creek watershed — which is
unrelated to areas of concern identified in the Marsh Creek Watershed 1995 Mercury Assessment
Project — Final Report (“Slotton Report”); and (4) Cordero dumped its waste mine rock to the north
of the DMEA mine site, away from the Bradley waste rock and tailings (which the Slotton Report
identify as the source of mercury contamination) on the eastern side of the site. Thus, based on all
relevant facts, Cordero has demonstrated a reasonable basis for apportionment and divisibility, and
should not be required under state or federal law to investigate or remediate any continuing
nuisance caused by other lessees, owners, or operators of the Mine site.
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APPENDIX A

CORDERO LEASE WITH VIC BLOMBERG FOR MT. DIABLO MERCURY MINE

SUN-0044



THIS AGHEEMENT, entersed intda this Si& . <iay Ofﬁ“oﬁeuahagn

1954, wetween MT, DIAZLO QUICKSILVER COMPANY, LTbt, 8 Heve s gore

o

poration, herelnaltor pafgived to as “Lossor®, and COUNYLNL MLENT

COMPANY, & Nevadls wurporation, herelualinr peferred Lo 30 "Leapoc™,

RITNES

§ea

E T Hs

WHERBAS, Leasor 1s the owner of the {ollowin desdcribed
mine and mining property, itogether witn all appurtenances:

DESCRIPTION:

The northeuast guarier of the coutheast guarter of Tse~
tion 29 and the scuth half of the southwest guarper of he
northeast guarter of Section 23, Taownship 1 Morth, “ange 1
East, Mount Diablo Hase and dMorddian, containing o acitg,
more Or less; .

EXCEPTING THEREFRGHM:  "That certain dgyphon pipoe loeod-
ing therefrom to a water trough on the northeast quarter of
the scutheast guarter of said Section Twenty-nine (20}, “hilck
gald water spring, troash, and elipe are excepted Lrom nls
deed,” as provided Tor in the deed from Fdward A, Howsril and
Daisy B, Howard, his wife, to Mount Diablo Quicksllver Jime
pany. T4d., a corporation, dated December 2%, 13933, i e
corded Feb. 1, 1934 {Rile Ko. 1DGO);

And

The neprthwest quarter {(N.W,.1/4) of the southeast o..ir-

Cbur {S.B.1/8} of Seetion 29, in Township 1 North of Hasoo 1
East, Mount Digblo Base and Meridian. Said property - .all
net incliude the following descrlibed property, fo wit: that
land pesginning ot the northwest cormer of tal northwesy gi.c-
ter of the scutheast guarber of Section 29, Townsnip 1 oirin,
Range 1 Bast, Mount Diablo Base and lavidlan; thenc. v.innling
goutherly along the 4ividing line between the northeast quar-
ter ¢of the southwest guarter and the northwest guarter o ths
southeast quarier of sald Sectlon 29, a distance of 20 chaing
Lo bhe southwest corney of fLhe northwest guarter o tbh. south-
235t quarter of Section 29; thence running alcong the . sther-
iy line of the northwost quarter of the southeast quarlwe of
Sactivn 29, a distanca of 2.924 chalns; thence leaving sald
line, and cunning in 3 northerly directlion. a dicianc.e ol
20,23 chalng o the point of teginning.

~L- su N—OO4§J

CHS-03604



EXCEPTING from the demised premises the house known o
the Blomberg house together with the righi to use such waior
&3 1ls necessary for domsstle purposes. In the event the o)~
tion to purchase is exercised then this oxceptlion will uwo
withaut effect and title to the Blomberg house shall pas:
with the olhsr property.

IN ADDITIOR Lessee shall have the right to any asce
road over which Lessor has control.

Ané_ |
 WHERBAS. the Leaseé-deairﬁﬁ to legpae and Lo acouirs an

aptlon to purchas: the whmle'af sald wminliy progarty apov: de-
serlbed, which the Lossor is willing vo grand BPpL the Lelihe dind
aubj&ét ©e the conditicns hevelrafter set forih,

_ | SO¥, THUREFORE, 1n consideration of the premises mx
the sun of One Dollar ($1).péid py the Lesses te (he Lessoer. vg-
seipt of which is hereby aéknuuledged; the Lessor hereby grants
aﬁd iegaes to Legsee the abowve~described properiy for the purpons
6£ 1nveat1gat1ng, sxploving, prospe¢ting, drilling, oining, oroduc-
bog, wAl¥ing, aod removing ores, méetals, wloerals, snd values of
gvefy Kind, and for the yurpdae af ervecting Cherson ollis, Jilaniz
ang other structures in connection with said purpeses, for th{
ternm of @@n'(lﬁ) years from the'date hereof with right to renew,
ﬁpon'g sixty {60} day prior writteh notice to Leﬁsof,”fﬂr TRIT: O
ditional Ten {10} rears on the sawe terms, includlng ths right
to abply vasrenty made daring the first Ten (10) years ov bthe nurchase
price if sald dptlmn Lo gurch&s& 1s excrclaed durag the oo
ﬁeﬂ {10) yeara. Thaoe righta anrsll degnlin An effecy durin e

peviod of the lease unless sooner tepminmled 48 hereinaiivy uro-

vidad.

In eonsideration of 3aid lease, T IS HEREBY MUTUBLLY

. ,
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AGREED A3 oML R
1. RENTAL AND ROYALZY: = Tne Lessee shall pay te the

- Legsor monibly, as vental for said peoperty, 5 percentage of tha
‘proceeds resulting from the operation of said property by Lessee,

This perﬁentagelﬁhall'be ten per cent (10%) of the money recelved

for ores, ‘metals. miﬁer&l&, and values mined, ssved and 80ld

less fv&ight !nanranae, and brakaraga oY Two Hundrad Dollavs

- {$200} per nnEi, whichevar 13 greater,

Unless noblfiad 28 hereafter saf forth, lesszes ahall

mell all fiasks of qaleﬁsiiver producad frosr the premises: pro-

vided, however, that Lesscr shall have the optioa Lo peelvs U3

percentage rﬁyaltieé tn kind, Y.e. in Jla3ks oF quickeilv;v —

L upan Lesaar‘a gi?ing Lessﬁﬁ a ninety {40} day pricr-writu&n

nokice of exgrcise of such optlon. . Similarly Leasor shall

: ha&e_thg,epeian“by sucy .”9@“d33 notice to have Lﬁaaee resune

baw salé“ of ail'proﬁuéﬁiani__ Delivery in king to Lessor shall

we f.o b. e min;ua pruperty. ; Lesaaﬁ agrees to stor: or
Leasar‘s accuunu any prvductien taken ax Lenscr As rovalty in

kind without charge ~~_t1pi¢, however, o such flasks of *u*Chm

silver for delivery in kind shell be deemed Lo pasa Lo wesanr ok

. the pime lessor receives royalty statements therefor from _wssce

{Ior insurance and.éther purpcsea}. Lesses shall supply Lesucr
with full and complete supporting data with.ﬁegard.tc_déliverxa;
i kind, o " |

2. UPELIuike: The Laa»or arnll and doeg hereby zive and

_ grant unto the Leasae the aul&, ex»lusxa* any irvovneebls right

and op ption Lo purchase anﬁ acquire the vihole 5f the sald mining

N
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prapertylabove deseribed, upoﬁ the payment~of,the Opticn prilee,
on on hefore the termlnatisn of this lease, and any renewal, and
in the manner and upon the due performance of the covenants Lo be
xept and performed oy.the Lessee, all as herein pravlded.

3. PURCHASE PRICE&_ The Lessee, dpon the exerciss of

sald-option, shall pay the Lessor as a total purchase price for
the abave—deacribe& property, the sum of One Hundred Seventy
Thcusandiﬁcllars (@1?0,090)-1awfu1,money of the United States
Of America All rental and royalty payments made to Lesscr here-
andcv shall be credited on the purchase price. The balance of
the purchase priee shall be paid in full upon the:exercise af
agid option and delivery Qf a good and sufficlient deed as nereip
provided. _ _
o .” | | Por the purpos; of crediting royalty pafments on
'*he pnrchase price, in connectiun with deliveries in kind , the
credits 3ha11 ‘be based uBpon the average nraceeds per Ilask sold
oy Lessee in the particular nanth nvolved; provided, however,
that if no sales are made by Leaaee during any such moenth, royalty
pa;ments a5 well a3 credits on the purchaue §r¢ce shali te do=-
termined by taking the average of thp weekly low quotaulons f'or
the particular month as set forth in the E. & M, J. Metal and
Hinefél.warkets.Magaziﬂe (;ggg;freight, insurance and brokerage);
provided further that such metnod shall be app;ied for the pur-
”_ pase of conputing royaltles or for any other purpage appi*cable
: -to the provisianb of this sgreement. '

4, MANNGER OF PAYMENT: The royalty payable to Leasor

hereunder, shall be payable in monthly instaliments gommencing

ki~ I SUN-0048
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dn_ﬁhe_iﬁth.day of <¢<~;\5¢“§f195§3 and.c@ntinuing on the 15th
day cf”eégh and'évery montn”theréaftér aybil the ex@lmétion of
fha'zanm'heréaﬁ'ar th& ear11¢r7terminat1an cf this leass, Rovalty

pagmen“s 8h113 b» based un nmeipms from gales of thv previouns

_month mn the basis pguvlﬁa& foi in Far seraph 1 above. Hotwithe

jaiand;ng angtn;ng ey ﬁhe_contrary‘ﬂanmaxne& nayeling it is apgrevd

that each wcnthly in&naiim&nt 3hal¢ be not Less than Twoe Hundred

Emllars (bEGO} The Leaﬂee ahall trmnsmit with thﬁ ooy alty

chaek a-full'and true statement of the p"ﬁaactlon and saiss re-

' geiﬁta.qr_tha-pfeviaus,nonth A rpprﬁaentative oﬂ the Lessor

shail af a1l timea have the righ* dur*nb regular business nours
Lo examine the unﬂergraand cperations and the furnmace plant,

S I’@Iﬂ(t FMETHODS AnD Cm.ui'hmm. LGQ&E‘& shall be

sclﬁ gudgc as to mgbhoas of wining and miiling, wiat uanstitutea

ere, when aﬂﬁ ii ore 13 ﬂxtractad or nilxeu and all other phases

uf operating the prﬂpeﬁby. 5 ALl cparatlons conducted by the

Lessae upan th& §rcpertv 3hail be performed in aceerdanes with

the laws aﬂd ﬂegnl&tiun& ur the Uhiied Sfmtns and the Stale of
'Calirmrnia-and in acccrdmnce with good practieas In workm anahip,
- minding and wmilling, pactieularly with reg ard to bhe safecy and

weifare of aofh&rs. The Laﬂsé& ahall aw aii Liines Quing tie

existance of thta 1ease maintain a watenman on the premised,

&. P&S B bzﬁﬁz Lessea, its agents, represwntatives or

empl&vees may. antar in and upaﬁ and talke nasaaaaicn of thﬂ vhole
oy aﬂy pert of the pran@rty &bDVﬂ QESGrtbed ab aneq' and, mEY

then mad there cummonce any wchLtm exnlore or mine the propeviy,

5~ |
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--preaises for the purpose of davelﬁping the samoe and operating and
._-ar-remadel@ng vhe samef ang an”.sﬁruuturas o the demised premises.

o atructurea; is artached hereta, mark»ﬁ Exhivit “a% and aade a pasy

_hereafi Leasea ah&ii maintain tha anme anﬂ replace any that arg
_ replacements shall- becama tha praperuy ol the Lesace. At the cxpi-

Cyvaliun of this leabe,mr 13 the event of the Lessee vacating the

'which.Lenaee has nlacea upon the property, or way pertable stiuce

'_ture% whieh ﬂaﬁqee may ha?ﬂ placné Lpan the yrnygruy, wall Lessege

in: kaepin@ witn the tenor of thia asreemant, that lt ﬂay 60 ad-
viﬂableJF and for that nurpoga, nay use any nuilding:; squlpment
or mining facilttles which way now te situated on the premises,
and owred bJ M, Dablo Qnickailver Cuonpany, Lid., with Lhe 2x-
c»ption of that certaxn house notea in the gbove description of
tha px’emi es, - | o

The Lésaea m&§ use, 1& wcrking on the deﬁia&d premises,
all supplles nr*.v'; on the demiae.d pr&*‘?r;i.ﬁp’s; but, in the mmni ke
should remave or dﬂﬂpﬁac of sald supplles utherwlse Lvhis in devedops
rnb the demiapr prem*ses, he ﬂh 11 pay the ueano;‘thu-xwavouuuic
”al“q thareof . “uwinb the tcrm of thia ieage Ll# Tessas oy asis

ail hGQIB, machimary ang »quipmenﬁ nf Lie Lcésbr ﬂaw or: the Jemiond
ma;ntain;ng the aame, and shall have the privilege of replacing

An anentery enum&rat ing auah toola. machinery or equ lpmcat and
broXen, dmmazod or wort aut, narmal wear and tear e?cephed. Such

demised pramises for any. reason, Le*“et may remcve, as provided

in Paragraph 1& arny portable tools, ﬁachinery, op equipment

mag nmt MaTGTe any permanunt gbruetures or sty vepales or
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replacencnts ta:aﬁits of aquipment or machinery huw on the proper-
tv. - | | | |
' 7. zv}amwaz., INSURKNCE:  Lessee shall conply with

‘the 3&@3 of the Stote of California for the grﬁtectinn of emplovees

rednat Lnjury and dioease and, in thaet cmnnectiﬂn, Shall save
harmless the ue*lul ugaina* Eng ﬂamagb by veuson of such claims,
Lessée_shasl orovide and maintaxn\aﬁ.Leasee‘ﬁ exvensa Pire in-
surance and otber appropriate casuslty lusurance on il i the
structurea, machinery, eguipment and tooleg covering the ull
appraioed insurable value thereol for the maximim ﬁrotection of -
bath Lessor ahd laasee, a3 thelr inbterests may appsear. and Loesses
5&&11 farniaﬁ ta Lesssy certificates of such insurance il regaired,
and the aame_ﬁha}l b suhjgct'ta.tha-appraval of Lessor for
a&eéuacy'ﬁf protection, ) |

8. PUBLIC LIABILIYY: Lessee ashmll save Lessor bDoarm-

Clesa from any liability for prmpeft?-damage@ personal injury or

death arising from the work, wining or acts performed by Lessee

and its emrla;eea in cdnnectiun with the lease and aption.

“*fF  9. LEEN&° Le&aae shall save Lessor harmless from
all llans upon the pa&perty waﬂe or suffered by Leases, and iy
hhat conaection ehall post the praerL; in zceordance with law,
nuiiciﬁg uwncr’a (LauSQr'a) nuu-raayunszbilits, velors oomnane -
ing any wWork '
10, PAXES: Lessce agress to pay, prior o delinguency,

811 taxes and agsessments, including personal nroperty taxes and

e
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et préeéada of mine ﬁaﬁes,.ca State, County or School Distrlct,

ar any sther governseni sub&ivislmn,_with the éxceptiun of LaxaEs on
rcyélties paid to iesger,  ‘Taxes shall ue prorated as of vng dale
herzot,

"’1. 'DEF&ULE' Time a¢a11 be of the essence of Lhls

-a'agruanant‘ In the event of dafault of any of the gayﬁenta o

cuvenanta herein nuntmipvd, by Leauv Fhis Iea&e ghall terminale,

at tﬂb Gpwluﬂ af the Lbﬂadf. COIf Loawoer olecks to termlnate this

agrepmgnt vy regaon of Lessee's Gefaulc, fesiopr shall serve notlicee

of hls inﬁeation Ly veglstered mall, op persinal servica upon

lesspe oy lig Jduly sutherized agent foé service of process. Upon
servics oF notice, Lessee shall have sixey {QD} days in which

to purs said defewii,  IF within said oixty (00) day peciocd

the dafaul‘ hau not been reed, Tessor may Lerminate this arree-
meah by giving Lussue nouics af aach Lern inaﬂimn, and aL that

Lime this agrﬂaﬂcnt and ail of the righta 09 Lessee hersuntey

'ahall ﬁemn ate,

12..-£%&FOSE:' This agreement 18 a lease wod upkion only,

'1nd ihe tessee ahall have the right to surrender this contracy and

Lo discontinue any ana-all werk_and_paymenﬁs nereunder at anv
time, withont 13ability therefor, wpon glving Lessor thirty (30)
daysi pflar-writtﬁa actine of intontion ©o 30 terminate, axcont
that Lestee shali be liable Lov royalrles and amounts duc and
payablé at the date of such terpination, 'p&n gemant after
surran&ery Leaaee ahall exaéuta and deliver to Leasor o good
and suf;icienu surrender and reiease of all rightas hergunder.

Legsea shall contiol the discharge of waier from the

I s S  SUN-0052_
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mine-ﬁrgpartiea iﬂisuch_manﬁer-aa not to pollute any of the
wella on any of the adjloining praperty'sr the waters of Harsh
éreek or Dunn Creek. ieasee is advised of thal certein ceclsion
and order of the Water Pclluﬁian Control Board of the State of
Galifarnﬁa, dated December 14, 1953, and Lessee agrees to comply
in all respects with saild order, as the same nay be modified,
anended or altered from time £0 time, and with any and 311 other
orders, rules and regulaﬁidns of any governmental authuriity it
respect P discharge of water from the mine propertles.

13, INSPECTION: The owner (Lessor) or his duiy
authorized agents or representatives shall have the rdsht at
8ll reasonable timesjto enterlﬂpén the sald preoperty and inspect
the work conducted by the Lessee Lhereon, or records of the orc-
duction of the mine. | |

14, msr»iomz,-gw EOUIPMENT: 1n the event of teraina-

tion of' this contract, by surrendeﬁ or defanlt a3 provided, the
Lessae may, within a period or nineLy (90} days Lhereaﬂthrﬁ P~
pove any and all machinery, power plant, equipﬂent, builiding,
track, itools, and 3uppljea placed therecn by Lesses ercepl zs
provided in Paragzraph 6 above In the event of termination
taessee shall nrovide Lesser with copies of any mine maps of this
property which 1t may hgvee

15, ASSIGNMENT: Lessee shall not assign this lease
Qr any interes;_%he?aiﬁ and shall nod subleaﬁe ur underlel the
premigses, ov any part thareaf; or any right op privilege Abpur-
tenant thereto without the writien consent of the Lessor -- and

such consent shall pnot e unreasonably withheldd. Notlces required

o
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"f?»f'hereunder shall be deemed to be completed when made in writlng,
_;gﬁdgposited 13 the Uhited States mail, registered, postpaid, ad~

"5f__dreased to

Lessor, ) . 1 DIABLO QUICKSILVER COMPANY, LTD.
'“Glayton, California '

o "if Lessee: CORDERO MINING COMPANY
o0 0 131 University Avenue
v ;”2 Pa1o Alto, california_
“33216 on the exercise or ‘the opticn herein granted ﬁo

i7Lessee to purchase certain proaerty, and the payment of the further

{purchaae price therefor, as hereinabove provided iessor shall -
I,_convey said property to Lesaee by grant deed. = There has been

_exhibited to Lessee, and Lesaee ig fully advised of, that certain
o preliminary title report or Californ;a Pacific Title Insurance
Eﬁ;JCQmpany on said property dated Gctcber 28 1954 {Order No. 190821).
.  if.It is unﬁerstocd and agreed that at any. time after the expiration o
U o three (3) years from the date hereof, or upon payment oy Lessee

£ go Lessor of one—half (1/2) of the aaid purchase price -
;{' whichever event 1s earlzer - on demand by’ Lessee to Lessor,

'-L Les30r shall take such steps and commence “such legal proceed-

i;ings as it may he adviaed neceasary to clear the title of said
T e é&;land of- the exceptiona appearing on sald title repart, and

“'ﬁfiLessor ahall thexeafter proaecute said proceedings with all

 "ﬂf;reas0nah1e diligence.- -

IN WITNESS WHEREOF, Lesaor and Lessee have caused

. .ifthese preaents to be euecuted b? their officers thereunfo

SUN-0054

CHS-03613



e, nzm.o Quzcxsn.vsa courm, LTD,

Byoq. ;Z Lo

- Ombers,

{corporate Seal) ... .. - _
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