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( 3 )  E x p l o r a t i o n  Agreement 

On Februa ry  2 4 ,  1986,  t h e  Company e n t e r e d  i n t o  
a n  E x p l o r a t i o n  Agreement w i t h  K n i g h t ' s  M i n e r a l  E x p l o r a t i o n  
and  Company, L i m i t e d  P a r t n e r s h i p  ( t h e  " P a r t n e r s h i p " )  of 
1608 - 700 W e s t  Pender  S t r ee t ,  Vancouver,  B r i t i s h  Columbia,  
a l i m i t e d  p a r t n e r s h i p  created f o r  t h e  p u r p o s e s  of i n v e s t i n g  
i n  f l o w  t h r o u g h  s h a r e s  i s s u e d  by Vancouver S t o c k  Exchange 
min ing  comFanies .  

The E x p l o r a t i o n  Agreement i s  s u b j e c t  t o  a c c e p t a n c e  
f o r  f i l i n g  w i t h  t h e  Vancouver S tock  Exchange and t h e  i s s u a n c e  
by t h e  S u p e r i n t e n d e n t  of B r o k e r s  of a D e t e r m i n a t i o n  p u r s u a n t  
t o  S e c t i o n  55 of t h e  B r i t i s h  Columbia S e c u r i t i e s  A c t . .  

t h a t  t h e  P a r t n e r s h i p  s h a l l  i n v e s t  $ 1 , 0 0 0 , 0 0 0 .  i n  common shares 
and w a r r a n t s  o f  t h e  Company a t  a p r i c e  of $ 1 . 0 0  p e r  u n i t .  
The w a r r a n t s  a re  r edeemab le  and e a c h  w a r r a n t  i s  c o n v e r t i b l e  
i n t o  onecommon s h a r e  o f  t h e  Company at s u c h  t i m e  a5 t h e  average 
price o z t h e  Company's common s h a r e s  on  t h e  Exchange exceeds 
f o r a  p e r i o d  o f  30  d a y s  a f t e r  any  mandatory h o l d i n g  p e r i o d ,  
$ 1 . 2 0  p e r  s h a r e .  

The terms of t h e  E x p l o r a t i o n  Agreement p r o v i d e  '.: 

I n  o r d e r  t o  receive f u n d s  from t h e  P a r t n e r s h i p ,  
t h e  Company w i l l  be  z e q u i r e d  t o  s u b s c r i b e  and  pay  f o r  p r e -  
f e r r e d  s h a r e s  of KRS Xet rac t ionLimi ted ,  w i t h  a r edempt ion  
v a l u e  of $ 5 0 0 , 0 0 0 .  

I t e m  2 

2 .  FINANCIAL INFORMATION 

(1) 
a p p r o x i m a t e l y  $ 2 3 8 , 5 6 8 .  as  a t  October  31 ,  1986.  

is d e p e n d e n t  on i t s  a b i l i t y  t o  ra i se  f u n d s  t o  c o n t i n u e  t h e  
e x p l o r a t i o n  and development  o f  i t s  p r o p e r t i e s .  

The Company had a working c a p i t a l  d e f i c i e n c y  of 
The Company's 

. a b i l i t y  t o  meet i t s  o b l i c j a t i o n s  and c o n t i n u e  c u r r e n t  o p e r a t i o n s  
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( 2 )  The Company i s  t h e  r e c o r d e d  and b e n e f i c i a l  owner 
of s h a r e s  i n  the f o l l o w i n g  companies:  

cost - N a m e  of Company S h a r e s  

Ba.you Oil & A l l  Nominal 
Gas I n c .  i s s u e d  

and o u t -  
s t a n 2  i n g  

American Allan 
Energy I n c .  

A1 1 
i s s u e d  
and o u t -  
s t a n d  i ng 

Nominal 

P r e s e n t  
Market Value 

Nominal 

Nominal 

The assets of t h e  Company do n o t  a t  p r e s e n t  i n c l u d e  
i n v e s t m e n t s  i n  s e c u r i t i e s  of any o t h e r  companies,  a l t h o u g h  the 
Company e x p e c t s  t o  own shares i n  E t r u s c a n  E n t e r p r i s e s  Ltd. 
(See .Item l(1) ) . 

I t e m  3 

3 .  MATERIAL NATUWIL RESOURCE PROPERTIES 

Lexington P r o p e r t y ,  B r i t i s h  Columbia 

Loca t ion  and Access: 

The Lexington P r o p e r t y  ( " P r o p e r t y " )  is loczted 
a l o n g  t h e  U . S .  borde r  i n  t h e  Greenwood Mining D i v i s i o n  of 
s o u t h e r n  B r i t i s h  Columbia, r o u g h l y  540  km. by road from 
Vancouver . Highway $ 3 ,  t h e  s o u t h e r n  Trans-Canada, gives 
access t o  Greenwood and Grand F o r k s ,  w h i l e  a number of 
good t o  f a i r  g r a v e l  roads  p r o v i d e  access t o  t h e  P r o p e r t y  
from e i t h e r  c i t y .  A heavy d u t y  g r a v e l  road (Phoenix h a u l  
road)  p a s s e s  th rough  t h e  P r o p e r t y ,  w i t h i n  2 km. of t h e  main 
d r i l l i n g  areas ,  and can p r o v i d e  a l l - w e a t h e r  access t o  t h e  
ground.  
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P r o p e r t y  : 

C l a i m  

The P r o p s r t y  is comprised of t h e  f o l l o w i n g  claims: 

Dandy 
I r o n  King 
Bruce  
Bing  
H o l l y  $1 
H o l l y  $3 
H o l l y  812 
Marie S t e w a r t  
Exce ls ior  
Cuba 
S t .  Lawrence 
N e w  J a c k  of Spades  
C i t y  of Vancouver 
L e x i n g t o n  
C i t y  of Denver 
Notre D a m e  Des Mines 
O r o  
O r o  F r .  
P u y a l l u p  
Golden Cache Zone 
*4 
L i n c o l n  
c i t  of Par is  
Nurnger 5- 

U n i t s  Record !! 

20 4 1 9 3  
20 38 21 
9 2766 

20 2765 
1 1271 
1 1273 
1 1282 
1 4444 
1 1351 
1 997 
1 595 
1 996 
1 L2013 
1 L 645 
1 L1161 
1 L1095 
1 L 614 
I L1096 
1 L1152 
1 L 955 
1 L 791 
1 L 621 
1 L 622 
1 4707 

Genera l  Geology:  

E x p i r y  Date 

J u l y  3 0 ,  1988 
J u l y  29, 1988 
June 30, 1994 
June 30, 1994 
August  11, 1991 
August 11, 1991 
August  11, 1991 
S e p t .  26, 1988 
October 16, 1994 
A p r i l  19, 1994 
A p r i l  19, 1994 
A p r i l  19, 1994 

The geo logy  o f  t h e  P r o p e r t y  is d e s c r i b e d  by 'R.P. 
Page i n  h i s  rezort  of Februa ry  24, 1982, as c i t e d  in t h e  
r e p o r t o f  C l i f f  Candy, B.Sc. a t  p a g e s  2 and 5 ,  e x c e r p t e d  
a s  f o l l o w s :  

"Bedrock on  t h e  P r o p e r t y  and s u r r o u n d i n g  area con- 
s i s t s  i n  g e n e r a l  of a n  o l d e r  s c h i s t  u n i t  and  a 
younger  sequence  o f  m o d e r a t e l y  deformed bedded 
r o c k s ,  c u t  i n  t u r n  b y : ( a )  e a r l y  Mesozoic? f e l s i c  
i n t r u s i v e s ;  ( b )  C r e t a c e o u s ?  s e r p e n t i n i t e  b o d i e s ;  
and - ( c )  e a r l y  T e r t i a r y  d i o r i t e  t o  a l k a l i  d i o r i t e  
d i k e s  and s t o c k s  ... The most  s i g n i f i c a n t  m i n e r a l -  
i z a t i o n  o n  t h e  p r o p e r t y  o c c u r s  w i t h i n  a q u a r t z  
po rphyry  t o  f e l s i t e  u n i t  of e a r l y  Mesozoic? f e l s i c  
i n t r u s i v e s ,  c o l l e c t i v e l y  termed d a c i t e  on  p r o p e r t y  
p l a n s  and s ec t ions .  

\ . . .  
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Gold-copper-(silver) mineralization occurs in 
several styles within the property. Most Of these 
varieties appear to be related to local structural 
environments and virtually all mineralization 
occurs within the dacite. intrusive, at or close 
to its contacts with either the hanging wall or 
footwall serpentinites. 

The prinicipalvarietiesof mineralization include: 
(1) low-angle viens and vein-complex replacements; 
(2) high-angle (isolated) veins: ( 3 )  massive to 
disseminated pyrite + magnetite + chalcopyrite in 
talc rock; and ( 4 )  low-grade disgeminated and 
fracture-filling pyrite + chalcopyrite.'' - 
Early exploration on the property was focused on 

the City of Paris crown-granted claim, but minor underground 
wotkings were also sunk on the Lexington and Lincoln claims. 
The first significant work in the City of Paris area was in 
1892 when two adjacent shafts were sunk and underground drifting 
was begun on a pyrite-chalcopyrite rich quartz vein. At the 
same time another shaft was sunk to shallow depth and 
drifting began on a tetrahedrite-bearing quartz vein located 
about 600 feetto the southeast on the Lincoln claim. 
1899 the City of Paris Gold Mining Company had gained 
control of the property and commenced major underground 
development under th2 Lincoln shaft. Other work included 
construction of an adit and 250 feet of drifting on a 
pyrite-chalcopyrite vein on the Lexington claim near Goosmus 
Creek ,  2,000 feet northwest of the City of Paris portal. 

By 

After a year of production, in 1900, the City of 
Paris mine was dormant until 1922, when prospecting began 
again, and in 1938 minor production was realized. Total 
production from the City of Paris amount to 2,100 tons grading 
3.12% Cu, 0.40 oz Au/ton and 2.1 02. Ag/ton. 

Subsequently, virtually no further exploration or 
development was done until 1962, when King Midas Mines Ltd. 
consolidated many of the o ld  Crown-granted claims and 
carried out a reconnaissance geochemical survey. 
northwesterly trending adit was driven at this time near the 
base of the Lincoln shaft, yielding a few tons of argentiferous 
ore .  

A shgrt, 
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On s t r i k e  across  thc  ~ i ~ t d . - t  u .  ::. L. < i 4 2 r ,  and o c c u r r i n g  
w i t h i n  a s i m i l a r  g e o l o g i c a l  e n v i  ronmpnt-, I I W  ! l m e  S t a r  mine 
produced s p o r a d i c a l l y  b e t w e e n  1 8 9 0  and l W u ,  y i e l d i n g  abou t  
40 ,900  t d n s  of which 6 , 5 0 0  t o n s  graded  2.6% CU, 0.032 oz.  
Au/ton, and 0.19 oz Ag/ton. I n  t h e  e a r l y  1 9 ' / 0 ' s  t h i s  ground 
w a s  e x t e n s i v e l y  exp lo red  by a number of mining companies,  
f i n a l l y  a c h i e v i n g  some 4 0 0 , 0 0 0  t o n s  of p r o d u c t i o n  i n  1977-78. 
T h i s  was t r u c k e d  a n d  t rea ted  a t  t h e  Phoenix m i l l  of Granby 
Mining Co. L t d .  During t h i s  p e r i o d ,  S i l v e r  S tanda rd  Mines 
L t d .  and Granby exp lo red  t h e  ground w i t h  some 3 4  p e r c u s s i o n  
h o l e s  ( R - 1  t h rough  R-34) t o t a l l i n g  a b o u t  2 , 5 4 6  m (8,353 f e e t ) ,  
i n  t h e  area s o u t h e a s t  of t h e  main zone,  b u t  n o r t h  of t h e  U . S . -  
Canada border (Richmond p r o p e r t y )  . 

I n  1967, Lexington Mines L t d .  a c q u i r e d  t h e  claims 
w e r i n g m o s t  of t h e  c u r r e n t  p r o p e r t y  and g r a d u a l l y  i n c r e a s e d  

i t h e i r  h o l d i n g s  t o  132 claims and m i n e r a l  leases i n  1970. 
L e x i n g t o n ' s  i n i t i a l  work invo lved  geochem and I P  su rveys  and 
approx ima te ly  1 0 , 0 0 0  f e e t  o f  b u l l d o z e r t r e n c h i n g .  Between 
A p r i l  1969 and J u l y  1970, Lexington p u t  down 33 EG and NQ 
diamond d r i l l  h o l e s  (DDH-1 t h r o u g h  DDH-33) t o t a l l i n g  5,564 
m ( 1 8 , 2 2 5 ' ) .  

I n  1972, Granby Mining Co. L t d .  o p t i o n e d  t h e  Lexington 
Mine p r o p e r t y  and d r i l l e d  37 p e r c u s s i o n  h o l e s  (P-1 t h rough  
P-37) for a t o t a l  05 2,018 m (6,620 f e e t ) .  T h i s  d r i l l i n g  was 
c o n d u c t e d t o  t es t  IP anomal ies  n o r t h w e s t  of t h e  main zone, 
and a t t e m p t e d  t o  o u t l i n e  open p i t  reserves o f  copper  mine ra l -  
i z a t i o n  between t h e  Lexington a d i t  and t h e  main zone. 

E a r l y  i n  1 9 7 4 ,  much of t h e  Lexington  Mines p r o p e r t y  
. w a s  o p t i o n e d  t o  Aalenian  Resources  L t d .  who d r i l l e d  f o u r  

a d d i t i o n a l  NQ core h o l e s  (DDH-34 t h r o u g h  DDH-37) t o t a l l i n g  
336 m (1,103 f e e t ) ,  and 13 p e r c u s s i o n  h o l d e s  (P-74-1 t h roug9  
P-74-13)  f o r  a t o t a l  f o  974 m (3,195 f e e t ) .  I n  1972, because 
of a m a r k e t  down-turn, t h e  o p t i o n  w a s  dropped and no work 
w a s  conducted  on t h e  ground u n t i l  Grenoble  Energy Ltd .  a c q u i r e d  
t h e  key claims i n  1979. 

E a r l y  i n  1 9 8 0 ,  Grenoble  c o n t r a c t e d  a seismic r e -  
f r a c t i o n  s t u d y  of t h e  area where t h e  main zone approaches  t h e  
sub-crop  s u r f a c e ,  and l a t e r  i n  t h e  y e a r  d r o v e  a 1 1 5  rn 
h o r i z o n t a l  t e s t  a d i t .  A r a i s e  w a s  c u t  i n t o  t h e  m i n e r a l i z e d  
a rea ,  and 2 0  h o l e s  were d r i l l e d  from t h e  new workings for a 
t o t a l  of 1,056 m (3,466 f e e t ) .  
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T e c k  C o r p o r a t i o n o p t i o n  t h e  Grenoble  Energy h o l d i n g s  
i n  March 1981,  and t h e  a round t o  t h e  s o u t h e a s t  frorn Seraphim 
e t  a1 i n  June  1 9 8 1 .  A 2 d i t i o n a l g r o u n d  was a c q u i r e d  by Tezk 
t h r o u g h  p u r c h a s e  and claim s t a k i n g  a t  a b o u t  t h e  same t i m e .  
Teck c o n c e n t r a c t e d  on  e x p l o r a t i o n  d r i l l i n g  w i t h i n  and  a l o n g  
. themain zone of m i n e r a l i z a t i o n .  Twenty- three  NQ h o l e s  were 
comple t ed  for a t o t a l  of 4 ,535  m (14 ,880  f e e t ) .  

Recent  E x p l o r a t i o n  and Development: 

The Company commenced e x p l o r a t i o n  on- t h e  P r o p e r t y  
i n  May of 1 9 8 6 .  A 5 0  I c n .  c u t l i n e  g r i d  was e s t a b l i s h e d  on  
which  geochemica l  a n d  g e o p h y s i c a l  s u r v e y s  were completed. 
The p u r p o s e  of t h e  programs was t o  locate  a d d i t i o n a l  areas 
where  main zone c h a r a c t e r  m i n e r a l i z a t i o n  m i g h t  o c c u r .  

The above - re fe renced  programs have  i n d i c a t e d  t h a t  

These  areas 
t h r e e  a d d i t i o n a l  a r e a s , o c c u r r i n g  a t  approx ima te  250 m i n t e r v a l s ,  
e x h i b i t  main zone l i k e  geochemica l  s i g n a t u r e s .  
have  been termed t h e  Lex ing ton ,  Golden Cache and Midway 
a n o n a l i e s ,  i n  o r d e r  of p r i o r i t y .  I n  a d d i t i o n ,  an area deemed. 
t k V a c h e r  Zone h a s  been r e c o g n i z e d  as a s i g n i f i c a n t  geochemica l  
s i g n a t u r e i n  g o l d  and a r s e n i c .  T h i s  anomalous c o n d i t i o n ,  
h e r e t o f o r e  u n e x p l o r e d ,  i s  a s s o c i a t e d  w i t h  a q u a r t z ,  c a r b o n a t e  
m a r i p o s i t e  i n t r u s i v e  body, and t h e r e f o r e ,  i s  g e n e t i c a l l y  
d i f f e r e n t  from t h e  main zone.  

I n  August o f  t h i s  y e a r ,  t h e  Company comple t ed  a n  
i n i t i a l  diamond d r i l l  program. 
of t h e  d r i l l i n g  of seven  diamond d r i l l  h o l e s  w i t h  a n  aggregate 
d r i l l i n g  l e n g t h  o f  1 , 9 4 7  f e e t .  Three  of t h e s e  h o l e s  were 
d r i l l e d  i n  t h e  Lexington  zone ,  one  i n  t h e  Vacher  zone ,  one 
i n  t h e  West Golden Cache zone ,  one  i n  t h e  E a s t  Golden Cache 
zone  and  one  i n  t h e  Midway zone .  
N e w s  Release of September 2 2 ,  1 9 8 6 ,  t h e  b e s t  r e s u l t s  received 
from t h e  a f o r e s a i d d r i l l  program revealed: 

The i n i t i a l  program c o n s i s t e d  

A s  summarized i n  t h e  Company's 

. 2 5  o z / t o n  g o l d ;  .60 o z / t o n  s i l v e r ;  

. 7 3  % coba l t ;  2 . 8 %  z i n c ;  and  
9 . 6 5 5  c o p p e r .  

e 



The Lexington  a d i t ,  which i s  now i n a c c e s s i b l e ,  
y i e l d e d  v a l u e s  t o  p r e v i o u s  o p e r a t o r s  of .22oz . / tc>n Au. and  
98% Cu. o v e r  a c o n t i n u o u s  l e n g t h  of 7 0 ' ,  and .08 o z . / t o n  AU 
and .76% Cu o v e r  t h e  e n t i r e  2 0 0 '  of a d i t  sampled.  Holes 
86-1 and 2 were d r i l l e d  t o  t e s t  a 1 0 '  i n t e r v a l  o f  .38 o z . / t o n  
Au. and 2 . 4 2 %  CU.  ( o u t s i d e  t h e  7 0 '  i n t e r v a l  c i t e d  a b o v e ) .  
D r i l l  core a s s a y  r e s u l t s  c o r r e s p o n d i n g  t o  t h i s  10' i n t e r v a l ,  
&&Hole 86-3, r e v e a l e d :  

8 6 - 1  

8 6-2 

86-3 

Sample I n t e r v a l  

$23 
823A 

# 2 4  
$25 

# 6  
157 

99 ' -103 ' 
1 0 3  ' -1 03 4 " 

1 03 ' 4 " -1 0 8 ' 
108 ' -113 ' 

43 '9"-44 
4 4 ' - 4  4 ' 8 " 

# 2 6  1 9 3  ' - 1 9 5  

g28 2 0 2 4 'I - 2 0 6 

.015 02. Au.,  0.78Cu; 

.73% C o b a l t ,  . 6  02. A g . ,  
9 .65% Cu., ,13% N i . ,  2.8% Zn.; 
.016 02. A u . ,  .04 02. Ag;  and 
.012 02. Au., -02 02. Ag.  

.06 0 2 .  Au; and 

.04 02. Au,., . 3 %  Cu., 
- 0 3 %  Co., .09% N i .  

0016 0 2 .  Au., 014% Cum, 
. 07% C o . ,  .08% N i , ;  and  
.018 02. PZ.'~ 4% C u . ,  
.08% N i .  

The above-noted h o l e s  d i d  no t  c o n f i r m  t h e  r e s u l t s  of . 

s a m p l i n g  conducted  by p r e v i o u s  o p e r a t o r s .  
a p p a r e n t  i n  o u r  own a s s a y i n g  t e c h n i q u e s  i n d i c a t e  t h a t  a 
nugget e f f ec t  problem may e x i s t .  
c c n d u c t e d t o  e s t a b l i s h  i f  t h i s  may be  t h e  r e a s o n  f o r  t h e  l a c k  
of c o n f i r m a t i o n .  

I n c o n s i s t e n c i e s  

F u r t h e r  tests are  b e i n g  

Hole 4 was d r i l l e d  t o  t e s t  t h e  Vacher  zone; 2 , 4 6 0 '  
t o  t h e  n o r t h w e s t  of t h e  Lex ing ton .  Due t o  access r e s t r i c t i o n s  
t h e  hole was d r i l l e d  a t  a bad angle t o  a d e q u a t e l y  t e s t  t h i s  
zone.  R e g a r d l e s s  of t h i s ,  a n  i n t e r v a l  f rom 1 1 1 - 1 1 6 '  ( # 4 )  
a s s a y e d  .014 o z J t o n  Au. .  A d d i t i o n a l l y ,  t h e  e x t e n s i v e  and  

. . s t r o n g  c o b a l t / n i c k e l / g o l d  g e o c h e m i s t r y  anomaly r e p r e s e n t i n g  
this zone r ema ins  u n e x p l a i n e d  by t h i s  h o l e .  

Hole 5 ,  d r i l l e d  820 '  s o u t h w e s t  of DDH-4 and 3,116' 
west of t h e  Lex ing ton ,  e n c o u n t e r e d  a n  e x t e n s i v e  m i n e r a l i z e d  
s e c t i o n  i n  d a c i t s ,  i n d i c a t i v e  of t h e  p y r i t e  halo s u r r o u n d i n g  
t h e  main zone ( 3 1 2 , 0 0 0  t o n s  .2067 o z . / t o n  Aug., . 2 1 2 4  o z . / t o n  
A g . ,  1 . 2 0 6 7 %  Cu;.; d r i l l  p r o b a b l e  r e s e r v e s ,  1.1 m i l l i o n  t o n s  
p o s s i b l e ) .  Sample #17 ,  from 98'  - 1 0 1 '  a s s a y e d  -038 o z . / t o n  
go ld .  Sample # 2 0 ,  from 1 0 8 '  - 1 1 0 ' 5 ' ' ,  r a n  . 25  o z . / t o n  g o l d  i n  
o n e  a n a l y s i s ,  and less  t h a n  t h e  d e t e c t i o n  l i m i t  i n  a n o t h e r .  
T h i s  i s  a g a i n  i n d i c a t i v e  of a nugge t  e f f e c t  p roblem.  
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