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ACCOLADE MINES, INC.
Convertible Note
Proposed Terms

$350,000

6%

Flfteen years from date of closing.

As soon as posslble,

Convertlble into 200,000 shares of common stock of
the company. ($1.75 per share),

Non=-callable for two yearg. Reedemable thereafter,
otherwise than for sinklng fund purposes, at 106,
declining 1/2 of 1% each year to par at maturlty,
Beginning with the sIxth year, the company will rae-~
tire §17,500 of this lissue semiw=annually provided
the net warking capital is more than $300,000, |If
the net working capltal 1s $150,000 to-$300,000

the company may accrue the semi-annual sinking fund
payments and this will not constitute a default,

[f che net working capttal is less than $150,000
after three years from the date of consummation

of this note, It will constitute a default on this
loan.,

The noteholder will be protected against dilution
of his conversion privilege under the 'Average
Price Basis.!'" Protection willl be provided against
stock dlvidends; splits; distribution;, and the

Issuance of stoek for cash, property or services

af=




SUBORD INATION:

ADDIT|ONAL DEBT:

)

at a price below the then effectlve convarsion

price of thls Issue; except that restricted stock
options under Sectlon 42} (g) of the Internal

Revenue Code will be exempted from the antl-

dilution provlislons up to a maxImum of 10% of the
shares outstandling upon consummatlon of this ioan,
Thls lssue shall be subordinaeted to future bank
loans, debt to McNally Plttsburg Manufacturing Company,
equipment renta! obllgatlons and future Senlor Debt,
The company may not repurchase or rstlire any securltles
subordinated to this loan except securltles sold for
cash aftar consummatlon of this_loan, to the extent
of the cssh recelved for such securltlies, provided
such repurchases or retlrements would not result In

a defasult under any of the other terms of thls loan,
The company may not tncur addlitlonal long term debt
wlthout consent of the noteholder, unless, after
glving effect thereto, the tangible net worth there-
after would be equal to the total debt, and the

total pro forma flxed charges ({,e,, Interest, rent,
royaitles, and sinking fund payments) would have been
covered at least twlce by the earnings before these

charges In the precedling flscal year.
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USE OF FUNDS
(S1x Months From the Date of Consummatlion of the Loan)

The proceads of the note will be used for the Inltlal payments In
the purchase of the equipment and the plant at Broad Pass, Alaska and to
rprovide the Inltlal worklng caplital for the operatlons. Speciflcally,
“§109,000 will be used as an Inltial outlay on the plant, rall slding, and
malntenance shop, The balance of $241,000 will be used for working capital
requirements for the first s(x months of operatlion and wlll {nclude two pay=
ments of $15,000 each for the plant, During the flrst slx months cf operation
the project |s expected to produce a loss of $96,000, After this period the
next 12 months should show a sales volume of about $2,500,000, a net proflt
of §680,000, and a cesh flow of nearly $800,000. The capaclty operatlons
‘. of the plant would produce over $3,000,000 In sales, nearly $850,000 In-net

, profit after taxes, and about $l,100,000‘|n cash flow,

Sources of Funds (Flrst sIx months of operation)

Convertible Note $350,000

Deprecletion and Depletion 24,000

Total $374,000
Use of Funds
Incraase In working capltal $§139,000
Deflclt from operatlions 96,000
Payments of flxed assets 139,000
Total §374,000
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Plant Investment

The est|mated cost of the plant to be establlshed at Broed Pass s as

fol lows:
Plant $275,000
Freight and erectlon 65,000

HousIng for Plent 20,000

Total Costs $360,000
Rall Siding $ 4,200
Malntenance Shop, Tools 15,000
Total Caplital [nvestment $379,200

The estImated plant cost of $360,000 will be flnanced by the payment of
25 % of the costs upon placement of the order and $15,000 per month besglnning

30 days after completlion of constructlon, Thus, the inltial outlay !s as

fol lows:
Plant down payment $ 90,000
Rall Sldling 4,200
Malntenance Shop & Tools 15,000
Total Inltlal Outlay $109,200




Investment and Worklng Capltal

Flrst 3 Months

Executlve Salaries $ 10,000
Plant Workers 1,080
Insurance 12,500
Incldentals 5,000
(cont tngency tools)
Travel 3,000
Suppllies and Miscellaneous Exp. 5,000
Mlning Costs (Including fuel, 36,000
Equipment rental and 3 taborars)
Royaltles 3,600
Government
Royalties
Dunkle
Total $ 76,180
Addltional Plant Payment -
§ 76,180
Total Working Capltal Requlrements
Inftial Outlay
Total Inltlal Outlay anu Worklng Capltal
(Nota cost will be covered by addltlonal funds

recelved from sale of coal, per cash flow statements

attached),

Second 3 Months

$ 10,000
7,650
12,500

5,000

3,000
5,000

75,600

7,560

1,800

$ 128,110

30,000

$ 158,000
16,180
$ 234,180
109,200

$ 343,380
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BUSINESS AND HISTORY

Name and Locat!on

This company, Accolade Mlines, inc., s organlized under the laws of
Alaska to strip, mine and beneficiate coal from the W, E, Dunkle Coal Property
which |s located near Mlle 305 on the Alaska Rallroad. A second prospect I[s
near Mlle 297 on the Alaska Rallroad, both In Broad Pa§s, a part of the
Alaska Range, The locatlon |s approximately 63010' north; 149000' west,

Distances by rall to the princlipal Alaskan cttles are:

Falrbanks 165 miles
Anchorage (Deep sea port) 1g1  »
Seward ?

Deep sea port) 305
Backqround -

Although the coal deposits at Broad Pass have been known for some tlme;
possibly since the raliroad was constructed, 1t Is flkely thaé they wers
thought to\Have no value slnce the llgnlte s a brown, flbrous material which
!s easlly confused with a worthless typa of coal that eppea}s on the-surface
In many places In thls general area of Alaska, About ten or more years ago
W, E. Dunkle, a mining eng!neér. recognized the trus nature and value of the
Broad Pass coal deposits end began work on tham which was contlnued untll hls

death In September, 1957, Prilor to his death, Mr, Dunkle had made geologlcal

8urveys, applfed for extensive minlng permits and leases from the Department

. of Interlor since the depasits are located on government land, constructed

an alrstrip, access roads, and cemp, stripped the overburden from some areas,
dld extenslve core drilling and some minling,
The lignite coal had a hlgh water content and thus, a relatlvely low

B.T.U. rating and a high ash residue, Mr. Dunkle dETEL3PEd & medms to ré=

move the waber aud upgrode the coal,  His research developed o patentable

process.




T

After Mr. Dunkle's death, Mre. Dunkle who was joint owner of the
property and aun experienced businesswoman,escquired additional leases end
arxrenged for sufficient coal to be mined and processed by batches using
Mr. Dunkle's method providing adequate tests to establigh its market
velus. The United States Smelting, Refining and Mining Company of Fair~
banks, Aleska, tested the produet on Januaxry 6, 1958, and campered it
with previous tests on undried coal from the same erea, as follows:

Un=-Dried Coal Dried Cogl
Tegted 9/22/56 Tested 1/6/58 Change

Tona 157.65 21.35 -

Molsture (As received) 31.8% 13.8% -18%

Aeh (As received) » 10.9% 10.5% - b9
B.T.U./1b. (As received) 6,970 9,346 +2,376 B,T.U.
B.7.U./1b.(Oven ary, 105°C.) 10,220 10,842 + 622 B.T.U.
Ad justed Mine Price per Ton $fL.56 $7.39 + $2,83 per ton

Thus, the drylng process up-graded the coal 2,376 B,T.U. per 1lb., as
recoived, and the ad)usted mine price by $2.83 per ton. Also the recently
tested coal was better coal before testing, sinece it showed lees ash and
higher B.7.U. per 1lb., oven dry basis.

This conversicn and benefileiation process will bs used dy Acealade
Mines, Inc., without payment of royelty. Tha equipment aend the plant will
be constructed by MeNally Plttsburg Manufacturing Compeny at e cost of
$360,000, which ig being financed by a 25% payment 30 days after construc-
tion is completed and the plant is in operation, with the balance amortized
ovey 8 three~year period. The plant can be delivered and erected within
90 days after orxder, weather permitting, since standard conveying equip-

mexnt, boiler and housing is used.
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An Engineering Report on development of the property was obtailned
from Charles F. Herbert, mining engineer of Seattle, Wasbington and
Fairbanks, Alaske, dated Febnm:& 7, 1958. Thie report, in general,
confirmed the findings of Mr. Dumkle, and the racoamendations therein
have been followed, exaept where la;'ber engineering developments in the
dehydration process dletated change. Certain quastions were raised
concerning the hazards of spontaneous combustion frem dehydrated coal,
but these problems were solved by the design of the plant in which the
cogl, after dehydration, is sprayed with an oll £i1lm to prevent absorp-
tion of moisture as weJ_'I!a.s inorease the quallty of the produet. It
1s also exposed to a.n‘ inert gas obtained from the bollers which fills the
gir cells in the coal, and, thus, further contributes to the reduction
of moisture absorption.

Mrs. Dunkle states that over $200,000 hes been expended by her hus-
band, herself and the Dwmkle Estate in acquiring the leases and permits
to the property, de\}elcping it for commercial exploitation, and in per~

fecting the techniques of processing the cozl.

Description of Property

The various f1lings and acresges included are es follows (from the

records of the U. S. Department of Interior, Anchorage):
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ANCHORAGE FORMER FAIR= TOTAL
TYPE SERIAL NoO, BANKS SERIAL NO,  ACREAGE
Lease Authorlzed 027608 640
Lease Authorlized 010280 120
Lease |ssued 050746 o163 1,320
Permlt Appllica= »
tlon Rejected 050745 014544 480
Permit Appllca=
tton Pendlng 050747 024478 2,320
240 (Addltlons!
lands Included In
map accompanying
app! lcat lon)
5,120
lLess 050745 (may be obtained under 480
a new eppilcatlon, otharwise must be bld
Total Acreage pubilcty) L6540

Royalty to the U, S, Government wli) be $0,15 per ton of coal, subject
to perlodical adjustment, They are good for 50 years,

The above rights were owned by Mr, and Mrs, W. E. Dunkle, (n September,
1957, Mr. Dunkle died and the rlghts are held Jointly by Mrs, Gladys E. Dunkle
a8 sole Trustee of the W, E, Dunkle Estate, and Mrs, Gladys E, Dunkle, Box
565, Anchorage, Alaska, and are belng conveyed and assligned to Accolade Mines,
Inc,

Exlsting Facltitles

The property has been lmproved by access roads, an alrfleld, camp water
supply, camp buildings, etc, There are trucks, Jeep, small tools and hand
drlil on the property.

The surface Is rolling with gradtents from ftat to as much as 20% for
short distances, The essentlally flat lignite beds have gentle rolls of a
few degrees, although an easterly dip of 20 degrees Is Indicated at drili
hole No. |,

The ground is not frozen,
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Davelopment

The Mlddle Fork deposit has been devetoped only by surface stripping
and surface examinatlon for a distance of one-third of a mlle or more,

The Broad Pass deposit has been partlally developed by stripbing,
dlamond drllling and hand drilling for a dlstance from east to west of more
than one mile and a north to south distance of 1,000 feet. A consliderably
larger area to the north and to the south Is scheduled for future driiling
and testling,

Work done In the late summer of 1957 dlsclosed 32 feet of clean lignite
in the Dunk]e—BraAdal seam, wlithln one half mile of the rallroad.

Reserves (From Herbert's Engineering Report)

"Development |s hardly sufficlent to prove the reserves but reasonably
acceptable estImates can be made of the amount of llignite probably avallable
for strip mining, Thﬁse are:

Middle Fork Deposft: Ounkle (Nov. I1, 1956) clalmed 200,000

tons proven with total probable of 400,000 tons. Mrs, Dunkle
(Jan., 1958) reported 800,000 tons.

Broad Pass Deposlts:

- Texas ‘Seam: The avallable Information Is not clear, From
Map B It would appear that the Texas end Stevens may bs
[dentical and, from [nformatlon by Mrs, Dunkle, the Stevens
seam |3 not sultable because of high ash content,

Dunkle=-8randal Seam: This seam probably contalns at Jeast
3,000,000 tons,

Sroufe Seam: Probable reserve is over 4,000,000 tons,
Copper (Bruce) Seam: Probable reserve [s over 1,000,000 tons.
IMhe total llignite probably avellable for strip mining (exciuding the
Hinchey and Texas-Stevers seams) Is 8,000,000 tons (as a minimum from the

acreage tested), Ounkie had estimated 8,000,000 In the Dunkle, Brandal alone
but the Informat.on on which thls estimate was based In not avaliable,!




The total amount of coal recoverable from all of the coal bearing acreage,

uslng an average seam of 15' has been computed by Mr, €, W, Waterman, Jr. of
McNally-Plttsburg In sn estimate as exceading 100 milllon tons, The coal

seams In many areas exceed 30! In depth,




MIining Conditlons

Overburden conslists of soll and grave! up to st least 20 feet in the
creek bed. On the hlllslde there s a shallow mantle of soil over ctayey
sandstone, whlch also separates the !ignite beds, There |s no perma frost,

1t ‘would appear that the relatively minor gravel beds could readlly
be stripped mechanically, The soft sandstone could be removed by high
pressure water, |f nacessary, but It Is planneg at present to use only
mechanical methods.

It |s estimated that durlng the summer months from May to September
there |s avaltable 1000 cublec feet per mlnute of water under a gravity head
of 150 feet, _

There Is emple disposa) room for hydraullc debrls and, at present,
Ittle 1lkellhood of protest from downstream users of water,

The surface topography, attltude of the tlgnlte beds and dralnage

pattern appear to offer few problems for hydraulle mining,

It is planned to break the coal beds wlth heavy rlippers on the bulldozer

and load dump trucks with a front end loader, Thls method Indicates a very
moderate mining cost and low capltal investment In equlipment,

Transportat!lon

The extenslon of known llgnite to within one~half mlle of the ratlroad
greatly simplIfles the mine to plant haul.

Some access roads have been bullt,

There Is gravel available for additlonal road constructlonp

A raillroad spur can be bullt by the rallroad on an exlstlng road bed
for a fixed price of §4,200,

As previously noted, there is an airfield on the property.
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Project

1t ig proposed Yo shart ninmlzng the 32 foot senm vhich e inn culfi-

cient reserve for sevennl yoore cperctd.on,

Due to the thin overburden, the mining equlpment requircd 1a on fubeor=
natfonal TD-25 Bulldozer with ripper, an Internatlional T0-20 front-end loader
with Drott b4 yard bucket and 3 International B-184 trucks equlpped with
hydfaulic end dump bodles, costing approximately §110,000, However, thls
mining equipment |s belng rented with a recapture clauss on a L=-year pay=-out
pién equivalent to a rental payment of 10¢ per ton for the coal shipped,
Minlng capaclty of 300 tons per hour [s scheduled, with suffliclent coal belng
stockplled at the plant on the day shlft to permit the plant to operate for
three shifts on 2 8-hour basls at the production rate of 50 tons per hour,
with allowance for a h0% shrinkage In welght durlng the . processing
and for flnes, Slince there ls no perma frost and the roads ere gravel sur-
Facéd, snow can be cleared away by bulldozer In the cold months and operations
can contlnue on a twelve=month bas!g.

Mr. €. W, Waterman, Jr., Sales Manager of the McNally Plttsburg Manu=

facturlng Company, who has vislted the Broad Pass Coal deposit sites and

. In addition Is famlllar with other coal mining operations In Aleska and

elsewhere through sales and servicing of equlpment, wrote on April -7, 1860,

as fol lows:

WAfter walking over the leases of the . W. E. Dunkle Estate at
Broad Pass, Alaska and personally Inspecting the crop~iine explora-
tlons of the Dunkle, Dunkle-Brandel, Sroufe, Stevens and Texas
Ilgnite beds, it s my opinion that these seams combine to form one
of the greatest coal reserves I(n Alaska today. This reserve Is
readltly adaptable to low.cost strlp mining methods.
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1t ls readily apparent that the Dunkle seam, ranging from 12
feet to 32 feet in thickness, can be mined by removing cover from 8
minlmum cover of one foot to fifteen feet by bulldaozer excavation
alone, Thls seam should be the flrst seam mined as It would produce
max{mum tonnages wlth minImum capital Investments In labor and
capltal equipment,

'"The entlre leasehold permits natural gravity dralnage thereby
el iminating pumpling costs occurring {n most stripping operations,
Another natural advantage of thls leasehold |s that the preparation
plant site Is such that the haulage grades are in favor of the loads,
thus keeplng haulage costs at a minimum,

iThe foregoling, comblned wlith the prospecting which has been
done to date, prove the cover ovarlylng the Dunkle seam to be loose,
unconsol ldated glaclal deposit free of perma frost, a rarity In
Alaska operatlons,

'The scheduled need for other than heavy bulldozer equlpment
for stripplng cannot be established until further drllting of the
entfre leasehold can be completed, |t ls recommended that this
exploratory drilling progress after Initlal mining Is started.
Howevar, sufflcient drllling and exploratory work has been done to
date to warrant actlvation of operatlons,

IThe contlguous holdings of 5120 acres of reserves coupled
with the proven beneficlation of the Dunkle Converter glves you, in
my-opinlon, one of the greatest potentlals for the production of
high-grade low=cost coals in Alaska today,

1Yoy are aware that for the past year and a half we have been
working dllifgently on the Dunkle Converter. We have not only ex-
panded the deslgns and principals of )ignite drying establtshed by
Mr. W. E. Dunkle prior to his death, but we have also comblned the
Dunkle theories wlth gas-flred Infra=-red as a heat source. The
first of these pilot models has completed an Inltlal efght weeks
trlal run and |s now undergoing minor alteratlons, We recommend,
however, that due to the high cost and unstable supply of propane
gas at Broad Pass, the Dunkle Converter to be {nstalled at Broad
Pass utlllze Indlirect steam as a heat source, as was the original
Intentlon of Mr. Dunkle, The Infra-red unit shouid be employed
only In those areas where low-cost, natural and propane gases are
avallable,

IThe development of the Dunkle Converter, protected by United
Statas and foreign patent applications, coupled with the vast reserves
of convertible coals assdres your operatlons an outstanding advantage
over other operations In Alaska. The premlums established at U. S.
Smelting and Refining Company's plant at falrbanks should elimlnate
any doubt but that the Accolade Mines will enjoy a profitable and
ever expanding market in high~grade steam and expert coals,!
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Subsequently, Mrs, Dunkle Interested Mr, Waterman In managing this

project,

Coal Beneflciatlon Process

The mining and coal handling equlpment to be used ahead of the plant
proper is based on & raw coal !pput of 300 tons per hour, wh!le the converter
plant |s based on a discharge capaclity of 50 tons par hour. [t }s on this
latter flgure that the minlng costs and computatlons shown tn the attachmenﬁs
hereafter are based, As the market requirements for this fuel I[ncreases, the
capacity of the operatlons can be enlarged by adding another converter plant
wilthout an Increasa In the equipment used to handle tha raw coal and con=
verted coal,

Run of mine coal from the plts wil)l be hauled from the mine and dumped

1Y by end dump trucks Into » recelving hopper of apprpxlmate\y 150 tons or

larger capacity and stockpiled ahead of the hopper., This capaclty Is requlred
to ellmlnatelsurges of raw coal feed to the conversfion unit, The raw coal s
fed by gravity from the recelving hopper to a 36 x 60 double roll gearmstic
breaker where It Is reduced to less than 6'' coal pleces. After thls primary
break!né operatlon, the resultant from the primary breaker stage is dellvered
by conveyor to rescreen equipment where the 2 1/2Vx 1/2" or 2 1/21t x 1 /hu
size materlal 1s removed by vibrating screen equipment and diverted directly
to the Dunkle converter unlt, Plus 2 1/2'" material 1s then routed via con-
veyor and elevator to & secondary stage of crushing where It |s reduced to
2 1/2" minus and returned to the vibrating screen for final classlification
Into 2 1/2"x 1/2'and 1/2't x O,

TTTPextof the 1/2" X5 ig ddverted for fuel to the stesm genercting plont.

3 TThE Bdmrce TAYY Be stockpiled for nev uscs, such as o cement plext nov in
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the planning stape, as mey develop in the area.

The 2 1/2% x 1/2" raw coal conveyed fram the recrushing and rescreen-
ing plant is then discharged by & feed conveyor into the top of the Dunkle
converter. The converter is sealed, as is the feed conveyor, to & point
Just below the final discharge of the feed conveyors, thereby creating an
inverted retort which is one of the basie principles of the Dunkle proocess.
This prineiple meintaipns e steam geal to the lowermost portion of the con-
verter, thereby redueing the fire hazard of the dried coal to & mintmmm
during the conversion cycle, vhich will last for a pericd of three hours.
In the remote posgibility of ignition during the conversion proceas, the
ignited material in process is dlischarged through trap doors snd emergency
cinrtep provided for this purpose without damsge to the plant or equipment,
The converter worke on a continuous cycle with a three hour prucese time
during vhich the rew ccel descends by gravity over seeled stegm pilipes from
the inlet to the discharge polnt. Converted coal is blanketed by inert
gas and oil tremied to prevent reabsorption of molsture and fragmentetion
prior to cooling.

After final cooling and sereening, the converted fuel (2 1/2" x 1/4")
1s conveyed to a load-out chute on the railroad track parailelling the coal
preperation and conversion system.

Thus the Dunkle Converter is, in effect, a large heat exchanger,
operating at 4000 F. The 25 willion B.T.U. coal fired steam plent is
calculated to deliver steam at 200 psig. Vhen liganite coal is beneficiated -

using this process, 1t shrinks in size end welight, becames black in ecolor,
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and leaves a black mark Instead of the brown mark normally assocliated with
llgnite coal. Since It Is sub~bltumlnous but Is no longer \lgnite, It may

be advisable to market the product under the name 'Dunkie Fueldr,

Labor and Houslng

The following employees will be required at the plant and mine:

General Manager (Superviston and Sales) $25,000 per year

Engtneer $15,000 per year
Mine employees

Bulldozer operator

|

Truck drivers 2
Plant employees (2 per shlft) 6
Maintenance L
Total common |abor . 1o

‘ALl of the employees except the general manager and englneer can be
'employad.In the area where thera [s an ample supply of labor skllled In the
operatlon of bulldozers, trucks, front end loaders and the ore handllIng
equipment used In a piant of thls type. The prevalling wages are $12 per day
with employeas paylng for thelr own food and lodging. Employees [n the bush
]n_A]aska axpect to and prefer to work a 7-day week wlthout overtlime with re-
ﬁlacéments baln¢ supplied for thelr time-~off on & rotating basis, The rali-
roed will furnish modern cemp cars for llving faclllities which are equlipped
wlth heatlng, !lghts and cooklng facllltles, They wll] be set off near the
plant slte where water ls avaliasle. These cars can be rented frem the
rallroad for $5 per month per car, or they can be acqulred at nomlnal cost.
Some houslIng of other typss iIs available in the area. The company wlll provide
a cook and food at a camp mess for employees who do not bring their famllles
into the bush. Food wlll be supplied at or near cost and paid for by the

employees., The cook Is not included In the above )ist since hls wages are
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offset by food charges, Also the employment of an additional truck driver
may prove necessary under full operating conditions.

Schedule of Qperations

Ag Qoon as the financing has been completed, the mining equipment and
the plant wlil be orderéd. IThe mining equipment should be delivered on the
site in thirty days (used equlpment In Alaska will be furnished until new
equlpmeht ordereé ls received from the States) and during the following sixty
days the }aliroad siding wlll be constructed, the housing cars set In ﬁiace,
add! tional work done on access roads, concrete work for the plant flnlshed,
overburden stripped from sufflcient coal tqlpermtt mining throughout the
winter months, and coal mining started. A stockplile of raw coal ready to
process will be builf up near the plant site‘

| SInce the plant usaes standard conveying equipment, bolters and housing,
|£ can bé constructed, shipped, erected and housed within ninety days after
recelving the order, according to the manufacturer., Ouring the first three
months of operation of the plang, it can be expected to reach only about

balf of Its capaclty as adJustments In the cycle and speeds of the equip="'

ment are made, Some a)tlowance has been made In the computatlons for interrupted

production during the flrst year and a half as unexpected delays are en-

countered. The ptant at capécity is scheduled to produce 50 tons per hour

of finished product or 432,000 tons per year based on a 360 day year-and three-

shift oparations of the plant,

1
b
I
|
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HARKET AND COMPETITION

This venture contemplates produclng and shlpplng coal In the following

amounts:

Aug. 31, 1961 (6 mos.) - 21,000 tons '

Aug. 31, 1862 (fyll year) - 163,000 tons

Aug. 31, 1963 (full year) - 432,000 tons

Aug, 31, 1964 (ful) year) - 432,000 tons

Deep water Joading facilitles may become avallable in Anchorage In 1962

or 1963, opening up the Japanese market, |f the international si{tuation |s
promising, sufficlent to Justlfy doubling the plant capaclty at a cost of about
$300,000. However, all present plans for the project are based on the current
Alaskan domestlc and milltary market,

The Natlonal Coal Association flgures for the Alaskan Coal {ndustry

complled by 1ts Economic Divislion are as fol lows:

Tons
1959 Production 660,000
1959 Consumption
Electric Utllitles - 444,000
Retail Deazlers - 68,000
Others - 173,000
TOTAL 685,000

To the normal increase of the above consumption flgures for 1960 and
the future can be added the awards of the Navy Fuel S;pply Bureau of 458,000
tons (not shown for 1959 In the above flgures) and two new government In=-
stallations (st1il classlfied) each using over 225,000 tons. The most recent
Information obtalned from the U. S. General Services Administration In Alaska
is that the coal consumption of the Federal Government agencies in 1960
exceeded 750,000 tons., Thus, the total coal demand In Alaska Is apparently In

excess of 1,200,000 tons, with Alaskan domestic production far behind,
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A compartson of the cost, expressed In mine prlce per ton and B.T, U,
par 1¢ of sale prlce of the varlous Alaskan coals, using the actual pay-
ment made by U, S. Smelting Company for 21 tons of drled llgnite from
Broad Pass, Is as follows:

Mine Price B,T.U./l¢

Per Ton (as rec'd)
Falrbanks Market:
Cripple Creek Coal Co, {Healy River) $6,96 16,170
Uslbeltl Coal Co, L b 6,82 16,547
Suntrana n I 7.34 15,514
Broad Pass Lignlte (drled) 7.39 16,970
Anchoresgqe Market:
Mrak Coal Co, (Matanuska) 12,90 14,782
Evan Jones Coal Co, {Matanuska) 12,65 14,788 :
Artlc Coal Co. (Healy Rlver) 6.13 15,168 )
Broad Pass Llgnlite (dried) 7.39 16,970 ;
O From the foregolng 1t would appear that dried B8roed Pass lignlte would i

have a competitlve advantage in both markets, |f the proflt were only $1,14
per ton,

Due to the hlgh B,T.U. tests on its product, the company is likely to
capture the market to the extent of lts productlion untll such tlme as éompeti—
tors Install benefliciation plants, but by that time, It would seem that
mltitary and international markets would be avallable for the continued full
productlon of the Company.

Estimated.Receipts Per Ton on the Dunkle Fuel

The price pafd by U, S5, Smelting and Refining Company, Falrbanks, Alaska
for Dunkle Fuel ls adjusted at $7.3% per ton f.o.b. the mine. Prices at
government (nstallations and to other customers will follow closely thls price
which is flxéd by the tested B.T.U, content-of the product, Ffreight from

3} Broad Pass to Fairbanks 1s §$3,69, and therefore fhe selling price of Dunkle

Fuel In Falrbanks will be $11.08 per ton, which yields 18,525 8,T.U.'s per



- 2] =

penny In price., This Is, as far as |s known, the hlghest yleld of any Alaska
produced coal,

A selllng prilce of §7 par ton f.0.b. the mine (Instead of §$7.39) has
been assumed [n the computatlons shown In the proflt and loss forecast.
Based on thls forecast, |t would appear that an after-tax profit of approx-
Imately §1,96 per ton can bs reallzed st the present prlcelstructure ahd a
cash flow of $§2.75 per ton may be galned after the plant has been fully pald
for and under capacity operatlons, Thus, thera Is a substantlal margln avall-

able for protectlon In the event of competitlve price reductlons,

Projectad Earnings

Because of the startup expenses, the company wlll probably show a loss
durlng the flrst six months of oparatlon, but will create a substantlal proflt
In the second and thlrd six month perlods even |f capaclty has nhot been
reached, The projections allow for only a gradual bulldup In productlion,
reachling capacity about & year after the plant Itself |s ''on stresm!,

Actually thls buifdup to capacity may be much faster and thus may generate
earnings more rapldly than [s Indlcated In the attached exhiblts,

To summarlze the profit and loss forecasts of the attached exhlbit,
the flrst six months of operation are expected to yleld only a total sales
volume of $147,000 and a net loss before taxes of $96,000, Net cash flow
(after taklng Into account deprectation, depletion-and plant payments) Is
expected to be minus $192,000 for the first slIx months perlod. The following
12 months (assuming a gradual bulldup in quarterly production from 50,000 tons
to 108,000 tons) will provide a sales volume of an estlimated $2,500,000 and a
pre-tax net Income of approxlimately $1,320,000., After glving effect to the

tax loss carry forward of the previous period, net income after taxes would
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be §684,000, Adding back depreclation and a large depletion allowance (10%
of sales) the gross cash flow would be $970,000. Net cash flow after plant
payments of $180,000 would be $730,000,

On a per shere basis, after giving effect to full convergslion of the
note and to exercise of optlons, net Income on the 568,500 shares to be out-
standing would be §1.20 per share In that 12 month perlod, Net cash flow per

share would be $1.39. Based on these estimates, after 18 months of operatlon

‘the stock owner who pald the equivalent of $1.75 per share by converslon of the

note would have an 80% Increase In his Investment. However, most of these funds
may be retalned In the business for further expansion of plant to serve the
Japanese market as descrlbed elsewhere In this report,

In the second Iﬁ months of full opesrations, the plant should be at capacity,
This c;pacity ls estimated at 432,000 tons per year (360 days) which at an
average selling price of §7.00 per ton would yleld $3,024,000 In sales. Net income
after taxes wéﬁ\d be $848,000, and gross cash flow would be $1,187,000 during
thls perlod. The tast payment on the plant would be made during thls périod, ra-
ducing this gross cash fiow by 560,000. Thus, with the plant at capaclty, earnings
per shars would be §1.49 after conversion of the note and net cash flow would bé
§l.98 per share.

During the flrst 30 months, the company will have earned In cash flow more
per share than the investment made by tha noteholder. Thls noteholder after con-
version would have pald §$1.75 per share, whereas the accumulated net cash flow at
the end of this period would be $3.03 per share.

In other words, the {nvestment of $350,000, If converted Into 200,000 shares
of common stock, would during the first 30 months be represented by net cash flow of
$606,000, out of the $1,725,000 avallable to all stockholders, assuming that these

projections prove correct. This should permit the company after paying Federal
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taxes to pay off all debts during the perlod, double the capacity of the plant,
pay for the capltal construction, maintain sufflcient working capital, and raturn
more than the amount Invested In the form of dlvidends.

Net cash flow after taxes following 1963 should be at the rate of §2,09 per
share, without giving effect to further expansion. This computation Is posslible
due to the hligh potential earnings and the substantial depletlon allowances.

Pro Forma Interest and Amortization Coverage

After the Inltlal start~up costs, interest and amortizatlon coverages are
expected to be substantial, as Indicated on the attached schedule., In the flrst
6 months, these pro forme charges cannot be mat except out of the principal of
the note ltself. Whlle the chart shows the pro forma effect of amortlzation of
the note beglinnlng In 1961, actually the amortization wlll not begin untl] 1966.

th 1962, even after glving effact to amortizatlon requirements, the company's
sarnings will cover all [ts charges (royaltles, rent, Interest, and amortlzatlon)

about efght times. Thls margin should be Increased to over nine times by the

Increased earnings in 1963,
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Quarterly Cash Flow Forecast

Accolade Mlnes, Inc., Is expected to ganerate over $2,253,000 In net
cash flow by November of 1963, which is sufflclent to provide for a three=fold
fncrease In capaclty If needed plus a payment of dlvidends greater than
the converslon prlce per common share of the convertlible note ($1.75).

The cash flow forecast, attachad, allows for a gradual bulldup to
capacity oparations starting at 22% of capacity In July, 1961, and
reaching 100% of capaclty in March, 1962. Thls assumes the plant will be
in place by July, 1961. Actual! capacity operations may be reached very
shortly after start;up.

The cash flow forecast also allows for a2 delay in payments by purchasers
of coal and for recelpt of proceeds from the sale of the note of only $320,000,
rather than gross procesds of $350,000. Even on thls conservat]ve basls, the
low point for cash drain occurs in the second three months which ends with a
$50,000 cash cushion. !n the third three month perloed, the cash draln is
more than offset by recelipts from the sale of coal, and 2 rapld bulldup of
cash begins in the fourth quarter of operations. This bulldup starts with a
net cash Increase of $§20,690 [n the Septembér quarter, 1961, $270,000 in the
December quarter, and $44k4,000 in the March, 1962, quarter. During capacity
operatlons, the peak cash flow that |s generated 13 $526,000 per gquarter,
disregarding the annual Federal tax blll.

By January, 1963, flnal payments on the plant will be made, and by November,
1963, the company will have generated a net cash flow of $2,253,000 after plant
payments, Federal taxes, eic. Thls will permit the company over the period to
triple Its plant capacity by that time at a cost of over $800,000 and still pay

dividends over the perfod of over $2 per share. Thus, the total Investment
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could be returned In less than three years after funds are set aslde to triple

the production of the company, if such action |s deemed desirable.

Balance Shest

As indicated on the attachment, the company will have an Initlal capital-
tzatlon of $350,000 in a convertible note and 343,500 shares of §! par common
stock. After converslon, there will be 543,500 shares outstanding. An addi~
tlonal 25,000 shares are reserved for stock options for the General Manager,
making a total of 568,500 shares. Thus, the note |s convertible Into 35.2%
of the common stock,

Hrs. W, E. Dunkle and the Dunkle Estate will receive 310,000 shares for
the assignment of their mining rights, for over $200,000 In research and
development expenses, and for organlzational expenses, These rights have far
greater value than this amount of stock or the balance sheet would indicate.
The minimum lignlte deposits on the acreage are estimated to be 8,000,000 tons
(actually much larger), On a dehydrated basls this minimum would make at least
4,800,000 tons of coat which, on the basis of the attached projections, could
yleld $2 tn net Income per ton or $2.80 of gross cash flow per ton. Such
mining rights, therefore, could be worth $13,440,000 without glving effect to
a discount for present value. The rights are carried on the balance sheet at
the nominal value of §1.00.

All cash received from the sale of the note w{ll be used to pay for
plant equipment and working capltal, The balance sheet gives effect to the
down payment on the plant and for the cost of a malntenance shop and rail slding.
The difference betwean that cost and the gross amount recelved by the company
through the sale of the note lslfndlcated by the cash account. The commlsslon

for the sale of the note has not been deducted from cash.
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Thus, furthasr equlty dllution should not be necessary, The current
ratio of 2:1 Is llquld, and should provide smpie funds to support the Inltlal
stages of the operatlon. Slince the convertible note [s essentlally In &
subordlnsted, unsecured posttlion, It may be possible to sacure s current bank
I1ne should the need arlse.

Tax Features

The proposed sale of such a note offers varlous tax advantages to the
Individual Investor, as well as to the company, The company ltself, belng
in the minlng busliness, !s able to take advantage of the depletion allowance,
whlch provides that depletlon on coal mined may be teken at 10% of the sales
of the product at the mine, but not over 50% of the Income before taxes and
depletion, Interest on tha note ls also tax deductlble to the compaeny, of
course, |

There are other Important tax beneflits which will bs appticable to
Accolade Mlnes, The cost of renting minlng equipment (5 a deductible [tem,
Accelerated depreclation may be taken on plant and equlpment thereby Increasing
the cash flow, |

The company may accumuiate earnings of $100,000 wlthout being subject
to the speclal surtax thereon,

A closaiy held corporation with no more than 10 stockholders, whlich
derlves Its fincome principally from trade or Industry, may elect to be taxed
as a partnershlp,

Investors {n the stock of companles quat!lfying as small business com-
panles may, for tax purposes, treat losses on such stock, If asny, as an
ordlnary loss; but Investors who enjoy a capital gain from such stock may treat

it as a capltat galn, Howevef, this applies only to orlginal i{nvestors. Thls
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ordinary lass treatment Is allowed for a loss not In excess of $25,000 per
year ($50,000 on a Jolnt return), The note holder would, of course, only

be able to take advantage of thls benefit 1f the note |s converted,
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MANAGEMENT

l. Mrs, W. £, Dunkle, Chairman of the Board and Vice Presldent, (over'so),
now llving In Washington, D. C., Is Admlinistratrix of the Dunkle Estate.l Edu=-
cated In England with A.8., M.Sc. and Ph,D, degrees In Economlcs, Mrs, Dunkle
accompanied her husband and lived In Afrlca and many parts of the world before
moving to Alaska In about 1940, She Is a very competant businesswoman, She
plans to return to Anchorage as thls proJect nears completion,

2, Charies Johnston, Seattle, Washington, President and Dlirector, now
Treasurer of Goodnews Bay Mlning Company of Alaska, a highly successful gold
and platfnum mintng company,

3. C. W, Waterman, Jr., General Manager, (54), has been employed by
McNally Plttsburg Manufacturing Company since 1926, except for service durlng
World War )| for the War Productlon Board in charge of Allocation of Strategic
Matertal for the Minlng Industry. He Is conversant with all phases of mining
operatlons, Is famlllar with Alaskan coal mining conditlons, has Installed
equipment {n many of the mines In Ataska and In the States, has hel!ped develop
and test the Dunkle Converter; now supervises over 100 engineers ana Is In
charge of Sales and Dlirector of Advertising for McNally Plttsburg Manufacturing
Company of Plttsburg, Kansas, ons of the leading manufacturers of coal mining
and processlng equlpment. He will proceed Immediately with hls dutles of cor-
relating a)l actlvitles toward the development of the coal properties, strip
minlng and processing plant.

L, Grenold Collins, Anchorage,Alaska, Director, President of Colllns
Flying Service, Anchorage,

5. Mrs, Greold Collins, Anchorage, Alaska, Dlrector and Secretary,

owner and manager of Alaska Treasure Shop, Anchorage,
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Theodore L. Morrls, Anchorage, Alaske, Olrector and Actlng Treasurer,
pavld W. Thorness, Hughes and Thorness, Loussac Song Building, D.
$treat, P. 0, Box 477, Anchorage, Alaska, counsel and agent for
correspondence.

Wendell B, Barnes, New York, New York, Director, Shearson,

Hamml 1) & Co., 4 Wall Street.

A representatlve named by Investors,

Aud|tor: A. Van Seventer, C., P. A,, Anchorage, Alaska,
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ACCOLADE MINES, INC.

PROFIT AND LOSS FORECAST

Nota:

have beeen converted.

6 Months Year Ending Year Ending
Aug. 3}, 1961 Aug. 31, 1962 Aug, 3}, 1963
Tons Shipped 21,000 363,600 432,000
Sales @ 37 per ton $147,000 $2,502,500 §3,024,000
Cost/Sales:
Salaries & Wages (Adminls-
tration) 20,000 40,000 40,000
insurance 25,000 50,000 50,000
Incidentals 16,000 20,000 20,000
Travel 6,000 {2,000 12,000
Supplies 10,000 20,000 20,000
Plant wages (7) 8,730 30,600 30,600
Mining Costs (Incl. equipment
rental) , 111,600 631,800 648,000
Maint, & Tools 15,000 -= -=
Total Cost/Sales $206, 330 $__ 804,500 $__820,600
Gross Profit (Loss) (58,330) 1,698,100 2,203,400
Other Expenses
Royaltles = Gov't. 11,160 63,180 . 64,800
Royaltlies = Dunkle 1,800 27,270 32,400
Total 12,960 $ 0,450 $ 97,200
Operating Profit (Loss) 72,290) 1,607,650 2,106,200
Depreciatlion 9,125 36,500 36,500
Depletion 10% 14,700 250,250 302,400
Net Before Taxes (96,115) 1.222.902 \.75g.300
Fed. Taxes : -- . 88 t 6
Net Income (Loss) (96,115) 685,012 848, 304
Add: Oepreciatlon E,\ZS 36,500 36,200
o Depletion ] 00 250,250 302,400
Gross Cash Flow (72, 290) 970,762 1,187,20
Less: Amort. = Plant 120,000 180,000 60,000
Net Cash Flow 192, 290) 0,762 1,127,204
Cumulative Net Cash Flow 192,290) 598,572 1,725,676
Net Inc./Ton -- $1.89 $1.96
Gross cash flow/Ton - 2.68 2.74
Net Cash Flow=Tan -- 2.18 2,6}
Earns./Sh., 568,500 shs. -- 1.20 1.49
Net Cash Flow/Sh. after tax
on 568,500 shs. -~ 1.39 1.98
Cumulative Net Cash Flow/Sh.
on 568,500 shs, -- V.05 3.03

Calculations do not Include interest (maximum $21,000) and smortizatlon ($35,000
beginning sixth year) on debentures, since it Is assumed that the debentures
568,500 shares also includes 25,000 shares on option.
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ACCOLADE MINES, INC.
Pro Forma Coverages of interest and
Principal - $350,000 Note

6 mos. end. Year end.

Year end.

Aug, 31, 1961 Auq. 31, 1962 Aug,_ 31, 1963

Pre~tax lncome (496,115) $1,320,900
Depreciation and Depletlon 23,825 286,750
Royaltles _ 12,960 90,450
Equipment Rental \ 2,100 36,360
Total ($57,230) §1,734,L60
Interest=-=6% Note _ $10, 500 $§ 21,000
Times {nterest Eerned' deflclt B2,5X
Royal ties 12,960 90,450
Equlpment Rental 2,100 16,360
¥Amort!zatlon (X2) 35,000 70,000
Total Charges” $60,560  § 217,810
Times Charges Earned deflclt 8.0X%

¥ Note: Amortizatlon is doubled to give pre-tax effect. Amortization Is assumed

to begin Inmediately in sbove calculation, but actually begins In 1965,

-3 -

$1,767,300
338,900
97,200

42,400

$2,245,800

$ 21,000
107.,0X
97,200
42,400
70,000

§ 230,600

9.3X




ACCOLADE MINES, INC,

Pro Forma Balance Sheet =~ Glving effect to Sale of $350,000
of Convertible Note and Inltlal payments on plant, siding &
malntenance shop.

Cash $250,799 Plant Payments, Current $120,000
Fixed Assets 379,200 Deferred plant payments
(beyond one year{ 150,000
6% Convertlible Note 350,000
Common Stock no par
Other Assets
Minlng Rights Authortzed: 1,000,000 shs,
Capltallzed Testing % |ssued: 568,500 shs,
Expenses 18,500
" Research development
and Organlzatlionsl Outstanding: 353,500 shs, 353,500
Expenses 335,000
Total Assets §973,500 Total Llabllltles and $973,500
. ' Net Worth

* Includes 25,000 shares reserved for stock options at $1.,75 per share, and -200, 000
shares reserved for conversion of the Note,

Note: Rental obligation for equipment Is $110,000.
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REVISED CASH FLOW FORETASY

ACCOLADE MINES

Sept. - New. Dec. = Feb, March = .. June - Sept

Hareh - Jung - Sept. - Dec, - March - Juno - -
Myy ‘6]  Aug, ‘61 Mov. 'El Fab_ '62 Hay 62 Aug, *62 ‘62 ‘63 May '63 fam. "63  Nov, '63 ASSIMPTIONS
Tona Mimed 2l 000 50 kD0 97,200 106,000 108 000 108,00 108,000 108,006 108 000 108,000 108,000 1. fDunkic Converter plank will begin limited
Tons Produced 4 000 £0,5%00 97 200 103,600 138,000 iof 000 108 000 108,000 108,000 108,006 eperations Jyne, 1961. Hining starts about
Fons Shipped (ona week delay) 21,000 45 000 56,500 §08,000 108,000 108 000 (08,000 108,000 08,000 108 000 Karch, 1961,
fate of Production = Plant 26 voas/hr 35 tons/br 45 ronsshr 50 tonsshe) Z. Full Production and mining reached in
Ho. of Shifes = Plang Twes. -~ 3§ oows, 3 o, 3 mon. 1 Capacity Karch, 1962,
2 Shifrs 2 Shifrs 3 Shifes 3 Shifes ) 3. Shipment one woek delay = L0 Cover uncxpectod
Proceeds ~ Stock Sale Joo 000 delays in shipoents and delivery,
Sales @ $7/ton 147 000 315,000 675,000 756,060 756,000 756,000 756,000 756,000 756,000 756,000 4. 30 day dating - wil) covee collecrien doiays -
Cash Rec'd Sates {30 day dacing) 73,500 283,500 555,000 729,000 756,000 756,000 756,000 756,000 756,000 756,000 icprovement will increate working capitai.
Taral Cash In 300,000 73,500 283,500 £55.,000 723,000 756,000 156 000 756,000 756,000 256,000 756 000 S. food and supplics - pay=aLs Dy men pot shown.
Sxlarics Waterman « §$25,000/yr These payments will ircresse working capital
Engincer - $15,000/yr 10,000 19,000 10,000 [0,000 16,000 10,000 10,000 189,000 10,000 10,060 14,000 6. Incidentals - may be too high but a CONL i FgCrey
LPG 50.53 peac ron produced 11,500 W, 200 46 600 £1,900 51,800 51,880 51,800 51,800 51,800 51,800 fund i3 provided.
ynsurance 12,500 12 560 12 500 12,500 12,500 12,500 12,500 12,500 12,500 12,500 12,500 7. There is ample cash flow 10 provide fundi to
tncidentals {Contingency, Tools) 5,600 5,060 .000 5,000 5,000 5,000 5,000 5,000 5,000 5,000 T 5,000 constryct # second Dunkle Converter to doyble
Traval 3,000 3,000 3,000 73,000 3,000 3,000 1,000 3,000 3,000 3,000 3,000 production capacity in 1462 if zhers 75 mariet
Suppties {(Hastly Food) 500G 5,600 5,000 3,000 5,000 £,000 5,006 5,600 5,000 £,000 5,000 juwstification. Figures not thown.
Kaintenange Shap Tools 15,000 - - - - - - - - - - 8. Cash f']ou thewn here can be related 1o Profiz
Mining Cosrs §i.50/ten elned(includes . and Loss Forecast - altbough different since
laborers) 36,000 75,600 (45,000 162,000 162,000 162,000 162,000 162,000 162 000 162,000 162,000 payments and receivables herc shown wage re-
Reny - Equipment $0.10/ton, $120,000 limit 2,500 5,050 9,720 10,800 10,300 ¢ 8o 10,800 10,800 19,800 10 00 10,800 ceived and 1a P & L Forecast when billed,
Plaant Payments - Plant starred March Mo depreciscion and ocplction shown here since
Finished June 40,000 30,008 43,000 45 6o &5 ,000 45,000 45,000 15,000 - - - nGL cash itom,
floyalzies « Gav't $0.15/t0n mlned 3,600 7,560 ih, 580 16,200 16,200 16,200 16,200 16,200 16,200 16,200 16,200 9. Equipment to be paid of f arcund Jan., 1563.
Royaltles - Dunkle $0.075/tons produced 1,800 3.780 7,290 8,100 8,100 8,100 8,100 8,100 &,100 8,100
Rail Siding k200 - - - ~ - - \ - - - sok'
Fadaral Taxes - had had - - = g&-& = = b (4]
Toral_{ash Out 138,750 157,000 274,550 23,390 329,500 329,565 ] 235,560 285 T6a pammr) 1.63"}_9.190
—‘—‘L—(‘m Cash in (Gut) 113,300 {93,500) %920 231,610 399, 426,600 (08,301 456,600 471,600 471,600  (333,100)

Cumuiacive Net Cavh In {Dut} 113,300 19,800 24,720 256,330 655,530 7,082,530 37423 1,430,829 1,902,525 2 3th029 2,040,929




