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l NTEREST RATE: 

HATUR I TY: 

TAKE DOWN: 

CONVERS I ON: 

CALL FEATURES: 

AMORTIZATION: 

ACCOLADE MINES, INC. 
C o n v e r t i b l e  Note 

Proposed Terms 

F i f t e e n  years from date o f  c los ing .  

As soon as possib le.  

Conve r t i b l e  i n t o  200,000 shares o f  common s tock  o f  

the company. ($1.75 per share), 

Non-ca l lab le  f o r  two years. Reedemable t h e r e a f t e r ,  

o therwise than for  s i n k i n g  fund purposes, a t  106, 

decl i n i  ng 1 /2 o f  1 %  each year t o  par a t  m a t u r i t y ,  

Beginning w i t h  t he  s i x t h  year, the company w i l l  r e -  

t i r e  $17,500 of t h i s  issue semi-annually p rov i ded  

the net  work ing c a p ~ r a l  i s  more than $300,000. I f  

the  ne t  work ing  c a p i t a l  i s  $150,000 t o  $300,000 

the company may accrue the semi-annual s i n k i n g  fund . 

payments and t h i s  w i l l  no t  c o n s t i t u t e  a d e f a u l t ,  

I f  the  ne t  work ing c a p i t a l  i s  l ess  than $150,000 

a f t e r  t h ree  years from the date o f  consummation 

of t h i s  note,  i t  w i l l  c o n s t i t u t e  a de fau l t  on t h i s  

1 oan. 

The notoholder  w i l l  be p ro tec ted  acjainst d i l u t i o n  

o f  h i s  convers ion p r i v i l e g e  under the "Average 

P r i c e  Basis." P r o t e c t i o n  w i l l  ba prov ided aga ins t  

s tock d iv idends ;  s p l i t s ;  d i s t r i b u t i o n ;  and the  

issuance o f  s t ock  f o r  cash, p roper ty  o r  se r v i ces  
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a t  a p r i c e  below t h e  then e f f e c t i v e  convers ion  

p r l c e  o f  t h l s  issue; except t h a t  r e s t r i c t e d  s tock  I 
opt  ions under Sect ion 421 (g) o f  t h e  I n t e r n a l  

Revenue Code w i l l  be exempted from t h e  a n t l -  

d l l u t t o n  p r o v l s i o n s  up t o  a maximum o f  . lo% o f  t he  

shares ou t s tand ing  upon consummation o f  t h i s  loan. 

SUBORDINATION: Th l s  i s sue  s h a l l  be subordinated t o  f u t u r e  bank 1 I 

loans, debt t o  McNally P l t t s b u r g  Manufac tu r ing  Company, I 
1 

. i 
equipment r e n t a l  o b l l g a t t o n s  and f u t u r e  Senior  Debt. 1 

I 
I 

The company may no t  repurchase o r  r e t t r e  any s e c u r l t i e s  t 
I 

subord inated t o  t h i s  loan except securities so ld  f o r  I 

cash a f t e r  consummatlon o f  t h i s - l o a n ,  t o  t h e  extent  

o f  t h e  cash rece ived f o r  such s e c u r i t l e s ,  p rov lded  

such repurchases o r  re t i rements  would no t  r e s u l t  I n  

a d e f a u l t  under any o f  t h e  o ther  terms o f  t h l s  loan. 

ADDITIONAL DEBT: The company may no t  Incur  a d d i t i o n a l  l ong  te rm debt 

w l t hou t  consent o f  t h e  noteholder ,  un less ,  a f t e r  

g l v t n g  e f f e c t  t he re to ,  the  t a n g i b l e  ne t  wo r t h  there-  

a f t e r  would be equal t o  t h e  t o t a l  debt,  and t he  

t o t a l  p r o  forma f lxed charges ( I  .e., i n t e r e s t ,  ren t ,  

r oya l  t l es, and s i nk i ng  fund payments) woul d have been 

covered a t  l e a s t  t w i c e  by t h e  earn ings be fo re  these 

charges i n  t h e  preceding f l s c a l  year. 



USE OF FUNDS 

(S i x  Months From the  Date o f  Consummat ion o f  t h e  Loan) 

The proceeds o f  t h e  note  w i l l  be used f o r  t h e  i n i t i a l  payments i n  

t h e  purchase o f  t h e  equipment and t h e  p l a n t  a t  Broad Pass, Alaska and t o  

cpnwide the  l n l t l a l  work ing c a p i t a l  fo r  t h e  operat ions.  S p e c i f i c a l l y ,  

~ $ I b ~ , 0 0 0  w i l l  be used as an l n l t l a l  ou t l ay  on t h e  p l a n t ,  r a i l  s ld lng ,  and 

malntenance shop. The balance o f  $241,000 wi I 1  be used f o r  working cap i t a l  

requirements f o r  t h e  f i r s t  s i x  months o f  opera t ion  and w l l l  Inc lude  two pay- 

ments o f  $15,000 each fo r  t h e  p l an t .  Dur ing t h e  f i r s t  s i x  months c f  opera t ion  

t h e  p r o j e c t  1s expected t o  produce a  loss  o f  $96,000. A f t e r  t h l s  pe r i od  t h e  

next 12 months should show a  sales volume o f  about $2,500,000, a net p r o f i t  

o f  $680,000, and a  cash f l ow  o f  near ly  $800,000. The capac i t y  operat ions 

o f  t h e  p l a n t  would produce over $3,000,000 i n  sa les,  n e a r l y  $850,000 I n  net 

p r o f i t  a f t e r  taxes, and about $1,100,000 i n  cash f low, 

Sources o f  Funds ( ~ 1  r s t  s  i x  months o f  operat Ion) 

Conve r t l b l e  Note $350,000 

Deprec la t ton  and Dep le t ion  24,000 

To ta l  $374,000 

Use o f  Funds 

increase i n  work ing c a p l t a l  $139,000 

D e f i c i t  from opera t ions  96,000 

Payments o f  f i x e d  assets 1 39.000 

To ta l  $374,000 



Plant  lnvestment 

The estimated cost o f  the  p lan t  t o  be establ  lshed a t  Broad Pass IS as 

f o l  lows: 

Plant  

Fretght and erec t lon  

Housing for  Plant 

Tota l  Costs 

R a i l  Sidtng $ 4,200 

Maintenance Shop, Tools 15,000 

Tota l  Capital  investment $379 ,200 

*J  
The es t  lmated p lan t  cost o f  $360,000 wl  I1 be financed by the payment o f  

25 % o f  t h e  costs upon placement o f  the  order  and $15,000 per month beginning 

30 days a f t e r  completion o f  constructfon. Thus, the  i n l t i a l  ou t lay  I s  as 

f o l  lows: 

P l ent down payrnen t 

R a i l  S ld lng  

Maintenance Shop C Tools 15,000 

Total  I n i t i a l  Outlay $109,200 



Investment and Worklnq Capi ta l  

F l  r s t  3 Months 

Execut ive Sa la r i es  $ 10,000 

P lan t  Workers 

l nsurance 

I n c i d e n t a j s  
(cont  i ngency t o o l s )  

Travel  3,000 

Suppl ies and Miscel laneous Exp. 5,000 

Min ing  Costs (including Fue l ,  36,000 
Equipment r e n t a l  and 3 laborers) 

Royal t l es 
Government 

@ Royal t i es 
Dunk1 e 

To t  a l 

Add i t i ona l  P lan t  Payment 

t o t a l  Working Cap i ta l  Requirements 

I n i t i a l  Out lay 

To ta l  I n i t i a l  Out lay and Working Cap i ta l  
(Note cos t  wl l l b e  covered by a d d l t  l ona l  funds 

rece ived  from s a l e  o f  coal ,  per  cash f l o w  statements 
at tached)  , 

Second 3 Months 

$ l0,OOO 

7,650 

12,500 

5,000 



BUSINESS AND HISTORY 

Name and Locat ion 

Th is  company, Accolade Mines, lnc., i s  organized under t h e  laws o f  

Alaska t o  s t r ip ,  mine and bene f i c fa te  coal from the W. E. Dunkle Coal Property 

which i s  located near M i l e  305 on the  Alaska Railroad, A second prospect i s  

near M i l e  297 on the  Alaska Rai lroad, both I n  Broad Pass, a p a r t  o f  t he  

0 
Alaska Range. The loca t ion  i s  approximately 63 101 north; 149°001 west. 

Distances by r a i l  t o  the p r i n c i p a l  Alaskan c l ' t les  are: 

Fs i rbanks 165 ml les  
Anchorage (Deep sea p o r t )  191 I t  

Seward (Deep sea p o r t )  305 

Backsround 

Although the  coal deposlts a t  Broad Pass have been known f o r  some tlme, 

9 poss ib l y  s lnce the  r a l i r o a d  was constructed, It i s  l i k e l y  t h a t  they were 

thought t o  have no value s lnce t h e  l i g n i t e  i s  a brown, f i b rous  mater ta l  which 

I s  easi l y  confused w i t h  a worthless type o f  coal that  appears on t h e  sur face 

I n  many places I n  t h i s  general area o f  Alaska. About t en  o r  more years ago 

W, E. Dunkle, a mining engtneer, recognized t h e  t r u e  nature end value o f  t h e  

Broad Pass coal depos i t s  and began work on them wh ich  was cont lnued unt I 1 h l  s 

death I n  September, 1957, P r i o r  t o  h i s  death, M r ,  Dunkle had made geological 

surveys, appl led f o r  extensive min ing permi ts  and leases from t h e  Department 

o f  I n t e r l o r  s ince the deposits a re  located on government land, constructed 

an a i r s t r i p ,  access roads, and camp, s t r tpped the  overburden from some areas, 

d l d  .extensive core d r i l  l ing and some mining. 

The l i g n i t e  coal had a h igh  water content and thus, a r e l a t i v e l y  low 

B.T.U. r a t i n g  and a high ash residue, M r .  Dunkle deveLTpCd-FmeGct~ r?F 

-- 

1 move the vat  ar a-ddup&raHe~theC~37E3-ke?cG h X Z Z s ] O j j e d ~ , ~ Z t ~ ~ ~ l d  - 
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Afber Mr.  DuzlkLele deakh, Mrs. Dblnkle who was joint amer of the 

property and a~3, exyerienced businesmaman,acqvLred addLtionaJ. leases and 

w e d  f o r  sufficient c d  t o  be mined and processed by batches using; 

Mr. Dunklets method providing adequ&e t e s t s  t o  eatabllsh i t s  market 

value. The W t e d  R a t e s  Smelting, Refining and Mlnlng Company of Fair-  

banks, Alaska, t e ~ t e d  %he product on January 6, 1958, and ccrmpared it 

w i t h  previws t e s t s  on &ed cod. fkam the ~ame mea, as fcitlms: 

Un-Dried C o a l  
Tested 9/22/56 

Tons 157.65 
Moishme ( A s  received) 3.85 
Ash (AS received) 10.9% 
B.T.u./JI~. (AB received) 6,970 
B . T . u . / ~ ~ . ( o P ~ ~  dry, 105Oc.) 10 220 
~ ~ t a s t c d  ~ i n c  price per  on $2.56 

W e d  Cod 
Tested 1/6/58 Chasge 

a. 35 " 
13 8$ -18% 
10*5$ - *4$ 

9,344 +2,376 B.T.U. 
10,842 + 622 B.T.U. 
$7 a 39 + $2.83 per ton 

9 Thus, the drying process up-graded the cod. 2,376 B.T.U. per Lb., as 

received, and the adjusted mine price by $2.83 per ton. AJ.80 the recently 

tes ted  coal was bet ter  c d  before testing, since it shared l e s s  ash and 

higher B.T.U. per lb., oven dry basis. 

This conversion a.nd beneficiation process wLU. be used by Accolade 

Mines, Inc . , with& pa~rment of roydty .  The equipment and the plant wlU 

be const&& by McNa3J.y Pittsburg ManufactWng C q a n y  at a cost of' 

$360,000, wbich i s  being financed by a 25$ payment 30 days a f t e r  construc- 

~ t i o n  i s  c w l e t e d  and the plan* ie i n  operation, with the balance amortized 

~ over a threemyem period. The plant can be delivered and erected within 

~ 90 days af'ter ozder, weather permitting, since standmil conveying equip- 

: me&, boiler  a,ud housing i s  used. 



An Engineering Report on development of the property was obtained 

from Charles F. Herbert, mining engineer of Seattle, Washington and 

Fairbanks, Alaska, dated F e b m  7, 1958. This report, i n  general., 

cozfirmed the findings of M r .  Ihmkle, and the recanmgend&ions therein 

have been follared, exaept where l a t e r  engineering developmnte i n  the 

dehydration process dictated change. Certa;ln questions were r d s e d  

concerning the hazard6 of spontaneous ccanbustion frmn dehydrated coal, 

but these problems were s&md by the  design of the plant i n  wMch the 

cod., a f t e r  dehydration, i s  spxapd with an o i l  f i lm t o  prevent absorp- 

t ion  of moisture as w e l l  as increase the quality of the p r d u c t .  It 

i s  a l s o  exposed t o  an inert  gas obtaned frm the boi lers  which fKLs the 

air c e l l s  i n  the coal, d, thus, f'urther contributes t o  the  reduction 

of moisture &sorption. 

Mrs. M e  states that over $X)0,000 has been expended by her h w -  

band, herself' and the DMkle Estate i n  acquiring the  leases and, permits 

t o  the property, develapiw it for commercial ewloi tat ion,  and i n  per- 

fecting the techniques of processing the toll. 

The various filings and acreages included are as fol lows (from the 

records of the U. S. Department of Interior, Anchorage): 



ANCHORAGE FORMER FA1 R-  TOTAL 
TYPE - SERIAL NO. BANKS SERIAL NO: ACREAGE 

Lease Author l r e d  027608 640 
Lease A u t h o r l r e d  010280 1 20 
Lease issued 050746 01 1636 1,320 
Permlt  App l f ca -  
t Ion  Re jec ted  050745 0  14544 480 

Permit Appl ica-  
t l o n  Pending 050747 024478 2,320 

240 (Add I t i ona l 
lands Included i n  
map accompany l ng 
appl l c a t  Ion) 
- 
5,120 

Less 050745 (may be ob ta lned  under 480 
a new a p p l l c a t i o n ,  o therwise must be b l d  

To ta l  Acreage pub1 l c l y )  qx% 
Roya l ty  t o  t h e  U, S. Government wl I1 be $0.15 pe r  t on  o f  coa l ,  sub ject  

t o  p e r i o d i c a l  adjustment. They a re  good f o r  50 years,  
eQ 
-I 

The above r l g h t s  were owned by Mr, and Mrs. W. E, Dunkle, I n  September, 

1957, M r .  Dunkle d i e d  and t h e  r l g h t s  a re  h e l d  J o l n t l y  by Mrs. Gladys E.  Dunkle 

as  so l e  T rus tee  o f  t h e  W. E. Dunkle Estate ,  and Mrs. Gladys E, Dunkle, Box 

565, Anchorage, Alaska, and a re  being conveyed and assigned t o  Accolade Mlnes, 

I nc, 

E x i s t l n g  F a c i l l t t e s  

The p r o p e r t y  has been Improved by access roads, an a i r f i e l d ,  camp water  

I supply, camp b u l l d i n g s ,  etc.  There a re  t r ucks ,  jeep, small t o o l s  and hand 

I d r i l l  on t h e  p rope r t y ,  

The su r f ace  I s  r o l l i n g  w l t h  g rad ien ts  from f l a t  t o  as much as 20% f o r  

1 shor t  d is tances.  The e s s e n t i a l l y  f l a t  l i g n i t e  beds have gen t l e  r o l l s  o f  a 

few degrees, a l though  an e a s t e r l y  d i p  o f  20 degrees I s  Ind ica ted  a t  d r i l l  

ho l e  No. 1 .  

The ground i s  not  f rozen; 



D eve l opmen t 

The Midd le  Fork deposit has been developed on ly  by surface stripping 

and sur face examinat ion fo r  a distance o f  one- th i rd o f  a m i l e  or  more, 

The Broad Pbss deposit has been p a r t i a l l y  developed by s t r ipp ing ,  

diamond d r i l l t n g  and hand d r i l l i n g  f o r  a d ls tance from east t o  west o f  more I 
than one m l l e  and a no r th  t o  south d is tance o f  1,000 feet.  A considerably I 
la rger  area t o  the  no r th  and t o  the south I s  scheduled fo r  f u tu re  dr l i 1 ing 

I 

and tes t i ng ,  I 
Work done, in t h e  l a t e  summer o f  1957 d isc losed 32 feet  o f  c lean l i g n i t e  I 

I n  t h e  Dunkle-Brandal seam, withim one h a l f  m l l e  o f  t he  ra t  lroad. I 
Reserves ( From HerbeSB Eng i neer 1 ng Report) 

IlDevelopment I s  hqrd ly  s u f f l c l e n t  t o  prove the reserves but reasonably 
acceptable est imates can be made o f  t he  amount o f  l i g n i t e  probably a v a i l a b l e  
f o r  s t r i p  mfning. These are: 

4 

Middle Fork Deposit: Dunkle (NOV, 1 1 ,  1956) claimed 200,000 
tons proven w i t h  t o t a l  probable o f  400,000 tons, Mrs. Dunkle 
 a an.' 1958) reported 800,000 tons. 

Broad Pass Deposits: 
Texas Seam: The ava i lab le  Informat ion I s  not c lear .  From 
Map 13 I t  would appear tha t  the  Texas and Stevens may be 
I d e n t i c a l  and, from information by Mrs. Dunkle, the Stevens 
seam i s  not  su i t ab le  because o f  h igh  ash content. 

Dunk1 e-Brandal Seam: Thls seam probably contains a t  1 east 
3,000,000 tons. 

Sroufe Seam: Probable reserve i s  over 4,000,000 tons. 
', 

Copper (Bruce) Seam: Probable reserve I s  over 1,000,000 tons. I 
IThe t o t a l  l i g n i t e  probably a v a i l a b l e  f o r  s t r i p  mining (excluding t h e  

Hinchey and Texas-Stevers seams) i s  8,000,000 tons (as a minimum from the  
acreage tested) ,  Dunhl e had est lmated 8,000,000 I n  t h e  Dunkle, Brandal alone 
but the  informat:on on which t h i s  est imate was based i n  not avat lable.11 
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I 

The total amount of coal recoverable from all of t h e  coal b e a r i n g  acreage, i 

u s i n g  an average seam o f  151 has been computed by M r .  C, W. Waterman, Jr. o f  1 
I 
I 

McNally-Plttsburg In en estimate as exceed ing 100 mtllion tons, The coal I 
I 
I 

seams i n  many areas exceed 30' In depth. I 

I 

t 

I 



MINING 

M in i nq  Condl t lons 

Overburden cons i s t s  o f  s o i l  and g rave l  up t o  at  l e a s t  20 fee t  i n  the  

c reek  bed. On t h e  h i l l s i d e  t h e r e  i s  a shal low mant le o f  s o i l  over  c l ayey  

sandstone, which a l so  separates t h e  l i g n i t e  beds. There i s  no perma f r o s t ,  

I t - w o u l d  appear t h a t  t h e  r e l a t i v e l y  minor gravel  beds c o u l d  r e a d i l y  

be s t r i p p e d  mechanical ly.  The s o f t  sandstone could  be removed by h tgh  

p ressu re  water,  i f  necessary, bu t  I t  i s  planned a t  present t o  use  o n l y  

mechanical methods. 

It i s  est tmated t h a t  du r i ng  t h e  summer months from May t o  September 

t h e r e  i s  a v a i l a b l e  1000 cub ic  f ee t  pe r  minute o f  water under a g r a v l t y  head 

o f  150 feet ,  

There I s  ample d isposal  room fo r  h y d r a u l i c  debr l s  and, a t  p resen t ,  

'1) 1 I tt l e l l k e l  i hood o f  p r o t e s t  from downst ream users o f  water.  

The sur face  topography, a t t i t u d e  o f  t h e  l i g n i t e  beds and d ra inage  

p a t t e r n  appear t o  o f f e r  few problems f o r  h y d r a u l i c  minlng. 

I t  i s  planned t o  break t h e  coa l  beds w i t h  heavy r i p p e r s  on t h e  bu l l doze r  

and load  dump t r ucks  w i t h  a f r o n t  end loader.  Th is  method i n d i c a t e s  a ve r y  

moderate m in ing  cost and low c a p i t a l  investment i n  equipment. 

T ranspo r t a t  ion 

The extens ion o f  known l i g n i t e  t o  w i t h i n  one-hal f  m i l e  o f  t h e  r a l . l r oad  I 

I 
I 

g r e a t l y  simp1 i f l e s  t h e  mine t o  p l a n t  haul .  

Some access roads have been b u i l t .  

There i s  grave l  a v a i l a b l e  f o r  a d d l t l o n a l  road cons t ruc t i on .  

A r a i l r o a d  spur can be b u i l t  by t h e  r a i l r o a d  on an e x i s t i n g  road bed 

f o r  a f i x e d  p r i c e  o f  $4,200, 

I IS  
As p rev ious l y  noted, t h e r e  I s  an a i r f i e l d  on the p rope r t y .  



1 Due t o  t h e  t h i n  overburden, t h e  min ing e q u i p m e n t ~ e q ~ f i r c d  ig-,r.n Ld4<cm.--- 

na t l ona l  TD-25 Bu l ldozer  w i t h  r i p p e r ,  an l n t e r n a t l o n a l  TD-20 f ron t -end  loader 

w i t h  O ro t t  4 ya rd  bucket and 3 i n t e r n a t  lona l  8-184 t r u c k s  equipped w i t h  

h y d r a u l i c  end dump bodies,  c o s t i n g  approximately $110,000. However, t h i s  

m in ing  equipment i s  be ing  ren ted  w i t h  a  recapture c l ause  on e 4-year pay-out 

p l a n  equiva lent  t o  a  r e n t a l  payment o f  1 0 ~  per t o n  f o r  t h e  coa l  shipped. 

M in ing  capac i t y  o f  300 tons per  hour i s  scheduled, w l t h  sufficient coal  being 

s t o c k p i l e d  a t  t h e  p l a n t  on t h e  day s h i f t  t o  permi t  t h e  p l a n t  t o  opera te  f o r  

thr-ee s h i f t s  on a  %hour bas is  a t  t h e  product ion r a t e  o f  50 tons  per hour, 

' y 
w i t h  al lowance f o r  a  40% shr inkage I n  weight du r i ng  t h e  pz-qcessil.4 

and f o r  f lnes,  S ince t h e r e  I s  no perma f r o s t  and t h e  roads a r e  g rave l  sur- 

faced, snow can be c l ea red  away by bu l l doze r  I n  t h e  c o l d  months and operat ions 

can cont lnue on a twelve-month basis.  

Mr, C, W, Waterman, Jr,,  Sales Manager o f  t h e  McNal ly P l t t s b u r g  Manu- 

f ac tu r l ng  Company, who has v i s i  t e d  t he  Broad Pass Coal depos l t s i t e s  and 

i n  a d d l t l o n  i s  f a m l l l a r  w i t h  o t h e r  coal  min ing opera t ions  I n  A laska and 

I 
1 elsewhere through sa les  and s e r v l c l n g  o f  equipment, w ro te  on A p r i  l 7 ,  1960, 
I 
I as fo l l ows :  

i I tpFter  wal kins over  the leases of t h e  W. E. Bunk le  Es ta te  a t  

1 

i l i g n i t e  beds, It isrrny o p i n i o n  t h a t - t h e s e  seams combine t o  form one 
o f  t h e  g rea tes t  coa l  reserves i n  Alaska today. Th i s  reserve  I s  1 

I r e a d l l y  adaptab le  t o  low .cost  s t r l p  m in ing  methods. I 



" I t  i s  r e a d i l y  apparent tha t  t h e  Dunkle seam, ranging from 12 
feet t o  32 f ee t  i n  th i ckness ,  can be mined by removing cover from a  
minimum cover o f  one f oo t  t o  f i f teen  fee t  by bu l  l dozer excavat ion 
alone. This seam should be t he  f i r s t  seam mlned as It would produce 
maxlmum tonnages w i t h  minimum c a p i t a l  investments i n  labor  and . 

c a p i t a l  equipment. 

"The e n t i r e  leasehold  permi ts  n a t u r a l  g r a v i t y  dra inage thereby 
e l i m i n a t i n g  pumping cos ts  occu r r i ng  I n  most s t r i p p i n g  operat ions,  
Another n a t u r a l  advantage o f  t h i s  leasehold  i s  t h a t  t h e  p repa ra t i on  
p l a n t  s i t e  i s  such t h a t  t h e  haulagc grades a r e  i n  favor  o f  the  loads, 
thus keeping haulage costs  a t  a  minimum. 

"The foregoing,  combined w i t h  t he  p rospec t i ng  which has been 
done t o  date,  p rove  t h e  cover o v e r l y i n g  t h e  Dunkle seam t o  be loose, 
unconso l ida ted  g l a c i a l  depos i t  f r e e  o f  perma f r o s t ,  a  r a r i t y  i n  
A laska opera t ions .  

"The scheduled need f o r  o ther  than  heavy b u l l d o z e r  equipment 
f o r  s t r l p p i n g  cannot be es tab l i shed  u n t i l  f u r t h e r  d r l l l i n g  o f  t h e  
e n t i r e  leaseho ld  can be completed. i t  I s  recommended t h a t  t h i s  
e x p l o r a t o r y  d r l l l  i ng  progress a f t e r  i n i t  la1 m in i ng  i s  s ta r ted .  
However, s u f f i c i e n t  d r i l l i n g  and e x p l o r a t o r y  work h ~ s  been done t o  
da te  t 6  warrant  a c t i v a t i o n  o f  operat ions.  

'!The cont iguous ho ld ings  o f  5120 acres o f  reserves coupled 
w i t h  t h e  proven b e n e f i c l a t i o n  o f  t h e  Dunkle Conver ter  g ives  you, i n  
my-op in ion ,  one o f  t h e  g rea tes t  p o t e n t i a l s  f o r  t h e  p roduc t ion  o f  
h lgh-grade low-cost coa ls  I n  Alaska today, 

IlYou a r e  aware t h a t  f o r  t h e  past year and a  ha1 f we have been 
work ing d i l i g e n t l y  on t h e  Dunkle Converter. We have no t  on l y  ex- 
panded t h e  designs and p r i n c i p a l s  o f  I l g n i t e  d r y i n g  es tab l i shed  by 
M r .  W, E. Dunkle p r i o r  t o  h i s  death, but  we have a l s o  combined t h e  
Dunkle t h e o r i e s  w i t h  gas - f i r ed  i n f r a - r e d  as a  heat  source. The 
f i r s t  o f  t hese  p i l o t  models has completed an I n i t i a l  e i gh t  weeks 
t r i a l  r un  and i s  now undergoing minor a l t e r a t i o n s ,  We recommend, 
however, t h a t  due t o  t h e  h igh  cost and uns tab le  supply o f  propane 
gas a t    road Pass, t he  Dunkle Converter t o  be. i n s t a l  l e d  a t  Broad 
Pass u t i l i z e  I n d i r e c t  steam as a  heat source, as was t h e  o r i g i n a l  
i n t e n t i o n  o f  M r .  Dunkle. The i n f r a - r e d  u n i t  should  be employed 
o n l y  i n  those  areas where low-cost, n a t u r a l  and propane gases a re  
ava i 1 able.  

"The development o f  t h e  Dunkle Converter,  p r o t e c t e d  by Un i ted  
S ta tes  and f o r e i g n  pa ten t  app l i ca t i ons ,  coupled w i t h  t h e  vast reserves 
o f  c o n v e r t i b l e  coa l s  assures your opera t ions  an ou ts tand ing  advantage 
over o t h e r  opera t ions  i n  Alaska. The premiums es tab l i shed  at  U. S. 
Smelt ing and R e f i n i n g  Company's p l a n t  a t  Fairbanks should e l  imlnate 
any doubt bu t  t h a t  t h e  Accolade Mines w i l l  en joy  a  p r o f i t a b l e  and 
ever expanding market i n  high-grade steam and expor t   coal^.^^ 
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Subsequently, Mrs. Dunkle I n t e r e s t e d  M r ,  Waterman I n  managing t h i s  

Coal B e n e f l c i a t l o n  Process 

The m ln l ng  and coal  handl lng equlpment t o  be used ahead o f  t h e  p l a n t  

proper  I s  based on e raw coal  Input  o f  300 tons  per hour, w h i l e  t h e  conver te r  

p l a n t  I s  based on a discharge capac l t y  o f  50 tons per  hour. I t  I s  on t h i s  

l a t t e r  f l g u r e  t h a t  t h e  mln lng costs  and computat ions shown i n  t h e  at tachments 

he rea f t e r  a r e  based. A s  t he  market requirements f o r  t h i s  fue l  increases, t h e  

capac i t y  o f  t h e  opera t lons  can be en larged by addlng another conver ter  p l a n t  

w i t hou t  an Increase I n  t he  equipment used t o  handle t h e  raw coal and con- 

v e r t e d  coal .  

Run o f  mine coal  from the  p t t s  w i l l  be hauled from t h e  mlne and dumped 

by end dump t r u c k s  I n t o  a r ece i v i ng  hopper o f  approximately 150 tons o r  

l a r g e r  capac i t y  and s tockp l l ed  ahead o f  t h e  hopper. Th i s  capac l t y  i s  r e q u i r e d  

t o  eliminate surges o f  raw coal  feed t o  t h e  convers ion u n i t .  The raw coa l  I s  

fed by g r a v l t j  from the  rece l v l ng  hopper t o  a 36 x 60 double r o l l  gearmat lc  

breaker where I t i s  reduced t o  less than 611 coal  p ieces. A f t e r  t h i s  p r imary  

break ing opera t lon ,  t h e  r esu l t an t  from t h e  p r ima ry  breaker stage I s  d e l i v e r e d  

by conveyor t o  rescreen equipment where t h e  2 1 /2"x 1 /211 o r  2 1/21' x 1 /bll 

s i t e  m a t e r i a l  I s  removed by v i b r a t i n g  screen equipment and d l v e r t e d  d i r e c t l y  

t o  t h e  Dunkle conver te r  u n i t ,  Plus 2 1/21! m a t e r i a l  i s  then routed v i a  con- 

veyor and e l e v a t o r  t o  a secondary s tage o f  c rush ing  where I t  i s  reduced t o  

2 1/2tt minus and re tu rned  t o  t h e  v i b r a t i n g  screen f o r  f i n a l  c l a s s l f l c a t i s n  

i n t o  2 1/2I1x I / T t a n d  1 /2 ' f  x 0, 
- - - - -  

- I'22%--of the-112" :?7.2 is-divcdcd f 0s. x'uel -t;o the s t e ~  gener2tLr~ p l x t .  

b:a-?r.c57in be s twh i l ed  f o r  _nv,r uses, such zs a ccmcnt plz:k nc: in 
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the planning stage, as m a y  develop i n  the area. 

The 2 ~ / 2 ~  x 1/2" raw coal conveyed from the recrushing and rescreen- 

ing plant i s  then diecharged by a feed conveyor info the top of the Dunlrle 

converber. The converter i s  sealed, as i s  the feed conveyor, t o  a point 

just below the f i n d  dischasge of the feed conveyors, thereby creating an 

inverted re to r t  which i s  one of the basic principles of the Dmkle process. 

This principle maintans a steam seal  t o  the laremoat  portion of the con- 

verter, thereby reducing the fire hazard of the  dried coal t o  a minimum 

during the conversion cycle, trhich will last fo r  a period of three hours. 

In the remute possibi l i ty  of ignition dwing the conversion process, the 

ignited material i n  process i s  discharged through t rap  doors and emergency 

c m e s  provided fop this purpose without dantage t o  the plant or equipment. 

3ii The converter works on a continuous cycle with a three hour prtcess time 

during w h i c h  the r m  coal descends by gravity over s e a e d  steam pipes from 

the i n l e t  t o  the discharge point. Converted cod. i s  blanketed by inerl; 

gas and o i l  t reated t o  prevent reabsorption of moisture end fragmentation 

prior  t o  cooling. 

After final. cooling and screening, the converted fuel  (2 1/2" x l /h t t )  

i s  conveyed t o  a load-out chute on the  raFtoad t r a c k  psraLleYing the  c o a l  

preparation and conver~ion system. 

Thus the Dunkle Converter is, i n  effect ,  a large heat exchanger, 

operating a t  4000 F. The 25 million B.T.U. c o d  f i r ed  steam plant i s  

csllculated t o  deliver steam a t  200 psig. When l ign i t e  coal i s  beneficiated ' 

using this process, it shrinks i n  size and weight, becames black i n  color, 



and leaves a black mark Instead o f  t he  brown mark normally associated w i t h  

l i g n i t e  coal. Since i t  I s  sub-~b~~umlnous but i s  no longer l i g n i t e ,  i t  may 

be advisable t o  market the product under t h e  name "Dunk1 e Fuel 1'. 

Labor and Houslng 

The fo l low lng employees w i l l  be requ l red .a t  the  p lan t  and mine: 

General Manager (Supervision and Sales) $25,000 per year 
Eng I neer $15,000 per year 
M i ne employees 

Bu 1 1 dozer operator I 
Truck dr tvers 2 

Plant employees ( 2  per s h i f t )  6 
Ma 1 n t  enance 1 - 

Total common labor 10 

A l l  o f  the  employees except t he  general manager and engineer can be 

employed I n  the  area where there  I s  an ample supply o f  labor s k i l l e d  i n  t he  

opera t ion  o f  bulldozers, t rucks,  f ron t  end loaders and the  o re  handl ing 

equipment used I n  a p lan t  o f  t h i s  type. The p reva i l  lng wages a re  $12 per  day 

w i t h  employees paying f o r  t h e l r  own food and lodging. Employees I n  t h e  bush 

i n  Alaska expect t o  and p r e f e r  t o  work a 7-day week wlthout over t ime w i t h  re- 

placements belng supplied f o r  t h e l r  t lme-o f f  on a r o t a t i n g  basis. The r a i l -  

road w i l l  f u rn i sh  modern camp cars f o r  l t v l n g  f a c l l l t l e s  which are  equipped 

w l t h  heat ing, l i g h t s  and cooking f a c l l l t l e s .  They w i l l  be set o f f  near t he  

p l a n t  s i t e  where water I s  avai lab le.  These cars can be rented from t h e  

t a i l r o a d  f o r  $ 5  per month per car,  o r  they can be acquired a t  nominal cost, 

Some houslng o f  other types i s  a v a i l a b l e  i n  the area. The company w i l l  prov ide 

a cook and food at a camp mess fo r  employees who do not b r i n g  t h e i r  f am i l i es  

l n t o  the  bush. Food w i  I1 be suppl ied a t  o r  near cost and p a i d  f o r  by the  

employees. The cook is .  not included i n  the  above l i s t  s ince h l s  wages a re  



o f f s e t  by food charges, A lso  t h e  employment o f  an a d d i t i o n a l  t r u c k  d r i v e r  

may prove necessary under f u l l  o p e r a t i n g  cond i t i ons .  

Schedule o f  Operations 

As soon as t he  financing has been completed, the  m in i ng  equipment and 

the  p l a n t  w i l l  be ordered. The min ing  equipment should be d e l i v e r e d  on the  

s i  t e  i n  t h i r t y  days (used equipment i n  Alaska wi 1 1  be f u r n i s h e d  u n t i  1 new 

equipment ordered i s  rece ived  f rom the  S ta tes )  and du r i ng  t he  f o l  l ow iag  s i x t y  

days t he  r a i l r o a d  r i d l n g  w i  11 be cons t ruc ted ,  the housing ca rs  s e t  i n  p lace,  

addl t i ' ona i  work done on access roads, concrete  work f o r  t he  p l a n t  f i n i s h e d ,  

overburden s t r i p p e d  f rom s u f f i c i e n t  coa l  t o  permi t  min ing throughout  t he  

w i n t e r  months, and coal  m in i ng  s ta r t ed .  A s t o c k p i l e  o f  raw coa l  ready t o  

a) process w i l l  be b u i l t  up near t he  p l a n t  s i t e .  

Since the p l a n t  uses s tandard conveying equipment, b o i l e r s  and housing, 

i t  can be constructed, shipped, e rec ted  and housed w i t h i n  n i n e t y  days a f t e r  

r e c e i v i n g  t he  order ,  accord ing t o  the  manufacturer, Dur ing t he  f i r s t  t h ree  

months o f  opera t ion  o f  t h e  p l a n t ,  i t  can be expected t o  reach o n l y  about 

h a l f  o f  i t s  capac i t y  as ad justments  i n  the  c y c l e  and speeds o f  t h e  equip-  

ment a re  made. Some a1 lowance has been .made i n  the  computat ions f o r  i n te r rup ted  

p roduc t i on  dur ing  the  f i r s t  year  and a h a l f  as unexpected de lays a r e  en- 

countered. The p l a n t  a t  capaci t y  i s  scheduled t o  produce 50 tons  pe r  hour 

o f  f i n i  shed product o r  432,000 tons per  year based on a 360 day year  and th ree-  

s h i f t  opera t ions  o f  the p l a n t .  



MARKET AND COMP ETl T I  ON 

This venture contemplates producing and sh ipp ing  coa l  I n  the following 

amounts: 

~ u g .  3 1 ,  1961 (6  moss) - 21,000 tons 
Aug. 31, 1962 ( f u l l  year) - 363,000 tons 
Aug.31, 1963 ( f u l l  year)  - 432,000 tons 
Aug, 31,  1964 ( f u l l  year) - 432,000 tons 

Deep water l oad ing  facilities may become a v a i l a b l e  i n  Anchorage I n  1962 

o r  1963, opening up t he  Japanese market, I f  the  i n t e r n a t i o n a l  s i t u a t i o n  I s  

promising, s u f f i c i e n t  t o  J u s t i f y  doubl ing the p l a n t  capac i t y  a t  a cost o f  about 

$300,000. However, a1 1 present  p lans f o r  the p r o j e c t  a re  based on the cu r ren t  

A1 askan domest I c and ml 1 i t a r y  market. 

The Nat iona l  Coal Assoc ia t ion  f igu res  f o r  the  Alaskan Coal Indust ry  

compiled by I t s  Economlc D i v i s i o n  are as fo l lows:  3 ,') 
Tons - 

1959 Produc t ion  660,000 
1959 Consumption 

E l e c t r i c  U t I  1 i t i e s  - 444,000 
Retai  1 Dealers - 68,000 
Others 

TOTAL 

To the  normal increase o f  the  above consumption f i g u r e s  f o r  1960 and 

the f u t u r e  can be added the  awards o f  the Navy Fuel Supply Bureau o f  458,000 

tons (not shown f o r  1959 i n  the above f igu res)  and two new government i n o  

s t a l l a t i o n s  ( s t i l l  c l a s s i f i e d )  each us ing over 225,000 tons. The most recent  

In fo rmat ion  ob ta ined  from the  U. S, General Serv ices Admin i s t r a t i on  i n  Alaska 

i s  t ha t  the coal  consumption o f  the Federal Government agencies i n  1960 

exceeded 750,000 tons. Thus, t he  t o t a l  coal  demand i n  Alaska i s  apparent ly i n  

excess o f  1,200,000 tons, w i t h  Alaskan domestic p roduc t i on  f a r  behind. 

> 



A comparison o f  t h e  cos t ,  expressed I n  mine p r l c e  pe r  t on  and B.T.U, 

per 1~ o f  s a l e  p r i c e  o f  t h e  var ious Alaskan coa ls ,  us ing  t h e  ac tua l  pay- 

ment made by U, S. Smel t ing Company fo r  21 tons o f  d r i e d  l f g n i t e  from 

Broad Pass, i s  as f o l  lows: 

U s l b e l l i  Coal Co. I I I I 6,82 
I I I I 

16,547 
I Sunt rana 7.34 15,514 

Broad Pass L i g n l  t e  (d r ied )  7.39 

Evan Jones Coal Co. ( ~ a t a n u s k a )  12.65 14,7 
A r t  i c  Coal Co. ( ~ e a l y  ~ i v e r )  6.13 15,168 
Broad Pass L i g n l t e  ( d r i ed )  7.39 16,970 

I 

From t h e  fo rego ing  i t  would appear t h a t  d r i e d  Broad Pass l i g n i t e - w o u l d  =1\ 
I 

i 
I 
j 

have a compet i t  l v e  advantage i n  both markets,  I f  t h e  p r o f i t  were on l y  $1.14 

per  ton. 

Due t o  t h e  h i g h  B.T.U. t e s t s  on i t s  product ,  t h e  company i s  l i k e l y  t o  

capture t h e  market t o  t h e  extent  o f  I t s  p roduc t i on  u n t i l  such t ime as competl- 

t o r s  i n s t a l l  b e n e f l c i a t i o n  p l an t s ,  but  by t h a t  t ime, i t  would seem t h a t  

m i l i t a r y  and i n t e r n a t i o n a l  markets would be a v a i l a b l e  f o r  t h e  cont inued f u l l  

product ion  o f  t h e  Company. 

The p r i c e  p a i d  by U, S, Smelt ing and R e f i n i n g  Company, Fairbanks, A laska 

for Dunkle Fuel i s  ad jus ted  a t  $7.39 per  t o n  f.o.b, t h e  mine, Pr ices a t  

government i n s t a l l a t i o n s  and t o  o ther  customers w i l l  f o l l o w  c l o s e l y  t h i s  p r i c e  

which i s  f i x e d  by t h e  t es ted  B.T.U. content  o f  t h e  product .  F re igh t  from 

! ! Broad Pass t o  Fairbanks i s  $3.69, and t h e r e f o r e  t h e  se l  1 i ng  p r i c e  o f  Dunkle 

Fuel i n  Fairbanks w i l l  be $11.08 per  ton ,  which y i e l d s  18,525 B.T.U.ls per 
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penny I n  p r i ce .  Th is  I s ,  as fa r  as I s  known, t h e  h ighest  y l e l d  o f  any Alaska 

produced coal ,  

A s e l l  ing p r i c e  o f  $7 per ton  f.o.b. t h e  mine ( ins tead  o f  $7.39) has 

been assumed i n  t h e  computations shown i n  t h e  p r o f i t  and loss forecast .  

Based on t h i s  forecast ,  i t  would appear t h a t  an a f t e r - t a x  p r o f l t  o f  approx- 

imate ly  $1.96 per  t o n  can be r e a l i z e d  a t  t h e  present  p r i c e  s t r u c t u r e  and a  

cash f l o w  o f  $2.75 per  t on  may be gained a f t e r  t h e  p l a n t  has been f u l  l y  p a i d  

f o r  and under capac i ty  operat ions. Thus, t h e r e  I s  a  subs tan t ia l  margln a v a i l -  

ab le  f o r  p r o t e c t i o n  I n  the  event o f  competitive p r i c e  reductions. 

Pro jec ted  Earninqs 

Because o f  t h e  s t a r t u p  expenses, t he  company w i l l  probably show a  l oss  

du r i ng  t h e  f i r s t  s i x  months o f  operat ion,  but w i l l  c rea te  a  subs tan t ia l  p r o f l t  

I n  t h e  second and t h i r d  s i x  month per iods  even i f  capac i ty  has not  been 

reached, The p roJec t ions  a l low f o r  o n l y  a  gradual bu i ldup  I n  product ion,  

reaching capac i t y  about a  year a f t e r  t h e  p l a n t  l t s e l  f i s  "on stream", 

A c t u a l l y  t h l s  bu i l dup  t o  capaci ty  may be much f a s t e r  and thus may generate 

earnings more r a p i d l y  than i s  ind ica ted  I n  t h e  at tached exh ib i t s ,  

To summarize t h e  p r o f i t  and loss  fo recas ts  o f  t he  at tached e x h i b i t ,  

t h e  f i r s t  s f x  months o f  operat ion a re  expected t o  y l e l d  on ly  a  t o t a l  sa les 

volume o f  $147,000 and a  net  loss be fo re  taxes of $96,000, Net cash f l ow  

( a f t e r  t a k i n g  i n t o  account deprectat lon,  dep le t l on ,and  p l a n t  payments) i s  

expected t o  be minus $IgZ,OOO f o r  t h e  f i r s t  s i x  months period, The f o l l o w i n g  

12 months (assuming a  gradual bu i  ldup i n  q u a r t e r l y  product ion from 50,000 tons 

t o  108,000 tons) w i l l  p rov ide  a  sales volume o f  an est imated $2,500,000 and a  

p re - tax  net income o f  approximately $1,320,000. A f t e r  g i v i n g  e f f e c t  t o  t h e  

t a x  loss c a r r y  forward o f  the  prev ious pe r i od ,  net  income a f t e r  taxes would 
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be$684,000. A d d i n g b a c k d e p r e c i a t i o n a n d a  lorgedepletionellowance(10% 

of sales) the gross cash f low would be $970,000. Net cash f l ow  a f t e r  p l a n t  

payments o f  $180,000 woul d be $790,000, 

On a per share basis,  a f t e r  g i v i n g  e f f e c t  t o  f u l l  conversion o f  the  

note and t o  exerc ise o f  opt ions, net income on the  568,500 shares t o  be ou t -  

s tanding would be $1.20 per share I n  tha t  12 month period. Net cash f l ow  per 

share would be $1.39. Based on these estimates, a f t e r  18 months o f  operat ion 

the s tock  owner who paid the equivalent  of $1.75 per  share by conversion o f  the  

note would have an 80% increase i n  h i s  investment. However, most o f  these funds 

may be re ta ined i n  the business f o r  f u r t h e r  expansion of  p lan t  t o  serve the 

Japanese market as  described elsewhere i n  t h i s  repor t .  

I n  the second 12 months o f  f u l l  operat ions,  the p lan t  should be a t  capaci ty .  

This  capacl t y  I s  estimated a t  432,000 tons per  year (360 days) which a t  an 

'1 average s e l l i n g  p r i c e  of $7.00 per ton would y i e l d  $3,024,000 I n  sales. Net income 

a f t e r  taxes would be $849,000, and gross cash f l o w  would be $1,187,000 dur ing  

t h i s  period. The l a s t  payment on the  p l a n t  would be made dur ing t h i s  per iod,  re- 

duclng t h i s  gross cash f low by $60,000. Thus, w i t h  the p lan t  a t  capac l ty ,  earnings 

per share would be $1.49 a f t e r  conversion of the note and net cash f l o w  would be 

$1.98 per  share. 

During the  f i r s t  30 months, the company w i l l  have earned I n  cash f l o w  more 

per  share than the  investment made by the  noteholder.  T h l s  noteholder a f t e r  con- 

vers ion  would have pa id  $1.75 per  share, whereas the accumulated net  cash f l o w  a t  

the end o f  t h i s  per iod  would be $3.03 per  share. 

I n  o ther  words, the investment o f  $350,000, i f  converted i n t o  200,000 shares 

o f  common stock,  would during the f i r s t  30 months be represented by net  cash f l o w  o f  

$606,008, out o f  the $1,725,000 ava i l ab le  t o  a l l  stockholders, assuming tha t  these 

1. 
pro jec t i ons  prove correct .  T h i s  should permi t  the ccxnpany a f t e r  paying Federal 
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taxes t o  pay off; a l l  debts d u r i n g  the  p e r i o d ,  double t he  capac i t y  o f  the pranst, 

p e y  for the c a p l t a l  cons t ruc t i on ,  ma in ta i n  s u f f i c i e n t  working c a p i t a l ,  and r e t u r n  

more than the  amount invested I n  the  form o f  d iv idends.  

Net cash f l o w  a f t e r  taxes f o l l o w i n g  1963 should be a t  t h e  r a t e  o f  $2.09 per  

share, w i t hou t  g i v i n g  e f f e c t  t o  f u r t h e r  expansion. Thls computat ion i s  poss ib l e  

due t o  t he  h i gh  p o t e n t i a l  earn ings and the  subs tan t ia l  d e p l e t i o n  al lowances. 

Pro  Forma I n t e r e s t  and Amor t i za t ion  Coveraqe 

A f t e r  the i n i t i a l  s t a r t - u p  cos t s ,  i n t e r e s t  and amor t i za t i on  coverages a re  

expected t o  be subs tan t i a l ,  as I nd i ca ted  on the at tached schedule. I n  t he  f i r s t  

6  months, these p r o  forma charges cannot be met except ou t  o f  t h e  p r i n c i p a l  o f  

the no te  i t s e l f .  Whi le the  c h a r t  shows t he  p r o  forrna e f f e c t  o f  a m o r t i z a t i o n  o f  

the no te  beginn ing i n  1961, a c t u a l l y  t h e  amor t i za t ion  w i l l  no t  beg in  u n t i l  1966. 

I n  1962, even a f t e r  g i v i n g  e f f e c t  t o  amor t i za t ion  requirements,  the  company's 

earn ings w i l l  cover a l l  I t s  charges ( r o y a l t i e s ,  ren t ,  i n t e r e s t ,  and amor t i za t ion)  

about e i g h t  t imes. Th ls  marg ln  should be increased to  over n l n e  t imes by t he  

1 ncreased earn i ngs i n 1963. I 

I 



Q u a r t e r l y  Cash Flow Forecas t  

Accolade Mines, Inc . ,  i s  expected t o  generate over  $2,253,000 i n  ne t  

cash f low by November o f  1963, which I s  s u f f i c i e n t  t o  p r o v i d e  f o r  a  t h ree - f o l d  

lncrease I n  capac i t y  I f  needed p l u s  a  payment o f  d i v idends  g r e a t e r  than 

the  conversion p r i c e  p e r  common share o f  the c o n v e r t i b l e  no te  ($1.75).  

The cash f l ow  f o recas t ,  a t tached,  a l lows  f o r  a  gradual  bu i l dup  t o  

capac i t y  operat ions s t a r t i n g  a t  22% of  capac i ty  i n  J u l y ,  1961, and 

reaching 100% o f  capacl t y  i n  March, 1962, Th ls  assumes t h e  p l a n t  wi 1 1  be 

i n  p l ace  by J u l y ,  1961. Actua l  capac i t y  operat ions may be reached very 

s h o r t l y  a f t e r  s t a r t - up .  

The cash f l o w  f o recas t  a l s o  a l lows  f o r  a  delay i n  payments by purchasers 

o f  coal  and f o r  r e c e i p t  o f  proceeds from the sa le  o f  the  no te  o f  o n l y  $320,000, 

1 r a t h e r  than gross proceeds of  $350,000. ~ v e n  on t h i s  conse rva t i ve  bas is ,  the 

low p o i n t  f o r  cash d r a i n  occurs i n  the second three months which ends w i t h  a  

$50,000 cash cushion. I n  the  t h i r d  th ree  month pe r i od ,  t he  cash d r a i n  i s  

more than o f f s e t  by r e c e i p t s  from the sa le  o f  coa l ,  and a rap i d  bu i  ldup o f  

cash begins i n  the  f o u r t h  qua r t e r  o f  opera t ions ,  Th i s  bu l  ldup s t a r t s  w i t h  a  

n e t  cash lncrease o f  $20,690 i n  the Sep ternber quar te r ,  1961, $270,000 i n  the 

December quar ter ,  and $444,000 i n  the  March, 1962, qua r t e r .  Dur lng capac i ty  

operat  ions, the peak cash f l o w  t h a t  i s  generated i s  $526,000 p e r  qua r t e r ,  

d l  s  regard i ng t he  annual Federa 1 t a x  b  I1 1 . 
By January, 1963, f i n a l  payments on the p l a n t  w i l l  be made, and by November, 

1963, the company w i l l  have generated a ne t  cash f l o w  o f  $2,253,000 a f t e r  p l a n t  

payments, Federal taxes, o ~ c .  ' Th ls  w i l l  pe rmi t  the company over  the pe r i od  t o  

t r i p l e  I t s  p l a n t  capac l t y  by t h a t  t lme a t  a  cos t  o f  over  $800,000 and s t i l l  pay 

d iv idends over the p e r i o d  o f  over  $2 p e r  share. Thus, the  t o t a l  investment 



could  be re tu rned  i n  l e s s  than th ree  years a f t e r  funds a re  se t  as ide t o  t r i p l e  

the  p roduc t i on  o f  the  conpany, l f  such a c t i o n  i s  deemed des i r ab le ,  

Balance Sheet 

As i nd i ca ted  on t h e  attachment, the company w i l l  have an i n i t i a l  c a p i t a l -  

t z e t i o n  o f  $350,000 in  a c o n v e r t i b l e  no te  and 343,500 shares o f  $ 1  pa r  comon 

stock,  A f t e r  convers ion,  the re  w i l l  be 543,500 shares ou ts tand ing .  An addi-  

t i o n a l  25,000 shares a r e  reserved f o r  s tock  o p t i o n s  f o r  the  General Manager, 

making a t o t a l  o f  568,500 shares. Thus, the  no te  i s  c o n v e r t i b l e  i n t o  35.2% 

o f  the common s tock.  

Mrs. W .  E. Dunkle and the Dunkle Es ta te  w i l l  rece ive  310,000 shares f o r  

the  assignment o f  t h e i r  m in ing  r i g h t s ,  f o r  over  $200,000 i n  research and 

development expenses, and f o r  o rgan iza t iona l  expenses. These r i g h t s  have f a r  

-I greate r  va lue then t h i s  amount o f  s tock o r  the balance sheet would ind ica te .  

The minimum l i g n i t e  depos i t s  on the acreage a re  est imated t o  be 8,000,000 tons 

( a c t u a l l y  much l a r g e r ) .  On a dehydrated bas is  t h i s  minimum would make a t  l e a s t  

4,800,000 tons o f  coa l  which, on the bas is  o f  t h e  a t tached  p r o j e c t i o n s ,  cou ld  

y l e l d  $2 I n  ne t  Income p e r  ton  o r  $2.80 of  gross cash f l o w  p e r  ton.  Such 

min ing r i g h t s ,  t he re fo re ,  cou ld  be wor th  $13,440,000 w i t h o u t  g i v i n g  e f f e c t  t o  

a d iscount  f o r  p resen t  va lue.  The r i g h t s  a re  c a r r i e d  on the  balance sheet a t  

the  nominal va lue  o f  $1.00, 

A l l  cash rece ived  f rom the  sa le  o f  the no te  w i l l  be used t o  pay f o r  

p l a n t  equlpment and work ing c a p i t a l .  The balance sheet g ives  e f f e c t  t o  the  

down payment on t h e  p l a n t  and f o r  the cos t  o f  a maintenance shop and r a i l  s i d i n g .  

The d i f f e r e n c e  between t h a t  cos t  and the gross amount rece ived by the corrpany 

through the  s a l e  o f  the  no te  i s  Ind ica ted  by t he  cash account.  The commisslon 

fo r  the s a l e  o f  t he  no te  has no t  been deducted f rom cash, 



Thus, f u r t h e r  e q u l t y  d l l u t l o n  should no t  be necessary. The cu r ren t  

r a t i o  o f  2 : l  I s  l i q u i d ,  and should p rov i de  ample funds t o  support t he  I n l t l a l  

stages o f  t h e  opera t lon .  Slnce t h e  convertible no te  i s  e s s e n t l a l l y  I n  a  

subordinated, unsecured p o s i t i o n ,  It may be p o s s i b l e  t o  secure a  cu r ren t  bank 

l l n e  should  t h e  need a r i se .  

Tax Features 

The proposed s a l e  o f  such a  no te  o f f e r s  va r  Ious t a x  advantages t o  t h e  

l n d i v l d u a i  i n ves to r ,  as w e l l  as t o  t he  company. The company I t s e l f ,  be lng 

I n  t h e  m in i ng  buslness, I s  ab le  t o  t ake  advantage o f  t h e  dep le t i on  al lowance, 

whlch p rov ides  t h a t  dep le t l on  on coal  mined may be taken a t  10% o f  t h e  sa les 

o f  the  product  a t  t h e  mlne, but not over 50% o f  t h e  Income be fo re  taxes and 

dep le t ion ,  I n t e r e s t  on t h e  no te  1 s  a l s o  t a x  deductible t o  the  company, o f  

) course, 

T'here a r e  o the r  Important t a x  b e n e f i t s  whlch w i  l l be appl i cab te  t o  

Accolade Mines, The cos t  o f  r e n t l n g  m ln l ng  equlpment I s  a  deduc t i b l e  ttem. 

Acce le ra ted  dep rec i a t i on  may be taken on p l a n t  and equipment thereby Inc reas ing  

t h e  cash f low, 

The company may accumulate earnings o f  $100,000 w l t hou t  be ing sub jec t  

t o  t h e  spec ia l  su r t ax  thereon, 

A  c l o s e l y  h e l d  co rpo ra t i on  w l t h  no more than  10 s tockholders ,  whlch 

der l ves  i t s  income p r l n c l p a l l y  from t r a d e  o r  I ndus t r y ,  may e l e c t  t o  be taxed 

as a pa r t ne rsh ip ,  

l n ves to r s  i n  t h e  s tock  o f  companies q u a l i f y i n g  as small business com- 

panies may, f o r  t a x  purposes, t r e a t  losses on such s tock,  I f  any, as an 

o r d i n a r y  loss;  but  l nves to r s  who en joy a  c a p i t a l  g a i n  from such s tock  may t r e a t  

It as a c a p i t a l  gain,  However, t h i s  a p p l i e s  o n l y  t o  o r i g i n a l  i nves to rs ,  Th i s  



o r d i n a r y  loss treatment i s  a l  lowed f o r  a loss not I n  excess o f  $25,000 per  

year  ($50,000 on a j o i n t  r e t u r n ) ,  The n o t e  holder would, o f  course,  on ly  

be e b l e  t o  t a k e  advantage o f  t h i s  b e n e f l t  I f  t h e  note  Is  converted.  



1 .  Mrs. W. E. Dunkle, Chairman o f  the  Board and Vice President,  (over 5 @ ) ,  

now I l v l n g  I n  Washington, D. C,, I s  Admin i s t ra t r i x  o f  t h e  Dunkle Estate. Edu- 

cated i n  England w i t h  A,B,, M,Sc. and Ph,D. degrees In  Economics, Mrs, Dunkle 

accompanied her husband and 1 fved I n  A f r i c a  and many p a r t s  o f  t h e  wor ld  before 

moving t o  Alaska I n  about 1940. She I s  a very competent businesswoman. She 

p lans t o  re tu rn  t o  Anchorage as t h i s  p r o j e c t  nears completion, 

2. Charles Johnston, Seat t le ,  Washington, President and O f  rec to r ,  now 

Treasurer o f  Goodnews Bay Mining Company o f  Alaska, a h i g h l y  successful  go ld  

and p la t inum mlnlng company. 

3, C. W, Waterman, Jr,, General Manager, (54),  has been employed by 

McNal l y  P I  t t sbu rg  Manufactur lng Company s lnce 1926, except f o r  se rv i ce  dur ing 

W o r l d W a r I I  f o r t h e W a r P r o d u c t l o n B o a r d i n c h a r g e o f A l l o c a t l o n o f S t r e t e g l c  

Ma te r i a l  f o r  the Mining Industry.  He I s  conversant w i t h  a l l  phases o f  mining 

operat ions, I s  f a m i l i a r  w l t h  Alaskan coal mining condit ions, has i n s t a l l e d  

equipment i n  many o f  the mines i n  Alaska and I n  the States, has helped develop 

and t e s t  t he  Dunkle Converter, now supervises over 100 engineers and I s  I n  

charge o f  Sales and D l rec tor  o f  Advert i s  tng fo r  McNal l y  P t t t s b u r g  Manufacturing 

Company o f  Pi t tsburg,  Kansas, one o f  t he  leading manufacturers o f  coal mlnlng 

end processing equipment. He w i l l  proceed immediately w l t h  h i s  du t i es  o f  cor- 

r e l a t i n g  a l l  a c t i v i t i e s  toward the  development o f  the coal p rope r t i es ,  s t r i p  

mining and processing p lant .  

4, Grenold Sol 1 Ins, Anchorage,Alaska, D l  rec tor ,  President o f  Col 1 Ins 

F l y ing  Service, Anchorage. 

5. Mrs. Grenold Col 1 Ins, Anchorage, Alaska, D l rec tor  and Secretary, 

owner and manager o f  Alaska Treasure Shop, Anchorage, 



6 .  Theodore L. M o r r i s ,  Anchorage, Alaska, D l r e c t o r  and Act ing  Treasurer,  

7 ,  David W.  Thorness, Hughes and Thorness, Loussac Song Bu i ld ing ,  0. 

S t r e e t ,  P .  0, Box 477, Anchorage, Alaska, counsel and agent for 

correspondence. 

8. Wendell D ,  Barnes, New York, New York, D i r e c t o r ,  Shearson, 

Hammlll 8 Co,, 14 Wall  S t r e e t ,  

9. A r e p r e s e n t a t i v e  named by investors ,  

Audttor: A. Van Seventer,  C .  P .  A , ,  Anchorage, Alaska,  
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ACCOLADE MINES , I NC. 

PROFIT AND LOSS FORECAST 

6 Months Year Ending Year Ending 
Auq. 3 1 ,  1961 Auq. 31, 1962 Auq. 31 ,  1963 

Tons Shipped 21,000 363,600 432,000 
Sales @ $7 per t on  $147,000 $2,502,500 $3,024,000 

Cost/Sales: 
Sa la r i es  & Wages (Adminl s-  

t r a t i o n )  20,000 
l nsurance 25,000 
l n c i  dental  s 1C1,OOO 
Travel  6,000 
Supp l i es 10,000 
P 1 an t  wages (7) 8,730 
Min ing  Costs ( l n c l .  equipment 

r e n t a l )  1 1 1,600 
Maint ,  G Tools 15,000 

To ta l  Cost/Sales $206,330 
Gross P ro f  i t (LOSS) (59,330) 

) Other  Expenses 
Roya l t i es  - Gov't. 11,160 
Roya l t i es  - Dunkle 

To ta l  
Operat ing P ro f  i t (LOSS) 
Depreci a t i  on 

*) 

Deplet ion 10% 
Net Before Taxes 
Fed. Taxes 

.MI 
Net l ncome (Loss) 

Add: Depreciation 
Deplet ion 

Gross Cash Flow 
Less: Amort. - P l a n t  
Net Cash Flow 
Cumulative Net Cash Flow 
Net inc./Ton 11 1 

Gross cash f low/Ton - - 
Net Cash Flow-Ton - - 
Earns . /Sh. 568,500 shs. -- 
Net Cash Flow/Sh. a f t e r  t a x  

on 568,500 shs. -- 
Cumulative Net Cash Flow/Sh. 

on 568,500 shs. - - 
Note: Ca lcu la t ions  do n o t  Inc lude  i n t e r e s t  (maximum $21,000) and emor t i za t lon  ($35,000 

beginning s i x t h  year)  on debentures, s ince  i t  I s  assumed t h a t  the debentures 
have beeen converted, 568,500 shares a l s o  inc ludes  25,000 shares on op t i on ,  - 30 - 



ACCOLADE M I  NES , I NC . 
Pro Forrna Coverages o f  I n t e r e s t  and 

P r inc ipa l  - $350,000 Note 

6 mos. end. Year end. Year end, 
Auq. 31 ,  1961 Auq. 31, 1962 Auq. 31, 1962 

P re - tax  l ncome ($96,115) $1,320,900 $1,767,300 

Depreciat ion and Deplet ion 23,825 286,750 338,900 

Royal t i e s  12,960 90,450 97,200 

Equipment Rental 2,100 36,360 42,400 

Tota l  ($57,230) $ 1  ,734,460 $2,245,800 

I nterest--6% Note 

Times I n t e r e s t  Earned 

Roya I t i es 

Equipment Rental 

*Amrt t zat  i on ( ~ 2 )  
i 

Total Charges 

Times Charges Earned 

$10,500 $ 21,000 $ 21,000 

d e f i c i t  82.5X 107.0~ 

12,960 90,450 97,200 

2,100 36,360 42,400 

35,000 70,000 70,000 

$60,560 $ 217,810 $ 230,600 

d e f i c i t  8.0X 9 . 3 X  

f: Note: A m r t l z a t l o n -  i s  doubled t o  g ive p re- tax  e f f e c t .  A m r t i z a t l o n  I s  assumed 

t o  begin lmnedlately i n  above ca l cu la t i on ,  bu t  a c t u a l l y  begins I n  1965. 



ACCOLADE M I N E S  , I NC. 

Pro Forma Balance Sheet - G i v i n g  e f f e c t  t o  Sale o f  $350,000 
o f  Conve r t i b l e  Note and i n i t i a l  payments on p l a n t ,  s i d i n g  E 
maintenance shop. 

Cash $240,799 P l a n t  Payments, Current $120,000 

F i xed  Assets 379,200 Deferred p l a n t  payments 
(beyond one year) I 50,000 

6% C o n v e r t i b l e  Note 350,000 

Common Stock no par 
Other Assets 

M ln ing  R lgh t s  Author ized:  1,000,000 shs. 

C a p i t a l i z e d  Tes t i ng  9~ Issued: 568,500 shs. 
Expenses 18,500 

Research development 
and Organ iza t iona l  Outstanding: 353,500 shs. 353,500 
Expenses 335,000 

To ta l  Assets $973,500 To ta l  L i a b i l  i t l e s  and $973,500 
Net Worth 

* l n c l  udes 25,000 shares reserved f o r  s t ock  op t i ons  a t  $1.75 per  share, and -200,000 

shares reserved  f o r  conversion o f  t h e  Note. 

Note: Rental  o b l i g a t i o n  f o r  equipment i s  $110,000. 



REvlsm w n  n w  FORECA~T 
ACCOLADE RlNES 

Dac. - Mrch - J m  - 
Fsb. '62 Fay '62 Aus, '62 .- 
108,WO 108.000 108.000 
97.200 108,000 108,000 
96,500 108,000 108,000 
45 tons/hr 50 tms/hr) 
3 mor. 3 mor. bprclty 
3 Shlfts 3 Shifts ) 

675.000 756.000 756.000 
555.000 729.000 756.000 
555,000 729.000 E6.000 

1O.OW 10.000 10.000 
46,600 51.800 51,800 
12,500 12.500 12,500 
5.000 5.000 5.000 
:3.000 3.000 3.000 
5,000 5,000 5.000 - 

Scpt. - Nor. bs. - Fob. Ear& - . June - Sept. - 
' 62 ' 63 h v  '63 Auq. '63 Nw.  '63 

Jlms - Scpt. - 
Auq. '61 N m .  '61 

50.400 97.200 
24,000 50.400 
21.000 45.000 
25 tms/hr 35 tons/hr 
2mos. - 3 s q .  
2 Shifts 2 Shlfts 

147.000 315.000 
73.500 283.500 
0 283,500 

10,000 10.000 
1 1,500 24.200 
12.500 12.500 
5.000 5.000 
3,000 3.000 
5,000 5.000 - 

Ounkle Converter plant will begin limited 
operations June. 1961. Mining starts about 
turch, 1961. 
Full Production and mining reached in 
harch, 1962. 
Shipment one ~ e k  delay - to cover unexpected 
delays in shipncntr and delivery. 
30 day dating - will cover collecticn delays - 
improverent vi 1 1  Increase working capi tal. 
Food and supplies - parc?rs oy men cot s h m .  
These payments will incrcase rorxing capital ' 

Incidentals - m y  be tor, high but a contir?ercy 
fund is provided. 
There is ample cash flow ro provide funds to 
construct J second Dunkle Converter to double 
production upacicy in 1962 if there is market 
justifiurlon. Figures not s h m .  
Cash f i w  s h m  hcre can be related to Profit 
m d  Loss Foreust - rlthoush different since 
payments and receivables hcre shsvc uncc r e -  
ceived and tn P b L Foreust hen billed. 
No deprec~ation and aspletion sham here since 
not cash i I-. 
tqulpmcnt to be paid off arwnd Jan., Ijoj. 

Tons Hincd 
Tons Produced 
Tons Shipped (one u c k  delay) 
Ratc of Production - Plant 
NO. of Shlfts - Plant 
Proceeds - Srock Sale 
Sales @ $?/ton 
Cash Rcc'd Sales (30 day dating) 
Total Cash In 
Salaries Waternun - $25,00O/yr 

Engineer - $15.000/yr 
LPG $0.48 per ton produced 
Insurance 
Incidentals (Contlngcncy. Tools) 
Travs I 
Suppl ics (Mostly Food) 
&aintenance Shop T m l s  
Mining Corrs S1.50/tm mined(includes 

I aborcrs) 
Rcnt - Equipment $O.lO/ton, $120,000 limit 
Plant Payments - Plant started Harch 

Finished June 
Royalties - Gw't $0.15/ton mlnsd 
Royal ties - Ounkle $0.075/tms produced 
Rall Siding 
Fadsrrl Taxes 
Total Cash Out 
Net cash In (Out) 

~mularlvc Nat Cash In (Out) 113.30 13.800 24.720 


