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January 19, 1977.

Mr. W. M. Sharp, P.Eng.,

3280 Chesterfield Ave.,

North Vancouver, B. C. V7N 3M9.
Dear Bill:

Re: Silmonac Mines.

Further to our telephone conversation of January 5,
1977 and my study dated November 19, 1976, copy of which was
sent to you, it is necessary to provide you with more data and
information on my thinking and be more specific as to our plans.

The November 19 study was essentially a compilation
of my own study, research, and experience gained over the past
6-7 years, and an evaluation of action possibilities. I also
wanted to relate potential of the property to the risks involved
in financing any major program, with the potential considered
being limited generally to the so-called Standard Silversmith
lode system. By no means does this suggest that there are no
other lodes on Silmonac which might contain economic mineral
deposits, but, we have little real information on such lodes.

For the past few years, essentially we have operated
Silmonac on a salvage basis, although considerable amounts
were spent on exploration and development, with the amounts
generally limited to cash available from Qgeratlons, plus, of
course, the physical capability imposed by existing mine plant
and manpower ability. Since 1974, very little ore or potential
ore has been found lying above the 4,625 level, although
admittedly strike exploration has been limited, actual total
strike length about 2,400 ft. In the same period, new ore has
been found below the 4,625 horizon, essentially extensions of
the two main zones mined above the 4,625 level. Exploration
below the 4,625 level has been relatively limited, both along
strike and down the dip, about 1,200 ft. along strike in two
areas, and to 4,550 elevation west of the main x-cut and to
about 4,380 in the east block. Some deeper testing to perhaps
4,200 elevation was carried out over perhaps 200 ft. of strike
length, and while results were disappointing, the value of this



vy
‘A P

£ i+

Mr. W. M. Sharp, P.Eng. =~ F - January 19, 1977.

testing is inconclusive for many reasons. The reason for the
limited down dip testing is, of course, the very high cost

of establishing drill bases, and the limited effective range
of diamond drill holes. 1In this regard, the possibility of
using inclined drill holes, collared in the F.W. or even on
the lode, and using deflection of the holes to cut the lode
down the dip, seems to merit study and testing.

We decided to develop this ore lylng below the 4,625
level, by driving declines and using L.H.D. [/self*ioadlng
haulers) “to-both~drive the decline and carry out the mining.
The limitations of this.approach and capacity of the equlpment
were-understood and accepted.  The area east of the main x-cut
was developed, ‘and has been prov1d1ng most of the mill feed for
the past two years ‘and is, supplylng '1lrmfll feed at thlS tlme.

about 3 months are requlred before _any’ productlon w111 be"

»eVﬁirable from here

In the east area, ore continues down dip and along
strike to the east. However, the production capacity of a
scooptram reduces directly as the haulage distance increases,
and there are economic limits to the haul distance. We have
reached these limits in this zone. The range and capacity
of the 3 ton scoopfram, under varying conditions will be
discussed later.

(‘Profitability of Production
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- Many factors affect profitability. Obvious factors
are ore grades, metal prices and production costs (including
marketing), amount of exploration and development required per
ton of ore and production rates. We have no control over metal
prices, limited control over metal grades e.g. controlling

~dilution and. clean mining, some control over- exploretlon and

develc pment osts, and, some - control overfproductlon rxtee, up
to, ] erhaps a OO_tons ,r/month whlopxls maximum capéc1ty of
the Mill as set up.

Fixed costs are relatively constant, no matter what
the production rate, within limits of course. If monthly
production is doubled, say from 2,000 tons to 4,000 tons, all
at same grade, gross value of production will be double, whereas
production costs may only increase by say, 50%, or, even less.
The advantages of producing to mill capacity are obvious. For
some time eguipment capacity has been the major factor, con-
trolling production rate. In addition to distance, the slope
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of the haulage route controls scooptram capacity. The
declines are driven at 15%, and the capacity of a §ooopEram
operating on the flat, as compared with 15% is 2.25 times
greater. This is a very sgignificant factor. To illustrate,
with a one way haul disftance of 2,000 ft. via a decline, the
shift capacity of/a scooptram is a maximum of 45 tons, or,

per two shift day, about 90 tons. 72 ;_f‘,,,,a,/}
' Haullng on the flat, with a 3,000 ft. haul distance, J;rr“ 2
the per shifit capa01ty is about 76 tons or 152 tons per two S o i
e shift day. /Another’critical fact is the ability to supply (7 I,
I a7 ventilation air. /This controls the amount of equipment that \ / il
" d- can be used, elther by numbers, or total horsepower. /;‘ e
e / |

Thése facts have a major bearing on the plan we
have developed.

B Potential of the Main lode on Silmonac

; I refer, of course, to the undeveloped and unexplored

F portions. In evaluatlng this peotential, I have considered

; all known data, d E?ﬁlié%ﬁé‘giatlstlcal approach to arrive §t

[. - » figuress I. hatg 1sed.the same-; s-to-loealize-th Q&%Q s -
7?$,um”5; favourable vertical 1nterva1‘”f'e ‘Between 3,800 and 09 ft.
| is” zone is a déeply buried 'zone. I doubt 1f the localization
favourable condltlonsfcan be projected any reasonable dis-
ance. I can see no_ré%son why mineral concentrations of ore
grade will not oceufr well below the 4”090t§t level althoqgh T ﬂ,wlgwgf;\
there is obviously a basement limit. AJSoﬁé;éiéwﬁé§ occur-above jﬁﬁ*ﬁff 6%
the 5,000 ft. elevation as well. I have merely. seledied””ﬁa’ty‘ Lo/ A
appears to.be-the-most favourable-vertical -interval. The _ ﬁfﬁ?‘lrpd,
first priority should be £0 explore the extensions of known . .. . ue
mlnerallzed areas, both down dlp and on strlke.

Currently,-indicated or probable ore reserves are
pot large/pélng deflnitlon and classifications. .dpproved by
A PLE.O. / However, p0351ble resefves, as defined by A.P.E.O«
~dre verylsubstantiél: " i

I realize that estimates of potential ore are just
haty estimates, and have no standing with Securlty Comm1551ons
/qznd Stock Exchang s, but, they do/help to evaluate propertles.
vai/Con51der1ng the tonnage-that we have already exfracted~in theé
limited $trike dnd -dip interval, ‘I-think my estimate of potential
is qﬁlte conservative

Ly

We have learned a great deal, and are still learning,
about exploring for ore zones on the Silver Ridge lodes. There
is no questlon of being able to find the ore zones, but, the
problem remains that of d01ng so on an economlc ba51s.
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/ As I have pointed out, the exploration area is a
plane area of about 14,000,000 sg. ft., perhaps more. We
have explored an area of perhaps 1,000,000 sq. ft. about 30%

of which has been ore. The exploration cost has been very _
high, and many mistakes have been made, from which we have cﬁﬂwﬁf;ﬂ
learned a great deal. It is reasonable to think we will i it 2ol

benefit in future exploration from this experience. Desplte ,‘?g;,“v/ﬂ
4+  what we have learned, explorlnqmé¢y@@@% o m@ém&oder oz~ s sep lotape
b‘é which is deeply buried, to locate ore de9051ts is a major y f¢’/*%«4«
undertaklngz and _almost certalnly, explorat;gnwhas,to be.

K/ ‘carried out from U.G. openings, and, be a_staged program.
4 "/1 # The major fundamentals of our planning must be as follows:

o

g i We must know, or find out, the location and attitude of
'\ My A the lode 2s, for a ficestrike interyal. 7ZJ)) Then
ajjg;- prov1d,?%?§%§' ----- ¢”“; géﬁg%%m,. ,géﬁﬁw““fgi expldratory
(M .5f dlamond4drllllng, to ateMMkner@J%%ed .areas, or areas where 7%
r ‘geological ¢ ndlﬁgonstﬁg_\gre d@p051ts are favourable. The
g grlll basds I e s Fr-MaXimams-area- testlnggﬂm
i Detailed drilling of mineralized areas to provide data to
b{ sess tonnage, grade and economics of development. 4) Develop~
Wment and production. ﬁ’The major mistake made in the past was (- 2
jﬁ to allow the drill bases to get too far ahead of diamond drlll,,,,w -
' +data, i.e. geological information. On a local basis, lode e
1 #istrikes and dips cannot be projected very far, and favourable
" y", 'V geological conditions change rapidly, and, in our opinion,
N Y 7 jcannot be projected, although regional geology can beilntegpreted
"'f’aqd perhaps projected over long distance.f<s<e 57 e

L/

- O -'Efg«-'-}ﬁ fgfﬁ‘ Mﬂx«e/
& At e L 1Y con51der1ng methods-tez%e%&e the curre tfgeoblems ﬁﬁﬂ “&fuéf
*h&@ﬁd loﬁ@hterm exploratloﬁ and development, & -Jf&ﬁ:- , h o '
to bedpo dered. ?,These include the following: &) Extracti
< oot prob 18 Tes ’4M%E§M&3411mlted and, well below mill
=f.capac1ty f‘Lﬂpl:teﬂ?i:o hlgh fixed 'costs, this reduces the profit-
ﬁ*ablllty of ik J&eserves substantially. To illustrate, assume
S et a net mine value of $75.00 per ton and production of 2,000
T T.P.M. Value is $150,000. Costs will be about $115,000
3 providing profit of $35,000. If monthly rate can be increased
l to 3,000 tons, net value would be $225,000. Production costs
would only increase by about $20,000 to $135,000 and a profit
of $90,000 would be realized, or $30.00 per ton as compared with
$17.50. Time is obviously important. The capacity to produce
will decline with time and could soon become uneconomic.
72 Capital costs involved. &) Flexibility and flnally,ﬁi)
operatlng costs e o e = Sk //,

=7 e 4 2 P, oo Ainttegy By
— ]t , 2 -_,-).-4 L Lttt Lt g o Y R AN A )

T 7 /» i
,/ Plan 3, p o actlvatlng the Silmonac-35690 level has

! some disadvantages,/ but, it-possesses more advantages than

B wjpxother plans, and, /in any event, would probably have to be
¥ s, reactivated in th ure.
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Summing up, the proposed development program is
designed to - 1) make it possible to mine the indicated
reserves at the maximum profit per ton and, 2) provide a base
and facilities thatwill allow exploration to be continued
_ below the 4,625 level to the 4,000 ft.. level, and make
§ development and extraction possible.

__Our current thinking is to use the scooptram to
drive the laterals and provide haulage, at water grade
inclinations, i.e. about 1%. The range will be about a
3,000 ft. radius from the transfer and service raises. The
laterals would be connected, for servicing, by ramps driven
at minus 15%.” The vertical interval between laterals will be

| determined by lode dips, i.e. slushing distances and could be
about 100 ft. :

1 Ultimgtely, it~ would be necessary to advance the, .., .
4,000 ft. level to the“west, at least 3,000 F¥473nd drive S N
service and transfer raises. This would make ik possible to il
continue exploration and development, for a further 3,000 ft.
to the west over the dip length from 4,000 ft. to at least

4,800 ft. elevation.

Economics and cash flows

- A F o~ WérgEe q01nq to want you to 1nclude cash flow = 0.
ity ”’prOjectlons 1n ygug regort It is our plan to raise capltal
BY “either - 1) selling ‘shares to the public, 2) selling
debentures, or 3) possibly borrowing the funds. The total
funds reqguired will be about $750,000 net to the company.
Negotiations are currently in progress to return the lease
to Silmonac and for Silmonac to acquire the Carnegie mill
and the mine plant and equipment held by the current operators
. 7l.~1i.e. Kam-Kotia. These assets would be acquired for Silmonac B
J,/" ,shares. When all the above is completed, Silmonac would have AF
‘_ﬁ¢‘r'Jw¢complete control of its claims and have physical assets as % 7
lev" _described with a balance sheet value of about $1,200,000, but, P
A" would have no cash, or, very little. ZKam-Kotia would own over A”_ﬁ7 5
50% of the shares and would advance working capital as required, [
secured by notes. We estimate that, from start time, about 10 ' & &
»gnonths (minimum) would be required to complete, after which ‘ A
s benéfits would flow, i.e. reduce& costs' _ 1ncreased Droductlon
Estimatlng'the Cost of thé program is, of course, difficult. _ p
- In the November 19 study, I estimated direct costs of about A
£~ 1$550,000. This, of course, assumes that overhead expenses are [y v
:ﬁh*’absorbed by operating costs an ¢ash flow being adequate to LT A T
cover these costs. Not 1ncluded41n the $550,000, is cost of A ’
supplying cookhouse, bunkhouse and possibly other accommodation.
Obviously more staff and crew will be required.
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¢m4uuw‘?m The' figures in the November 19 study should have a
O%Afactor applied, bring this cost to $660,000, and, $90,000
for' accommodation, for a total of $750,000. ThlS amount_m
fwould be what S;lmonac would have to ralse.__ S f‘”f o o ol

S R w— il

ng" G, e Cedella 4
JJ It is possible, even prpbable, that operatlons WWwAfmf
would provide > _Some net cash flow, while the program,as under-

s

aé" 4

V/ 7 advances an?”builJuup'worklng cap1tal.*~s‘f,ﬂmu»; 27y
T C X0, /ﬂ’ﬂfl?"& ) 0 ’,? Lt J!. e" ¢
_ VOEVlously you must get complete data on past )
#¥ operating costs and current marketing costs, i.e. sales Lot
.contracts for concentrates. All this information is available
at New Denver, and, while copies could be sent to you, it

might be best to plan on getting material right at the mine ;3wf ‘;55
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office. Essentially, your report will be a feasibility report, ﬂkﬁm”f 2,
and tentatlvely cash flowgugpg theT%ezt @»years should be shown_ %:bmf

fJ &
_Both product-on and marketing costs will probably. :‘i*;?u
-thcrease over this period, but, at a much. 1ower rate than ) 4
<Ior the past few years. Projecting metal prices over a 5.
year period is, of course, a judgement matter, but, 'overall
‘,I”Would expect-prices to" rise at a ‘higher rate than costs,
.ﬁ“on a percentage basis. The price of silver is most 1mportant,
 ds'silver accounts for nearly 70% of production income (1976 p
igures), and the probability of higher silver prices is better '/’
than for most other metals as consumption continues to be
« greater than new production. While the factors that affect
any metal price are complex and interrelated, over the long
terms, supply/demand ratio is most critical. 1In any event,
-metal prices for the projected period, will directly e®ffect
" cash flows and profits. We can discuss this aspect in future
meetings.

/

For any report, maps and illustrations are very
important, and certain maps are mandatory and must be included
as part of the report.

Unless you are in disagreement with my ideas and
proposals, your report is essentially designed to assist in
financing a specific program at Silmonac. The use of charts,
graphs, and illustrations are most valuable and helpful in

- conveying ideas. A long section along the strike of the lode,
showing areas already mined and tonnage mined in relation to
the potential area still to be developed gives a graphic
picture of the potentlal The use of colours is also helpful- //' 7

/?LW'\Q ;""l; Ll P R R R S
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Some typical cross sections showing the various stages from
exploration, to development and ultimate mining are also of
great value. The proposed program and the method of continuing >

exploration should be clearly illustrated. \
1
Further notes on Cash flow pro'ectlons“ /il
umwmwaumfv e :
Economics and ,cash flow depend on production rate,
£ costs, and metal prices. For our purposes, at this time,
RN § ' production will be limited to mill capacity. As I have pointed
;ﬂ“ﬁ ;;f#iout earlier, mine production capacity has been the limiting

ﬁ.factor, for the past several years, and not mill capacity.

~ Hopefully, this will change, as the program is completed, and,
in time, the mill capacity could control production. While
we have treated as much as 4,000 tons per month, in the past,
we should use 3‘500 tons per month as average capacity for
cash flows.

The mill capacity can be increased, of course, and
could ultimately be increased. However, for this project,
higher mill capacity will not be considered, and, on completion
of the development program, we would expect to mine and mill
3,500 tons of ore per month.

Financing

Silmonac is listed on the Vancouver Stock Exchange

curb market, and, the Vancouver Stock Exchange facilities will.” 4
robably be used to arrange financing. Your report will form /”,

part of a prospectus or statement of material facts and must / /%,
conform to the exchange regquirements. e

Ore Reserves | guf/ﬁﬂ

':deveLoped ore, and- an estimate o probable ore. may also be 5.Jh””"

somewhat limited. Using the definitions and~ guldellnes set out’ g

in performance standards for profe551onal éngineers by A.P.E. O., :

| a statement-of possible ore reserves cail be quite liberal as "7
loqg risk fac _is defined. . “T believe the standards
in B.C, are similar, and you should check this carefully. I

can “sénd you a copy of A.P.E.0."s performance standards for

- reporting on mineral properties if you wish.

I, 4 e ” 4 ;i . - et
L/ . DU SIS G e T
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Authorization e & ek o wﬁﬁhf/ﬂ/ﬁmu v 7 Lo
&. ”

Kam-Kotia is authorizing and requesting you to ;;ww~%“*>_
prepare and submit your report on the Silmonac property, " LE?£,_V.wX""“
near Sandon, B.C. relative to the development required to -~ 7
maintain and increase productlon and profitability. Your fo— #ve
report should be directed to - The Board of Directors, Kam- ¢l
Kotia Mines Limited, Attention: G. W. Walkey. Kam-Kotia
guarantees payment of your fee and costs for preparing this
report.

- F

The report should be compiled for any reproduction
and inclusion in a filing statement or prospectus.

J%u The report should be classified as confidential,
g until Kam-Kotia agrees to make it public through a filing
statement.

rd The mine staff at New Denver have been authorized
to give you any information you require as well as any assist-
4/, = ance possible. Information given to you will be confidential -}
Vﬁf ~ / and for your use only in making this report. I will also
/i/' (  provide all possible assistance and will meet with you as
“ required for further discussions, either at Vancouver or
New Denver.

I hope I have clarified and outlined the scope “

., and purpose of the report. If you are in doubt on any point, k

4" please let me know at once by telephone at Toronto. . Time is .— " ,
4~ Very important, as far as we are concerned. We would like A

"7+ to have your finished report by the end of February, and a J

> draft outline for discussion sometime in early February. ;

N However, there is some flexibility on timing and we understand - }f

you have certain other obligations. I would like to be advised (- .

as soon as possible in the event that delays are ant1C1pate§ ‘ \ﬁqz

As discussed, we expect to meet in New Denver with you to .- s P

consider the report, and, I would like to know your time MT;%h éf

preference for this meeting when you can settle the date.

Please call me at any time for discussions or
clarification.

A 5 . ) 7 o S
Voo 27 ! fradomn gy Sy, & Yours very truly,
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\ GWW/rk Vice-President and General Manager.

P P [ /15 0 g Al Sl oy e, )
P . A v g b ') oo -
Cor—ceNrre o i fore Y fﬁ £t oA he P

L it } . - P { Y

A, i P gry e [l B




