
26845 
K E R R A D D I S O N M I N E S L I M I T E D 

( F O R I N T E R - O F F I C E U S E O N L Y ) 

To....::.;;..̂ .«..B.r...l.J!lt#ii 
F rom £».. .M K .. JHO.99' 

Sub/ect...Su4uash..tal..f?x^ -Dote Mrii.M.,..X$31 
D . U t S . 

M.D.R. i 
J.H.F. ! 

As mentioned in our telephone conversation to-day, please advise 
M. J , F i t z g e r a l d of Donaldson S e c u r i t i e s that we are not i n c l i n e d at the 
moment to become involved In the e x p l o r a t i o n of the c o a l l i c e n c e areas in 
the Port Hardy a r e a , B.C. 

The p r o p o s i t i o n i s f r a n k l y too s p e c u l a t i v e at present, and as 
you point out the p r o f i t margin i s small even I f the happiest of market 
c o n d i t i o n s p r e v a i l . 

Should a d d i t i o n a l favourable f a c t o r s concerning p r i c e s and markets 
become e v i d e n t , and bearing In mind that the character of the seams could 
improve In other l o c a t i o n s w i t h i n the b a s i n , we would be w i l l i n g t o ^Sfconslder 
the matter f u r t h e r . 

GMH:lfr 



K E R R A D D I S O N M I N E S L I M I T E D 
( F O R I N T E R - O F F I C E U S E O N L Y ) 

To P.*..M*..Ka.yana.gh F rom .G...R*...H.Q.gg 

Subject S « a y a 4 s h . . . Q o a l . ^ Date Ap r . i . l . . . l 2 , . . 1 971 . 

T h e a t t a c h e d m e m o r a n d a f r o m W„ M . S i r o l a d e a l w i t h a p r o p o s i t i o n 
a d v a n c e d b y M« J . F i t z g e r a l d o f D o n a l d s o n S e c u r i t i e s . I t c o n c e r n s a c o a l 
p r o p e r t y i n t h e P o r t H a r d y a r e a o f V a n c o u v e r I s l a n d , B . C . , a n d i s f r a n k l y 
o f s p e c u l a t i v e v a l u e d e p e n d i n g o n t h e l o c a l demand f o r c o a l r e q u i r e d t o f u e l 
a p o s s i b l e s t e a m g e n e r a t i n g p l a n t i n t h e P o r t H a r d y a r e a t o s u p p l y p o w e r f o r 
V a n c o u v e r I s l a n d . 

I am n o t t o o f a m i l i a r w i t h t h e e c o n o m i c s o f a c o a l o p e r a t i o n , b u t I 
w o u l d s t r o n g l y s u g g e s t t h a t t h e u n d e r g r o u n d m i n i n g o f a h i g h - v o l a t i l e b i t u m i n 
o u s c o a l , a n d t h e o b v i o u s n e c e s s i t y f o r w a s h i n g w o u l d i n v o l v e c o n s i d e r a b l y m o r e 
t h a n t h e s u g g e s t e d $ 7 « 0 0 t o $ 8 . 0 0 p e r t o n c o s t ( P a g e 9 o f M . J . F i t z g e r a l d ' s 
r e p o r t ) . I t may a l s o b e n o t e d t h a t t h e $ 1 0 a 0 0 t o $ 1 2 . 0 0 / t o n p r i c e s u g g e s t e d 
f o r t h e p r o d u c t F 8 0 B B „ m i n e s i t e i s i n t h e r e a l m o f o p i n i o n , a n d t h a t i f B . C . 
P o w e r d i d e l e c t t o e s t a b l i s h a g e n e r a t i n g p l a n t i n t h e v i c i n i t y t h i s p r i c e 
w o u l d b e s u b j e c t t o some v e r y h a r d b a r g a i n i n g . 

I am i n c l i n e d t o a g r e e w i t h B i l l S i r o l a ^ s comment t h a t t h e p r o f i t 
m a r g i n a p p e a r s m e a g r e i n v i e w o f t h e c a p i t a l o u t l a y r e q u i r e d , a n d d o n o t 
r ecommend f u r t h e r c o n s i d e r a t i o n o f t h e p r o p o s a l 

, a n d d o n o t 

if USA. Ajj£JH*U*«sw 

G M H : 1 f r 
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K E R R A D D I S O N M I N E S L I M I T E D 
( F O R I N T E R - O F F I C E U S E O N L Y ) 

To G.M?..H0SS From...y.*M * S i r o l a 

5UQUASH COAL PROSPECT, 
SubjecL..mm:mvm -ISLAND,__ BjX* _ Date A p r i l 6, 1971. 

Since my l a s t memorandum on t h i s subject I have heard 
the c a p i t a l cost of Brameda's proposed Sukunka coking c o a l 
operation has been c a l c u l a t e d to be 25.6 m i l l i o n d o l l a r s f o r 
a pl a n t producing 2 m i l l i o n tons of c o a l annually. Coal prepar
a t i o n i n t h i s case would i n v o l v e f l o a t a t i o n and washing. 

Operating costs have been estimated to be: 

labour $ 3.83/long ton 
m a t e r i a l s and s u p p l i e s 2.26 
power .15 
r o y a l t y .28 
a d m i n i s t r a t i o n and s a l e s .15 
insurance .05 
i n t e r e s t on c a p i t a l and 
working c a p i t a l 1.35 

T o t a l $ 8.07 

Since the a n t i c i p a t e d s a l e p r i c e per long ton i s 
estimated to be $15.00 f.o.b. the mine, the operating p r o f i t 
would be i n the order of $7.00 per ton or 14 m i l l i o n d o l l a r s 
a nnually. In other words, the c a p i t a l cost could be w r i t t e n 
o f f i n two years* 

To place the Suquash c o a l i n t o perspective with t h i s 
o p e r a t i o n , and by assuming the same c a p i t a l c o s t and the same 
operating c o s t , the operating p r o f i t per ton on c o a l t h a t s e l l s 
f o r 110.00 f.o.b. the mine would be $2.00 per ton or 4 m i l l i o n 
d o l l a r s annually,* The pay back period would be 6.4 years. 

I t would appear t h a t i f one were i n t e r e s t e d i n 
g e t t i n g i n t o the c o a l business, the coking coals have a very 
d e f i n i t e edge over h i g h * v o l a t i l e steam c o a l s . 

WM5/jm W*M. 5 i r o l a . 

Estimated by Paul Weir and Company 
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K E R R A D D I S O N M I N E S L I M I T E D 
( F O R I N T E R - O F F I C E U S E O N L Y ) 

The information on t h i s prospect was submitted by M.J. 
F i t z g e r a l d , who i s a Geologist with Donaldson S e c u r i t i e s of t h i s c i t y . 

A number of people at Donaldson's formed a syndicate and 
a p p l i e d f o r 16,211 acres (26 square miles) centered an the o l d aban
doned hamlet of Suquash which i s 12 miles southeast of Port Hardy on 
the northeast coast of Vancouver I s l a n d . 

Apparently there i s some doubt as to whether or not the 
B.C. Government would approve the c o a l l i c e n s e s purely f o r the sake 
of launching a new company and an underwriting, but they would look 
favourably on the granting of l i c e n s e s where a major company became 
inv o l v e d with the a p p l i c a n t s and agreed to a major work program. 
Accordingly, Donaldson's would agree to give Kerr 90% of the a c t i o n 
i n r e t u r n f o r a stage one e f f o r t of $100,000. This would a l s o e n t a i l 
u ltimate f i n a n c i n g to production i f the p r o j e c t warranted such an 
expenditure. 

For the moment t h i s s i t u a t i o n must be looked upon purely 
as an e x p l o r a t i o n bet. Being an ignoramus on the subject of c o a l , 
I can only s t a t e the pros and cons as I see them and would suggest 
t h a t someone more knowledgeable i n c o a l take i t from ther e . 

The favourable aspects a r e t 

1. The are reserves could be i n the order of 200,000,000 tons of 
high v o l a t i l e bituminous c o a l . Of t h i s tonnage, however, only 
15% may be open—pitable. 

2. The deposit i s on t i d e water on the leeward s i d e of the i s l a n d . 

3. Vancouver I s l a n d i s short of e l e c t r i c i t y and the P r o v i n c i a l 
Government r e c e n t l y announced t h a t they would b u i l d a thermal 
plant at Port Hardy and one somewhere i n the southern part of 
the i s l a n d . The newspaper announcement i n d i c a t e d t h a t these 
p l a n t s would use d e r i v i t i v e s of propane and butane as fuel„ I 
don't pretend to know what t h i s means, but. they may be t h i n k i n g 
i n terms D f pentane+ or a n a t u r a l gas compensate which i s normally 
f l a r e d o f f at productive w e l l s . In any case, i t sounds b e t t e r 
than burning c o a l , but I would not dismiss c o a l as a l i k e l y 
source of f u e l . 

4. With the c o n s t r u c t i o n l a g i n nuclear p l a n t s i n the United States 
the demand f o r steam c o a l i n that country would have increased 
m a t e r i a l l y . 

2 



K E R R A D D I S O N M I N E S L I M I T E D 
( F O R I N T E R - O F F I C E U S E O N L Y ) 

To. —G_M~-.HQgg~ —- From W.H. Simla 

5uquash Coal Prospect - PAGE TWO March 30, 1971 
Subject 2 . — Date 

5. The 5uquash c o a l should be competitive i n most c o a s t a l markets 
because there would be no r a i l f r e i g h t costs i n v o l v e d . 

The unfavorable aspects of Suquash c o a l are: 
1. Nothing i s known about the caking c h a r a c t e r i s t i c s , and we would 

have to assume f o r the moment that i t i s not "coking type" c o a l . 
2. The c o a l i s d i r t y . The c o a l seams are 53 - 80.5 % usuable c o a l 

which may have t a be cleaned by s i n k - f l o a t methods. I do not 
know whether t h i s procedure always produces marketable c o a l . 

3. The c o a l seams are r e l a t i v e l y t h i n (4 to 8 f e e t ) . 
4. 75% of the c o a l would have to be mined by underground methods. 
5. A report w r i t t e n by Hope Engineers i n 1953 mentions a f a u l t which 

d i s p l a c e s the c o a l 6 f e e t v e r t i c a l l y . The topo g r a p h i c a l map of 
the area suggests that there would be 2 or 3 northwesterly f a u l t s , 
the movement of which i s unknown. The map al s o suggests t h a t there 
would be northwesterly f a u l t s as w e l l . 

ECONOMICS 
Based on 2,CG0,0D0 tons- of c o a l production-per annum a complete pl a n t 
might:cost $30,000,000. 
Value of Product — $10.00/ton 
Costs: Production $ 6.00 

Port handling — 0.50 
Int e r e s t 1.20 
Depreciation — • 0.75 ( w r i t e - o f f s ) 
Depletion 0.10 
G . &. A . ^0.25 

^B.SD/ton 
Net P r o f i t before taxes —|1.20/ton 

Please r e a l i z e t h a t the $10.00/ton of product i s l a r g e l y 
s p e c u l a t i o n and costs should be checked at an a c t u a l operation e i t h e r 
i n A l b e r t a or Nova S c o t i a . 

CONCLUSION 
The p r o f i t margin appears r a t h e r meager i n view of the 

hefty c a p i t a l o u t l a y . 

WMS/jm W.M. S i r o l a 


