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CONSOLIDATION COAL COMPANY
! INCORPORATED

30 ROCKEFELLER PLAZA
NEW YORK

To the Stockholders of
Consolidation Coal Company :

The Sixth Annual Report of your Company covers the opera-
tions for the year ended December 31, 1940. The Consolidated
Income Account and the Statement of Earned Surplus and Capital
Surplus are shown on Pages 6 and 7, and the Consolidated Balance
Shget is shown on Pages 8 and 9, duly certified by independent
auditors.

Consolidation Coal Company was incorporated in Delaware on
November 1, 1935 as successor to The Consolidation Coal Company,
incorporated in Maryland in 1860, pursuant to the Plan of Reorgan-
ization of the latter company confirmed in proceedings for its
reorganization by the United States District Court for the District
of Maryland.

The Voting Trust for the preferred and common stocks estab-
Eshef plglzsouant to the Plan of Reorganization terminated on Novem-
er 1, 1940,

Production of coal mined by the Company and mined by lessees
%iluﬁ*ing the period November 1, 1935 to December 31, 1940 was as
ollows:

Net Tons Net Tons Total
g;!:'g:;. HI '“E "dl hly Net Tons
Nov. 1 to Dee. 81, 1985, .. .v0weas 1,178,783 305,063 1,483,846
Ly | SR e R et il M 8,055,100 1,792,695 9,847,795
b (o R 4 Bl e g 8,696,140 1,248,127 9,844,267
TORY IR ¢ v viF B Rk s e s 6,397,378 953,657 7,350,935
ORI S Gt b s SRS Rk i ln a 7,084,289 892,885 8,277,174
RARY TR At » i+ Pt iy #2s- 400 8,694,403 899,381 9,493,784
40,206,093 6,091,708 46,297,801

The deficit of $1,358,421.44 at December 31, 1940, shown in the
Balance Sheet on Page 9, covers the operations of your Company for
the five years and two months from November 1, 1935 to December
31, 1940. It is interesting to note that during this same period Social
Security Taxes and the Excise Taxes and District Board Assessments
under the Bituminous Coal Act of 1937, none of which were in effect
at the time the Plan of Reorganization was approved, amounted to
$2,480,281.40, or almost twice the amount of the deficit.
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The amount of Twenty-five Year 5% Sinking Fund Bonds and
5% Secured Notes outstanding in the hands of the public has been
reduced $3,837,300 during the period November 1, 1935 to December
31, 1940 as follows:

Deec. 31, 1940 Nov. 1, 1935 Decrease
Twenty-five Year 5% Sinking Fund
HONES <L EATDTIIn Y, vty 278 NN $6,250,900 $ 9,192,200 $2,941,300
0% Secured Notes.........coieeinn 3,104,000 4,000,000 896,000

$9,354,900 $13,192,200 $3,837,300

g -

The net income for the year 1940 of $402,290.22, shown on
Page 6, is a marked improvement in earnings compared with prior
years, which was due to several factors. Increased industrial ac-
tivity, due largely to government defense plans, resulted in increased
demand for coal of which your Company secured its proportionate
share. The increase in production of coal mined by your Company
resulted in a decreased cost per ton. The sales realization obtained
during the first nine months of 1940 was higher than in 1939, and
this was further improved after minimum prices were established on
October 1, 1940 under the Bituminous Coal Act of 1937.

The total taxes paid by the Company and its subsidiaries for
the year 1940, exclusive of Federal income and excess profits taxes,

amounted to $1,177,229.83 as compared with $1,130,037.67 for 1939,
as follows:

1940 1939
FIODERET TRER  iivvvr vavesnn st bis e s bt $ 402,008.69 $ 411,741.58
Corporate and Franchise Taxes............ - 145,867.27 143,634.41
Social Security Taxes (Old Age Benefits and
[0y~ Ty e R o o R bt Moy 552,741.30 510,199.64
Excise Taxes under Bituminous Coal Act of ,
s L O e T B P A 76,612.57 64,562.04
$1,177,229.83 $1,130,037.67

The provision for Federal income taxes charged against income
for 1940 shown in the annexed statement of consolidated income is,
so far as your Company itself is concerned, based on values adopted
in the 1935 reorganization for properties acquired from the pre-
decessor Company. No final audit has yet been made by the Bureau
of Internal Revenue of any of the Company’s income tax returns
since its organization on November 1, 1935, and in fact, at the request
of the Bureau, the time within which additional assessments may be
made for the earlier periods has been extended to June 30, 1942
Accordingly, the position of the government as to the proper basis
for tax purposes of such properties is not yet known. As stated in
the Annual Report for 1937, a reserve for contingencies was estab-
lished to cover possible additional income tax liability for the period
ending December -31, 1937. No taxable income was realized in 1938
and 1939. Although it is recognized that additional taxes may be
payable for 1940 if the tax basis for such properties finally de-
termined to be applicable is lower than the present book values, no
reserve for additional Federal income taxes or for possible excess
profits taxes has been provided for the year 1940. If such lower base
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1s ultimately determined to be applicable, the ultimate liability of
the Company for income and excess profits taxes for the year 1940
will be substantially higher than the amount of the provision shown.

Notes Payable to banks at December 31, 1940 amounted to
$1,050,000. Of this amount $750,000 has been paid and the balance
of $300,000, which represents borrowing by a subsidiary to finance
the construction of a tipple and cleaning plant at Mine No. 32,
Owings, West Virginia, has now been converted into a loan payable
in twelve semi-annual instalments beginning January 1, 1942, and

secured by pledge of the stock and obligations of a company formed
to construct the plant and tipple.

During the year the Preferred Stock of Metropolitan Coal Com-
pany, on which the dividends were in arrears for over four years,
was advantageously sold for a consideration of $853,387.50 com-
pared with the appraised value of this stock at date of reorganization
of $877,770.00. This stock was pledged as collateral to secure the
issue of 5% Secured Notes due July 1, 1950, and it is proposed to
have the proceeds of sale released for eonstruction of a2 modern tipple
and cleaning plant in the Elkhorn Field at Jenkins, Kentucky, against
a pledge with the Trustee of an equal principal amount of obligations
of a subsidiary of the Company formed for the purpose of such
construction and the capital stock of such subsidiary. It is proposed
that the cash so released be repaid in equal semi-annual instalments

over a period of 814 years, such payments to be used to retire 5%
Secured Notes.

The mechanized method of mining, which has already become
. of importance to our industry, is being continued even under present
conditions, for if and when the present inflated demand ends, those
operations so equipped for low costs will be better able to meet the
then competition. Such mechanization of your Company’s mines is
progressing satisfactorily. Three of the seven mines in West
Virginia have been fully mechanized and in addition there is in
course of construction at Mine No. 32, Owings, West Virginia, one
of the best equipped modern tipples and cleaning plants in the State.
Surveys are being made to determine the most economical method

of mining to be employed in the several other divisions of your
Company.

During the year North Western Fuel Company, a wholly owned
subsidiary company, operating coal docks on Lake Superior and
Lake Michigan, acquired additional dock facilities on Lake Michigan
for a consideration of $345,000, which is payable in ten annual in-
stalments. It is expected that the acquisition of these facilities will
add substantially to North Western Fuel Company’s business.

It is a pleasure to again record the loyal and efficient services of
all employes and associates in the various departments,

ROBERT C. HILL,

| President.
New York, N. Y., February 25, 1941.
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CONSOLIDATION COAL COMPANY

INCORPORATED
AND SUBSIDIARY COMPANIES

STATEMENT OF CONSOLIDATED INCOME
FOR THE YEAR ENDED DECEMBER 31, 1940

Sales of coal to the public (including coal pro-
duced and purchased, transportation to distribu-

tion points, ete.) and to Empire-Hanna Coal
Cos B ' (91.022.041) e

AN EEEAE PR R arn e nm R

Gross income from other operating sources:
Coal royalties ... :
Other sources ... #

Total

Operating expenses, taxes, insurance and royalties

Earnings from operations before providing for
depreciation and depletion

AR E RSN RS e

Other income:

Dividends ($44,759, including $27.027 paid by
1 Empire-Hanna Coal Company, Ltd.), interest
and sundry net income.....

&

Total income ... e
Deductions:
Depreciation .. s i $084,035.37
Depletion (at flat rate of 2¢ per net ton of coal
mined) . TR : 189,428.54

Federal income taxes (No provision has been
made for excess profits tax nor for possible
additional Federal income taxes, although a
substantial amount might ultimately prove to
be payable, as explained in note on balance

BHEBL) /o imbisrscmmrmmmo e st - 14004301
Interest:

Twenty-five Year 5% Sinking Fund Bonds... 332,695.74

5% Secured Notes g e AR e T 161,108.60

Bank loans, etc il R LR 8 15,016.61

Total deductions ...

Net income, carried to earned surplus (deficit)
account (NoTE: The excess of the principal
amount over cost of the Company’s bonds reac-
quired and the excess of the sales price of prop-
erty “sold over the valuations adopted in the
reorganization, have been credited to capital
surplus account) . WL

D L L L LRy

$28,835,049.29

107,699.71
3,431,456.45

32,374,205.45
30,253,236.45

2,120,969.00

112,749.09

2,233,718.09

1,831,427.87

$ 402,290.22






















