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Apollo and Linear Well-Matched Emerging Producer 

 

The corporate combination of Apollo Gold Corporation (NYSE Amex: AGT, TSX: APG) and Linear Gold Corp. (TSX: LRR) 
appears to be a good fundamental match of strengths and needs for the evolving organizations.  The combination as structured 
should present the opportunity for upward rerating of the stock by doubling the market capitalization, consolidating the number of 
shares of common stock to broaden ownership, and enhancing the gold production/development/exploration profile.  Despite gen-
eral market uncertainty and investor trepidation to accept risk, the proposed business combination and corporate structure appear 
to both enhance fundamental value and mitigate operating risk, and should be well received. 
 

The overall deal is simple and the motivations transparent.  Apollo has a producing asset, the Black Fox gold mine in Timmins, 
Ontario, while Linear has the Goldfields project’s Box and Athona deposits under development in northern Saskatchewan.  Also, 
Linear has cash seeking an immediate return while Apollo has bank project financing that it would like to reduce.  These needs 
appear fairly matched for both companies, while increasing financial flexibility by reducing lender requirements.  Both company’s 
shareholders will weigh in on the proposed combination in June of 2010. 
 

The result of the combination would be a new company under the name Brigus Gold Corp.  The new company will aptly be 
named after the town of Brigus, Newfoundland, taken from the town Brickhouse in England, the home of several legendary arctic 
explorers.  Brigus should emerge immediately as a growing junior to mid-tier gold producer, competitive as an investment on both 
sides of the 49th parallel for both retail and institutional investors. 
 
 

The Deal for Brigus Shareholders 

 

 

In general, should shareholders consent, the transac-
tion is scheduled to close in September of 2010.  
Linear shareholders are to receive 5.474 shares of 
Apollo.  After a four for one share reverse split, this 
would equate to 1.369 shares of Apollo for Linear 
shareholders following share consolidation.  Brigus 
will have approximately 129 million shares out-
standing, 155 million shares fully diluted, a fully 
diluted market capitalization of around $200 million 
and a share price over one dollar (Canadian). 
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The increased market capitalization, share price, and U.S. listing has good potential to provide the opportunity for increased mar-
ket visibility and trading volume in both Canada and the U.S.  The larger market capitalization and organization and lower share 
count may provide a more direct path toward a fuller valuation of company assets and gold production/development/exploration 
potential. 
 

Linear made an important C$25 million private placement in Apollo on March 19, 2010.  Apollo utilized C$10 million of this 
placement and US$8.2 million from closing out in-the-money foreign currency contracts to reduce its Black Fox project financ-
ing from the initial US$70 million to US$51.8 million, reducing annual interest payments by US$1.3 million.  The project debt is 
estimated to be US$46 million at closing and reduced to roughly US$41 million to $US35 million by the end of 2010. 
 

The reduction in project financing, accelerating the reduction of the gold hedge, should also significantly increase Brigus’ finan-
cial flexibility.  The original gold hedge was about 250,430 ounces of gold.  The gold hedge should be reduced to about 174,000 
ounces of gold at closing and to 146,000 ounces of gold by the end of 2010.  Considering the Black Fox project commenced pro-
duction in May of 2009, the reduction in project financing and the gold hedge is impressive. 
 
 

Brigus’ Gold Resources and Production Profile 
 

The combined Proven and Probable Reserves of the two companies will total about 2,360,400 ounces of gold grading 2.3 g/t.  
The primary producing asset is the Black Fox mine with 6,460,000 tonnes, grading 6.4 g/t, containing 1,330,000 ounces of gold 
for open pit and underground mining (net about 632,000 ore tonnes mined open pit since May of 2009).  The remaining mine life 
of the Black Fox mine is about eight years, with processing capacity of 2,000 tpd. 

Figure 2 - Black Fox Mine Crossection 
Source: Apollo Gold 

Total gold production of the Black Fox project in 2009 was 
52,961 ounces.  Gold production at the Black Fox project is 
scheduled to step up to 90,000 to 100,000 in 2010.  The in-
crease includes an estimated 16,000 ounces of gold mined from 
higher grades below the proposed open pit of the Black Fox 
mine.  Gold production at the Black Fox project is expected to 
increase to 105,000 to 115,000 ounces in 2011 and then level 
off at 120,000 ounces in 2012 for the next several years.  Gold 
production from underground mining is estimated at 40,000 
and 60,000 ounces for 2011 and 2012, respectively. 

Brigus’ other reserves include its Goldfields project near Uranium City, in northern Saskatchewan.  The Goldfields project in-
cludes the open pit Box and Athona deposits, with potential production as early as 2013.  The Box deposit has a 14.9 million 
tonne gold resource grading 1.4 g/t and containing 685,900 ounces of gold.  The Athona deposit has a gold resource of about 
10.5 million tonnes, grading 1.0 g/t containing 344,500 ounces of gold.  As scheduled, the Goldfields project might provide gold 
production of 67,000 ounces of gold in 2013, increasing to 73,000 ounces of gold in 2014, for combined gold production of 
187,000 ounces and 193,000 ounces in 2013 and 2014, respectively. 
 
 

Exploration at May Substantially Extend Life of the Black Fox Project 
 

The most immediate opportunity for reserve expansion will be by converting gold resources with underground drilling at the 
Black Fox mine.  The Black Fox mine has a Measured and Indicated gold resource of 465,000 tonnes grading 6.4 g/t and an In-
ferred gold resource of 3.5 million tonnes grading 6.6 g/t.  We expect additional drilling under the 400 level.  Gold mineraliza-
tion of 12 gpt has been encountered in two meter intercepts at depths of 840 meters.  Some underground gold mines in the Tim-
mins area have been mined to depths of 1,600 meters.  The presence of deeper gold mineralization in an area known for deep 
underground mines suggests good likelihood for adding to resources and extending the life of the Black Project. 
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Figure 3 – Black Fox Project 
Source: Apollo Gold 

 

 

 

Apollo’s earlier acquisition of the Grey Fox and 
Pike River properties increased the total land posi-
tion to 17 sq km and 6.5 km of strike length along 
the Destor-Porcupine Fault Zone.  Exploration in 
these areas totaled 3,715 meters, from 16 holes in 
2008, and 9,936 m in 53 holes in 2009.  Clearly the 
most interesting results were from drill hole #10 in 
2008, which at 52.5 meters encountered a 3.5 meter 
(11 feet) interval with gold grading 455.18 g/t gold 
(or 13.276 ounces of gold per ton).  Apollo is 
scheduled to produce its first NI 43-101 compliant 
resource on the Grey Fox in the second quarter of 
2010.  The control of a lengthy and highly prospec-
tive fault zone, combined with additional resources 
under the Black Fox open pit mine, suggests good 
potential for significantly increasing and extending 
the life of the Black Fox project. 

Formation of Brigus Liberates Value Creation for Apollo 
 

The formation of Brigus clearly improves the opportunity for fundamentally improving both the opportunity to increase value 
and reduce the risk profile for both Linear and Apollo shareholders.  The opportunity to provide immediate gold production for 
Linear, while reducing reliance on project financing for Apollo, provides an immediate gain for shareholders.  Possibly even 
more important, the increased market capitalization of Brigus, higher share price, and U.S. Canadian listing, should provide in-
creased visibility and opportunity for both institutional and retail investors, important for a fuller valuation of company assets. 
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DISCLOSURES: 
Beacon Rock Research, LLC provides information and analysis on selected companies, with a focus on small-cap and micro-cap companies.   
 
This report has been written in accordance with current SEC regulations and the Standards of Practice developed by the Chartered Financial Analyst Institute 
(CFAI).  Our research has been conducted by employing analytical practices generally accepted as standard within the analytical industry.  In this instance, a 
comparison of financial strength, a bottom-up earnings projection based on the U.S. economy, and relative multiples, were employed.  The target price was calcu-
lated on comparative EPS, sales and book value multiples, and our knowledge of small-cap markets when enjoying both a sector and a cyclical rebound.  Our 
conclusions are, by the very nature of forecasting, speculative, but are also reasonable, supportable and consistent. 
Key to disclosures:  
 

1. The research analyst or a member of the research analyst’s household may take a financial interest in the securities of the Subject 
Company in the form of a long position.  

2. The Subject Company is paying an annual fee totaling $25,000 to SLB Equity Research, LLC., one of its affiliates, for research cover-
age, institutional introductions, and other awareness building services. 

3. The research analyst principally responsible for preparing this research report received compensation based upon various factors, in-
cluding SLB Equity Research, LLC total revenue. 

4. This report was prepared exclusively for the benefit of institutional investors and may or may not receive compensation directly or in 
soft dollar arrangements. 

 
 
The analyst, Mike Niehuser, hereby certifies that the research conclusions and recommendation contained herein accurately reflects his personal views about the 
industry, company and shares and also hereby certifies that no part of his research compensation was or will be directly or indirectly related to the earnings esti-
mates, target price or recommendation about the security.  
 
The research provided herein should not be considered a complete analysis of every material fact regarding the companies, industries or securities named above.  
The opinions expressed herein reflect the analysis and judgment of the author on the date of publication and are subject to change without notice.  Facts have been 
obtained from sources considered reliable but should not be construed as complete and are not guaranteed to be accurate.  Beacon Rock Research, LLC; its mem-
bers; employees and their families may have positions in the securities covered within the research material above and may make purchases or sales while this 
report is in circulation.  Additional information on the subject companies is available upon request. 
 

 EQUITY RECOMMENDATION SYSTEM: 
 
 Buy   Immediate purchase is recommended.  The security expected to outperform the market over the next 12 to 18 months. 
 
 Hold  Holding the stock is recommended because the share price’s appreciation potential is less than or equal to the market. 
 
 Sell   The stock has reached the target price objective and/or conditions have changed sufficiently to alter the outlook for the stock. 
 

 EQUITY RISK SYSTEM: 
 
 High  The security is more volatile than the market and/or the company is more leveraged than its peer group.   
 
 Moderate  The security has about the same volatility as the market and/or the company carries a level of leverage in line with its peer group. 
 
 Low   The security is less volatile than the market and/or the company is less leveraged than its peer group. 
 

 DISTRIBUTION OF RECOMMENDATIONS: 
 

At this time, there are an insufficient number of companies under coverage to generate usable distribution information or draw any conclusions regarding bias 
about the research methodology.  Prospective companies are screened and evaluated by sales personal and research analysts with the investment thesis and overall 
research recommendation developed before the commission is established. 


