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Instructional Case:
LynnGold Resources, Inc.

Claude P. Lanfranconi and Darroch A. Robertson

In March 1988, LynnGold Resources
Inc., a gold mining company, decided to
further the development of the
MacLellan gold mine by financing with
a gold loan. The gold loan consisted of
17,500 ounces’ of gold which were im-
‘mediately sold for proceeds of $428 (U.S.)
per ounce. The management of
LynnGold had to decide how to account
for the gold loan for financial reporting
purposes, including the company’s
statutory financial statements,

LYNNGOLD BACKGROUND

LynnGold, a publicly traded com-
pany listed on the Toronto Stock Ex-
change, specialized in the exploration
and mining of precious metals. In Feb-
ruary 1988, control of LynnGold was ac-
quired by Hayes Resources Inc. from
Sherritt Gordon Mines Limited. Until
February the company’s name had been
SherrGold Inc.?

‘The primary activities of the company
included the production of gold and sil-
ver from the MacLellan Mine, the explo-
ration for additional reserves along the
Lynn Lake Greenstone Belt, and the
evaluation of known reserves in North
America for acquisition purposes.
LynnGold's main objective was to buld
upon its base of operations at Lynn Lake,
Manitoba, and to acquire additional opera:
tions in order to achieve a consistent in-
crease in its profitability and gold output.

MACLELLAN GOLD MINE

LynnGold's only source of gold was
at the MacLellan site, where production

had started in 1986. By 1987, the mine's
yield was 39,624 ounces, the operating
Toss was $9,762,000 (see exhibits 1, 2)
and the operating cash flow was nega-
tive $3,200,000. At this time LynnGold
had arranged an unsecured advance
from Sherritt, not to exceed $15,000,000.
As of December 1987, $11,022,000 had
been advanced at an effective annual
interest rate of 11.01%.

However, major changes occurred
after Hayes bought control of LynnGold
in early 1988. The new management
team introduced different mining tech-
niques in order to reduce gold produc-
tion costs, which had risen to $586
(CAN) per ounce during the previous
year. The replacement of the mecha-
nized cut-and-fill method by the blast-hole

* Gold is traded in troy ounces, a unit of mass
that is approximately 10 percent large than the
‘more common avoizdupois ounce. For ease of ex-
position, the unit of mass has been reforred 1o a5
‘an ounce rather than a troy ounce.

% As a condition of acquisition of SherrGold Inc.,
Hayes Resources Inc. was required to have
ShenGold's name changed. The name was
changed to LynnGold Resources Inc. To reduce
confusion, the company will be referred to as
LynnGold in the balanco of the case.

Claude P. Lanfranconi is an Associate
Professor and Darroch A. Robertson is
an Assistant Professor at the University
of Western Ontario.
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