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Notice to Reader 
 
Management has compiled the restated unaudited consolidated financial statements of 
Shore Gold Inc. for the three-month period ended March 31, 2006 (along with the 
comparative interim period in 2005).  The Corporation’s external auditors have not 
reviewed these statements. 

 

 

 



March 31, December 31, 
2006 2005

(in thousands) (in thousands)

Restated - Note 2 Restated - Note 2

Assets

Current assets:

Cash and cash equivalents 247,520$           261,677$           
Receivables 2,570                 5,160                 
Prepaids 302                    588                    

250,392             267,425             

Mineral properties (note 4) 694,955 677,422             
Investment in Wescan Goldfields Inc. (note 5) 1,277                 1,212                 
Property and equipment 854                    827                    

947,478$           946,886$           

Liabilities & Shareholders' Equity

Current liabilities:

Accounts payable and accrued liabilities 9,860$               14,777$             

Future income tax liability 217,123             216,803             

Shareholders equity:

Share capital (note 6) 705,715             692,985             
Contributed surplus (note 6) 31,521               39,466               
Deficit (16,741)              (17,145)              

720,495             715,306             
Contingencies (note 8)
Subsequent events (note 9) 947,478$           946,886$           

Consolidated Balance Sheets - Restated Note 2

Shore Gold Inc.
(A Development Stage Entity)



2006 2005
(in thousands) (in thousands)

Revenue

Interest and other income 2,120$                 283$                    

Expenses

Administration 679                      1,120                   
Consulting & professional fees 549                      438                      
Corporate development 168                      385                      
Amortization 65                        5                          

1,461                   1,948                   

Income (loss) before the undernoted items 659                      (1,665)                 

Income from Wescan Goldfields Inc. 65                        65                        

Net income (loss) before income taxes 724                      (1,600)                 

Income tax expense 320                      -                          

Net income (loss) 404                      (1,600)                 

Deficit, beginning of period (17,145)               (8,654)                 

Deficit, end of period (16,741)$             (10,254)$             

Net loss per share
Basic and diluted 0.00                     (0.02)                   

Weighted average number of shares outstanding (000's) 171,528 73,021

March 31,

Shore Gold Inc.
(A Development Stage Entity)

Consolidated Statements of Income and Deficit

      Three Months Ended



2006 2005
(in thousands) (in thousands)

Cash provided by (used in):
Operations:

Net income (loss) 404$                 (1,600)$             
Non cash items:

Amortization 65                     5                       
Share of income from Wescan Goldfields Inc. (65)                    (65)                    
Fair value of stock options expensed 90                     1,419                
Income tax expense 320                   -                        

Net change in non-cash operating working capital items:

Prepaids 286                   (85)                    
Payables and accrued liabilities 115                   1,162                

1,215                836                   

Investing:

Mineral properties (17,533)             (4,742)               
Property and Equipment (92)                    (13)                    

Net change in non-cash investing working capital items:

Receivables 2,590                126                   
Payables and accrued liabilities (5,032)               (1,635)               

(20,067)             (6,264)               

Financing:

Issue of common shares (net of issue costs) 4,695                120,080            

4,695                120,080            

Increase (decrease) in cash and cash equivalents (14,157)             114,652            
Cash and cash equivalents, beginning of year 261,677            28,684              

Cash and cash equivalents, end of year 247,520$          143,336$          

March 31,

Shore Gold Inc.
(A Development Stage Entity)

Consolidated Statements of Cash Flows

      Three Months Ended



 
SHORE GOLD INC. 
(A Development Stage Entity) 
 

otes to the Restated Consolidated Financial Statements (for the three-month period ended March 31, 2006) N
 
1. Nature of operations 
 

Shore Gold Inc. was incorporated under the Canada Business Corporations Act on April 29, 1985.  
Shore Gold Inc. and its subsidiaries (collectively, “Shore” or “the Company”) are engaged primarily in 
the exploration for and the development, mining and sale of precious metals and gems.  Substantially 
all of the Company’s efforts are devoted to the exploration and development of its mineral properties.  
The Company has not earned significant revenue and is therefore, considered to be in the development 
stage with respect to its current mineral property holdings.   

 
2. Restatement – Correction of fair value of merger with Kensington Resources Ltd. 
 

During the preparation of the Company’s interim financial statements for the third quarter of 2006, an 
error was identified in the original assessment regarding the accounting for the merger with 
Kensington Resources Ltd. (“Kensington”) as originally reported in the Company’s consolidated 
financial statements for the year ended December 31, 2005.  The original accounting treatment 
afforded the merger with Kensington valued the transaction using the average share price of the 
Company’s shares commencing two days prior to and ending two days subsequent to August 15, 2005, 
the date the merger was agreed to and announced between Shore and Kensington.  This average price 
was used to value the common shares, options and warrants issued by Shore, to the shareholders of 
Kensington, on October 28, 2005, the closing date of the transaction.   During the preparation of the 
2006 third quarter interim financial statements, the accounting treatment of this transaction was 
reassessed and it was concluded that the original treatment of accounting for the transaction was 
incorrect and, based on the definitions of a business by the Canadian Institute of Chartered 
Accountants, it was determined that Kensington did not constitute a business as it was a development 
stage entity.  As such, the merger between Shore and Kensington should have been treated as a 
purchase of an asset versus the purchase of a business.  The result of this reinterpretation was that the 
transaction should have been valued using the price of the Company’s shares on the closing date of 
$7.02 per share versus the $5.25 per share originally used.  This change results in a larger value being 
assigned to the Company’s mineral properties together with a larger future income tax liability and an 
increase in share capital to reflect the value of the shares, options and warrants issued as consideration 
for the merger with Kensington.  This restatement does not impact either the consolidated statement of 
loss and deficit or the consolidated statement of cash flows for the year ended December 31, 2005.  
The following is a summary of the effects of the aforementioned adjustments required to the December 
31, 2005 and March 31, 2006 consolidated balance sheets, respectively: 

 
Consolidated Balance Sheet for the Year Ended December 31, 2005 

 (in thousands) 
 As originally 

reported Adjustments 
 

As restated 
Assets: 
  Mineral Properties 

 
$ 507,288 

 
$ 170,134 

 
$ 677,422 

 
Liabilities: 
  Future Income tax liability 
 
Shareholders equity: 

       
 

$ 147,649 
 
 

 
 
$ 69,154 

 
 
$ 216,803 

  Share Capital $ 600,447 $ 92,538 $ 692,985 
  Contributed Surplus $ 31,024 $ 8,442 $ 39,466 

 
 
 
 

 



Consolidated Balance Sheet for the Period Ended March 31, 2006 
 (in thousands) 
 As originally 

reported Adjustments 
 

As restated 
Assets: 
  Mineral Properties 

 
$ 524,821 

 
$ 170,134 

 
$ 694,955 

 
Liabilities: 
  Future Income tax liability 
 
Shareholders equity: 

       
 

$ 147,969 
 
 

 
 
$ 69,154 

  
 
$ 217,123 

  Share Capital $ 610,846 $ 94,869 $ 705,715 
  Contributed Surplus $ 25,410 $ 6,111 $ 31,521 

 
3. General 
 

These restated unaudited consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles and follow the same accounting principles and 
methods of application as the most recent annual audited consolidated financial statements.  These 
consolidated financial statements should be read in conjunction with the Company’s restated annual 
audited consolidated financial statements filed on SEDAR.   

 
4. Mineral properties 
 

Mineral properties for the three-month period ended March 31, 2006 is made up of the following: 
      

 

Star Property 
Fort à la Corne 

Property 

Other           
Diamond 
Properties 

 
 

Total 
 (in thousands) 
Balance - December 31, 2005 (note 2)       $ 75,673     $ 601,646   $     103 $ 677,422 
   Expenditures during 2005     
      Acquisition & staking - - - - 
      Exploration:     
          Equipment 743 - - 743 
          Personnel 1,526 - - 1,526 
          Recording fees & permits  44 - - 44 
          Drilling/Pre feasibility 13,447 926 - 14,373 
          Sampling/assaying 607 - - 607 
          Field/project supplies 46 - - 46 
          Travel 191 3 - 194 
Balance - March 31, 2006 $ 92,277   $ 602,575   $    103   $694,955  

 
5. Investment in Wescan Goldfields Inc. 
 

The Company accounts for its 17.3% investment in Wescan Goldfields Inc. (“Wescan”) on an equity 
basis.  Wescan is publicly traded on the TSX Venture exchange.   

 
At March 31, 2006, Shore or its wholly owned subsidiaries held 8,474,086 (2005 – 8,470,105) shares 
of Wescan.  The market value of the Company’s equity interest in Wescan at March 31, 2006 is 
$6,500,000 (2005 - $4,200,000). 
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. Share capital 

 Authorized 
 

The authorized share capital of the Company consists of unlimited common shares. 
 
 
 

 



 
Issued and outstanding 

 Common 
Shares 

 
Warrants 

 
Amount 

 (in thousands) 
Balance - December 31, 2005 (note 2) 170,515 5,434 $  692,985 
  Warrants exercised (a) 400 (625) 2,519 
  Broker warrants exercised (b) 296 - 2,010 
  Options exercised (c) 1,410 - 8,201 
  Issue costs - - - 
Balance - March 31, 2006 (note 2) 172,621 4,809 $ 705,715 

 
a) Warrants 

 
As part of the merger between the Company and Kensington Resources Ltd. (“Kensington”) each 
outstanding warrant of Kensington became a warrant of the Company.   At October 28, 2005 there 
were 5,434,358 warrants of Kensington which entitled the holder to 0.64 shares of Shore for a total of 
3,477,989 shares of Shore being issued upon exercise.  During the quarter ended March 31, 2006, 
624,958 warrants were exercised that converted to 399,973 shares of Shore being issued.  A summary 
of outstanding warrants (in thousands) is as follows: 
 

  
Warrants 

Average 
Price Expiry Dates 

Balance - December 31, 2005 5,434 $2.43 March 24, 2006 
 to May 6, 2006 

Exercised (625) 1.89  
Balance - March 31, 2006 4,809 $2.50 May 6, 2006 

 
b) Broker warrants  

 
As part of the merger with Kensington, each outstanding broker warrant of Kensington became a 
broker warrant of the Company.   At October 28, 2005 there were 543,579 broker warrants and 
attached underlying warrants of 162,000 of Kensington which entitled the holder to 347,890 and 
103,680 shares of Shore being issued upon exercise, respectively.  During the quarter ended March 31, 
2006, 218,963 broker warrants and 76,800 underlying warrants were exercised.  A summary of the 
outstanding broker warrants (in thousands) is as follows: 
 

 Broker 
Warrants 

Average 
Price 

Underlying 
Warrants 

Average 
Price 

Balance - December 31, 2005 324 $3.28 104 $3.91 
Exercised (219) 3.28 (77) 3.91 
Balance - March 31, 2006 105 $3.28 27 $3.91 

 
Kensington broker warrants and underlying warrants expire May 6, 2006   

 
c) Share option plan 
 
The Company has established a share option plan whereby options may be granted to directors, 
officers, consultants and employees to purchase common shares of the Company. As at March 31, 
2006, the number of shares reserved under the plan is 13,193,920.  Options granted have an exercise 
price of not less than the closing price quoted on the Toronto Stock Exchange for the common shares 
of Shore on the trading day prior to the date on which the option is granted.  Options granted vest 
immediately and have varying expiration dates between 4 and 5 years from the date of the grant of the 
options. 

 
During the quarter ended March 31, 2006, the Company granted 20,000 (2005 – 880,000) options to 
officers, directors, consultants and employees at an average strike price of $7.90 (2005 - $3.14). The 
fair value of these options was determined using the Black-Scholes option-pricing model with the 

 



following assumptions: 5 year weighted average expected option life, no expected forfeiture rate, 
dividend yield of 0.0%, a volatility factor of 63.1% (2005 – 60.2%) and a risk free rate of 4.50% (2005 
– 4.25%).  The compensation cost recorded in respect of stock options issued for the quarter ended 
March 31, 2006 was $90,472 (2005 - $2,095,574).  Of this amount, $0 (2005 - $676,533) was 
capitalized as an addition to mineral properties and $90,472 (2005 - $1,419,041) was expensed with a 
corresponding increase of $90,472 (2005 - $2,095,574) to contributed surplus. 

 
For options outstanding at March 31, 2006, weighted average exercise prices are as follows: 

 
 Options Average Price 
Balance – December 31, 2005 7,901,440 $3.52 
Options granted   20,000 7.90 
Options exercised    (1,409,680) 1.77 
Balance – March 31, 2006 6,511,760 $3.91 

 
The options expire between the dates of June 2006 to January 2011. 
 
d) Contributed Surplus 

 
The fair-value of certain stock options, warrants and broker warrants have been valued using the 
Black-Scholes option-pricing model.  The fair-value on the grant of these securities is added to 
contributed surplus.  Upon exercise, the corresponding amount of contributed surplus related to the 
security is removed from contributed surplus and added to share capital.  A summary of the 
contributed surplus activity is as follows: 

 
Balance – December 31, 2005 (note 2)   $    39,466 
Fair value of options granted 90 
Less: contributed surplus related to options exercised (5,702)
Less: contributed surplus related to warrants exercised (1,341)
Less: contributed surplus related to broker warrants exercised (992)
Balance – March 31, 2006 (note 2) $  31,521 

 
7. elated party transactions  R

 
During the quarter ended March 31, 2006, management and consulting fees of $189,001 (2005 – 
$201,000) were paid to directors, officers and companies controlled by common directors; $44,400 
(2005 - $57,500) of these fees was capitalized as additions to mineral properties; $79,651 (2005 - 
$98,500) was included as administration expense and $64,950 (2005 - $45,000) was included as 
consulting and professional fees expense.  The fair-value of stock-based compensation related to 
directors and officers of the Company was $0 (2005 - $1,429,175). 
 
During the quarter, the Company charged $97,322 (2005 - $36,000) to Wescan Goldfields Inc. for rent 
of office space, administration services, and rental of equipment. 
 
Accounts receivable include $92,120 due from Wescan Goldfields Inc. (2005 - $0).   
 
The above transactions were in the normal course of operations and are measured at an amount agreed 
to by the related parties. The fair-value of stock-based compensation was determined using the Black-
Scholes model. 
 

8. Contingencies 
 

On February 6, 2006, De Beers Canada Inc. issued a statement of claim in the Court of Queen's Bench 
for Saskatchewan which named Shore, Kensington (which is a wholly-owned subsidiary of Shore), 
Cameco Corporation (“Cameco”) and UEM Inc. (“UEM”) as defendants.  The claim is for a 
declaration that the voting arrangement dated October 31, 2005 among Shore, Cameco and UEM is 
void and is seeking an injunction restraining Shore from interfering with the independent exercise of 
votes by Cameco or UEM under the operating agreement; restraining Cameco and UEM from 
accepting voting instructions from Shore and for damages against Shore for interference with 
economic relations and inducing breach of contract. 
 

 



 

A hearing held on March 16, 2006 and a favourable decision was released on March 30, 2006 
dismissing all claims made by De Beers, with costs to the defendants.  De Beers filed a notice of 
Appeal to the Court of Appeals in Saskatchewan on April 4, 2006 which is scheduled to be heard on 

ay 18, 2006. M
 
Management is of the opinion, after review with legal counsel, that the appeal is without merit and that 
the original opinion will be upheld.  Until a final decision is made, all legal fees associated with 
defending this claim have been expensed in these consolidated financial statements. 
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. Subsequent events 

a) Exercise of Warrants 
 
On March 31, 2006 there were a total of 4,809,401 warrants outstanding.  As at May 6, 2006, 
4,791,079 warrants had been exercised which entitled the holder to 0.64 shares of Shore, resulting in 
3,066,291 shares of the Company being issued for gross proceeds of $11,977,700. 
  
b) Exercise of Broker Warrants 
 
The outstanding broker warrants and underlying warrants were exercised subsequent to the quarter for 
gross proceeds of $452,978. 
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