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Shore Gold Inc. ("Shore" or the "Company") is a Canadian-based mineral exploration and development company 

with its head office in Saskatoon, Saskatchewan.  The Company’s mineral property portfolio currently comprises 

diamond target dispositions at various stages of exploration development.

Throughout 2003 and 2004, the Company advanced the Star Diamond Project bulk sample program. The projected 

25,000 tonnes have been brought to surface and the majority of the batch samples have been processed and results 

released to the public.  The final phase of this program (final diamond count and valuation) is expected to be avail-

able shortly after the 2004 fiscal year end.

The Company’s shares trade on the Toronto Stock Exchange under the trading symbol "SGF".

The Annual General Meeting of the shareholders of Shore will be held at the Sheraton Cavalier Hotel at the Top of 

the Inn on Tuesday, June 28, 2005 at 10:00 a.m. Shareholders are encouraged to attend.  Those unable to attend 

the meeting should complete the form of Proxy included with the Shareholder Information Circular and forward it to 

Valiant Trust Company no later than 24 hours before the meeting.

Introduction
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Through fiscal 2004, Shore Gold Inc. ("Shore" or the "Company") achieved a number of significant milestones that 
resulted in the completion of the much anticipated bulk sample program on the Star Kimberlite, as well as other 
accomplishments that have pushed your Company to the forefront of potential Canadian diamond producers of 
interest on the world stage.

During the year, your Company successfully completed the targeted extraction of 25,000 tonnes of kimberlite from 
the Star Kimberlite, which was processed through the on-site dense media separation ("DMS") plant. All the resulting 
diamond concentrates have been sent for final diamond picking. Results for the entire bulk sample are expected to 
be available in early 2005, at which time average diamond values will be determined. As part of the ongoing accel-
eration of this project, your Company’s management 
effected the acquisition of the remaining 50% interest in 
the onsite DMS plant, which will allow for ongoing pro-
cessing of kimberlite without additional capital outlays. 
Through its wholly owned subsidiary Shore Mining & 
Development Corp., Shore now holds a 100% interest in 
the DMS plant and, should opportunities present them-
selves, would be in a position to custom process third 
party kimberlite.

With the ever-increasing exposure and interest in your 
Company, Shore successfully marketed a number of equity 
financings during the year. These new equity issuances, 
together with warrant and option exercises, raised in 
excess of $44,000,000. Included in these new financings 
was a further investment by Magma Diamond Resources 
Ltd. ("Magma") to maintain their 9.4% interest in Shore. 
Magma is part of the Steinmetz Diamond Group, one of 
the world’s largest integrated diamond marketing and 
trading companies. With the completion of the bulk sam-
ple program and substantial cash reserves, the Company is in a position to further advance the Star Diamond Project. As 
such, further surface drilling commenced in the later part of the year and is expected to continue into 2005. In addition, 
a number of underground holes are being planned that will be accessed from the shaft originally developed for the bulk 
sample. Concurrent with these drilling activities, pre-feasibility work will be undertaken during 2005 to start consolidat-
ing the information gained thus far to determine the economics of the Star Kimberlite.

In an effort to maximize the potential of Shore’s existing gold properties, in May 2004, Shore rolled its gold properties 
into its wholly owned subsidiary Wescan Goldfields Inc. ("Wescan") and subsequently took Wescan public – listing it 
on the TSX - Venture Exchange under the trading symbol "WGF". Shore received shares of Wescan in exchange for 
its gold properties, a portion of which were distributed to Shore shareholders as a dividend-in-kind. Your Company 

has retained in excess of 8,000,000 of the Wescan shares received, which will 
permit Shore shareholders to continue to participate in the achieve-

ments of Wescan.   

Message to Shareholders
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Kenneth E. MacNeill
Chief Executive Officer 

As previously mentioned, your 
Company is gaining interna-
tional recognition relative 
to the Star Kimberlite. 
This led management to 
make application to the 
Toronto Stock Exchange 
(“TSX”) to have Shore’s 
shares listed on the TSX 
versus the TSX - Venture 
Exchange (“TSX-V”). 
It is the belief that trad-
ing on the TSX versus the 
TSX-V should benefit your 
Company through increased 
exposure to the investment com-
munity. The TSX granted listing 
approval and Shore’s shares commenced 
trading on November 26, 2004.

Although 2004 has been a year of significant accom-
plishments, much work remains to be done, includ-
ing the valuation of the diamonds recovered from the 
Star Kimberlite; additional surface and underground 
diamond drilling; pre-feasibility and feasibility studies. 
These activities will form the bulk of management’s 
focus during 2005.

I would be remiss not to mention the hard work and 
efforts of your Company’s employees and consultants, 
without whom much of 2004’s success would not have 
materialized. Of equal importance is our shareholder 
base. Your continuing support and faith have been 
greatly appreciated. I look forward to continuing to 
serve your Company during the 2005 fiscal year.

Message to Shareholders (continued)
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The Star Diamond project is located 60 kilometres east of Prince Albert, Saskatchewan, a major supply centre for 
Northern Saskatchewan.  A paved highway, gravel road grid system and extensive network of forestry roads provide 
excellent year round access.  Shore’s Star Kimberlite is situated in a burned portion of the Fort à la Corne forest, 2 
kilometres north of the Saskatchewan River.  The project area consists of 15 contiguous mineral dispositions totalling 
4,608 hectares and is 100% owned by Shore.

Diamonds are most commonly found in volcanic rocks called 
kimberlites and Saskatchewan hosts one of the most exten-
sive kimberlite fields in the world.  Over 70 kimberlites have 
been identified in Fort à la Corne and over 70 percent of 
these have been shown to contain diamonds.  The deposi-
tion and erosional history at Fort à la Corne is such that the 
crater portions of the volcanic eruptive events have been 
preserved and not scraped away by glaciation, as is the case 
with most kimberlites.  As a result, the crater portion of the 
Star Kimberlite has significant geographic extent and con-
tains a large volume of kimberlite.

After acquiring the claims in late 1995, Shore completed air-
borne and ground geophysical surveys.  In the fall of 1996, 
the first core holes were drilled in an anomaly now known 
as the Star Kimberlite. To date, a total of 36 core holes and one large diameter (24”) reverse circulation drill hole have 
been drilled into the Star Kimberlite. 

The ore value in a diamond mine is determined as a combination of carat values (US$/carat) and grade (carats/tonne).  
Interpretation of the drilling results confirmed to Shore management that the true value of the deposit could only be 
determined by obtaining a large parcel of at least 3,000 carats of diamonds.  A study of sampling methods quickly 
indicated that a large parcel of diamonds could be recovered most efficiently and cost effectively by way of an under-
ground bulk sample.

Shore’s 2004 Star Diamond Project underground bulk sampling program was 
designed to recover a parcel of at least 3,000 carats of diamonds from the Star 
Kimberlite to enable a valuation of a large parcel of diamonds that is representative 
of “run-of-mine” production.  The Star Kimberlite is accessed via a 4.5 metre diam-
eter, concrete-lined vertical shaft, which has been sunk through 107 metres of sedi-
mentary / glacial overburden and into the Star Kimberlite, to a depth of 250 metres 
below surface.  Shaft stations were established at 175 metres and 235 metres 
below surface, and an extensive network of lateral drifts was established on the 
235 metre level.  Over 25,000 tonnes of kimberlite was extracted in individual 
sample batches that generally ranged in size from 250 to 350 tonnes. 

Individual kimberlite batch samples were processed through Shore’s on-site dia-
mond processing plant, from which diamond concentrates were produced using 
a process that includes crushing, scrubbing, screening, dense media separation, 
x-ray sorting and grease table recovery methods.  The diamond concentrates 
recovered from the x-ray sorting and grease tabling were sent to SGS Lakefield 
Research Limited (“SGS Lakefield”) in Lakefield, Ontario for final diamond 
recovery.  All diamonds larger than 0.85 mm recovered by SGS Lakefield were 
individually weighed and described and the results reported to Shore at regu-
lar intervals. Diamond recoveries to date total 3,497 carats from 24,548 dry 
tonnes processed (February 2, 2005 news release). This processed kimberlite 
material includes some 8,000 tonnes from the vertical shaft, with the balance 
from the 175 metre shaft station and the multiple lateral drifts located on the 
235 metre level.

Star Diamond Project

Property Discussion
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On-site kimberlite processing has been completed and a total of over 26,000 dry tonnes of kimberlite has been pro-
cessed through the DMS plant and the concentrates shipped to SGS Lakefield in Ontario for final diamond recovery. 

The valuation of the 3,000 carat parcel is currently underway in Antwerp and the four independent groups of dia-
mond valuators examining the parcel will provide Shore with their diamond value estimates shortly after the valua-
tions are completed. Shore is committed to inform its shareholders of the average “run-of-mine” value for the bulk 
sample during the month of February. Shore geologists are currently preparing the details of a pre-feasibility study 
that will commence early in the spring of 2005. The pre-feasibility study will include ground geophysics followed by 
core and large diameter drilling, a desktop engineering study and the commencement of an environmental baseline 
study.  

At the request of Shore, Mineral Services Canada conducted an investigation on the geotherm relating to the Star 
Kimberlite.  The conclusion of this study showed that the pressure and temperature values calculated for the Star 
Kimberlite define a geothermal array that is equivalent to 36 mW/m2 surface heat flow. This indicates that the condi-
tions during kimberlite emplacement were very favourable for the preservation of diamonds.

In 2004, a 1,231 line kilometre GeoTEM survey (electromagnetics and magnetics) was conducted over Shore’s Fort à la 
Corne claim holdings.  The GeoTEM survey was flown by Fugro Airborne Surveys, with 300 metre spaced north-south 
lines and 2,000 metre spaced east-west tie lines.  The survey has indicated the presence of seven new geophysical tar-
gets on Shore’s claims, over and above the seven known kimberlites (including Star). One of the new targets has sig-
nificant size and the GeoTEM results suggest that a known kimberlite, near Star, is substantially larger than originally 
defined by the magnetic survey.

An underground drilling program will commence in 2005.  These holes will be positioned in varying angles to maxi-
mize the understanding of the geometry within the kimberlite and the kimberlite-sedimentary contact.  These holes 
will be primarily drilled for the purpose of identifying geological structures, however, where appropriate, 
samples may be taken from the core for caustic fusion, diamond recovery or whole 
rock geochemistry.
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A summary of results obtained from the bulk sampling program (as of February 2, 2005)

Kimberlite Type Dry Tonnes
Number of 
Diamonds Total Carats Grade (cpht)

Largest Stone 
(carats)

Late Joli Fou 
Kimberlite 4,554 2,111 194 4.27 5.76

Early Joli Fou 
Kimberlite 19,994 27,466 3,303 16.52 19.68

Total Kimberlite 24,548 29,577 3,497 14.25
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Background History

The Fort à la Corne kimberlite field is the largest cluster in the world. The first kimberlites were discovered in 1989 
from Federally produced aeromagnetic surveys, however, rumors of diamond discoveries in Saskatchewan date back 
to the 1940s. Since then, some 73 kimberlitic bodies have been drilled, distributed along at least three lineaments 
that trend northwest-southeast. The areas of the individual bodies range from 2.7 to over 200 hectares, and their 
estimated tonnages range from 0.03 to 1 billion tonnes. The major part of this region is also under investigation by a 
consortium of companies including De Beers, Kensington and Cameco, collectively termed the FALC JV. The FALC JV 
has reported diamonds of up to 10.23 carats, with individual stone values as high as US $450 per carat.

The Star is an enormous kimberlite with estimated tonnages, based on drilling and geophysics, of over 500 million 
tonnes. It covers an area of approximately 250 hectares. The Star is a multiphase eruptive body that is exceptionally 
complete in its preservation of sequential pyroclastic deposits and has not been eroded by glacial events. The majority 

of the kimberlite is composed of bedded olivine crystal tuffs, 
which may have been reworked in some areas. This large pack-
age of airfall kimberlite is rooted by a major feeder pipe, the 
first to be discovered in the Fort à la Corne kimberlite field, 
which has been drill tested to 627 metres below the surface.

Shore began exploration of the Fort à la Corne area in early 
1996 with a low altitude helicopter-borne magnetic survey fol-
lowed by drill testing of the main anomalies. From these geo-
physical data, one anomaly was located in the northeast of the 
survey area and another major complex zone in the northwest 
corner. The complex anomaly in the northwest has now been 
drill defined as the Star Kimberlite. To date, a total of 36 (PQ, 
NQ and BQ) core holes have been drilled into the Star. In addi-
tion, Shore drilled one large diameter (24 inch) reverse circula-
tion (RC) hole. This hole, Star 31RC, intersected 192.37 metres 
of kimberlite and was terminated in kimberlite at a depth of 
295.6 metres as a result of mechanical failure. With this drill 
data and the data from geophysics, the Star Kimberlite is mod-
eled at over 200 hectares in size, using a 30 metre cutoff.

Every hole drilled into the Star has intersected kimberlite and 
every hole has produced macro diamonds when analyzed. The 

Property Discussion (continued)
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two largest stones recovered (both of 
which are fragments) weighed 0.638 
and 0.402 carats.

Sampling indicates a grade for the Star 
deposit ranging from 0.2 to 0.3 carats 
per tonne over 500 million tonnes.

Based on these highly encouraging 
results, management made the deci-
sion to move forward with an aggres-
sive 25,000 tonne bulk sample. In 
December 2002, government approv-
als were received for the program, 
immediately initiating the preliminary 
phases of work for the program.

Property Discussion (continued)
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For the year ending December 31, 2004 
(as at February 28, 2005)

Management’s Discussion and Analysis

Overview
Shore Gold Inc. experienced its most active year in its rela-
tively short history, achieving a number of significant mile-
stones that have seen its share price move from $1.90 at 
January 1, 2004 to $3.45 at December 31, 2004.  This 
upward trend in share price is a continuation of what was 
experienced in 2003, when Shore commenced its bulk 
sample program on the Star Kimberlite. Shore’s shares 
opened that year at $0.81 and closed at $1.90.  This rep-
resents an increase of 82% in 2004 and a 135% increase 
in 2003.  Over the two years ending December 31, 2004, 
Shore’s share price has increased 326%.

By year-end, Shore had successfully extracted in excess 
of the targeted 25,000 tonnes from the Star Kimberlite 
bulk sample program.  Although diamond counts for 
all extracted tonnes were not available by year-end, 
22,500 tonnes of kimberlite had been processed on-site 
and concentrates sent for final diamond recovery.  As 
of December 31, 2004, diamond counts from a total of 19,738 tonnes of kimberlite were available, resulting in the 
recovery of 2,738 carats.  

Results achieved during 2004 from the Star Kimberlite allowed the Company to successfully market the two larg-
est equity financings in the Company’s history during the year (in terms of proceeds).  The first financing occurred 
in February, the second occurred in September 2004.  These two financings resulted in the issuance of an additional 
19,034,262 shares for gross proceeds of $38,640,082. Together with other warrant and option exercises during the 
year, they combined to add in excess of $44.2M to Shore’s available cash reserves.  Magma Diamond Resources Ltd. 
(“Magma”) also participated in the final financing in 2004 to maintain its 9.4% interest in Shore.  Magma is part of 
the Steinmetz Diamond Group, one of the world’s largest integrated diamond marketing and trading companies.

Shore used a portion of the proceeds raised during 2004 to acquire the remaining 50% interest in the dense media 
separation (“DMS”) plant situated on the Star 
Kimberlite property.  The Company now owns a 
100% interest in the DMS plant.  It is anticipated 
that the on-site DMS plant will see additional use as 
further exploration programs are undertaken beyond 
2004. As well, it will have the potential to be used for 
processing third party kimberlite should circumstances 
permit.

Another significant accomplishment during 2004 was 
the rollover of the Company’s gold property hold-
ings to Wescan Goldfields Inc. (“Wescan”) and the 
completion of the Initial Public Offering (“IPO”) for 
Wescan, culminating in the shares of Wescan being 
listed on the TSX – Venture Exchange in the last 
quarter of 2004 under the trading symbol “WGF”.  
Wescan’s IPO raised a total of $1,400,000 and is to be 
used for exploration on the gold properties as well as 
for general working capital purposes.  Shore received 
a total of 12,000,000 shares of Wescan in exchange 
for the gold properties it transferred to Wescan.  
Shore in turn distributed, by way of a dividend-in-
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kind, 3,529,995 shares of Wescan to Shore shareholders of record as of September 10, 2004.  Shore continues to 
hold the balance of the shares issued in exchange for the gold properties, and as such continues to hold 8,470,105 
Wescan common shares, which represents a 27.3% interest in Wescan.  A portion of these shares has been escrowed 
and is scheduled for release to the Company over three years.   

Finally, Shore obtained listing approval from the Toronto Stock Exchange and began trading on the TSX on November 
26, 2004, at which time its shares stopped trading on the TSX – Venture Exchange.  With the ever-widening share-
holder base of the Company, Shore’s management believed it incumbent upon the Company to provide a larger 
forum for that shareholder base to actively participate in market movements.  As such, the Company’s management 
commenced the process of a listing application earlier in 2004.

Highlights
Selected financial information of the Company for each of the last 3 fiscal years follows. Specifically:

2004 
($)

2003 
($)

2002 
($)

Revenues (1) 231,822 102,084 44,762

Net loss (2) 1,474,495 1,195,351 1,932,796

Net loss per share 0.03 0.03 0.07

Total assets (3) 63,466,590 20,479,064 10,392,926

Working capital (4) 27,648,510 3,628,684 5,554,177

(1) The Company’s revenues come exclusively from interest earned on cash balances.  The increase in revenue is related to new equity offerings 
during 2002, 2003 and 2004, the proceeds of which have been invested in short-term instruments intended to maximize return while being readily 
available for ongoing costs of operation.

(2) Increase in costs from 2003 to 2004 of approximately 23% resulted primarily from increased Corporate Development and Administration costs 
from increasing activity throughout the Company.  Similar increases occurred from 2002 to 2003, excluding a property write-off in 2002 that 
exceeded $1M. 

(3) Results primarily from additions to mineral properties of $18.4M during 2004 and $10.4M during 2003, as well as additions to cash reserves 
from financings exceeding $44.2M in 2004 and 9.6M in 2003.

(4) The significant increase in working capital from 2003 to 2004 is the result of successful private placement marketing efforts, that together with-
warrant and option exercises, raised in excess of $44.2M.

Management’s Discussion and Analysis (continued)
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Selected financial information of the Company for each of the last 8 fiscal quarters follows. Specifically:

2004 2003 

Qtr 1 
($)

Qtr 2
($)

Qtr 3
($)

Qtr 4
($)

Qtr 1
($)

Qtr 2
($)

Qtr 3
($)

Qtr 4
($)

Revenues (1) 36,877 44,268 29,257 121,420 32,834 30,449 21,768 17,033

Net loss (2) 459,972 567,480 201,463 245,580 270,130 196,563 274,931 453,727

Net loss/share 0.01 0.01 0.00 0.01 0.01 0.01 0.00 0.01

Capital expendi-
tures (3) 3,206,787 3,469,483 6,354,828 5,400,504 775,435 2,515,387 3,320,724 3,764,639

Shares 
outstanding (4) 50,279,543 50,523,436 67,282,021 68,539,386 34,553,506 35,857,104 39,354,062 43,138,060

(1) The increase in revenue in the 4th quarter of 2004 relates to additional interest revenue associated with the closing of an equity financing at the 
end of September that raised in excess of $27.6M.

(2) The 4th quarter of 2004 saw a marked increase in operating costs primarily associated with fees related to the Company listing on the Toronto 
Stock Exchange.  This increase was more than offset by a recorded gain from the dilution of Wescan Goldfields Inc. 

(3) Principally all capital expenditures over the last eight quarters pertain to exploration programs carried out on the Company’s Star Kimberlite 
property. 

(4) The Company marketed two large equity financings during the 1st and 3rd quarters of 2004, causing the increases in shares outstanding. Other 
changes in the number of shares outstanding are principally the result of warrant exercises.

Financial
The Company does not currently operate any producing properties and, as such, is dependent upon the issuance of 
new equity to finance its ongoing obligations and advance its exploration properties.  Fiscal 2004 has proven to be 
highly successful in this regard, allowing the Company to successfully finance its intended bulk sample program on 
the Star Kimberlite, as well as to provide sufficient cash reserves to continue with future stages of development.  A 
summary of the Company’s significant accounting policies may be viewed in the notes to the audited financial state-
ments for the years ended December 31, 2004 and 2003.  

Revenues
Through 2004, the Company invested excess cash reserves in short-term deposits to maximize return while ensuring 
funds would be available for significant cash outflow requirements associated with the Star Kimberlite property.  For 
the year ending December 31, 2004, the Company reported interest revenue of $231,822 as compared to $102,084 
for the year ending December 31, 2003.  The increase was the result of an equity financing that closed at the end of 
September 2004 and resulted in the Company receiving gross proceeds exceeding $27.6M.

Expenditures
Total operating costs for the year ending December 31, 
2004 totaled $2,005,383 compared to $1,277,946 for 
fiscal 2003.  This represents an increase of 727,437 or 
57%.  All areas of expenditures saw increases in 2004 
when compared to 2003, however, the principal increases 
occurred in administration and corporate development 
costs.  Administration for 2004 totaled $926,487 ver-
sus $469,449, representing an increase of $457,038 or 
97%.  This is, in large part, due to fees associated with the 
Company’s application for a listing on the Toronto Stock 
Exchange.  The other significant increases in administra-
tion are insurance premiums primarily resulting from rate 
increases combined with higher insurable values 

Management’s Discussion and Analysis (continued)
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(additional equipment purchases), increased lease costs resulting from a doubling of office space and an increase in 
the expense related to stock based compensation that is included in the 2004 expenditures but was charged to deficit 
prior to 2004.  The other area of expenditures to see a significant increase in 2004 was corporate development.  For 
2004, these costs totaled $464,161 compared to $220,641 for 2003.  The difference of $243,520 (or 110%) was the 
result of increased travel and promotional efforts related to investor relations activities preliminary to the marketing of 
two successful financings during the year.

Liquidity & Financial Resources
With the financing activities undertaken during 2004, the Company is well positioned to continue its efforts to exploit 
the Star Kimberlite property.  As at December 31, 2004, the Company has working capital of $27.6M as compared 
to $3.6M at December 31, 2003. In addition, as at December 31, 2004, the Company has in excess of 9M warrants 
outstanding that are “in the money” and should result in an additional $23.7M being added to cash reserves during 
the coming year.  This compares to a total of approximately 5M outstanding warrants at the end of 2003 that added 
approximately $7.0M to cash reserves during 2004.  As at February 28, 2005, the Company had a total of 72,232,050 
common shares issued and outstanding.  In addition, the Company had 6,054,586 warrants outstanding, 661,457 bro-
ker unit warrants outstanding, 397,729 broker warrants outstanding and 3,205,000 options outstanding.  In the event 
all warrants and options are exercised, the Company would be required to issue a further 10,318,772 common shares.  

Related Party Transactions
During 2004, the Company transferred its gold properties to its then wholly owned subsidiary Wescan Goldfields Inc. 
(“Wescan”), with a carrying value of $271,063 in exchange for 12,000,000 common shares of Wescan.  Through an 
Initial Public Offering, Wescan subsequently listed its common shares on the TSX – Venture Exchange on October 15, 
2004, at which time it ceased to be a wholly owned subsidiary of the Company. While a wholly owned subsidiary, the 
Company provided management services and use of office space to Wescan for no charge.

During the year, management and consulting fees of $668,020 (2003 - $1,188,797) were paid to directors, officers 
and companies controlled by common directors.

The above transactions were in the normal course of operations and are measured at the exchange amount, which is 
the amount of consideration established and agreed to by the related parties.

Outlook
The primary focus during 2004 continued to be the Star Kimberlite bulk sample program from which in excess of 
the proposed 25,000 tonnes of kimberlite had been extracted and processed by year end.  During the 1st quarter of 
2005, the Company released the long-awaited valuation results of its bulk sample program.  Based on the valuation 
results it is expected that the Company will commence a pre-feasibility study aimed at determining a mineral reserve 
for the Star Kimberlite. This study will include underground drilling preceding the extraction of a further 10,000 
tonnes of kimberlite, core and large diameter surface drilling, a desktop engineering study and commencement of an 
environmental baseline study.

Caution regarding Forward-looking Information
Some of the statements contained in this report are forward-looking statements, such as estimates that describe the 
Company’s future plans, objectives or goals. This includes words to the effect that the Company or management 
expects a stated condition or result to occur.  Since forward-looking statements address future events or conditions, 
by their very nature they involve inherent risks and uncertainties. Actual results in each case could differ materially 
from those currently anticipated in such statements.

Further information relating to the Company has been filed on SEDAR and may be viewed at www.sedar.com.

Management’s Discussion and Analysis (continued)
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Management’s Responsibility for Consolidated Financial Statements
The accompanying consolidated financial statements of Shore Gold Inc. are the responsibility of management and have been 
approved by the Board of Directors.

Management in conformity with Canadian generally accepted accounting principles has prepared the consolidated financial state-
ments.  The consolidated financial statements include some amounts that are based on best estimates and judgments.  Financial 
information used elsewhere in the annual report is consistent with that in the financial statements.

The management of the Company, in furtherance of the integrity and objectivity of data in the consolidated financial statements, 
has developed and maintains a system of internal accounting controls.  Management believes the internal accounting controls 
provide reasonable assurance that financial records are reliable and form a proper basis for preparation of consolidated financial 
statements and that assets are properly accounted for and safeguarded.  The internal accounting control process includes man-
agement’s communication to employees of policies that govern ethical business conduct.

The Board of Directors carries out its responsibility for the consolidated financial statements in this annual report principally 
through its audit committee, consisting entirely of outside directors.  The audit committee reviews the Company’s annual consoli-
dated financial statements and recommends their approval to the Board of Directors.  The shareholders’ auditors have full access 
to the audit committee, with and without management being present.

The shareholders’ auditors, KPMG LLP, Chartered Accountants, in accordance with Canadian generally accepted auditing stan-
dards, have examined these consolidated financial statements and their independent professional opinion on the fairness of the 
consolidated financial statements is attached.
        

Auditors’ Report
We have audited the consolidated balance sheets of Shore Gold Inc. as at December 31, 2004 and 2003 and the 
consolidated statements of loss and deficit and cash flows for the years then ended.  These financial statements are 
the responsibility of the Company’s management.  Our responsibility is to express an opinion on these financial state-
ments based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards.  Those standards require 
that we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of misstate-
ment.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial 
statements.  An audit also includes assessing the accounting principles used and significant estimates made by manage-
ment, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of 
the Company as at December 31, 2004 and 2003 and the results of its operations and its cash flows for the years 
then ended in accordance with Canadian generally accepted accounting principles.

Responsibility Reports

Chartered Accountants
Saskatoon, Canada
February 28, 2005

Harvey J. Bay, CMA
Chief Financial Officer
Saskatoon, Canada
February 28, 2005
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Consolidated Balance Sheets

Kenneth E. MacNeill 
Director 

Harvey J. Bay
Director

December 31

2004 2003 

Assets
Current assets:

   Cash $56,798  $314,060 

   Cash-in-trust  11,250  665,000 

   Short-term investments  28,615,534  3,432,394 

   Receivables  927,822  983,655 

   Prepaids  2,896  683 

 29,614,300  5,395,792 

Mineral properties (note 2)  33,422,322  15,001,349 

Investment in Wescan Goldfields Inc. (note 3)  337,416  - 

Equipment (note 4)  92,552  81,923 

 $63,466,590  $20,479,064 

Liabilities & Shareholders Equity 
Current liabilities:

   Payables and accrued liabilities $1,965,790  $1,767,108

Shareholders equity:

   Share capital (note 5) 69,346,978  24,805,582

   Contributed surplus (note 6) 808,125 46,169

   Deficit  (8,654,303)  (6,139,795)

 61,500,800 18,711,956

 $63,466,590 $20,479,064

On behalf of the Board:        
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Consolidated Statements of Loss and Deficit

Years Ended December 31

2004 2003 

Revenue
   Interest  $231,822 $102,084 

Expenses
   Administration $926,487 $469,449 

   Consulting & professional fees 594,604 564,856

   Corporate development 464,161 220,641

   Income taxes 20,131 23,000

2,005,383 1,277,946 

Loss before the undernoted items (1,773,561) (1,175,862)

   Gain on dilution of interest in Wescan Goldfields Inc. (note 3) 349,503 -

   Share of loss in Wescan Goldfields Inc. (note 3) (29,262) -

   Depreciation and amortization  (21,175) (19,489)

Net loss  (1,474,495)  (1,195,351)

Deficit, beginning of year

   As previously reported (6,139,795)  (4,944,444)

   Effect of change in accounting policy (note 6) (840,775) - 

As restated (6,980,570)  (4,944,444)

Dividends (199,238) -

Deficit, end of year $(8,654,303) $(6,139,795) 

Net loss per share

   Basic and diluted (0.03) (0.03)

   Pro-forma basic and diluted (note 6) (0.03) (0.05)

Weighted average number of shares outstanding 54,368,707 36,794,406
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Consolidated Statements of Cash Flows

Years Ended December 31

2004 2003 

Cash provided by (used in):

Operations
Net loss $(1,474,495) $(1,195,351)

Non cash items:

   Depreciation and amortization  21,175 19,489

   Gain on dilution of interest in Wescan Goldfields Inc. (note 3) (349,503) -

   Share of loss in Wescan Goldfields Inc. (note 3) 29,262 -

   Fair value of stock options granted 147,060 -

Net change in non-cash operating working capital items:

   Prepaids  (2,213) 11,454

   Payables and accrued liabilities (69,594)  (88,662)

 (1,698,308) (1,253,070)

Investing
   Additions to Mineral properties $(18,591,416) $(10,352,777)

   Recovery of investment in Wescan Goldfields Inc. 246,730 -

Net change in non-cash investing working capital items:

   Receivables 55,833 (925,665)

   Payables and accrued liabilities 268,276 1,724,108

   Purchase of equipment  (31,803) (42,897)

 (18,052,380)  $(9,597,231)

Financing
   Issue of common shares (net of issue costs) $44,214,896 $9,646,043

   Dividends (192,080) -

 44,022,816 9,646,043

Increase (decrease) in cash position 24,272,128  (1,204,258)

Cash position, beginning of year 4,411,454 5,615,712

Cash position, end of year $28,683,582 $4,411,454

Cash position consists of:

   Cash  $56,798 $314,060

   Cash-in-trust 11,250 665,000

   Short-term investments  28,615,534 3,432,394

 $28,683,582 $4,411,454
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Notes to Consolidated Financial Statements

The Operations of Shore Gold Inc. (“Shore” or the “Company”) consists of the following:

Shore Gold Inc.
The Company was incorporated under the Canada Business Corporations Act on April 29, 1985.  The Company 
is 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.

Shore Mining & Development Corp.
Shore Mining & Development Corp. (“SMDC”), a wholly owned subsidiary of Shore Gold Inc., was incorporated under 
the Alberta Business Corporations Act on January 17, 2003.  SMDC is engaged in the acquisition and leasing of mining 
equipment assets at commercial rates to mining companies but primarily to Shore.

1. Significant accounting policies:
These consolidated financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles.  Generally accepted accounting principles require that management make estimates and 
assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities 
at the date of the financial statements and the reported amount of revenues and expenses during the year.  Areas of 
significance requiring the use of management estimates relate to the determination of the recoverability of capitalized 
mineral exploration costs.  Actual recovered amounts could differ from those estimates.

A summary of significant accounting policies is as follows:

Consolidation principles
The consolidated financial statements include the accounts of the Company and its subsidiaries.  Interests in joint ven-
tures are accounted for by the proportionate consolidation method.

Cash
Cash includes cash, cash-in-trust and short-term investments that, on acquisition, have a term to maturity of three 
months or less.  Cash-in-trust includes amounts in trust with transfer agents or legal firms where there are no restric-
tions on its use.  Short-term investments consist of deposits in money market funds.  Cash position consists of cash 
and cash equivalents less bank indebtedness as it relates to an excess of outstanding cheques over cash on deposit.

Mineral properties
Subject to compliance with Provincial Mineral Regulations, the Company holds the right to explore for and develop 
mineral resources on various Crown property dispositions within the Province of Saskatchewan.  These rights are clas-
sified as mineral properties for financial statement purposes. 

All costs related to the acquisition, exploration and development of mineral properties are capitalized.  Upon com-
mencement of commercial production, the related accumulated costs are amortized against future income of the 
project using the unit of production method over estimated recoverable ore reserves.  Management periodically 
assesses carrying values of non-producing properties and if management determines that the carrying values cannot 
be recovered or the carrying values are related to properties that are allowed to lapse, the unrecoverable amounts are 
expensed.

The recoverability of the carried amounts of mineral properties is dependent on the existence of economically recover-
able ore reserves, the ability to obtain the necessary financing to complete the development of such ore reserves and 
the success of future operations.  The Company has not yet determined whether any of its mineral properties contains 
economically recoverable reserves.  Amounts capitalized as mineral properties represent costs incurred to date, less 
write-downs and recoveries, and do not necessarily reflect present or future values.

When options are granted on mineral properties or properties are sold, proceeds are credited to the cost of the prop-
erty.  If no future capital expenditure is required and proceeds exceed costs, the excess proceeds are reported as a 
gain.

(years ended December 31, 2004 and 2003)
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Investments
Investments in companies over which the Company has the ability to exercise significant influence are accounted for by the 
equity method. Under this method, the Company includes its proportionate equity interest of earnings (losses) of such com-
panies.

Equipment
Equipment purchases are recorded at cost and are amortized using the declining balance method except for leasehold 
improvements, which are amortized on a straight-line basis over a term equal to the remaining life of the current lease 
agreement plus one renewal term.  On acquisitions during the year, amortization is calculated at one-half the annual 
rate.  Annual amortization rates are as follows:

         Computer equipment  30%
         Furniture and equipment 20%
         Automotive equipment 30%
         Leasehold improvements 12.5% Straight-Line

Income taxes 
Future income tax assets and liabilities are recognized for the future tax consequences attributable to differences 
between the financial statement carrying value of existing assets and liabilities and their respective tax bases.  Future 
income tax assets and liabilities are measured using enacted or substantially enacted tax rates expected to apply to 
taxable income in the years in which those temporary differences are to be recovered or settled.

Per share amounts
Basic per share amounts are calculated using the weighted average number of shares outstanding during the period.  
Diluted per share amounts are calculated based on the treasury-stock method, which assumes that any proceeds 
received on exercise of options and warrants would be used to purchase common shares at the average market price 
during the period.  The weighted average number of shares outstanding is then adjusted by the net change. 

Stock-based compensation
The Company has a share option plan that is described in note 5 (o).  Effective January 1, 2004, the Company 
adopted revised CICA Handbook Section 3870, “Accounting for Stock-Based Compensation and Other Stock-Based 
Payments”.  The revision to Section 3870 requires that when stock options or other stock-based compensation 
awards (“Incentives”) are granted, a fair value be calculated and assigned to these Incentives and the calculated value 
be recognized in the financial statements in the period the Incentives vest with the recipient.  This revision effectively 
requires companies to expense the fair value of stock-based compensation as options are granted and vesting occurs.  
No subsequent recovery of these expensed amounts is recognized if previously expensed stock-based compensation 
Incentives expire unexercised.  Previously, no compensation expense was recognized when stock options were granted 
to employees, officers and directors (“Grantees”) and any consideration paid by Grantees upon exercise of these stock 
options was credited to share capital.

Effective with the adoption of CICA handbook Section 3870 on January 1, 2004, the fair value of stock-based 
Incentives are recorded as contributed surplus at the time the Incentive vests with the recipient. Consideration 
received on the exercise of stock options is recorded as share capital and the related contributed surplus is transferred 
to share capital.

Notes to Consolidated Financial Statements (continued)
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2. Mineral properties

Fort a la Corne
Other Diamond 

Properties Gold Properties Total

Balance, December 31, 2002 $4,300,026 $113,483 $235,063 $4,648,572

   Expenditures during 2003

     Acquisition & staking 30,040 (10,000) 36,000 56,040

     Exploration:

         Personnel 740,363 740,363

         Recording fees & permits 86,629 86,629

         Drilling 9,108,967 9,108,967

         Geophysical 9,540 9,540

         Sampling/assaying 55,032 55,032

         Field/project supplies 255,092 255,092

         Travel 41,114 41,114

Balance, December 31, 2003 14,626,803 103,483 271,063 15,001,349

   Expenditures during 2004

     Acquisition & staking 5,035 5,035

     Exploration:

        Personnel 1,527,569 1,527,569

        Recording fees & permits 77,868 77,868

        Drilling 15,871,110 15,871,110

        Geophysical 28,290 28,290

        Sampling/assaying 631,941 631,941

        Field/project supplies 383,650 383,650

        Travel 166,573 166,573

     Disposal of mineral properties (note 3) (271,063) (271,063)

Balance, December 31, 2004 $33,318,839 $103,483 $0 $33,422,322

a) Fort à la Corne
At December 31, 2004, the Company holds a 100% interest in the Fort à la Corne property, consisting of certain mineral 
dispositions located in the Fort à la Corne kimberlite field approximately 60 kilometers east of Prince Albert, Saskatchewan. 
The majority of expenditures incurred by the Company over the past two years has been on exploring this property where in 
excess of seventy-four kimberlite bodies have been identified and the economic evaluation of two diamond-bearing bodies 
is currently underway.

b) Other diamond properties
At December 31, 2004, the Company holds a 100% interest in two additional diamond properties located Northwest of the 
Fort à la Corne kimberlite field area known as the Foxford/Birchbark and Weirdale properties. During 2003, the Company 
received a cash payment as partial consideration for a quitclaim on the Foxford/Birchbark property associated to an agree-
ment with a third party whereby the third party was entitled to earn up to an undivided 70% interest in this property.

Notes to Consolidated Financial Statements (continued)
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Notes to Consolidated Financial Statements (continued)

3. Investment in Wescan Goldfields Inc.

During the year, the Company transferred its ownership interests in all its gold properties to its then wholly owned 
subsidiary Wescan Goldfields Inc. (“Wescan”) in exchange for 12,000,000 common shares of Wescan.  Subsequent to 
the acquisition of the gold properties, Wescan filed an Initial Public Offering (“IPO”).  The IPO also qualified for distri-
bution a dividend-in-kind of a portion of the Company’s common shares in Wescan to its shareholders of record as of 
September 10, 2004.  This resulted in the Company distributing 3,529,995 of its Wescan shares to its shareholders on 
the basis of one Wescan share for every ten Shore shares held as of September 10, 2004.  A number of Shore share-
holders either did not elect to receive or did not qualify under existing regulations to receive a dividend-in-kind and 
received a cash dividend instead.  This resulted in the Company issuing a cash dividend to those shareholders equal 
to $0.10 for every ten shares of Shore held for a total cash dividend of $192,080.  A portion of these shares has been 
escrowed and is scheduled for release to the Company over three years.  

The investment in Wescan Goldfields Inc. consists of the following:

Initial investment on transfer of gold properties $ 271,063

Share of losses to date of initial public offering (246,730)

Investment immediately prior to initial public offering  24,333

Dividend-in-kind to existing shareholders (7,158)

Gain on dilution of interest pursuant to initial public offering 349,503

Share of losses to December 31, 2004 (29,262)

Balance, end of year $337,416  

The Company accounts for its investment in Wescan on an equity basis.  Wescan Goldfields Inc. is publicly traded on the 
TSX Venture exchange.  The market value of the Company’s 27.3% equity interest in Wescan Goldfields Inc. at December 
31, 2004 is $2,371,629.

4. Equipment and leasehold improvements

Equipment is made up of the following:

Cost
Accumulated 
Amortization

2004
Net Book 

Value

2003
Net Book 

Value

Computer equipment $45,257 $26,127 $19,130 $25,851

Furniture & equipment 40,112 13,346 26,766 18,434

Automotive equipment 10,413

Leasehold improvements 58,151 11,495 46,656 27,225

$143,520 $50,968 $92,552 $81,923

5. Share capital

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

The common shares of the Company are entitled to dividends pro rated and when declared by the Board of Directors; to 
one vote per share at meetings of the shareholders of Shore Gold Inc. and, upon dissolution or any other distribution of 
assets, to receive pro rated such assets of the Company as are distributable to the holders of the common shares.
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Issued and outstanding

2004 2003 

Common 
Shares Warrants Amount

Common 
Shares Warrants Amount

Balance, beginning of year 43,138,060 5,174,645 $24,805,582 31,075,279 2,722,822 $13,330,708

   Common shares issued (a) 2,500,000 2,500,000 1,875,000

   Common shares issued (b) 526,310 263,155 400,000

   Common shares issued (c) 198,683 99,342 151,000

   Common shares issued (d) 264,915 132,457 219,880

   Common shares issued (e) 290,000 145,000 290,000

   Common shares issued (f) 1,904,000 952,000 1,999,200

   Common shares issued (g) 952,380 476,190 999,999

   Common shares issued (h) 36,000 36,000

   Common shares issued (i) 921,951 460,975 1,567,316

   Flow-through shares issued (j) 662,500 331,250 1,325,000

   Broker finance fee (f) 40,000 20,000 42,000

   Common shares issued (k) 6,470,589 3,235,295 11,000,001

   Common shares issued (l) 12,563,673 6,281,836 27,640,081

   Warrants exercised/expired (m) 5,258,484 (5,358,495) 6,999,869 1,940,222 (2,928,546) 2,027,661

   Broker warrants exercised (n) 774,580 1,184,766 283,320 235,484

   Options exercised (o) 334,000 355,880 1,542,500 840,900

   Issue costs (2,965,700) (534,566)

   Fair value of option exercises 326,499

Balance, end of year 68,539,386 9,333,281 $69,346,978 43,138,060 5,174,645 $24,805,582

a) Common shares 
During 2003 the Company issued 2,500,000 units for gross proceeds of $1,875,000.  Each unit consisted of one common 
share in the capital of the Company and one common share purchase warrant. Each common share purchase warrant enti-
tled the holder to acquire one common share at an exercise price of $1.10 for a period of 18 months from the closing date.

b) Common shares
During 2003 the Company issued 526,310 units for gross proceeds of $400,000.  Each unit consisted of one common share 
in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase warrant 
entitled the holder to acquire one common share at an exercise price of $1.00 for a period of 12 months from the closing 
date.

c) Common shares
During 2003 the Company issued 198,683 units for gross proceeds of $151,000.  Each unit consisted of one common share 
in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase warrant 
entitled the holder to acquire one common share at an exercise price of $1.00 for a period of 12 months from the closing 
date.

d) Common shares
During 2003, the Company issued 264,915 units for gross proceeds of $219,880.  Each unit consisted of one common 
share in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase 
warrant entitled the holder to acquire one common share at an exercise price of $1.15 for a period of 12 months from the 
closing date.

Notes to Consolidated Financial Statements (continued)
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Notes to Consolidated Financial Statements (continued)

e) Common shares 
During 2003, the Company issued 290,000 units for gross proceeds of $290,000.  Each unit consisted of one common 
share in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase 
warrant entitled the holder to acquire one common share at an exercise price of $1.25 for a period of 12 months from the 
closing date.

f) Common shares 
During 2003, the Company issued 1,904,000 units for gross proceeds of $1,999,200.  Each unit consisted of one common 
share in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase 
warrant entitles the holder to acquire one common share at an exercise price of $1.25 for a period of 12 months from the 
closing date.  As partial consideration for placing these units, the Company issued 40,000 units to an agent (Broker Finance 
Units).  Each Broker Finance unit consisted of one common share in the capital of the Company and one-half of one com-
mon share purchase warrant.  Each common share purchase warrant entitles the agent to acquire one common share at an 
exercise price of $1.25 for a period of 12 months from the closing date.

g) Common shares
During 2003, the Company issued 952,380 units for gross proceeds of $999,999.  Each unit consisted of one common 
share in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase 
warrant entitled the holder to acquire one common share at an exercise price of $1.25 for a period of 12 months from the 
closing date.

h) Common shares
During 2003, the Company issued 36,000 shares having a market value of $36,000 in exchange for a 34% interest in the 
Tamar gold property thereby increasing its ownership from a 66% to a 100% interest.

i) Common shares
During 2003, the Company issued 921,951 units for gross proceeds of $1,567,316.  Each unit consisted of one common 
share in the capital of the Company and one-half of one common share purchase warrant.  Each common share purchase 
warrant entitled the holder to acquire one common share at an exercise price of $2.10 for a period of 12 months from the 
closing date.

j) Flow-through shares 
During 2003, the Company issued 662,500 units for gross proceeds of $1,325,000.  Each unit consisted of one common 
share in the capital of the Company issued on a flow-through basis and one-half of one common share purchase warrant.  
The shares issued as part of the units requires that the Company make certain qualifying expenditures for tax purposes on 
or before December 31, 2004, the deduction of which flows through to the shareholder.  Each common share purchase 
warrant entitles the holder to acquire one common share at an exercise price of $2.25 for a period of 12 months from the 
closing date.

k) Common shares
During 2004, the Company issued 6,470,589 units for gross proceeds of $11,000,001.  Each unit consisted of one common 
share in the capital of the Company and one-half common share purchase warrant.  Each whole common share purchase 
warrant entitles the holder to acquire one common share at an exercise price of $2.10 for a period of 12 months from the 
closing date.

l) Common shares
During 2004, the Company issued 12,563,673 units for gross proceeds of $27,640,081.  Each unit consisted of one com-
mon share in the capital of the Company and one-half common share purchase warrant.  Each whole common share pur-
chase warrant entitles the holder to acquire one common share at an exercise price of $2.75 for a period of 12 months from 
the closing date.

m) Warrants
On certain issues of common shares, the Company has attached warrants to the common shares entitling the holder to 
acquire additional common shares of the Company.  Each whole warrant is exercisable into one common share for a period 
of from 12 to 18 months from the respective closing dates at various prices ranging from $1.00 to $2.75.  During 2004, 
a total of 5,258,484 warrants were exercised for gross proceeds $6,999,869.  The number of outstanding warrants at 
December 31, 2004 was 9,333,281 with expiry dates ranging from February 20, 2005 to September 28, 2005, 
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the exercise of which would result in the issuance of an additional 9,333,281 common shares.  During 2003, a total of 
1,940,222 warrants were exercised for gross proceeds of $2,027,661.  The number of outstanding warrants at December 
31, 2003 was 5,174,645, with expiry dates ranging from March 21, 2004 to December 31, 2004.  Of the warrants out-
standing at December 31, 2003, 5,165,643 were exercised and 9,002 expired unexercised.  

n) Broker warrants 
On certain issuances of common shares, the Company has granted either broker unit warrants or broker warrants as par-
tial consideration to the agent for services associated to such share issues.  Each broker unit warrant entitles the agent to 
acquire a unit in the capital of the Company for a period of 12 months from closing at various prices ranging from $1.70 to 
$2.20.  Each unit consists of one common share of the Company and one-half share purchase warrant.  Each whole share 
purchase warrant is exercisable into one common share for a period of 12 months from closing at various prices ranging 
from $2.10 to $2.75.  The number of outstanding broker unit warrants at December 31, 2004 is 795,457 (0 – 2003).

Each broker warrant entitles the agent to acquire one common share of the Company for a period of 12 months from clos-
ing from $0.90 to $2.00.  The number of outstanding broker warrants at December 31, 2004 is 0 (321,638 – 2003).  

o) Share option plan
The Company has established a share option plan whereby options may be granted to directors, officers and key employees 
to purchase up to 6,727,202 common shares of the Company.  Options granted have an exercise price of not less than the 
market price (on the date of grant) of the common shares on the stock exchange on which the shares are traded.  Options 
granted have varying expiration dates between 4 and 5 years from the date of the grant of the options.

Weighted average exercise prices for options outstanding at December 31, 2004 and 2003 is as follows:

2004 Options Average Price 2003 Options Average Price

Beginning of year 1,932,500 $0.84 1,550,000 $0.47

Options granted 800,000 1.96 1,925,000 0.90

Options exercised (334,000) 0.81 (1,542,500) 0.55

End of year 2,398,500 $1.22 1,932,500 $0.84

Weighted average exercise price and the weighted average remaining contractual life for options outstanding at December 
31, 2004 is as follows:

Option Price Per Share Number
Weighted Average 

Exercise Price
Weighted Average 

Remaining Life

$0.50 – 0.83 1,073,500 $0.73 2.45 years

$1.00 – 1.96 1,325,000 1.61 3.53 years

2,398,500 $1.22 3.05 years

p) Shareholder protection rights plan
The directors of the Company approved a shareholder protection rights plan (“Rights Plan”) on January 19, 2005.  In the 
event a bid to acquire control of the Company is made, the Rights Plan is designed to give the directors of the Company 
time to consider alternatives to allow shareholders to receive full and fair value for their shares.  In the event that a bid, 
other than a permitted bid, is made, shareholders become entitled to exercise rights to acquire common shares of the 
Company at 50 percent of market value.  This would significantly dilute the value of the bidder’s holdings.

Although the Rights Plan became effective on January 19, 2005, the Company intends to submit the Rights Plan to the 
shareholders of the Company for confirmation at the Company’s next annual general meeting of shareholders expected to 
be held in the first half of 2005.

Notes to Consolidated Financial Statements (continued)

21



Shore Gold Annual Report 2004

6. Stock-based compensation  
Effective January 1, 2002, the Company adopted the new CICA Handbook Section 3870, which requires that a fair value 
based method of accounting be applied to direct awards of stock.  Under this standard, the Company was allowed to con-
tinue its existing policy of recording no compensation cost on the grant of options to employees, however pro forma infor-
mation was required that reflected the difference between compensation cost recorded under the intrinsic based method 
and costs that would have been recorded under the fair value based method on awards granted on or after January 1, 
2002.

Effective January 1, 2004, CICA Handbook Section 3870 was revised, requiring that a fair value based method of account-
ing be applied to direct awards of stock. The revision permitted a company to early adopt this standard requiring that a fair 
value based method of accounting be applied to direct awards issued since January 1, 2003.  Companies who elected not 
to early adopt this standard are required to use the fair value method of accounting for direct awards of stock issued after 
January 1, 2002.  The Company elected to  retroactively adopt this standard effective January 1, 2004 without restatement 
of prior periods.

The fair value of the stock options issued in the year was determined using the Black-Scholes option-pricing model with 
the following assumptions:  risk-free rate ranging from 3.81% to 4.28%; dividend yield of 0.0%; a volatility factor of the 
expected market price of the Company’s shares of 56.3% and a weighted-average expected option life of 3.38 years.  
During 2003, the Company granted 1,800,000 options at strike prices ranging from $0.68 to $1.35 per share.  The fair 
value of these options was determined to be between $0.34 and $0.62 per share.  During 2002, the Company granted 
250,000 options at a strike price of $0.78.  The fair value of these options was determined to be $0.41 per share. As the 
Company did not restate the prior years’ figures, pro forma disclosure of the related expense, loss and per share amounts 
must be made.   

For the year ended December 31, 2003, the Company pro forma expense attributable to stock options was $738,075, pro 
forma net loss for the year was $1,933,426 and basic and diluted loss per share was $0.05.  For the year ended December 
31, 2002, the Company’s pro forma expense attributable to stock options was $102,700, pro forma net loss for the year 
ended December 31, 2002 was $2,035,496 and basic and diluted loss per share was $0.08.

During 2004, the Company granted 800,000 options to officers, directors and consultants at a strike price of $1.96.  The 
fair value of these options, using the Black-Scholes option-pricing model, was $247,680.  Of this amount, $100,620 was 
capitalized as an addition to mineral properties and $147,060 was expensed with a corresponding increase of $247,680 
to contributed surplus.  During 2003, the Company granted 125,000 options to consultants at strike prices ranging from 
$0.83 to $1.00 per share.  The fair value of these options, using the Black-Scholes option-pricing model, was $46,169.  This 
amount has been capitalized as an addition to mineral properties with a corresponding increase to contributed surplus.

The cumulative effect of the change in accounting policy adopted January 1, 2004 with respect to accounting for stock-
based compensation was as follows:

2002 $102,700

2003 738,075

Amount charged to opening deficit $840,775

Contributed surplus resulting from the change in accounting policy adopted January 1, 2004 with respect to accounting for 
stock-based compensation was as follows: 

Balance, January 1, 2004  $ 46,169

Fair value of options granted to officers, directors and consultants in 2002 and 2003 pur-
suant to stock option program

840,775

Fair value of options granted to officers, directors and consultants in 2004 pursuant to 
stock option program

247,680

Fair value of stock options allocated to share capital on exercise (326,499)

Balance, December 31, 2004 $808,125

Notes to Consolidated Financial Statements (continued)
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Notes to Consolidated Financial Statements (continued)

7. Per share amounts 
Basic loss per common share is computed by dividing net loss applicable to common shares by the weighted average number of 
common shares issued and outstanding for the relevant period.  Diluted loss per common share is computed by dividing net loss 
applicable to common shares by the sum of the weighted average number of common shares issued and outstanding and all addi-
tional common shares that would have been outstanding if potentially dilutive common shares had been issued.  The calculation of 
loss per share amounts is as follows:

2004 2003

Numerator:
Loss applicable to common shares $1,370,783 $1,195,351

Denominator:
Weighted average common shares outstanding 54,368,707 36,794,406

Basic and diluted loss per common share $0.03 $0.03

Excluded from the calculation of diluted loss per common share were the effects of outstanding options and warrants as the effect 
on basic loss per share would be anti-dilutive.

8. Related party transactions 
As disclosed in note 3, during 2004, the Company transferred its gold properties to its then wholly owned subsidiary 
Wescan Goldfields Inc., with a carrying value of $271,063 in exchange for 12,000,000 common shares of Wescan.  During 2004 
and 2003, the Company provided management services and use of office space to Wescan Goldfields Inc. for no charge.

During the year, management and consulting fees of $668,020 (2003 – $1,188,797) were paid to directors, officers and compa-
nies controlled by common directors.  $239,660 (2003 - $141,917) of these fees was capitalized as additions to mineral properties; 
$215,480 (2003 - $120,000) was included as administration expense and $212,880 (2003 - $188,805) was included as consulting 
and professional fees expense.  The balance of the 2003 expense of $738,075 related to the fair value of stock options granted dur-
ing the year and was charged to the 2004 opening deficit balance. 

The above transactions were in the normal course of operations and are measured at the exchange amount, which is the amount 
of consideration established and agreed to by the related parties.

9. Income taxes
The significant components of future income tax assets and liabilities at December 31, 2003 and 2002 are as follows:

2004 2003

Future income tax assets

   Non-capital loss carry forwards $2,492,000 $1,718,000

   Share issue costs 1,112,000 302,000

Future income tax assets before valuation allowance 3,604,000 2,020,000

Investments (26,000)

Valuation allowance (1,136,000) (194,000)

Mineral properties (2,442,000) (1,826,000)

Future income tax liabilities $              0 $              0

The provision for income taxes of $20,131 (2003 – $23,000) consists of large corporations tax.

At December 31, 2004, the Company had operating losses for income tax purposes approximating $6,370,000 that are available to 
reduce taxes in future years and expire over the period to the year 2012.

10. Financial instruments
Financial instruments are initially recorded at cost.  The fair values of cash, cash-in-trust, short-term investment, receivables and pay-
ables and accrued liabilities approximate their recorded amounts due to their short-term nature.
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