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Letter to Shareholders

(All dollar amounts in Canadian dollars unless otherwise indicated)

I am pleased to be able to report on another hardwarking, eventful and successful quarter. The
very high level of activity continued at your Company’s New Afton copper-gold project, located
10 kilometres west of Kamloops, British Columbia, Canada. All of your management,
employees and directors are focused on the primary task of endeavouring to move this project
forward and creating shareholder value.

During the quarter we were pleased to be able to announce (September 16, 2005) that the
originally planned program of underground excavation had been completed ahead of schedule.
A total of 1912 metres {m) of advance was completed which included the main exploration
decline, and the cross-cuts, in addition to drill bays and sumps. At that time we were also able
to announce that the Company had made the decision to extend the main exploration decline at
least an additicnal 125m to the west in order to facilitate additional exploration diamond drilling.
In addition, the decision was made to advance the north cross-cut up to an additional 125m
further to the northeast in order to facilitate additional sampling of different styles of copper-gold
mineralization. This work was funded by the issuance of $3 million of Flow-Through common
shares in a non-brokered private placement, which closed subsequent to guarter end {on
October 5, 2005). As aresult, our current (November 3, 2005) cash position is in excess of $15
million, which is more than adequate to fully fund our anticipated plans throughout 20086,
including the feasibility study.

The main exploration decline provides the access required to complete systematic infill drilling
which is required to better define the grade and geometry of the mineralization and which will
also provide the information necessary to ultimately (upon completion of a feasibility study)
convert the resources to reserves. We continue to systematically release the results of this infill
program on a sectional basis. The most recently released resuits during the quarter (August 24,
2005) continued to indicate a good correlation with the resource mode! and on section 64E
copper-gold mineralization was intersected approximately 40m vertically below the bottom of the
resource model, indicating that the mineralization may remain open at depth. The program of
infill grilling is scheduled for completion by year-end 2005.

The cross~cut provides the access required to analyze potential mining methods and the
metallurgy. On August 4, 2005 the Company was pleased to be able 10 announce that the
cross-cut had intersected copper-gold mineralization approximately where indicated by the
resource model and that it was intersected on schedule. Subsequent to quarter end we were
able to report that underground sampling in the cross-cut intersected higher grade
mineralization than indicated by the resource model.

The information obtained from the underground work will be used as the basis for the technical
studies required tocomplete the feasibility study. This study will determine the potential, nature
and economic parameters for developing a new underground mine to extract this mineratization.




The short-listed engineering companies, who have expressed their interest in completing the
feasibility study, have received the final request for proposals, and the Company expects to
select the successful candidate by the end of November, 2005. It is anticipated that this study
could be completed during the second half of 2006. In addition, the initial, permitting process
has begun and is ongoing. o S C

We continue to be excited about the future prospects of New Gold Inc. and our New Afton
copper-gold project. While preliminary studies indicate the project is potentially economic at
conservative metal prices, we are nonetheless once again pleased to see the strength of the
metal prices throughout the quarter. .

In closing, | would again like to thank all our shareholders for their support and | look forward to
welcoming more new shareholders in the months ahead. | would alse like to, once again,
acknowledge the outstanding efforts of our growing group of New Gold Inc. employees who
have been, and continue to be, the driving force behind the good news which | am privileged to
report.

. ) y
Chris Bradbrook
President and CEQO

New Gold Inc.

November 3, 2005
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" MANAGEMENT’S DISCUSSION AND ANALYSIS -
OF FINANCIAL CONDITIPNS AND RESULTS OF OPERATIONS AT SEFTEMBER 30, 2005

PICTIN :

This Management Discussion and Analysis (“MD&A?)'is intended to supplement the Company's
consolidated financial statements and notes (“Statements’) thereto and compares the financial
results of the third quarter of 2005 with those of the comparative quarter in 2004. The reader is
encouraged to review the Staleients®in conjuriction with this dotument as well' as the
statements and MD&A as filed for the year énded December 31, 2004. This repcrt is dated
November 3, 2005 and the Company's public filings, including its most recent Annual
‘Information Form, can be reviewed via the' SEDAR webéite (www.sedar.com).

The Company prepares and files its financial statements and MD&A in Canadian (“CDN’)
dollars and in accordance with Canadian Generally Accepted Accounting Principles (“GAAP”). A
note to the financial statement reconciling the figures to United States Generally Accepted
Accounting Principles (“USGAAP”) is included in the annual audited Statements.

Effective June 1, 2005, the Company changed its name from DRC Resources Corporaticn to
New Gold Inc. and changed its stock symbol to NGD on both the TSX and AMEX exchanges.

BuSINESS OVERVIEW

Afton Copper-Gold Project

The Company continues to move the development of the Afton copper-gold project ("Project”)
beyond the February 2004 Advanced Scoping Study ("Scoping Study”) by continuing to
advance its underground development program which commenced in late 2004. During the third
quarter of 2005 the initially planned development and cross-cut decline was completed to a total
length of 1,919 metres. In addition, the Company achieved 8,508 metres of underground drilling
during the quarter and has now attained a total distance of 17,671 metres at the quarter end.
The drilling program has now been expanded in order to complete closer-spaced driling in
some areas, and is now forecast to be up to a total of 27,000 metres when complete. In order to
accelerate the drilling rate, the Company anticipates adding a third underground diamond drill in
the fourth quarter. In addition, the Company has decided to extend the main exploration decline
at least an additional 125m to the west in order to facilitate additional exploration diamond
drilling to test for extensions of the mineralization to the west and at depth. The decline is
expected to be completed in 2005 and the drilling will commence following completion of the in-
fill drilling program.

Cne drilling section was announced in the third quarter, in addition to the prior three released in
the second quarter, from the completed underground drilling program. The results are
confirmatory and the individual releases can be accessed through the SEDAR website.

The completion of this development program is an essential step towards advancing the Project
through to the completion of a feasibility study, planned to be tendered prior to the end of 2005
and completed in 2006, by providing underground working access to conduct in-fill drilling as
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well as confirmatory sampling of the resource by cross-cutting into the mineralized zone. The
underground definition diamond drilling is designed to provide improved knowledge of the
existing resource by increasing the 'drilling density and, in conjunction with the completion of a
feasibility study, will determine whether the resource can be upgraded to the reserve category.
A sampling program to be taken from the cross-cut into the mineral zone will be of assistance in
providing improved grade continuity data required for the mine design and metallurgmal
information for refinement of mill and process design.

During the third quarter of 2005, the Cempany cempieted the final payment under the two Afton
option agreements. by issuing 200,000 commion shares. The Company had prewously
completed the expenditure commltment As a result, the Company has a 100% interest in the
mineral claims covering the Company's current mineral resources at Afton. The Opticnor's, one
of whom is a Director and has a one-half interest in the agreement, maintain a 10% net profits
royalty which the Company holds an option to purchase for $2 miliion on or before December 1,
2010.

Afton and Ajax Exploration Properties

In addition, the Company commenced a surface exploration program during the second quarter
cf 2005 designed to look at the entjre Afton and Ajax property claims biock. The drilling program
is expected to re-commence in Delcomber 2005 combined with the flying of a new geophysical
airborne survey. The airborne survey will now be undenake'a in the fourth quarter of 2005 and
wilt include high .resolution "nagnetometer E.M. and radic metrics. The Ajax property is
connected via a,10km road to the Afton mineral claims. The Company interds to prioritize the
most prospective dnlhng targets as part of an expandeu regionai exploration program pIanned
for 2006.

SELECTED QUARTERLY |NFORMATION

The results of operations are summarized in the following tables wh:ch have been prepared in
accordance with Canadian GAAP: .

2005 o 2005 2004

3Cdn 3% Quarter 2™ Quarter 1% Quarter 4" Quarter
Income Statement.. , i ‘ ‘
(Loss) (490,854)  (803,078) (825,008)  (1,142,892)
Loss per share {0.04) (0.06) (0.06) (0.08)
Balance Sheat : R ’

Working Capital 13,099,254 17,784,732 20,566,933 24,166,554
Total Assets 34,185,290 34,986,982 3_1 839,796 31,795,645

Statement of Cash Flows
Payments for mineral claim o . , . .
interest and exploration costs (4,422,861) (4,252,989) - (3,080,817). (1,699,439)
Cash flow from (used for) -
financing activities (5,668) 2,967,941 (£,667) 169,323
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2004 ’ 2004 . 2003

$Can. . - .~ 3% Quarter 2™ Quarter- 1 Quarter 4" Quarter
Incom_evslga;_gement ‘. - )
Income/(Loss):. (146,626) (20,422) 62,395 (809,697)
Earnings/(Loss) per share (0.01) (0.01) 0.01 {0.09)
Balance Sheet L o
Working Capiléj o . " 128,185,696 - 25,346,309 129,290,016 24,675,849
Total Assets R ’ 30,729,760 29,456,408 29,313,654 28,470,396
Statement of Cash Flows
Payments for minera! claim : .

interest and exploration costs - ° (375,412) (234,459) (77,326). (762,705)
Cash flow from (used for)

financing activities 1,362,332) 155,735 915,500 22,521,250

Comparative periods ‘

During the third quarter of 2005, the Company invested approximately $4.4 million on its mineral
claims as compared to $0.4 millibn' in tHe comparative quarter in 2004 for an increase of $4.0
million. The' increase is-primarily the result ‘of-spending-$3.0 million on tunneling and decline
development and $0.7 million"on an in-fill drilling program -and related assaying costs. In the
comparative quatter, the ‘Company-had: finglized. the' selection' of the underground contractor
ptior to the ¢commencenient of the hrogram in the fourth quarter of 2004. The remainder of the
costs during the quarter relate to surface exploration and project overheads.

The same trend and explanations for the increase continued for the year-to-date results with the
Company investing $11.8 million in the. 2005 year to date period as compared to $0.7 million in
the comparauve penod in 2004
[ A L

The Company incurred a loss of $490 854 mllhon or $0 04 per share in the third quarter of 2005
versus a loss of $146,626 or $0.01 per share in the comparative quarter of 2004 or an increase
of $344,228. The increase in the loss is primarily attributed to an increase of $261,531 million in
wages and benefits costs, as compared to'$82,35¢ in:consulting fees, as resuit of an increase in
management personnel as “well as’ converting consultants to employees. In addition, the
enhanced marketing program of the Company conunued in the third quarter rgsulting in higher
travel and promohonal costs. :

Interest income was $108,282 mrllron in the current 2005 quarter which was comparable to the
quarter in 2004 at $94 883. . .

LIQuIDITY & CAPITAL RESOURCES

As at September 30, 2005, the Company had working capital of $13.1 -million: versts $20 €
million ‘as at December 31, 2004. Duririg the third°quarter of 2005 the Conipany commenced a
non-brakered private placement by issuing 350,000 flow-through common-shares at & price of
$7.00 per share for gross proceeds of $3 million which subsequently closed on October 6, 2005.
This financing followed a completed non-brokered private placement in the second quarter of
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400,000 flow-through common shares at a price of $7.50 per share for gross proceeds of $3
million. Proceeds from these private placements are planned to be used to expand and
accelerate the Company's exploration efforis at its Afton and Ajax Copper-Gold properues. The
praceeds from the financing partially offset the expendltures of $11.8 m|lhon incurred year-to-
date on the project development.

The Company’s current working capital level is sufficient to meet its presently planned funding
requirements fcr this stage of the Afton Project up‘ tﬁ and including the compietion of a feasibility
study in 2006. Additional rear-term financing may. bs-sought in the event the Company chooses
to significantly expand the current unserground devebpmen. and exploration program, if the
feasibility study tendering in the fourth quarter O{ 2005 identifies ‘a cost increase beyond that
initially budgeled or if the Company chooses to pre-fund the future-development of a new mine.
Future funding can be completed by |ssu1ng common shares or oy continuing the use of flow-
through financings for qualifying activities.

The Company will look at the availability of project debt fi fnancmg in parallel with the feasmmty
study and permitting during 2006.

Related Party Transactions

During the period ended September 30, 2005 the following related party transactions occurred:

Nine Months Ended

September September

30, 2005 30, 2004
For consulting, administration and exploration costs charged by a
Director of the Company. Effective January 1, 2005, these

services ceased to be provided by a ;elated party. $ - $ 114,750
For wages and consulting services charged by a related person

of a Director. $ 72,000 $ 54,600
For 100,000 shares issued in payment on Afton mineral claim

interest option agreement to a DirecFor of the Company $ 30,000 -
For geological consulting services on mineral properties
charged by an Officer of the Company. Effective January 1,

2005, these services ceased to be a related party. $ - $ 68,000

For secretarial and administrative services charged by a
Director of the Company. Effective January 1, 2005, these
services ceased to be a related party. $ - $ 53704
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20050uTLOOK . . B IR

The Company’s previously stated priorities remain the focus for the Company for the remainder
of 2005 and wifl continue into the first half of 2006. The Company will focus its main attention on
the advancement of the Afton Project through exploration to the.feasibility stage in 2006. The
Company is well funded to advance the.Project and will-also assess the potential of its-overall
land package through. a regiona! exploration. program .in- 2006, The.Company will continue to
review its financing requirements and consider, additional equity offérs, through-either equity
financings and or in a-combination with flow-through financing. Ir: addition, the Company will be
proceeding with its investigation into the permitting process which commenced in earnest in the
second quarter of 2005 and will continue on into 2006,

As at Novemnber 3, 2005, the Company's outstanding capital stood at:

Common shares 15,037,097
Common stock options 1,312,000
Compensation options 395,000
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Forward-Looxing Statement

Certain statements included herein, including those regarding production and costs and
other statements that express management's expectations or estimates of our future
performance, constitute "forward-looking statements” within the meaning of the United
States Private Securities Litigation Reform Act of 1995 and Canadian securitics
legislation. The words "belisve”, "expect”, "antivipate”, "contemplaie”, "target”, "plan”,
"intends", "continue", "budget”, "estimate”, ‘may”, "will", "schedule", and similar
~ expressions identify forward-looking statements. Forward-looking statements are

necessarily based upon a number of estimates and assumptions that, while considered
reasonable by management, are inherently subject to-significant business, economic
and competitive uncertainties "and contingencies. In particular, the Management's
Discussion and Analysis includes many such forward-locking statements and such
forward-looking statements involve known and unknown risks, uncertainties and other
factors that may cause the actual financial results, perforinancé or achievements of New
Gold to be materially different from it's estimated future results, performance or
achievemnents expressed or implied by those forward-looking statements and it's
forward-looking siatements are not guarantees of future performance.

The Company expressly disclaims any intention or obligation to update or revise any
forward-looking statements whether as a result of new information, events or otherwise.

US Investors Should Note

The U.S. Securities and Exchange Commission (*SEC”) permits mining companies, in
their filings with the SEC to disclose only those mineral deposits that a company can
economically and legally extract or produce. The Company may use certain terms in its
publications such as “resources” that are prescribed by Canadian regulatory policy and
guidelines but are not provided for in the SEC guidelines on publications and filings.
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Noncs OF No AUDITOR REVIEW OF |NTERIM F1NANCIAL STATEMENTS

Ll

Under Nanonal lnstrument 51- 102 F’art 4 subsectlon 4. 3(3)(a) |f an audltor has not performed
a review of the interim financial statements, they must be accompanied by a notice indicating
that the financial statements have not been revlewed by an auditor:

The manaqemer't of New Gold Inc -is retpon:nble for ‘the.« preparallon of the accompanying
unaudited interim financial statemems The unaudited interim financial statements have been
prepared - in -accordance with. accoummg principles generally accepted in Canada and are
considered by management. fo, present fairly the financial position, operating results and. cash
flows of the Company. .

The Company s independent auditor has not performed a review of these financial statements in
accordance with standards established-by the Canadian Institute of Chartered Accountants for a
review of interim financial statements by an entity's auditor. These unaudited financial
statements include all adjustments, consisting of normal and recurring items, that management
considers necessary for a falr presentation of the financial posmon results of operations and
cash flows. .

Chris Bradbrook : : L © . Paul Martin
President and Chisf Executwe Offcer o . L _ Chief Financial Officer and
Vice President, Finance

November 3, 2005
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INTERIM BALANCE SHEETS - oy
As at September 30, 2005 and December 31, 2004 :

(Unaudited and Canadian doflars)

(Note 13)
Sep 30, 2005 Dec 31, 2004
ASSETS
Current assets: TR A
Cash and cash equivalents S 14513155 -$ 25,029,585
Accrued interest receivable Son . 13,858 . oo 71,912
Amounts receivable 643,751 170,636
Prepaid expenses ~ 103,513 81,442
15,274,277 25,353,575
Mineral Progerties — Schedule (Note 2) v 18,391,292 5,933,932
Property and Equipment {(Note 3) 514,721 . 508,138
_ $ 34,180,290 $  31,795645
LIABILITIES
Current liabilities: ' P
Accounts payable and accrued liabilities * $ 2,152,352 § 1,164,350
Current partion of capital lease payable (Note 4) 22,671 22,671
’ ’ 2,175,023 1,187,021
Capital lease payable (Note 4) ; 13,225 30,228
Future income taxes (Note 5) 1,916,697 922,675
C 4,105,945 2,139,924

SHAREHOLDERS’ EQUITY

Share capital (Note 6) 34,973,210 33,008,361

Contributed surplus (Noie 9) . . . 1,440,805 © B68,1EC ¢
Deficit - (6,340,670} 4,220,220
390,073,345 29,655,727

$ 34,180,290 $ 31,795,645

‘Commitments and Contipgent Liabilities (Note 12)

APPROVED BY THE BOARD . T

Chris Bradbrook R. Gregory Laing
Director Director

See accompanying notes.
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INTERIM STATEMENTS OF L0SS AND DEFICIT
For the three and nine-month periods ended September 30, 2065 and September 30, 2004
(Unaudited and Canadian dollars)

o (Note 13) (Note 13)
R T ) Three Months Ended Nine Months Ended
Sep 30, 2005 Sep 30, 2004 Sep 30, 2005 Sep 30. 2004
Income:
Interest and other income $ 108,282 §$ 94883 $§ 386516 $ 414740
Gain on sale of marketable security - - - 8,290
Gain on sale of invesiment proper.y . - - 32,801
Foreign exchange gain (loss) {9,192) (9,358) - . (1,188) - 304
- S 99,090 85,525 385,330 456,135
Expenses::. ‘ T, « .
Amortization 25,951 19,286 69,943 28,524
Consulting and management fees 17,000 82,350 36,947 169,850
Insurance ' 27,756 {4,000) 117,754 12,000
Office:and miscellaneous 29,100 42,052 76,968 99,131
Professional fees 41477 13,545 63,051 75,537
Regulatory and filing fees 19,958 16,587 74,190 41,613
Rent 23,693 16,679 59,802 28,898
Stock-based compensatlon (Note 7(b)) - - 572,615 -
Telephone 4,666. ., 1,737 9, 983 . . 3,045
Transfer agent 1,448 . 1,381 10,683 7,695
Trave!, conferences-and promotion 128,930 - 36,381 354,632 76,439
Wages and benefits 261,531 - 1,131,340 -
: ot 581,510 226,428 2,577,928 543,843
vt .
Loss before income taxe,s (482,420) (140,903)  {2,192,578) (87,708)
Future income taxes (Note 5) (8,434) _(5,723) ... 72,738 {16,945)
Loss for the period (490,854) (146,626)  (2,119,840) (104,653)
YT E AT
Deficit, beginning of penod (5,849,816)  (2,929,312)  (4,220,830) . {2,971,285)

Deﬁcn‘ end of p_rlod $ (6,340,670) $ (3,075938) $ (6,340,670) $ (3,075,938)

Welghted average numbe of‘“shares

outstanding It Cp s 18,761,771 13,356,110
Loss per share I S
(Basic and diluted) $ {0.04) & (0.01) $ {0.15) % (0.01)

See accompanying notes.
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INTERIM STATEMENTS OF CASH FLows

For the three and nine-month periods ended September 30, 2005 and September 30, 2004 .

{Unaudited and Canadian doliars)

(Note 13) (Note 13)
Three Months Ended Nine Months Ended
Sep 30, 2005 Sep 30, 2004 Sep 3¢, 2008 Sen 30, 2004

Cash provided by (used for):

OPERATING ACTIVITIES
Loss for the period
ltems not involving cash:

" $°-(490,854) $  (146,626)

$ (2,119,840) §  (104,653)

Amortization ) ) 25,951 19,266 - 69,943 - 28,524
Stock-based cqmpensation ! - - 572,615
Gain on sale of marketable security - S - (8,290)
- Gain on sale of investment property - - - (32,801)
Future income taxes 8,434 5723 (72,738) .~ 16,945
(456,469) (121,617)  (1,550,020) ' (100,275)
Net change in non-cash working : i
capital items _(493,382) 11,272 {100,845) (185,182)
Cash usad for gperating activities __{860,451) (110,345)  (1,650,865)  (285457)
INVESTING ACTIVITIES
Proceeds on saie of marketable security - - - ' 9,790
Proceeds on sale of investment property - - - ’ 143,668
Payments for mineral properties o
exploration costs (4,422,861) (375,412)  {11,756,677} (687,197)
Acquisition of property and equipment (27,085) (25.916) (65,494) (197,531
Cash used for investing activities (4,449,947) (401,328)  (11,822,171) (731,270)
FINANCING ACTIVITIES ‘ o
Payments on capital !2ase (2.668) (5,668) (17,003) (9,437)
Cash proceeds frorn shares issued - 1,368,000 3,000,000 2,375,000
Share issue costs paid - - _{25,391) -
Cash provided by (used for)
financing activities {5,668) 1,362,232 2,956,606 2,365,563
{Decrease) Increase .in‘ cash and cash : 7
equivalents C (5,31¢,666) 850,659  (90,516,433) 1,348,836
Cash and cash e’quivaients; ’ :
beginning of nericd 18,628,221 25,235,338 25,029,588 24,737,161
Cach and cash equivaiants,
end of period $ 14,513,155 § 26,085,897 3 14,513,155 $ 26,085,997
Cash and cash equivalents comprises: C '
Cash . § 670,224 § 92,764
‘Term deposits and shori-tern discount notes 13,842,831 25,993,233
$ 14,513,155 $ 286,085,997

* Supplemental disclosure of non-cash financing and investing activities: refer to note 10.

See accompanying notes.
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INTERIM SCHEDULE OF MINERAL PROPERTIES
For the nine-month period ended September 30, 2005 and Year Ended December 31, ?.004

(Unaudited and Canadian dollars)

(Note 13)
Sep 30,2005 Dec 31, 2004

ACQUISITION COSTS: P
Kamloops Afton Claims $ 601,734 3 541,734

Kamioops Ajax-Python Claims 48,732, .. 48,732
Timmins, Ontario Claims 1 1
Balance, End of Perlod $ 650467 3. 590,467
PR Tl L - ERIPAN
DEFERRED EXPLORATlON COSTS . " (Note 13)
Afton  Ajax-Python o
Claims Claims _ Sep 30, 2005 " Dec 31, 2004
Balance, Beginning of Period $ 5118047 % 225418 $ 5343465 $ 2,956,829
Above-ground Exploration Costs,, ETAEY
Assays and testing 13,430 - 13,430 11,019
Drilling : 217,405, - 217,405 131,944
Engineering . - ’ - - 37,380
Geological consulting o 9,925 - 9,925 51,615
Miscellaneous 16,239 - 16,239 . 7,278
Staking and filing fees 442 240 682 - 4,781
Supplies and equipment 62,605 - . 62,605 3,829
Travel and accommodation 14,343 - . 14,343 10,529
Grant recoveries. + . AR et - ) - (40,311)
Wages and benefits . L 127,320 .- ... 127.320 9,348
R 461,709 240 461,949 227,412
Underground exploration costs
Assays and testing 198,434 - 198,434 1,049
Drilling S R 1,806,627 - 1,306,627 59,556
Engineering - e 28,286 - 28,286 184,494
Geological consumng L 228,167 - 228,167 233,552
Insurance 4,182 - 4,182 36,161
Miscellaneous - R 10,133 - 10,133 6,728
" Road construction and malmenance 35,411 - 35,411 221,240
Supplies and equipment rental 122,741 - 122,741 | 49636
- Travel and accommodation .07 -z 50;367 - - 50,367 . 24,990
Tunneling and decling costs 9,420,002 - 9,420,002 1,319,167
Utilities 103,575 - 103,575 . ... -
Wages and benefits - . 427,486 . - 427 4Q6 - 22,651
11, 935 411 - 11,935, 411 - 2,159,224
B i: Lt el Y AR B B S
Balance, End of Perlod 3 17 515 167 $ 225 658 $ 17 740 825 $ 5,343,465
D 5 o
Mmaral Propemes S $ 18 391 292 $ 5,833,232

See accompanying. notss. :
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INTERIM SCHEDULE OF MINERAL PROPERTIES
For the nine-month period ended September 30, 2005 and Year Ended Degember 31, 2004

(Unaudited and Canadian dollars)

1.

NOTES TO INTERIM FINANCIAL STATEMENTS

NATURE OF OPERATIONS

N

New Gold Inc., which changed its name from DRC Resources Corporation on June 1, 2005 (the
“Company”), is in the process of explormg and developing ‘several minerat-prospecis in British
Columbia, Canada. Its principal project, the Afton copper-gold project, which has previously been
subject to exploration 'and: an advanced “scoping i studys has not. -yet béen confirmed to have
economically viable copper/gold resérves. The: Coempany’s-intentiorr is 'to. commence a feasibility
study in 2005 to conﬁrm whether economical reserves exist.
NI

The underlying value of the Company’s mineral claims is dependent upon !he existence and
economic recovery of mineral reserves in the future, and the ability of the Company to raise jong-term
financing to compiete the development of the project. In addition, the investments may be subject to
changes in government r&latlons related to mining activities, economic instability and access rights
disruption.

The Company believes it has adequate. funds available to meet its carporate and. administrative
obligations plus its funding requirement'to complete the current underground exploratlon program and
a feasibility study for the Afton copper/gold project. Management will have to pursue additional
financing upon the completion of a positive feasibility to finance the projects construction. There can
be.ro assurance it will be able to raise sufficiant funds, if, as and when these funds are required.

These interim financial statements of the Company have been prepared in accordance with

accounting principles 'generally accepted in Canada and should be read in conjunction with the
Company’s audited annual ‘consolidated financial statements far the year ended 2004.

MINERAL PROPERTIES

a) Kamloops, B.C. Afton Mineral Property

Under the terms of two option agreements (“Option”) dated September 22, 1999 to acquire the
Afton Mineral Claims, the Company agreed to issue 2 million common shares and complete an
aggregaie work commitment totaling $6.5 mittion over nine years'to &arn the rights to the mineral
claims.- Under the terms of the Option agreement to acquire the mineral claims for the Afton
Minera} Claims, the optionors retained a 10% net proft royatty (see note 12(b))

The Company made the final comman share payment of 200,000 comman shares on August 22,
2005 and now.has completed its commitment under the Option agreement. The Company has a
100% interest in the mineral claims subjéct to the 10% royalty maintained by the optionors.

A director of thé Combany has a one-half interest in the Option ag_reemént as one of the optionars.
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(Unaudited and Canadian dollars) .

b) Kamloops, B.C.. ,;'tja;xr-P;fi'lén‘Min‘erel Proacerty LT
The Company owns a 100% interest in the Ajax - Python Claim Group, subject to a 2% net smelter
royalty. Claim work completed has extended the claims in good standing until September 26,
2011,

¢) . Timmins, Ontario, Mineral Property

The Company has a 100% interest in 11 mineral claims Ibcatsd in the Porcuping Mining Division
of Ontario. The minera! claims are in; geod standing uniii Scteber 14, 2008.

3. PROPERTY AND EQUIPMENT

Accumulated Net Book Value

. Cost Amortization Sep 30, 2005
Land $ 56,900 $ - $ 56,900
Building ) 104,700 9,161 95,539
Transportation vehicles " _‘ 130,071 . 51,930 78,141
Mining equipment ] . 1 219,231 . 32,255 186,976
Office and computer equipment 141,880 44,715 97,165
L $ 652,782 $ 138,061 § 514,721
. . (Note 13)
Accumulated ~ Net Book Value
Cost Amortization Dec 31, 2004
Land $ 56,800 $ -, 8 56,900
Building - 104,700 5,235 99 465
Transportation vehicles 130,071 ... 32420 97,651
Mining equipment 212,926 - 212,926
Office and computer equipment 77,741 36,545 41,196
: $ 582,338 % 74,200 $ © 508,138

4. CAPITAL LEASE PAYABLE .
Wine {Note 13)
Months Year
Ended Ended

Sep 30, 2005 Dec 31, 2004

GMAC, 0%, repayable in monthly instaliments of $1,889,
matures April 30, 2007 $ 35896 $ 52,899

Less: current portion due within one year (22,671) (22,671)
$ 13,225 $ 30,228
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5. FUTURE INCOME TAXES
During the current period, flow-through shares totalling $3,000,200 were issued, which funds are
required to be spent on certain Canadian exploration expenditures. During the period ended
September 30, 2005, $3,000,000 was spent on Canadian exploration expenditures. Because the
Company no longer has the ability to use the expendltures for tax purposes, the Company is required
- ta record a future tax iiabmty which. is equal to the rendinciation, times the corporation tax rate when
expenditures are renounced.
6. SHARE CAPITAL
Authorized:
40,000,000 common shares without par value
Issued and Outstanding: ’
Number of
Shares Amount
Balance, December 31, 2004 . - 13,941,766 $ 33,008,361
Issued for cash
Private placement, net of share issue costs (a) 400,000 . 2,793,809
Issued for finders' fee (a) ‘ 29,000 ' 179,800
Tax effect of flow-through shares ’ o - (1,068,760)
Issued for mineral claim interests (b) 200,000 60,000
Balance September 30, 2005 14 570,766 $ 34,973,210
a) On April 22, 2005, the Company completed a non-brokered pnvate placement by issuing 400,000
flow-through common shares at a price of $7.50 per share for gross proceeds of $3 million (net
proceeds $2,793,803). The Company issued 29,000 shares, at a market value of $6.20 per
share, as afinder's fee fdr placement of the shares.
b) The Company issued the final share commitment of 200,000 common shares at a deemed value
of $0.30 per share in accordance with the Afton mineral ciaim agreement.
7. STOCK OFTIONS = -~

a) On May 4, 2005, at the Company's Annual General Meeting, the disinterested shareholders
approved a change to the Company’s Stock Option Plan (“Plan”). The approved change
increased the number of options issuable from a fixed amount of 1,000,000 options to 10% of the
outstanding capital of the Company on a reloading basis. The reloading basis afiows the number
of options eligible to be issued to increase to the current 10% level of the then present
outstanding capital of the Company.' In addition, exercised options are also automatically
reloaded into the Plan. The Plan also requires disinterested shareholders to renew their approval
every subsequent third year.
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Options issued under the previous or new Plan have vesting provisions which are determined at
the discretion of the Board of Directors. Recent issuances have had vesling provisions from 4
months up to a period as long as 12 months.

* As at September 30, 2008, the stock’options held by directors, consultanis and employees are as

N foliows: :
‘ T : o o ’ Weighted  Welghted
‘ ’ N i : Average:  Average
Options - **  Exercise” :Remaining
Qutstanding Price Life (Years)
Balance, December 31, 2004 700,000 $4.90 43
Granted 562,000 $6.68 45
Terminated (15,000) $6.40 45
Balance, September 30, 2005 1,247,000 $5.68 42

The fair value of options granted valued during the period ended September 30, 2005 was
$572,615 (2004 - $nil) and has been estimated at the date of grant using a Biack-Scholes option
pricing model. The current period's valuation was calculated with the following assumptions:
weighted average risk free interest rate of 3.44% (2004 - nil%); volatility factor of the expected
market price of the Company's common stock of 43% (2004 - nil%); and a weighted average
expected life of the options of 2.5 years (2004 - nil). The resulting weighted average cost per
option granted was $2.54 (2004 - $nil). The estimated fair value of the options is expensed over
the vesting period.

The fair value compensation recorded for the period ended September 30, 2005 in respect of
awards granted in 2005 was $572,615 (2004 - $nil).

b) Compensation Options

As at September 30, 2005, the following compensation options were issued and outstanding:

. . . Weighted

: Number of Average

- : Compensaticn .Exercise

Explry Date Options Price
November 6, 2006 S 345,000 $7.50
October 13, 2006 s 50,608 4.60
395,000 $7.13

The exercise of the outstanding options in the loss calculation would be anti-dilutive.
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8. RELATED PARTY TRANSACTIONS ) T e

[T : - B - ~""Nine Months Ended
I ) : ' _Sep 30, 2005 Sep 30, 2004

a} For consulting, administration and exploration costs charged by a.
Director of the .Company. -Effective January 1, 2005, these o
services ceased to be provided by a related party, . PR 5’, e $ 75,000

b} For wages and consulting services charged by a reiated

person of a Director. 4 72,000 % 33,000

¢) For geological consulting services on. mlneral prope;‘tles
charged by an Officer of the Company. Effective January .
2005, these ser\nces ceased to be a related parly [ $ - $ 37,060

d} For 100, 000 shares issued in paymem pursuam to ‘he AftonA
mineral claim option agreement to'a Dnrector of the Ci mpany $ 30,000 $

e) For secretarial and admlnlstrat:ve serwces charged‘ by a
Director of the Company. Effecttve January 1, 2005 thesg
services ceased to be a related party $ - $ 35,973

EETREO

9. CONTRIBUTED SURPLUS

The following \able Adentxﬁes the changes in conmbu\ed surplus for the penod o
. ; S e

Stock-Based

s : R - Co persatlon
Balance, December 31, 2004 T R oo g - 868,190
Stock-based cdmipensation ¢ % T . e i Ui SR U7 52 65
Balance, September 30,2008 -7 Ui T g 4440 805

. C PN et T Lo
ro | : i

' ’ . R I i
10. SUPPLEMENTARY CASH FLGW INFORMATION

The Company conducted non-cash investing and financing'activities as follows:

Nine Months Ended
Sep 30, 2005 Sep 30, 2004

Investing Activitles R ]
Vehicle acquired via capital lease ’ $ . $ 68,013

Financing Activities
Value assigned to options granted 572,615 -
Shares issued for mineral properties 60,000 -
Shares issued for finders' fee 179,800
Finders' fee satisfied by issue of shares (179,800) -

$ 632,615 § 68,013
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11. FINANCIAL INSTRUMENTS B

The Company's financial instruments consist of cash, term deposits, corporate notes, amounts
receivable, accounts payable and accrued iiabilittes and capital lease payable. Unless otherwise
noted, itis management's opinion that the Company is not exposed to significant interest, currency, or
credit risks arising from these financial instruments. The fair values of cash, term deposits, corgorate
notes, amounts receivable and accounts payable approximate their camying values due to the
relatively short period to maturity of these instruments. .

12. COMMITMENTS AND CONTINGENT LIABILITIES

a)

b)

The Company awarded a contract totalling $10,811,066 for underground development work on
the "Afton" Minerai Property in October 2004 and to September 30, 2005 the Company has
incurred costs of $9,420,002 against this contract. The work is expected to be completed before
the end of the year 2005 and the contract services can be increased or decreased by up to 20%,
within specified time frames, at the Company’s eleciion.

Under the terms of the Option agreements to acquire the mineral claims for the Afton Mingral
Claims, the optionors retained a 10% net profit royaity which can be purchased on or before

) December 1, 2010 for $2,000,G90 in cash or shares of the Company.

.C)

The Company has entered into two service agreements ("Agreements”) dated April 23, 2003, and
subsequently amended on January 1, 2005, to provide employment for.the Chairman (formerly

. ..the President) and the Corporate Secretary (the “Parties”). The Agreements, amongst other

d)

things, provide for the terms and conditions for termination where no moral turpitude or
dishonesty has occurred cil the part of Paities as well as for retirement provisions shouid the
Parties decide to cease their involvement in the Company. Upon termination by the Company or
retirement by either of the Parties, the Company is obligated to pay a lump sum payment equal to
one month's base compensation (based on the prior year’s average monthly rate) for each year
of service. As at September 30, 2005 the liability under these amployment conditions amount to
$318,750 for the Chairman and $128,892 for the Corporate Secretary. These amounts have been
accrued and charged during the period to wages and benefits in the Statement of Loss.

The Company is oommméd to operating leases for office premise rentals in Vancouver and Toronto in
the aggregate of $125,507. The future minimum lease payments 2s at September 30, 2005 are as
follows: ’

2005 .8 10404
2008 42,131
N : 2007 45,118
2008 27,854

$ 125507 oo
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13. COMPARATIVE FIGURES

The amounts disclosed in these interim financial statements as at December 31, 2004 were subject to
an audit engagement. These interim financial statements include the accounts of the Company and
its U.S. wholly-owned subsidiary, Dynamic Resources Corporation, Inc. All significant inter-company
transactions and balances were eliminated on consolidation in 2004. Effective January 1, 2005, the
operations of the wholly-owned subsidiary were wound up.

14. SUBSEQUENT EVENT

October 6, 2005, the Company completed its previously announced non-brokered private placement.
As a result, the Company has issued 430,000 flow-through common shares at a price of $7.00 per
share for gross proceeds of $3.01 million. The Company issued 36,331 shares, at a market value of
$5.78 per share, as a finder’s fee for placement of the common shares.
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