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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

Certain of the statements made and information contained in this Annual Report on Form 40-F of New Gold Inc. (the “Company”) may
contain “forward-looking statements” within the meaning of Section 21E of the U.S. Securities Exchange Act of 1934, including statements
concerning the Company’s plans at its Afton Project and other mineral properties, which involve known and unknown risks, uncertainties and
other factors which may cause the actual results, performance or achievements of the Company, or industry results, to be materially different
from any future results, performance or achievements expressed or implied by such forward-looking statements. Forward-looking statements are
subject to a variety of risks and uncertainties which could cause actual events or results to differ from those reflected in the forward-looking
statements, including, without limitation, risks and uncertainties relating to the interpretation of drill results and the estimation of mineral resources
and reserves, the geology, grade and continuity of mineral deposits, the possibility that future exploration, development or mining results will not
be consistent with the Company’s expectations, metal recoveries, accidents, equipment breakdowns, title matters, labor disputes or other
unanticipated difficulties with or interruptions in production, the potential for delays in exploration or development activities or the completion of
feasibility studies, the inherent uncertainty of production and cost estimates and the potential for unexpected costs and expenses, commodity
price fluctuations, currency fluctuations, failure to obtain adequate financing on a timely basis and other risks and uncertainties, including those
described under “Item 4. Narrative Description of the Company’s Business — Risk Factors” in the Annual Information Form and in the
Management’s Discussion and Analysis, included herewith as Exhibits 1 and 3, respectively. Should one or more of these risks and uncertainties
materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those described in forward-looking
statements. Accordingly, readers are advised not to place undue reliance on forward-looking statements. Forward-looking statements include
statements regarding the expectations and beliefs of management, the assumed long-term price of gold and exchange rates, the estimation of
mineral reserves and resources, the realization of mineral reserve estimates in future expected production, anticipated future capital and
operating costs, and the potential of the Company’s properties and expectations of growth. Except as required under applicable securities
legislation, the Company undertakes no obligation to publicly update or revise forward-looking statements, whether as a result of new information,
future events or otherwise.

RESERVE AND RESOURCE ESTIMATES

All estimates of mineral reserves and resources incorporated by reference in this Annual Report have been prepared in accordance with
Canadian National Instrument 43-101 (“NI 43-101”) and the Canadian Institute of Mining and Metallurgy Classification System. These standards
differ significantly from the requirements of the United States Securities and Exchange Commission (“SEC”). Accordingly, information concerning
descriptions of mineralization, reserves and resources contained in this Annual Report may not be comparable to information from U.S.
companies subject to the SEC’s reporting and disclosure requirements. In particular,
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the term “resource” does not equate to the term “reserves”. The definitions of “proven” and “probable” reserves used in NI 43-101 differ from the
definitions in SEC Industry Guide 7. Under U.S. standards, mineralization may not be classified as a “reserve” unless the determination has been
made that the mineralization could be economically and legally produced or extracted at the time the reserve determination is made. The SEC’s
disclosure standards normally do not permit the inclusion of information concerning “measured”, “indicated”, or “inferred” mineral resources in
documents filed with the SEC, unless such information is required to be disclosed by the laws of the Company’s principal jurisdiction or of a
jurisdiction in which its securities are traded. U.S. investors should also understand that “inferred mineral resources” have a great amount of
uncertainty as to their existence and great uncertainty as to their economic and legal feasibility. It cannot be assumed that all or any part of an
“inferred mineral resource” will ever be upgraded to a higher category. Under Canadian rules, estimated “inferred mineral resources” may not
form the basis of feasibility or pre-feasibility studies except in rare cases. Readers are cautioned not to assume that all or any part of an “inferred
mineral resource” exists or is economically or legally mineable. Disclosure of “contained ounces” is permitted disclosure under Canadian
regulations; however, the SEC normally only permits issuers to report “resources” as in-place tonnage and grade.

CURRENCY

Unless otherwise indicated, all dollar amounts in the Annual Report on Form 40-F are Canadian dollars. On December 30, 2005, the noon
buying rate in the City of New York for cable transfers in Canadian dollars as certified for customs purposes by the Federal Reserve Bank of
New York was Canadian $1.00 = U.S. $0.8579, and on December 31, 2004, the rate was Canadian $1.00 = U.S. $0.8310.

ANNUAL INFORMATION FORM

The Annual Information Form of the Company for the year ended December 31, 2005 is included herein as Exhibit 1.

AUDITED ANNUAL FINANCIAL STATEMENTS AND
MANAGEMENT DISCUSSION AND ANALYSIS

Audited Annual Financial Statements
The Company’s consolidated audited financial statements for the years ended December 31, 2005 and 2004, including the auditors’ report

thereon dated March 15, 2006, are included herein as Exhibit 2. Please refer to Note 17 to the audited consolidated financial statements for a
reconciliation of the differences between Canadian and United States Generally Accepted Accounting Principles.
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Management’s Discussion and Analysis
The Company’s Management’s Discussion and Analysis for the year ended December 31, 2005 is included herein as Exhibit 3.

CONTROLS AND PROCEDURES
 
A. Disclosure Controls and Procedures

As of December 31, 2005, an evaluation was carried out by the Company’s Chief Executive Officer and Chief Financial Officer, of the
effectiveness of the Company’s disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e)) under the Securities
Exchange Act of 1934, as amended). Based on that evaluation, the Company’s Chief Executive Officer and Chief Financial Officer concluded
that the disclosure controls and procedures were effective to ensure that information required to be disclosed by the Company in reports that it
files or submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in Securities and
Exchange Commission rules and forms.
 
B. Internal Control over Financial Reporting

During the fiscal year ended December 31, 2005, there were no changes in the Company’s internal control over financial reporting that
have materially affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting.

NOTICES PURSUANT TO REGULATION BTR

None.

AUDIT COMMITTEE

Identification of Audit Committee; Independence
The Company has an Audit Committee established by the Board of Directors for the purpose of overseeing the accounting and financial

reporting processes of the Company and audits of the financial statements of the Company, in accordance with Section 3(a)(58)(A) of the
Exchange Act. The members of the Audit Committee are R. Gregory Laing, Michael Muzylowski and Paul Sweeney. Each of Mr. Sweeney,
Mr. Laing and Mr. Muzylowski is “independent” as that term is defined under the rules of the American Stock Exchange.
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Audit Committee Financial Expert
The Board has designated Paul Sweeney as the “Audit Committee Financial Expert” as that term is defined under Section 407 of the

Sarbanes-Oxley Act of 2002.

CODE OF ETHICS

The Company has adopted a Code of Business Conduct and Ethics that applies to all directors, officers and employees, including its Chief
Executive Officer, Chief Financial Officer and principal accounting officer. The Company’s Code of Business Conduct and Ethics is posted on its
website, at www.newgoldinc.com.

PRINCIPAL ACCOUNTANT FEES AND SERVICES

The aggregate amounts billed by DeVisser Gray, Chartered Accountants, to the Company for each of the fiscal years ended December 31,
2005 and 2004 for audit fees, audit-related fees, tax fees and all other fees are set forth below:
 

   
Year Ended

December 31, 2005  
Year Ended

December 31, 2004
Audit Fees (1)   $ 21,000  $ 32,900
Audit-Related Fees (2)    6,000   0
Tax Fees, Other Fees (3)    0   0

Totals   $ 27,000  $ 32,900
    

 

(1) “Audit Fees” represent fees for the audit of the Company’s annual financial statements, review of the Company’s interim financial
statements and review in connection with the Company’s statutory and regulatory filings.

 

(2) “Audit-Related Fees” represent fees for assurance and related services that are reasonably related to the performance of the audit, or
review of the Company’s financial statements which are not included under the heading “Audit Fees”.

 

(3) “Tax Fees” represent fees for tax compliance, tax advice and tax planning. There were no amounts billed to the Company for tax fees, or
fees other than as set forth above, during the fiscal years ended December 31, 2005 and 2004.

For information regarding the Audit Committee’s pre-approval procedures and policies, see “Item 9 — Audit Committee — Pre-Approval
Policies and Procedures” in the Registrant’s Annual Information Form filed as Exhibit 1 to this Annual Report on Form 40-F.
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OFF-BALANCE SHEET ARRANGEMENTS

The Company has no off-balance sheet arrangements required to be disclosed in this Annual Report on Form 40-F.

TABULAR DISCLOSURE OF CONTRACTUAL OBLIGATIONS

The required disclosure is included in Note 17 to the Company’s consolidated audited financial statements for the years ended
December 31, 2005 and 2004, included herein as Exhibit 2.

AMEX CORPORATE GOVERNANCE

The Company’s common shares are listed on the American Stock Exchange (“AMEX”). Section 110 of the AMEX company guide permits
AMEX to consider the laws, customs and practices of foreign issuers in relaxing certain AMEX listing criteria, and to grant exemptions from
AMEX listing criteria based on these considerations. A company seeking relief under these provisions is required to provide written certification
from independent local counsel that the non-complying practice is not prohibited by home country law. A description of the significant ways in
which the Company’s governance practices differ from those followed by domestic companies pursuant to AMEX standards is contained on the
Company’s website at www.newgoldinc.com.

UNDERTAKING AND CONSENT TO SERVICE OF PROCESS
 
A. Undertaking

The Registrant undertakes to make available, in person or by telephone, representatives to respond to inquiries made by the Commission
staff, and to furnish promptly, when requested to do so by the Commission staff, information relating to: the securities registered pursuant to
Form 40-F; the securities in relation to which the obligation to file an annual report on Form 40-F arises; or transactions in said securities.
 
B. Consent to Service of Process

Concurrently with the filing of this Annual Report on Form 40-F, the Registrant filed with the Commission a written irrevocable consent and
power of attorney on Form F-X.
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EXHIBITS

The following exhibits are filed as part of this report:
 
1.    Annual Information Form for the year ended December 31, 2005

2.  

  

Consolidated Audited Financial Statements for the years ended December 31, 2005 and 2004, together with the auditors’ report thereon
dated March 15, 2006 (Note 17 to the consolidated audited financial statements relates to differences between Canadian and United
States Generally Accepted Accounting Principles)

3.    Management’s Discussion and Analysis for the year ended December 31, 2005

4.    Consent of DeVisser Gray, Chartered Accountants

5.1  Consent of Behre Dolbear & Company, Ltd.

5.2  Consent of Roscoe Postle Associates Inc.

5.3  Consent of Engineer (Gary Giroux, P. Eng.)

6.1  Certification of Chief Executive Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended

6.2  Certification of Chief Financial Officer Pursuant to Rule 13a-14(a) under the Securities Exchange Act of 1934, as amended

7.1
  

Certification of Chief Executive Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002

7.2
  

Certification of Chief Financial Officer Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley
Act of 2002
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SIGNATURES

Pursuant to the requirements of the Exchange Act, the Registrant certifies that it meets all of the requirements for filing on Form 40-F and
has duly caused this annual report to be signed on its behalf by the undersigned, thereunto duly authorized.
 

NEW GOLD INC.
 Registrant

By:  /s/    Chris J. Bradbrook
 Name: Chris J. Bradbrook
 Title:  President and Chief Executive Officer

Date: March 28, 2006
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ITEM 1: PRELIMINARY NOTES

Documents Incorporated by Reference
Incorporated by reference into this Annual Information Form are the Audited Consolidated Financial Statements of New Gold for the year

ended December 31, 2005 and the Management Discussion and Analysis of New Gold for the year ended December 31, 2005, all such
documents being filed on the SEDAR website located at www.sedar.com.

All financial information in this Annual Information Form is prepared in accordance with generally accepted accounting principles in
Canada.

Date of Information
All information in this Annual Information Form is as of December 31, 2005 unless otherwise indicated.

Forward Looking Statements and Cautionary Notices
This Annual Information Form including the Company’s consolidated financial statements for the year ended December 31, 2005 and the
accompanying Management Discussion and Analysis and the Afton Report and Scoping Study referenced in this Annual Information Form
include certain “forward- looking information” within the meaning of the Ontario Securities Act or “forward-looking statements” within the meaning
of Section 21E of the Securities Exchange Act of 1934 of the United States. Forward-looking statements are subject to a variety of risks and
uncertainties which could cause actual events or results to differ from those reflected in the forward-looking statements, including, without
limitation, risks and uncertainties relating to the interpretation of drill results and the estimation of mineral resources and reserves, the geology,
grade and continuity of mineral deposits, the possibility that future exploration, development or mining results will not be consistent with the
Company’s expectations, metal recoveries, accidents, equipment breakdowns, title matters and surface access, labour disputes or other
unanticipated difficulties with or interruptions in production, the potential for delays in exploration or development activities or the completion of
feasibility studies, the inherent uncertainty of production and cost estimates and the potential for unexpected costs and expenses, commodity
price fluctuations, currency fluctuations, failure to obtain adequate financing on a timely basis and other risks and uncertainties, including those
described under the heading “Risk Factors” in this Annual Information Form. Forward-looking information is in addition based on various
assumptions including, without limitation, the expectations and beliefs of management, the assumed long term price of copper and gold, that the
Feasibility Study will confirm that a technically viable and economic operation exists, that the Company will receive required permits and access
to surface rights, that the Company can access financing, appropriate equipment and sufficient labour and that the political environment within
British Columbia and Canada will continue to support the development of environmentally safe mining projects so that the Company will be able
to commence the development of the Afton Project within the timetable to be established in a positive feasibility study. Should one or more of
these risks and uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those
described in forward-looking statements. Accordingly, readers are advised not to place undue reliance on forward-looking statements.

The financial information in this Annual Information Form is taken from the Company’s audited consolidated financial statements for the
year ended December 31, 2005. Readers are cautioned to refer
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to such financial statements for complete information, as the information in this Annual Information Form has been selectively drawn from the
financial statements and is not complete.

The Scoping Study is preliminary in nature as it is based in part upon inferred resources. As required under National
Instrument 43-101, the reader is cautioned that these resources are considered too speculative geologically to have the economic
considerations applied to them that would enable them to be categorized as mineral reserves, and there is no certainty that any of the
results predicted in the Scoping Study will be realized. The inferred resources considered in the Scoping Study were estimated according to
the requirements of National Instrument 43-101 under the supervision of Behre Dolbear; who are independent of New Gold. Details of these
estimates, a description of the calculation methods employed and a description of New Gold’s assaying and analytical techniques and
methodology are set out in the text of the Scoping Study, which may be found in New Gold’s filings at www.sedar.com. The estimates in the
Scoping Study are based on the assumptions and methods, and are subject to the limitations and qualifications, described in the Scoping Study.

The Afton Report and the Scoping Study are intended to be read as a whole and sections should not be read or relied upon out of context.
The quality of the information, conclusions and estimates contained in the Afton Report and the Scoping Study are consistent with the intentions
of the Afton Report and the Scoping Study, as well as the circumstances and constraints under which the Afton Report and the Scoping Study
were each prepared which are also set out therein. Readers are encouraged to review the entire Afton Report and the Scoping Study, which may
be found in New Gold’s filings at www.sedar.com.

The standards employed in estimating the resources referenced in this Annual Information Form, the Afton Report and the Scoping Study
differ significantly from the requirements of the United States Securities and Exchange Commission (the “SEC”) and the resource information
reported may not be comparable to similar information reported by United States companies. The term “resources” does not equate to “reserves”
and normally may not be included in documents filed with the SEC. “Resources” are sometimes referred to as “mineralization” or “mineral
deposits.” While the terms “mineral resource”, “measured mineral resource”, “indicated mineral resource” and “inferred mineral resource” are
recognized and required by Canadian regulations, they are not defined terms under standards in the United States and normally are not
permitted to be used in reports and registration statements filed with the SEC. As such, information contained in this Annual Information Form
concerning descriptions of mineralization and resources under Canadian standards may not be comparable to similar information made public by
U.S. companies in SEC filings.

Currency and Exchange Rates
All dollar amounts in this Annual Information Form are expressed in Canadian dollars unless otherwise indicated. New Gold’s accounts are

maintained in Canadian dollars. All references to “U.S. dollars” or to “US$” are to United States dollars.

Metric Equivalents
For ease of reference, the following factors for converting Imperial measurements into metric equivalents are provided:
 

To convert from Imperial  To metric  Multiply by
Acres  Hectares  0.404686
Feet  Metres  0.30480
Miles  Kilometres  1.609344
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To convert from Imperial  To metric  Multiply by
Tons  Tonnes  0.907185
Ounces (troy)/ton  Grams/Tonne  31.103

Glossary and Defined Terms
Terms used and not defined in this Annual Information Form that are defined in National Instrument 51-102 Continuous Disclosure

Obligations shall bear that definition. Other definitions are set out in National Instrument 14-101 Definitions, as amended.

In this Annual Information Form, unless there is something in the subject matter or context inconsistent therewith, the following capitalized
terms have the meanings set forth herein:
 

“Afton Property” or “Afton Project”
  

The Afton Cu/Au project totalling approximately 4,011.1 hectares
located near Kamloops in British Columbia.

“Afton Report”

  

The technical report prepared by Roscoe Postle and Gary H.
Giroux, P.Eng., entitled “Technical Report on the New Afton
Project, Kamloops, British Columbia” dated January 20, 2006.

“Ag”   Silver.

“AMEX”   The American Stock Exchange.

“Annual Information Form”
  

This annual information form together with the documents
incorporated by reference.

“anomalous”

  

A value higher or lower than the expected; outlining a zone of
potential exploration interest but not necessarily of commercial
significance.

“Au”   Gold.

“batholith”
  

A large, generally discordant plutonic mass that has more than 40
sq mi (104 km2) of surface exposure and no known floor.

“Behre Dolbear”
“bornite”

  

Behre Dolbear & Company, Ltd. of Vancouver, British Columbia.
A copper sulphide (Cu 5FeS4).

“chalcocite”   A copper sulphide (Cu 2S).

“chalcopyrite”   A copper sulphide (Cu 5FeS4).

“copper equivalent”

  

Means the percentage of marketable metals or minerals contained
in mineralized material, determined by converting all other metals
other than copper to equivalent copper on the basis of market prices
for such metals at a given time.

“Cu”   Copper.
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“cuprite”   Copper oxide (Cu20).

“decline”
  

Means a downward sloping tunnel providing road access from the
surface to underground mine operations.

“development”

  

The work of preparing a mineral deposit for commercial production
including installation of plant and machinery and the construction of
all related facilities.

“diamond drill”

  

A type of rotary drill, the bit of which is set with diamonds that cut by
abrasion rather than percussion. The hollow-centred cutting bit is
attached to the end of long hollow drill rods that are rotated and
through which water is pumped to the cutting face of the bit. The
drill cuts a circle, the rock core of which is recovered in long
cylindrical sections, an inch or more in diameter.

“diorite”
  

An intrusive igneous rock comprised principally of plagioclase
feldspar, hornblende and/or pyroxene.

“dyke”
  

A tabular igneous intrusion that cuts across the bedding or foliation
of the country rock.

“fault”
  

A crack or joint between two blocks of earth that are moving or have
moved relative to each other.

“grade”   The amount of metal per tonne of rock.

“g/t”   Grams per tonne.

“hypogene”
  

Primary mineral deposits formed by generally ascending solutions
in or from below the earth’s crust.

“intrusive”
  

A body of igneous rock that has crystallized from molten magma
below the surface of the earth.

“km”   Kilometre.

“latite”
  

An igneous, volcanic (extrusive) rock with aphanitic to porphyritic
texture.

“m”   Metre.

“magnetite”   A feriomagnetic mineral form of iron oxiode, Fe 3O4.
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“mineral reserve”

  

The economically mineable part of a measured or indicated mineral
resource demonstrated by at least a preliminary feasibility study.
This study must include adequate information on mining,
processing, metallurgical, economic and other relevant factors that
demonstrate, at the time of reporting, that economic extraction can
be justified. A mineral reserve includes diluting materials and
allowances for losses that may occur when the material is mined.
 

“proven reserve”: the economically mineable part of a measured
resource demonstrated by at least a preliminary feasibility study.
This study must include adequate information on mining,
processing, metallurgical, economic, and other relevant factors
that demonstrate, at the time of reporting, that economic
extraction is justified.

 

“probable reserve”: the economically mineable part of an
indicated and, in some circumstances, a measured resource
demonstrated by at least a preliminary feasibility study. This
study must include adequate information on mining, processing,
metallurgical, economic, and other relevant factors that
demonstrate, at the time of reporting, that economic extraction
can be justified.
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“mineral resource”

  

A concentration or occurrence of diamonds, natural solid inorganic
material, or natural solid fossilized organic material including base
and precious metals, coal, and industrial minerals in or on the
Earth’s crust in such form and quantity and of such a grade or
quality that it has reasonable prospects for economic extraction.
The location, quantity, grade, geological characteristics and
continuity of a mineral resource are known, estimated or interpreted
from specific geological evidence and knowledge.
 

“measured resource”: that part of a mineral resource for which
quantity, grade or quality, densities, shape and physical
characteristics are so well established that they can be estimated
with confidence sufficient to allow the appropriate application of
technical and economic parameters, to support production
planning and evaluation of the economic viability of the deposit.
The estimate is based on detailed and reliable exploration,
sampling and testing information gathered through appropriate
techniques from locations such as outcrops, trenches, pits,
workings and drill holes that are spaced closely enough to
confirm both geological and grade continuity.

 

“indicated resource”: that part of a mineral resource for which
quantity, grade or quality, densitites, shape and physical
characteristics, can be estimated with a level of confidence
sufficient to allow the appropriate application of technical and
economic parameters, to support mine planning and evaluation
of the economic viability of the deposit. The estimate is based on
detailed and reliable exploration and testing information gathered
through appropriate techniques from locations such as outcrops,
trenches, pits, workings and drill holes that are spaced closely
enough for geological and grade continuity to be reasonably
assumed.

 

“inferred resource”: that part of a mineral resource for which
quantity and grade or quality can be estimated on the basis of
geological evidence and limited sampling and reasonably
assumed, but not verified, geological and grade continuity. The
estimate is based on limited information and sampling gathered
through appropriate techniques from locations such as outcrops,
trenches, pits, workings and drill holes.

“mineral zone”   A mineral-bearing belt or area.

“National Instrument 43-101”
  

National Instrument 43-101 – Standards of Disclosure for Mineral
Projects issued by the Canadian Securities Administrators.

“ore”
  

A natural aggregate of one or more minerals which, at a specified
time and place, may be mined and sold at a profit.

“oz”   Troy ounces.
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“Pd”   Palladium.

“picrite”
  

Olivine-rich basalt, as formed by the settling of olivine in thick flows
and sills.

“pluton”
  

A body of medium- to coarse-grained igneous rock that formed
beneath the surface by crystallization of a magma.

“porphyry”

  

An igneous rock containing conspicuous crystals or phenocrysts in
a fine-grained groundmass; it refers to a type of mineral deposit in
which ore minerals are widely disseminated, generally of low grade
but large tonnage.

“pyrite”   An isometric mineral, FeS 2.

“Roscoe Postle”   Roscoe Postle Associates Inc. of Vancouver, British Columbia.

“Scoping Study”

  

The Scoping Study entitled “Advanced Scoping Study for the Afton
Project Kamloops B.C.” prepared by Behre Dolbear and dated
February 2004 in respect of the Afton Project.

“serpentinite”   A rock consisting almost wholly of serpentine-group minerals.

“shares”
  

The common shares without par value in the capital of New Gold as
the same is constituted on the date hereof.

“supergene”
  

A secondary enrichment of a rock body by a re-precipitation of
oxides and sulphides from descending ground water.

“syenitic”   Alkalic feldspar and/or sodium plagioclase, felsic intrusive rock.

“tonne”   Metric tonne or 2,204.6 pounds.

“TSX”   The Toronto Stock Exchange.
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ITEM 2: CORPORATE STRUCTURE

Name, Address and Incorporation

New Gold Inc. (the “Company” or “New Gold”) was incorporated on January 31, 1980 under the Company Act (British Columbia) and was
transitioned on May 10, 2005 under the Business Corporations Act (British Columbia). On May 4, 2005, the shareholders of the Company
passed a special resolution to remove the pre-existing company provisions and to adopt new articles. On June 1, 2005, the Company changed
its name to New Gold Inc.

The head and registered office and principal address of the Company is #601—595 Howe Street, Vancouver, British Columbia V6C 2T5,
Canada. The Company also maintains a corporate office at 70 University Avenue, Suite 1460, Toronto, Ontario M5J 2M4, Canada.

Intercorporate Relationships
New Gold has no material subsidiaries.

 

ITEM 3: GENERAL DEVELOPMENT OF THE BUSINESS

Business of New Gold - Three Year History
The Company is a natural resource exploration and development company and has been engaged in the acquisition, exploration and

development of natural resource properties since 1980.

Over the past three years, the Company’s principal focus has been the exploration and development of the Afton Project, located
approximately 10 kms (6 miles) west of Kamloops, British Columbia near the Trans Canada Highway. The Afton Project includes two exhausted
open pits where government reports indicate that the previous occupier of the property, Afton Mines Ltd., mined and milled 22 million tonnes of
ore and produced in excess of 450,000 ounces of Au and 450 million pounds of Cu from 1977 to 1988. The Afton Project is the Company’s only
material property.

The Company originally entered into an option agreement dated November 10, 1999 (the “Afton Option Agreement”) to acquire the mineral
claims that comprise the Afton Project (the “Afton Claims”) 50% from Westridge Enterprises Ltd. (“Westridge”), a non-reporting British Columbia
company wholly owned by John H. Kruzick, a former director and former President and Chairman of the Company, and 50% from Indo-Gold
Development Ltd. (“Indo-Gold”), a non-reporting British Columbia company owned by John Ball, a geologist. The consideration payable for the
acquisition of the 100% interest in the Afton Claims was 2,000,000 shares payable in stages over a 6-year period, a $6,500,000 work
commitment, expenditures to be made in stages not to exceed a 9-year period and a retained 10% net profit royalty in favour of the optionors,
Westridge and Indo-Gold. An amendment dated June 6, 2002, removed the requirement in the Afton Option Agreement that the Afton Claims be
put into production by December 31, 2009. The Company completed its requirements under the Afton Option Agreement to acquire the 100%
interest in the Afton Claims on August 22, 2005 by making its final payment of 200,000 shares to the optionors. Each of the principal Afton
Claims, in which the Afton Project deposit is located, are in good standing under the Mineral Tenure Act  R.S.B.C. 1996, c. 292 until between
2011 and 2016.
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On June 27, 2002, the Company acquired an option exercisable on or before December 1, 2010 to purchase the 10% net profit royalty due
to the optionors under the Afton Option Agreement for aggregate consideration of $2 million payable in cash or shares to the optionors. In this
option agreement (the “NPR Option Agreement”) , the parties also agreed to remove a provision in the Afton Option Agreement that gave the
optionors the exclusive right to act as the operators of the Afton Project.

In early 2004, Behre Dolbear of Vancouver, British Columbia finalized the advanced Scoping Study that included an economic evaluation of
the Afton Project in compliance with National Instrument 43-101. The study addressed the mineral resource, a number of possible mining
methods, mineral processing, and permitting for the Afton Project. The study provided an estimate of capital and operating costs related to the
potential development of an underground bulk tonnage mining operation at Afton.

The surface of the land on which the Afton Claims are situated (the “Afton Lands”) consists of Crown Land, some of which is subject to
grazing leases, and land held in fee simple. On May 1, 2004, the Company entered into an Access Agreement (the “Access Agreement”) with
Afton Operating Corporation, the fee-simple owner of some of the Afton Lands and the former operator of the Afton Mine. Under the Access
Agreement, the Company has the right to enter upon the portion of the Afton Lands held in fee simple by Afton Operating Corporation and to
conduct exploration until June 30, 2007. The Access Agreement requires the Company to compensate Afton Operating Corporation for any
disruption or damage to any surface facilities, to reclaim areas disturbed by the Company’s operations, to post bond against any failure to
reclaim, to be responsible for any hazardous substances introduced to the lands and to insure and indemnify Afton Operating Corporation against
liabilities arising from any activities of the Company in and about the lands. The Company will need to secure long-term surface rights to the
Afton Lands before it can build a mine on the Afton Property.

Since completion of the Scoping Study the Company has continued to advance its underground development program which commenced
in late 2004. By December 31, 2005, the development and cross-cut decline, originally budgeted to be a total length of 2,000 m attained a total
length of 2,200 m. The underground drilling program, was completed in January 2006. The results of this recent work is described in the Afton
Report that the Company received in January, 2006.

The completion of this development program is an essential step towards advancing the Afton Project through to the completion of a
feasibility study by providing underground working access to conduct in-fill drilling, which previously was conducted from surface, as 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. The 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 metallurgical information for
refinement of mill and process design.

Effective November 18, 2004, the Company’s shares were listed and posted for trading on AMEX. The shares continue to be listed on the
TSX.

On April 22, 2005, the Company completed a non-brokered private placement of 400,000 flow-through shares at a price of $7.50 per share
for gross proceeds of $3 million. The Company also issued 29,000 shares, at a market value of $6.20 per share, as a finder’s fee for placement of
the shares in April, 2005. On October 6, 2005, the Company completed a second non-brokered private placement financing of 430,000 flow-
through shares at a price of $7.00 per share for gross proceeds of $3.01 million. The Company also issued 36,331 shares, at a market value of
$5.78 per share, as a finder’s fee for the October 2005 placement. On December 23, 2005, the Company completed a non-brokered private
placement of
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500,000 flow-through shares at a price of $8.00 per share for gross proceeds of $4 million. The Company issued in January 2006 38,620 shares
at a market value of $7.25 per share, as a finder’s fee for the December 2005 placement.

On February 28, 2006, the Company completed a bought deal financing with a syndicate of underwriters co-led by GMP Securities L.P.
and BMO Nesbitt Burns Inc., and including Orion Securities Inc., TD Securities Inc., and Wellington West Capital Markets Inc. (collectively, the
“Underwriters”). As a result, the Company issued 8,334,000 units at a price of $9 per unit for total gross proceeds to the Company of
$75,006,000. Each Unit consisted of one share and one-half of one warrant (a “Warrant”). Each whole Warrant is exercisable to purchase one
additional common share of the Company at a price of $12 per share until February 28, 2008. The Warrants are listed for trading on the TSX
under the symbol NGD.WT.

The shares and Warrants comprising the units issued under the offering were offered by way of a short form prospectus in Canada and in
the United States on a private placement basis pursuant to exemptions from the registration requirements of the United States Securities Act of
1933, as amended.

In consideration for their services, the Underwriters received a cash commission equal to 5.25% of the total gross proceeds realized from
the offering.

The net proceeds from the offering will be used to finance development of the Afton Project, underground and surface exploration
programs on the Afton Property and the Company’s 100% owned Ajax project also near Kamloops, B.C. and for general corporate and working
capital purposes.

The process for selection of an independent engineering company to complete the Feasibility Study was completed in December 2005.
The Feasibility Study will be carried out by a team including, and coordinated by, Hatch Ltd. (“Hatch”) who will be responsible for the processing
and engineering components of the study. Mining method and reserves will be the responsibility of Australian Mining Consultants Pty Ltd.
(“AMC”), and Roscoe Postle will complete the geology and resource sections. Environmental services and permitting will be the responsibility of
Rescan Environmental Services Ltd. (“Rescan”). In addition, BGC Engineering Inc. (“BGC”) will maintain responsibility for tailings disposal
analysis and Rockland Ltd. (“Rockland”) will oversee the rock mechanics study. With the exception of AMC (who are based in Australia) all of
these engineering companies are based in Vancouver, British Columbia, Canada. Each company has been selected to bring its unique
experience and skills to the Feasibility Study, in order that it can be completed in the most successful and expeditious manner.

The scope of the Feasibility Study includes an updated resource estimation (which will incorporate the 2005 underground in-fill drilling
results), mining method selection, reserves and mine production scheduling, process plant design, tailings deposition, all infrastructure
requirements and the preparation of the project economic analysis. Once complete, the Feasibility Study will replace the prior Scoping Study,
and will establish the technical and economic potential of developing a new underground mine. It is anticipated that the Feasibility Study will be
completed in the fourth quarter of 2006.

From 2000 to 2005, the Company expended approximately $23.8 million on exploration and property evaluation on the Afton Project. The
Company has budgeted to expend an additional $5.3 million for the Feasibility Study to make a decision on whether to bring the Afton Project
into commercial production and an additional $6.5 million for exploration and underground decline maintenance in the first six months of 2006.
Following the receipt of the drilling results, the Company will evaluate its exploration activity level for the remainder of the year.



Table of Contents

-11-
 

As of December 31, 2005, New Gold had 10 employees and approximately 25 full-time contract workers.
 

ITEM 4: NARRATIVE DESCRIPTION OF THE BUSINESS

General
New Gold is an exploration and development stage company currently focused on the exploration and development of the Afton Project

near Kamloops, British Columbia. The Afton Project is the Company’s only material property.

Stage of Development
New Gold does not currently produce, develop or sell mineral products, but it is has commenced a Feasibility Study and financing

discussions to assess developing a mine at the Afton Property.

Specialized Skill and Knowledge
All aspects of New Gold’s business require specialized skills and knowledge. Such skills and knowledge include the areas of geology,

drilling, logistical planning, engineering, construction and accounting. New Gold has found that it can locate and retain employees and
contractors with such skills and knowledge.

Competitive Conditions
Competition in the mineral exploration industry is intense. New Gold competes with other mining companies, many of which have greater

financial resources and technical facilities’ for the acquisition and development of, and production from, mineral concessions, claims, leases and
other interests, as well as for the recruitment and retention of qualified employees and consultants.

Business Cycles
The mining business is subject to mineral price cycles. The marketability of minerals and mineral concentrates is also affected by worldwide

economic cycles.

Risk Factors
In addition to the other information presented in this Annual Information Form, the following risk factors should be given special

consideration when evaluating trends, risks and uncertainties relating to the Company’s business. Any of the following risks could have a
material adverse effect upon the Company, its business and future prospects. In addition, other risks and uncertainties not presently known by
management of the Company could impair the Company and its business in the future.

Surface Rights
The Afton Lands on which the Afton Claims are situated, consists of Crown land, some of which is subject to grazing leases, and land held

in fee simple, principally by Afton Mining Corporation. The Company holds certain surface rights with respect to the Crown land but will be
required to obtain all necessary surface rights for the construction and operation of a new mining operation on the Afton Property. There can be
no certainty that the Company will be able to acquire all such surface rights.
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Under Section 14(1) of the Mineral Tenure Act , R.S.B.C. 1996, c. 292 (“ MTA”) a mineral title holder may, subject to the requirements in the
MTA, including permitting, notice and compensation requirements, use, enter and occupy the surface of its mineral claim for the purpose of
exploration, development and production and to carry out other activities related to the business of mining. This right may be exercised despite
the fact that the land may be Crown land or fee simple land which is privately owned. A mineral title holder’s right to use the surface of their
claims is, however, also subject to, among other things, the Minister’s power under section 17 of the MTA to restrict the use of surface where
he/she considers that the surface area should be used for purposes other than mining. Also, under Section 16 of the MTA, if an application to
acquire surveyed land is received under the Land Act R.S.B.C. 1996, C.245 (the “Land Act”) before a mineral claim is registered on that land, or
if an application to acquire unsurveyed land is received under the Land Act and such land is staked under the Land Act before a mineral claim is
registered on that land, the rights with respect to the acquisition of the surface of the land under the Land Act have priority over the rights with
respect to a mineral claim subsequently registered on that land.

If there is a dispute between the parties regarding use of the surface or compensation, the Chief Gold Commissioner will use his or her
best efforts to resolve the issues between the parties. If this fails then the matter may be resolved through a process of mediation and arbitration
by the Mediation and Arbitration Board (the “PNGA Board”) under the Petroleum and Natural Gas Act , R.S.B.C. 1996, c.361. The PNGA Board
may set conditions for the use of the surface as well as specify the compensation payable to the owner. In a conflict between rights acquired
under the MTA and rights to Crown land acquired under the Land Act the PNGA Board will give consideration to who applied for the rights first
and, unless an injustice would result, must give the holder of those rights due priority in its consideration of the dispute between the parties.

Section 15 of the MTA sets out situations where the government may dispose of surface rights on Crown land to the holder of a mining
lease. To acquire these rights the recorded holder must first obtain certification from the Minister that the land is or will be required for the
purpose of mining. Such land must also be unreserved land, it must not be lawfully occupied for a purpose other than mining and it must not be
protected heritage property. If these conditions are met the surface rights may be transferred subject to conditions determined by the Ministers
responsible for the MTA and Land Act and payment based on the unimproved value of the land.

As a result, the Company may be required to enter into direct negotiations with the owners of fee simple property to obtain surface rights to
those portions of the Afton Lands that are held in fee simple. There can be no certainty that such negotiations will be successful and as a result
mediation and arbitration under the MTA may become necessary. With respect to Crown lands, the Company may be required to enter
negotiations or apply to obtain surface rights from the Government of British Columbia. There can be no certainty of how long such negotiations,
potential mediation and arbitration or applications may take or whether they will ultimately be successful, and therefore may have a material
impact on the overall development and timeline of the Afton Project. The extent of compensation to surface owners that may be required also
cannot be assessed at this time.

Access to the Afton Claims
On May 1, 2004, the Company entered into the Access Agreement with Afton Operating Corporation, the fee-simple owner of some of the

Afton Lands and the former operator of the Afton Mine. Under the Access Agreement, the Company has the right to enter upon the portion of the
Afton Lands held by Afton Operating Corporation to conduct exploration until June 30, 2007. The Access Agreement requires the Company to
compensate Afton Operating Corporation for any disruption or damage to any surface facilities, to reclaim areas disturbed by the Company’s
operations, to post bond against any failure
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to reclaim, to be responsible for any hazardous substances introduced to the lands and to insure and indemnify the owner against liabilities
arising from any activities of the Company in and about the lands.

Access to mineral claims is governed by the Mining Right of Way Act , R.S.B.C. 1996, c. 294 (the “MRWA”). Under the MRWA, a mineral
tenure holder may, subject to certain limitations, take a right of way across private or Crown land to enable it to access its mineral claims for the
purpose of the exploration and development. Where private land is taken without the consent of the owner the Expropriation Act, R.S.B.C. 1996,
c. 125 (the “Expropriation Act”) applies. Compensation under the Expropriation Act is based on the principle that the owner should be put in the
same economic position post-expropriation as pre-expropriation.

There is no certainty that should the Company need to extend the Access Agreement that it will be successful in doing so. If the Access
Agreement is not extended, the Company would have to attempt to obtain access rights under the provisions of the MRWA noted above, which
could result in delay and/or increased cost to compensate the surface owner for use of the area or the Company could be forced to use more
costly, less convenient access over Crown lands.

Financing Risks
The Company has limited financial resources, no source of operating cash flow and no assurance that additional funding, equity or debt

based, will be available for further exploration and development of its projects. The Company will require additional financing from external
sources to meet its operating and capital requirements. There can be no assurance that it will obtain adequate financing in the future or that the
terms of such financing will be favourable. In addition, the price of shares of developing mining companies can be volatile due in part to changes
in metals prices, actual operating results differing from expected operating results, changes in metal companies’ valuations or the departure of
key employees. Failure to obtain such additional financing could result in delay or indefinite postponement of further exploration and
development of our projects or the possible loss of such properties.

The mineral exploration and development industry in general is intensely competitive and there is no assurance that, even if commercial
quantities of proven and probable reserves are discovered, a profitable market may exist for the sale of same. Factors beyond the control of the
Company may affect the marketability of any substances discovered. Mineral prices have fluctuated widely, particularly in recent years. The
marketability of minerals is also affected by numerous other factors beyond the control of the Company, including government regulations
relating to price, royalties, allowable production and importing and exporting of minerals, the effect of which cannot accurately be predicted.

Scoping Study is Preliminary
The Scoping Study is preliminary in nature as it is based in part upon inferred resources.  As required under National Instrument 43-101, the

reader is cautioned that these resources are considered too speculative geologically to have the economic considerations applied to them that
would enable them to be categorized as mineral reserves, and there is no certainty that any of the results predicted in the Scoping Study will be
realized. The inferred resources considered in the Scoping Study were estimated by Behre Dolbear according to the requirements of National
Instrument 43-101, who are independent of New Gold. Details of these estimates, a description of the calculation method employed and a
description of New Gold’s assaying and analytical techniques and methodology are set out in the text of the Scoping Study, which may be found
in New Gold’s filings at www.sedar.com. The estimates are based on the assumptions and methods, and are subject to the limitations and
qualifications, described in the Scoping Study.
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The standards employed in estimating the resources differ significantly from the requirements of the SEC and the resource information
reported may not be comparable to similar information reported by United States companies. The term “resources” does not equate to “reserves”
and normally may not be included in documents filed with the SEC. “Resources” are sometimes referred to as “mineralization” or “mineral
deposits.”

The Scoping Study is intended to be read as a whole and sections should not be read or relied upon out of context. The quality of the
information, conclusions and estimates contained in the Scoping Study are consistent with the intentions of the Scoping Study, as well as the
circumstances and constraints under which the Scoping Study was prepared which are also set out therein.

The Scoping Study includes certain forward-looking statements within the meaning of the US Private Securities Legislation Reform Act of
1995. Other than statements of historical fact, all statements in the Scoping Study, including without limitation, statements regarding potential
mineralization and resources and estimated or potential future production potential, are forward-looking statements that involve various known
and unknown risks, uncertainties and other factors. There can be no assurance that such statements will prove to be accurate. Results and
future events could differ materially from those anticipated in such statements. Readers are cautioned not to place undue reliance on these
forward-looking statements that speak only as of the date of the Scoping Study.

Scoping Study Estimates Subject to Change
The estimates contained in the Scoping Study are based on capital and operating costs and exchange rates as at the third quarter of 2003

and do not include provisions for inflation. Fluctuations in such capital and operating costs, exchange rates or inflation factors could have a
significant effect on the estimates.

Operating Hazards and Risks
Exploration for natural resources involves many risks, which even a combination of experience, knowledge and careful evaluation may not

be able to overcome. Operations in which the Company has a direct or indirect interest will be subject to all the hazards and risk normally
incidental to exploration, development and production of resources, any of which could result in work stoppages, damage to persons or property
and possible environmental damage. Although the Company has obtained liability insurance in an amount which it considers adequate, the
nature of these risks is such that liabilities might exceed policy limits, the liabilities and hazards might not be insurable against, or the Company
might not elect to insure itself against such liabilities due to high premium costs or other reasons, in which event the Company could incur
significant costs that could have a material adverse effect upon its financial condition.

Fluctuating Metal Prices
The Company’s revenues, if any, are expected to be derived from the extraction and sale of Cu and Au contained in concentrates. The

price of these metals has fluctuated widely, particularly in recent years, and is affected by numerous factors beyond the Company’s control
including international economic and political trends, expectations of inflation, currency exchange fluctuations, interest rates, global or regional
consumptive patterns, speculative activities and increased production due to new extraction developments and improved extraction and
production methods. The effect of these factors on the price of metals, and therefore the economic viability of any of the Company’s exploration
projects, cannot accurately be predicted. The Company does not presently have a metals hedging policy nor has conducted any metals hedging
in the past.
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Title To Some Of Our Mineral Properties May Be Challenged Or Defective
The acquisition of title to mineral properties is a very detailed and time-consuming process. Title to mineral concessions may be disputed.

Although we believe we have taken reasonable measures to ensure proper title to our properties, there is no guarantee that title to any of our
properties will not be challenged or impaired. Third parties may have valid claims underlying portions of our interest, including prior unregistered
liens, agreements, transfers or claims, including aboriginal land claims, and title may be affected by, among other things, undetected defects. As
a result, we may be constrained in our ability to operate our properties or unable to enforce our rights with respect to our properties. An
impairment to or defect in our title to our properties could have a material adverse effect on our business, financial condition or results of
operations.

Exploration, Development and Resource Estimates
The exploration and development of natural resources involve a high degree of risk and few properties which are explored are ultimately

developed into producing properties. Although the mineral resource figures set out herein have been carefully prepared and reviewed or verified
by an independent mining expert, these amounts are estimates only and no assurance can be given that an identified mineral resource will ever
qualify as a commercially mineable (or viable) ore body which can be legally and economically exploited. Also, there has been a significant
amount of drilling on the Afton Project since the resource figures set out herein were calculated. Accordingly the mineral resource estimates may
be subject to change. The Company intends to recalculate the resource estimates in the upcoming Feasibility Study as described under the
heading “Exploration and Development” below. In addition, the grade of mineralization ultimately mined may differ from that indicated by drilling
results and such differences could be material. Production can be affected by such factors as permitting regulations and requirements, weather,
environmental factors, unforeseen technical difficulties, unusual or unexpected geological formations and work interruptions. Short-term factors,
such as the need for orderly development of deposits or the processing of new or different grades, may have an adverse effect on mining
operations and on the results of operations. There can be no assurance that minerals recovered in small scale laboratory tests will be duplicated
in large scale tests under on-site conditions or in production scale operations. Material changes in reserves or resources, grades, dilution
estimates or recovery rates may affect the economic viability of projects. The estimated reserves and resources described in this Annual
Information Form should not be interpreted as assurances of mine life or of the profitability of future operations. The long term profitability of the
Company’s operations will be in part directly related to the cost and success of its exploration programs, which may be affected by a number of
factors.

Substantial expenditures are required to establish resources through drilling, to develop processes to extract the resources and, in the
case of new properties, to develop the extraction and processing facilities and infrastructure at any site chosen for extraction. Although
substantial benefits may be derived from the discovery of a major deposit, no assurance can be given that resources will be discovered in
sufficient quantities to justify commercial operations or that the funds required for development can be obtained on a timely basis.

Environmental and other Regulatory Requirements
The activities of the Company are subject to environmental regulations promulgated by government agencies from time to time.

Environmental legislation generally provides for restrictions and prohibitions on spills, releases or emissions of various substances produced in
association with certain mining industry operations, such as seepage from tailings disposal areas, which would result in environmental pollution.
A breach of such legislation may result in imposition of fines and penalties. In addition, certain types of operations require the submission and
approval of environmental impact
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assessments. Environmental legislation is evolving in a manner which means stricter standards, and enforcement, fines and penalties for non-
compliance are more stringent. Environmental assessments of proposed projects carry a heightened degree of responsibility for companies and
directors, officers and employees. The cost of compliance with changes in governmental regulations has a potential to reduce the profitability of
operations.

The current exploration activities of the Company, including any development activities and commencement of production on its properties,
require permits from various governmental authorities and such operations are and will be governed by laws and regulations governing
prospecting, development, mining, production, exports, taxes, labour standards, occupational health, waste disposal, toxic substances, land use,
environmental protection, mine safety and other matters. The Company has obtained a permit issued by the Chief Inspector of Mines under
Section 10 of the Mines Act, R.S.B.C. 1996, c. 293 allowing development of an underground access to allow an exploration diamond drilling
program to be carried out. The Company has commenced the permitting required to develop and operate a mine in parallel with the completion
of the Feasibility Study. This process requires consultation with stakeholders who may comment on the Company’s plans. The Chief Inspector
may take concerns into account in the granting of our development and operating permit. Companies engaged in exploration activities and in the
development and operation of mines and related facilities generally experience increased costs, and delays in production and other schedules as
a result of the need to comply with applicable laws, regulations and permits. There can be no assurance that all permits which the Company may
require for exploration, construction of mining facilities and conduct of mining operations will be obtainable on reasonable terms or on a timely
basis, or that such laws and regulations would not have an adverse effect on any mining project that the Company may undertake. The
Company believes it is in substantial compliance with all material laws and regulations which currently apply to its activities.

Failure to comply with applicable laws, regulations, and permitting requirements may result in enforcement actions thereunder, including
orders issued by regulatory or judicial authorities causing operations to cease or be curtailed, and may include corrective measures requiring
capital expenditures, installation of additional equipment, or remedial actions. Parties engaged in mining operations may be required to
compensate those suffering loss or damage by reason of the mining activities and may have civil or criminal fines or penalties imposed for
violations of applicable laws or regulations and, in particular, environmental laws.

Amendments to current laws, regulations and permits governing operations and activities of mining companies, or more stringent
implementation thereof, could have a material adverse impact on the Company and cause increases in capital expenditures or production costs
or reduction in levels of production at producing properties or require abandonment or delays in development of new mining properties.

Retention of Key Personnel
The Company’s business is dependent on retaining the services of a small number of key personnel of the appropriate calibre as the

business develops. The success of the Company is, and will continue to be to a significant extent, dependent on the expertise and experience of
the directors and senior management and the loss of one or more could have a materially adverse effect on the Company.

Limited Experience with Development-Stage Mining Operations
The Company has limited experience in placing resource properties into production, and their ability to do so will be dependent upon using

the services of appropriately experienced personnel or entering into agreements with other major resource companies that can provide such
expertise. There can
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be no assurance that the Company will have available to it the necessary expertise when and if it places its resource properties into production.

Competition
The Company will compete with many international companies that have substantially greater financial and technical resources than it for

the acquisition of mineral concessions as well as for the recruitment and retention of qualified employees.

Mineral Projects – The Afton Project
In 2003, the Company retained Behre Dolbear to provide an independent mineral resource estimate and technical report for the Afton

Project. The work entailed estimating the mineral resources of the two deposits that comprise the Afton Project in compliance with the CIM
Mineral Resource and Mineral Reserve definitions referred to in National Instrument 43-101. It also involved the preparation of a technical report
as defined in National Instrument 43-101. In February 2004, the Scoping Study was completed for New Gold by Behre Dolbear. The Scoping
Study considered the mineral resource, suggested mining method, mineral processing and tailings disposal for the Afton Project. The Scoping
Study provided an estimate of capital and operating costs related to the potential development of an underground bulk tonnage mining operation
at the Afton Property. In November, 2005, the Company retained Roscoe Postle and Gary Giroux, P. Eng. to prepare the Afton Report in
compliance with National Instrument 43-101 in respect of the Afton Project. The Afton Report provides an update on the Afton Project in respect
of work completed thereon since the completion of the Scoping Study. Except where noted otherwise, the disclosure which follows regarding the
Afton Project under the headings “Accessibility, Climate, Local Resources, Infrastructure and Physiography”, “History”, “Geological Setting” and
“Mineralization” are summarized from the Scoping Study. The remaining disclosure that follows and disclosure regarding events subsequent to
the date of the Scoping Study regarding the Afton Project is summarized from the Afton Report. Readers are encouraged to review the entire
Scoping Study and Afton Report which may be found in the Company’s filings on Sedar at www.sedar.com. The Company has commenced the
Feasibility Study which will include an updated mineral resource estimation, mining method(s) selection, mineral reserves estimation and mine
production scheduling, process plant design, tailings deposition, all infrastructure requirements and the preparation of the project economic
analysis.

Project Description & Location
The Afton Project is located 350 km Northeast of Vancouver and 10 km West of Kamloops in the South-Central Interior of British Columbia, on
the site of the previous Afton mine (the “Afton Mine”) operation of Teck Cominco Ltd. (“Teck”).

The Afton Property consists of 9 new mineral claims staked under the new mineral tenure system in British Columbia and 14 heritage claims.
The Afton Claims cover a total area of 4,011.1 hectares. The Company is in the process of applying to convert four of the minerals claims (Afton
1, 2 ,4 and 372025) into a mining lease. To facilitate this, a legal survey of the boundaries has been completed.

Surface rights within the Afton Property consist of Crown Land, grazing leases and fee simple ground held by Teck through various holding
companies. In November 2005, Abacus Mining and Exploration Corp. (“Abacus”) purchased the milling and processing facilities, tailings storage
areas, associated permits and other infrastructure at the Afton Mine from Teck.
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The Access Agreement dated May 1, 2004 between New Gold and the Afton Operating Corporation permits access by New Gold for exploration
work until June 30, 2007. Roscoe Postle notes that the right to access to carry out exploration work or mining on mineral claims is granted under
the British Columbia MTA and the MRWA.

Under the Afton Option Agreement, New Gold acquired the exclusive right for 90 days to purchase a 100% undivided working interest in the
Afton 1 – 11 (the “Original Claims”) as to 50% from Westridge, a non-reporting British Columbia company wholly owned by John H. Kruzick, a
former director, President and Chairman of the Company, and as to 50% from Indo-Gold, a non-reporting British Columbia company owned by
John Ball, a geologist (the “Optionors”). The Option provided for consideration to be a 10% Net Profit Royalty and a property management
agreement with the Optionors. The terms of the Afton Option Agreement required a series of payments in shares (for a total of 2 million shares)
and $6.5 million in expenditures over a nine-year time frame. The payments and work expenditures have been completed as required, and New
Gold now owns the Afton Project subject to the 10% Net Profit Royalty.

On June 27, 2002, New Gold entered into the NPR Option Agreement that provides New Gold the option, exercisable on or before December 1,
2010, to purchase the Optionors’ 10% Net Profit Royalty for consideration of $2 million payable in cash or shares. The Afton Option Agreement
was also amended to remove the exclusive right of the Optionors to act as the operators of the Afton Project. In addition to the Original Claims,
New Gold has staked other claims for its own account to consolidate its land position at the project.

Accessibility, Climate, Local Resources, Infrastructure and Physiography
The Afton Property is located on the south side of the Thompson River Valley, about 10 km west of Kamloops city center. The Trans-

Canada Highway passes through the middle of the Afton Property, just west of its junction with Highway 5 (the Coquihalla Highway). Access is by
mine-site roads off the Trans-Canada Highway.

Kamloops has an airport with daily air service from Vancouver and Calgary. Railroads belonging to both Canadian National and Canadian
Pacific Railways service Kamloops, with a line belonging to Canadian National crossing the northern portion of the property.

The Afton Property is located in the South-Central Interior of British Columbia which is characterized by warm summers where
temperatures can reach 38°C and cool winters where temperatures hover around the freezing mark. During the winter, short periods of cold
weather can occur, where temperatures can drop to as low as -29°C.

The Kamloops area is in the rain shadow of the Coast Mountains and the climate is classified as semi-arid. Precipitation is minor,
averaging about 257 mm annually (of which 175 mm is rainfall) with light winter snow and infrequent rain in the Spring and Fall.

Kamloops is a major transportation hub for highway, air and the railroad facilities and forestry, ranching, mining, and tourism are the most
important economic activities in the area.

The proximity of Kamloops is of considerable importance to the Afton Project. It is a natural resource-based city of 80,000 people with the
Weyerhaeuser pulp mill and the nearby Highland Valley Copper Mine being significant local employers. There is positive support for mining
activities and local skilled workers.
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Major utilities and mine infrastructure are readily accessible. Electric power from the main grid feeding Kamloops was linked to the old mine
sub-station, and a pipeline was used to transport water 4 km from Kamloops Lake at a point adjoining the Canadian Pacific Railway. A natural
gas pipeline crosses the mine site. The Afton mill, workshop, office, assay-lab, and administration buildings, which since the date of the Scoping
Study has been acquired by Abacus. Part of the Afton Mine tailings pond, also acquired by Abacus, is located nearby.

All sites are encircled by wire-fences and locked gates.

The Afton Property has rolling topography with elevations ranging from 790 m above sea level to approximately 340 m above sea level at
the Thompson River. The most significant features are the Afton and Pothook open pits. The Thompson River (which widens into Kamloops
Lake) is located along the northern periphery of the claim group.

Vegetation is typical of the semi-arid climate, consisting of grasslands, sagebrush and sparse groves of widely spaced pine trees.

History
The first documentation of mineralization in the area was in 1898, when an English company sunk a 100 m shaft near the current Pothook

Pit. Other local mines of that time were the Iron King mine to the east of the Afton Mine and the Copper King to the northwest. The Iron Mask
operated sporadically from 1903 to 1927.

In 1949, a local prospector named Axel Bergland staked 8 claims over the Pothook workings and called them the Afton property. In 1951,
Kennco Explorations (Kennecott Copper Corp) optioned the claims and drilled 12 holes near the Pothook shaft in 1952 before dropping its
option. Other exploration programs were conducted by Graham-Bousquet Gold Mines in 1956/57, Noranda in 1958, and New Jersey Zinc in
1960. All of these companies dropped their option after encountering limited success.

In 1964, Chester Millar became interested in the property while he was working as a drilling contractor on a nearby property. Millar
persuaded a company called Colonial Mines to begin percussion drilling around the Pothook shaft, but this program was terminated after
11 holes. Millar formed a private company called Afton Mines Ltd. to continue work and staked more claims adjacent to the Trans Canada
Highway. Another 30 holes were drilled and an induced polarization survey was conducted.

Afton Mines Ltd completed a public offering in 1969 and in 1970, drilled a hole which intersected 52 m of 0.4% Cu in what ultimately
became the Afton open pit. In 1970-71, both Duvall Corporation and Quintana Minerals held options on the property, but both dropped their
option by August 1971. Millar’s Afton Mines Ltd. decided to proceed alone and continued to outline the Afton orebody.

Canex Placer Ltd. (now Placer Dome Inc.) entered into an option on the property in 1972. Also, in 1972, Teck Corporation (now Teck
Cominco Ltd.) and an affiliate company Iso Mines Ltd. acquired an equity interest in Afton Mines Ltd. through stock market transactions. Between
1970 and 1973, more than 46,000 m of drilling was done at the Afton Property. In May 1973, Teck Corporation and Iso Mines Ltd. reached an
agreement with Canex Placer, whereby Canex Placer relinquished its rights to the property for $4.0 million.

From 1973 to 1975, detailed engineering and pilot plant studies were conducted which culminated in a production decision in October
1975.
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Production commenced from the Afton Mine open-pit in late-1977 with the mine having a stated reserve of 30.8 million tonnes grading 1%
Cu, 0.58 g/t Au, and 4.2 g/t Ag. From 1978 to 1987, 21.8 million tonnes of ore was mined from the Afton pit at an overall grade of about 1% Cu.
Final pit dimensions were 1000 m long by about 900 m wide by 290 m deep. The Afton mill operated until 1997, processing ores from various
deposits in the vicinity including the Ajax and Pothook.

Based on two holes drilled in 1973 and geological knowledge gained over the years of operation, Afton Mines Ltd.’s engineers recognized
the occurrence of southerly dipping southwest-trending primary mineralization at depth, and drilled five holes in 1980 beneath and to the
southwest of the pit floor to test this zone.

Afton Mines Ltd.’s 1980 Annual Report stated: “Five deep diamond drill holes were drilled to test the continuity of the ore zone beneath the
open pit. … The deepest hole penetrated the zone 2,000 feet below surface or 1,100 feet below the final pit. The ore zone is open at depth.”

In 1999, the mining leases for the Afton Mine held by Teck expired and Westridge and Indogold staked the Afton Claims covering the area
of these mining leases. The located claims were subsequently optioned to the Company and the Company staked additional claims on its own
account.

Geological Setting
Rocks of the Paleozoic, Mesozoic and Cenozoic eras outcrop near Kamloops, but the unit with the most economic significance is the

Upper Triassic Nicola Volcanic Group and its sub-volcanic dioritic intrusion, the Iron Mask Batholith. The Afton Project mineral zone occurs at the
north-western extremity of the Iron Mask Batholith, immediately south of a deep graben structure that developed in post-Tertiary time as part of
the Coast Mountains orogeny, and which was the focus of vigorous sedimentation and volcanism in Tertiary times.

The Iron Mask Batholith is a lenticular, composite sub-alkaline to alkaline intrusion, approximately 18 km in length, striking in a north-
westerly direction. Petrology of the Iron Mask Batholith ranges from picrite and serpentinite to latite porphyry. Outcrops of individual petrographic
units are generally elongate in a north-westerly direction parallel to the axis of the pluton. The Iron Mask Batholith represents the core of an
ocean fissure volcano, which built up an island flanked by shallow-water sediments including reef knolls and which during its later stages
intruded its own volcanic pile.

The Afton Project mineral zone occupies the north-western tip of a zone of abundant magnetite veining developed along the longitudinal
axis of the Iron Mask Batholith. An extensive pyrite halo lies south and west of the mineral zone, overlapping slightly onto the southwest sector of
the mineral zone. Cu mineralization at the Afton Project is contained in the early Jurassic-aged Cherry Creek Unit, a sub-unit of the Iron Mask
Batholith.

The Afton Project lies within a heavily altered syenitic micro-diorite. The upper 200 m of the deposit (that was mined in the open-pit) is a
supergene zone containing native Cu, chalcocite and cuprite. Contact with the hypogene zone occurs at the extreme western end of supergene
zone at about 400 m (above sea level) elevation where bornite and chalcopyrite, with or without minor chalcocite and native Cu, occur in what
New Gold geologists believe to be a southwest-trending structurally controlled zone.

Both the supergene and hypogene zones are hosted by the same dominant rock type, namely a well-fractured mineralized micro-diorite.
Sub-vertical 1-5 m thick dykes of picrite occur parallel to the southeast contact of the mineral zone. The picrite body increases to 70 m in width to
the southwest, and appears to dip -80º southeasterly. A narrow outcropping picrite dyke related to this body parallels the
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Main Zone (defined below) on surface for 200 m (656 ft) and appears to parallel the hanging wall of the deeper deposit itself.

Dykes that have been field classified as pale green aphanitic “latite” occur sparingly through the southern portion of the deposit, often
related to (and paralleling) the picrite. Thicknesses range up to 20 m.

Exploration
Prior to New Gold’s involvement, the only work that had been done on the deep resource at the Afton Project was the seven holes drilled by
Afton Mines Ltd. in 1973 (two holes) and 1980 (five holes). New Gold has mapped and sampled the pit (as well as any available outcrop
surrounding the pit) and drilled 90 diamond core holes for a total of 42,450 m during the period from 2000 to 2003. These holes intersected
mineralization of sufficient interest to commence underground drilling. The results of this drilling is summarized and interpreted under the heading
“Drilling” below.

In November 2004, an adit was collared by Procon Mining and Tunnelling Ltd. of Burnaby, British Columbia in the former Afton open pit at 512 m
above sea level. The adit was to provide access for underground sampling, infill drilling, and further exploration drilling to determine the full extent
of the mineralization. Total drifting was 2,200 m. Diamond drilling commenced in February 2005 and to date the underground drilling totals
24,864 m in 66 holes.

Three crosscuts have been sampled by New Gold geologists. Significant intercepts across the mineralization included samples in the main
crosscut grading 1.49% Cu, 1.01 g/t Au, 2.12 g/t Ag, and 0.06 g/t Pd or 2.18% Cu equivalent over 51 m. In the south crosscut, 43 m returned
1.02% Cu, 0.93 g/t Au, 1.60 g/t Ag, and 0.08 g/t Pd or 1.66 % Cu equivalent. These results indicate that the mineralization in the south and main
cross-cuts is of higher-grade than anticipated from the surface drilling. Samples from the north crosscut, which parallels the edge of the body, ran
from nil to 1.15% Cu with an average in the order of 0.4% Cu or 0.7% Cu equivalent.

In 2004, five surface exploration holes totalling 2,996 m were drilled in the Pothook Pit area and no significant mineralization was intersected.

Mineralization
Geological mapping and diamond drill-core analysis by New Gold suggests that the deep Afton Project deposit is not a typical porphyry

system as there is no concentric zoning of alteration envelopes, and the mineralization is not entirely concentrated along fractures but is also
finely disseminated throughout the host micro-diorites/monzonites; the latter readily identified by the presence of coarse potassium feldspars and
ankerite alteration.

Diamond drilling by New Gold from 2000 through 2003 has outlined two zones, the Afton Main Zone (the “Main Zone”) and smaller zone
(the “Northeast Zone”), which is located 80 m to the east of, and sub-parallel to the Main Zone.

The Main Zone is a steeply easterly dipping, southwest plunging, tabular shaped deposit, extending southwest from the abandoned Afton
Mine open pit. Based on the drilling conducted to date, the main mineralized zone appears to be about 1,000 m in length, 75 m wide and 400 m
in height. It is open to the southwest but appears partially ‘fragmented’ in certain areas to the north. Drilling in the northeast portion of the Main
Zone reveals the presence of at least three other smaller, southeasterly
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dipping mineralized zones, which may possibly be en-echelon fault offsets. The most prominent of these is the Northeast Zone, which is
approximately 170 m long by 25 m wide.

The Main Zone appears in large part to be a fault-controlled high-temperature and high-pressure, late-magmatic deposit, with fine-grained
Cu-Au mineralization disseminated throughout the zone. In the northeastern part of the Main Zone, Cu mineralization consists of bornite,
chalcocite and chalcopyrite, with minor native Cu, contained in fractured and incompetent diorites and monzonites. Proceeding to the southwest,
the diorites and monzonites become more competent and the Cu mineralization consists predominantly of chalcopyrite. Pyrite occurs as a “halo”
in concentrations up to 6% in the wallrock on both sides of the mineral zone and within the 200 m (650 ft) long “chalcopyrite only” southwest
section.

Minor magnetite, partly altered to hematite in oxidized areas near surface, is present outside the main mineral zone, however neither pyrite
nor magnetite occur in quantity within the main mineral zone except for weakly disseminated sections in the southwest chalcopyrite zone.

Drilling

2000-2003 Drill Programs
New Gold used Atlas Drilling Company (“Atlas”) of Kamloops, British Columbia, to carry out the surface drilling. Atlas employed two diamond
drills, a Longyear 38 & Longyear 44, in good mechanical condition to complete the drilling programs. All of the surface drilling done to date has
been with NQ drill rods (which produces 5 cm drill core), except for four drill holes which were completed with BQ rods (which produces 4 cm
drill core).

From 2000 to April 2003, a total of 90 surface diamond drill holes were attempted. All surface drill collars were surveyed by transit and Brunton
compass. In 2000, drillholes completed after the first 12 holes were measured using a Pajari Bore Hole Survey Instrument, and in 2001 and
2002 a Reflex “Easy-Shot” Survey Instrument was used to record dip and azimuth. The interpretation of the drilling results is discussed in further
detail under the heading “Mineral Resource and Mineral Reserve Estimates” below. Assay results from the earlier drilling are of similar tenure to
those from the recent drilling in 2005.

At the completion of the 2000 drilling program, the Main Zone mineralized zone was estimated to be 365 m long, 76 m wide (average), and
300 m in vertical height.

In 2001 diamond drilling extended the length of the Main Zone 280 m to the southwest of the previous drilling. The 2002 infill drilling intersected
the Main Zone from the west and provided exploration data on the areas between previously drilled holes. Drill holes extended the measured
length of the Main Zone 120 m to the southwest. Drilling in 2003 focused on upgrading inferred resources to measured and indicated resources.
At that time the Main Zone was estimated to be 800 m long, averaging 90 m wide and 300 m in vertical height.

2005 Drill Program
The 2005 underground drilling program was carried out by Boisvenu Drilling of British Columbia using NQ2 equipment producing 5.5 cm diameter
core. All drill holes are surveyed using a photo-bore single-shot instrument for dip and azimuth measurements downhole, with collar surveys
done by transit.

Underground drilling totalled 24,864 m in 66 holes during 2005. Additional drilling is continuing to delineate the mineralization. Assay results have
not been received for all the underground holes and the significant intercepts are listed in Table 1.
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The NQ2 core is brought from the underground drilling site by the drillers on a daily basis to the core shack where it is placed on a pallet and
covered until stored in the temporary racks. The core is logged in both geologically and geotechnically, including percent recovery, rock quality
determination, character and number of fractures. Geological observations include rock type, mineralization, and alteration. The boxes are
photographed prior to being sampled. Core recovery is greater than 95% and is considered excellent.

Underground drilling has been completed or is in progress on sections 40 m apart and consists of several drill hole fans from each station. To
date, the drilling has suggested that portions of the mineralized zone are somewhat higher grade than interpreted by the January 2004 model.
Based on the drilling to date, the main mineralized body appears to be about 1,000 m in length, 75 m wide and 400 m in height with a moderate
plunge to the west.

TABLE 1 SIGNIFICANT MINERALIZED INTERVALS UG DRILLING
NEW GOLD INC.—NEW AFTON PROJECT

 

Drill Hole Sec  From (m)  To (m)  Length (m)  

True
thickness

(m)  % Cu  Au g/t  Ag g/t  Pd g/t  %Cu Eq*
UA-2  840E 190 212 22 12 0.69 1.94 9.88 0.18 2.09

  264 326 62 53 1.61 0.59 4.35 0.07 2.05
UA-3  840E 282 393 110 85 1.15 0.41 3.07 0.04 1.45
UA-9  840E 236 286 50 27 0.65 1.01 2.87 0.20 1.40
UA-12  840E 220 240 20 13 1.05 0.78 3.80 0.09 1.61

  330 350 20 13 1.35 0.66 .69 0.04 1.83
UA-11  760E 164 218 54 46 2.37 1.52 7.23 0.13 3.46

  270 314 44 38 1.52 1.23 4.17 0.01 1.70
UA-13  760E 192 260 68 46 1.30 0.61 2.86 0.13 1.76
UA-16  760E 324 406 82 36 1.65 0.84 5.61 0.08 2.26
UA-5  720E 138 190 52 41 0.97 0.85 3.31 0.13 1.59
UA-6  720E 146 336 190 131 1.39 0.82 2,55 0.09 1.97
UA-7  720E 174 368 194 105 1.75 1.08 5.71 0.15 2.55
UA-8  720E 356 406 50 12 1.48 1.17 5.82 0.08 2.31
UA-20  680E 168 206 38 25 1.38 0.24 2.52 0.01 1.56
UA-21  680E 182 382 200 108 1.45 0.66 33.47 0.04 1.92

  210 280 70 38 2.08 1.27 5.77 0.06 2.97
UA-17  640E 234 346 112 76 1.36 2.16 2.62 0.22 2.85
UA-18  640E 298 532 234 127 1.30 0.60 4.83 0.08 1.75
UA-19  640E 184 252 68 60 2.32 1.02 6.41 0.03 3.05
UA-22  640E 198 334 136 57 2.10 1.45 3.59 0.14 3.13
UA-40A 600E 286 470 184 105 0.77 1.32 2.52 0.02 1.70
UA-41  600E 212 356 144 103 1.18 1.04 1.86 0.09 1.90
UA-42  600E 166 240 74 65 0.99 0.70 1.66 0.13 1.50
UA-43  600E 156 216 60 58 0.95 1.113 2.10 0.19 1.76
UA-24  560E 172 234 62 61 0.71 0.89 1.22 0.14 1.34
UA-25  560E 160 270 110 97 0.66 0.58 1.29 0.10 1.08
UA-26  560E 232 324 92 68 1.00 0.98 1.77 0.12 1.69
UA-27  560E 364 486 122 70 0.66 1.18 22.02 0.14 1.48
UA-28A 480E 136 236 100 100 1.00 0.76 1.90 0.18 1.57
UA-29  480E 136 194 58 56 1.31 1.16 2.30 0.08 2.10

  222 274 52 50 0.70 0.45 1.52 0.20 1.07
UA-30A 480E 240 284 44 33 1.20 1.17 1.90 0.141 2.02
UA-31  480E 280 322 42 24 1.87 1.45 2.12 0.23 2.89
UA-33  400E 68 168 100 99 1.19 0.87 1.31 0.05 1.78
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Drill
Hole  Sec  From (m)  To (m)  Length (m)  

True
thickness

(m)  % Cu  Au g/t  Ag g/t  Pd g/t  %Cu Eq*
UA-34 400E 66 182 116 104 0.97 0.80 1.51 0.07 1.52
Ua-35 400E 204 226 22 22 0.68 0.49 1.14 0 1.00
UA-36 400E 154 336 182 115 1.48 1.17 2.18 0.16 2.31
UA-37 400E 154 346 193 113 0.78 0.63 0.95 0.07 1.22
UA-38 400E 364 406 42 19 1.12 0.37 1.60 0 1.37
UA-44 400E 148 366 218 143 1.32 1.08 2.03 0.16 2.09
UA-45 400E 124 286 162 126 1.44 1.07 2.41 0.04 2.17
UA-46 400E 130 238 108 100 1.35 0.83 2.57 0.01 1.91
UA-47 400E 178 396 218 117 1.07 0.91 1.50 0.13 1.73
UA-48 280E 132 230 98 85 1.05 0.52 1.68 0.01 1.40
UA-49 280E 340 420 80 34 1.31 1.30 1.97 0.14 2.21
UA-39 120E 418 452 34 13 1.27 0.73 2.35 0 1.76

* Cu Eq (Cu Equivalent) is based on the following commodity prices, and for the underground drilling program, assuming 100% recovery:

Cu US$ 0.85/lb, Au US$ 375/oz, Ag US$5.25/oz, Pd US$200/oz

Sampling, Analysis and Security

2000-2003 Drill Programs
Consultant James McDougall, P. Eng., reviewed and advised on diamond drilling and geological fieldwork for the 2000 to 2003 programs. All
significantly mineralized drill core from the 2001 to 2003 programs (except for specimen sections), was logged, photographed, diamond sawed
and sampled in two-meter or three-meter lengths. Half the core was retained in the core box at the Company’s core shack and the other half
taken directly to Eco-Tech Laboratories Ltd. of Kamloops, B.C. (“Eco-Tech”) (by Eco-Tech employees) for analysis for Cu, Au, Ag and Pd. Core
from the 2000 program was split rather than diamond sawed and was not photographed prior to splitting. However, in view of the extreme
fragmentation involved with core splitting, occasional one-foot unsplit mineralized sections were retained for structural studies.

Check samples were randomly selected and sent to Acme Analytical Laboratories Ltd. and International Plasma Laboratory Ltd. of Vancouver, all
of which correlated well with the originals. Selected core samples were examined microscopically in the field and by petrographer J.F. Harris,
Ph.D., in thin-section.

Sample preparation and analysis were carried out by Eco-Tech as follows:
 

•  All samples are sorted, documented, dried (if necessary), roll crushed to minus 10 mesh, split into 250 grams aliquots, and pulverized to
95% passing minus 140 mesh.

 

•  Samples for “Metallic” Cu Assay (when requested) are split and pulverized into additional 250 gram aliquots of minus 10 mesh material.
The entire pulp is screened to minus 140 mesh.

 

•  Au and Pd are assayed in 30 gram samples with conventional fire assay using A.A. and/or ICP finish. Minimum reported detection for Au
and Pd is 0.005 g/t.
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•  Cu is determined by Aqua Regia Digestion and A.A. finish. “Metallic” Cu (when required) includes two Cu assays per sample.
 

•  Ag geochemical analysis is by Aqua Regia digestion and A.A. Finish.
 

•  All equipment is flushed with barren material and blasted with compressed air between each sampling procedure.

All core drilled by New Gold in the 2000-2003 programs has been assayed by Eco-Tech, who are Certified Assayers participating in the National
Canmet Proficiency Testing and maintaining their own in-house quality assurance and quality control (“QA/QC”) program. They have been in the
analytical testing business for over 27 years and are familiar with assaying the Afton samples.

In terms of security, after the core has been logged and sawn, tied sample bags are locked in New Gold’s field office until picked up by personnel
from Eco-Tech for transport to their facilities. Drill core is stored in core racks at a locked, secure core shack. Rejects are securely stored at Eco-
Tech’s office, and pulps are securely stored at New Gold’s field office.

New Gold had a comprehensive QA/QC program in order to ensure that assay lab results were within accepted industry standards:
 

•  Assay standards are routinely used to control assay precision.
 

•  One in nine pulp samples are re-assayed by Eco-Tech.
 

•  One in 25 reject samples are resplit and re-assayed by Eco-Tech.
 

•  Pulp samples are randomly selected for duplicate assaying by different laboratories.

Previous reports have described validation of the assays from the surface drilling program. Behre Dolbear (2004) concluded that the assay and
survey database used for the Afton mineral resource estimation was sufficiently free of error to be adequate for resource estimation.

2005 Program
The 2005 underground samples are continuous chip samples taken on both sides of the drift and correspond with each round of approximately
4.8 m in length. Muck samples are also taken for each round for check assays.

Each drill hole is sampled in two-m lengths or less as marked by the geologist. Sampling is based on visible mineralization but in practice, most
of the hole is sampled. The samples are sawn in half, bagged, and put into plastic pails for shipping. The sampler completes the sample tags,
including for every 20 samples, includes a blank sample that comes from previously drilled barren andesite and a tag for a standard to be put
into the sample stream at the lab. In addition, one sample in every 20 is  1/4 split to provide a duplicate.

The pails are kept in the locked cutting trailer until shipped. The laboratory picks up the samples several times a week. Sample tags are stapled
onto the core boxes at the start of each sample. After the core is sampled, the remaining  1/2 core is stored in the original boxes on pallets
outside. Each pallet is covered with plastic wrap and securely fastened.
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The assay results are loaded directly from the laboratory into the Access database. The drill logs are entered into excel spreadsheets from the
hand written logs.

Roscoe Postle is of the opinion that the sampling is being carried out to industry standards.

Stewart Wallis visited the Eco-Tech Laboratory on June 7, 2005 and discussed the assaying methodology with Jutta Jealouse, President.
Internal checks consist of a minimum two repeats, one blank, two resplits, and two or three reference standards, one for Cu, one for Ag or
combined Cu/Ag, and one for Au/Pd. If native Cu is reported on the sample sheets, a metallic screen analysis is run in addition to the regular
assay.

The lab is clean, and proper procedures are in place to track each sample. Assay results and internal check results are checked and batches
rerun if problems are observed. The laboratory is in the process of obtaining ISO certification.

Analysis are consistent with methods used for the previous drill programs. Cu and Ag assays are determined using standard acid digestion
followed by Atomic Absorption analysis. Au, Pd, and platinum are determined using standard fire assay methods followed by an Atomic
Absorption analysis or ICP in the case of platinum.

As noted above, the samples are kept in a locked shed until picked up by the laboratory for transport. Roscoe Postle has no concerns regarding
security or the integrity of the samples.

Roscoe Postle has not collected independent samples from the Afton Property as it has been previously visited and reported on by a number of
independent Professional Geologists and is a former producing mine.

New Gold has a rigorous QA/QC program in place consisting of the addition of standards, duplicates, and blanks into the sample stream as
described above. As a further check on the accuracy of the laboratory, a number of pulps have been selected to be reassayed at another
independent laboratory. In addition, Eco-Tech, the primary laboratory, has a series of internal checks as described above.

Complete validation of the QA/QC results for the current drilling is underway.

Roscoe Postle is of the opinion that the QA/QC program meets or exceeds Industry Standards.

Mineral Resource and Mineral Reserve Estimates
Mr. Gary Giroux, P. Eng. completed an initial resource estimate in May 2003, which he then updated in January 2004 and is reported in the
Scoping Study. Mr. Giroux is an Independent Qualified Person as defined by NI 43-101 and has worked on many similar studies. The January
2004 Measured and Indicated Mineral Resource Estimate as prepared by Mr. Giroux for the Afton Main Zone at a cut off grade of 0.7% Cu
equivalent is set out in the table below:
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TABLE 2 MINERAL RESOURCE ESTIMATE - 2004
NEW GOLD INC. – NEW AFTON PROJECT

 

Classification  Tonnes  Cu (%)  Au (g/t)  Ag (g/t)  Pd (g/t)  Cu Eq (%)
Measured  9,540,000  1.29  0.95  3.44  0.12  1.96

Indicated  59,160,000  1.05  0.83  2.49  0.12  1.635

M + I  68,700,000  1.08  0.85  2.62  0.12  1.68

Inferred  7,450,000  0.92  0.78  2.34  0.12  1.48

For the 2004 mineral resource estimate, the percent Cu equivalent grade was calculated using the following commodity prices and assuming
90% Au and Cu recoveries, 74% Pd recovery and 75% Ag recovery:

Cu US$0.85/lb, Au US$375/oz, Ag US$5.25/oz, Pd US$200/oz.

The classification of measured, indicated and inferred mineral resources as estimated above meets the definitions as stated by NI 43-101 and
defined by the CIM Standards on Mineral Resources and Reserves Definitions and Guidelines adopted by the CIM Counsel on November 14,
2004.

A total of 5,888 assays for Cu, Au, Ag, and Pd were taken from 83 diamond drill holes on the Afton Project. The grade distributions for all of the
elements are positively skewed, and require high-grade caps. In each case four overlapping mineral populations were identified with a cap level
set at two standard deviations past the mean of the upper most mineralized population. High-grade values were capped at the following levels:
Cu 7.8%, Au, 12 g/t, Ag 30 g/t Pd 7.2 g/t. A total of 10 samples were capped for various elements.

A specific gravity of 2.74, the average of 40 laboratory determinations, was used in the resource estimation.

New Gold geologists generated three-dimensional solids that contain the bulk of the mineralization on the Afton Project. The solids were based
on the first occurrence of mineralization in drill hole assays, and uniform 10 m down hole composites starting at the point of entry and ending at
the point of exit were produced.

A block model was constructed comprising blocks measuring 10 m x 10 m x 10 m in size. Grade was estimated into the blocks using Ordinary
Kriging. Variography was carried out to develop the block model parameters. Grade estimation was carried out in three passes, each using a
search strategy limited to a minimum of four and maximum of 16 composites per block. The first pass was carried out at  1/4 of the range of the
variogram for Cu. The second pass employed a search distance equal to  3/4 of the Cu variogram range, while the third pass was carried out at
the full variogram range.

Each block was classified as measured, indicated, or inferred based on its location relative to composite data and its relative estimation error for
Cu and Au. The relative estimation error is determined from the kriging procedure and is a measure of nugget effect, sill value and location of
data relative to the directions of anisotropy. This methodology results in the following:
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•  Measured Resources: If estimated during the first pass with ellipse dimensions equal to 1/4 the ranges of the semivariogram for Cu and if

classed measured based on relative estimation errors for both Cu and Au.
 

•  Indicated Resources: If estimated during the first or second pass (ellipse dimensions equal to 3/4 the ranges of the semivariogram for Cu)
and if classed measured or indicated based on relative estimation errors for both Cu and Au. In addition, all blocks that were estimated
during the first pass, using 1/4 the semivariogram ranges and not classified as measured were classed as indicated irregardless of their
relative estimation errors

 

•  Inferred Resources: All blocks estimated with dimensions of ellipse up to full range for the Cu semivariogram and not classed measured or
indicated.

The resource estimate as stated herein is dated January 2004 and has been reported in previous reports, including the Scoping Study. As a
result of the drilling in 2005 reported herein, these resources are subject to change. A new resource estimate using the recent underground
drilling will be completed when all assay results are available and will be incorporated in the Feasibility Study expected in the third quarter of
2006. Although there are no apparent issues which might materially affect the mining of the resources, the Feasibility Study will address the
mining, metallurgical, infrastructure and environmental aspects of the Afton Project in detail.

Exploration and Development
In 2005, the Company completed the initial underground decline for a total distance of 2,200 m and completed 24,864 m of underground

drilling.

To-date, the Company has announced nine sections from the completed underground drilling program. The infill diamond drilling program
data have grade mineralization (>1.5% Cu equivalent). A new geological interpretation incorporating the infill drilling is in progress. Upon
completion, it will form the basis for a new mineral resource estimate. It is anticipated that the new mineral resource will be available in the first
half of 2006 replacing the existing resource. Completion of a positive feasibility study would enable the Company to upgrade a portion of these
resources to reserves. The amount ultimately converted to reserves will be dependent on a number of factors, including metal price assumptions,
cut-off grades and mining method. The results of the released sections can be accessed through the SEDAR website.

A process for the selection of an independent engineering company to complete the Feasibility Study (discussed above under the heading
“Business of New Gold – Three Year History”), was completed in December 2005. The scope of the Feasibility Study includes an updated
resource estimation (which will incorporate the 2005 underground in-fill drilling results), mining method selection, reserves and mine production
scheduling, process plant design, tailings deposition, all infrastructure requirements and the preparation of the project economic analysis. Once
complete, the Feasibility Study will replace the prior Scoping Study, and will establish the technical and economic potential of developing a new
underground mine.
 

ITEM 5: DIVIDENDS

To date, New Gold has not paid dividends on its shares. New Gold has no present intention of paying dividends on its shares as it
anticipates that all available funds will be invested to finance the growth of its business.
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ITEM 6: DESCRIPTION OF CAPITAL STRUCTURE

Shares
The Company is authorized to issue an unlimited number of shares without par value of which 23,910,217 shares were issued at March 24,

2006. The holders of shares are entitled to receive notice of and attend all meetings of shareholders with each share held entitling the holder to
one vote on any resolution to be passed at such shareholder meetings. The holders of shares are entitled to dividends if, as and when declared
by the board of directors of the Company. The shares are entitled upon liquidation, dissolution or winding up of the Company to receive the
remaining assets of the Company available for distribution to shareholders.

Warrants
Pursuant to the bought deal financing completed on February 28, 2006, as described under the heading “Business of New Gold—Three

Year History” the Company issued 4,167,000 Warrants. Each Warrant is exercisable to acquire one share at a price of $12 per share until
February 28, 2008. The Warrants were issued under a warrant indenture (the “Warrant Indenture”) dated as of February 28, 2006 between the
Company and Computershare Trust Company of Canada (the “Trustee”). The Company appointed the principal transfer offices of the Trustee in
Vancouver and Toronto as locations at which the Warrants may be surrendered for exercise, transfer or exchange. The Warrant Indenture,
among other things, includes provisions for the appropriate adjustment in the class, number and price of the shares to be issued upon exercise
of the Warrants (“Warrant Shares”) upon the occurrence of certain events, including any subdivision, consolidation or reclassification of the
Company’s shares, the payment of stock dividends and the amalgamation of the Company.

Holders of Warrants do not have any voting or pre-emptive rights or any other rights which a holder of a Warrant Shares would have. Any
amendment or supplement to the Warrant Indenture that adversely affects the interests of the holders of the Warrants may only be made by
“extraordinary resolution”, which is defined in the Warrant Indenture as a resolution either (1) passed at a meeting of the holders of Warrants at
which there are holders of Warrants present in person or represented by proxy representing at least 10% of the aggregate number of the then
outstanding Warrants and passed by the affirmative vote of holders of Warrants representing not less than 66 2/3% of the aggregate number of
all the then outstanding Warrants represented at the meeting and voted on the poll upon such resolution or (2) adopted by an instrument in
writing signed by the holders of Warrants representing not less than 66 2/3% of the aggregate number of all the then outstanding Warrants.
 

ITEM 7: MARKET FOR SECURITIES

The Company’s shares are listed and posted for trading on the TSX and AMEX in each case under the symbol “NGD”. The Warrants are
listed and posted for trading on the TSX under the symbol “NGD.WT”.

Trading Price and Volume
The following table provides information as to the high, low and closing prices of the Company’s shares during the 12 months of the most

recently completed financial year as well as the volume of shares traded for each month:
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Trading Price and Volume of shares on the TSX:
 

Recent Year 2005   High ($)  Low ($)  Volume
January 2005   5.90  5.35  236,400
February 2005   6.30  5.20  307,230
March 2005   7.25  6.30  267,813
April 2005   6.99  5.95  632,070
May 2005   6.50  4.94  236,100
June 2005   5.98  4.95  1,864,036
July 2005   5.65  5.30  131,799
August 2005   5.78  5.25  670,523
September 2005   6.40  5.50  885,990
October 2005   7.10  5.81  761,975
November 2005   7.60  6.85  1,995,779
December 2005   8.99  6.90  734,196

Trading Price and Volume of shares on AMEX:
 

Recent Year 2005   High ($)  Low ($)  Volume
January 2005   5.35  4.35  55,500
February 2005   5.03  4.16  68,200
March 2005   6.00  5.13  74,800
April 2005   5.73  4.75  55,900
May 2005   5.25  3.90  63,000
June 2005   4.75  4.10  66,600
July 2005   4.90  4.27  54,600
August 2005   4.80  4.15  61,700
September 2005   5.70  4.70  112,400
October 2005   6.05  4.99  59,700
November 2005   6.46  5.73  99,000
December 2005   7.01  5.90  315,100

Prior Sales
The following table provides disclosure as to the securities of the Company issued but not listed on the TSX or AMEX.

 

Date Issued  Type of Security  Number Issued  
Exercise/

Conversion Price  Expiry Date
October 13, 2004  Compensation options    50,000  $4.60  October 13, 2006
April 13, 2004  Stock option  100,000  $6.50  April 13, 2009
October 12, 2004  Stock option  600,000  $4.60  October 12, 2009
March 10, 2005  Stock option    50,000  $6.81  March 10, 2010
March 22, 2005  Stock option  175,000  $7.00  March 22, 2010
April 14, 2005  Stock option    10,000  $6.40  April 14, 2010
April 14, 2005  Stock option  250,000  $6.60  April 14, 2010
April 26, 2005  Stock option    50,000  $6.60  April 26, 2010
September 19, 2005  Stock option    12,000  $5.97  September 19, 2010
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Date Issued  Type of Security  Number Issued  
Exercise/

Conversion Price  Expiry Date
October 25, 2005  Stock option    25,000  $6.38  October 25, 2010
November 1, 2005  Stock option    65,000  $6.95  November 1, 2010
November 3, 2005  Stock option  250,000  $6.95  November 3, 2010
December 22, 2005  Stock option  140,000  $7.04  December 22, 2010
March 8, 2006  Stock option    60,000  $8.90  April 3, 2011

 

ITEM 8: DIRECTORS AND OFFICERS

The names, positions or offices held with the Company, province/state and country of residence, and principal occupation of the directors
and executive officers of the Company as at March 24, 2006 are as follows:
 
Name, Position and
Municipality of Residence(1)   

Principal Occupation During
the Five Preceding Years(1)   

Director/Officer
since

Chris J. Bradbrook – Director, President and
Chief Executive Officer Oakville, Ontario(6)

  

Mr. Bradbrook was appointed President and
Chief Executive Officer of the Company on
October 12, 2004. Previously he was Vice
President of Corporate Development for
Goldcorp Inc. an exploration and mining
company from January 2001 to May 2004.   

October
2004

Clifford J. Davis – Director, Chairman of the
Board Kemble, Ontario(4)(5)(6)

  

Mr. Davis has held numerous senior mining
executive positions with resource based
companies. Most recently he worked at
Gabriel Resources a mineral exploration
company from April 2001 to June 2002
where he served as President and Chief
Executive Officer. Prior to this, he worked at
TVX Gold Inc. a mineral exploration and
mining company from August 1998 to March
2001 where he was the President and Chief
Operating Officer when he departed.
Mr. Davis presently sits on a number of
Boards of Directors for resource based
companies.   

March 2005

C. Robert Edington – Director
Victoria, BC (4)(6)

  

Mr. Edington is an engineer who is currently
retired. He previously worked was the
Director of Trades and Production at Deas
Pacific Marine Inc, a ship maintenance and
repair company, from August 2004 to
September 2005. Prior to this, he was Senior
Ship Manager at SNC Lavalin from March
1997 to January 2004.   

July 1992
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Name, Position and
Municipality of Residence(1)   

Principal Occupation During
the Five Preceding Years(1)   

Director/Officer
since

Michael W.P. Hibbitts – Vice President of
Exploration and Development
Coquitlam, BC

  

Michael Hibbitts has been Vice President of
Exploration and Development of the
Company since March 22, 2004. Mr. Hibbitts
previously was an independently practicing
geologist from May 2003 to March 2004 and
prior to this from January 2000 to May 2003
he worked for Northgate Exploration Ltd., a
mining company, as their Chief Geologist.   

March 2004

R. Gregory Laing – Director
Oakville, Ontario (3)(4)(5)

  

Mr. Laing is currently General Counsel, Vice
President, Legal and Corporate Secretary of
Agnico-Eagle Mines Limited an exploration
and mining company from September, 2005
and formerly held the same position with
Goldcorp Inc., an exploration and mining
company, from October 2003 to June 2005.
Prior to joining Goldcorp in 2003, he served
as General Counsel of TVX Gold Inc. an
exploration and mining company from
October 1995 to January 2003. He is also a
director of Andina Minerals Inc., an
exploration company.   

March 2005

Paul Martin – Vice President Finance and Chief
Financial Officer
Toronto, Ontario

  

Mr. Martin has been the Vice President
Finance and Chief Financial Officer of the
Company since May 18, 2005. Prior to that,
he was Chief Financial Officer of Gabriel
Resources Ltd. a mineral exploration and
development company from February 2000 to
May 2005.   

May 2005

Mike Muzylowski – Director
Vancouver, BC(3)(4)

  

Mr. Muzylowski is currently the President of
Callinan Mines Ltd., a mineral exploration
and development company, where he has
held the position since June 1995. He also
sits on a number of Boards of Directors of
resource based companies.   

September
2000

Kevin Ross – Chief Operating Officer
Vancouver, BC

  

Mr. Ross has been the Chief Operating
Officer of the Company since January 8,
2006. Previously he worked for Ivernia Inc., a
mining company, as their Chief Operating
Officer from September 2004 to November
2005 and prior to that he was Chief Executive
Officer of ARCON International Resources
PLC, a mining company, from February 2001
to August 2004.   

January
2006
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Name, Position and
Municipality of Residence(1)   

Principal Occupation During
the Five Preceding Years(1)   

Director/Officer
since

Paul B. Sweeney – Director
Surrey, BC(3)(5)

  

Mr Sweeney previously was the Vice
President and Chief Financial Officer of
Canico Resource Corp., a mineral resources
exploration and development company, from
2002 to November 2005. Prior to this, he was
Chief Financial Officer and Corporate
Secretary for Manhattan Minerals Corp., a
mineral resource exploration company, from
1999 to 2001.   

January,
2006

Notes:
 
(1) The information as to place of residence and principal occupation, not being within the knowledge of the Company, has been furnished by the respective directors individually.
 
(2) The term of the directors of the Company expires at the annual general meeting of shareholders where they can be nominated for re-election. The officer’s hold their office at the

discretion of the board but typically on an annual basis, after the annual general meeting, the directors pass resolutions to appoint their officers and committees.
 
(3) Member of the Audit Committee.
 
(4) Member of the Compensation Committee.
 
(5) Member of the Corporate Governance Committee.
 
(6) Member of the Nominating Committee.

At this time, New Gold does not have an Executive Committee.

As of March 24, 2006, directors and officers of the Company own or control approximately 282,800 shares of the Company representing
approximately 1% of its issued and outstanding shares.

Corporate Cease Trade Orders or Bankruptcies
No director or executive officer of the Company, or a shareholder holding a sufficient number of shares of the Company to affect materially

the control of the Company, is or within the 10 years before the date of this Annual Information Form has been, a director or officer of any other
corporation that, while that person was acting in that capacity, was the subject of a cease trade or similar order, or an order that denied such
corporation access to any exemptions under Canadian securities legislation, for a period of more than 30 consecutive days, or was subject to an
event that resulted, after the director or executive officer ceased to be a director or executive officer in the corporation being the subject of a
cease trade order or similar order that denied such corporation access to any exemptions under Canadian securities legislation, for a period of
more than 30 consecutive days or within a year of that person ceasing to act in that capacity became bankrupt, made a proposal under any
legislation relating to bankruptcy or insolvency or was subject to or instituted any proceedings, arrangement or compromise with creditors or had
a receiver, receiver manager or trustee appointed to hold the assets of such corporation. The foregoing information, not being within the
knowledge of the Company, has been furnished by the respective directors, officers and any control shareholder of the Company individually.

Penalties or Sanctions
No director or officer of the Company has been the subject of any penalties or sanctions imposed by a court relating to Canadian securities

legislation or by a Canadian securities regulatory authority or has entered into a settlement agreement with a Canadian securities regulatory
authority or, except as



Table of Contents

-34-
 
hereafter set out, has been subject to any other penalties or sanctions imposed by a court or regulatory body that would be likely to be
considered important to a reasonable investor in making an investment decision.

Personal Bankruptcies
During the ten years preceding the date of this Annual Information Form, no director, officer or a shareholder holding a sufficient number of

shares of the Company to affect materially the control of the Company, or a personal holding company of any such persons, has become
bankrupt, made a proposal under any legislation relating to bankruptcy or insolvency, or was subject to or instituted any proceedings,
arrangement, or compromise with creditors or had a receiver, receiver manager or trustee appointed to hold his or her assets. The foregoing
information, not being within the knowledge of the Company, has been furnished by the respective directors, officers and any control shareholder
of the Company individually.

Conflicts of Interest
The Company’s directors and officers may serve as directors or officers of other companies or have significant shareholdings in other

resource companies and, to the extent that such other companies may participate in ventures in which the Company may participate, the
directors of the Company may have a conflict of interest in negotiating and concluding terms respecting the extent of such participation. In the
event that such a conflict of interest arises at a meeting of the Company’s directors, a director who has such a conflict will abstain from voting for
or against the approval of such a participation or such terms. From time to time, several companies may participate in the acquisition, exploration
and development of natural resource properties thereby allowing for their participation in larger programs, permitting involvement in a greater
number of programs and reducing financial exposure in respect of any one program. It may also occur that a particular company will assign all or
a portion of its interest in a particular program to another of these companies due to the financial position of the company making the assignment.
In accordance with the laws of British Columbia, the directors of the Company are required to act honestly, in good faith and in the best interests
of the Company. In determining whether or not the Company will participate in a particular program and the interest therein to be acquired by it,
the directors will primarily consider the degree of risk to which the Company may be exposed and its financial position at that time.

The directors and officers of the Company are aware of the existence of laws governing the accountability of directors and officers for
corporate opportunity and requiring disclosures by the directors of conflicts of interest and the Company will rely upon such laws in respect of
any directors’ and officers’ conflicts of interest or in respect of any breaches of duty by any of its directors and officers. All such conflicts will be
disclosed by such directors or officers in accordance with the laws of British Columbia and shall govern themselves in respect thereof to the best
of their ability in accordance with the obligations imposed upon them by law. The directors and officers of the Company are not aware of any
such conflicts of interests.
 

ITEM 9: AUDIT COMMITTEE

Under Multilateral Instrument 52-110 – Audit Committees (“MI 52-110”), companies are required to provide disclosure with respect to their
audit committee including the text of the audit committee’s charter, composition of the audit committee and the fees paid to the external auditor.
Accordingly the Company provides the following disclosure with respect to its audit committee:
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The Audit Committee’s Charter
The following is the text of the Audit Committee’s Charter:

“1.    Mandate; Authority

The Audit Committee (“Committee”) is a committee of the Board of Directors (“the Board”). Its primary function shall be to assist the Board in
fulfilling its oversight responsibilities with respect to accounting and financial reporting processes, the financial integrity of the financial statements
of the Company, compliance with legal and regulatory requirements, the overall adequacy and maintenance of the systems of internal controls
that management have established and the overall responsibility for the Company’s external and internal audit processes including the external
auditors qualifications, independence and performance.

The Committee shall have the authority and funding to retain independent legal, accounting and other consultants to advise the Committee. The
Company shall provide for appropriate funding, as determined by the Committee, in its capacity as a committee of the Board of Directors, for
payment of compensation to any advisers employed by the Committee and to the independent auditor employed by the Company for the
purpose of rendering or issuing an audit report or performing other audit, review or attest services and ordinary administrative expenses of the
audit committee that are necessary or appropriate in carrying out its duties.

The Committee shall be accountable to the Board. In the course of fulfilling its specific responsibilities hereunder, the Committee shall maintain
an open communication between the Company’s outside auditor and the Board.

The responsibilities of a member of the Committee shall be in addition to such member’s duties as a member of the Board.

The Committee has the duty to determine whether the Company’s financial disclosures are complete, accurate, are in accordance with generally
accepted accounting principles and fairly present the financial position and risks of the organization. The Committee should, where it deems
appropriate, resolve disagreements, if any, between management and the outside auditor, and review compliance with laws and regulations and
the Company’s own policies.

The Committee will provide the Board with such recommendations and reports with respect to the financial disclosures of the Company as it
deems advisable.

2.    Membership and Composition

The Committee shall consist of at least three independent Directors who shall serve on behalf of the Board. The members shall be appointed
annually by the Board and shall meet the independence, financial literacy and experience requirements of the Toronto Stock Exchange, including
Multilateral Statement 52-110, the American Stock Exchange (“AMEX”) and the U.S. Sarbanes-Oxley Act of 2002 and other regulatory agencies
as required.

Financial literacy requires that all members of the Committee shall have a working familiarity with basic finance and accounting practices and
shall be able to read and understand financial statements. At least one member of the Committee shall be able to analyse and interpret a full set
of financial statements, including the notes attached thereto, in accordance with Canadian generally accepted accounting principles and at least
one member of the Committee shall qualify and be designated as the
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Audit Committee Financial Expert as determined in the judgment of the Board with reference to applicable law and AMEX rules.

A majority of Members will constitute a quorum for a meeting of the Committee.

The Board will appoint one Member to act as the Chairman of the Committee. In his absence, the Committee may appoint another person
provided a quorum is present. The Chairman will appoint a Secretary of the meeting, who need not be a member of the committee and who will
maintain the minutes of the meeting.

3.    Meetings

At the request of the external auditor, the Chief Executive Officer or the Chief Financial Officer of the Company or any member of the
Committee, the Chairman will convene a meeting of the Committee. In advance of every meeting of the Committee, the Chairman, with the
assistance of the Chief Financial Officer, will ensure that the agenda and meeting materials are distributed in a timely manner.

The Committee shall meet no less than four times per year or more frequently if circumstances or the obligations require.

4.    Duties and Responsibilities

The duties and responsibilities of the Committee shall be as follows:

A.    Financial Reporting and Disclosure

i.    Review and discuss with management and the outside auditor at the completion of the annual examination:
 

 a. the Company’s audited financial statements and related notes;
 

 b. the outside auditor’s audit of the financial statements and their report thereon;
 

 c. any significant changes required in the outside auditor’s audit plan;
 

 d. any serious difficulties or disputes with management encountered during the course of the audit; and
 

 
e. other matters related to the conduct of the audit, which are to be communicated to the Committee under generally accepted

auditing standards.

ii.    Review and discuss with management and the outside auditor at the completion of any review engagement or other examination, the
Company’s quarterly financial statements.

iii.    Review, discuss with management the annual reports, the quarterly reports, the Management Discussion and Analysis (“MD&A”), Annual
Information Form, 40-F, prospectus and other disclosures and, if thought advisable, recommend the acceptance of such documents to the Board
for approval.

iv.    Review and discuss with management any guidance being provided to shareholders on the expected future results and financial
performance of the Company and provide their recommendations on such documents to the Board.
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v.    Inquire of the auditors the quality and acceptability of the Company’s accounting principles, including the clarity of financial disclosure and
the degree of conservatism or aggressiveness of the accounting policies and estimates.

vi.    Review the Company’s compliance with any policies and reports received from regulators. Discuss with management and the independent
auditor the effect on the Company’s financial statements of significant regulatory initiatives.

vi.    Meet with the outside auditor and management in separate executive sessions, as necessary or appropriate, to discuss any matters that the
Committee or any of these groups believe should be discussed privately with the Audit Committee.

vii.    Ensure that management has the proper review system in place so that the Company’s financial statements, financial reports and other
financial information satisfy all legal and regulatory requirements.

viii.    Review with the Company’s counsel, management and the independent auditors any legal or regulatory matter, including reports or
correspondence, which could have a material impact on the Company’s financial statements or compliance policies.

Based on discussions with the independent auditor concerning the audit, the financial statement review and such other matters as the
Committee deems appropriate, recommend to the Board the filing of the audited annual and unaudited quarterly financial statements and MD&A
on the SEDAR database and the inclusion of the audited financial statements in the Annual Report on Form 40-F.

B.    External Auditor

i.    Be responsible for the recommendation to shareholders for the appointment of the Company’s independent auditor and for the
compensation, retention and oversight of the work of the independent auditor employed by the Company. The independent auditor shall report
directly to the Committee. If the appointment of the independent auditors is submitted for any ratification by shareholders, the Committee shall be
responsible for making the recommendation of the independent auditors.

ii.    Consider, in consultation with the outside auditor, the audit scope and plan of the outside auditor.

iii.    Recommend to the Board of Directors the outside auditor to be nominated, the cost of their services and review the performance of the
auditor, including the lead partner of the external auditor.

iv.    Confirm with the outside auditor and receive written confirmation at least once per year as to the outside auditor’s internal processes and
quality control and disclosure of any investigations or government enquiries, reviews or investigations of the outside auditor.

v.    Take reasonable steps to confirm at least annually the independence of the outside auditor, which shall include:
 

a. ensuring receipt from the outside auditor a formal written statement delineating all relationships between the outside auditor and the
Company, consistent with generally accepting auditing practices, and determine that they satisfy the requirements of all applicable
securities legislation including the U.S. Securities and Exchange Commission Independence Standards Board Standard No. 1,
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b. considering and discussing with the outside auditor any disclosed relationships or services, including non audit services, that may impact

the objectivity and independence of the outside auditor, and
 

c. approve in advance any audit or permissible non-audit related services provided by the auditor to the Company with a view to ensuring
independence of the auditor, and in accordance with any applicable regulatory requirements, including the requirements of all applicable
securities regulations with respect to approval of non audit related serviced performed by the auditor.

vi.    Confirm that the lead audit partner for the Company’s independent auditors has not performed audit services for the Company for more
than five previous fiscal years, and otherwise ensure the rotation of the lead partner and other partners in accordance with all applicable
securities laws.

vii.    Review and approve the Company’s hiring policies regarding partners, employees and former employees of the present and former
independent auditors of the Company.

C.    Internal Controls and Audit

i.    Review and assess the adequacy and effectiveness of the Corporation’s systems of internal and management information systems through
discussion with management and the external auditor to ensure that the Company maintains appropriate systems, is able to assess the pertinent
risks of the Company and that the risk of a material misstatement in the financial disclosures can be detected.

ii.    Assess the requirement for the appointment of an internal auditor for the Company.

iii.    Inquire of management and the outside auditor about the systems of internal controls that management and the Board of Directors have
established and the effectiveness of those systems. In addition, inquire of management and the outside auditor about significant financial risks or
exposures and the steps management has taken to minimize such risks to the Company.

iv.    Review disclosures made to the Committee by the Company’s CEO and CFO during their certification process required under applicable
Canadian and United States security regulations. Review any significant deficiencies in the design and operation of disclosure controls and
procedures and any fraud involving management or other employees who have a significant role in the Company’s internal controls.

D.    General

i.    Conduct an ongoing review of any transaction now in effect, and review and approve in advance any proposed transaction, that could be
within the scope of “related party transactions” as such term is defined in the applicable securities regulations, and establish appropriate
procedures to receive material information about and prior notice of any such transaction.

ii.    Establish procedures for the receipt, retention and treatment of complaints received by the Company regarding accounting, internal
accounting controls or auditing matters; and for the confidential, anonymous submission by employees of the Company of concerns regarding
questionable accounting or auditing matters.

iii.    The Committee shall have the power to conduct or authorize investigations into any matter within the scope of this Charter. It may request
any officer or employee of the Company, its outside legal counsel or outside auditor to attend a meeting of the Committee or to meet with any
member(s) of the Committee.
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iv.    Review the qualifications of the accounting and financial personnel.

v.    Perform any other activities consistent with this Charter, the Company’s Articles and governing law, as the Committee or the Board deems
necessary or appropriate.

E.    Oversight Function

While the Committee has the responsibilities and powers set forth in this Charter, it is not the duty of the Committee to plan or conduct audits or
to determine that the Corporation’s financial statements are complete and accurate or are in accordance with GAAP and applicable rules and
regulations. These are the responsibilities of management and the external auditors. The Committee, the Chairman and any Members identified
as having accounting or related financial expertise are members of the Board, appointed to the Committee to provide broad oversight of the
financial, risk and control related activities of the Corporation, and are specifically not accountable or responsible for the day to day operation or
performance of such activities. Although the designation of a Member as having accounting or related financial expertise for disclosure purposes
is based on that individual’s education and experience, which that individual will bring to bear in carrying out his or her duties on the Committee,
such designation does not impose on such person any duties, obligations or liability that are greater than the duties, obligations and liability
imposed on such person as a member of the Committee and Board in the absence of such designation. Rather, the role of a Member who is
identified as having accounting or related financial expertise, like the role of all Members, is to oversee the process, not to certify or guarantee
the internal or external audit of the Corporation’s financial information or public disclosure.

F.    Committee and Charter Review

The Committee will annually review and evaluate, at least annually, the performance of the Committee and review and reassess the adequacy of
this policy and submit any recommended changes to the Board for approval.”

Composition of the Audit Committee
The following directors are members of the Audit Committee as at March 24, 2006:

 
Greg Laing  Independent(1)  Financially literate(2)

Mike Muzylowski  Independent(1)  Financially literate(2)

Paul Sweeney—Chair  Independent(1)  Financially literate(2)

 

 (1) A member of an audit committee is independent if the member has no direct or indirect material relationship with the Company which could, in the view of the Board of
Directors, reasonably interfere with the exercise of a member’s independent judgment.

 

 (2) An individual is financially literate if he has the ability to read and understand a set of financial statements that present a breadth of complexity of accounting issues that are
generally comparable to the breadth and complexity of the issues that can reasonably be expected to be raised by the Company’s financial statements.

Relevant Education and Experience
The education and experience of each Audit Committee member that is relevant to the performance of his responsibilities as a member of

the Audit Committee are as follows:
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Mr. Laing, the former Chairman of the Audit Committee, is currently Corporate Counsel for Agnico-Eagle Mines Limited and was previously
Vice President, Legal at Goldcorp Inc. During his tenure in the mining industry, he has dealt with a variety of complex financial transactions
including acquisitions and divestitures, equity and project financing and involvement of all aspects of a Board of Directors including corporate
secretary for all Board and Committee meetings. He is currently a member of the Audit Committee of Andina Minerals Ltd.

Mr. Muzylowski holds a degree in geology and has served on the board of numerous natural resource companies over the past 40 years.
Mr. Muzylowski has been the President/CEO and director of several mining companies in the production and development stage.

Mr. Sweeney, the Chairman of the Audit Committee, is a member of the Certified General Accountants Association of British Columbia.
Mr. Sweeney has extensive experience in metals marketing, hedging, insurance, and taxation relating to Canadian and foreign mining
companies. He has arranged construction financings for mines in Canada, the United States, Australia, Papua New Guinea and Chile.

Pre-Approval Policies and Procedures
The Committee is responsible for the pre-approval of all audit, audit-related and non-audit services provided by the independent auditor.

The Chairman of the Committee is responsible for proper implementation of and compliance with this policy. The Committee has delegated to the
Chairman the authority to pre-approve all services, not previously approved, up to $10,000 and to report these to the Committee as a whole at
the next Committee meeting.

External Auditor Service Fees (By Category)
The aggregate fees billed by the Company’s external auditors in each of the last two fiscal years for audit fees are as follows:

 
Financial Year Ending  Audit Fees (1)  Audit Related Fees (2)  Tax Fees(3)  All Other Fees (4)

2005  $21,000  $6,000  Nil  Nil
2004  $32,900  Nil  Nil  Nil

 
(1) The aggregate audit fees billed.
 
(2) The aggregate fees billed for assurance and related services that are reasonably related to the performance of the audit or review of the Company’s financial statements which are not

included under the heading “Audit Fees”.
 
(3) The aggregate fees billed for professional services rendered for tax compliance, tax advice and tax planning.
 
(4) The aggregate fees billed for products and services other than as set out under the headings “Audit Fees”, “Audit Related Fees” and “Tax Fees”.
 

ITEM 10: PROMOTERS

John Kruzick, a former director, Chairman of the Board and President of the Company, took the initiative in founding the Company and
therefore has been a promoter of the Company. As Mr. Kruzick is no longer an insider of the Company, the number of shares beneficially owned
by him is not within the knowledge of the Company. Since
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becoming President in 1980 and subsequently as Chairman of the Company, until his resignation in January 2006, Mr. Kruzick, had received as
compensation an annual salary together with certain typical Company benefits which has included the use of a motor vehicle. Mr. Kruzick has
also received share purchase options of the Company for his services from time to time. Mr. Kruzick’s compensation for his services as President
and Chairman have been reported annually in the Company’s information circulars which have been delivered to Company shareholders each
year and are available on SEDAR at www.sedar.com.

The Company acquired 50% of the Afton Project from Westridge, a company owned by Mr. Kruzick, in 1999 pursuant to the Afton Option
Agreement as described above under the heading “Business of New Gold – Three Year History”. The Optionors under the Afton Option
Agreement had previously acquired the Afton Claims directly from the Government of British Columbia by staking them and paying the applicable
staking fees. On June 27, 2002, the Company entered into the NPR Option Agreement whereby the Company acquired the option exercisable
until December 1, 2010 to acquire the 10% Net Profit Royalty payable by the Company to the Optionors under the Afton Option Agreement for
aggregate consideration of $2,000,000 payable in cash or shares of the Company, one half of which would be paid to Mr. Kruzick.
 

ITEM 11: INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS

Westridge, a company owned by John Kruzick, a former director, Chairman of the Board and President of the Company, has been paid a
total of 1,000,000 shares of the Company over the past 6 years, in relation to the Company’s commitment related to the Afton Option Agreement
to acquire the Afton Claims as previously described under the heading “Business of New Gold – Three Year History”. The Optionors under the
Afton Option Agreement had previously acquired the Afton Claims directly from the Government of British Columbia by staking them and paying
the applicable staking fees. On June 27, 2002, the Company entered into the NPR Option Agreement whereby the Company acquired the option
exercisable until December 1, 2010 to acquire the 10% Net Profit Royalty payable by the Company to the optionors under the Afton Option
Agreement for aggregate consideration of $2,000,000 payable in cash or shares of the Company, one half of which would be paid to Mr. Kruzick.

There have been no other transactions or loans since the beginning of the last three financial years between the Company and any
enterprise that is under common control with the Company, any associate, individual having significant influence over the Company, key
management personnel of the Company, directors of the Company or any enterprise controlled by, or in which an individual having significant
influence over the Company or any key management person of the Company has a substantial interest and over which such person can
exercise significant influence and has materially affected or will materially affect the Company.
 

ITEM 12: TRANSFER AGENTS AND REGISTRARS

The Company’s transfer agent and registrar is Computershare Trust Company of Canada. Transfers may be effected and registration
facilities are maintained at each of the following offices: (i) 510 Burrard Street, Vancouver, BC V6C 2T5; and (ii) 100 University Avenue, Toronto,
Ontario M5J 2Y1.
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ITEM 13: MATERIAL CONTRACTS

Except for contracts entered into in the ordinary course of business, the Company has not entered into any material contracts during the
most recent completed financial year, or since January 1, 2002, and which are still in force and effect and which may reasonably be regarded as
presently material other than as set out below:

1. The Warrant Indenture dated as of February 28, 2006 between the Company and Computershare Trust Company of Canada as described
under the heading “Description of Share Capital”.
 

ITEM 14: INTERESTS OF EXPERTS

The following persons, firms and companies are named as having prepared or certified a statement, report or valuation described or
included in a filing, or referred to in a filing, made under National Instrument 51-102 Continuous Disclosure Obligations  by New Gold during, or
relating to, New Gold’s most recently completed financial year and whose profession or business gives authority to the statement, report or
valuation made by the person, firm or company.
 

Name(1)   Description   
Interest in

New Gold (2)

DeVisser Gray Chartered Accountants

  

Provided an auditor’s report dated March 15,
2006 in respect of New Gold’s consolidated
balance sheet for the year ended
December 31, 2005 and the consolidated
statements of income and deficit cash flows
for the year ended December 31, 2005.
Provided an auditor’s report dated March 2,
2005 in respect of New Gold’s consolidated
balance sheet for the year ended
December 31, 2004 and the consolidated
statements of income and deficit and cash
flows for the year ended December 31, 2004.   

Nil

C. Stewart Wallis P. Geo. of Roscoe Postle
Associates Inc.

  

An “independent qualified person” for the
purpose of National Instrument 43-101,
prepared the technical report titled “Technical
Report on the New Afton Project, Kamloops,
British Columbia” dated January 20, 2006.   

Nil

Gary Giroux, P. Eng

  

An “independent qualified person” for the
purpose of National Instrument 43-101,
prepared sections of the technical report
entitled “Advanced Scoping Study for the
Afton Project Kamloops B.C.” and dated
February 2004 and the technical report
entitled “Mineral Resource Estimate for the
Afton Copper/Gold Project, Kamloops, B.C.”
and dated January, 2004 and the technical
report entitled “Technical Report on the New
Afton Project, Kamloops, British Columbia”
dated January 20, 2006.   

Nil
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Name(1)   Description   

Interest
in

New
Gold(2)

Behre Dolbear & Company Ltd.

  

An “independent qualified person” for the
purposes of National Instrument 43-101
prepared the technical report entitled
“Advanced Scoping Study for the Afton
Project Kamloops B.C.” and dated February
2004 and the technical report entitled
“Mineral Resource Estimate for the Afton
Copper/Gold Project, Kamloops, B.C. and
dated January. 2004.   

Nil

 
(1) None of the experts identified above is or is expected to be elected or appointed or employed as a director, officer or employee of the Company.
 
(2) Refers to all registered and beneficial interests, direct or indirect, in any securities or other property held by an expert either (a) while preparing the report/valuation/certified statement,

(b) after preparing the report/ valuation/certified statement or to be received by an expert.
 

ITEM 15: ADDITIONAL INFORMATION

Additional information, including directors’ and officers’ remuneration and indebtedness, principal holders of the Company’s securities,
options to purchase securities and interests of insiders in material transactions, where applicable, is contained in the Company’s Information
Circular in respect of its most recent annual meeting of shareholders that involved the election of directors. Additional financial information is
available in the Company’s comparative audited consolidated financial statements together with the auditor’s report thereon for its most recently
completed fiscal year.

A copy of this Annual Information Form, the Company’s Information Circular for its most recent annual meeting and the financial
statements (including any interim statements from the past fiscal year) may be found on the SEDAR website at www.sedar.com or be obtained
upon request from the Secretary of the Company. A reasonable fee for copying may be charged if the request is made by a person who is not a
registered security holder of the Company.
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DE VISSER GRAY
CHARTERED ACCOUNTANTS

401 - 905 West Pender Street
Vancouver, BC Canada

V6C 1L6

Tel: (604) 687-5447
Fax: (604) 687-6737

AUDITORS’ REPORT

To the Shareholders of New Gold Inc.:

We have audited the balance sheets of New Gold Inc. as at December 31, 2005 and 2004 and the statements of operations and deficit and cash
flows for each of the years in the two-year period ended December 31, 2005. These financial statements are the responsibility of the Company’s
management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards (“GAAS”) in Canada and the standards of the Public
Company Accounting Oversight Board (United States) (“PCAOB”). Those standards require that we plan and perform an audit to obtain
reasonable assurance whether the financial statements are free of material misstatement. 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 management, as well as evaluating the overall financial statement presentation.

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at December 31, 2005
and 2004 and the results of its operations and cash flows for each of the years in the two-year period ended December 31, 2005 in conformity
with Canadian generally accepted accounting principles.

The financial statements as at and for the year ended December 31, 2003 was audited by other auditors who expressed opinions without
reservation on those financial statements in their report to the shareholders dated February 20, 2004.

“De Visser Gray”

CHARTERED ACCOUNTANTS

Vancouver, British Columbia
March 15, 2006



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
BALANCE SHEETS
As at December 31, 2005 and 2004

(Canadian dollars)
 

   2005   
(Note 15)

2004  
ASSETS    
Current assets    
Cash and cash equivalents   $18,178,820  $25,029,585 
Accrued interest receivable    19,763   71,912 
Amounts receivable    305,810   170,636 
Prepaid expenses    107,686   81,442 

  

   18,612,079   25,353,575 
Mineral Properties – Schedule (Note 3)    22,561,015   5,933,932 
Property and Equipment (Note 4)    578,499   508,138 

  

  $41,751,593  $31,795,645 
  

LIABILITIES    
Current Liabilities    
Accounts payable and accrued liabilities   $ 3,767,475  $ 1,164,350 
Current portion of capital lease payable (Note 5)    30,228   22,671 

  

   3,797,703   1,187,021 
Capital lease payable (Note 5)    —     30,228 
Future income taxes (Note 6)    4,384,680   922,675 

  

   8,182,383   2,139,924 
  

SHAREHOLDERS’ EQUITY    
Share capital (Note 7)    39,461,796   33,008,361 
Contributed surplus (Note 10)    1,727,584   868,190 
Deficit    (7,620,170)  (4,220,830)

  

   33,569,210   29,655,721 
  

  $41,751,593  $31,795,645 
  

Commitments and Contingent Liabilities (Note 13)    See accompanying notes. 
 
APPROVED BY THE BOARD   

“Chris Bradbrook”   “Paul Sweeney”
Chris Bradbrook   Paul Sweeney
Director   Director



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
STATEMENTS OF OPERATIONS AND DEFICIT
For the years ended December 31, 2005, 2004 and 2003

(Canadian dollars)
 

   2005   
(Note 15)

2004   
(Note 15)

2003  
Income     
Interest and other income   $ 487,893  $ 560,615  $ 182,839 
Gain on sale of marketable security    —     8,290   —   
Gain on sale of investment property    —     32,801   —   

  

   487,893   601,706   182,839 
  

Expenses     
Amortization    95,496   40,518   12,536 
BC capital tax    —     —     30,945 
Consulting and management fees    58,032   270,848   118,155 
Foreign exchange    2,950   36,689   74,929 
Insurance    157,031   36,794   14,000 
Office and miscellaneous    105,808   131,667   83,163 
Professional fees    185,805   116,328   109,007 
Regulatory and filing fees    98,508   84,088   66,871 
Rent    83,967   39,631   22,103 
Stock-based compensation (Note 8(a))    859,394   868,190   —   
Telephone    19,730   5,114   4,541 
Transfer agent    12,583   9,632   9,031 
Travel, conferences and promotion    604,638   165,012   53,259 
Wages and benefits    1,666,958   —     —   
Write-off of mineral property    —     —     1 

  

   3,950,900   1,804,511   598,541 
  

Loss before income taxes    (3,463,007)  (1,202,805)  (415,702)
Income taxes (Note 6)    63,667   (46,740)  (802,669)

  

Loss for the year    (3,399,340)  (1,249,545)  (1,218,371)
Deficit, beginning of year    (4,220,830)  (2,971,285)  (1,752,914)

  

Deficit, end of year   $ (7,620,170) $ (4,220,830) $(2,971,285)
  

Weighted average number of shares outstanding    14,435,573   13,390,604   9,746,722 
  

Loss per share (basic and diluted)   $ (0.24) $ (0.09) $ (0.13)
  

See accompanying notes.



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
STATEMENTS OF CASH FLOWS
For the years ended December 31, 2005, 2004 and 2003

(Canadian dollars)
 

   2005   
(Note 15)

2004   
(Note 15)

2003  
Cash provided by (used for)     
OPERATING ACTIVITIES     
Loss for the year   $ (3,399,340) $ (1,249,545) $ (1,218,371)
Items not involving cash:     

Amortization    95,496   40,518   12,536 
Stock-based compensation    859,394   868,190   —   
Gain on sale of marketable security    —     (8,290)  —   
Gain on sale of investment property    —     (32,801)  —   
Write-off of mineral properties    —     —     1 
Future income taxes    (68,667)  46,740   762,169 

  

   (2,513,117)  (335,188)  (443,665)
Net change in non-cash working capital items    2,493,856   777,548   191,095 

  

Cash (used for) provided by operating activities    (19,261)  442,360   (252,570)
  

INVESTING ACTIVITIES     
Proceeds on sale of marketable security    —     9,790   —   
Proceeds on sale of investment property    —     143,668   —   
Payments for mineral properties and exploration costs    (16,567,083)  (2,386,636)  (1,742,663)
Acquisition of property and equipment    (165,857)  (451,644)  —   

  

Cash used for investing activities    (16,732,940)  (2,684,822)  (1,742,663)
  

FINANCING ACTIVITIES     
Payments on capital lease    (22,671)  (15,114)  —   
Cash proceeds from shares issued    10,010,000   2,550,000   24,510,000 
Share issue costs paid    (85,893)  —     (1,649,750)

  

Cash provided by financing activities    9,901,436   2,534,886   22,860,250 
  

(Decrease) Increase in cash and cash equivalents    (6,850,765)  292,424   20,865,017 
Cash and cash equivalents, beginning of year    25,029,585   24,737,161   3,872,144 

  

Cash and cash equivalents, end of year   $ 18,178,820  $25,029,585  $24,737,161 
  

Cash and cash equivalents comprises:     
Cash   $ 2,883,130  $ 60,461  $ 27,760 

Term deposits and short-term discount notes    15,295,690   24,969,124   24,709,401 
  

  $ 18,178,820  $25,029,585  $24,737,161 
  

See accompanying notes.
 

* Supplemental disclosure of non-cash investing and financing activities, refer to Note 11.



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
For the years ended December 31, 2005, 2004 and 2003

(Canadian Dollars)
 
   Common Stock   

Contributed
Surplus

  

Deficit  

 Total
Shareholders’

Equity     Shares   Amount      
Balance as at December 31, 2002   9,131,766  $ 8,086,803  $ —    $(1,752,914) $ 6,333,889 
Issued for cash         

Exercise of stock options   50,000   150,000   —     —     150,000 
Broker warrants   70,000   210,000   —     —     210,000 

Issued by private placement for cash   3,450,000   24,150,000   —     —     24,150,000 
Share issue costs   —     (1,649,750)  —     —     (1,649,750)
Tax effect on flow-through shares   —     (608,692)  —     —     (608,692)
Issued for mineral properties   200,000   60,000   —     —     60,000 
Loss for the year   —     —     —     (1,218,371)  (1,218,371)

      

Balance as at December 31, 2003   12,901,766   30,398,361   —     (2,971,285)  27,427,076 
Issued for cash         

Exercise of stock options   840,000   2,550,000   —     —     2,550,000 
Issued for mineral properties   200,000   60,000   —     —     60,000 
Value assigned to options granted   —     —     868,190   —     868,190 
Loss for the year   —     —     —     (1,249,545)  (1,249,545)

      

Balance as at December 31, 2004   13,941,766   33,008,361   868,190   (4,220,830)  29,655,721 
Issued by private placement for cash   1,330,000   10,010,000   —     —     10,010,000 
Issued for finders’ fees   103,951   669,788   —     —     669,788 
Share issue costs   —     (755,681)  —     —     (755,681)
Tax effect on flow-through shares   —     (3,530,672)  —     —     (3,530,672)
Issued for mineral properties   200,000   60,000   —     —     60,000 
Value assigned to options granted   —     —     859,394   —     859,394 
Loss for the year   —     —     —     (3,399,340)  (3,399,340)

      

Balance as at December 31, 2005   15,575,717  $39,461,796  $1,727,584  $(7,620,170) $33,569,210 
      

See accompanying notes.



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
SCHEDULES OF MINERAL PROPERTIES
For the years ended December 31, 2005 and 2004

(Canadian Dollars)
 
   2005   2004  
ACQUISITION COSTS     
Kamloops Afton Claims   $ 601,734  $ 541,734 
Kamloops Ajax-Python Claims    48,732   48,732 
Timmins, Ontario Claims    1   1 

    

Balance, End of Year   $ 650,467  $ 590,467 
    

DEFERRED EXPLORATION COSTS  

   
Afton

Claims   

Ajax-
Python
Claims   2005   2004  

Balance, Beginning of Year   $ 5,118,047  $225,418  $ 5,343,465  $2,956,829 
        

Aboveground Exploration Costs         
Assays and testing    13,430   —     13,430   11,019 
Drilling    217,441   —     217,441   131,944 
Engineering    —     —     —     37,380 
Geological consulting    219,780   —     219,780   51,615 
Miscellaneous    16,975   —     16,975   7,278 
Staking and filing fees    443   1,684   2,127   4,781 
Supplies and equipment rental    67,130   —     67,130   3,829 
Travel and accommodation    16,020   —     16,020   10,529 
Wages and benefits    121,207   —     121,207   9,348 
Grant recoveries (Note 2(d))    —     —     —     (40,311)

        

   672,426   1,684   674,110   227,412 
        

Underground Exploration Costs         
Assays and testing    306,938   —     306,938   1,049 
Drilling    1,942,818   —     1,942,818   59,556 
Engineering    46,943   —     46,943   184,494 
Geological consulting    680,515   —     680,515   233,552 
Insurance    6,111   —     6,111   36,161 
Miscellaneous    6,485   —     6,485   6,728 
Road construction and maintenance    45,115   —     45,115   221,240 
Staking and filing fees    10,406   —     10,406   —   
Supplies and equipment rental    197,777   —     197,777   49,636 
Travel and accommodation    94,941   —     94,941   24,990 
Tunneling and decline costs    11,981,887   —     11,981,887   1,319,167 
Utilities    191,462   —     191,462   —   
Wages and benefits    381,575   —     381,575   22,651 

        

   15,892,973   —     15,892,973   2,159,224 
        

Balance, End of Year   $21,683,446  $227,102   21,910,548   5,343,465 
        

Mineral Properties       $22,561,015  $5,933,932 
        

See accompanying notes.



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2005 and 2004

(Canadian dollars)
 
1. NATURE OF OPERATIONS

New Gold Inc., which changed its name from DRC Resources Corporation on June 1, 2005 (the “Company”), is in the process of exploring
and developing mineral prospects in British Columbia, Canada. Its principal project, the Afton copper-gold project, has previously been
subject to exploration, an advanced scoping study and has not yet been confirmed to have economically viable copper/gold reserves. The
Company’s intention is to proceed to complete a feasibility study in 2006 to confirm whether economical reserves exist.
The underlying value of the Company’s mineral claims is dependent upon the existence and economic recovery of mineral reserves, and
the ability of the Company to raise financing to complete the development of and operation of the project. In addition, the investments may
be subject to changes in government relations related to mining activities, economic instability and access rights disruption.
The Company believes it has adequate funds available to meet its corporate and administrative obligations plus its funding requirement to
complete the feasibility study for the Afton copper/gold project, administration while having surplus funds available for exploration.
Management will have to pursue additional financing upon the completion of a positive feasibility to finance the projects construction. There
can be no assurance it will be able to raise sufficient funds when these funds are required. (See Note 16(a))

 
2. SIGNIFICANT ACCOUNTING POLICIES
 

 a) Cash and Cash Equivalents
Cash and cash equivalents consist of cash on deposit with banks and highly liquid short-term interest bearing securities with
maturities at purchase dates of 90 days or less.

 
 b) Mineral Properties

The Company records the acquisition cost of mineral rights and all related exploration expenditures at cost. Expenditures relating to
mineral properties that have economically recoverable reserves or significant mineralization, which in the view of management justify
further exploration, are deferred until such time as such properties are brought into production, sold, allowed to lapse or abandoned.
Mineral property option proceeds, if received, are credited against the deferred costs incurred by the Company on the property or
properties being optioned. The balances of costs deferred in respect to the Company’s mineral property interests at any point in time
represent actual historical costs incurred and are not meant to be indicative of present or future fair values.
The Company reviews quarterly the capitalized costs on its mineral property interests on property-by-property basis and will
recognize an impairment in value based upon current exploration results and management’s assessment of the probability of
achieving the recovery of the costs incurred to date, whether by profitable commercial production or by the sale of the property in
question. Management’s assessment of a particular mineral



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2005 and 2004

(Canadian dollars)
 

property’s estimated current fair value may also be based upon a review of other property transactions that have occurred in the
same geographical area as that of the property under review.
The Company has accounted for its mineral property interests as tangible assets in accordance with Section 3061 of the Accounting
Recommendations issued by the Canadian Institute of Chartered Accountants (“CICA 3061”). This standard states that “mining
properties are items of property, plant and equipment represented by the capitalized costs of acquired mineral rights and the costs
associated with exploration for and development of mineral reserves.” Under CICA 3061 the amortization of such mining assets will
be over their estimated useful life upon the achievement of commercial production.

 
 c) Property and Equipment

Property and equipment are stated at cost less accumulated amortization. Amortization is calculated using the straight-line method at
a rate of 5% per annum for building, 20% per annum for transportation vehicles and 20% per annum for mining, office and computer
equipment. Amortization is recorded when the asset is fully operational.

 
 d) Grant Recoveries

Grant recoveries represent British Columbia Mining Exploration Tax Credit claim refunds of 20% of eligible exploration expenditures.
These grants are for qualifying exploration expenditures at a grassroots level for mineral properties in the Province of B.C.

 
 e) Loss Per Share

Basic loss per common share is computed by dividing the loss by the weighted average number of common shares outstanding
during the period. Diluted per share amounts reflect the potential dilution that could occur if securities or other contracts to issue
common shares were exercised or converted to common shares. The treasury stock method is used to determine the dilutive effect of
stock options, warrants and other dilutive instruments. The effect of potential issuances of shares under options would be anti-dilutive
and accordingly basic and diluted loss per share are the same.

 
 f) Use of Estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting principles requires the Company’s
management to make estimates and assumptions that affect the amounts reported in these financial statements and accompanying
notes. Significant areas of estimate relate to the recoverability of mineral properties and related deferred exploration costs,
determinations as to whether costs are expensed or deferred, stock compensation valuation assumptions, future site restoration
costs, and the future income tax asset valuation allowance. Actual results could differ from those estimates. By their nature, these
estimates are subject to measurement uncertainty, and the impact on the financial statements of future changes in such estimates
could be material.



New Gold Inc. (formerly DRC Resources Corporation)
(An Exploration Stage Company)
NOTES TO FINANCIAL STATEMENTS
For the years ended December 31, 2005 and 2004

(Canadian dollars)
 
 g) Income and Resource Taxes

The Company recognizes and measures, as assets and liabilities, income and resource taxes currently payable or recoverable as well
as future taxes which would arise from the realization of assets or the settlement of liabilities at their carrying amounts to the extent
that these differ from their tax bases. Future tax assets and liabilities (“FITs”) are measured using the enacted or substantially
enacted tax rates expected to apply to taxable income in the years in which such temporary differences are expected to be recovered
or settled. A valuation allowance is recognized to the extent the recoverability of future income tax assets is not likely.
To date the Company has not recorded any future tax assets to offset its FIT liabilities. If it were to do so, the Company would report
an FIT recovery in its Statement of Operations and Deficit to the extent of the asset recognized.

 
 h) Foreign Currency Translation

The Company’s former foreign wholly-owned subsidiary operation, which was wound-up effective January 1, 2005, was considered
fully integrated with the Company and was translated into Canadian dollars using the weighted average rates for the year for items
included in the statement of operations and deficit, except for amortization which was translated at historical rates, the rate prevailing
at the balance sheet date for monetary assets and liabilities, and historical rates for all other items. Exchange gains or losses on
translation were included in the current year’s operations.

 
 i) Flow-Through Shares

During 2005 the Company has substantially adopted the consensus of Abstract #146 of the Emerging Issues Committee of the CICA
in respect to its accounting for all flow-through share renunciations occurring subsequent to March 19, 2004. Under the Canadian
Income Tax Act an enterprise may issue securities referred to as flow-through shares whereby the investor may claim the tax
deductions associated with the related resource expenditures. The Company records future income tax liabilities (or renounced
expenditures multiplied by the effective corporate tax rate) on the earlier of the date that the resource expenditures are renounced to
the investors and the date that, in the opinion of management, reasonable assurance exists that the expenditures will be completed.
During 2005 these FITs have been presented in the balance sheets of the first financial statements prepared by the Company for
continuous disclosure purposes, including herein, subsequent to the date of each issuance of flow through shares. The FIT amounts
are recorded as share issue costs, offset to share capital.

 
 j) Asset Retirement Obligations

The Company recognizes a liability for an asset retirement obligation when it is determinable and calculates the liability based upon
undiscounted future payments to be made. A corresponding amount is added to the carrying amount of the related long-lived asset,
and this amount is subsequently allocated to expense over its expected life. Adjustments will also be made in subsequent periods to
changes on asset retirement
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obligations due to changes in regulations or cost estimates. As at December 31, 2005, the Company has not recorded any asset
retirement obligations.

 
 k) Stock-Based Compensation

The Company adopted the recommendations of CICA Handbook Section 3870, stock-based compensation and other stock-based
payments, effective to all awards granted on or after January 1, 2003. The new standard requires that all stock-based awards made
to employees and non-employees be measured and recognized using a fair value based method. The fair value of stock options is
determined by the Black-Scholes option pricing model with assumptions for risk-free interest rates, dividend yields, volatility factors of
the expected market price of the Company’s common shares and an expected life of the options. The fair value of direct awards of
share capital is determined by the quoted market price of the Company’s shares.

 
3. MINERAL PROPERTIES
 

 a) Kamloops, B.C. “Afton” Mineral Property
The Afton mineral properties consist of nine new mineral claims staked under the new mineral tenure system in British Columbia and
fourteen heritage claims, covering a total area of 4,011.1 hectares.
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 aggregate work commitment totaling $6.5 million over nine years to earn
the rights to the mineral claims. Under the terms of the Option agreement to acquire the mineral claims for the Afton Mineral Claims,
the optionors retained a 10% net profit royalty (See Note 13(a)).
The Company made the final common share payment of 200,000 common 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 subject to the 10% net profit
royalty maintained by the optionors.

A director of the Company had a one-half interest in the Option agreement as one of the optionors (See Note 9(d)).
 
 b) Kamloops, B.C., “Ajax” Mineral Property

The Company owns a 100% interest in the Ajax - Python Claim Group, subject to a 2% net smelter royalty, consisting of fifteen new
mineral claims staked under the new mineral tenure system in British Columbia and fifteen heritage claims.
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 c) Timmins, Ontario, Mineral Property

The Company owns a 100% interest in eleven mineral claims located in the Porcupine Mining Division of Ontario. The mineral claims
are in good standing until October 14, 2006.

 
4. PROPERTY AND EQUIPMENT
 
         Net Book Value

   Cost   
Accumulated
Amortization   2005

Land   $ 56,900  $ —    $ 56,900
Building    104,700   10,470   94,230
Transportation vehicles    130,071   58,434   71,637
Mining equipment    304,296   43,845   260,451
Office and computer equipment    146,146   50,865   95,281

      

  $742,113  $ 163,614  $ 578,499
      

 
         Net Book Value

   Cost   
Accumulated
Amortization   2004

Land   $ 56,900  $ —    $ 56,900
Building    104,700   5,235   99,465
Transportation vehicles    130,071   32,420   97,651
Mining equipment    212,926   —     212,926
Office and computer equipment    77,741   36,545   41,196

      

  $582,338  $ 74,200  $ 508,138
      

 
5. CAPITAL LEASE PAYABLE
 

   2005   2004  
GMAC, 0%, repayable in monthly installments of $1,889, matures April 30, 2007   $ 30,228  $ 52,899 
Less: current portion due within one year    (30,228)  (22,671)

  

  $ —    $ 30,228 
  

In January 2006, the Company sold a transportation vehicle to a former director of the Company who took over the related capital lease
payments totaling $30,228.
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6. INCOME TAXES
 

 a) Loss before income taxes are as follows:
 
   2005   2004   2003  
Canada   $(3,463,007) $(1,222,186) $(415,736)
U.S.A.    —     19,381   34 

  

Total   $(3,463,007) $(1,202,805) $(415,702)
  

 
 b) The provision for income taxes consist of the following:
 
   2005   2004   2003
Future Taxes (Recovery)      

Canada   $(68,667) $46,740  $762,169
Ontario Capital Tax    5,000    

Large Corporation Tax      
Canada    —     —     40,500

    

Total   $(63,667) $46,740  $802,669
    

Temporary differences that give rise to future income taxes are as follows:
 

   2005   2004
Long-term future tax liability     

Mineral Properties   $4,364,096  $909,057
Equipment    20,584   13,618

    

Total long-term future income tax liability   $4,384,680  $922,675
    

 
 c) A reconciliation of expected and actual income tax expense at statutory rates is as follows:
 

   2005   2004  
Loss for accounting purposes   $(3,463,007) (1,202,805)

  

Expected income tax recovery   $(1,232,830) (439,024)
Net effect of non-deductible amounts    92,093  271,907 
Unrecognized benefit of tax pools carried forward    1,140,737  167,117 

  

Income tax recovery   $ —    —   
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 d) Temporary differences that could give rise to future income tax assets:
 

   2005   2004  
Long-Term Future Income Tax Assets    

Loss carry forwards   $ 1,969,520  $ 948,462 
Share issue costs    456,888   403,265 

  

Total Long-Term Future Income Tax Assets    2,426,408   1,351,727 
Less valuation allowance    (2,426,408)  (1,351,727)

  

Net long-term future income tax assets   $ —    $ —   
  

 
 e) Subject to confirmation by the income tax authorities, the Company has the following undeducted tax pools:
 

   2005   2004
Canadian Exploration Expenses   $9,421,165  $2,866,209

    

Canadian Development Expenses   $ 713,607  $ 651,480
    

Undepreciated Capital Costs   $ 462,989  $ 451,039
    

Share Issue Costs   $1,300,933  $1,071,942
    

Non-Capital Losses, expiring at various dates to 2015   $5,607,974  $2,532,071
    

 
7. SHARE CAPITAL

Authorized
Unlimited number of common shares without par value. Effective June 1, 2005, the Company increased the authorized share capital to an
unlimited number of common shares without par value from 40,000,000 common shares without par value.

Issued and Outstanding
 

   
Number of

Shares   Amount  
Balance, December 31, 2003   12,901,766  $30,398,361 
Issued for cash     

Exercise of stock options   840,000   2,550,000 
Issued for mineral properties   200,000   60,000 

    

Balance, December 31, 2004   13,941,766   33,008,361 
Issued for cash     

Private placements, net of share issue costs (a)   1,330,000   9,254,319 
Issued for finders’ fee (a)   103,951   669,788 

Tax effect on flow-through shares   —     (3,530,672)
Issued for mineral properties (b)   200,000   60,000 

    

Balance, December 31, 2005   15,575,717  $39,461,796 
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a) On April 22, 2005, the Company completed a non-brokered private 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 $2,793,809). The Company issued 29,000 shares, at a market
value of $6.20 per share, as a finders’ fee for the placement of common shares.
On October 6, 2005, the Company completed a non-brokered private placement by issuing 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 finders’ fee for placement of the common shares.
On December 22, 2005, the Company completed a non-brokered private placement by issuing 500,000 flow-through common shares
at a price of $8.00 per share for gross proceeds of $4.0 million. The Company issued 38,620 shares, at a market value of $7.25 per
share, as a finder’s fee for placement of the common 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 claim agreement.

 
8. STOCK OPTIONS
 

 

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 allows 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.
In addition, the Company has issued under the 2% inducement rules available under the TSX regulations, a total of 500,000 stock
options to senior officers which are not included in the 10% allowable issuable amount.
Options issued subsequent to the approval of the new Plan primarily vest one half after six months and the remainder after one year
from the date of issuance.
As at December 31, 2005, the stock options held by directors, consultants and employees are as follows:

 

Option Strike Price   
Options

Outstanding  

Weighted
Average

Remaining
Life (Years)

$4.60   600,000  3.8
$4.61 to $5.99   12,000  4.7
$6.00 to $6.99   800,000  4.4
$7.00 to $7.04   315,000  4.6

    

  1,727,000  4.5
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As at December 31, 2005, 1,080,000 stock options had vested.
 

   
Options

Outstanding  

Weighted
Average
Exercise

Price   

Weighted
Average

Remaining
Life (Years)

Balance, December 31, 2003   840,000  $ 3.03  0.9
Granted   700,000  $ 4.87  4.3
Exercised   (840,000) $ 3.03  3.9

  

Balance, December 31, 2004   700,000  $ 4.87  4.3
Granted   1,042,000  $ 6.82  4.5
Terminated   (15,000) $ (6.40) 

  

Balance, December 31, 2005   1,727,000  $ 6.04  4.5
  

The fair value of 535,000 options granted during the year ended December 31, 2005 (2004 –750,000) has been estimated at the date
of grant using a Black-Scholes option pricing model. The current year’s valuation was calculated with the following assumptions:
weighted average risk free interest rate of 3.00 – 3.29% (2004, 3.21 – 3.44%); volatility factor of the expected market price of the
Company’s common stock of 44% (2004 - 43%); and a weighted average expected life of the options of 2.5 years (2004 – 2.5 years).
The resulting weighted average cost per option granted was $2.00 (2004 – $1.34). The estimated fair value of the options is
expensed over the vesting period.
The fair value compensation recorded for the year ended December 31, 2005 in respect of awards granted in 2005 was $859,394
(2004 - $868,190).

 
 b) Compensation Options

As at December 31, 2005, the following compensation options were issued and outstanding:
 

Expiry Date   

Number of
Compensation

Options   

Weighted
Average
Exercise

Price
October 13, 2006   50,000  $ 4.60

    

The exercise of the outstanding options in the loss calculation would anti-dilutive.
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9. RELATED PARTY TRANSACTIONS
 

   2005   2004

a)      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 related party.   $ —    $ 46,460

b)      For wages and consulting services charged by a related person of a Director.   $96,000  $ 72,600
c)      For wages and consulting services charged by the President/Director of the Company. Effective

January 1, 2005, these services ceased to be provided by a related party.   $ —    $153,000
d)      For geological consulting services on mineral properties charged by an Officer of the Company.

Effective January 1, 2005, these services ceased to be provided by a related party.   $ —    $101,060
e)      For 100,000 shares issued in payment pursuant to the Afton mineral claim option agreement to a

Director of the Company.   $30,000  $ 30,000
f)      For secretarial and administrative services charged by a Director of the Company. Effective January 1,

2005, these services ceased to be a related party.   $ —    $ 72,600
 
10. CONTRIBUTED SURPLUS

The following table identifies the changes in contributed surplus for the period:
 

   
Stock-Based

Compensation
Balance – December 31, 2004   $ 868,190
Stock-based compensation    859,394

  

Balance – December 31, 2005   $ 1,727,584
  

 
11. SUPPLEMENTARY CASH FLOW INFORMATION

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

   2005   2004
Investing Activities     

Vehicle acquired via capital lease   $ —    $ 68,013
Financing Activities     

Value assigned to options granted    859,394   868,190
Shares issued for mineral properties    60,000   60,000
Shares issued for finders’ fee    669,788   —  
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12. FINANCIAL INSTRUMENTS

The Company’s financial instruments consist of cash, term deposits, corporate notes, amounts receivable, accounts payable and accrued
liabilities, and capital lease payable. Unless otherwise noted, it is 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, corporate notes, amounts
receivable and accounts payable and accrued liabilities approximate their carrying values due to the relatively short period to maturity of
these instruments.

 
13. COMMITMENTS AND CONTINGENT LIABILITIES
 

 a) Under the terms of the Option agreements to acquire the mineral properties for the Afton Mineral Claims, the optionors retained a
10% net profit royalty which can be purchased on or before December 1, 2010 for $2,000,000 in cash or shares of the Company.

 

 

b) The Company 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 things, provide for the terms and conditions for termination where no moral turpitude or dishonesty has occurred on
the part of the Parties as well as for retirement provisions should 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 December 31, 2005 the
liability under these employment conditions amount to $445,650 for the Chairman and $225,215 for the Corporate Secretary. These
amounts have been accrued and charged during the year to wages and benefits in the Statement of Loss. In January 2006 both of
the Parties elected to retire and these amounts were paid.

 

 c) The Company is committed to an operating lease for office premise rentals in the aggregate of $115,103. The future minimum lease
payments as at December 31, 2005 are as follows:

 
2006   $ 42,131
2007    45,118
2008    27,854

  

  $115,103
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14. ENVIRONMENTAL RISKS

Existing and possible future environmental legislation, regulations and action could give rise to additional expense, including those for
future removal and site restoration costs, capital expenditures, restrictions and delays in the activities of the Company, the extent of which
cannot be predicted. Regulatory requirements and environmental standards are subject to constant evaluation and may be significantly
increased, which could materially and adversely affect the business of the Company or its ability to develop its mineral properties on an
economic basis. Before production can commence on any property, the Company must obtain regulatory and environmental approvals.
There is no assurance that such approvals will be obtained on a timely basis or at all. The cost of compliance with changes in government
regulations has the potential to reduce the profitability of operations or preclude entirely the economic development of mineral properties.
Environmental expenditures that relate to ongoing environmental and reclamation programs are charged against operations as incurred or
capitalized and amortized depending on their future economic benefits. Estimated future removal and site restoration costs, when the
ultimate liability is reasonably determinable, are charged against operations over the estimated remaining life of the related business
operation, net of expected recoveries.

 
15. COMPARATIVE FIGURES

The comparative balance sheet as at December 31, 2004, and the statements of loss and deficit, and cash flows for the years ended
December 31, 2004 and 2003, includes 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.

 
16. SUBSEQUENT EVENTS
 

 a) Short-form unit offering

On February 28, 2006 the Company completed a short form prospectus filing in Canada to issue, through a syndicate of underwriters,
8,334,000 units at $9.00 per unit for gross cash proceeds of $75,006,000. Each unit consists of one common share and one-half of a
share purchase warrant. Each whole warrant is exercisable to purchase one common share at a price of $12.00 per share for a
period of two years from the date of closing and have been listed for trading on the Toronto Stock Exchange. A commission of 5.25%
was paid to the underwriters.

 

 b) Subsequent to December 31, 2005, the Company will sign definitive contracts totaling $3.7 million for the preparation of a feasibility
study (“Study”) for the New Afton copper/gold project. The Study is expected to be completed in the fourth quarter of 2006.
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 c) Subsequent to December 31, 2005 the tax benefits associated with the $10,010,000 in flow through share issuances during 2005
were renounced to the purchasers of the shares.

 
17. DIFFERENCES BETWEEN GENERALLY ACCEPTED ACCOUNTING PRINCIPLES IN CANADA AND THE UNITED STATES

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”).
Material variations in the accounting principles, practices and methods used in preparing these financial statements from principles, practices
and methods accepted in the United States (“U.S. GAAP”), and that impact financial statement line items, are described below.

Mineral property interests and deferred exploration costs
Under Canadian GAAP, costs to acquire property rights and related exploration costs incurred on those properties may be deferred and
subsequently carried at cost prior to a Company having obtained the necessary data to complete a positive feasibility study, including the
preparation of a cash flow projection in respect to the recoverability of those costs. Accordingly, while the Company’s Afton project remains at a
pre-feasibility stage of development, management has elected under Canadian GAAP to defer all costs incurred on it until the property is
abandoned, sold, or upon management determining there to be an impairment in value. Under U.S. GAAP, prior to the point in time that a
positive feasibility report has been completed in respect to a property, such costs must be expensed as incurred.

Flow-through shares
Under Canadian income tax legislation, the Company is permitted to issue shares whereby the Company agrees to incur qualifying expenditures
(as defined under the Canadian Income Tax Ac t) and renounce the related income tax deductions to the investors. Under Canadian GAAP, flow-
through shares are accounted for as part of the issuance of capital stock at the price paid for the shares, net of any future income tax liability.
Under U.S. GAAP, any difference between the market price of the Company’s stock and the fair value of the flow-through shares must be
recorded as a liability if a premium is paid by investors. This liability is then recorded as income when the flow-through share proceeds are
renounced to investors.

During the year ended December 31, 2005, the Company issued an aggregate of 1,330,000 flow-through shares at an average premium of
approximately $0.73 per share relative to the closing market prices of the Company’s shares on the dates that the directors set the flow-through
share issue prices. Accordingly, an aggregate dollar premium of $975,100 was obtained and under U.S. GAAP would have been recorded as
income from the sale of the tax benefit upon its renunciation to the investors. Consistent with its approach under Canadian GAAP, the Company
would record the future tax and income effects of renunciations effective at the first balance sheet date subsequent to completion on the related
flow through financing. For cash flow reporting purposes the Company would disclose the substance of the transaction, which is to report the
proceeds of these sales as operating cash inflows.
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The reconciling items disclosed herein are in respect to both the recognition of the tax benefit sale under U.S. GAAP and to the reversal of the
required Canadian GAAP treatment of flow-through share issuances and renunciations.

The impact of these differences in respect to these financial statements is quantified below in financial statement line items as lettered
a) to m):

BALANCE SHEETS
 
     2005   2004  

 Assets    
 Deferred property costs under Canadian GAAP   $ 22,561,015  $ 5,933,932 
 Deferred property costs expenditures expensed under US GAAP    (22,561,015)  (5,933,932)

  

(a) Deferred property costs under US GAAP    —     —   
  

(b) Total assets under US GAAP    19,190,578   25,861,713 
  

 Future tax liability under Canadian GAAP    4,384,680   922,675 
 Reversal of temporary differences for property costs expensed under US GAAP    (4,364,096)  (909,057)

  

(c) Future tax liability under US GAAP    20,584   13,618 
  

(d) Total liabilities under US GAAP    3,818,287   1,230,867 
  

 Share capital under Canadian GAAP    39,461,796   33,008,361 
 Flow-through proceeds included in income under US GAAP    (975,100)  —   
 Reduction of FIT liability under US GAAP    4,364,096   909,057 

  

(e) Share capital under US GAAP    42,850,792   33,917,418 
  

 Deficit under Canadian GAAP    (7,620,170) $ (4,220,830)

 Adjustment for property costs expensed under US GAAP    (22,561,015)  (5,933,932)
 Adjustment for flow through shares proceeds included in income    975,100   —   

  

(f)  Deficit under US GAAP    (29,206,085)  (10,154,762)
  

(g) Total Shareholders’ Equity Under US GAAP    15,372,291  $ 24,630,846 
  

(h) Total liabilities and stockholders’ equity under US GAAP   $ 19,190,578   25,861,713 
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STATEMENTS OF OPERATIONS AND DEFICIT
 
     2005   2004   2003  

 Loss for the year under Canadian GAAP   $ (3,399,340) $(1,249,545) $(1,218,371)
 Property costs written off under Canadian GAAP    —     —     1 
 Income on the sale of flow-through shares under US GAAP    975,100   —     —   
 Property costs expenditures expensed under US GAAP    (16,627,083)  (2,446,636)  (1,802,663)

  

(i)  Loss for the year under US GAAP   $(19,051,323) $(3,696,181) $(3,021,033)
  

(j)  Basic and diluted loss per share under US GAAP   $ 1.32   0.28   0.31 
  

STATEMENTS OF CASH FLOWS
 
     2005   2004   2003  

 Operating Activities     
 Cash from (used in) operating activities under Canadian GAAP   $ (19,261) $ 442,360  $ (252,570)
 Loss for the year under Canadian GAAP    3,399,340   1,249,545   1,218,371 
 Loss for the year under US GAAP    (19,051,323)  (3,696,181)  (3,021,033)
 Deferred property costs written off under Canadian GAAP    —     —     (1)
 Non-cash issue of shares for mineral property costs    60,000   60,000   60,000 

  

(k)  Net cash used for operating activities under US GAAP   $(15,611,244) $(1,944,276) $ (1,995,233)
  

 Investing Activities     
 Cash used in investing activities under Canadian GAAP   $(16,732,940)  (2,684,822)  (1,742,663)
 Cash property costs included in operations under US GAAP    16,567,083   2,386,636   1,742,663 

  

(l)
 
Net cash used in investing activities under US GAAP

  $ (165,857)  (298,186)  —   
  

 Financing Activities     
 Cash provided in financing activities under Canadian GAAP   $ 9,901,436   2,534,886   22,860,250 
 Flow-through proceeds included in income under US GAAP    (975,100)  —     —   

  

(m) Net cash provided by financing activities under US GAAP   $ 8,926,336   2,534,886   22,860,250 
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MANAGEMENT’S DISCUSSION AND ANALYSIS
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AT DECEMBER 31, 2005

This Management Discussion and Analysis (“MD&A”) is intended to supplement the Company’s financial statements and notes (“Statements”)
thereto and compares the financial results of 2005 with those of the two preceding years. The reader is encouraged to review the Statements in
conjunction with this document. This report is dated March 24, 2006 and the Company’s public filings, including its most recent Annual
Information Form can be reviewed via the SEDAR website (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 statements reconciling the figures to United States Generally Accepted
Accounting Principles (“US GAAP”) is included in the annual audited Statements.

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

BUSINESS OVERVIEW

Afton Copper-Gold Project
New Gold Inc. (“New Gold” or the “Company”) is a Canadian based resource company engaged in the exploration and development of base and
precious metals properties in British Columbia Canada. The current principle area of focus is the New Afton copper/gold project (“Project”)
located in Kamloops, British Columbia.

The Company continues to move the development of the Project beyond the February 2004 Advanced Scoping Study (“Scoping Study”) by
conducting an underground exploration program, which commenced in late 2004, and completing an extensive in-fill drilling program. The
underground program commenced in late 2004 and by the end of 2005 the Company had completed 2,200 metres of drifting including cross-
cutting into the mineralized zones. In-fill drilling commenced in February 2005 and 24,864 metres, from 66 holes, was completed during the year.
As at the December 31, 2005 the Company had virtually completed the program. The Company has announced the results of 9 sections of the
in-fill program and the results can be viewed on the company website (www.newgoldinc.com) or on SEDAR.

In December 2005, New Gold announced the commencement of a feasibility study (“FS”). The FS will be carried out by a team including, and
coordinated by, Hatch Ltd. (“Hatch”) who will be responsible for the processing and engineering components of the study. Mining method and
reserves will be the responsibility of Australian Mining Consultants Pty Ltd. (“AMC”), and Roscoe Postle Associates Inc. (“RPA”) will complete the
geology and resource sections. Environmental services and permitting will be the responsibility of Rescan Environmental Services Ltd.
(“Rescan”). In addition, BGC Engineering Inc. (“BGC”) will maintain responsibility
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for tailings disposal analysis study. With the exception of AMC (who are based in Australia) all of these engineering companies are based in
Vancouver, British Columbia, Canada.

The scope of the FS includes an updated resource estimation (which will incorporate the 2005 underground in-fill drilling results), mining method
selection, reserves and mine production scheduling, process plant design, tailings deposition, all infrastructure requirements and the preparation
of the project economic analysis. Once complete, the FS will replace the prior Scoping Study completed on the Project (in 2003, and updated in
2004), and will establish the technical and economical potential of developing a new underground mine at the New Afton Project.

During the third quarter of 2005, the Company completed the final payment under the two Afton option agreements by issuing 200,000 common
shares while the Company had previously completed the expenditure commitment. As a result; the Company has a 100% interest in the mineral
claims covering the Company’s current mineral resources at Afton. The Optionor’s, one of whom was a Director and had a one-half interest in
the agreement, maintain a 10% net profits royalty which the Company holds an option to purchase for $2 million on or before December 1, 2010.

Afton and Ajax Exploration Properties
The Company commenced in 2005 a review of surface exploration potential designed to look at the entire Afton and Ajax property claim blocks.
The Company also contracted for an airborne survey in the fourth quarter of 2005 which included a high resolution magnetometer, electro-
magnetics and radio metrics. The Ajax property is connected via a 10km road to the Afton mineral claims. The Company intends to prioritize the
most prospective drilling targets as part of an expanded regional exploration program planned to commence in early 2006.

The near-term key performance drivers for the Company are focused predominantly on the ultimate development of the Project, and which will
require the successful completion of the FS, completion of the permitting process, securing surface rights and acquiring the necessary financing
to be able to commence development of the Project. The capital requirements of the Project are under increasing cost pressures as many other
mining companies have seen increases in their capital and operating costs due to the current economic environment and will therefore form a
critical component of the overall project economics. To a lesser extent, the Company sees the growth of the resource base as a priority and has
allocated funds in 2006 to explore in and around the existing resource at the Project. On a more macro scale, the price of copper and gold
continue at relatively high levels and is the single most important factors in the future project economics and will have a direct impact on the
Company’s ability to raise funds towards the Project’s ultimate development.
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Annual Summary
The annual tabular results of operations are summarized in the following tables which have been prepared in accordance with Canadian
Generally Accepted Accounting Principles:
 

   

Year ended
December 31,

2005   

Year ended
December 31,

2004   

Year ended
December 31,

2003
Loss   $ 3,399,340  $ 1,249,545  $ 1,218,371
Loss per share – basic and diluted   $ 0.24   0.09  $ 0.13
Total assets    41,751,593   31,795,645   28,470,396
Investments in exploration and development including working capital changes    16,627,083   2,386,636   1,742,663
Cash flows from financing activities    9,901,436   2,534,886   22,860,250

RESULTS OF OPERATIONS

Afton
The Company’s operating activities for the preceding three fiscal years ended December 31, 2005, has primarily focused on the exploration
activities on the Project. The level of activity dramatically increased in late 2004 with the change from surface focused exploration to a more
expensive underground based program. As a result of these activities, the Company expended $16.6 million on the Project in 2005, as compared
to $2.2 million in 2004 and $1.1 million in 2003. In 2005, tunneling and related costs totaled $12.3 million as compared to $1.5 million in 2004 and
$nil in 2003 due to the ramp up of this activity in late 2004. Drilling and assaying increased in 2005 to $2.5 million versus $0.1 million in 2004 and
$1.1 million in 2003 as a result of drilling more metres in 2005 from underground at a higher cost per metre. In 2004 the Company did not conduct
any exploration drilling as it was preparing for the underground exploration program while in 2003 a significant program was conducted in
support of the Scoping Study.

Corporate
The Company incurred a loss of $3.4 million or $0.24 per share in 2005, a loss of $1.2 million or $0.09 per share in 2004 and $1.2 million or
$0.13 per share in 2003. The expenditure level in 2005 has increased significantly from that of the prior two years primarily as a result of the
growth of the organization and its management team with its related costs and increased corporate activity marketing the Company. The
compensation cost for staffing has increased to $1.7 million in 2005 as compared to $0.3 million and $0.1 million in the respective 2004 and 2003
years. Travel and promotional costs have shown a similar increase to $0.6 million in 2005 as compared to $0.2 million in 2004 and $0.1 million in
2003. In 2005 the Company recorded a tax benefit of $0.1 million as compared to a cost of $0.1 million in 2004 and $0.8 million in 2003.
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The expense in 2003 primarily relates to the then applicable accounting treatment of renounced flow through expenditures which were tax
affected and expensed.

Stock based compensation costs in 2005 were $0.9 million as compared to $0.9 million in 2004 and $nil in 2003 when no options were issued.
The similar level of costs in 2005 and 2004 is a result of the amounts of stock options vesting, although more options were issued in 2005 than in
2004, as the expensing of costs is based upon the vesting terms of the options. In addition, the calculated cost of the stock option compensation
cost issued in 2005 was higher at a weighted average of $2.00 per option as compared to $1.34 per option in 2004 principally as a result of the
increase in the Company’s share price.

SELECTED QUARTERLY INFORMATION

The results of operations are summarized in the following tables which have been prepared in accordance with Canadian GAAP:
 
   2005  
$Cdn   4th Quarter   3rd Quarter   2nd Quarter   1st Quarter  
Income Statement      
(Loss)   $ (1,279,500) $ (490,854) $ (803,078) $ (825,908)
Loss per share   $ (0.08) $ (0.04) $ (0.06) $ (0.06)
Balance Sheet      
Working Capital    14,814,376   13,099,254   17,784,732   20,566,933 
Total Assets    41,751,593   34,180,290   34,986,982   31,639,796 
Statement of Cash Flows      
Payments for mineral properties exploration costs    (4,810,406)  (4,422,861)  (4,252,999)  (3,080,817)
Cash flow from (used for) financing activities    6,944,830   (5,668)  2,967,941   (5,667)

   2004  
$Cdn   4th Quarter   3rd Quarter   2nd Quarter   1st Quarter  
Income Statement      
Income/(Loss)   $ (1,144,892) $ (146,626) $ (20,422) $ 62,395 
Earnings/(Loss) per share   $ (0.09) $ (0.01)  (0.01)  0.01 
Balance Sheet      
Working Capital    24,166,554   26,185,696   25,346,309   25,427,062 
Total Assets    31,795,645   30,729,760   29,456,408   29,313,654 
Statement of Cash Flows      
Payments for mineral claim interest and exploration costs    (1,699,439)  (375,412)  (234,459)  (77,326)
Cash flow from (used for) financing activities    169,323   (1,362,332)  155,735   915,500 
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Comparative Periods
During the fourth quarter of 2005, the Company invested approximately $4.8 million on its mineral properties as compared to $1.7 million in the
comparative quarter in 2004 for an increase of $3.1 million. The increase is primarily the result of spending $3.0 million on tunneling and decline
development and $0.9 million on an in-fill drilling program and related assaying costs. In the comparative quarter, the Company spent $1.3 million
on tunneling as it had just starting commencing the underground tunnelling program while no drilling had yet commenced. The other significant
difference between the comparative quarters related to road construction in 2004 for site and pit access totalling $0.2 million.

The Company incurred a loss of $1.3 million or $0.08 per share in the fourth quarter of 2005 versus a loss of $1.1 million or $0.08 per share in
the comparative quarter of 2004. In the fourth quarter of 2005 the Company incurred an increase of $0.5 million in wages and benefits costs due
to the increase in the management team as well as increases related to higher travel and promotional costs of $0.2 million due to increased
activity in marketing the Company. These increases were partially offset by $0.6 million in lower stock based compensation charges due to fewer
stock options vesting during the fourth quarter of 2005 than in the comparative quarter in 2004.

Interest income was $0.1 million for both the current 2005 quarter and the comparable quarter in 2004.

LIQUIDITY & CAPITAL RESOURCES

As at December 31, 2005, the Company had working capital of $14.8 million versus $24.2 million as at December 31, 2004. During 2005 the
Company completed three flow-through, non-brokered private placement, financings by issuing 1,330,000 flow-through common shares at a
prices ranging from $7.00 to $8.00 per share for gross proceeds of $10 million (net proceeds of $9.2 million). Proceeds from these private
placements are planned to be used to expand and accelerate the Company’s exploration efforts at the Project and at Ajax. As at December 31,
2005 the Company had completed the expenditures on the first two financings ($6 million) and has until the end of 2006 to expend qualifying
amounts for the third financing.

The Company plans to complete its FS in 2006 at an estimated cost of $5.3 million plus undertake a significant exploration program both from the
underground and surface locations at and around the Project as well as at the Ajax property. The ultimate cost of the 2006 exploration program
will be determined once the initial six month program results are received from a planned $6.5 million program.

The Company’s current working capital level is sufficient to meet its presently planned funding requirements for this stage of the Project up to the
middle of 2006. Subsequent to December 31, 2005 the Company issued by way of a short form prospectus in Canada, through a syndicate of
underwriters, 8,334,000 units priced at $9.00 per unit for gross cash proceeds of $75 million. Each unit consists of one common share and one-
half of a share purchase warrant. Each whole warrant will be exercisable to purchase one common share at a price of $12.00 per
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share for a period of two years from the date of closing. The financing closed on February 28, 2006 and it is planned that the proceeds will be
predominantly used as the Company’s equity portion towards the ultimate financing for the development of the Project. The Company will be
looking at the availability of project debt financing for the project during the second half of 2006, in parallel with the FS and permitting processes.

Related Party Transactions
During the year ended December 31, 2005 the following related party transactions occurred:
 
     2005   2004

a)
 

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 related party.   $ —    $ 46,460

b)  For wages and consulting services charged by a related person of a Director    96,000   72,600
c)

 
For wages and consulting services charged by the President/Director of the Company. Effective January 1, 2005,
these services ceased to be provided by a related party.    —     153,000

d)
 

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.    —     101,060

e)
 

For 100,000 shares issued in payment pursuant to the Afton mineral claim option agreement to a Director of the
Company.    30,000   30,000

f)
 

For secretarial and administrative services charged by a Director of the Company. Effective January 1, 2005, these
services ceased to be a related party.    —     72,600

Subsequent to December 31, 2005, item b) ceased to be a related party.

New Accounting Policies
In January 2005, the CICA issued four new accounting standards in relation to financial instruments: Section 3855 “Financial Instruments –
Recognition and Measurement”, Section 3865 “Hedges”, Section 1530 “Comprehensive Income and Section 3251 “Equity”.

Section 3855 expands on Section 3860 “Financial Instruments – Disclosure and Presentation,” by prescribing when a financial instrument is to be
recognized on the balance sheet and at what amount. It also specifies how financial instrument gains and losses are to be presented.

Section 3865 provides alternative treatments to Section 3855 for entities which choose to designate qualifying transactions as hedges for
accounting purposes. It replaces and expands on Accounting Guideline AcG-13/ “Hedging Relationships”, and the hedging guidance in Section
16500 “Foreign Currency Translation” by specifying how hedge accounting is applied and what disclosures are necessary when it is applied.
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Section 1530 “Comprehensive Income” introduces a new requirement to temporarily present certain gains and losses outside net income.
Consequently, Section 3250 “Surplus” has been revised as Section 3251 “Equity”.

Sections 3855, 3865 and 1530 apply to fiscal years beginning on or after October 1, 2006. The impact of these standards has not been
determined by the Company’s financial management.

Critical Accounting Estimates
The Company has not yet determined whether the Project or the Ajax property contains economically recoverable reserves. The recoverability of
the $21.7 million Project carrying value at December 31, 2005 plus related capital assets of this exploration property is dependent upon the
ultimate confirmation of economically recoverable reserves, the ability of the Company to obtain necessary permits, financing to complete the
development and future profitable production there from or alternatively upon the Company’s ability to dispose of its interests in the license on an
advantageous basis.

Changes in future conditions could require material write-downs of the Project.

Senior Officer Changes
The Company announced on May 2, 2005 the appointment of Paul Martin as the new Chief Financial Officer and Vice President, Finance
effective May 18, 2005 following the resignation of Ian Beardmore. Mr. Martin has more than 20 years of finance experience, including 15 years
in the mining industry.

The Company announced on December 5, 2005 the appointment of Kevin Ross as Chief Operating Officer (COO) who commenced his
employment on January 9, 2006. Mr. Ross graduated as a Mining Engineer from the Royal School of Mines in London, England and also has an
MBA. He has almost 30 years experience in the mining industry, most of it in executive and senior mine management positions, predominantly in
underground hard rock mines.

Subsequent to December 31, 2005 the founder and Chairman of the Board, John Kruzick, and the Corporate Secretary and Director, Sharon
Ross, a long standing executive, retired. At the same time they both resigned their seats on the Board.

Risks and Uncertainties
The Company’s business is subject to a number of risks related to the exploration and development plans as well as risks related to the mining
industry in general. The following risk factors should be given special consideration when evaluating trends, risks and uncertainties relating to the
Company’s business.
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Surface Rights
The Afton Lands on which the Afton Claims are situated, consists of Crown land, some of which is subject to grazing leases, and land held in fee
simple, principally by Afton Mining Corporation. The Company holds certain surface rights with respect to the Crown land but will be required to
obtain all necessary surface rights for the construction and operation of a new mining operation on the Afton Property. There can be no certainty
that the Company will be able to acquire all such surface rights.

Under Section 14(1) of the Mineral Tenure Act , R.S.B.C. 1996, c. 292 (“ MTA”) a mineral title holder may, subject to the requirements in the MTA,
including permitting, notice and compensation requirements, use, enter and occupy the surface of its mineral claim for the purpose of exploration,
development and production and to carry out other activities related to the business of mining. This right may be exercised despite the fact that
the land may be Crown land or fee simple land which is privately owned. A mineral title holder’s right to use the surface of their claims is,
however, also subject to, among other things, the Minister’s power under section 17 of the MTA to restrict the use of surface where he/she
considers that the surface area should be used for purposes other than mining. Also, under Section 16 of the MTA, if an application to acquire
surveyed land is received under the Land Act R.S.B.C. 1996, C.245 (the “Land Act”) before a mineral claim is registered on that land, or if an
application to acquire unsurveyed land is received under the Land Act and such land is staked under the Land Act before a mineral claim is
registered on that land, the rights with respect to the acquisition of the surface of the land under the Land Act have priority over the rights with
respect to a mineral claim subsequently registered on that land.

If there is a dispute between the parties regarding use of the surface or compensation, the Chief Gold Commissioner will use his or her best
efforts to resolve the issues between the parties. If this fails then the matter may be resolved through a process of mediation and arbitration by
the Mediation and Arbitration Board (the “PNGA Board”) under the Petroleum and Natural Gas Act , R.S.B.C. 1996, c.361. The PNGA Board may
set conditions for the use of the surface as well as specify the compensation payable to the owner. In a conflict between rights acquired under
the MTA and rights to Crown land acquired under the Land Act the PNGA Board will give consideration to who applied for the rights first and,
unless an injustice would result, must give the holder of those rights due priority in its consideration of the dispute between the parties.

Section 15 of the MTA sets out situations where the government may dispose of surface rights on Crown land to the holder of a mining lease. To
acquire these rights the recorded holder must first obtain certification from the Minister that the land is or will be required for the purpose of
mining. Such land must also be unreserved land, it must not be lawfully occupied for a purpose other than mining and it must not be protected
heritage property. If these conditions are met the surface rights may be transferred subject to conditions determined by the Ministers responsible
for the MTA and Land Act and payment based on the unimproved value of the land.

As a result, the Company may be required to enter into direct negotiations with the owners of fee simple property to obtain surface rights to those
portions of the Afton Lands that are held in fee simple. There can be no certainty that such negotiations will be successful and as a result
mediation and arbitration under the MTA may become necessary. With respect to Crown lands,
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the Company may be required to enter negotiations or apply to obtain surface rights from the Government of British Columbia. There can be no
certainty of how long such negotiations, potential mediation and arbitration or applications may take or whether they will ultimately be successful,
and therefore may have a material impact on the overall development and timeline of the Afton Project. The extent of compensation to surface
owners that may be required also cannot be assessed at this time.

Access to the Afton Claims
On May 1, 2004, the Company entered into the Access Agreement with Afton Operating Corporation, the fee-simple owner of some of the Afton
Lands and the former operator of the Afton Mine. Under the Access Agreement, the Company has the right to enter upon the portion of the Afton
Lands held by Afton Operating Corporation to conduct exploration until June 30, 2007. The Access Agreement requires the Company to
compensate Afton Operating Corporation for any disruption or damage to any surface facilities, to reclaim areas disturbed by the Company’s
operations, to post bond against any failure to reclaim, to be responsible for any hazardous substances introduced to the lands and to insure and
indemnify the owner against liabilities arising from any activities of the Company in and about the lands.

Access to mineral claims is governed by the Mining Right of Way Act , R.S.B.C. 1996, c. 294 (the “MRWA”). Under the MRWA, a mineral tenure
holder may, subject to certain limitations, take a right of way across private or Crown land to enable it to access its mineral claims for the
purpose of the exploration and development. Where private land is taken without the consent of the owner the Expropriation Act, R.S.B.C. 1996,
c. 125 (the “Expropriation Act”) applies. Compensation under the Expropriation Act is based on the principle that the owner should be put in the
same economic position post-expropriation as pre-expropriation.

There is no certainty that should the Company need to extend the Access Agreement that it will be successful in doing so. If the Access
Agreement is not extended, the Company would have to attempt to obtain access rights under the provisions of the MRWA noted above, which
could result in delay and/or increased cost to compensate the surface owner for use of the area or the Company could be forced to use more
costly, less convenient access over Crown lands.

Financing Risks
The Company has limited financial resources, no source of operating cash flow and no assurance that additional funding, equity or debt based,
will be available for further exploration and development of its projects. The Company will require additional financing from external sources to
meet its operating and capital requirements. There can be no assurance that it will obtain adequate financing in the future or that the terms of
such financing will be favourable. In addition, the price of shares of developing mining companies can be volatile due in part to changes in metals
prices, actual operating results differing from expected operating results, changes in metal companies’ valuations or the departure of key
employees. Failure to obtain such additional financing could result in delay or indefinite postponement of further exploration and development of
our projects or the possible loss of such properties.

The mineral exploration and development industry in general is intensely competitive and there is no assurance that, even if commercial
quantities of proven and probable reserves are
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discovered, a profitable market may exist for the sale of same. Factors beyond the control of the Company may affect the marketability of any
substances discovered. Mineral prices have fluctuated widely, particularly in recent years. The marketability of minerals is also affected by
numerous other factors beyond the control of the Company, including government regulations relating to price, royalties, allowable production
and importing and exporting of minerals, the effect of which cannot accurately be predicted.

Scoping Study is Preliminary
The Scoping Study is preliminary in nature as it is based in part upon inferred resources.  As required under National Instrument 43-101, the
reader is cautioned that these resources are considered too speculative geologically to have the economic considerations applied to them that
would enable them to be categorized as mineral reserves, and there is no certainty that any of the results predicted in the Scoping Study will be
realized. The inferred resources considered in the Scoping Study were estimated by Behre Dolbear according to the requirements of National
Instrument 43-101, who are independent of New Gold. Details of these estimates, a description of the calculation method employed and a
description of New Gold’s assaying and analytical techniques and methodology are set out in the text of the Scoping Study, which may be found
in New Gold’s filings at www.sedar.com. The estimates are based on the assumptions and methods, and are subject to the limitations and
qualifications, described in the Scoping Study.

The standards employed in estimating the resources differ significantly from the requirements of the United States Securities and Exchange
Commission and the resource information reported may not be comparable to similar information reported by United States companies. The term
“resources” does not equate to “reserves” and normally may not be included in documents filed with the United States Securities and Exchange
Commission. “Resources” are sometimes referred to as “mineralization” or “mineral deposits.”

The Scoping Study is intended to be read as a whole and sections should not be read or relied upon out of context. The quality of the
information, conclusions and estimates contained in the Scoping Study are consistent with the intentions of the Scoping Study, as well as the
circumstances and constraints under which the Scoping Study was prepared which are also set out therein.

The Scoping Study includes certain forward-looking statements within the meaning of the US Private Securities Legislation Reform Act of 1995.
Other than statements of historical fact, all statements in the Scoping Study, including without limitation, statements regarding potential
mineralization and resources and estimated or potential future production potential, are forward-looking statements that involve various known
and unknown risks, uncertainties and other factors. There can be no assurance that such statements will prove to be accurate. Results and
future events could differ materially from those anticipated in such statements. Readers are cautioned not to place undue reliance on these
forward-looking statements that speak only as of the date of the Scoping Study.
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Scoping Study Estimates Subject to Change
The estimates contained in the Scoping Study are based on capital costs and exchange rates as at the third quarter of 2003 and do not include
provisions for inflation. Fluctuations in such capital costs, exchange rates or inflation factors could have a significant effect on the estimates.

Operating Hazards and Risks
Exploration for natural resources involves many risks, which even a combination of experience, knowledge and careful evaluation may not be
able to overcome. Operations in which the Company has a direct or indirect interest will be subject to all the hazards and risk normally incidental
to exploration, development and production of resources, any of which could result in work stoppages, damage to persons or property and
possible environmental damage. Although the Company has obtained liability insurance in an amount which it considers adequate, the nature of
these risks is such that liabilities might exceed policy limits, the liabilities and hazards might not be insurable against, or the Company might not
elect to insure itself against such liabilities due to high premium costs or other reasons, in which event the Company could incur significant costs
that could have a material adverse effect upon its financial condition.

Fluctuating Metal Prices
The Company’s revenues, if any, are expected to be derived from the extraction and sale of copper and gold. The price of these metals has
fluctuated widely, particularly in recent years, and is affected by numerous factors beyond the Company’s control including international
economic and political trends, expectations of inflation, currency exchange fluctuations, interest rates, global or regional consumptive patterns,
speculative activities and increased production due to new extraction developments and improved extraction and production methods. The effect
of these factors on the price of metals, and therefore the economic viability of any of the Company’s exploration projects, cannot accurately be
predicted. The Company does not presently have a metals hedging policy nor has conducted any metals hedging in the past.

Title To Some Of Our Mineral Properties May Be Challenged Or Defective
The acquisition of title to mineral properties is a very detailed and time-consuming process. Title to mineral concessions may be disputed.
Although we believe we have taken reasonable measures to ensure proper title to our properties, there is no guarantee that title to any of our
properties will not be challenged or impaired. Third parties may have valid claims underlying portions of our interest, including prior unregistered
liens, agreements, transfers or claims, including aboriginal land claims, and title may be affected by, among other things, undetected defects. As
a result, we may be constrained in our ability to operate our properties or unable to enforce or rights with respect to our properties. An impairment
to or defect in our title to our properties could have a material adverse effect on our business, financial condition or results of operations.

Exploration, Development and Resource Estimates
The exploration and development of natural resources involve a high degree of risk and few properties which are explored are ultimately
developed into producing properties. Although the
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mineral resource figures set out herein have been carefully prepared and reviewed or verified by an independent mining expert, these amounts
are estimates only and no assurance can be given that an identified mineral resource will ever qualify as a commercially mineable (or viable) ore
body which can be legally and economically exploited. Also, there has been a significant amount of drilling on the Afton Project since the
resource figures set out herein were calculated. Accordingly, the mineral resource estimates may be subject to change. The Company intends to
recalculate the resource estimates in the upcoming Feasibility Study as described under the heading “Exploration and Development” below. In
addition, the grade of mineralization ultimately mined may differ from that indicated by drilling results and such differences could be material.
Production can be affected by such factors as permitting regulations and requirements, weather, environmental factors, unforeseen technical
difficulties, unusual or unexpected geological formations and work interruptions. Short-term factors, such as the need for orderly development of
deposits or the processing of new or different grades, may have an adverse effect on mining operations and on the results of operations. There
can be no assurance that minerals recovered in small scale laboratory tests will be duplicated in large scale tests under on-site conditions or in
production scale operations. Material changes in reserves or resources, grades, stripping ratios or recovery rates may affect the economic
viability of projects. The estimated reserves and resources described in this Annual Information Form should not be interpreted as assurances of
mine life or of the profitability of future operations. The long term profitability of the Company’s operations will be in part directly related to the
cost and success of its exploration programs, which may be affected by a number of factors.

Substantial expenditures are required to establish reserves through drilling, to develop processes to extract the resources and, in the case of
new properties, to develop the extraction and processing facilities and infrastructure at any site chosen for extraction. Although substantial
benefits may be derived from the discovery of a major deposit, no assurance can be given that resources will be discovered in sufficient
quantities to justify commercial operations or that the funds required for development can be obtained on a timely basis.

Environmental and other Regulatory Requirements
The activities of the Company are subject to environmental regulations promulgated by government agencies from time to time. Environmental
legislation generally provides for restrictions and prohibitions on spills, releases or emissions of various substances produced in association with
certain mining industry operations, such as seepage from tailings disposal areas, which would result in environmental pollution. A breach of such
legislation may result in imposition of fines and penalties. In addition, certain types of operations require the submission and approval of
environmental impact assessments. Environmental legislation is evolving in a manner which means stricter standards, and enforcement, fines
and penalties for non-compliance are more stringent. Environmental assessments of proposed projects carry a heightened degree of
responsibility for companies and directors, officers and employees. The cost of compliance with changes in governmental regulations has a
potential to reduce the profitability of operations.

The current exploration activities of the Company, including any development activities and commencement of production on its properties,
require permits from various governmental authorities and such operations are and will be governed by laws and regulations governing
prospecting, development, mining, production, exports, taxes, labour standards, occupational health, waste
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disposal, toxic substances, land use, environmental protection, mine safety and other matters. The Company has obtained a permit issued by the
Chief Inspector of Mines under Section 10 of the Mines Act, R.S.B.C. 1996, c. 293 allowing development of an underground access to allow an
exploration diamond drilling program to be carried out. The Company has commenced the permitting required to develop and operate a mine in
parallel with the completion of the Feasibility Study. This process requires consultation with stakeholders who may comment on the Company’s
plans. The Chief Inspector may take concerns into account in the granting of our development and operating permit. Companies engaged in
exploration activities and in the development and operation of mines and related facilities generally experience increased costs, and delays in
production and other schedules as a result of the need to comply with applicable laws, regulations and permits. There can be no assurance that
all permits which the Company may require for exploration, construction of mining facilities and conduct of mining operations will be obtainable
on reasonable terms or on a timely basis, or that such laws and regulations would not have an adverse effect on any mining project that the
Company may undertake. The Company believes it is in substantial compliance with all material laws and regulations which currently apply to its
activities.

Failure to comply with applicable laws, regulations, and permitting requirements may result in enforcement actions thereunder, including orders
issued by regulatory or judicial authorities causing operations to cease or be curtailed, and may include corrective measures requiring capital
expenditures, installation of additional equipment, or remedial actions. Parties engaged in mining operations may be required to compensate
those suffering loss or damage by reason of the mining activities and may have civil or criminal fines or penalties imposed for violations of
applicable laws or regulations and, in particular, environmental laws.

Amendments to current laws, regulations and permits governing operations and activities of mining companies, or more stringent implementation
thereof, could have a material adverse impact on the Company and cause increases in capital expenditures or production costs or reduction in
levels of production at producing properties or require abandonment or delays in development of new mining properties.

Retention of Key Personnel
The Company’s business is dependent on retaining the services of a small number of key personnel of the appropriate calibre as the business
develops. The success of the Company is, and will continue to be to a significant extent, dependent on the expertise and experience of the
directors and senior management and the loss of one or more could have a materially adverse effect on the Company.

Limited Experience with Development-Stage Mining Operations
The Company has limited experience in placing resource properties into production, and their ability to do so will be dependent upon using the
services of appropriately experienced personnel or entering into agreements with other major resource companies that can provide such
expertise. There can be no assurance that the Company will have available to it the necessary expertise when and if it places its resource
properties into production.
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Competition
The Company will compete with many international companies that have substantially greater financial and technical resources than it for the
acquisition of mineral concessions as well as for the recruitment and retention of qualified employees.

Contractual Obligations
The following is a summary of the material contractual obligations of the Company including payments due for each of the next five years and
thereafter.
 

Contractual Obligation   Total  
Less than 1

year   
1 - 3
years  

3 - 5
years  Thereafter

   $ million          
Professional Service Agreements (1)   $3.7  $ 3.7  Nil  Nil  Nil

          

Total Contractual Obligations   $3.7  $ 3.7  Nil  Nil  Nil
          

 
(1) –  the FS engineering contract has been awarded and is active and the definitive agreement is expected to be signed subsequent to

December 31, 2005.

Disclosure Controls
While the Company continues to enhance its disclosure controls and procedures over time, the CEO and CFO have concluded that, during 2005,
the process was sufficiently effective to ensure material information was accumulated and communicated to senior management in sufficient time
for senior management to make decisions regarding the Company’s disclosure record as required by securities legislation.

2006 OUTLOOK

The Company’s previously stated priorities remain the focus for 2006. The Company will focus its main attention on the advancement of the
Afton Project through the feasibility stage in 2006 in parallel with the advancement of the permitting and financing efforts. The Company is well
funded to advance the Project to the completion of the Feasibility Study and will also assess the potential of its overall land package through a
regional exploration program in 2006. The Company will seek to finance the Project in 2006 as well as continue to review its exploration
requirements and may consider additional flow-through financings. In addition, the Company will be proceeding with the permitting process
requirements of the Project, including both the environmental and social requirements.
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As at March 24, 2006, the Company’s outstanding capital stood at:
 

Common shares   23,910,217
Warrants   4,167,000
Common stock options   1,786,500
Compensation options   50,000

Forward-Looking Statement
Certain of the statements made and information contained herein is “forward- looking information” within the meaning of the Ontario Securities
Act or “forward-looking statements” within the meaning of Section 21E of the Securities Exchange Act of 1934 of the United States. Forward-
looking statements are subject to a variety of risks and uncertainties which could cause actual events or results to differ from those reflected in
the forward-looking statements, including, without limitation, risks and uncertainties relating to the interpretation of drill results and the estimation
of mineral resources and reserves, the geology, grade and continuity of mineral deposits, the possibility that future exploration, development or
mining results will not be consistent with the Company’s expectations, metal recoveries, accidents, equipment breakdowns, title matters and
surface access, labour disputes or other unanticipated difficulties with or interruptions in production, the potential for delays in exploration or
development activities or the completion of feasibility studies, the inherent uncertainty of production and cost estimates and the potential for
unexpected costs and expenses, commodity price fluctuations, currency fluctuations, failure to obtain adequate financing on a timely basis and
other risks and uncertainties, including those described under Risk Factors Relating to the Company’s Business in the Company’s Annual
Information Form and in each management discussion and analysis. Forward-looking information is in addition based on various assumptions
including, without limitation, the expectations and beliefs of management, the assumed long term price of copper and gold, that the feasibility
study will confirm that a technically viable and economic operation exists, that the Company will receive required permits and access to surface
rights, that the Company can access financing, appropriate equipment and sufficient labour and that the political environment within British
Columbia and Canada will continue to support the development of environmentally safe mining projects so that the Company will be able to
commence the development of the Afton project within the timetable to be established by the feasibility study. Should one or more of these risks
and uncertainties materialize, or should underlying assumptions prove incorrect, actual results may vary materially from those described in
forward-looking statements. Accordingly, readers are advised not to place undue reliance on forward-looking statements.

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.



Exhibit 4
 

CONSENT OF INDEPENDENT AUDITORS

We consent to the use of our report dated March 15, 2006 with respect to the consolidated audited financial statements of New Gold Inc.
included in this Annual Report on Form 40-F for the year ended December 31, 2005, filed with the U.S. Securities and Exchange Commission.
 

/s/    DeVisser Gray
DeVisser Gray
Chartered Accountants
Vancouver, British Columbia, Canada

March 28, 2006



Exhibit 5.1

CONSENT OF BEHRE DOLBEAR & COMPANY, LTD.

Reference is made to the Annual Report on Form 40-F for the year ended December 31, 2005 (the “Annual Report”) of New Gold Inc. (the
“Company”), filed with the U.S. Securities and Exchange Commission.

We hereby consent to the references to our name under the heading “Item 4 — Narrative Description of the Business — Mineral Projects
— The Afton Project” in the Company’s Annual Information Form and to all other references to our name included or incorporated by reference in
the Annual Report, and we further consent to the reliance in the Annual Report on our independent technical report dated February 2004 entitled
“Advanced Scoping Study for the Afton Project Kamloops B.C.”, which the Company used, or directly quoted from, in preparing summaries
concerning the Afton Project, which appear in such Annual Report.
 
Behre Dolbear & Company, Ltd.

By:  /s/ Derek C. Rance
 Name: Derek C. Rance
 Title: Chairman and Senior Associate

March 24, 2006
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CONSENT OF ROSCOE POSTLE ASSOCIATES INC.

Reference is made to the Annual Report on Form 40-F for the year ended December 31, 2005 (the “Annual Report”) of New Gold Inc. (the
“Company”), filed with the U.S. Securities and Exchange Commission.

We hereby consent to the references to our name under the heading “Item 4 — Narrative Description of the Business — Mineral Projects
— The Afton Project” in the Company’s Annual Information Form and to all other references to our name included or incorporated by reference in
the Annual Report, and we further consent to the reliance in the Annual Report on the independent technical report, prepared by us and Gary H.
Giroux, P.Eng., dated January 20, 2006 entitled “Technical Report on the New Afton Project, Kamloops, British Columbia” which the Company
used, or directly quoted from, in preparing summaries concerning the Afton Project, which appear in such Annual Report.
 
Roscoe Postle Associates Inc.

By:  /s/    C. Stewart Wallis
 Name:  C. Stewart Wallis P.Geo
 Title:  General Manager Vancouver

March 28, 2006



Exhibit 5.3

CONSENT OF ENGINEER (Gary H. Giroux, P.Eng.)

Reference is made to the Annual Report on Form 40-F for the year ended December 31, 2005 (the “Annual Report”) of New Gold Inc. (the
“Company”), filed with the U.S. Securities and Exchange Commission.

I hereby consent to the references to my name under the heading “Item 4 — Narrative Description of the Business — Mineral Projects —
The Afton Project” in the Company’s Annual Information Form and to all other references to my name included or incorporated by reference in
the Annual Report, and I further consent to the reliance in the Annual Report on the independent technical report dated January 20, 2006,
prepared by Roscoe Postle Associates Inc. and me, entitled “Technical Report on the New Afton Project, Kamloops, British Columbia” which the
Company used, or directly quoted from, in preparing summaries concerning the Afton Project, which appear in such Annual Report.
 
Very truly yours,

/s/ Gary H. Giroux
Name: Gary H. Giroux
Title:  P.Eng.

March 28, 2006



Exhibit 6.1

CERTIFICATION

I, Chris J. Bradbrook, certify that:

1. I have reviewed this annual report on Form 40-F of New Gold Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the company as of, and for, the periods presented in this report;

4. The company’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the company, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period covered by the
annual report that has materially affected, or is reasonably likely to materially affect, the company’s internal control over financial reporting; and

5. The company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the company’s auditors and the audit committee of the company’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the company’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the company’s internal
control over financial reporting.
 
Date: March 28, 2006

/s/ Chris J. Bradbrook
Chris J. Bradbrook, President and Chief Executive Officer



Exhibit 6.2

CERTIFICATION

I, Paul Martin, certify that:

1. I have reviewed this annual report on Form 40-F of New Gold Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to
make the statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period
covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects
the financial condition, results of operations and cash flows of the company as of, and for, the periods presented in this report;

4. The company’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in
Exchange Act Rules 13a-15(e) and 15d-15(e)) for the company and have:

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision,
to ensure that material information relating to the company, including its consolidated subsidiaries, is made known to us by others within those
entities, particularly during the period in which this report is being prepared;

(b) Evaluated the effectiveness of the company’s disclosure controls and procedures and presented in this report our conclusions about the
effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(c) Disclosed in this report any change in the company’s internal control over financial reporting that occurred during the period covered by the
annual report that has materially affected, or is reasonably likely to materially affect, the company’s internal control over financial reporting; and

5. The company’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to
the company’s auditors and the audit committee of the company’s board of directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably
likely to adversely affect the company’s ability to record, process, summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the company’s internal
control over financial reporting.
 
Date: March 28, 2006

/s/ Paul Martin
Paul Martin, Vice President Finance and Chief Financial
Officer



Exhibit 7.1

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Form 40-F of New Gold Inc. for the year ended December 31, 2005, as filed with the Securities and
Exchange Commission, I hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that:

1. The annual report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2. The information contained in the annual report fairly presents, in all material respects, the financial condition and results of operations of the
registrant.
 
Date: March 28, 2006

/s/ Chris J. Bradbrook
Chris J. Bradbrook, President and Chief Executive Officer

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to the
registrant and will be retained by the registrant and furnished to the Securities and Exchange Commission or its staff upon request.



Exhibit 7.2

CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,

AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002

In connection with the annual report on Form 40-F of New Gold Inc. for the year ended December 31, 2005, as filed with the Securities and
Exchange Commission, I hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of
2002, that:

1. The annual report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934, as amended; and

2. The information contained in the annual report fairly presents, in all material respects, the financial condition and results of operations of the
registrant.
 
Date: March 28, 2006

/s/ Paul Martin
Paul Martin
Vice President Finance and Chief Financial Officer

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise adopting the
signature that appears in typed form within the electronic version of this written statement required by Section 906, has been provided to the
registrant and will be retained by the registrant and furnished to the Securities and Exchange Commission or its staff upon request.


