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March 31, 2007 and 2006

g e n e r a l
This Management’s Discussion and Analysis (“MD&A”) of Lake Shore Gold Corp. (the “Com-

pany” or “Lake Shore”) provides an analysis of Lake Shore’s financial results for the period

ended March 31, 2007 and should be read in conjunction with the Company’s interim and

audited financial statements, including the notes thereto which have been prepared in accor-

dance with Canadian generally accepted accounting principles, for the period ended March 31,

2007 and year ended December 31, 2006, respectively. This MD&A has taken into account

information available up to and including May 8, 2007. All dollar amounts in this MD&A are

expressed in Canadian dollars unless otherwise stated.   

Lake Shore is a mineral exploration and development company engaged in the acquisition and

exploration as well as development of mineral properties with prospects for hosting gold and

base metal deposits. The Company is currently active in Canada and holds a number of min-

eral resource properties, either directly or through option agreements, in Ontario and Québec. 

Lake Shore is a reporting issuer in British Columbia, Alberta, Manitoba, Ontario and Québec,

and trades on the Toronto Stock Exchange (LSG-T).

overall performance
During the first quarter of 2007 Lake Shore entered into an agreement to acquire the Bell

Creek mine and mill, which also includes a hoist, headframe, underground mine, surface infra-

structure and tailings. The due diligence review was completed on April 20, 2007 to the sat-

isfaction of Lake Shore’s management. Timing for completion of the transaction is subject to

execution of the definitive agreement as well as receipt of regulatory and third party approvals

(see “Bell Creek Acquisition”).

Also during the first quarter of 2007 Lake Shore filed the required permit applications in con-

nection with the advanced underground exploration program on the Timmins West Property

(“Timmins West”), which is expected to commence this summer.

In April 2007 Lake Shore completed a $28.8 million bought deal financing by issuing 6 million

flow through shares at $2.50 per share and 6,875,000 units at $2.00 per unit. Proceeds of

the financing will be used to fund expenditures on Timmins West, to complete the Bell Creek

acquisition and for general working capital. 

management’s discussion and analysis
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Lake Shore has a strong balance sheet with $11.3 million in working capital as at March 31,

2007 in addition to $27 million in net proceeds received from the financing completed in April,

and no debt. 

Timmins West Gold Property, Ontario
Resource Expansion and Exploration Drilling
Currently, one drill is engaged in exploration to test the downplunge extension of the vein zones

at a vertical depth of 450 metres, and a second drill rig is drilling the pilot hole for the explo-

ration shaft associated with the planned advanced underground exploration program. Six dia-

mond drill holes were completed in the first quarter of 2007, for a total of 3,276 metres.

Logging and sampling are still in progress. 

Drilling in 2007 at Timmins West will focus on expanding the hangingwall veins and the main

zone. Further testing below the known mineralization shoots as well as further away from the

deposit is planned. In order to achieve these objectives, Lake Shore plans to drill approxi-

mately 10,000 metres during the year.

Pre-Feasibility Study
The pre-feasibility study (“PFS”) at Timmins West continued to advance during the first quar-

ter. The Company announced an agreement for the acquisition of the Bell Creek mine and

mill facility (the “Bell Creek Assets”), which assets will provide a processing facility to treat

ore from Timmins West. Also during the quarter, Lake Shore awarded a contract to SRK

Consulting (“SRK”) to develop the preliminary underground Timmins West mine plan, the last

main package of work required to complete the PFS. SRK is also compiling the consolidated

PFS report at Timmins West and both the PFS report and preliminary mine plan remain on

target for completion in the second quarter. The Company, based on these major milestones

in the development of Timmins West, initiated intensive studies to modify and re-commis-

sion the Bell Creek mill and associated tailings storage facilities to handle the metallurgical

testing of the Timmins West mineralization. The environmental and permitting status stud-

ies regarding the Bell Creek Assets were completed and are presently being finalized for the

purpose of incorporation into the PFS report. Detailed long range studies and options will con-

tinue to be analyzed.  

Advanced Exploration Program
Preliminary plans for an advanced underground exploration program were completed at

Timmins West and are currently under final review for the purpose of input to the PFS. This

plan provides for an exploration shaft to be sunk to a level which will provide a practical plat-

form for in-fill drilling in the area of current resources and to explore the prospective areas out-

side the current resource envelope. A representative bulk sample from several of the major

mineralized zones will be excavated from this level. The search to acquire a suitable used

hoist is continuing and a number of prospective hoisting plants have been and continue to be

located and inspected at various locations in North America. To prepare for site access and

site preparation, engineering and tender documents for the site access road have been com-

pleted. Detailed planning will continue in order to prepare for other major commitments



for implementation of the program, all of which is subject to board approval for the required

advanced exploration expenditures and the PFS report confirming positive project economics.

The underground exploration permit application, including a closure plan, was filed with reg-

ulatory authorities in March 2007. Financial assurance in the amount of $533,000 to cover

site rehabilitation costs was provided with the closure plan. In April 2007 the Company

received government approval of the application and receipt of related permits required to

proceed with the program.

Vogel-Schumacher Properties
The most recent drilling on the Vogel Property consisted of 10 inclined holes to test the north

central portion of the deposit where a 50 by 150 metre gap in the historical drilling was iden-

tified as having the potential to host vertical and horizontal veins south of the ultramafic-

mafic volcanic contact. The mineralized veins were intersected between 50 and 150 metres

from surface. The mineralization intersected in this latest drilling is located close to surface

and near the existing Bell Creek mine infrastructure, which facilitates exploration and any

potential development. 

The drill program intersected new typical vertical and horizontal vein mineralization within a

brecciated area in the massive volcanics returning 106.90 grams gold per tonne over 2.0

metres, 18.64 grams gold per tonne over 1.2 metres, 16.09 grams gold per tonne over 0.7

metres, 11.74 grams gold per tonne over 1.0 metres and 10.89 grams gold per tonne over

1.1 metres. For details refer to the Company’s news release dated February 21, 2007, avail-

able on www.lsgold.com.

The new intersections contained visible gold in or on the margins of typical quartz carbonate

veins and associated stringers in eight of the ten holes. Minor sulphides and black tourma-

line are associated with the veins and quartz-ankerite stringers.

No exploration work was carried out on the Schumacher Property during the first quarter. It

is anticipated that once the Bell Creek acquisition is completed, new and complete explo-

ration plans for the Vogel-Schumacher properties, including the Bell Creek mine property, will

be formulated.

Blakelock Property
An extensive reverse circulation (“RC”) drill program was conducted during the first quarter

with two reverse circulation drills. The program consisted of a total of 90 RC holes primarily

located on the western and central parts of the Property and was designed to test targets

identified through a new magnetic interpretation. RC samples were collected from the over-

burden till cover and from the bedrock. This method is widely utilized in areas with extensive

overburden cover in the Canadian Shield in order to further define diamond drill targets. The

samples collected from this program will be analyzed for their gold grain content and shape

in an attempt to determine proximity to the source of any in situ gold to the north, in the up

ice direction, from the drill holes. The results of this program will help guide a diamond drill pro-

gram planned to begin in the second or third quarter. 
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Thunder Creek Property
Lake Shore’s Thunder Creek Property consists of 54 claim units, contiguous to and south-

west of Timmins West and is underlain by an ultramafic intrusive body similar to the Ultra-

mafic Zone at Timmins West. The Thunder Creek Property represents a primary gold explo-

ration target. The Company is earning a 60% interest pursuant to an option agreement.

In 2007 Lake Shore plans to complete a minimum of 8,000 metres of diamond drilling on the

Thunder Creek Property, systematically testing the two structural zones as well as other explo-

ration targets. A diamond drill was mobilized onto the Property in March 2007, and a total of 42

metres were completed in the quarter, with one drill hole still in progress.

Bell Creek Acquisition
On January 31, 2007 Lake Shore signed a binding letter agreement with Goldcorp Canada
Ltd. (“Goldcorp”), manager of the Porcupine Joint Venture (the “PJV”), a joint venture between
Goldcorp and Kinross Gold Corporation (“Kinross”), to acquire the Bell Creek Assets located
immediately to the west of the Schumacher-Vogel properties, in the Timmins Gold Camp,
Ontario. The Bell Creek Assets include a hoist, headframe and underground mine infrastruc-
ture, a 1,500 tonne per day mill with permitted tailings facilities, and all surface infrastruc-
ture including office buildings, road and hydro access. 

Under the terms of the agreement, the Company will acquire the Bell Creek Assets for $6
million in cash and $4 million in Lake Shore common shares at a price of $1.51 per share,
as well as two million common share purchase warrants exercisable for a period of two years
at $2.41 per share. At Lake Shore’s option and sole discretion, the cash component can be
increased to $7.5 million with a decrease in the number of common shares issued as con-
sideration for the transaction to shares of a value equal to $2.5 million. Both Goldcorp and
Kinross have agreed to hold their respective Lake Shore shares for a period of 12 months
following the closing of the transaction. Lake Shore will also grant the PJV a royalty equal to
2% of net smelter returns on the Bell Creek mine, subject to any existing underlying royalties. 

In conjunction with the technical studies to utilize the mill to treat future potential Timmins
West ore, a due diligence team conducted physical, structural, legal, property, environmental
and permit status investigations during the due diligence period which was concluded on
April 20, 2007. The parties are now working towards completion and execution of a defini-
tive purchase agreement. The acquisition is subject to third party approvals and acceptance
by the Toronto Stock Exchange.

r e s u l t s  o f  o p e r a t i o n s
Lake Shore recorded a net loss of $972,459 or $0.01 per share during the first quarter of
2007 compared with a net loss of $531,674 or $0.01 per share for the same period in 2006.
The increase was mainly due to higher corporate overhead costs as well as the write off of
$174,786 in resource property costs relating to non-core properties.  

Effective January 1, 2007 the Company changed its practice of reporting stock-based com-
pensation on a separate line in the Consolidated Statements of Loss and Deficit to a method
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of allocating the expense to i) office salaries for employees, ii) consulting fees, and to iii) gen-
eral exploration for individuals involved in exploration work. The allocation for the three month
periods ended March 31, 2007 and 2006 was as follows:

March 31 March 31

2007 2006

Office salaries $ 109,372 $ 80,845
Consulting fees 264,302 79,857
General exploration 94,297 –

Total stock-based compensation $ 467,971 $ 160,702

The stock-based compensation expense was calculated using the Black-Scholes option

pricing model. A weighted-average grant-date fair value of $1.18 (March 31, 2006 – $1.14)

for each option grant was estimated using the following assumptions:  no dividends are to

be paid; expected volatility of 78% (March 31, 2006 – 66%); risk-free interest rate of 4.1%

(March 31, 2006 – 4.0%) and expected life of 3.5 years for both periods.  

Lake Shore recorded $178,011 (March 31, 2006 – $62,172) in general reconnaissance

expenditures of which $94,297 relates to the allocation of stock-based compensation

expense for grants to personnel involved in exploration work.

Consulting and management fees increased during the first quarter of 2007 compared to

the same period in 2006 due to higher stock-based compensation partially offset by fewer

consultants performing non-exploration related activities.

Shareholder information costs increased by $46,530 due to increased regulatory fees as

well as expenditures relating to the investor relations manager.

Office expense remained relatively unchanged except for an increase of $27,133 mainly

resulting from the allocation of stock-based compensation to office salaries.

Resource property costs in the amount of $174,786 were written off relating to various proj-

ects in Ontario. These properties were not a part of Lake Shore’s core group of properties

and exploration results to date did not warrant further expenditures.

As a result of the tax benefits of deductible expenses incurred during the three months

ended March 31, 2007, the Company recorded an income tax recovery of $171,500 (March

31, 2006 – $199,000). In addition renunciation in 2007 of tax deductions related to flow-

through shares issued in 2006 resulted in a $1,700,000 (March 31, 2006 – $1,752,000)

reduction in shareholders’ equity, with a corresponding charge to future income tax liability.

q u a r t e r l y  f i n a n c i a l  i n f o r m a t i o n
The following selected financial data has been prepared in accordance with Canadian gen-

erally accepted accounting principles and should be read in conjunction with the Company’s

interim consolidated financial statements. 
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1st Quarter 4th Quarter 3rd Quarter 2nd Quarter

March 31 Dec 31 Sept 30 June 30

Fiscal Quarter ended 2007 2006 2006 2006

Interest income 168,115 161,636 185,188 199,700
Net loss (972,459) (1,245,520) (144,188) (329,830)
Loss per share* (0.01) (0.01) (0.00) (0.00)

1st Quarter 4th Quarter 3rd Quarter 2nd Quarter

March 31 Dec 31 Sept 30 June 30

Fiscal Quarter ended 2006 2005 2005 2005

Interest income 102,279 22,452 29,139 39,248
Net loss (531,674) (2,394,734) (301,686) (1,195,604)
Loss per share* (0.01) (0.03) (0.00) (0.02)

* Loss per share is calculated based on the weighted-average number of shares outstanding.

An analysis of the quarterly results over the last eight quarters shows a significant variation

between the second quarters of 2006 and 2005, which was the result of stock-based com-

pensation expense recorded in 2005. There was also a significant difference between the

fourth quarters due to higher recovery of income tax partially offset by higher resource prop-

erty write-offs in 2006.

f i n a n c i a l  c o n d i t i o n , l i q u i d i t y  a n d  c a p i t a l  r e s o u r c e s
The Company is not in commercial production on any of its resource properties and, accord-

ingly, it does not generate cash from operations. The Company finances its activities by rais-

ing capital through the equity markets. As at March 31, 2007 the Company had cash of $11.6

million and working capital of $11.3 million.

Cash used in operating activities during the three months ended March 31, 2007 was

$649,281 (March 31, 2006 – $334,631). Resource property cost write-offs, stock-based

compensation expense and recovery of income tax make up the principal amounts that rec-

oncile the statement of loss to the statement of cash flows from operating activities. 

Cash used in investing activities for the same period totalled $2,075,882 (March 31, 2006

– $2,492,851). The Company’s principal investing activity is the acquisition and exploration

of its resource properties. During the period ended March 31, 2007, the Company expend-

ed approximately $900,000 on exploration, including drilling and pre-feasibility costs, on the

Timmins West Property and $447,000 on the Blakelock Property. Exploration costs were con-

siderably lower in this quarter due to the Company’s focus on the administrative aspects of

completing the work related to the underground exploration application on Timmins West as

well as the acquisition of the Bell Creek mine and mill.  

Also included in investing activities was an irrevocable letter of credit for $533,000 posted by

the Company in respect of the application for the advanced exploration permit for Timmins

West.
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In January 2007 the Canopener Project was optioned to Superior Diamonds Inc. (“Superior”).

Under the terms of the agreement, Superior contributed mineral claims, issued 75,000

Superior common shares to Lake Shore and agreed to spend $500,000 on exploration over

three years.

At March 31, 2007 exploration advances and other receivables included $147,286 relating

to Québec refundable tax and mining duties refunds and $108,682 in GST receivables. Accounts

payable and accrued charges included $576,950 in trade payables (mainly relating to drilling

invoices) and $244,590 in other accrued liabilities. 

Due to the adoption of new accounting standards (see “Changes in Accounting Policies”)

effective January 1, 2007, the Company now measures assets classified as available-for-

sale at fair value and includes resulting unrealized gains and losses on a new Consolidated

Statement of Comprehensive Loss. An amount of $11,250 was recorded as unrealized gains

on available-for-sale investments (common shares of Superior) for the period ended March

31, 2007. 

Net proceeds of $825,575 were received during the three months ended March 31, 2007

from the exercise of 129,000 warrants and 1,298,500 options. 

In management’s view the Company currently has sufficient financial resources to fund planned

exploration programs and ongoing operating expenditures. The Company will continue to be

dependent on raising equity capital as required until it reaches the production stage and gen-

erates cash flow from operations.

o u t s t a n d i n g  s h a r e  c a p i t a l
As at April 30, 2007 there were 109,968,213 common shares issued and outstanding and

the following options and warrants:

o p t i o n s

Number of Exercise

options price

outstanding range

400,000 $0.00-$0.49
2,643,333 $0.50-$0.99

490,000 $1.00-$1.49
1,477,500 $1.50-$1.99

605,000 $2.00-$2.50

5,615,833

w a r r a n t s

Date Number of Exercise Expiry

issued warrants price date

April 16, 2007 3,437,500 $2.50 October 16, 2008
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c o n t r a c t u a l  o b l i g a t i o n s
The Company has earn-in/option agreements with third parties pursuant to which the Company

has the option to earn an interest in the Thunder Creek and Schumacher properties. If the

Company wishes to maintain its interest in these properties, the Company will be required to

make certain cash payments and spend amounts on exploration as follows:

2007 2008 2009

Cash payments $ 212,830 $ 196,256 $ 96,806
Expenditures 289,176 550,000 –

$ 502,006 $ 746,256 $ 96,806

o f f - b a l a n c e  s h e e t  a r r a n g e m e n t s
The Company does not utilize off-balance sheet arrangements.

f i n a n c i a l  i n s t r u m e n t s  a n d  o t h e r  i n s t r u m e n t s
The Company’s financial instruments consist of cash, advances and other receivables, restrict-

ed cash, investment and accounts payable. Unless otherwise noted, it is management’s opin-

ion that the Company is not exposed to significant interest, currency or credit risk arising

from these financial instruments. 

c h a n g e s  i n  a c c o u n t i n g  p o l i c i e s
Effective January 1, 2007 the Company adopted two new accounting standards related to

financial instruments that were issued by the Canadian Institute of Chartered Accountants.

These accounting policy changes were adopted on a prospective basis with no restatement

of prior period financial statements. The new standards and accounting policy changes are

as follows:

Financial Instruments – Recognition and Measurement (Section 3855)
In accordance with this new standard, the Company now classifies all financial instruments

as either held-to-maturity, available-for-sale, held-for-trading, loans and receivables, or other

financial liabilities. Financial assets held-to-maturity, loans and receivables and financial lia-

bilities other than those held-for-trading are measured at amortized cost. Available-for-sale

instruments are measured at fair value with unrealized gains and losses recognized in other

comprehensive income. Instruments classified as held-for-trading are measured at fair value

with unrealized gains and losses recognized on the statement of loss.

Upon adoption of this new standard, the Company has designated its cash as held-for-trad-
ing, which is measured at fair value. Exploration advances and other receivables are classi-
fied as loans and receivables, which are measured at amortized cost. Accounts payable and
accrued liabilities are classified as other financial liabilities which are measured at amor-
tized cost. The Company has classified its investment in a public company as available-for-
sale and therefore carries it at fair market value, with the unrealized gain or loss recorded in
shareholders’ equity as a component of other comprehensive income. These amounts will be
reclassified from shareholders’ equity to net income when the investment is sold. Previously
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the Company did not have any available-for-sale investments and therefore no adjustments
were required as at January 1, 2007.

Comprehensive Income (Section 1530)
Comprehensive income is the change in shareholders’ equity during a period from transac-
tions and other events and circumstances from non-owner sources. In accordance with this
new standard, the Company now reports unrealized gains and losses on financial assets
classified as available-for-sale on a consolidated statement of comprehensive loss and a
new category, accumulated other comprehensive income, has been added to the shareholders’
equity section of the consolidated balance sheet.

r e l a t e d  p a r t y  t r a n s a c t i o n s
During the three months ended March 31, 2007, the Company paid a total of $166,225
(March 31, 2006 – $122,050) on account of consulting and management services provided
by directors and by a director who is also an officer. Included in the total paid in the current
period, $103,000 was paid to a director who is an officer and $63,225 to independent direc-
tors. In addition, during the same three month periods ended March 31, there were fees of
$10,500 and $9,000 paid to Southwestern Resources Corp. (“Southwestern”), a company
which provides administrative services under the terms of an administrative services agree-
ment. The basis for the various fees is either a monthly or per diem rate. As at March 31,
2007 there was $19,741 (December 31, 2006 – $3,093) owing to Southwestern.

c o r p o r a t e  g o v e r n a n c e
The Company’s Board of Directors follows recommended corporate governance guidelines
for public companies to ensure transparency and accountability to shareholders. 

The Audit Committee of the Company fulfills its role of ensuring the integrity of the reported
information through its review of the interim and audited annual financial statements prior
to their submission to the Board of Directors for approval. The Audit Committee, comprised
of three independent directors, meets with management and the external auditors of the
Company on a quarterly basis to review the financial statements, including the MD&A, and
to discuss other financial, operating and internal control matters. The Company also has the
practice of engaging its external auditors to perform quarterly reviews of its interim financial
statements.

c o n t r o l s  a n d  p r o c e d u r e s
Management is responsible for establishing and maintaining a system of controls and pro-
cedures over the public disclosure of financial and non-financial information regarding the
Company. Management is also responsible for the design and maintenance of effective inter-
nal control over financial reporting to provide reasonable assurance regarding the integrity
and reliability of the Company’s financial information and the preparation of its financial
statements in accordance with Canadian generally accepted accounting principles. Manage-
ment maintains appropriate information systems, procedures and controls to ensure integri-
ty of the financial statements and maintains appropriate information systems, procedures and
controls to ensure that information used internally and disclosed externally is complete and
reliable. The Company has a Disclosure Policy and a Disclosure Committee in place to miti-
gate risks associated with the disclosure of inaccurate or incomplete information.
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As required by Multilateral Instrument 52-109, an evaluation of the effectiveness of the
design and operation of the Company’s disclosure controls and procedures was conducted
as of December 31, 2006 by and under the supervision of management, including the Chief
Executive Officer (“CEO”) and Chief Financial Officer (“CFO”). The evaluation included docu-
mentation review, enquiries and other procedures considered by management to be appro-
priate in the circumstances. Based on that evaluation, the CEO and CFO concluded that the
Company’s disclosure controls were operating effectively as of December 31, 2006.

There have been no changes in internal control over financial reporting during the three
month period ended March 31, 2007 that have materially affected, or are reasonably likely
to materially affect, the Company’s internal control over financial reporting.

s u b s e q u e n t  e v e n t
On April 16, 2007 the Company closed a bought deal financing underwritten by a syndicate
of underwriters. The financing consisted of 6,875,000 units and 6 million flow through com-
mon shares of the Company at an issue price of $2.00 per unit and $2.50 per flow through
share for gross proceeds to the Company of $28,750,000. Each unit consists of one com-
mon share plus one-half of one common share purchase warrant. Each warrant will entitle
the holder to purchase one common share at a price of $2.50 expiring 18 months from the
closing of the offering.

o u t l o o k
Lake Shore is continuing to advance its key projects toward development decisions with the
pre-feasibility study and advanced underground exploration program on Timmins West and
continuation of exploration on Vogel-Schumacher. Furthermore on completion of the Bell Creek
Assets acquisition Lake Shore will quickly be able to transform itself from a junior exploration
company into a gold producer and become a significant player in one of Canada’s most
prospective gold mining camps.

f o r w a r d - l o o k i n g  s t a t e m e n t s
Some of the statements in this MD&A constitute “forward-looking statements.” Where Lake
Shore expresses an expectation or belief as to future events or results, including manage-
ment’s plans and objectives, and projections of exploration results, such expectation or
belief is expressed in good faith and is believed to have a reasonable basis. While these
statements represent our best current judgment, they are subject to risks and uncertainties
that could cause actual results to vary, the specifics of which are detailed in disclosures with
the heading “Risk Factors” in the Company’s periodic filings with securities regulators. Lake
Shore does not assume the obligation to update any forward-looking statement.

a d d i t i o n a l  i n f o r m a t i o n
Additional information relating to the Company is provided in the Company’s interim consoli-
dated financial statements for the period ended March 31, 2007, audited consolidated 
financial statements for the year ended December 31, 2006, its Annual Information Form
and Information Circular. These and other documents relating to the Company are available
on SEDAR at www.sedar.com.

Next Phase      Lake Shore Gold Corp. 10



March 31 December 31
Unaudited 2007 2006

A S S E T S

Current
Cash $ 11,618,494 $ 13,518,082
Exploration advances and other receivables 543,858 328,175

12,162,352 13,846,257

Resource properties note 3(a) 80,735,254 79,337,652
Restricted cash note 3(b) 533,000 –
Property, plant and equipment (net of accumulated

depreciation of $15,644 (2006 – $11,613) 52,210 56,241
Investment 45,750 –

$ 93,528,566 $ 93,240,150

L I A B I L I T I E S

Current
Accounts payable and accrued charges $ 821,540 $ 693,961

Future income taxes note 6 17,688,500 16,160,000

18,510,040 16,853,961
S H A R E H O L D E R S ’ E Q U I T Y

Share capital note 4(b) 86,926,387 85,522,239
Contributed surplus note 4(e) 4,229,500 4,340,102
Accumulated other comprehensive income note 4(f) 11,250 –
Deficit (16,148,611) (13,476,152)

75,018,526 76,386,189

$ 93,528,566 $ 93,240,150

See accompanying notes to consolidated financial statements

Approved by the Board

M U R R A Y A G O R D O N

A L A N C M O O N

consolidated balance sheets

L A K E S H O R E

G O L D C O R P .
–

D E F I N I N G

A

R E S O U R C E
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Three months Three months
ended ended

March 31 March 31
Unaudited 2007 2006

E X P E N S E S
Consulting and management fees $ 467,862 $ 350,576
General exploration 178,011 62,172
Shareholder information 142,281 95,751
Legal and accounting 25,240 23,712
Office expense 293,324 266,191
Resource property costs written off note 3 174,786 –
Travel 30,570 34,551

Loss before undernoted items (1,312,074) (832,953)

Interest and other income 168,115 102,279

Loss before income taxes (1,143,959) (730,674)
Recovery of income tax note 6 171,500 199,000

Net loss for the period (972,459) (531,674)
Deficit at beginning of period (13,476,152) (10,347,940)
Income tax benefits renounced to shareholders note 6 (1,700,000) (1,752,000)

Deficit at end of period $ (16,148,611) $ (12,631,614)

Loss per share – basic and diluted $ (0.01) $ (0.01)

Weighted-average number of shares outstanding 96,445,963 87,629,340

See accompanying notes to consolidated financial statements

consolidated statements
of loss and deficit

L A K E S H O R E

G O L D C O R P .
–

D E F I N I N G

A

R E S O U R C E

Three months Three months
ended ended

March 31 March 31
Unaudited 2007 2006

Net loss for the period (972,459) (531,674)
Other comprehensive income:

Unrealized gain on available-for-sale investment 11,250 –

Comprehensive loss for the period (961,209) (531,674)

See accompanying notes to consolidated financial statements

consolidated statements of comprehensive loss
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Three months Three months
ended ended

March 31 March 31
Unaudited 2007 2006

O P E R A T I N G A C T I V I T I E S
Net loss for the period $ (972,459) $ (531,674)
Items not involving cash:

Recovery of income tax (171,500) (199,000)
Resource property costs written off 174,786 –
Other income (34,500) –
Stock-based compensation 467,971 160,702

(535,702) (569,972)
Change in non-cash operating working capital items:

(Increase) decrease in exploration advances
and other receivables (69,182) 8,559

(Decrease) increase in accounts payable
and accrued charges (44,397) 226,782

Cash used in operating activities (649,281) (334,631)

I N V E S T I N G A C T I V I T I E S
Resource property expenditures (1,542,882) (2,486,966)
Restricted cash (533,000) –
Additions to property, plant and equipment – (5,885)

Cash used in investing activities (2,075,882) (2,492,851)

F I N A N C I N G A C T I V I T Y
Shares issued 825,575 21,514,151

Cash provided by financing activity 825,575 21,514,151

(Decrease) increase in cash during
the period (1,899,588) 18,686,669

Cash at beginning of period 13,518,082 2,592,588

Cash at end of period $ 11,618,494 $ 21,279,257

Supplemental Cash Flow Information note 7

See accompanying notes to consolidated financial statements

consolidated statements
of cash flows
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1 / b a s i s  o f  p r e s e n t a t i o n
These interim consolidated financial statements have been prepared in accordance with
Canadian generally accepted accounting principles for interim financial statements and fol-
low the same accounting policies and methods of application as the most recent annual con-
solidated financial statements dated December 31, 2006, except for the items discussed in
note 2 below. These financial statements should be read in conjunction with those annual
financial statements and notes thereto. Accordingly they do not include all of the information
and footnotes required by accounting principles generally accepted in Canada for complete
financial statements. In the opinion of management all adjustments (consisting primarily of
normal recurring adjustments) considered necessary for fair presentation have been includ-
ed. Operating results for the three month periods ended March 31, 2007 and 2006 are not
necessarily indicative of the results that may be expected for the year ending December 31,
2007. 

2 / c h a n g e s  i n a c c o u n t i n g  p o l i c i e s
Effective January 1, 2007 the Company has adopted two new accounting standards related
to financial instruments that were issued by the Canadian Institute of Chartered Accountants.
These accounting policy changes were adopted on a prospective basis with no restatement
of prior period financial statements. The new standards and accounting policy changes are
as follows:

Financial Instruments – Recognition and Measurement (Section 3855)
In accordance with this new standard, the Company now classifies all financial instruments
as either held-to-maturity, available-for-sale, held-for-trading, loans and receivables, or other
financial liabilities. Financial assets held-to-maturity, loans and receivables and financial lia-
bilities other than those held-for-trading are measured at amortized cost. Available-for-sale
instruments are measured at fair value with unrealized gains and losses recognized in other
comprehensive income. Instruments classified as held-for-trading are measured at fair value
with unrealized gains and losses recognized on the statement of loss.

Upon adoption of this new standard, the Company has designated its cash as held-for-trad-
ing, which is measured at fair value. Exploration advances and other receivables are classi-
fied as loans and receivables, which are measured at amortized cost. Accounts payable and
accrued liabilities are classified as other financial liabilities which are measured at amor-
tized cost. The Company has classified its investment in a public company as available-for-

For the three months ended March 31, 2007 and 2006
Unaudited

notes to consolidated
financial statements
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sale and therefore carries it at fair market value, with the unrealized gain or loss recorded
in shareholders' equity as a component of other comprehensive income. These amounts will
be reclassified from shareholders' equity to net income when the investment is sold.
Previously the Company did not have any available-for-sale investments and therefore no
adjustments were required as at January 1, 2007.

Comprehensive Income (Section 1530)
Comprehensive income is the change in shareholders' equity during a period from transac-
tions and other events and circumstances from non-owner sources. In accordance with this
new standard, the Company now reports a consolidated statement of comprehensive loss and
a new category, accumulated other comprehensive income, in the shareholders' equity sec-
tion of the consolidated balance sheet. The components of this new category will include
unrealized gains and losses on financial assets classified as available-for-sale. The compo-
nents of accumulated other comprehensive income for the three month period ended March
31, 2007 are disclosed in note 4(f). 

3 / r e s o u r c e  p r o p e r t i e s

a) For the three month period ended March 31, 2007:

Timmins Vogel/
West Schumacher Blakelock Other1 Total

Balance, beginning of period $ 70,332,789 $4,815,453 $841,600 $3,347,810 $79,337,652
Property acquisition, assessment

and maintenance 3,331 55 12,239 15,427 31,052
Analytical 33,937 8,642 8,960 – 51,539
Geophysics 985 – 56,925 – 57,910
Geology 467,886 26,381 74,853 48,313 617,433
Drilling 336,604 83,883 294,217 5,888 720,592
Project administration 75,058 1,200 300 – 76,558
Québec refundable tax credits – – – 17,304 17,304
Resource property costs written off – – – (174,786) (174,786)

Balance, end of period $ 71,250,590 $ 4,935,614 $ 1,289,094 $ 3,259,956 $ 80,735,254

1Includes: Bazooka ($779,215); Thunder Creek ($1,239,333); Abitibi ($846,819); Lacey Lake ($171,157);
Noranda North ($92,129); Miscellaneous ($131,303).  

For the year ended December 31, 2006:

Timmins Vogel/
West Schumacher Blakelock DeSantis Other1 Total 

Balance, beginning of period $ 62,925,459 $ 3,657,506 $ 36,924 $ 450,349 $ 2,975,221 $ 70,045,459
Property acquisition, assessment

and maintenance2 1,630,962 121,645 74,863 204,181 166,539 2,198,190
Analytical 329,330 38,532 47,433 72,992 5,101 493,388
Geophysics 4,248 – 116,979 – 76,622 197,849
Geology 1,092,753 198,683 117,649 203,938 292,581 1,905,604
Drilling 4,058,235 797,323 447,438 646,217 138,608 6,087,821
Project administration 291,802 1,764 314 925 (4,906) 289,899
Québec refundable tax credits – – – – 14,662 14,662
Resource property costs written off – – – (1,578,602) (316,618) (1,895,220)

Balance, end of period $ 70,332,789 $ 4,815,453 $ 841,600 $ – $ 3,347,810 $ 79,337,652

1Includes: Bazooka ($768,567); Thunder Creek ($1,216,645); Abitibi ($803,824); Lacey Lake ($171,156);
Noranda North ($81,949); Miscellaneous ($305,669). 
2Includes Inco royalty purchase of $1 million.
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On January 31, 2007 the Company signed a binding Letter Agreement with Goldcorp Canada

Ltd. (“Goldcorp”), manager of the Porcupine Joint Venture (the “PJV”), a joint venture

between Goldcorp and Kinross Gold Corporation (“Kinross”), to acquire the PJV's Bell Creek

mine and associated infrastructure located in the Timmins Gold Camp, Ontario. The acqui-

sition includes the hoist, headframe and underground mine infrastructure, a 1,500 tonne per

day mill with permitted tailings facilities, plus all surface infrastructure including office build-

ings, road and hydro access (the “Bell Creek Assets”). Consideration for the acquisition will

consist of $6 million cash and $4 million worth of common shares. At Lake Shore's option

and sole discretion, the Company has the right to increase the cash component to $7.5 mil-

lion and decrease the number of shares to a cash value of $2.5 million. Goldcorp and Kin-

ross, as parties to the PJV, have agreed to hold their respective Lake Shore shares for a

period of 12 months. Lake Shore will also grant the PJV two million warrants for the purchase

of two million common shares, exercisable for a period of two years at $2.41 per share. In

addition Lake Shore will grant the PJV a royalty equal to 2% of net smelter returns on the

Bell Creek mine, subject to any existing underlying royalties encumbering the Bell Creek

mine. Upon completion of the transaction, the PJV will have no ownership or liabilities with

regard to the Bell Creek Assets other than the referenced royalty interest. The acquisition is

subject to execution of a definitive agreement and acceptance by the Toronto Stock

Exchange.

In January 2007 the Company entered into a 50/50 joint venture agreement with Superior

Diamonds Inc. (“Superior”) for gold exploration on Lake Shore's Canopener Property in north-

western Ontario. Under the terms of the agreement, Superior contributed mineral claims,

issued 75,000 Superior common shares to Lake Shore and agreed to spend $500,000 on

exploration over three years, including a firm commitment of $50,000 in the first year. The

common shares of Superior were valued at fair market value at the time of issue and result-

ed in a gain of $34,500 recorded in interest and other income. 

During the three month period ended March 31, 2007, the Company wrote off exploration

expenditures totalling $174,786 relating to various non-core projects in Ontario.

b) In February 2007 the Company posted an irrevocable letter of credit in the amount of

$533,000 in favour of the Ontario Ministry of Northern Development and Mines as security

for the Company's obligations under the Closure Plan submitted in respect of the applica-

tion for an advanced exploration permit for Timmins West.  

4 / s h a r e  c a p i t a l
a) Authorized unlimited common shares without par value.

b) Issued Capital 

During the three months ended March 31, 2007 and the year ended December 31, 2006,
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changes in issued share capital were as follows:

March 31, 2007 December 31, 2006
Issued and outstanding Shares Amount Shares Amount

Balance, beginning of period 95,655,713 $ 85,522,239 82,080,751 $ 61,214,693
Private placement – net of

share issue costs of $nil
(2006 – $1,016,317) – – 9,317,073 18,759,629

Exercise of warrants 129,000 103,200 1,595,870 2,493,611
Exercise of options (including transfer of $578,573

(2006 – $947,056) from contributed surplus) 1,298,500 1,300,948 2,228,167 2,275,806
Issued in exchange for resource properties – – 433,852 778,500

Balance, end of period 97,083,213 $ 86,926,387 95,655,713 $ 85,522,239

On February 13, 2006 the Company completed a bought deal financing pursuant to which it
received gross proceeds of $20 million from the sale of 2 million flow through shares at
$2.50 per share and 7,317,073 common shares at $2.05 per share. The agents received
a cash commission equal to 6% of gross proceeds.

c) Stock Options
As at March 31, 2007 Lake Shore had 5,625,833 stock options outstanding of which
4,838,333 were exercisable.

March 31, 2007 December 31, 2006
Weighted- Weighted-

average average
Number of exercise Number of exercise

options price options price

Outstanding at beginning of period 6,724,333 $ 1.03 7,597,500 $ 0.77 

Granted 200,000 $ 1.94 1,455,000 $ 1.78

Exercised/cancelled (1,298,500) $ 0.62 (2,328,167) $ 0.65

Outstanding at end of period 5,625,833 $ 1.16 6,724,333 $ 1.03

Exercisable at end of period 4,838,333 $ 1.06 6,036,833 $ 0.95

d) Stock-Based Compensation
As a result of stock options vesting during the three month period ended March 31, 2007,
the Company recorded $467,971 (March 31, 2006 – $160,702) as stock-based compen-
sation expense and included this amount in contributed surplus. Of the total amount,
$109,372 (March 31, 2006 – $80,845) was included in office salaries, $264,302 (March
31, 2006 – $79,857) was included in consulting fees, and $94,297 (March 31, 2006 – $nil)
was included in general exploration. This value was determined using the Black-Scholes
option pricing model. A grant-date fair value of $1.18 (March 31, 2006 – $1.14) for each
option grant was estimated using the following assumptions: no dividends are to be paid;
volatility of 78% (March 31, 2006 – 66%); risk free interest rate of 4.1% (March 31, 2006 –
4.0%); and expected life of 3.5 years (March 31, 2006 – 3.5 years).

The fair value computed using the Black-Scholes model is only an estimate of the potential
value of the individual options and the Company is not required to make payments for such
transactions.
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e) Contributed Surplus
Three months ended Year ended

March 31, 2007 December 31, 2006

Balance, beginning of period $ 4,340,102 $ 4,059,622

Stock-based compensation 467,971 1,227,536

Stock options exercised (578,573) (947,056)

Balance, end of period $ 4,229,500 $ 4,340,102

f) Accumulated other comprehensive income
Three months ended

March 31, 2007 

Balance, December 31, 2006 $ –

Unrealized gain on available-for-sale investment 11,250

Balance, March 31, 2007 $ 11,250

5 / r e l a t e d  p a r t y  t r a n s a c t i o n s
For the three month period ended March 31, 2007, fees amounting to $166,225 (March 31,
2006 – $122,050) were paid on account of consulting and management services provided
by directors and by a director who is also an officer. As well, for the three months ended
March 31, 2007, there were fees of $10,500 (March 31, 2006 – $9,000) paid to Southwest-
ern Resources Corp. (“Southwestern”) under the terms of an administrative services agree-
ment. As at March 31, 2007 there was an amount owing to Southwestern totalling $19,741
(December 31, 2006 – $3,093).

Related party transactions are measured at the exchange amount which is the consideration
agreed to between the parties.

6 / i n c o m e  t a x e s
As a result of the tax benefits of deductible expenses incurred during the three month peri-
od ended March 31, 2007, the Company recorded a recovery of $171,500 (March 31, 2006
– $199,000). As well, funds raised in 2006 were renounced in 2007 which resulted in a
$1,700,000 (March 31, 2006 – $1,752,000) reduction in shareholders' equity with a cor-
responding charge to future income tax liability.

7 / s u p p l e m e n t a l  c a s h  f l o w  i n f o r m a t i o n
During the three months ended March 31, 2006, the Company issued 48,852 common
shares, valued at $100,000, pursuant to the DeSantis Property agreement.  

8 / c o m p a r a t i v e  f i g u r e s
Comparative figures relating to stock-based compensation have been reclassified to conform
to the current period’s presentation.

9 / s u b s e q u e n t  e v e n t
On April 16, 2007 the Company closed a bought deal financing underwritten by a syndicate
of underwriters. The financing consisted of 6,875,000 units and 6 million flow through com-
mon shares of the Company at an issue price of $2.00 per unit and $2.50 per flow through
share for gross proceeds to the Company of $28,750,000. Each unit consists of one com-
mon share plus one-half of one common share purchase warrant. Each warrant will entitle
the holder to purchase one common share at a price of $2.50 expiring 18 months from the
closing of the offering. 
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