KERNOW RESOURCESAND DEVELOPMENTSLTD.

CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited —Prepar ed by Management)

SIXMONTH PERIOD ENDED
JUNE 30, 2006

UNAUDITED INTERIM FINANCIAL STATEMENTS

In accordance with Nationd Instrument 51- 102 released by the Canadian Securities Administrators, the Company discloses that its auditors
have not reviewed the unaudited consolidated financia statements for the period ended June 30, 2006.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
CONSOLIDATED BALANCE SHEETS
(Unaudited — Prepared by Management)

June 30, December 31,

2006 2005
(Audited)
ASSETS
Current
Cash 115115 $ 147,792
Receivables 3,260 126,818
Marketable securities (market value $139,000; 2005- $76,375) 110,641 76,375
229,016 350,985
Deposits (Note 3) 25,600 25,600
Investments (Note 4) 1,392 2,100
Mineral properties (Note5) 121,421 57,180
377,429 % 435,865
LIABILITIESAND SHAREHOLDERS EQUITY
Current
Accounts payable and accrued lighilities 74146 $ 130,456
74,146 130,456
Shareholders equity
Capital stock (Note 6) 2,881,719 2,846,469
Contributed surplus (Note 6) 56,452 56,452
Defidt (2,634,888) (2,597,512)
303,283 305,409
377,429 % 435,865
Natur e and continuance of operations(Note 2)
Contingencies (Note 11)
On behalf of the Board:
“ Alan Matthews’ Director “ Robert Weicker” Director

The accompanying notes are an integra part of these consolidated financia statements.



KERNOW RESOURCES AND DEVELOPMENTSLTD.
CONSOLIDATED STATEMENTS OF OPERATIONS AND DEFICIT

(Unaudited — Prepared by Management)

Three Month Three Month Six Month Six Month
Period Ended Period Ended Period Ended Period Ended
June 30, June 30, June 30, June 30,
2006 2005 2006 2005
EXPENSES
Accounting, legd and audit $ 30492 $ 9838 $ 33152 % 15,993
Bank charges and interest 892 700 1,684 1,605
Filing, ligting and transfer agent fees 7,405 6,277 11,792 9,811
Foreign exchange 688 43 1,402 63
Management fees 5,200 2,963 8,400 6,813
Office, miscellaneous and shareholder costs 5,948 3,479 7,582 5971
Property investigation 932 - 932 -
Stock-based compensation - 56,452 - 56,452
Travel and rlated 5,435 1,626 8,581 2,695
Loss before other items (56,992) (81,378) (73,525) (99,403)
OTHERITEMS
Interest income 693 88 1,199 211
Gain on disposa of merketable securities 755 15,030 15,342 15,030
Operator fees 7,937 15,754 19,608 17,824
9,385 30,872 36,149 33,065
Net income (loss) for the period (47,607) (50,506) (37,376) (66,338)
Deficit, beginning of the period (2,587,281) (2,619,253) (2,597,512) (2,603,421)
Deficit, end of the period $ (2634883 $ (2,669,759 $ (2,634,888) $ (2,669,759)
Basic and diluted earnings (loss) per share $ (001 $ (001 $ (001 $ (0.01)
Weighted average number of shares outstanding 11,485,846 11,136,459 11,240,356 11,136,459

The accompanying notes are an integra part of these consolidated financid statements.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited — Prepared by Management)

Three Month Three Month Six Month Six Month
Period Ended Period Ended Period Ended Period Ended
June 30, June 30, June 30, June 30,
2006 2005 2006 2005
CASH FLOWS FROM OPERATING ACTIVITIES
Net income (loss) for the period $ (47,607) $ (50,506) $ (37,376) $ (66,338)
Items not affecting cash:
Stock-based compensation - 56,452 - 56,452
Changes in noncash working capitd itens:
(Increase) decrease in receivables (2,783) 4,699 123,558 18,530
Increase (decrease) in accounts payable
and accrued lighilities (2,737) 181,674 (56,310) 173,997
Net cash provided by (used in) operating activities (53,127) 192,319 29,872 182,641
CASH FLOWSFROM FINANCING ACTIVITIES
Proceeds from exercise of warrants 18,750 - 35,250 -
Net cash provided by financing activities 18,750 - 35,250 -
CASH FLOWSFROM INVESTING ACTIVITIES
Minera property recoveries 99,206 196,931 133,081 222,801
Expenditures on minera properties (117,466) (334,167) (197,322) (355,023)
Acquisition of marketable securities (60,641) - (60,641) -
Proceeds on sde of marketable securities 5,000 11,320 27,083 11,320
Net cash provided by (used in) invegting activities (73,901) (125,916) (97,799) (120,902)
Changein cash during the period (108,278) 66,403 (32,677) 61,739
Cash, beginning of the period 223,393 78,770 147,792 83,434
Cash, end of the period $ 115115 $ 145173  $ 115115 $ 145,173
Cash paid during the period for interest $ - 3% - 3% - 8 -
Cash paid during the period for income taxes $ - $ - % - $ -

Supplemental disclosure with respect to cash flows(Note 8)

The accompanying notes are an integra part of these consolidated financid statements.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

1 BASIS OF PRESENTATION

The consolidated financid statements contained herein include the accounts of the Company and its wholly owned subsidiaries. All
sgnificant inter-company balances and transactions have been eiminated upon consolidation.

These interim consolidated financia statements have been prepared by the Company in accordance with Canadian generdly
accepted accounting principles. All financid summaries included are presented on a comparative and consstent basis showing the
figures for the corresponding period in the preceding year. The preparation of financiad datais based on accounting principles and
practices consgtent with those used in the preparation of annud financia gatements. Certain information and footnote disclosure
normaly included in annud financid statements prepared in accordance with Canadian generdly accepted accounting principles
has been condensed or omitted. These interim period consolidated statements should be read together with the Company’s
audited consolidated financia statements and the accompanying notes for the year ended December 31, 2005. In the opinion of
the Company, its unaudited interim consolidated financid statements contain al adjustments necessary in order to present a fair
satement of the results of the interim periods presented.

2. NATURE AND CONTINUANCE OF OPERATIONS

The Company is incorporated under the laws of the Province of British Columbia. The Company is in the process of exploring its
minera properties and has not yet determined whether these properties contain ore reserves that are economically recoverable.
To date, the Company has not generated significant revenues and is considered to be in the development stage.

The recoverability of the amounts shown for minera properties and related deferred exploration costs are dependent upon the
exisence of economicdly recoverable reserves, the ability of the Company to obtain necessary financing to complete the
development of those reserves and upon future profitable production.

These consolidated financia statements have been prepared in accordance with Canadian generdly accepted accounting
principles with the assumption that the Company will be able to redlize its assets and dischargeitsliahilities in the norma course of
business rather than through a process of forced liquidation. Continued operations of the Company are dependent upon its ability
to receive continued financia support, complete public equity financings, or generate profitable operationsin the future.

June 30, December 31,

2006

2005

(Audited)

Working capital $ 154870 $ 220529
Deficit (2,634,888)  (2,597,512)

3. DEPOSITS

The Company posted refundable term deposits totaling $25,600 (€ 16,000) as security with the Banco Commerical of Portugd to
support a performance guarantee written by the bank to the Portuguese Government relaing to the exploration of the minera
propertiesin Portuga (Note 5).



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

4. INVESTMENTS
June 30 December 31,
2006 2005
(Audited)
Bannockburn Resources Inc. $ 1392 $ 2,100
$ 1392 $ 2,100

The Company owns 19,666 common shares of Bannockburn Resources, Inc. (“Bannockburn®) which were written down by
$29,425 to a carrying vaue of $2,100 in the 2002 fiscal year. The president and director of the Company became a director of
Bannockburn during the 2003 fiscal year and resigned as a director of Bannockburn in the 2005 fiscd year. During the Sx month
period ended June 30, 2006, the Company sold 10,000 common shares of Bannockburn.

5. MINERAL PROPERTIES

Title to minera properties involves certain inherent risks due to the difficulties of determining the vdidity of certain daimsaswel as
the potentid for problems arising from the frequently ambiguous conveyancing history characterigtic of many minerd properties.
The Company has invedtigated title to al of its minera properties and, to the best of its knowledge, title to dl of its properties are
in good standing.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

5. MINERAL PROPERTIES (cont'd...)
Voisey's Dyke Hot

2006 Jales Boticas Joutel Orvilliers Bay Shawnee Springs Total

Balance, beginning of period $ - 8 17130 $ 5460 $ 6150 $ 4761 $ 12541 $ 11138 3 57,180

Additions:

Adminigtration 6,231 A - - - - - 6,265
Assays 19,805 857 - - - - - 20,662
Claim fees 1,062 6,966 - - - - - 8,028
Core storage 1,682 - - - - 244 - 1,926
Drilling and sampling 17,828 - - - - - - 17,828
Field accommodations 2,147 - - - - - - 2,147
Field supplies 2,963 - - - - - - 2,963
Labour 10,054 - - - - - - 10,054
Technical and professional 118,153 2,284 - - - - - 120,437
Travel and transport 6,733 279 - - - - - 7,012
186,658 10,420 - - - 244 - 197,322

Recoveries (133,081) - - - - - - (133,081)
53577 10420 - - - 244 - 64,241

Balance, end of period $ 53577 $ 27550 $ 5460 $ 6150 $ 4761 $ 12785 $ 11138 $ 121421




KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

5. MINERAL PROPERTIES (cont'd...)
Jales, Portugal

In October 2001, the Company entered into an agreement to acquire a 100% interest in the Jales gold property from Target
Europe Corp. As consideration, the Company issued 800,000 common shares a a value of $73,430 and will issue a further
750,000 common shares upon the property reaching commercia production. Thereis a 3% roydty payable to the Government of
Portugd on dl minerds produced from the property. The Jdes property consists of an exploration license granted by the
Government of Portugd. This license expired June 16, 2006. The Company has now applied for an experimentd mining license
with the Government of Portugdl. As a June 30, 2006, the license had not yet been granted.

During 2001, the Company dso entered into an agreement with Bannockburn whereby Bannockburn assigned its option
agreement to earn a 100% interest in the Jales property to the Company in exchange for a promissory note in the amount of
$49,100 (USD$30,729). During the fiscal year ended December 31, 2004, the Company issued 421,949 common shares at a
price of $0.10 per share to settle the promissory note and accrued interest totalling $42,195.

During 2002, the Company entered into an option agreement with St. Elias Mines Ltd. (*St. Elias’), a company related by a
common director at the time, whereby St. Elias can earn a 51% interest in the property in exchange for cash payments totaling
$50,000 (received), incurring cumulative exploration expenditures of $1,500,000 (completed) on the property and issuing a totdl
of 500,000 common shares (received) at a value of $106,000 (2004 — 200,000 shares at a value of $31,000) to the Company
over athree year period. S. Elias has earned a 51% interest in the property and elected in 2005 to earn a further 24% interest in
exchange for additiona cash payments totaling $100,000 ($25,000 received), incurring additiona exploration expenditures of
$250,000 and issuing an additional 1,000,000 common shares over athree year period.

The Company aso entered into a Technicd Services Contract with St. Elias whereby S. Elias will reimburse the Company, as
operator, for exploration costs incurred plus an 8% operator fee based on exploration costs incurred on the property. During the
six month period ended June 30, 2006, the Company recovered $133,081 (2005 - $222,801) in exploration costs.

Poco das Freitas Property (Boticas), Portugal

During the year ended December 31, 2004, the Company entered into a contract of exploration with the government of Portugd
to explore the Poco das Freitas property located in northeast Portugd. The contract isinitialy for two years and theresfter can be
renewed annudly for further one year terms. The Company has committed to complete €45,000 ($73,300) of exploration work
on the property in the first two years. The Company was required to provide a guarantee in the amount of €10,000 ($16,200)
related to the property.

In addition to the 3% roydty payable to the Government of Portugdl, the Company must pay an additional €50,000 ($81,400)
per year for 5 yearsin the event of production.

Joutel, Quebec, Canada

The Company owns a 100% interest in certain mining claims in northwestern Quebec. The claims are subject to a 1% net smelter
returns royalty, to a maximum of $2,000,000.

During the 2003 fisca year, the Company wrote-down the carrying value of the Joutel property by $245,440 to a nomind value
of $5,000.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

5. MINERAL PROPERTIES (cont'd...)
Orvilliers, Quebec, Canada
The Company owns a 100% interest in certain claims in the Orvilliers Township in Quebec.

During the 2003 fiscd year, the Company wrote-down the carrying value of the Orvilliers property by $86,870 to anomind vaue
of $5,000.

Voisey's Bay — Claim | (Sachem Bay), Labrador, Canada

The Company owns a 100% interest in certain mining clamsin Labrador, Canada.

The Company entered into an agreement with Pathfinder Resources Ltd. (“Pathfinder”) whereby it granted an option to Pathfinder
to earn a 100% interest in its Voisey's Bay property. During the 2003 fiscal year, the Company received $10,000 cash, and
50,000 shares of Pathfinder valued at $6,500. During the 2004 fiscdl year, the agreement was terminated.

Shawnee, Nevada, U.S.A.

The Shawnee property consists of a 100% interest in certain mining claims in north central Nevada, U.SA.

During the year ended December 31, 2002, the Company wrote-down the carrying value of the Shawnee property by $249,861
to anomind value of $5,000.

Dyke Hot Springs, Nevada, U.SA.

The Company owns a 100% interest in certain mining claims in northwestern Nevada, U.SA.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

6. CAPITAL STOCK AND CONTRIBUTED SURPLUS
Number Contributed
of Shares Amount Surplus
Authorized
Unlimited common shares without par value
| ssued
Balance, December 31, 2005 11,282,989 $ 2,846,469 $ 56,452
Exercise of warrants 235,000 35,250 -
Baance, June 30, 2006 11517989 $ 2,881,719 $ 56,452

During the sx month period ended June 30, 2006, the Company issued 235,000 common shares for proceeds of $35,250 from
the exercise of warrants priced at $0.15 per warrant.

Stock options

The Company has established an incentive stock option plan whereby the Board of Directors may grant options to directors,
officers, employees or consultants for up to 10% of the issued and outstanding capital stock of the Company. The exercise price
of the options cannot be less than the grester of $0.10 per share or the closing trading price of the Company’s shares on the day
before the grant.

Asat June 30, 2006, the following stock options are outstanding:

Number Exercise
of Shares Price Expiry Date
153,500 $ 010 June 7, 2007
450,000 0.135 June 20, 2010

Warrants

Asat June 30, 2006, there were no share purchase warrants outstanding.



KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

7. RELATED PARTY TRANSACTIONS

Included in accounts payable at June 30, 2006 is $5,357 (December 31, 2005 - $7,562) due to a director of the Company.

The Company entered into the following transactions with related parties during the sx month period ended June 30, 2006:

a Paid or accrued management fees of $8,400 (2005 - $6,812) to adirector of the Company.

b) Paid or accrued accounting fees of $2,360 (2005 - $1,780) to an officer of the Company.

¢) Pad or accrued technical and professional fees of $19,205 (2005 - $16,002) to a director which were charged to the Jales

property.

These transactions were in the norma course of operations and were measured a the exchange amount which is the amount of

consideration established and agreed to by the related parties.

8. SUPPLEMENTAL DISCLOSURE WITH RESPECT TO CASH FLOWS

There were no significant non-cash transactions for the six month period ended June 30, 2006 and 2005.

9. SEGMENTED INFORMATION

The Company operates in one business segment, the exploration of minera properties. Geographic information is asfollows:

2006 2005

Net income (loss) for the period
Canada $ (29,609) $ (76,861)
Portuga (7,767) 10,523
$ (37,376) $ (66,338)

| dentifiable assets

Canada $ 240,874 $ 165,126
United States 23,923 20,663
Portugal 112,632 245,879
$ 377,429 $ 431,668




KERNOW RESOURCESAND DEVELOPMENTSLTD.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
JUNE 30, 2006

(Unaudited — Prepared by Management)

10.

11

FINANCIAL INSTRUMENTS

The Company's financid instruments condst of cash, receivables, marketable securities, deposits, investments and accounts
payable and accrued ligbilities. Unless otherwise noted, it is management's opinion that the Company is not exposed to significant
interest or credit risks arisng from these financid instruments. The far value of these financid indruments goproximates their
carying vaues, unless otherwise noted.

At June 30, 2006, approximately 61% (December 31, 2005 — 84%) of the Company’s accounts payable and accrued ligbilities

are denominated in Euro's. The Company does not use derivative insruments or foreign exchange contracts to hedge againgt
gains or losses arising from foreign exchange fluctuations.

CONTINGENCIES

The Company has provided letters of guarantee to the Government of Portua for its exploration contracts on the minera
propertiesin Portugdl totaling €24,965 ($39,900), €16,000 ($25,600) of which was secured by term depositsin 2004 (Note 3).



