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DIRECTORS REPORT TO SHAREHOLDERS

The year 2001 has been busy, and productive. We have consolidated the results of our exploration and
have prepared plans for continuationfor whichwe are seeking new finanang through equity issuesand aso
joint venture participation with mgor mining companies or investment groups.

The reaults of our Darnley Bay project have been postive. The Company’s conaulting geophysicists
recommended an intengve follow-up program of continued drilling of both base metals and kimberlite
targets, additiond airborne and ground geophysics, and till sampling. With successin new financing, we will
procced.

Inour diamond area, our exploration has shown that kimberlite pipeson our property carry diamonds. We
dill have many kimberlitetargetsto be tested. Inthe base meta's area, the one hole that we drilled suggests
prospects of intersecting a base meta deposit to the east of the hole drilled.

Attheend of August 2001, we issued a rightsoffering. The proceeds fromthis offering, if fully subscribed,
would have been about $2.4 million, enough to continue our exploration. However, the terrorists events
of September 11™ aborted this offering. Although subsequently the financid markets remain depressed,
impacting on quoted market pricesfor our shares, wefollowed witha second rights offering lateinthe year
at asubgtantialy reduced subscription price. The issue, which closed on January 31, 2002, was about
35% subscribed.

Notwithstanding the continuing negative impact of the events of 9/11 on the quoted market prices for the
Company’ s shares, we believe that the potentid for successful exploration of our project is strong. We
remain confident that more exploration will be postive.

Inthisreport arethe Company’ saudited financid statementsfor the years 2000 and 2001, operatingresults
for the 4™ quarter of eachyear and the relaing M anagement Discussionand Anadysis. For moreinformation
about our Darnley Bay project, please vidit our web site, www.darnley.com

We appreciate your continued support.

On behdf of the directors,

Leon F. LaPrairie
Presdent

April 26, 2002



AUDITORS REPORT

TO THE SHAREHOLDERS OF
DARNLEY BAY RESOURCESLIMITED

We have audited the balance sheets of Darnley Bay Resources Limited as at December 31, 2001 and
2000, and the statements of minerd properties and related expenditures, loss and deficit and cash flows
for the years ended December 31, 2001 and 2000. Thesefinancid statementsare the respongbility of the
Company’ s management. Our respongbility is to express an opinion on these financid statements based
on our audits.

We conducted our audits in accordance with generally accepted auditing standards. These standards
require that we plan and perform an audit to obtain reasonable assurance whether the financid statements
are free of materid misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the finandd statements. An audit aso includes assessing the accounting
principles used and sgnificant estimates made by management, as well as evaudting the overdl financid
Statement presentation.

In our opinion, these financid statements present fairly, indl materia respects, the financid pogtion of the

Company as a December 31, 2001 and 2000 and the results of its operations and its cash flows for the
years ended December 31, 2001 and 2000 inaccordance with generdly accepted accounting principles.

(Signed) Edmund Cachia & Co.
CHARTERED ACCOUNTANTS

Toronto, April 26, 2002






DARNLEY BAY RESOURCES LIMITED
FINANCIAL STATEMENTS

4TH QUARTERS (unaudited) and YEARS (audited) ENDED DECEMBER 31, 2001 and 2000

December 31

BALANCE SHEET 2001 2000
$ $
Cash 9,231 210,278
Goods and services tax (GST) recoverable 50,571 128,646
Prepaid expenses 230,518 66,075
Current assets 290,320 404,999
Fixed assets (note 2) 6,923
Deposits on mining permits 170,601 193,144
Mineral property and related expenditures 11,863,565 10,484,728

w

Accounts payable and accrued liabilities

997,617

320,898

—
Capital stock (note 5) 16,492,881 15,234,194
Deficit (5,166,012) (4,465,298)
Shareholders' equity 11,326,869 10,768,896

—

Cumulative
STATEMENT OF MINERAL PROPERTIES 4th Quarter Year December 31
AND RELATED EXPENDITURES 2001 2000 2001 2000 2001
$ $ $ $ $

Concession and permit fees to Inuvialuit

and other agencies (note 3) 348,188 (15,196) 361,917 53,505 3,167,045
Professional and technical services provided

by geophysicists, geologists and others 14,646 419,872 291,592 820,787 2,022,300
Technical services provided by management 21,166 27,167 94,662 114,181 926,789
Legal fees applicable to

exploration agreements 30,000 30,000 23,503 182,571
Travel and project presentations 4,639 30,126 284,842
Wages and accomodation facilities 29,523 232,631 245,619 558,187 995,817
Air charters and fuel 500 871,119 86,401 1,552,024 2,090,663
Site administration 253 (17,901) 9,964 120,544 197,079
Equipment and supplies 8,300 220,908 150,828 558,249 835,351
Drilling contracts 74,281 187,469 100,200 811,377 911,577
Environmental surveys 59,531 3,015 79,811 249,531
Total expenditures for period 526,857 1,985,600 1,378,837 4,722,294 11,863,565

11,336,708 8,499,128 1,048,472 5,762,434

Cumulative beginning of the period

. .

The accompanying notes are an integral part of these financial statements

Approved by the Board:

(Signed) Leon La Prairie, Director (Signed) William Allen, Director



DARNLEY BAY RESOURCES LIMITED
FINANCIAL STATEMENTS

4TH QUARTERS (unaudited) and YEARS (audited) ENDED DECEMBER 31, 2001 and 2000

Cumulative
4% Quarter Year December 31,
2001 2000 2001 2000 2001,
$ $ $ $ $
STATEMENT OF LOSS AND DEFICIT

Management and administrative services 59,003 63,634 270,786 232,449 1,219,144
Consultants 10,000 101,800 40,600 119,124 606,269
Legal and audit 38,000 66,874 35,334 101,847 525,875
Promotion 6,567 20,624 38,115 62,941 372,687
Communications 4,077 9,267 24,227 21,090 122,072
Rent 20,278 58,221 116,597 116,530 411,501
Stock transfer and shareholders' expenses 34,886 14,353 74,399 50,173 220,030
Office supplies and miscellaneous 7,856 35,020 35,971 63,291 225,876
Depreciation office equipment 1,644 6,923 5,819 30,736
Insurance 253 2,404 4,049 3,743 13,924
Capital tax 10,000 773 10,000 8,848 26,672
Provision for uncollected receivable 55,295
Interest and other financial expenses 1,681 (614) (5,101) (7,334) 39,519
NET LOSS FOR THE PERIOD 192,601 374,000 651,900 778,521 3,869,600

Deficit at beginning of the period 4,973,411 4,071,930 4,465,298 3,537,875
Cost of issuing shares 19,368 48,814 148,902 1,296,412

(PR SIS OIS SEAR O SR R SRR s R R e e

LOSS PER SHARE 0.01 0.01 0.02 0.04
Cumulative
4% Quarter Year December 31,
STATEMENT OF CASH FLOWS 2001 2000 2001 2000 2001
Net loss for the period (192,601) (374,000) (651,900) (778,521) (3,869,600)
Depreciation 1,644 6,923 5,819 30,736
(Increase) decrease prepaid expenses (172,706) (56,075) (164,443) (66,075) (230,518)
(Increase) decrease in GST recoverable (19,918) (69,136) 78,075 (117,122) (50,571)
Increase (decrease) in accounts payable 725,138 264,281 676,719 (7,917) 997,617
CASH USED IN OPERATING ACTIVITIES 339013 (233 286) (54 626) (963 816) (3,122 .336)
Purchase of fixed assets (3,329) (30,736)
(Increase) decrease permits and security 22,543 (179,749) (170,601)
Increase mineral property expenditures (526,857) (1,985,600) (1,378,837) (4,722,294) (11,863,565)
CASH USED IN INVESTING ACTIVITIES (526,857) (1,985,600) (1,356,294) (4,905,372) (12,064,902)
Issue of common shares 187,063 999,600 1,258,687 6,157,177 16,492,881
Cost of issuing shares and warrants (19,337) (48,814) (148,902) (1,296,412)
CASH FROM FINANCING ACTIVITIES 187,063 980,263 1,209,873 6,008,275 15,196,469
INCREASE (DECREASE) IN CASH 119 (1,238,623) (201,047) 139,087 9,231

Cash at beginning of the period 9112 1.448901 210,278 71,191

e s

The accompanying notes are an integral part of these financial statements



DARNLEY BAY RESOURCESLIMITED

NOTES TO FINANCIAL STATEMENTS
For the Fourth Quarters (unaudited) and Y ears (audited)
ended December 31, 2001 and 2000

1-NATURE OF OPERATIONS

The objective of Darnley Bay Resources Limited isto explorefor nickd, copper and platinunm/paladium
group dementsand diamond depositswithinand surrounding  the geophysical anomaly centred on the
community of Paulatuk in the Inuviauit Settlement Region on the coast of the Arctic Ocean in the
Northwest Territories of Canada. Therecovery of amountscapitalizedas Minera Property and Related
Expendituresis dependent upon the discovery of economically recoverable ore reserves, the ability of
the Company to obtain financing to compl etethe necessary explorationand development, and obtaining
future profitable production or proceeds from the disposition thereof.

2 -SIGNIFICANT ACCOUNTING POLICIES:

MINERAL PROPERTY AND RELATED EXPENDITURES

Minerd Property and Related Expenditures consst of costs of acquiring claims and exploratory
expenditures. These costs are deferred, or capitdized, until commencement of commercid mining
operations, whenthe deferred cogts applicable to the specific property will be amortized onthe unit of
production basis. If inany year, the interests in specific properties are disposed of, or abandoned, the
gpplicable deferred expenditures will be written off in that year.

HXED ASSETS

Fixed assets - condgting of furniture, fixturesand office equipment - for anaccumulated cost of $30,736
were fully depreciated in the Company’ s accounts by the year 2001.

FINANCIAL INSTRUMENTS

Financid insdruments, conssting of current assetsand lighilities are stated at cost. Due tothe short-term
nature of these instruments, cost gpproximates fair market value.

3- AGREEMENTS & MINERAL PROPERTY AND RELATED EXPENDITURES:

Under date of March 16, 2001, the Company entered into two new agreements with the Inuviduit
Land Corporationand associated companies (the "Inuviduit”). These agreementsreplaced the previous
agreement of October 5, 1995 with the Inuviduit. One agreement covers base metads and the other
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dedswith diamonds. The agreements cover an area of about 14 million acres (about 60,000 square
kilometres) from latitude 68 degrees north to 70 degrees northand longitudes 120 degrees 40 minutes
west to 128 degrees west. The Inwviduit own the minera rights in 450,000 acres centred around
Paulatuk, referred to as “the Concession Lands’. Therest of the areaiis termed “the Area of Mutua
Interest”. The agreements aso provides the Inuviduit, at their option, with a 10% participation in any
mine development, subject to pro rata cost sharing.

In the base metds agreement, the Company’ s rights in the Concession Lands are in three phases, an
exploration phase, a development phase and a production phase. The exploration phase commenced
onOctober 6, 1995 and runsfor 10 years, during whichtime the Company can designate specific areas
(“Project Areas’) for more intensive work. Each Project Arearuns for 10 yearsduring whichtime the
Company is entitled to acquire mining leases. The production phase runs for 10 years and for aslong
thereafter as commercid or reclamation work continues. During the exploration phase, the Company
iscommitted to undertake $2 millionof work ineach 2 year period. During the development phase, the
Company is committed to undertake $10 work per acre per year for thefirst 5 years and $20 per acre
for each year thereafter with aminimum of $1 million per year for dl Project Aress.

The diamond agreement isidenticd to the base metal's agreement except that it commences on January
1, 2001 and Project Areasrun for 6 yearsinstead of 10.

The Inwviduit areentitiedto a6% N SR roydty (or itsequivaent for diamonds) inthe ConcessionLands
and a 2% roydty inthe Areaof Mutud Interesrt, where Crown roydtiesgpply. The Inuviauit can hold
certain damsin the Areaof Mutud Interest in whichthereisa 15 year deferra of Crown royadties. In
such cases, the Inuviduit will receive an additiond 4% roydty while the deferral applies. Also, inthe
exploration phase, the Company is obligated to pay certain administration and land access feesto the
Inuviduit. The administration fee is $250,000 annually, $125,000 for each of the base metas and
diamond agreements, adjusted annudly for inflationbased onthe Consumers' Price Index fromOctober
6, 2000.

In addition to the Inuviduit agreements, the Company has an agreement with Faconbridge Limited
("Faconbridge") whichentitlesit to participate in the exploration and drilling for specific Project Areas
onashared cost basis. Falconbridge may select a specific Project Areafor which it will be entitled to
an overdl 51 % interest, with 49% for the Company, or 39% if the Inuviduit - as described above -
decides to participateinthe Project Area. Thereafter Falconbridge can retain 50% of the Company’s
interest in all subsequent Project Areas, subject to pro rata cost sharing.

4 RELATED PARTY TRANSACTIONS

Related party transactions consist of compensation paid, or payable, to the company’s senior officers
and directors for management and professond services, to its chief executive officer / director and a
company owned by him of $117,000 for year 2001 and $152,800 for the year 2000; to the chief
financid officer / director of $89,129 for the year 2001 and $62,030 for year 2000; to alegd firm, of
whichadirector isapartner, of $60,000 for the year 2001 and $40,000 for year 2000. The company’s



accounts payable asat December 31, 2001 includes$53,297 and as at December 31, 2000 $51,509
owing to these parties for unpaid compensation and expenses.

5. CAPITAL STOCK

(@) Authorized, issued and outstanding

The Company's authorized capita congsts of an unlimited number of common shares

Amount

Common shares Number $
Baance, December 31, 1999 18,789,592 9,077,017
Issued in 2000

Exercise of common share purchase warrants 1,298,234 1,140,961

Stock options exercised 300,000 265,000

Private placements 4,867,360 4,695,285

Sharesissued to investment dedlers as commissions

on private placements 68,260 55,931

Balance, December 31, 2000 25,323,446 15,234,194
Issued in 2001

Exercise of common share purchase warrants 1,521,296 1,071,624

Issued under rights offerings 61,139 13,888

Private placements 692,700 173,175
Baance, December 31, 2001 27,598,581 16,492,881

The 1,521,296 common shares exercised in 2001, in therange of $0.70/$0.71, were applicableto share
purchase warrantsissued inconnectionwith private placementsin 2000. The 61,139 issued under rights
offering consists of 8,300 issued at $0.40 per share and 52,839 at $0.20 per share. See 5.(d) below for
circumstances gpplicable to the rights issues. The private placements of 692,700 common shares made
in 2001 were at $0.25 per share.

(b) Share purchase warrants

As of December 31, 2001, atota of 745,539 common shares were reserved for exercise of share
purchase warrants, on the bads of one share for each warrant. The outstanding warrants are 52,839
exercisable at $0.30 per share with an expiry date of May 31, 2002 and 692,700 exercisable at $0.25
with an expiry date of December 31, 2002

(c) Options

Asof December 31, 2001 atotal of 2,520,000 shares are reserved for exercise of optionsto directors,



officers, consultants and others. These options consist of 1,310,000 at $0.85, 50,000 at $0.95 and
1,160,000 at $1.00 see these options expired on March 10, 2002 and were replaced by options on
750,000 shares exercisable at $0.20 per share with an expire date of June 30, 2002. Subsequently, in
April 2002, 250,000 of these options were exercised.

(d) Rights Offerings

On August 29, 2001 arights offering was made to shareholders as of a record date of September 14,
2001. The expiry date of the offering was October 24, 2001. The subscription price under the offering
was $0.40 per common share and each subscribed share would be accompanied withashare purchase
warrant exercisable at $0.50 per share up to December 15, 2001. The events surrounding the terrorists
attacksin the USA on September 11" had amajor impact on securities markets and caused areduction
of the Company’s share price to the extent that the subscription price under the August 29™ offer was
meateridly higher thanthe prevailing market price of the Company’ s shares during the offering. By law, the
offer of August 29" could not be amended or withdrawn and anew, and revised, offer could only be
made after expiry of the August 29 offer. The offer produced nominal subscriptions totaling subscriptions
for 8,300 shares (out of amaximum issuable of about 2.7 million shares).

As a follow up on the aborted offering of August 29, the Company made a new rights offering on
November 21, 2001 with arecord date of December 5, 2001. This offering was made at a subscription
price of $0.20 per share, with an accompanying share purchase warrant exercisable at $0.30 per share
up toMay 31, 2002. Asat the offer’ sexpiry date of January 31, 2002 atotal of 962,555 commonshares
were subscribed including 52,839 as of December 31, 2001.

6. INCOME TAXES

To December 31, 2001, atotal of $11,864,000 has been expended on minerd property and related
expenditures of which$7,610,000 has beenrenounced for income tax purpose for deductibility by those
shareholders who have subscribed for the Company’ s common share on a flow-through basis.

How-through shares are defined by the Income Tax Act (Canada). For the “flow-through” portion of
shares subscribed, the Company has agreed to incur the equivalent amount of exploration expenditures
and to renounce these expendituresto the subscribers of such sharesand, accordingly, these expenditures
will be deductible for income tax purposes by the subscribers rather than the Company. The minerd
property expenditures, net of flow-through renunciations, of $4,254,000 as of December 31, may be
carried forward indefinitely and use to reduce taxable income of future years.

In addition, up to December 31, 2001, the Company has incurred losses for income tax purposes of
$5,243,000 which may be used to reduce taxable income of futureyears. Theselossesexpireas follows;

2002 $ 174,000 2003 $ 140,000
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2004 1,094,000 2005 844,000
2006 719,000 2007 1,049,000
2008 931,000 2009/12 292,000

The tax effect of the above has not been recognized in the accounts of the Company.

MANAGEMENT’ S DISCUSSION AND ANALYSIS

CASH FLOW BY RECENT QUARTERS

Funds disbursed on

Funds Increase
obtained (decrease) Total Increase
from Admin- Explor- in net disburse- (decrease)
financing istration ations payables ments in cash
2000
1stQuarter $ 2,375,118 (167,515) (592,314) 206,385 (553,444) 1,821,674
2nd Quarter  $ 721,099 (83,796) (1,040,693) (453,175) (1,577,664) (856,565)
3rd Quarter  $ 1,931,795 (152,364) (1,283,436) (83,394) (1,519,195) 412,601
4th Quarter $ 980,263 (372,356)  (1,985,600) 139,070 (2,218,886)  (1,238,623)
Year $ 6,008,275 (776,031)  (4,902,043) (191,114)  (5,869,189) 139,087
2001
1st Quarter $ 1,016,495 (126,344) (328,766) 23,232 (431,878) 584,617
2nd Quarter  $ 7,256 (179,148) (420,841) (38,704) (638,693) (631,437)
3rd Quarter  $ (941) (145,562) (121,899) 114,056 (153,405) (154,346)
4th Quarter $ 187,063 (192,601) (526,857) 532,514 (186,944) 119
Year $ 1,209,873 (643,655)  (1,398,363) 631,098  (1,410,920) (201,047)

The following Management’s Discusson and Andyss (MD&A) should be reed aong with the
Company’s financid statementsfor the years ended December 31, 2001 and 2000 and the Company’s
quarterly reports for these years. Other informaion is avaldble dectronicdly on SEDAR
(http:/Aww.sedar.com); or copiesareavailable uponrequest. In particular the Annua Information Form,
available through Sedar, provides a detailed coverage of dl aspects of the Company’s exploration for

mineras and diamonds in the Northwest Territories of Canada.

Thefinancid statements provide aquarterly, year to date and cumulaive (frominceptionof the Company)
accounting for dl expenditures and cash flows. Expenditures are classfied by those applicable to
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exploration - Statement of Minera Properties and Related Expenditures- and generd, adminidrative and
share issue expenses - Statement of Loss and Deficit.

Darnley Bay is aminerd explorationcompany, incorporated in 1993, operating exclusively in the Arctic
Region of Canada. The minera property in which the Company has an interest, at this date, does not
contain a known body of commercia ore. Programs proposed to be carried out on the property are
exploratory innature only. Thereisno assurance that acommercia orebodywill be discovered, and, even
if discovered, will be feasible to develop.

On-going funding is required for the purpose of continuation of exploration. While the Company
anticipates further funding through equity sdesfromtimeto time, thereisno assurance that such fundswill
be raised. Inaddition, not being an established mining company, thereis no history of revenues, cashflow
or earnings fromoperations. Prdiminary successinthe Company’ sexploratory operations depends upon
its cash resources. Exploratory operations from quarter to quarter, and year to year, are rdated to the
Company’ s success in obtaining the requisite funding through a combination of private and public equity
financings. Consequently, disbursements on explorations are not consistent from period to period. The
various stages of exploration are undertaken as funds become available. A reviewer of the Company’s
past annual and quarterly financia statements should have cognizance of thisfact.

Since inception of the Company in 1993 to December 31, 2001, funding of gpproximately $15,200,000
- net of share issue expenses - has been obtained. Exploration expenditures over this period of $11.8
million include $3.1 million of concession and permit fees paid to the Inuviduit and other agencies, $4.7
million on exploration for base metds and $4 million for exploration of diamonds. Other expenditures,
described as adminigrative, incdludelegd and other costs of organization, maintenance of heed officeand
project and financid promotions. Over the 8 years since inception of the Company, these expenditures
have accumulated to $3.9 million. The following discussons cover the most recent two fiscal years, which
are the calendar years, and their quarters.

Year Ended December 31, 2000

There was good success with raising additiond funds through equity financing in the year 2000 - atotal
of $6,000,000 was obtained net of shareissue costs, dl through private placements. The proceeds from
additiond cepitd was agpplied chiefly to exploraions, $4,900,000. These expenditures includes
$3,200,000 for diamondsand $1,300,000 for base metalsdrilling. General and administrative expenses
increased from $463,000 for 1999 to $778,000 for 2000. The mgjor increase were $80,000 for office
rents and supplies, $124,000 for shareholders promotion and maintenance costs and $86,000 additiond
legd and audit expenses. Expenses gpplicable to the issue of shareswas $149,000 whichdthough dmost
identica with share issue expenses for 1999, $147,000, was gpplicable to substantidly greater equity
financing, dightly over $6 million of financing in 2000 compared with $1 million for 1999.
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Year Ended December 31, 2001

The Company’ s consulting geophysicists recommended further explorations for 2001, including drilling

for both kimberlite and base metds targets. The total cost of their recommendations, if fully carried out,

was estimated at $7 million. The Company anticipated that it could obtain sufficient funding from a
combination of a shareholders' rights offering and private placements to carry out the first sage of the

consultants recommendations.

A totd of about $1.25 million was obtained in the year through a combination of the exercise of share
purchase warrants (issued in conjunction with private placements in 2000) and various private
placements. Also a shareholders’ rights issue was launched on August 29", with a record date of
September 14™, to obtain sufficient additional funds for a“kick start” to the program recommended by
the geophysicists. The rights offering was for subscriptions to shares with attached share purchase
warrants, which if fully exercised would have provided additiona funding of approximately $2.4 million
The Company anticipated that the offering, would be successful. Unfortunately the terrorists eventsin
the USA on September 11" had amajor negative impact on securities markets and a reduction of the
Company’ s share price to the extent that the subscription price under the offering was materidly higher
than the prevailing market price. By law, the Company could not amend or withdraw the offer and a
replacement offer could only be made after its expiry date of October 24™. The offering was effectively
aborted and consequently the next stage of exploration deferred. The impact of 9/11 is illudrated by a
decrease in minerd properties expenditures from $4.9 million for the year 2000 to approximately $1.4
million for 2001.

Although market conditions remain generally negative, following the October 24™ expiry of the offering,
the Company proceeded with a replacement rights offering, witha substantialy lower subscriptionprice,
and low expectations for a high percentage of subscriptions. By its closing on January 31, 2002, the
offering was 36% subscribed with proceeds of $192,000, plus a possible additiond $290,000 through
exercise of the offering’'s accompanying share purchase warrants on or before May 31, 2002. Also
outstanding are other share purchase warrants, issued in connectionwithprivate placementsin 2001,. for
total subscriptions of $175,000, with December 31, 2002 expiry.

Generd and adminigtrative expenditures for 2001 were $652,000, adecrease from$778,000 for 2000.
Quarterly Information

Included in the preceding “Sdected Financid Information” is a cash flow summary, quarter by quarter
for the past 8 quarters of 2000 and 2001, whichdiscloses funding obtained through equity financing and

itssubsequent disbursementsonexplorationand adminidrative expenses. The fallowing remarks are made
to explain sgnificant changes in the Company’ s cash resources from quarter to quarter.
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2000 Quarters

Funding of $2,375,000 obtained in the 1% quarter consisted of $2,108,000 from private placementsand
$267,000 through exercise of share purchase warrants and stock options. This was followed in the 2"
quarter by $533,000 of private placementsand $188,000 of exercise of warrantsand options; in the 3¢
guarter by $1,932,000 from the exercise of warrants issued in conjunction with the private placements
of the 1 quarter andinthe4'" quarter, $980,000 from privateplacements. Intotal for the year, additional
funding of dightly over $6 million was obtained.

Expenditures on explorationin 2000 was manly drillingfor base metals and explorationfor diamonds. For
base metds $411,000 was spent in the 1% quarter, $1,000,000 in the 2™ and $200,000 in the 3".
Diamond exploration commenced with $1,038,000 in the 3 quarter followed by $1,985,000 in the 4™
quarter.

Adminidgration expenses were compdtible for the firs three quarters of 2000, dlowing for a contra
adjustment between the 1% and 2" quarters. Anincrease of $220,000 fromthe 3" to the 4" quarter was
principdly attributeble to three categories. Rent and office expenditures increased by $60,000 as a
conseguence of moving to new premises. The move was caused by the expiry of the Company’s office
lease which wasnonrenewable. Other increases were consulting services for $85,000 and $40,000 for
acatch up on accrued legal fees.

As indicated by the andyss of Cash Flow presented above, expenditures for 2000 were covered by
capital funds received in the year, with a positive cash flow of $130,000.

2001 Quarters

In the 1% quarter of 2001, atotal of $1,016,000 was obtained through the exercise of share purchase
warrants, $55,000 in the 2™ quarter and $187,000 in the 4™ quarter.

Explorationexpenditures of $329,000 in the first quarter of 2001 were chiefly applicable to andyss and
interpretationof diamond counts and indicator geochemi stry fromdiamond expl orationundertakenin2000
and maintenance of the exploration sites. The andyds and Ste maintenance continued into the second
quarter with total exploration expenditures of $444,000. With adecrease in these activities, exploration
expenditures were $122, 000 for the third quarter and $527,000 for the fourth quarter which included
$348,000 of administration fees payable to the Inwviduit Land Corporation for the periods of the 4"
quarter of 2000 and all four quarters of 2001.

Generd and administrative expenses for the year amounted to approximately $650,000 - $133,000 for
the 1% quarter, $179,000 for the 2", $146,00 for the 3 and $193,000 for the 4™. The major component
of these expenses are those gpplicable to mantaining the Company’ s head office- gaffing, rent, supplies-
of about $450,000 for the year. These expenseswere generally constant from quarter to quarter. Costs
associated with investors presentations, fund raising and maintenance of shareholders records were
$156,000 and varied fromquarter to quarter as fund raising activities were undertaken. Inthe 4™ quarter
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accruals were recorded for taxes on capita and unbilled legal and audit fees.

The cost of $49,000 for issuing sharesin 2001 included an assessment for $48,000 inthe 2" quarter from
the tax authorities. The assessment was for interest on the time gap between when minera property
expenditures were renounced to subscribers for flow through shares and the actual date when the
Company incurred the expenditures. Generaly the Company is required to cover the renounced
expenditureswithintwo years of passing the benefit dong to subscribersfor sharesbut is assessed interest
on the expenditures remaining to be incurred over the two year period.
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