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Crystal Graphite Corperation
(Formerly IMP Industrial Mineral Park Mining Corporation) -
(An Exploration Stage Company) '

interim Balance Sheet

As at 30 November
Canadian Funds

Unaudited - See Notice fo Reader

Statement 1

30 November

31 August 2000
30 November 2001 (Prepared by
ASSETS 2001 (Audited) Management)
Current
Cash and term deposits $ 2,608,207 $ 3,939,588 § 7,942,391
GST receivable 161,512 112,006 77,334
Advances to employees 9,817 7,467 -
Accounts receivable - - 148,289
Promissory notes receivable (Note 4) 84,737 81,640 -
Due from related parties (Note 9) 118,262 118,262 -
Prepaid expenses and deposits 67,778 52,014 39,574
3,050,313 4,310,977 8,207,588
Investment (Note §) 400,000 400,000 -
Mineral Property Costs - Schedule (Note 6} 5,723,223 5,008,725 3,554,236
Capital Assets (Note 7) 1,337,170 1,304,698 728,787
Reclamation Bonds 486,023 46,023 46,023
$ 10,556,729 $ 11,070,423 § 12,536,634
LIABILITIES
Current
Accounts payable and accrued liabilities  $ 305,954 $ 435773 § 366,458
Commitments (Note 10)
Contingent Liability (Note 11)
SHAREHCLDERS’ EQUITY
Share Capital - Statement 2 (Note 8} 17,894,782 17,894,782 17,458,402
Deficit - Statement 2 {7,644,007) (7,260,132) (5,288,226)
10,250,775 10,634,650 12,170,176
$ 10,556,728 $ 41,070,423 § 12,536,634

ON BEHALF OF THE BOARD:

“Gordon Sales”, Director

“Geoffrey Caine”, Director

- See Accompanying Notes -




Crystal Graphite Corporation

(An Exploration Stage Company)

Interim Statement of Shareholders’ Equity

Canadian Funds
Unaudited - See Nofice to Reader

Common Shares

Statement 2

Accumuiated
Number Amount Deficit Total
Balance - 31 August 1999 6,988,336 $ 6,844,705 (4,621,469 % 2,223,236
issuance of shares for:
- Private placement 8,550,000 4,192,000 - 4,192,000
- Exercise of options 280,000 151,200 - 151,200
- Exercise of warrants 288,000 167,100 - 167,100
- Settlement of debentures 841,982 505,186 - 505,186
Cancellation of escrow shares (421,875) - - -
Allotment of shares for;
- Exercise of options 180,000 97,200 - 87,200
- Exercise of warrants 6,645,541 5,360,598 - 5,360,598
Loss for the year - - (273,947) (273,547)
Balance - 31 August 2000 21,351,984 17,317,989 (4,895,416) 12,422,573
Issuance of shares for:
- Exercise of wamrants 240,059 140,413 - 140,413
Loss for the period - ~ (392,810) {392,810)
Balance - 30 November 2000 21,592,043 § 17,458,402 (5,288,226) $ 12,170,178
Issuance of shares for:
- Exercise of options 200,000 118,000 - 118,000
- Exercise of warrants 562,671 318,380 - 318,380
Loss for the period - - (1,971,906) (1,971,9086)
Balancs - 31 August 2001 22,354,714 $ 17,894,782 (7,.260,132) $ 10,634,650
Loss for the period - - (383,875) (383,875)
Balance - 30 November 2001 22,354,714 $ 17,894,782 (7,644,007) $ 10,250,775

- See Accompanying Notes -




Crystal Graphite Corporation Statement 3
{An Exploration Stage Company)

Interim Statement of Loss

For the Three Months Ended 30 November

Canadian Funds

Unaudited - See Notice to Reader

2000
(Prepared by
2001 Management)
General and Administrative Expenses
Professional fees $ 188,915 § 20,730
Wages, benefits and subcontractors 92,149 46,035
General and administrative 40,860 16,151
Travel 38,712 ‘ 30,979
Marketing 31,905 74,845
Shareholders’ information and investor reiations 23,178 39,233
Occupancy costs 14,713 12,551
Amortization 1,587 -
Advertising and promotion 1,085 363
Listing and filing fees g82 3,038
Consulting fees £00 88,883
Transfer agent fees (net of recovery) (366) 9,524
Loss Before the Following 431,100 342,343
Write-off of exploration costs on outside properties and
properties abandoned - 401,984
interest, net {29,396) (82,085)
Gain on foreign exchange {17,829) (259,432)
Loss for the Period $ 383875 $ 392,810
Loss per Share - Basic $ 002 $ 0.02

- See Accompanying Notes -

]




Crystal Graphite Corporation
(An Exploration Stage Company)
interim Statement of Cash Flows

For the Three Months Ended 30 November
Canadian Funds
Unaudited - See Notice to Reader

Statement 4

2000
{Prepared by
Cash Resources Provided By (Used In) 2001 Management)
Operating Activities
Loss for the period (383,375) (392,810)
items not affecting cash
Write-off of exploration costs on outside properties and
properties abandoned - 401,984
Amortization 1,587 -
(382,288) 9,174
investing Activities
Mineral property costs (714,498) (1,238,064)
Prepaid deposit - 100,000
item not affecting cash
Amortization 31,854 16,186
Changes in non-cash working capital ~ {197,439) 77,573
(880,083) {1,044,305)
Promissory notes receivable (3,087) -
Purchase of capital assets (65,913) {373,091)
(949,093) (1,417,396)
Financing Activities
Share capital - Issuance of shares - 5,598,211
- Allotment of shares - (5,457,798)
- 140,413
Debentures - {31,641)
- 108,772
Net Decrease in Cash (1,331,381) (1,299,450)
Cash position - Beginning of period 3,839,588 9,241,841
Cash Position - End of Period 2,608,207 $ 7,842,391

- See Accompanying Notes -

e




Crystal Graphite Corporation Schedule
{An Exploration Stage Company)
Interim Schedule of Mineral Property Costs
For the Three Months Ended 30 November
Unaudited - See Notice to Reader
2000
(Prepared by
2001 Management)
Direct - Mineral
Black Crystal Property, Nelson, B.C.
Deferred exploration costs
Field and general 147,340 69,273
Transportation and hauling 90,602 131,048
Wages, benefits and subcontractors 87,575 32,425
Repairs and maintenance 83,647 1,350
Geology and geological engineering 67,070 57,985
Mining engineering and planning 58,862 51,214
Drilling 34,928 77,798
Amaortization 31,8584 16,186
Telecommunications 21,082 9,953
Crushing, screening and grinding 18,906 49,720
Laboratory and assay ' 15,869 22,461
Travel, meals and accommeodation 14,367 10,229
Surveying 10,159 14,673
Health and safety 9,284 5,461
Electrical engineering 7,070 257
Freight 6,620 2,087
Environmental engineering 6,372 38,830
Mine administration 4,349 12,940
Mine site security 932 5,131
Powerlines - 227,258
714,498 836,080
General exploration and property examinations
China/Russia
Travel - 387,334
Consulting - 14,650
714,498 401,984
Costs for the Year 714,498 1,238,064
Baiance - Beginning of year 5,008,725 2,718,156
Write-off of exploration costs on outside properties and
properties abandoned - _(401,984)
Balance - End of Year 5,723,223 $ 3,554,236

- See Accompanying Notes -




Crystal Graphite Corporation
(An Exploration Stage Comparniy)
Notes to Interim Financial Statements

30 Nevember 2001
Canadian Funds

Unaudited - See Noftice to Reader

Nature of Operations

The company is an exploration stage company that engages principally in the acquisition, exploration
and development of resource properties. As an exploration stage company, it is currently unable to
self-finance its operations. As discussed in the following notes to the financial statements, the
recovery of the company's investment in its resource properties is dependent upon the discovery,
development and sale of ore reserves and the ability to raise sufficient capital to finance this
operation. The ultimate outcome of these operations cannot presently be determined because they
are contingent on future matters. ‘

Significant Accounting Policies

These interim financial statements follow the same accounting policies and methods of their
application of the most recent annual financial statements. These financial statements should be
read in conjunction with the audited financial statements as at 31 August 2001

Fair Value of Financial instruments

The company’s financial instruments consist of cash and term deposits, GST receivable, advances to
employees, promissory notes receivable, amounts due from related parties and accounts payable.
Currency fluctuations may affect the cash flow which the company may realize from its operations,
since graphite is sold in the world markel in U.S. dollars. The company's costs are incurred in
Canadian and U.S. currencies. As at 30 November 2001, the company also had a significant amount
of cash held in U.S. currency. Unless otherwise noted, it is management's opinion that the company
is not exposed to significant interest, currency or credit risks arising from the financial instruments.
The fair value of these financial instruments approximates their carrying value due to their short-term
maturity or capacity of prompt liquidation,

Promissory Notes Receivable

The company has promissory notes receivable in the amount of U.S. $50,000 due from an unrelated
company. The notes bear interest at 10% per annum and are due in full, including interest, on or
before 31 January 2002.

Investment

During the prior year, the company purchased 100,000 common shares of a private Alberta company
("ALCO") for $400,000, representing a 6.53% interest. ALCO is involved in the oil and gas sector and
is negotiating an interest or royalty in certain properties focated in the Yukon Territory. ALCO has an
agreement with the First Nation group. Although certain lands for the project have been identified,
the total exact lands which would be claimed by the First Nations group is uncertain. In addition, the
company may renegotiate its working interest info a royalty interest. Consequently final details are
subject to negotiations with First Nations group and the Federal government.

This investment has been recorded at cost, as the company holds 6.53% of ALCO at 30 November
2001,

_;




Crystal Graphite Corporation
(An Exploration Stage Company)
Notes to Interim Financial Statements

30 November 2001
Canadian Funds

Unaudited - See Notice to Reader

6. Mineral Property Costs

a) Details are as follows:
30 November

30 November 31 August (p,epage%%?,
2001 2001 Managemert)

Black Crystal Property, Nelson, B.C. »
Acquisition costs $ 618,827 $ 618,827 $ 487,000
Exploration costs 5,104,296 4,389,798 3,057,236
$ 8,723,223 § 5,008,725 § 3,554,236
By agreement dated 10 January 1895 and subsequently amended, the company acquired a 100%
interest in certain minerat claims known as the Black Crystal Graphite property, located in the Slocan

_ Mining Division in British Columbia.

b) As consideration, the company, fulfilled the following conditions:

= |ssued 800,000 shares (issued in a prior year based on the original agreement at a vaiue of
$284,000, being the exploration expenses incurred by the vendors on the property)

= Completed a private placement of 6,550,000 units for proceeds of $4,192,000 (Note 8b)

= Made a payment of $200,000 upon signing the amended agreement

= Made a payment of $100,000 on or before 25 August 2001

The property is subject to a 20% gross profit royalty for a period of 10 years ending 25 August
2010 to a maximum of $1,700,000. The royalty is defined as 20% of the gross receipts from
sales received from the product of the property less direct operating costs.

The agreement was made with a former officer and director and a company controlied by a
former officer and director and has accordingly been treated as a related party transaction.

¢} By agreement dated 8 May 2001 and amended 5 November 2001, the company was granted an
option untit 31 December 2002, to acquire a registered interest that allows the company to mine,
extract and process any and all graphite material on certain of the optionor's property in the
Slocan Valley, B.C., which is adjacent to the company’s Black Crystal Graphite property.

The option period gives the company the opportunity to complete expioration, bulk sample testing
and any other due diligence deemed necessary on the optionor's property. If the company
exercises the option, the company will receive exploration rights for a period of five years which
will commence upon the issuance of a mines permit. The initial term will be renewable twice, for
five years each, at the election of the company.

Upon exercising the option, the company will advance the optionor U.S. $40,000 toward the first
royaity payment. The royalty payment for the graphitic material extracted will be U.S. $4 per bank
cubic metre for the first 24 months (from the date of issuance of a mines permit), and thereafter
will be adjusted quarterly based on the average selling price of graphite.

In addition, upon exercising of the option, the company grants the optionors the right to mine and
extract gems on certain of the optionee’s property in the Slocan Valley for a net smelter return of
3% on the same terms as the primary option to the optionee.




Crystal Graphite Corporation

(An Exploration Stage Company)}

Notes to Interim Financial Statements

30 November 2001
Canadian Funds
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7. Capital Assets

Capital assets are recorded at cost. Details are as follows:

30 November

2000
30 November 31 August Net Book
2001 20019 Value
Accumulated Net Book Net Book (Prepared by
Cost Amortization Value Value  Management)
Pilot Plant $ 1410352 § 683,885 $ 726,467 $ 726,467 $ 458,926
Machinery and
equipment 754,106 392,993 361,113 317,060 154,233
Technical instruments 130,207 27,220 102,987 407,834 29,592
Buildings 125,602 45,883 79,719 86,164 24,588
Vehicles 63,732 42,665 21,087 21,444 22,448
Office furniture 23,764 4,435 19,329 20,343 21,031
Computer hardware 32,606 10,501 22,105 19,861 12,520
Computer software 11,319 6,936 4,383 5,525 5,449
$ 2551688 $ 1214518 $ 1,337,970 ¢ 1,304,698 $ 728,787
8. Share Capital
a) Details are as follows:
Cumulative Cumulative
Number of Shares Amount
30 November 31 August 30 November 31 August
2001 2001 2001 2001
Authorized: :
250,000,000 shares without par valu
Issued and fully paid:
For cash 20,114,047 20,114,047 $ 16,359,656 $ 16,359,656
For property and
equipment 948,889 948,889 558,500 558,500
Settlement of debt 1,291,778 1,291,778 992,714 892,714
Finders fee for share
issuance - - {16,088) (16,088)
Total 22,354,714 22,354,714 § 17,894,782 $ 17,894,782

On 6 November 2000 the Company increased the authorized shares te 250,000,000 common
shares without par vaiue.




Crystal Graphite Corporation
{An Exploration Stage Company)
Notes to Interim Financial Statements

30 November 2001
Canadian Funds
Unaudited - See Notice to Reader

8. Share Capital - Continued

b) On 28 August 2000, the company issued 6,550,000 units by private placement to a U.S. private
company (‘controlling shareholder”). Each unit consisted of one common share and one
non-transferable common share purchase warrant. Gross proceeds of the issue was $4,192,000
(Note 6p). Each warrant entitles the holder fo purchase one additional common share of the
company at a purchase price of $0.81 expiring 17 August 2002.

On 31 August 2000, 6,550,000 shares were allotted for cash proceeds of $5,305,500 by the
exercise of the above warrants. These shares were issued on 14 September 2000.

Ali shares issued by this private placement had a one vear hold period on trading.
As at 30 November 2001, the controlling shareholder had a 50.84% (31 August 2001 - 62%)
interest in the company.

¢c) As at 30 November 2001, the following share purchase options and warrants were outstanding:

Shares Exercise Price Expiry Date
Options 25,000 $ 0.81 23 May 2006
50,000 $1.08 13 August 2006
670,000 (i) $0.68 29 October 2006
540,000 (i) $0.68 29 Cctober 2006
1,285,000
Warrants 472,845 $0.70 10 August 2002

(iy During the period, these options were repriced and extended from prices ranging from $0.70 -

$1.00 to $0.68 and dates ranging from 3 March 2002 - 23 January 2006 to 29 October 20086.
They have been presented at the amended price and expiry date.

(i) During the period, the company granted 540,000 share purchase options to directors, officers,
employees and consultants at an exercise price of $0.68, expiring in five years.




Crystal Graphite Corperation
(An Exploration Stage Company)
Notes to interim Financial Statements

30 November 2001
Canadian Funds
Unaudited - See Notice to Reader

8. Related Party Transactions

Except as disclosed elsewhere in these financial statements, related party transactions are as
follows:

a)

b)

c)

The amounts due from related parties are non-interest bearing. Subsequent to the 30 November
2001, the company received full payment for all outstanding amounts. These amounts have
accordingly been classified as current.

During the period, fees for consulting services related to investor relations in the amount of U.S.
$6,500 (31 August 2001 - U.S. $6,500) were paid to a director of the company.

During the period, wages of $67,538 (31 August 2001 - $27,000) were paid or accrued to a
director and officer of the company.

The above transactions, occurring in the normal course of operations, are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties.

10.

Commitments

a)

b)

By agreement dated 16 August 2001, the company entered into a lease for premises expiring
13 November 2003. Minimum basic rent is as follows:

Amount

2002 $ 34,584
2003 34,584
2004 8,646
$ 77,814

In addition to the basic rent, the company is responsible for its proportionate share of property
taxes and operating costs.

During the prior year, the company entered into lease agreements for office equipment and a
vehicle with terms of 5 years and 3 years respectively. Minimum basic charges are as follows:

Amount
2002 $ 15,413
2003 16,413
2004 9,262
2005 8,703
2006 (and thereafter) 1,451

$ 50,242




Crystal Graphite Corporation s
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Notes to Interim Financial Statements
30 November 2001

Canadian Funds
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10. Commitments - Continued

¢} By agreement effective 1 June 2001, the company entered into an agreement for financial
advisory services. Compensation is a monthly fee of $7,200 per month. The term of this
agreement commenced on 1 June 2001 was to terminate on 31 December 2001 unless mutually
extended by the parties.

By agreement dated 1 November 2001, the company extended the financial advisory services
agreement to July 2002. The company agreed to pay a minimum retainer of $2,500 and to pay a
success fee of 6.5% of gross funds raised by equity financing by the advisor and 2.5% of the
gross amount raised through the issuance of debt. The advisor is also entitled to 25,000 stock
options expiring 24 months from date of grant at regulatory determined rates.

d) By agreement dated 1 July 2000, the company entered into an employment contract for corporate
administration services at an annual salary of $48,000 for an initial term of two years expiring
1 July 2002, unless mutually extended by the parties.

11.

Contingent Liability

During the prior year, a lawsuit was brought against the company and 15 other
individuals/corporations (including KAK Investments Inc. (“KAK"), the majority shareholder of the
company) by the trustee of Evergreen Security Ltd., which is a U.S. Company in bankruptcy
protection.

The trustee is attempting to seek from the defendants the return of the value of funds or assets. They hold
that transfers allegedly made, or indirectly made, to the defendants may be recoverable under U.S.
bankruptcy law if made within certain time frames and under certain circumstances prior to the bankruptcy.
The company has engaged U.S. counse! to advise the company to defend against this action and has been
advised that such an action may not be applicable to the company.

During the period, the company negotiated a standstill agreement with the trustee who was seeking
an injunction with respect to the funds received by the company from KAK. The trustee has agreed to
work with the company to resolve the issues and transfer ownership of the shares in a timely and
orderly manner.

As part of the standstill agreement, the trustee has the right, subject to regulatory approval to:

() Nominate a person for appointment to the Board of Directors (as at the report date, no
nomination has been made).

(i) Have an option, or right of first refusal, to purchase a pro rate portion of any future issuances
of shares to permit the trustee to elect to maintain its proportionate interest presently owned
through the KAK stock position.

No amount has been accrued in the accounts of the company because the outcome of the claim
cannot be determined at this time and because management feels that the claim is without merit.




Crystal Graphite Corporation
{An Exploration Stage Company)
Notes to interim Financial Statements

30 November 2001
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92.

Income Taxes
The company has incurred certain resource-related expenditures of approximately $5,800,000 which
may be carried forward indefiniteily and used to reduce prescribed taxable income in future years.

The potential future tax benefits of these resource expenditures have not been reflected in the
accounts of the company.

13.

Name Change

On 6 November 2000, the company changed its name from IMP industrial Mineral Park Mining
Corparation to Crystal Graphite Corporation. The new trading symbol on the Canadian Venture
Exchange is CGH.

14.

Comparative Figures

Certain of the comparative figures have been reclassified to conform with the presentation used in the
current year.

15.

Segmented information

The company has one operating segment, which is the exploration and development of mineral
properties. The company’s principal operations during the period ended 30 November 2001 were
primarily carried out in Canada. All of the investment income is earned in Canada. Details on a
geographic basis are as follows;

30 November 2001 Canada China / Russia Total
Assets 10,556,729 - 10,556,729
Capital Expenditures 948,093 - 949,093
Loss for The Year 383,875 - 383,875
30 November 2000 Canada China / Russia Total
Assets 12,536,634 - 12,536,634
Capital Expenditures 1,015,412 401,984 1,417,396
Loss for The Year (9,174) 401,984 392,810




Crystal Graphite Corporation
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Notes to Interim Financial Statements
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18. Restatement of Prior Periods

The 30 November 2000 figures presented for comparative purposes have been restated by
management as a result of errors discovered in the originaily filed financial statements.

The Summary Balance Sheet and Statement of Loss and Deficit are presented below with the
originally filed figures and the restated figures as well as the net change in each category.

SUMMARY BALANCE SHEET

30 November 30 November
2000 2000
(Prepared by (Prepared by IChange
Management, As WManagement, ncrease
ASSETS Originally Filed) Restated) {Decrease)
Current Assets $ 8,007,298 $ 8,207,588 $ 200,290
Project Accounts Receivable 2,718,188 3,554,236 836,080
Mineral Property Costs 372,753 - (372,753)
Capital Assets 371,882 728,787 356,905
Other 486,024 486,023 (1)
$ 11,516,113 $ 12,536,634 $ 1,020,521
LIABILITIES
Current Liabilities $ 441,922 § 366,458 § (75,464)
SHAREHOLDERS' EQUITY
Share Capital 17,422,242 17,458,402 35,460
Deficit (6,348,751) ({5,288,226) 1,060,525
11,074,191 12,170,176 1,095,985

$ 11,516,113 § 12,536,634 § 1,020,521
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18. Restatement of Prior Periods - Continued

SUMMARY STATEMENT OF LOSS & DEFICIT

30 November

30 November

2000 2000
{Prepared by {Prepared by IChange
Management, As Management, necrease
Oviginaily Filed) Restated) (Decreass)
General and Administrative Expenses $ $ 342,343 25,280
Graphite property development :
expenses 1,183,539 - (1,183,539)
Write-~off of exploration costs on outside
properties and properties abandoned 401,984 401,984
interest, net (92,088) (23,227)
Gain on foreign exchange (259,432) (259,432)
Loss for the Period 1,431,744 382,810 1,038,934
Deficit - Beginning Balance 4,917,007 4,895,416 21,591
Deficit - Ending Balance 6,348,751 5,288,226 1,060,525

Explanations of the materia! changes, which relate to errors in the prior period, by category are as

follows:

a) Current Assets increased by $200,290 due to the recording of accrued interest of $23,227, a gain
on foreign exchange of $248,945 and a net decrease of other current assets of $71,882.

b} Project accounts receivable were written off during the period as the projects under review were

subsequently abandoned.

¢) Mineral Property Costs increased by $836,080, being the expenditures during the period. These
costs were incorrectly expensed as Graphite Property Development Expenses on the original

financial statements. All costs reiate to the Black Crystal Graphite property (Wote 6a).

d) Capital Assets increased by $356,905. This amount reflects asset purchase of $373,091 net of
amortization of $16,186. These costs were incorrectly expensed as Graphite Property
Development Expenses on the original financial statements.
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1.

5.

SCHEDULE
ANALYSIS OF EXPENSES AND DEFERRED COSTS

See interim financial statements for details.

RELATED PARTY TRANSACTIONS

See interim financial statements for details.
SUMMARY OF SECURITIES ISSUED AND OPTIONS GRANTED DURING THE PERIOD

a) Securities issued:
None
b) Options granted:

Exercise
Date Granted Number  Description of Optionee Price Expiry Date

29 October 2001 540,000 Directors, officers, $0.68 29 October 2006
employees & consultants

SUMMARY OF SECURITIES AS AT THE END OF THE REPORTING PERIOD

a) Authorized share capital:

Number  Class of Shares
250,000,000 common

b) Shares issued and outstanding:

Number Amount
22,354,714 $ 17,894,782

c) Options, warrants and convertible securities outstanding:

Number Exercise or
or Amount Conversion Price Expiry Date
Options - 25,000 $0.81 23 May 2006
- 50,000 $1.08 13 August 2006
- 1,210,000 $0.s68 29 October 2006
Warrants - 472,845 $0.70 10 August 2002

d) Shares subject to escrow or pooling agreements.

None

NAMES OF DIRECTORS AND OFFICERS AS AT THE DATE THIS REPORT IS SIGNED AND

EILED

Gordon Sales - President and Director Barrett Sleeman - Director
Ted Nunn - Chief Operating Officer Richard lvy - Director

Geoffrey Caine - Director Lana Tumer - Corporate Secretary




SCHEDULE C:
Management 's Discussion & Analysis of Operating Results

Overview

Crystal Graphite Corporation is an exploration and development company based in Vancouver, British
Columbia, Canada. The Company owns the Black Crystal Graphite Project that consists of a quarry
operation and a beneficiation plant. The beneficiation plant is capable of processing up to 180,000 tonnes
of graphite-bearing material for a year-round continuous operation. The quarry is a seasonal operation
that operates from about June to November stockpiling graphitic material for plant feed. The Company
plans to make application for its Mining Permit at the Black Crystal Project in February 2002 and expects
a decision from the provincial government during the first half of 2002 on this matter.

Pilot plant testing commenced in August 2001 and continues to operate successfully. Two flake graphite
products at 95% and 97.5% were processed and bagged with subsequent shipments to the United States
and Japan for fuel cell bipolar plate testing.

Results of Operations
Quarter Ended November 30, 2001 Compared with Quarter Ended November 30, 2000.

The Company has restated the comparative quarter figures for the period ended November 30, 2000 and
has filed same with the regulatory authorities. Through August 1999 to December 2001, the Company
was initiating a specialized computer accounting system. We experienced several delays, lost data and
data recovery. Therefore, we discovered that the previous November 30, 2000 quarter was misstated and
we have amended our financial statements for the quarter, to accurately record the transactions.

The results of the restated November 30, 2000 Financial Statements is an increase of $200,290 in current
assets and an increase of mineral property cost of $836,080, an increase in capital assets of $356,905 and
a decrease of $372,753 in projects accounts receivable for an increase of total assets of $1,020,521.

The Company incurred a net loss of $383,875 for the quarter ended November 30, 2001, as compared to
the net loss of $392,810 for the quarter ended November 30, 2000. This decreased loss was a result of the
interested earned from our cash position in November 2000 compared to November 2001. Professional
fees increased to $188,915 as compared to $20,750. The major portion of this increase was incurred legal
costs related to the lawsuit brought against the Company by the trustee for Evergreen Securities Ltd.,
which is a US company in bankruptcy.

In November 2001, the company negotiated a standstill agreement with the trustee who was seeking an
injunction with respect to the funds received by the company from KAK. The trustee has agreed to work
with the company to resolve the issues and transfer ownership of the shares in a timely and orderly
manner. Please refer to Note 11, Contingent Liabilities as stated in the Financial Statements.

As well, during the quarter ended November 30, 2001, the Company spent $714,498 compared to
$1,238,064 in November 30, 2000. The total decrease of $523,566 is due partly because $121,582
towards the initial plant development phase which has been completed and partially due to the cost
incurred in the investigation of resource based opportunities, for a total of $401,984 as restated in the
amended Financial Statements.

The Company has retained Boucher & Company to provide financial advisory services and has amended
the terms from $7,200 per month to $2,500 until June 30, 2002. The Company has also retained J. Flatley
to provide investor relations services for $5,000 per month, which is on a month-to-month basis effective
January 1, 2002.




Liquidity and Capital Resources

Cash decreased by $5,334,184 and resuited in a balance of $2,608,207 as November 30, 2001 as
compared to $7,942,391 in November 30, 2000.

The Company’s capital budget for fiscal 2002 is $641,158.

The Company granted 545,000 Director/Employee stock options at $0.68 per share for a period of five
years and amended 670,000 Director/Employee stock options at $0.68 all of which will expire on October
29, 2006.

Outlook

" The Company has sufficient capital to continue operating into the production phase and the start of cash
flow from operations with the lowest cash reserve estimated to be approximately $1,500,00C in the
Company’s third quarter of 2002.

In fiscal 2002, the Company expects to produce 1,200 tonnes of graphite from its Black Crystal Project
that will be marketed primarily to the fuel cell bipolar plate market. The Company current has

approximately 19,000 tonnes of plant feed stockpiled, which will produce approximately 7,600 tonnes of
graphite in preparation for the sale thereof, over the next several months.

On behalf of the Board of Directors
“Gordon J. Sales”

President




