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FORMATION CAPITAL CORPORATION
Report to Shareholders

The tumultuous world events of fiscal 2002 helped
demonstrate the only constant in life is change.
Formation was no exception. It has weathered
the storm and emerged as an organization ever
closer to realizing its goal of becoming America’s
sole integrated cobalt miner and chemical refiner.

In an economic climate shrouded with a sense of
eroded security and growing distrust of Corporate
America, Formation’s achievements continued to
exemplify the viability of its assets, the
commitment of its people, and the dedication of
its shareholders. Despite predominately weak
venture capital markets, throughout fiscal 2002
the Company raised over $2.975 million, made
significant advances in the permitting of the Idaho
Cobalt Project (the “ICP"), received an
independent engineering report on the ICP that
showed a dramatic improvement in the economics
of the project, and entered into an option to
purchase agreement for a refinery that, upon
retro-fitting, will be ideally suited to process ICP
concentrate.

Early in the first quarter, the U.S Department of

Agriculture Forest Service ("USFS”) decided. to
proceed with the preparation of an Environmental
Impact Statement (“EIS”), essentially the core
document required for the granting of a mine
permit. The USFS selected Hydrometrics, Inc., a
Helena, MT, based consulting firm to conduct the
study. Hydrometrics, Inc. and its ICP EIS team
provided a multidisciplinary team of engineers,
hydrologists and environmental scientists to

conduct baseline studies and prepare permits and
impact docaments for the project. Although late ™

in the third quarter, after approximately one third

of the EIS had been completed, there was a delay‘ ’

in the process due to a setback in funding and an
unrelated  Hydrometrics

early as the first quarter of fiscal 2003. -
The first quarter also witnessed the successful
closing of &*$1.2 million private placement with
the |ssuance of 3 115 000 units at $0.40 per unit,
with each Unit carrymg & $6.50 two year ha1f
warrant. Proceeds from this financing were used
to continue the development of the ICP.

restructuring. The =" °
preparation_of the EIS is currently progressing weII‘
with the possibility of a mine permit in hand as

Towards the end of the quarter, the Company,
working with the USFS held an Idaho Joint Review
Process ("JRP") meeting in Salmon, Idaho
regarding the permitting of the Company’s ICP.
Agencies attending the meeting included the
Idaho Department of Environmental Quality, U.S.
Environmental Protection Agency, the U.S. Fish
and Wildlife Service, and the U.S. Forest Service.
The Idaho JRP is a process that was initiated to
facilitate and coordinate the permitting of mining
operations in Idaho, with the intention of cutting
through red tape and expediting the process. The
JRP meeting was considered very successful with
numerous compliments from the agencies on the
quality and thoroughness of the Company’s
presentation and the merits of the project.

Arguably one of the most significant events of the
fiscal year was the receipt of Mine Development

" . Associates’ (MDA’s) independent update report on
-+ the reserves and economics of the ICP announced

June 4, 2001.- The heart of the success of the

" project, and ultimately the success of the
" Company, lie in the economics of its core asset.

The advantages of a clean, high grade deposit,
coupled with the processing of its concentrate at a
Company owned facility, result in robust
economics for the project, placing the Company in
an advantageous position as a future low cost
producer of cobalt and cobalt chemicals. The
diluted Proven and Probable Reserves using a
US$65 NSR cut-off now stand at 1,093,188 tons
grading 0.641% cobalt, 0.49% copper and 0.017
opt gold. The diluted Proven, Probable Reserves
and Inferred Resources now stand at 3,155,280

“{ons of similar grade. These calculations were

based on only two of four known deposits on the
property; which together ‘represent only four of
the Qver twenty known target areas on the ICP.

.. To date, reserves and resources remain open at
" both the“Sunshine and Ram deposits (included in
_ this study). . MDA believes_that development of
“additional”resefVes and resources from the Ram
R ‘_dep05|t is very Ilker Mineralization also remains
' open ‘al the'Ram hanglngwall Zoné, East Sunshine

~and Northfield deposits (not included in this
stUdy ). 'In “addition, over 20 exploration targets on
the property remain to be drill tested.
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The revised eccnomics allow fer the production of
cobalt with pesitive internal rates of returns with
the price of the commodity as low-as US$5/b.
Currently, utilizing an 8% discount'’' rfate and
US$12/ib cobait, producirig chemicals, the Net
Present Value of the -pioject is over US$i20
millicn, with an Intemal Rate of Return of
67.57%. =

The updated MDA report also breught to light
several environmental advantages. All tailings will
be filtered and- de-watered with approximately
50% of mill tailings used as backfill i the mining
process and the remaining 50% stored using dry
stack methods, resulting in a tailings dam not
being required.” The total disturbance of the ICP
wilt be less than 200 acres which wili be 100%
reclaimed to pre-mining use when mining- has
finished. The operation will not use any
hazardous reagents and will hot discharge mine or
process waters to the environment. These factors
are expected to enhance governmental and public
acceptance of the project.

The second quarter also realized the closure of
one financing and the exercising of stock options
grossing the Company $888,30C. In June the
Company announced the completion of 'a
$507,600 private placement with the issuance of
1,269,000 units at $0.40 per unit, each unit being
comprised of one common share and one half
share purchase warrant entitling the purchase of
one additional common share of the Company at a
price of $0.50 per share untii July 5, 2003.
Further funds for the advancement of the
Company and the ICP were realized in August
through the exercise of 1,419,000 stock cptions,
netting the Company an addltlonal $380 700

Cqually significant to 'he receipt of '\"DA S .Jpcmted
economic’ repoit on the ‘ICP, " the Cormpany
execited a Heads of ‘Agreement with Sunshine
Precious Metais Inc. inJune of 2001 to purchase
the Big Creek Hydrometaliurgical ~Beneficiation
Complex (the “Refinery”) located within 200 miles
of the ICP-near Keilogg, Idaho. - The initial
agreement, sub:-equently exec uted iry August with
the signing "oi "a’ definitive - Optlon and " Sale
Agreement,""estaqi.snea a ftotai consideration
purchase price for the Refinery of US$1.6 million
in cash if paid by I\ arch- 31, 2002 ‘and U 5$2.5
milfiori in ‘cash~and shares if paid by June 30,
"2003." After having applied US$6CC,0C0 in cash
payments” towards this purchase; -Management

successfully - renegotiated an amendment o the
agreerment to lower the purchase price from

US$2.5 mifiiion in cash and shares o US$1.575

mitlion: in”cash if paid by January 31, 2003. The
replacement cost to buiid such a facility has been
estimated at over US$40 million. - -To date
US$675,00C has been paid to Sunshine Precious
Metals Company for the Refinery. Formation is
currently exercising its option to expedite the
acquisition of the Refinery, at ‘a . significant
discount to the amended total purchase price. -

‘The -early settlement of the purchase -of:the

Refinery will ailow the for the refining of oulside
concentrate, silver dore or other feed which 'wouid
generate cash flow. Discussions with warious
parties regarding feed for the Refinery have been
cngoing, with the intent that cash flow generated
from the processing cf these materials be used to

rassist in the funding of the ICP. -Early indicaticns
-are that processing of outside.feed and producing
cobalt chemicals at the Re'-\fmery can DP conducted
'concurrently 3 o i

Upon retro fn'tlrg, the 36, OOO quare fom ReF inery
wili be ideally suited to process.cobalt concentrate
romy the ICP. The facility includes an additional
dnigue - 24,000 sguare foot . hydrometallurgical

‘alkaline leach plant, capable of i ,:roces‘;iuc a wide

variety of materials. The complex ziso includes. a
large, fully compliant, permitted, madern :ailings

“facilivy. - Upon:-the compietion of a 108% purchase
¢l the Refinery, another piece of the. puzzle will

have been put in place to realize-the:Ccmpany’s
goal of becoming the United States’ sole

“integrated cobalt mirer and chemical refiner.

e
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In September- the :Company-:announced::f. was
proceeding with: a private placement at-$0:40-per
unit :with <$400,000 having:-been received; - Each
unit was:comprised -of_one :share of-the-Company
and one half share purchase warrant,-each whole
sharexpurchase warrant entitling the -holder-to
acquire one share of the Company for two years
at $0.50- per share. .

An'adetlonal $280 000 was received through the
exercise-of ‘700,000 warrants:entitling the holders
to purchase one common share of the Company at
$0.40 per share. Of the remaining 2,400,000
warrants, 210,000 expired on September 12, 2001
prior.to being exercised and 2,190,000 warrants in
the: possession of non-insiders of the Company
were' made eligible for extension at the same
exercise. price for:an additional three month period
to December 12, 2001 and thereafter at a price of
$0.60 ‘cents* per .share until March 12, 2002.
Those warrants explred without being exercised.

Throughout the third quarter permitting efforts on
the Company’s 100% owned ICP continued to
advance...~-Abundant.-baseline study data was
coliected and subsequently submitted to the USFS.
Thisicdata ~will be: used in the: preparation - of
technical reports that serve as. the foundation for
theEIS, the core document reqwred foc a mine
permit. ri1.5: = ot

v
g

LR

Concurrent:: W|th the preparatlon of baselme
studies the Company. participated with the USFS in
 public ‘meetings, several:agency field: reviews and
conferences and gave presentations to the-Salmon
Chamber of Commerce;- the Challis. Chamber of
Commerce and the Shoshone-Bannock:: Indian
Tribe. Public scoping meetings are a necessary
step in the EIS process whereby the.public has:an
opportunity...fo. .ask ~questions and...voice;: their
support or concern over :the project. + Strong
support far:the ICP was evidenced by the positive
commenis:provided by the public:to the USFS and
-the Company..2' Management :was. very pleased
with theiréception of the public.and their attitudes
towards .the Comipany’s . proposed:environmentally
“conscious, clowrimpact mining: opetation in:their
pro multlple uses county sl iU;,j CneT AV

N SR T B S T N LB

By the..end of the fourth quarter Formatlon had
paid US$600,000 towards the purchase of the
Refinery. To assist in funding these payments, an
arms length party advanced $800,000 to the
Company against two promissory notes, one dated

s

-December-14,. 2001 .the other.February 06, 2002

-with-attached warrants on:the latter. These notes
were -subsequently cancelled,-as.a result of the
~negotiation;-of -an, $800,000 ﬁveryear convertlble
debenture; ;- In-addition,. the- Company negotiated
with>: Clubb-, Capital-;Ltd. -a;1$2:5 -million: private
placement of units consisting .of 7:5% secured
convertible redeemable debentures and warrants.
Clubb Capital Ltd. is a London, England based
corporate finance company AT et

Unfortunately, by Iate February, it- became clear
the Company and Clubb Capital. could not agree
on, -among.other things, the terms of a proposal
by Clubb Capital to substantially increase the size
of the initial $2.5 million convertible debentures
and warrants announced January 24, 2002.
Although this setback in financing contributed to a
delay:. in - the : permitting, it also prompted
Management-~to successfully pursue alternative
financing avenues.

- Formation Capital Corporation, U.S. Office, Salmon, ID

Perhaps fuelled by the explosion of Corporate
_America’s-. accounting, scandals,  the.. cautious
_optimism prevalent throughout the, resource sector
in- early 2002 subsequently transformed itself into
.a general,resurgence,in- conﬂdence Arr. the mining
sector: .-Many.. investors; shlfted theln dollars from
ﬂedglmg telecoms to, gold and gold resource
~companies, geneqatmg .an; lnflux of capital not
. seenin, years:; - Taking; advantage of - this rising
_tide, in-March, 2002, the.Company announced it
»Was proceedlng with a private placement financing
of up to;6 million, umt&at $0,25,per unit for gross
proceeds rof EDN 31 5 million. - .Each unit was
comprised. of one shasehof the Comoany and-one
~share, purchase warrant, each - share purchase
warra-ntr entitling the, holder to, acquire one share

3
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of the Company for two yeare at $0.30 per share,
By the time the annocuncement was released, the
Company had already secured proczeds of CDN
$236,280 -on:the:first {ranche sale of 945,120
units. Subseguent to fiscal year end thz Company
anncunced in June.it had completed the second
tranche. of the & miilicry unit private placement by
selling 2 million: units at 2 price of $0.25 per unit
for gross proceeds of Cdn$500,000.

As it became ciear that the 6 million unit private
placement wouid quickiy tecome oversubscribed,
and not wanting fo assume the then favourable
precious metal - markets would persist, the
Company applied for and was granted an
extension to offer up te 2.5 miilion units and
thereafter up to 19.5 million units. In June the
Company announced the further closing of
Tranches III and IV of the Company’s $0.25 unit
private placement for gross proceeds of
$2,344,500. In additicn, ic date the Company has
received $1,010,000 towards the purchase of units
under the portion of the private placement, which
at the time -of writing, has yet o close. - The
issuance of 1,211,675 shares in settlement of
$307,677.68 of indebtedness to wvarious trade
creditors in June and the zcdditional $3.3 miliion
raised above, has allowed the Company to
concentrate on the permitting cf the ICP and
renegotiate the purchase of the Refinery for early
settiement. With these two criticai tasks moving
forward, the Company is aaticipating an exciting
and rewarding year to come.

As the Ccmpany grows and adapls to ever
changing envircaments, so must its Board of
Directors. Commensurate with the ICF advancing
toward production, in May of 2002, the Company
announced it had appeinted Dr. David Stone, -an
internationally recognized irine Dackfill and tailings
expert, to the Board. He is a mining/geotachnical
engineer with cver 17 years of @xperience in
underground -and suface miring N some 40
projects in17 coundtries. ’

Dr. Stone has provided geotechnical designs for
‘both open pit and underground mines, as well as
‘providing ongoing. consulting services to several
operating mines. .. He has participated in due

diigence teams and has spearheaded mine

"scoping and feasibility studies for open pit and

underground proiects worldwide. His extensive
knowledge of current mining methods, mine
planning, producticn scheduling, . capitai and
operating costs, equipment selection, and: pioject
cash flow analyses wili. undoubtediy prove
invaluable as the ICP prepares for production.

Dr. Stone’s appointment coincided with former
board members Lloyd Nilsen and Dennis O'Connell
stepping down, to whom we extend our sincere
gratitude for their invaluable contributions and
past dedication. We wish them well in all their
future endeavours. : Coy

Close to 5 million shares of the Company changed
hands this past fiscai vyear, resuiting -in a
significant change in the share position:of :the
Company. Over 50% of the issuad shares are
now in the hands of strong supportars. Wit the
support of its shareholders, the hard work and
dedication of- its employees and cornsuitants; the
Cornipany looks forward to & dynamic fiscat 2063.

ON BEHALF OF THE BOARD OF DIRECT! OR.S. |

Lo /"//,/ N —
— T

. J.ScottBending
~ President -~

Mari-Ane Green
Chairman & C.E.O... -

TQEALY TH'Z ZSSENTIOL ELEMENT " 7 % v

Vv 12, 2002
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The ...fallowing:discussion.i:ofi.: the: tesults :of
operations:of :the “Company: for -the: fiscal years

ended February 28,.2002: and February:-28,2001 -

should ‘be:read. in conjunction with~the: financial
statements: of the Company and-notes thereto.
There have been- no- major ~changes in  the
accounting:policies *during- the two-year period
with thesexception of ‘the adoption of the future
incomeitaxes policy 'in accordance with the new
accounting recommendations of the CICA. The
adoption -of. this policy.had .no material effect on
the Company’s financial statements.

In ‘Management’s view, given the nature of the
Company’s business and stage of development, the
most: meaningful and material financial information
concerning : the - Company relates to its current
liquidityand -capital resources. The following is a
summary of the results of the Company's
operations and activities for its last two completed
financial. years ‘and the anticipated impact of these
“historical:; operatlons 0N the future-activities of the
,Company X
LB BHIST DAL BT Tl
ﬁeé;craptlon ofBusmess
AL RS U TR 2 o
The:zCompany is engaged Ain the acqunsutlon and
exploration” of mineral resource:properties-.and,”.if
warranted, the development of these properties.
Currently, the 1 Company. -holds- "properties in
Manitoba, Saskatchewan, the United States and
Mexico. The Company, either directly or through
its three subsidiaries, Coronation Mines Limited,
Formation Capital Corporation U.S. and Minera
Terranova S.A. de C.V., has, for the years since
inception, been engaged in the business of
exploring for inerals in Canada, the United States
and Mexico. ~Resource property -acquisition ‘and
exploration expenditures to February .28, 2002 are
approximately $19.0 million with an additional $1.2
million spent on the option to acquire the Big Creek
hydrometallurgical  beneficiation  plant  (the
“Refinery”). Expenditures in the Idaho Cobalt Belt,
‘where-ithé”‘Company's Idaho Cobalt Project has
reached the permitting and feasibility stages.
account for over 80% of all expenditures.

Analysis of Financiai Operations

The Company, during the periods under review,
through rigorous exploration, economic evaluation
and permitting programs, has identified an ore
body which warrants commercial development.

——

.The:.Company's main-source of funds.is from the
.sale-of :equity capital. As the Company has not as
.yet put a.property.into production, the Company's
“revenues:carise >from,-interest -on:-funds .on hand.
The Company- has - _accumulated - - properties

predominately in.. Lemhi.~County, Idaho; - United
States, comprised :primarily.: of. -the-:Idaho .- Cobalt
Project, Black Pine Property, and the-Morning Glory
Property. In addition; the-Company: also has
interests in properties in Mexico and Canada.
Although Management considers that all properties
currently held have potential,- the. Company has
concentrated its efforts over. the last two years on
the development of the Idaho Cobalt Project.

Resuits of Operaticns

The consolidated loss for the year ended February
28, 2002 was $593,050 .or $0.02 per share
compared with a loss of $55C,856 or $0.02 per
share in 2001.- General and administrative
expenses totalled $617,977 which was an
increase of 26% from the previous year of
$490,486 reflecting a slight. increase in most
categories including accounting and audit,
administration, - advertising and  promotion,
shareholder - information and general. office
expenditures offset by a slightly lower legal and
management fees. These net increases account
for only 11% of the overall increase and they
reflect increased -activity with - the = permitting
process and . additional staffing along - with
securing contracts for key personnel.. The:most
significant component of the increase being
57.5% was the additiona!l  financings costs
incurred relatmg to the promlssory notes . with

.warrants attached

For the year ended 2001 operatlons sustalned a

loss of $99,513 from the write-off . of -the
Coronation Mines’ Precipice Lake, Amisk Lake and
Comeback/Denare- Bay properties. .. Also written
off were small parcels of.land in Utah and Mexico
as the company consolidated its.core holdings and
reduced expenditures. These previous years'
write offs resulted in core holdings remaining
intact for fiscal 2002 and thus no write-offs were
required for the current fiscal year. In 2002 the
Company recorded a 36% decrease in other
income (expense) of $24,927, which was the
amount of interest income netted against the
write-down of investments as compared to the
net effect from 2001, which was $39,143. The
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decrease was mainly attributed to decreased
interest revenue with fewer funds on dep05|t

Capital Reso.ﬂc &S sﬂﬂd L:qumity

During the year rdea h_b*uary 28 '.2002 the
Company cicsed a private piacernent which raised
$2,153,602 through the issuance of 5,390,000
common shares and warrants generating net
proceeds of $1,987,527, raised an additional
$280,000 through the exercise of 700,000
warrants and issued 1,425,000 common shares
for cash proceeds of $385,500 on the exercise of
stock options. This totais $2,819,102 for the year
and represents a significant increase from 2001
when the Company raised $1,085,000 through
the issuance of 3,100,000 common shares and
warrants generating net proceeds cof $1,042,094,
raised an additional $399,275 through the
exercise of 1,051,50C warrants and issued
480,000 common shares for cash proceeds of
$112,000 on the exercise of stock options for a
total of $1,596,275. The Company alsc ciosed
additional financings subsequent to year-end in
the amount of $3,080,780 for net proceeds of
$2,972,905.

Deferred exploration expenditures increased by
111% to a total of $3,335,137 with over 98%
spent on the Idaho Cobalt Project compared with
a total of $1,582,112 spent in 2001. Expenditures
on capital assets were decreased slightly from
$111,627 in 2001 to ¢85,851 in 2002 but
consistent with the permitting efforts on the
Idaho Cobalt Project, additional equipment
required such as hydrological pumping stations,
an additional vehicle, updated computers and
office equipment. Deferred financing costs in the
amount of $137,742 relating to the valuation of
the warrants on the promissory notes will be
written off over the term on a straight line basis.

After funding operating cash losses, net of
working capital charges of $474,555 cash
reserves decreased by $354,942 resulting in a
cash balance at February 28, 2002 of $37,077.

Total assets increased ‘y. 25% from tne prewous

year to $18 160159 and . charnholderc equity.

closed the year at $15.011, 718 reflect ng the net. ‘
loss for the year; offsel by the private tlacement -~ -

financings and common share issuances.

“The Compary has significantly improved on its

working capital deficiency of $2,085,609 zt year
end with the raising of a gross amount of
$3,080,905, the conversiorn of the oronsicsory
notes in the amount of $800,000 to 7.5% secured
convertible redeemable debentures with: a five
year terrm and the retirement of certain current
liabilities in the amount of $307,678 for 1,211,675
common shares. These subsequent developments
have allowed the Company to negotiate an early
settlement on the purchase of the Refinery. -

The Company expects to focus its activities on the
Idaho Cobalt Project through the permitting and
feasibility stages.  As opportunities present
themselves, the Company wili form jcint ventures
in order to reduce shareholder risk znc cornserve
working capital.

Outlooic

The Company has raised $23.4 miliion dcilars
through the sale of securities since its inception.
Of this amount, over 80% has been expended
dgirectly on property development with 2 ar
adcitional $1,185,057 expended on the opti(:' to
acquire the Refinery. As at February 28, 2002,

- cash of $37,977 remained on hand, however, - with
the~successfui completion of  private blacement

trenches 1 through IV the Company has' an
additicnz! $3.0 million to finance administrative
and development activities. - The Notice of Election

to exercise the option to acguire full ownership of

the Refinery is a long awzited step, which coincides
with the permitting - effor's and moves- the
Company even cioser to its goal of being America’s

" secie integrated cobalt miner-and chemicai refiner.
- Viith very limited refinery capacity available in
" North America for cobalt and other rnaterials, the

outlock for precessing cutside feed appears very
promising. Currently, Management is in
discussions with various parties regarding the
processing of their materials at the Company’'s
Refinery. The raising of additional funds
subsequent to fiscal year end has aliowed the
Company to continue the permiting and
development of its Idaho Cobalt Project, as well as

renegotiate an early setiierent on the puicnase of
, - the Refinery at a cmnlﬁcanr discount. This early
. settiement of the Refl nery purchase couvld allow the
Company “to' reaize cash. flow “pricr o the

comimiencerneiit - of - thé  production -of  cobalt
concentrate from its Idaho Cobalt Project, thus
offsetting the Company’'s current reliance on the

6
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issuance;~of - equuty for the purpose ~0f; ratsmg
capitalio- oo T :

NG e

Events Subsequent to February 28; 2002
Subsequent to February 28 2002 the Company
.dssued:i12,323,120- units - for gross proceeds of
~'$3,080;780.. Each unit consists of one common
-sharexand one-half -share purchase warrant, of

-~which, $236,280 -is: reflected in the year end
financial statements as-subscriptions. One whole
warrant entitles the holder to purchase an
additional .common-share at $0.30 per share for a

- two-year period.. The Company paid $107,875 in
cash-and issued 610,000 share purchase warrants
with:the-same terms and condltlons as above for
a finders fee. - - :

The Company also closed a private placement of
units consisting of 7.5% secured convertible (at
$0.25 per share) redeemable debentures in the
- total principle amount of $800,000 and 2,666,400
unon-transferable share purchase warrants, each
aswagrant -entitling: the _holder to purchase one
szcommon share-of the Company at a: price of $0.30
+; peri-share -for five years. "A fee comprised of a
$60,000 - ~debenture :and.: 519,980 - warrants,
sexercisable ‘on- the same -terms—as the_ private
-placement warrants, was paid to Clubb Capital
* Ltds.« Concurrent with the closing of the private
placement; the promissory notes issued by _the
Company were cancelledr e -

et
T e ",.

b e S

: .The Company also zissued--1, 211 675 common
shares for deeme;d_p,roceeds of $307, 678 on ;the
settlement of -certain ‘accounts- payable..., These
.creditors --accepted-- the = shares. .- for-+debt . in
- recognition of the overall potential-of the securities
of the Company to. realize significant. galns verses
the securities: exustlng market valuation~ i+

:;,_Marl .Ann Green
;Chalrman CEO.. -.CFO

The Company na”s no souroe o‘f“revenue from
operations and:its ability:to conduck its;operations,
including the acquisition, exploration, and

.~-development .of . mineral -properties,. is currently

based-.on. its. ability, to..raise; funds - from -equity
sources. : Acquisition costs .of: resource: properties
together with direct exploration .and .development
expenditures  thereon - :are: deferred -in  the
Company's accounts. When- ~and if production is
attained; - these. costs will b_e._,amor}tlzed Mineral
properties and investments are :written down when
Management determines..there is little or no
possibility of recovery from such properties or
investments. - Management reviews annually the
carrying value of the Company’s interest in each

:property -and,.where necessary, the properties are
.-written down to the estimated recoverable amount
-determined on a non-discounted basis after giving
“effect to any.property option agreements and cost

recovery agreements. Costs relating to properties

_abandoned are written off when the decision to
, abandon such properties is made.
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Thns Management Dlscussuon‘and Analysrs contams several forward Ipokmg statements Tﬂ;)e forward Iooklng statements
oontameor herein are subject 0 oertam risks’ and' uncertamhes that could cause actizal results to dlffer matenally from those
projected ‘Readers aré -cautioned not to- place “undue reliance -on these Yorward- Iookmg\staternents ‘which reflect
*'Management’s analysis only as of the date Kereof.  Readers should e awareithe Company is under no obligation to publicly
- release the results of any revision to: these forward-looking statemsents;: which may not -reflect circumstances, or

occurrences ef unanticipated events after the date of this document. N, SE T e eyt ase
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Deloitte & Touche LLP
P.O. Box 49279

Four Bentall Centre
2100 - 1055 Dunsmuir Street
Vancouver, British Columbia
V7X 1P4

.. .
Tel: (604) 669 4466 De|0Itte
Fax: (604) 685 0395

wix)\(r.'.(de!oi)tte.ca & TO"Che

Auditors’ Report

To the'Bc‘Jérd of Directors and Shareholders of
Formation Capital Corporation
(An exploration stage company)

We have audited the consolidated balance sheets of Formation Capital Corporation (an exploration stage company) as
at February 28, 2002 and February 28, 2001 and the consolidated statements of operations, shareholders’ equity and
cash flows for each of the years in the three year period ended February 28, 2002 and for the period frecm inception
on June 13, 1988 to February 28, 2002. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements based on our audits.

With respact to the consolidated financia! statements for the years ended February 28, 2002 and February 28,.2001,
we conducted our audits in accordance with Canadian generally accepted auditing standards and Umfpc-‘States
generally accepted auditing standards. With respect to the consolidated financial statements for the year ended
February 29, 2000, we conducted our audit in accordance with Canadian generally accepted auditing stanclaicis.
Those standards require that we plan and perform an audit to obtain reasonable assurance whether the financial
statements are free of material misstatement. An audit includes examining, on a test basis, evidence supporung'tnn
amounts and disclosures in the financial statements. An audit also inciudes assessing the accountirig prircipies used
and significant estimates made by management, as well as evaluating the overali financial statement Dl’dScl itation.
We believe that our audits provide @ rcasonable basis for cur opinion. ‘

In our opinion, these consolidated financial statements present fairly, in all material respects, the ﬁnancia! positicn of
the Company as at February 28, 2002 and February 28, 2001 and the results of its operations and its cash fiows for

each of the years in the three year period ended February 28, 2002 and for the period from inception on June 13,"
1988 to February 28, 2002 in accordance with Canadian generally accepted accounting principles, conSIStentIv

applied.

Deditbe sLle 10P

Chartered Accountants
Vancouver, Canada
May 24, 2002

Cdmments by Auditors for U.S. Readers on Canada
— United States Repoiting Differences

United. States reporting standards for auditors require the addition of an explanatory paragraph when the financial
statements are affected by conditions and events that cast substantial doubt on the Company’s ability to continue as
a going concern, such as those dascribed in Note 1 to the financial statemants. - Although we cenducted cur audits in
accordance with both Canadian generally accepted auditing standards and United States generally accepted auditing
standards, our report to the Board of Directors and Shareholders dated May 24, 2002 is expressed i accordance with
Canadian reporting standards which do not permit a reference to such conditions and events in the auditors’ report
when these are adequately disclosed in the financial statements.

DSelitbe L L 1P

Chartered Accountants
Vancouver, British Columbia
May 24, 2002

Delcitte
Touche
Tohmatsy




FORMATION CAPITAL CORPORATION

(An exploration stage company)

Consgclidated Balance Sheets
(Canadian doilars)

e February 28, . February 28,
ASSETS - o 2002 ___ 2001
CURRENT ‘

Cash and short-term deposits $ 37,077 . iV ¢ah 392,019 -

Cash held in trust (Note 2 (d)) - 690,000

Investments (Note 3) 1,641 - 2,759

Accounts receivable 19,074 .- . .77 18,168

Prepaids R S 6,490
TOTAL CURRENT ASSETS 57,792 . 1,109,436
RECLAMATION DEPOSITS - 6,397
OPTION TO PURCHASE BENEFICIATION PLANT (Note 4) 1,185,057 -
MINERAL PROPERTIES (Note 5) 16,481,676 13,146,539
CAPITAL ASSETS (Note 6) 297,892 278,220
DEFERRED FINANCING COST (Note 8) 137,742 -
TOTAL.ASSETS $ 18,160,159 $ 14,540,592
LIABILITIES
CURRENT i , ‘

- Accounts payable and accrued fiabilities (Note 18 (¢)) . 3 1,327,406 $ 235,360
;,Current portion Qf‘c‘apltal lease obligation (Note 7) 7,940 7,134

Promissory notes (Note 8) 808,055 -
TOTAL CURRENT LIABILITIES 2,143,401 242,494
CAPITAL LEASE OBLIGATION (Note 7) 5,040 12,980
TOTAL LIABILITIES 2,148,441 255,474
SHAREHOLDERS' EQUITY
Share capital (Note 10)

Authorized

50,000,000 preferred shares without par value
100,000,000 common shares without par value
Issued : :
37,766,621 common shares (2001 - 30,251,621 shares) 23,370,471 20,717,444
Subscriptions 236,280 770,000
Additiona! paid-in capital YL, L Tl . 272,375 . . 77,032
Deficit, accumulated during exploration stage (7,872,408) (7,279,358)
TOTAL SHAREHOLDERS' EQUITY 16,011,718 14,285,118
TOTAL LIABILITIES AND SHAREHOLDERS EQUITY LT oo 4 18,160,159 - ¢ 14,540,592
COMMITMENTS AND CONTINGENCIES (Note 16) TR S ST .
ST R e i L
APPROVED BY THE BOARD R e o
M e e I
/”"' et Tois i :
Mari-Ann Green, Director BN -
!/ .“.::‘ -
J e T e
J. Scott Bending, Director o
See accompanying Notes to the Consolidated Financial Statements. 9




FORMATION CAPITAL CORPORATION

(An exploration stage company)
Consolidated Statements of Operations

(Canadian doiiars)

Cumulative
from
inception on
June 13, 1988 For the years ended
to February 28, February 28, February 28, February 29,
2002 2002 2001 © 2000 -
REVENUE
Property options and other $ 199082 $ - $ - $ -
EXPENSES ’
Accounting and audit 805,958 112,122 107,560 74,540
Administration 617,545 86,940 75,600 52,500
Advertising and promotion 755,585 55,740 48,429 50,748
Financing costs 172,026 76,823 3,439 2,582
Depreciation 371,503 61,315 45,541 35,756
Foreign exchange (7,794) 12,837 (8,593) 5,785
Legal fees 417,647 22,603 38,283 27,405
Listing and filing fees 365,545 32,367 29,447 31,556
Management fees 246,164 8,929 28,638 5,636 -
Office and other 1,501,717 115,239 101,856 92,547 .
Shareholder information 670,830 33,058 19,886 23,250~
5,917,176 617,977 490,486 402,325
LOSS BEFORE . :
UNDERNOTED ITEMS (5,718,094) (617,977) (490,486) (402,325) .
OTHER INCOME (Note 11) 914,722 24,927 39,143 129,446
WRITE-DOWN OF ' N N
~ MINERAL PROPERTIES (3,103,35(_)) - (99,513) (186,580)
NGN-CONTROLLING » R
INTEREST 34,314 E - - -
NET LOSS FOR THE PERIOD $ (7,872,408) $  (593,050) $ = (550,856) $ (559,459)
Basic and fully diluted loss per share $ (0.02) % (0.02) 3% (0.03)
Weighted average number of _— o :
shares outstanding o - 35,525,939 27,927,274 - 21,006,755 -

See acconipanying Iotes (3 the Congclidetad Hnancial -Statémants.

10




FORMATION CAPITAL CORPORATION
(An exploration stage company)
Consolidated Statements of Sharehoiders’ Equity.,

P . .
(Canadian dollars) el - "' Page 1 of 2
Deficit
Share accumulated
Common shares: %t L. * Subscriptions ~ Additional during the Total
From incepticn on June 13, 1988 without par value” and Special paid-in exploration shareholders'
to February 28, 2002 Shares - Amount Warrants capital stage equity
Issuance of cpmmon shares for cash o . 653687 $ . 163422 % - $ - $ - 163,422
Net Ioss’ - - - - (78,999 (78,999)
Balance,'February 28,1989 -~ - o - - o e - 553,687 163,422 - - (78,999) 84,423
Issuance of common shares for cash 1,917,184 510,451 - - - 510,451
Share issue costs - (5,325) - - - (5,325)
Net loss e - - - - _(148.315) (148,315)
Balance, February 28, 1990 2,570,871 668,548 - - (227,314) 441,234
Issuance of common shares for cash 615,934 506,514 - - - 506,514
Netfoss - : - - - - (175,407) (175,407)
Balance, February 28, 1991 ~ :3,186,805 1,175,062 - - (402,721) 772,341
Issuance df common shares for cash . - 254,250 184,597 - - - 184,597
Issuance of common shares for mmeral property . . 85,000 85,000 - - - 85,000
Net loss. . .. . - - - - (176,247) (176,247)
Balance, February 29, 1992 ] 3,526,055 1,444,659 - - (578,968) 865,691
Issuaiice of common shares for cash * - 812,375 447,557 - - - 447,557
Issuance of common shares for acqmsmon of subsidiary g 451,094 g 360,875 - - - 360,875
Issua of common shares for mmeral property 45,000 '.7.39,150 - - 39,150
Net'lo&g . . o - R - - {191,160) (191,160)
Balance, February 28,1993 .. .. . 4,834,524 2,292,241 - - (770,128) 1,522,113
Issuande of common shares for cash” R ’ 2 993 019 2, 905 138 - - 2,905,138
Issuance of common shares under consulnng agreement - - - . 18, 003 T oo - ’ - - 18,000
ISSUANCE OF COMIION Shares for finders fee e e » -
on pnvate placement 30,000 21,000 - - - 21,000
Iséiiance of common shares for'commission L
on private placement : 24,750 47,025 - - - 47,025
Issuance of common shares for mineral properties 7,100 22,380 - - - ) 22,_380
Share jssue costs ) - . (38,648) - - - ~ (38,648)
Net 138g L - - - - (298,217) (298,217)
Balance, February 28, 1994 7,907,393 5,267,136 - - (1,068,345) ' - . 4,198,791 -
Issuance of common shares for cash 1,184,700 ~1, 857 250 - B - . 1,857,250
Issuance of common shares fOJ' mineral properties . - -.10,000 o 29250 - - . - 297250 ¢
Issuance of common shares for finders fegre ==+ = won e "‘3,000‘"“**‘“: -10,050-& ~» - s - N - ~e= +10,050
Issuance of common shares for
flow- through private placement /-, T 25,000 75,000 - T : - 75,000
Net I ™" i e sl £ Wt aCowd o AL SRR o s e e e - (344.462) " (344.462)
Balance, February 28, 1995 9,130,093 7,238,686 - - (1,412,807) 5,825,879
Issuance of common shares for cash 527,825 1,387,598 - - - 1,387,598
Issuance of common shares for mineral properties = 4,635 28,773 - - ) 28,773
Issuance of common shares for finders fee ™ ~ © " T 2§1 (o N 11 17X A e S8 {05,563
Issuance of common shares for
flow-through private placement 25,000 75,000 - - - 75,000
Issuance of special warrants - - 3,192,967 3,192,967
Net loss - - - - {651,252) (651,252)
Balance, February 29, 1996 9,715,703 8,835,620 3,192,967 - (2,064,059) 9,964,528
Issuance of common shares on conversion of
special warrants 1,100,000 3,192,967  (3,192,967) - - -
Issuance of common shares for cash 178,300 601,665 - - - 601,665
Issuance of common shares for mineral properties 2,280 13,715 - - - 13,715
Issuance of common shares for finders fee 6,500 22,100 - - - 22,100
Net loss - - - - (1,301,903) (1,301,903)
Balance, February 28, 1997 11,002,783 12,656,067 - - (3,365,962) 9,300,105
See accompanying Notes tp the Consolidated. Financial Statements.: 11




FORMATION CAPITAL CORPORATION

(An exploration stage company)

Consolidated Statements of Shareholders’ Equity

LA I T
{Canadian doars) ) ~..Page 2 of 2
Deficit
o Share accumulated
Commoﬁ -§hares Subscriptions Additional during the Total
From inception on June 13, 1988 without par value and Special paid-in exploration shareholders'
to Febiuary 28,2601 - --Shares- Amount Warrants capital stage equity
Balance caivied foirward February 28, 1997 11,002,783 12,666,067 - - (3,365,962) 9,300,105
Issuance of common shares for cash 75,000 90,000 - - - ,..90,000
Issuance of common shares for mineral property 16,028 50,000 - - - ‘5 ' X
Issuance of special warrants - - 3,252,834 - - 13952834
Net loss - - - - (1332424)  (13321424)
Balance, February 28, 1998 11,093,811 12,806,067 3,252,834 - (4,698,386) _11,‘36_0,515
Issuance of common shares for cash 400,000 344,000 - - - - }44,000
Issuance of common shares for mineral property 26,000 27,460 - - - } ' 27,460
Issuance of common shares on conversion of e
Special warrants 3,187,410 3,252,834 (3,252,834) - - -
Issuance of common shares for private placement 1,250,000 500,000 - - - .50'0,000
Share issue costs - (40,818) (1,230) - - ©(42,048)
Subscriptions for shares not vet issued - - 133,525 - - :13?,525
Net loss - - - (1,470,857} - (1 A70,657)
Bafance, February 28, 1999 . 15,957,221 16,889,543 132,295 - (6.169.043) . 10,852,795..
Issuance of common shares for cash 6,481,000 1,722,000 (133,525) 1,588,475
Issuance of common shares on ARV T
exercise of stock options 182,500 41,975 - - 415975
Exercise of share purchase warrants 2,906,400 726,600 - - 726,680
Issuance of common shares for acquisition of R
non-controlling interest 93,000 69,750 - - N i, 69,750

Share issue costs - {178,627) 1,230 - Ce .. (177,397)
Net loss - L - - - (558,459) . 7ici: © (559,459)
Balance, February 29, 2000 25,620,121 ‘19,271,241 - i - (6,728,502) - 12,542,739
Issuance of common shares for cash 3,100,000 -1,085,000 - - - 1,085,000
Tssuance of common shares on exercise of stock options 480,000 112,000 ol : T T T {00
Exercise of share purchase warrants 1,051,500 399,275 - - T e - P99275
Share issue costs - (150,072) - - oL (150,072)
Subscriptions for shares net yet iscued - - 770,000 o N o 7Jzo,coo
Stock based compensation - - - Y £ 11
Net loss - - {550,856) (550,856)
Balance, February 28, 2001 30,251,621 20,717,444 770,000 77,032 (7,279,358) 14,285,118
Issuance of common shares for cash 5,390,000 .- . 2,153,602 (770,000) e e T 1383602
Issuance of common shares on exercise of stock options . 1,425,000 . . 385,500 - - o . ‘ ) 385,500
Exercise of share purchase warrants 700,000 280,000 - - - 280,000
Share issue costs < (166,075) . - . (166,075)
Subscriptions for shares not yet iséuéd ) : - L 236,280 - : 236,280
Warrants valuad sn issue of promissory notes (Note 8) : e 140,000 0 e - 140,000
Stock-based compensation SEEN - - - 60,3437 T T L 60,343
Net loss - - - - (593;050) - .- (583,050
Balance, February 28, 2002 - 37,766,621

See accompanying Notes to the Consolidated Financial Statements. -

$ 23370471 $ 236,280 $ 277,375 $ (7,872,408} $-16,011,718
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FORMATION CAPITAL CORPORATION

(An exploration stage company)
Consolidated Statements of Cash Fiows

. Page 1 of 2

(Canadian dollars)
Cumulative
_.from
inception on . Gem i e
“June 13,1988 - For the years erided
to February 28, February 28, =~ February 28, ~ February 29,
2002 2002 2001 2000
OPERATING ACTIVITIES R
- Net loss for the period $ (7,872,408) % (593,050) $ (550,856) $ = (559,459)
Items not involving cash )
-, Depreciation 371,503 61,319 45,941 35,756
., Financing costs (Note 8) 2,258 2,258 - -

. Other (income) expense (296,795) (2,022) 3,275 667
Write-down of mineral properties 3,103,350 - 99,513 186,580
Non-controlling interest (34,314) - - -
Finder's fee settled by issuance

v of shares 22,100 - - -
Change in non-cash operating
_working capital items (Note 14) 287,201 56,940 108,534 28,044
S (4,417,105) (474,555) (293,593) (308,412)
FINANCING ACTIVITIES
* Lease obligation 12,980 (7,134) 20,114 -
“Share capital and special warrants
issued for cash 23,607,317 2,975,382 1,676,275 2,357,050
+Share and special warrant
77 issue expenses (777,069) (166,075) (150,072) (177,397)
.“Share capital issued by subsidiary 112,500 - - -
“Promissory notes . - 800,000 800,000 - -
AR _ 23,755,728 3,602,173 1,546,317 2,179,653
INVESTING ACTIVITIES
- Mineral property expenditures, net _
" of pavables (17,867,209) (2,226,049) (1,582,112} (1,147,544)
" Option to purchase beneficiation plant (1,185,057) (1,185,057) - -
'}'PUfChdS& of capitai assets - - -+ (734,958) - - - (85,851) (111,627) (24,521}
Reclamation deposits - 6,397 (628) - -7 3,650
Proceeds on sale of investments 374,459 - Te -
Proceeds on sale of capital assets . 79,309 8,000 - -
Acquisition of subsidiary 145,757 - - -
Acquisition of investments (113,847) - (2,072)” -
. (19,301,546) (3,482,560) (1,696,439) (1,168,415)
NET CASH INFLOW (OUTFLOW) 37,077 (354,942) (443,715) ...702,826 .
CASH AND SHORT-TERM DFPOSITS R - e e e
BEGINNING GF.PERIOD... Fa " it 0392019, . 835734 ' - 132,908
CASH AND SHORT-TERM DEPOSITS,
END OF PERIOD $ 37,077 % 37,077 $ 392,019 % 835,734
See accompanying Notes, to the Consolidated Fipancial Statements, . 13




FORMATION CAPITAL CORPORATION

{(An exploration stage company)

Consolidated Statemeints or Cash Fnows ,
{Canadian dollars) Page 2 of 2

Supplementa!anclosureofNo Cash ﬁﬁ&esting and Financing Activities
The following transactions arenotreﬂectedln the consolidated statement of cash flows:
@ }Dur/na fhe year ended Februa/y 28 2002

(_i) ‘ 690,000 stock options valued at $60,343 were granted to consultants and were capltallzed to
minaral properties (Note 10 (a)(iii)).

(i) 1,333,333 warrants valued at $140,000 were issued as part of thé promissory note issued on
February 5, 2002 (Note 8).

(b) During the yeér ended February 28, 2001

(i $690,000 in cash was held in trust for subscriptions of 1,725,000 in common shares of the
Company.

(i) 435,000 stock options valued at $77,032 were granted to consultants as compensation and were
capitalized to mineral properties {Nore 1G {a) (iii)). .

© During the year ended February 29, 2000:

() 93,00C common shares were issued at a deemsad value of $0.75 per share in respect of the
acquisition of the remaining 17.7% of Coronation Mines Limited.

See accompanying Notes to the Consolidated Financial Statements, 14




FORMATION CAPITAL CORPORATION .~ i

w3

Notes to the Consolidated Financial Statements

1.

} NA'II'URE OF OPERATIONS ISR T

The ‘Company was incorporated on June 13, 1988 undér the Company Act of British Columbia and
commenced operations on that date. The. .Company,, directly and hrough joint exploration ventures, is in the
process of exploring its mineral prbpertles and has nét yet ‘detdf |hed ‘through-a” bankable feasibility ‘study,
whether these propert«es contaln ore reserves wh|ch are economlcally recoverable

The financial statements of the Company have been prepared based on the Company belng a gomg concern.
The going concern basis of accounting assumes the Company will be able to realize its assets and settle its

. liabilities in the normal course of business. The Company has a history of losses, has a working capital
* - deficiency of $2,085,609 and has no operating cash flow. Subsequent to the year end and as disclosed in

Note 18, the Company has successfully completed financings totalling $3,080,780, has replaced the
promissory notes with five year debentures in the amount of $800,000 and has settled accounts payable of
$307,678 by issuing 1,211,675 common shares.

The Company’s emergence from the exploration stage and the recoverability of the amounts shown for
resource properties is dependent upon the quantity of economically recoverable reserves,: on the ability of
the Company to obtain financing to complete exploration and development of the properties, on the timing

~ of legislative or regulatory deveiopments relating to environmental protection, and on future profitable

operations or proceeds from the disposition thereof.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES"

These financial statements have been prepared in accordance with Canadian generally accepted accounting
principles (“Canadian GAAP"), which in these circumstances conform in all material respects with United

. States generally accepted accounting principles ("US GAAP"), except as described in Note 17.

(a) Basis of consolfidation

These consolidated financial statements include the accounts of the Company and its wholly-owned
subsidiaries: Formation Capital Corporation U.S., a Nevada corporation, Coronation Mines Ltd.
("Coronation™), a Saskatchewan company and Minera Terranova S.A. de C.V., @ Mexican company.
All inter-company transactions and balances have been eliminated.

(b) Use of estimates

The preparation of financial statements in conformity with Canadian generally accepted accounting
principles requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reporting
periods. Actual results may differ from those estimates.

) Cash and short-term deposits

Cash and short-term deposits consists of cash on hand, deposits in banks and highly liquid
investments with an original maturity of three months or less.

(d) Investments

Investments are carried at the lower of cost or quoted market value.




FORMATION CAPITAL CORPGRATION

Notes to the Consolidated Financial Statéments S AR I g
2, SUMMARY OF SIGNIFICAKT LCCOUNTING POLICIES !(.ontmued) PEo0 0 Sl e
(e Reclamation costs SRR el e N ey
Ongoing reclarmation costs are charged. torearnings i’ the period that-they are reasonably
L‘.’etermtnabie. . . BN Co o
( £ M/ne: af prapc-r'/ﬂs

Acquisition costs of minera! propertles together with dlrect exploratlon and development
expenditures thereon are capitalized in the accounts. These costs will be amortized using the unit-
of-production method based on proven and probable reserves on the commencement of
commercial production or written-off as the properties are sold,-allowed to lapse or are abandoned.
Mineral property costs not directly attributable to specific properties are expensed during the year.

Management regularly reviews the carrying value of mineral properties by comparing the carrying
value to the estimated net recoverable amounts, based on estimated discounted future cash flows,
to determine whether there is any indication of impairment. An impairment in value would be
indicated if the assets’ carrying value exceeds expected future cash flows.

In March 20CC, the Accountiing Standards Board of the Canadian Institute of Chartered Accountants
("CICA") issued Accourting Guidelingé No. 11 entitled Enterprises in the Development Stage - (“AcG
11"). The guideline addresses three distinct issues including (i) capitalization of costs/expenditures,
(ii) impairment and (iii} disclosure. Prior to its issuance, development stage entmes were exempt
from certain aspects of Canadian GAAP.

AcG 11 will require that all comipanies account for transactions based - on the underlying
characteristics of the tranaactlon rather than' the ‘maturity of the enterprise: In'addmon AcG 11
requires specific disclosure of information by development stage compdnles “The guideline is
effective no later than fiscal pericds begmnlng on or aﬂer Aprll 1 2000 e

The Company is aware that there are two aiternatlve views - of how AcG 11 affects mining
companies with respect to the deferral of exploration costs. CICA Handbook Section 3061
“Property, Plant and Equipment” states that for a mining property, the cost of the asset includes
exploration costs if the enterprise considers that such costs have the characteristics of property,
piant and equipment. The Cornpany considers that exploration costs have the characteristics of
property, plant and equipment, and defers such costs accordingly. Under the view adopted by the
Company, deferred exploration costs would not automatically be subject to regular assessment of
reroverabmty, unless condltlons such as those dlscussed in AcG 11 eX|st

" Under the alternative view, there would be a regular assessment of deferred -exploration costs.

Assessment of the probability of recoverability of deferred expioration costs from' future operations
would require the prepaiation of a projection based on objective evidence of economic reserves,
such as a feasibility study. The stage of the Company’s operations is such that like most mining
companies in the exploration stage, it would not be practicable to obtain a feasibility study or
provide other information that could be used to support capltailzauon of dererred exploration costs
under the alternatlve view. - .

.r'i‘

16




FORMATION CAPITAL CORPORATICN
Notes to the Consolidated Financial Statement«; e

2. SUMMARY OF SIGNIFICANT ACCOURTING POLICIES {Continued)
(r Mineral properties (continued)

~oeeo o Under the interpretation followed: by the Company; the guideline will not have a significant impact
on its financial statements. However, should the alternative interpretation- be determined by the
accounting profession to be appropriate, all deferred exploration costs would be written off as of
the beginning of the year. This write-off would be treated as a-change in-accounting policy. The
result would be a reduction of mineral assets of $16,481,676 and an increase in deficit of
$16,481,676. The future income tax assets that would arise on such a: wrlte—off would have a
100% valuat:on allowance. .

o The Company believes the accounting profeSSion is currently evaluating thlS issue to determine the
P appropriate interpretation of AcG 11 and CICA Handbook Section 3061.

P AcG 11 also provides guidance on measuring impairment of deferred pre-operating costs. While
~ this guidance is applicable, the Company does not believe its application results in impairment.

(@) Capital assets

~ s o o Capital assets are recorded at cost and the Company provides for depreciation on a declining
) ~ ... balance basis at the rate of 5% per annum for bu:ldlngs and 30% per annum on all other capital
- assets. » :

) Future income taxes

ne e The Company accounts for income taxes. using the asset and liability method. Under this method,
voooeo oo Jfuture income taxes are recorded for the temporary differences between the financial reporting
5 e+ 0. o basis and tax basis of the Company’s assets and liabilities. These future taxes are measured by the
provisions of currently substantively enacted tax laws. Management believes that it is not
sufficiently likely that the Company will generate sufficient taxable income to allow the realization of
Leoooowd 0 future ta,< assets and therefore the Company has fuIIy provnded for these assets.

0 Stock-based compensat/on T

. No compencatlon expense is recognlzed when stock optnons are issued to employees and directors.
.+ i .o .. Any consideration paid by employees and directors on exercise of stock options is credited to share
e capitalio - e :

Pro forma net loss and pro forma [oss per share are disclosed in Note 10'(a)(iv) as if the fair value

based method of accounting. had been.used. This disclosure-only provision of the new standard in

. Section. 3780, Stock-based compensation and other‘stock‘ based payments, of the Canadian

; - Institute of Chartered Accountants Handbook that .is to be applied prospectively was adopted
“ c oy January 1, 2002.- Other requirements of thlS sectton have already been adopted by the Company.

) {iCompensatton expense is dete[mmed when stock opt|ons are ISSUEd to non ‘employees and is
recognized over the vestmg period of the option. The compensatlon expense is ‘determined as the
fair value of the options at the date of the grant using an option-pricing model.




FORMATION CAPITAL CORPORATION
Notes to the Consolidated Finaticial Statements
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {Continued}

o) Loss per share
In 2'0-01,' the 'Cempany adopted the new recommendations issued by the Accounting Standards
‘Board of the Canadian Institute of Chartered Accountants with respect to loss per share. This new
policy has been applied retroactively and the adoption of this policy has no materlal effect on the
Company s f nancral statements

(k) Foreign currency translation

The Company’s functional currency is the Canadian dollar. Monetary ‘assets and liabilities
denominated in foreign currencies are translated into Canadian dollars at the exchange rate in
effact at the balance sheet date and non-monetary assets and fiabilities at the exchange rates in
effect at the time of the transaction. Revenues and expenses are also translated at rates in effect
at the time of the transaction. Gains and losses on translation are |ncluded in’ the results from
operations.

) Comparative figures
Certain of the prior year's figures have been reclassified to conform to the current period’s
presentation.
3. INVESTMENTS
The investments represent snares in publ'icly—'tralded eompanies which are carried at the lower of cost and
quoted market value. As at February 28, 2002, the qluoted market vaiue was $9 353 (February 28, 2001 -
,4.14) . . . wan .. . e e f - cae - PR
4, OPTION TO PURCHASE BENEFICIATION PLANT
The Company entered into an option and sale agreement to option/purchaseﬁ certain refining facilities and
property located in Big Creek, Idaho. The orlglnal consideration was determined as US$1,575,000 payable in
‘ |nstalmente by March 31, 2003.. :
Subsequent to the year ended Feb'uary 28 2002 the anreement was amended and the total consideration
was determined at US$1,275,000 payable within the next year. As of February 28, 2002, the Company had
paid US$600,000 (a payment of US$75,000 was made subsequent to February 28, 2002).

Current carrying cost:

Option payments (US$600,0000 $ 960,000
~ Deferred costs of acquisition " % - ‘ e 225,057
- R oL $ 1,185,057
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Notes to the Consolldated Fmanaal Stateme'rt,

5.

MINERAL PROPERTIES S IS N
Mineral properties consist of: ——
February 28, . February 28,
Z002 2001
Idaho Cobalt Belt ' S
Idaho Cobalt Project (See Schedule) $ 11,739,919 $ 8,471,842
Black Pine 3,165,872 3,151,624
Badger Basin 94,249 93,015
15,000,040 11,716,481
.Other Projects
Morning Glory/Wallace Creek 361,066 352,851
Los Cocos 776,297 772,362
El Milagro 186,680 155,947
Flin Flon 65,645 63,996
Queen of the Hills 16,823 14,467
Compass/Kernaghan 2,268 1,418
Virgin River 7,920 4,737
Other 64,937 64,280
o 1,481,636 1,430,058

$ 16481676  $ 13,146,539

(@) Idaho Cobalt Belt

)

Idaho Coba/t PrOJeCt

- The Company has a Iease opuon agreement, with a2 company controlled by a director,

whereby the Company can earn a 100% interest in certain mineral claims in Idaho by
paying US$26,805 (paid) and option payments of US$2,130 per year until 2004 provided

o “"3,‘ that the option payment wiil be reduced by US$30 for each claim the Company has elected

(//)

to purchase by paylng US$1OO for sucl* danm

A

B/ack Pine }
The Company has a 100% interest in certain mineral claims in Lémhi County, Idaho.

The Company also has a lease option agreement to purchase. certain mineral claims

Tlocated in Lemhi County, Idahd which requirés anhuai advance royalty payments of

-US$29,000 urti! the.vear 2001, 1154100,000 in 2002 and 115$20,000 thereafter to 2006.

During the year ended February 28, 1999 an amendment to the agreement was
negotiated which requires payments of nil if the average price of copper trades below
US$0.85 per pound, US$10,000 if the average price of copper trades between US$0.85 to
$0.89 per pound and US$20,000 if the average price of copper trades above US$0.90 per
pound. In addition, the Company will be required to pay the lessors a sliding scale net
smelter return royalty ("NSR") of between 1% and 5% based on the realized price of
copper to a maximum of US$2,000,000 (including the option payments). There have been
no payments due since the amended agreement was concluded.
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5.

MINERAL PROPERTIES (Continued) R ST R AN

(a)

B

Idaho Cobalt Belt (continued)

(i)

Other PrOJects

0

(i)

Badger Basin

The Company. has.a 100% mterest through staking, in these claims located in Lemhi
County, Idaho :

Morning Glory/Wallace Creek

a)

b)

. County, Idaho.

Morning Glory

The Company has a 100% interest in certain mineral claims located in the Lemhi,
County Idahoe.

The Company also has a 100% lease option on certain additional mineral claims
located in the same area. During the year ended February 28, 2001, the terms of
the lease option were amended from a required minimum annual advance royaity
payment of US$3,000 to annual payments based on the price of gold ranging
from no payments to US$3,000.. The annual minimum advance royalty payment
is applied against a 3% to 5% net smelter return. - A total of US$32,400 has been
paid to date. To exercise the option, the Company must pay a total purchase
price of US$1,000,000 Wthh mcludes the advance annual minimum royalty
payments. : : "

Wallace Creek

The Company has a 100% lnterest ln certaln mmeral claims located in the Lemhi

The Company also has a 100% lease optiori on certain additional mineral claims
located in the same area. During the year ended February 28, 2001, the terms of
the lease option were amended from a required minimum annual advance royalty
payment of US$8,000 to annual payments:based on the price of gold ranging
from no payments to US$8,000. The annual minimum advance royalty payment
is applied against a 3% to 5% net smelter return. To exercise the option, the

... Company must pay a total purchase pnce of US$1,000,000 of which US$25,600
has been pald to date ‘

‘The Company had a Ietter of mtent agreement whereby the optionee could have
. earned-a 60% undivided interest in the. Morning Glory/Wallace Creek property.

During the year ended February 28, 2001, the agreement was terminated by the
optionee.

Los Cocos

The Company can earn a 100% interest in certain mineral claims in the Xichu District,
Mexico, by paying all staking, recording and out-of-pocket expenses along with the
equivalent of US$20,000 in capital stock (minimum 5,000 shares/maximum 10,000
shares). The property shall be subject to a 5% NSR redeemable at $750,000 per
percentage point down to a 2% NSR.
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5.

MINERAL PROPERTIES (Continued)

()

)

Other Projects (continued)

()

()

El Milagro

During the year ended February 28, 1998, the. Company entered into a purchase option
agreement whereby the Company can earn a 100% interest.in. the El Milagro property in
Tamaulipas, Mexico, by making egual semi-annual payments over four years totaling
800,000 pesos ($150,000). As at February 28, 2001, a total of 500,000 pesos has been
paid. During the year ended February 28, 2001, a revision of the agreement allows the
remaining 300,000 pesos to be paid by making equal semi-annual payments of 50,000
pesos over three years. As at February 28, 2002, a total of 700,000 pesos has been paid.

Flin Flon

The Company has a 100% interest, subject to a 10% net profits interest, in certain claims
in the Creighton area of Saskatchewan.

Queen of the Hills

. .The Company holds a 100% lease option on certain mineral claims located in Lembhi
» County, idaho. During the year ended February 28, 2001, the terms of the lease option
- agreement were amended from a required minimum annual advance royalty payment of
" US$1,400 to annual payments based on the price of gold ranging from no payments to

US$1,4C0. A total of 'US $19,600 has been paid to date. To exercise the option, the
Company must pay a total purchase price of US $1,000,000 including the advance annual
minimum royaity payments.

In addition, the Company has renewed an option agreement with a third party whereby
the optionee can earn a 51% interest in the mineral claims by meeting the obligations
under the lease and incurring US $150,000 on exploration and development over a three-
year period, effective January 1, 2001.

“CompassyKerriaghan

~a) - tompass Lake

The Company granted an option.whereby the optionee can earn a 70% interest
in certain mineral claims by making certain annual payments (received) and upon
development to a feasibility stage by the optionee. The Company has certain
participation options when the property reaches the mine development stage and
will retain a ‘siiding scaie NSR, between 1% and 8%, based on the price of gold.
The optionze has the right to purchase. one- half of the Company’s net smelter
returns royalty for $1,000,000.
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5.

6.

MINERAL PROPERTIES (Continued)

(b) Other Pro;ects (cont/nued)

( vi} Compass//(emaghan (connnued)

b)

Kernaghan Lake

The Company granted an option whereby the optionee has earned 80% interest
in certain mineral claims by making certain payments (received), and completing
exploration work totalling $1,000,000 (deemed completed). - ~

The Company can participate at the 20% level, or has the option to dilute to a
7% participation level which then becomes a net profit interest. The optionee
has the right to purchase all or part of the net profit interest during the first year
of commercial production by paying $700,000 per percentage point which
increases to $800,000 per percentage point during the second year of

production.

i) Virgin River

During the year ended February 28, 1999, the Company entered into a joint exploration
agreement whereby the Company obtained a 2% interest carried through the first
$10,000,000 of exploration expenditures and a right of first refusal to purchase an
additional 8% interest in exchange for waiving all future work commltments on the

Kernaghan Lake Project Lhereby ve’tmg the optionee

(viif) Other

The Company has varying other interests of up to 100% in certaln mlneral clalms located
in Idaho, Saskatchewan, Manitoba and Mexico, v S

CAPITAL ASSETS

Februéry 28, - - -Februéry 28,

2002 . 2001

L Accumulated . NetBook = .  Net Book

- .- Cost Depreciation Value - .-~ Value

Land and building 8. 170542 s 30,696 $ 139846 . $ 140,113
Office furniture, fixtures - ~ oL : o : T

and equipment 348,990 248,252 100,738 97,439
Vehicles 98,661 41,353 57,308 40,668
$ 618,193 $ 320,301 $ 297,892 $ 278,220
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7. CAPITAL LEASE OBLIGATION

Included in capital assets is a vehicle that the Company hasvacquired. pursuant to-a three-year lease
agreement terminating on September 22, 2003. The rate of mterest in terms of the Iease agreement is
10.75%. Future minimum lease payments are as follows: v sesimr ey, fene =07,

2003 ..: ‘\2:3\-“"_ '.‘,/'”N,v‘ . $ 8,952
. 2004 5222

" -;Total minimum lease payments - . - T IR 14,174
Less: interest portion S R P I (1,194)

+ . Present value of capltal Iease obllgat|on e 12,980
. »Current portion .. - . (7,940)

" “‘Non-current portion ‘ - $ 5,040

" The net book value of the vehicle at February 28, 2002 is $21,479 (2001 - $32,496).

8. PROMISSORY NOTES
February 28, February 28,

2002 2001
EEOCE IOT S N R R E IS N A R A .
Promissory notes issued on December 14, 2001, $400,000,
and February 5, 2002, $400,000, bear interest at 7.5% per
annum, are secured by a general security agreement
. over the assets of the Company and are due on
"March 29 2002 (Note 18 (b)). : $ 808,055 ¢ -

The promissory note issued on February 5, 2002 was financed with warrants to purchase 1,333,333
~ common shares of the Company at $0.30 per share for five years and additional security provided by the
o U S subsidiary in the form of a guarantee (Note 10 (b)(i)).

) 'The warrants™ were valuéd at $140, OOO USlng an option pricing model assuming no dividends are to be paid,
“Vesting occurring‘on the date of the“grant, exercising on the last day before expiry, a weighted-average
- volatility. of the Company’s share price of 73% and a weighted-average risk free rate of 4.45%.

. .The value attributed to the warrants_ has been recorded as additional paid-in capital with an offsetting
-+ *amount belng recorded as a deferred fi inancing cost. - The deferred financing cost will be amortized into
operations on a straight-line basis over the term of the debt (2002 - $2,258) (See Note 18 (b)):"
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9. FUTURE INCOME TAXES

The provision for income taxes reported differs from the amounts computed by applying aggregate Canadian
federal and provincia’l‘jncome _tax rates to the loss before tax provision due to the following:

" February 28, February 28, February 29,

2002 2001 2000

Statutory tax rate 40% 45% 45%
Recovery of income taxes computed at

" standard rates $ 237,000 $ 248,000 $ 252,000
Effect of lower tax rates of foreign

jurisdictions (1,000) (9,000) (3,000)
Tax Ioéses_not recognized in the period

that the benefit arose (236,000) (239,000} (249,000)

$ - $ - $ -

The apprdximate tax effect of each type of temporary difference that gives rise to the Company’s future tax
“assets and liabilities are as follows: s

February 28, February 28,
2002 2001
Future income tax asset
Operating loss carry forwards $ 9,338,550 $ 7,560,042
Less: Valuation aliowances ' (2,603,701) (2,578,447)
- h ) 6,734,849 4,981,595
Future income tax liability
Accumulated cost base differences on assets ‘ (6,734,849) (4,981,595)
: $ - $ -

At February 28, 2002, the Company had the foIIowing>Ioss carry-forwards available to reduce future income
taxes otherwise payable:

Country . ol Amount e Expiry
United Staies - = = e - aege - 18355000 ¢ - 2004 - 2022
Canada . 4005000 2002 - 2009

Mexico ... oo .. ue9tp00 2006 - 2012

vy
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" SHARE CAPITAL

T S

(8] . _‘\.’_SL‘OCk‘Opl‘/OHS:‘ DU L T A s 0

Sy e

‘_Aé'_at»__Febr'[J'éry ”28,4f2/002","oﬁt‘$';fé‘nding stock options were as follows:

Exercise
Shares Price Expiry Date
400,000 $ 0.25 February 26, 2003
1,280,000 $ 0.25 April 11, 2003
95,000 $ 0.25 June 1, 2003
265,000 $ 0.35 Septémber, 18, 2003
50,000 $ 0.35 November 15, 2003
225,000 $ 0.25 February 26, 2004
..~ 775,000 $ 021 - June 27, 2004
1,547,500 $ 0.25 February 26, 2005
4,637,500 $ 0.27 '

.::As at February 28, 2002, outstanding exercisable stock options were as follows:

Weighted Weighted Weighted
Average Average Average
February 28, Exercise February 28, Exercise February 29, Exercise
2002 Price Price. 2000 Price
__ Balance outstanding,
S beginning of year 3,265,060 3 0.27 0.33 2,262,500 ¢ 091
. Activity.during the vear . . o o
Options granted 3,112,500 0.27 0.27 2,095,000 0.28
" Options exercised ™ *(1,425,000) " - 0.27 .23 (182,500) - 0.23
Options cancelled/ ‘ ' ‘
expired (315,000) 0.33 0.70 __ (1,875,000) 0.78
Balance outstanding, oo ' T
end of year 4,637,500 $ 0.27 0.27 2,300,000 $ 0.33

During the year ended February 28, 2002, 690,000 (2001 — 435,000) stock options were
issued to non-employees and non-directors. Using the fair value method for stock based
compensation, consulting costs of $60,343 (2001 - $77,032) were capitalized to mineral
properties. This amount was determined using an option pricing model assuming no
dividends are to be paid, vesting occurring on the date of the grant, exercising on the last
day before expiry, a weighted average volatility of the Company’s share price of 66%

(2001 - 91%) and a weighted average risk free rate of 4.12% (2001 - 5.85%).
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10. SHARE CAPITAL {Continued) T U A
(a) Stock options (continued) LTI R S
(iv) - When stock-based-compensation awards'are granted to.employees, no compensation cost

is recognized when their exercise price exceeds or equals the fair value of the Company’s
.common shares at.the.date of grant. Accordingly, no compensation cost has been
.- recognized for its stock option plan. Had compensation cost for the Company’s stock-
based compensation plans been determined based on the fair value based method of
accounting for awards granted on or after January 1, 2002, the Company’s net income
and earnings per share would have been reduced to the pro forma amounts indicated

below:
Year ended
February 28,
2002
Net loss
As reported $ (593,050)
Pro forma $ (780,827)
Basic and fully diluted loss per share
As reported : $ (0.02)
Pro forma _ $ (0.02)

The fair value of each option grant is-estimated on the date of grant using an option-
pricing model assuming no dividends are to-be paid, vesting occurring on the date of the
grant, a weighted average volatility of the Company’s share price of 60% (2001 - 91%;
2000 - 109%) and an annual risk free interest rate of 4.89% (2001 - 5.85%; 2000 -
5.53%). : . : o

b) Warrants

0] Warrants outstanding at February 28, 2002 were as follows:
Number of Exercise
Warrants - Price Expiry Date
2,190,000 s 0.60 March 12, 2002
1,787,000 s 0.50 March 22, 2003
634,500 -~ - - $ 0.50 _ July 6, 2003
500,000 $ 0.50 September 25, 2003
1,333,333 ' $ 0.30 February '5, 2007
6,444,833 % 0.49 Fo e Blha WG MRS ML
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10.  SHARE CAPITAL (Continued)

t FORMATION CAPITAL CORPORATICN LT LT
t

L b) Warrants (continued)
i : : ii) The changes in warrants during the three previcus years were as follows:
! ' . . Weighted - - - Weighted Weighted
y Average ;U Average Average
| v February 28, Exercise Februéry' 28; Eié/rcise February 29, Exercise
5 2002 Price 2001 "~ Price 2000 Price
\
I Balance outstanding,
' beginning of year 5,126,500 ¢ 052 5008600 ¢ 040 2,879,760 $ 0.86
i Activity during the year
‘ Warrants issued 4,254,833 0.44 3,100,000 0.54 6,665,000 0.29
; Warrants exercised (700,000) 0.40 (1,051,500) 0.38  (2,906,400) 0.25
r Warrants expired/
r cancelled (2,236,500) 0.49  (1,930,600) 0.47 (1,629,760) 1.21

Balance outstanding,

end of year 6,444,833 ¢ 049  5126,500 $ 0.52 5008600 $ 0.40

During the year ended February 28, 2001, 2,026,500 warrants with an expiry date of
December 17, 2000 were extended by six months to June 17, 2001 and were repriced
from $0.35 per share to- $0.50 per share. This change in pricing is reflected in the
weighted average exercise price at year end.

During the vear ended February 28, 2002, 2,190,000 warrants with an expiry date of
September 12, 2001 were extended by three months to December 12, 2001 at the same
price of $0.40 per share, and thereafter at a price of $0.60 per share until March 12, 2002.
This change in pricing is reflected in the weighted-average exercise price at year-end.

11. OTHER INCOME (EXPENSE)

Cumulative
T i " from
inception to 4
February 28,  February 28,  February 28,  February 29,
2002 2002 2001 2000
Gain on deemed disposition : $ 67,046 $ - % - $ -
‘ Gain on sale of capital assefs 13,747 ..3,140 ; .
Lain on saie of investments’ 205,030 - - -
Write-down of investments (52,634) (1,118) (3,275) (667)
Interest 617,927 22,905 42,418 30,113

$ 914722 ¢ 24927 ¢ 39143 $ 29,446

L= =4 —rrr
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12.  SEGMENTED INFORMATION R R R E

The Company’s non-current assets by geographic location are as follows: LMLV

TUUS February 28, ©7 . February 28,

2002 2001
Canada $ 326,298 $ ., 159,261
: B N RS
United States 16,809,068 12,338,138
Mexico - 967,001 - - 933,757

$ 18,102,367 $ 13,431,156

13. RELATED PARTY TRANSACTIONS
(a) During the year ended February 28, 2002, the Company incurred: .- .

(i) administration fees of $86,940 (2001 - $75,600; 2000 - $52,500) to a director and
financial services fees of $64,860 (2001 - $56,400; 2000 - $47,800) to an officer; and

(i) mineral property éxpenditurés;jin'éluding consulting'fees, .of:'$i64,1'97 (200,17;,_:{;1»32,803;
‘ 2000 - $118,920) to directors. '

(b) As at February 28, 2002, accounts payable include $5,54§ ('20r01 $N||, 2000$1,0é8) due to
directors and officers.

14. CHANGE IN NON-CASH OPERATING WORKING CAPITAL

CUMUIBLIVE: - e oms e o s i e e ik

~frominception, . .. . LT iy
to February 28, February 28, February 28, February 29,
2002 . 2002 2001 2000

. Accounts receivable $ (17,515) $  (906) $ 27970 '$ (16,753)

L Prepaid expenses e e e i ‘."-54.'!'?6’;49'0 o ’(6,490).Lﬁ'.{.~{»_‘.__-. £.10,596
- Accounts payable and . . oo e i LRI
;. accrued liabilities, relating, . L UL L L T

to operating items 304,716 51,356 87,054 34,201

$ 287201 $ 56,940 $ 108,534 $ 28,044

15. FINANCIAL INSTRUMENTS
(a) Fair value

The Company’s financial instruments include cash and short-term deposits, cash held in trust,
investments, accounts receivable, accounts payable and accrued liabilities and lease obligations.
The carrying value of these financial instruments approximates fair value except for the investments
whose fair value is disclosed in Note 3.
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15,

16...

17.

FINANCIAL INSTRUMENTS {Continued)
b) Financial risk
Financia! risk is risk arising from changes in interest rates and foreign currency exchange rates.

The Company does not use any derivative instruments to reduce its exposure to fluctuations in
interest rates and foreign currency exchange rates.

" COMMITMENTS AND CONTINGENCIES

. (a) The Company has certain obligations with respect to mineral property expenditures (Note 5).
(b) Tne Company icases piemises and office equipment under operating laases which axpire during the
year ended February 28, 2003. The aggregate minimum future lease payments over the next year
is $15,279.

DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING

. PRINCIPLES

' These financial staternents have been prepared in accordance with Canadian GAAP which differ in some

respects from US GAAP. The material differences between Canadlan and US GAAP affecting the Company’s

" financial statements are summarized as foliows:

Consolidated Balance Sheets

February 28, February 28,

2002 2001
Total assets under Canadian GAAP S TR e 18,160,159 ¢ 14,540,592

Decrease in mineral properties (a) (16,481,676) (13,146,539)
Total assets under US GAAP : $ 1,678,483 $ 1,394,053
Total liabilities under Canadian énd US GAAP SRR $ 2,148,441 $ 255,474
] Shareholders equuty under Canadlan GAAP . 16,011,718 14,285,118

: Cumulative mineral property adwstments (a) ' ) (16,481,676) (13,146,539)
Shareholders' equity under US GAAP (469,958) 1,138,579

Total liabilities and shareholders’ equity under US GAAP $ - 1678483 $ 1,394,053
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17.  DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES (Continued)

Consolidated Statements of Operations and Deficit

Cumulatlve from' o
" inception on
June 13, 1988 :
to February 28, February 28, February 28, ' February 29,
2002 2002 2001 ~ 2000

Net loss under Canadian GAAP ~ $  (7,872,408) $  (593,050) $ - (550,856) $  (559,459)

Mineral property costs (a) © (16,481,676) (3,335,137) (1,559,631) (1,019,574)
Stock-based compensation (¢) © (1,157,026) - - (126,032)
Write-down of investments (b) ' 52,634 1,118 13,275 667
Net oss under US GAAP $  (25458,476) $ (3,927,069) $ (2,107,212) $ (1,704,398)
Basic and fully diluted loss per o '

share under US GAAP s (0.11) $ (0.08) $ (0.08)

Consolidated Statement of Cash Flows

Cumulative from
Inception on
June 13,1988 . ... . . , D
to February 28, - - February 28,~. - February 28, February 29,

2002 - S5 2002 2001 2000
~ OPERATING ACTIVITIES
Operating activities under 7 - . S y
- Canadian GAAP - $ (4,417,105 $. .-.:(‘474,555) s (293 593) $ (308,412)
Mineral property costs, -~ * - - - AR
‘ net of payables (a) ~~ '~ (17,867,209)  (2,226,049) (1, :»82 112) (1,147,544)
Operating activities L R s o L S "
under US GAAP $ (22,284,314) $ (2,700,604) $ (1,875,705) ~$  (1,455,956)
 FINANCING ACTIVITIES. .~ = a0 s

1 Financing activities under™ . L L BN
Canadian and'US GAAP > ¢ 23,755,728 --$: 3,602,173 »$ 1540,.»17 $ 2,179,653

B B )

=~ s ' At eimens o e e

INVESTING ACTIVITIES: - 5 . % srs_ ©v s o s oL mt
: In’\'/egting activities under S A E N O D N TR Wt
" Canadian GAAP-"- Y g (19 301 546) $ (3 482 .>60) $ (1,695,532)““$ (1,168,415)
" Mineral property costs, o o
net of payables (a) ) 17,867,209 9260497 1559,631 1,019,574
Investing activities v
under US GAAP N ,,$.m (1,434,337) $ (1,256,511) $ (136,901) $ (148,841)
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17......DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTIMG
PRINCIPLES (Continued) e

(a) Mineral property costs PP s cnodta8nn D e winoens 5wt ek

Canadian GAAP allows acquisition and exploration cests to be capitalized during the search for a
commercially mineable body of ore. Under US GAAP these expenditures on mining properties can
only be deferred subsequent to the establishment of mining reserves. The Company will commence
defernng these expendltures subsequent to the completion of a bankable feasibility study.

(b) Investments

Statement of Financial Accounting Standards ("SFAS™) No. 115, Accounting for Certain Investments
in Debt and Equity Securities, classifies investments into three categories based on management’s
intentions  and anticipated maturity dates of the investments. Under these three categories, the
Company’s investments would be categorized as available for sale securities. Accordingly, the
investments would be carried at the quoted market value (Note 3) and the unrealized gains would
be shown asa separate component of shareholders equ:ty (Note 17(f}).

)T A cecounting for stock-based compensation

oo s vmine i FOF, US. GAAP, purposes the Company accounts. for . stock-based ‘compensation to employees and
directors under Accounting Principles Board Opinion (“APB NO.”) No. 25, Accounting for Stock
Issued to Employees, using the intrinsic value based method whereby compensation costs are
recorded for the excess, if any, of the quoted market price at the date stock options are granted
over their exercise price. As at February.28, 2001 there were no compensation costs for any period
under this method. o

"SFAS No. 123, Accounting for Stock-Based Compensation, requires the use of the fair value based
wininsi method of accounting for stock options.: Under this method, compensation costs are measured at
the grant date based onthe fair value:of .the options granted and are recognized over the vesting
" “period. " During the “year ended February 28, 2001, the Company granted options to individuals
other than employees and directors, the fair value of which under both Canadian GAAP and SFAS
‘ No. 123 of US GAAP must be recognized as a consulting expense (Note 10 (a) (iii)). For the years
| ended February 29, 2001 and February 28, 2000, Canadian GAAP did not require stock options
| co -granted to individuals other than employees or. directors to be fair valued and therefore the options
| granted to individuals other than employees and directors were fair value under SFAS No. 123 and
o were recognized as a consulting expense. SFAS No. 123, however, allows the Company to continue
ot e to~measure’ the compensation costs “for-stock options granted- to “employees and directors in
accordance with APB No. 25 The Company has therefore adopted the drsclosure oniy provisions of

SFAS No. 123. RS S 5 i

e e i O T R TP U TP RSP . R

As of January 1, 2002, the Company adopted the standard in Section 3870, Stock-based
Compensation and other Stock-Based Payments, of the Canadian "Institute of Chartered
Accountants Handbook to be applied prospectively. This section establishes standards for the
“recognition, measurement "and disclosure of. stock-based compensation and other stock-based
T payments madeé in éxchangé for goods and setvices. The standard requires that afl stock-based
awards made to non-employees be measured and recognized using a fair value based method. The
standard encourages the use of a fair value based method for awards of stock. ~ Awards that a
company has the ability to settle in stock are recorded as equity. -For stock .optiens granted to
LRt employees the Gompany has ;adopted the disclosure- only Provisions:: of the. new standard whereby
' pro forma net income and pro forma earnlngs per share are d|sclosed in Note 107(3)(IV) as if the
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17.

DIFFERENCES BETWEEN CANADIAN AND UNITED STATES CENERALLY ACCEPTED ACCOUNTING
PRINCIPLES (Continued) S : ;

(c)

Accounting for stock-based compensation (continued)

The following pro forma financial information presents the net loss for the year and the loss per

~ . share had the Company adopted SFAS No 123 for all 'stock options issued to employees and

(@

(e)

directors..

. Cumulative from
inception on
June 13, 1988

to February 28, February 28, February 28, February 29,

2002 2002 2001 2000
Net loss for the period
US GAAP . . $ .(25,458,476) $ (3,927,069) -$ (2,107,212) $ (1,704,398)
Additional stock-based ; L
compensation costs (791 084) (277,024) » (232,994) (246,984)
Pro forma net loss $ (26 249,560) $ (4,204,093) $ (2,340,206) $ (1,951,382)
Pro forma basic and fully v e
diluted loss per share $ (0.12) s (0.08) $ (0.09)

Using the fair value method for stock-based compensation, additional costs of approximately
$277,024, $232,994 and $246,984 would have been recorded for the periods ended February 28,
2002, February 28, 2001 and February 29, 2000, respectively. This amount has been determined
using an option pricing model assuming no dividends are to be paid, vesting occurring on the date
of the grant, a weighted average volatility of the Company’s share price of 60% (2001 - 91%;
2000 - 109%) and an annual risk free interest rate of 4.89% (2001 - 5.85%; 2000 - 5.53%).

Warrants

Under US GAAP, warrants issue‘d'in conjunction wfth cornmon sh‘ares are valued using an option
pricing model and disclosed as a separate item in shareholders equity. Authough the Company
issued such warrants, as each component would be included in shareholders’ equity, there is no net

_effect on shareholders’ equity under US GAAP for each period reported, Further, under US GAAP,

any alteration to the original terms of the warrants triggers a revaluation of the amount ascribed to
the warrants based on the new terms. The additional value would be reported as a component of

_. ‘shareholders’ equity. .

Under Canadian GAAP, no separate d|st|nct|on |n shareholders eqmty |s made for warrants issued in
‘ con]unctlon with common shares.

Foreign exchange

Under US GAAP, assets and liabilities of subsidiaries not reporting in the parent Company’s
functiona! currency are translated into Canadian dollars at rates of exchange prevailing at each
balance sheet date. Revenues and expenses of such subsidiaries are translated at exchange rates
prevailing on the dates on which such items are recognized in operations. Gains and losses arising
from translation of financial statements are deferred and disclosed as a separate component of
shareholders’ equity. The Company’s foreign exchange differences between Canadian and US
GAAP are not material.
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17. ... DIFFERENCES BETWEEN CANADIAN ANP iJMITED STATRES GENETRALLY ACCEPTED ACCO{NTING
PRINCIPLES (Continued) '

(f) Comprehensive income

.. In June 1997, the Financial Accounting Standards Board (“FASR”) issuad SFAS No. 130, Reporting
- Comprehensive Income, which requires that an enterprise report, by major coniponents and as a
single total, the change in its net assets during the period from non-owner.sources.

February 28, February 28, February 29,

2002 2001 2000
Net loss urder US GAAP $ (3,927,069) $ (2,107,212) $ (1,704,398)
Other comprehensive income:
Unrealized gain (loss) on
AR . investments ~(41) (5,655) 4,868
Comprehensive net loss :
- under US GAAP _ $(3,927,110) $(2,112,877) $ (1,699,530)
il i Basic and fully diluted loss ‘ _
per share $ (0.11) $ (0.08) $ (0.08)
T _@), o "hz'ciount/ng for Derivative Instruments and Hedging Activities

] "In"Juhe' 1998 the FASB issued SFAS No. 133, Accounting for Derivative Instruments and Hedging
. Activities, which standardizes the accounting for derivative instruments. SFAS No. 133 was
- effective for all fiscal quarters of all fiscal years beginning after June 15, 1999. The Company does
not engage in hedging activities or invest in derivative instruments; therefore, adoption of SFAS No.
1}3 had-no significant financial impact on its financial position or results of operations.

) Flow-through shares

Under Canadian income tax legislation, rorporetions are permitted to issue shares whereby the
corporatlon agrees to incur aualifying expenditures as defined under the Canadian Income Tax Act,
and‘renomce- the related income tax deductions to the investors.

. The' C ompany has accounted for the lssue of ﬂow -through shares in accordance with Canadian
GAAP as follows: ‘

At the time of issue the funds received are recorded as share cépitalf Once the qualifying
expenditures are made, the carrying. values of both the mineral property and share capital are
reduced by the amount of the tax benefit renounced, calculated at the Companys effective tax
rate.
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17.  DIFFERENCES BETWEEN CANADIAN AND UNITED STATES GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES {Continued)

h)

Flow-through shares (continued)

“ Under current Canadian GAAP as with US GAAP, future income taxes are based on a balance sheet

‘approach which requires recognition of a deferred tax liability on the balance sheet. In addition,
‘Canadian- GAAP -does. not-require a separate allocation of the amount of funds received by the

" corporation attributable to the flow-through feature at the time of issue. Also, in the absence of a

specific restriction or requirement for the funds to be held in a separate bank account, Canadian

" GAAP permits funds which are to be spent within the current period to be included with cash and

shoit term deposits for purposes of classification on the balance sheet and statement of cash flows.
Adequate disclosure of the commitment to incur qualifying expendltures and to renounce the

: related tax deductions is required under Canadian GAAP.

US GAAP requires the premium or discount from the market trading price at the time an irrevocable
agreement to issue the flow-through shares exists, to be accounted for separately on the balance
sheet. At the time the expenditures are made, the previously recorded premium or discount is
reversed and offset against the tax provision on the income statement, and the deferred income tax
liability on the balance sheet is recognized. Also, notwithstanding whether there is a specific
requirement to segregate the funds, the flow-through share funds which are unexpended at the
balance sheet date are considered to be restricted and are not considerad tc be cash and cash
equivalents under US GAAP.,

The effect of the adjustments which would have been made under US GAAP related to the flow-
through shares issued since inception cf the Company would be to decrease share capital by
$11,196 and to decrease deficit by $11,196 resulting in no effect on share capital.”

Recent accounting pfonouncefrents

In July 2001, the FASB issued SFAS No.’ 141 and No 142, Business Comb/natlansand Gooawill and
Other Intangible Assets. SFAS No. 141 replaces APB No. 16 and eliminates pooling-of-interests
accounting prospectively. It also provides guidance on purchase accounting related to the
recognition of intangible assets ana accounting for negative goodwill. SFAS No. 142 changes the
accounting for goodwill from an-amortization method te an impairment-only process. Under SFAS
No. 142, goodwill will be tested annually and' whenaver events or circumstances occur indicating
that goodwill might be impaired. SFAS No. 141 and SFAS No. 142 are effective for all business

‘tombinations completed after June 30, 2001, Upon adoption of SFAS No. 142, amortization of

goodwill recorded for business combinations consummated prior to July 1, 2001 will cease, and

" intangible assets acquired prior to July -1,72001 that do not meet the criteria for recognition under

SFAS No. 141 will be reclassified to goodwm Companies are required to adopt SFAS No. 142 for

Lﬂscal years begmnlng after December 15, 2001, but ‘early adoption is permitted. - The Company is
N required to adopt SFAS No. 141 and 142 on a prospective basis as of January 1, 2002. The affect of
" “applying SFAS No. 141 or SFAS No. 142 on the Company’s consolidated fi nanC|aI position or results

of operatlons |s not determlnable at thls time.

o
-

‘In June 2001, the FASB issued SFAS No. 143 Account/ng for A'sset Ret/rement Ob//gat/ons This
':fstandard requires en'at.es to record the: fair valiie ‘of a liability for an asset retirement obligation in
"" the period in which it is incurred. When the liability is initially recorded; the entity. capitalizes a cost
';by mcreasmg the carrying amount of the related iong-lived asset. Over time, the liability is accreted
to-its present value each penod and the capitalized cost is depreciated‘over the useful life of the

Hrelated-dsset. “Upon settlement of the liability, an entity either setties the obligation for its recorded

. amount or incurs a gain or less upon settlement. .

T, AT

[FOERIT R B I T
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17. . . DIFFEREMCES BETWEFN CANADIAM AND UNITED STATES CFNFRALL" ACCEPTFD ACCOdNTIN]G
PRINCIPLES (Continued)

) Recent accounting pronouncements (continued) - - cgiramy

.+« Companies are required to adopt SFAS No. 143 for fiscal years beginning after June 15, 2002, but
- ~-early adoption is permitted. The Company has-determined that the application of SFAS No. 143 will
. not have a material effect on its consolidated financia! position or results of operations.

».In August 2001, the FASB issued SFAS No. 144, Accounting for the Impairment of Disposal of Long-

. Lived Assets. SFAS No. 144 replaces SFAS No. 121, Accounting for the Impairment of Long-Lived

i Assets and for Long-Lived Assets to be Disposed of. The FASB issued SFAS No. 144 to establish a

+ iwsingle accounting model, based on the framework established in SFAS No. 121, as SFAS No. 121

- ..xdid not address -the accounting for a segment of a business acccunted for as a discontinued
operation under APB No. 30, Reporting the results of Operations - Reporting the Effects of Disposal

of a Segment of a Business, and Extraordinary, Unusual and Infrequently Occurring Events and

w1 s CTransactions. SFAS No. 144 also resolves significant implementation issues related to SFAS No.

.S 11210 Companies are required to adopt SFAS No. 144 for fiscal years beginning after December 15,

+ .4 2001, but earIy adoptron is permitted. -The ~.ompany will adopt SFAS No. 144 as of January 1,
SO “:‘2002

- CAHTTRT T e : B R
18.:: :,rSUBSEQUENT EVENTS . .

Subsequent to February 28, 2002, the Company issued 945,120 units for gross proceeds, on a first

e tranche sale of $236,280. Each unit consists. of cne-share of the Company and one non-

-~ transferable common share purchase warrant.. Each share purchase warrant entitles the holder to
acquire one share of the Company; at- $0.30 per share until.-March 22, 2004.

The Company issued 2,000,000 units for gross proceeds of.$500,000 cn the second tranche sale.

Each unit consists of one share of the Company and one non-transferable common share purchase
W WL co-warrant. Each share purchase warrantaentrtles the holder to acqurre one share of the Company at
. $0 30 per share untrl Apnl 12, 2004 .

fv-..The Company lssued 5 300 "'00 unlts for gross proceeds of $1 325 000 on the third tranche sale.
-.Each unit consists of one share of the Company and one -non-transferable common share purchase
-~ , warrant. Each share purchase warrant entitles the.holder to acquire one share of the Company at
» $0:30 per share until June 21, 2004, The Company also paid-a fee comprised of $99,375 cash
: _payment and 520,080 Broker warrants havrng the same. terms and.conditions as above,
: he Company lssued 4 078 000 unlts for gross proceeds of $1 019 500 on the fourth tranche sale.
Each unit consists of one share of the Company and one non- transferable common share purchase
e, warrant Each share purchase warrant entitles. the. holder.to acquure one share of the Company at
“n $O 30 per share until June 25, 2004 The Company also paid.a fee comprrsed of an $8,500 cash
-;jpayment and 80,000 Broker warrants havmg the same terms and cond|t|ons as gbove.

(b) On Aprit 3, 2002, the Company closed & p'rivate placement”of a unit c'onsisting of 7.5% secured
| , - convertible (at $0.25 per.share) redeemable-debentures in the total: principle:amount of $800,000
r o .and 2,666,400 non- transferable share purchase warrants each warrant entrtlmg the holder to
’ 5 purchase one common:share, of the -Company ;at: a_price of '$0. 30.per share for five years. A fee
comprised-of a $60, OOO debenture and 519, 980 warrants exercnsable on the same terms as the
.. other private p!arement warrants, was paid; to. Clubt; Capltal Ltd, Concurrent wrth the closing of the
- -private placement; the promrssory notes |ssued by the Company were cancelled (Note 8).

(©) The Company issued 1,211,675 common shares for deemed proceeds of $307,678 on the
settlement of certain accounts payable.
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(An exploration stage company)

Schedule of Expenditures for Idaho Cobait Project

PULE et s February 28, ~ ~ ~ February 28,

s e o AP 2002 L2001
Idaho Cobait Project -~~~ ~» ~ = i :
Mineral property co A ' . $ 37,505 . ¢ - - 71714
Drilling L 89,815 68,659 -,
Field supplies and expenses 10,387 70,441 -
Engineering. and .consulting 445,221 339,913
Permitting 359,981 267,742 .
Geochemical and metallurgical 166,234 © 307,575
Communications . 68,331 28,540
Automobile , ) ‘ 5,843 8,441
General property expenses ‘ 46,241 54,584
Insurance 15,341 - 10,969
Reclamation ™~ ' 1,644 2,558 - -
Base line studies 1,144,722 P27 7329,219 0
EIS contract and supervision . - = . 876,812 -

v 3,268,077 1,560,355

EXPENDITURES, BEGINNING OF YEAR 8,471,842 6,911,487
EXPENDITURES, END OF YEAR $ 11,739,919 $ 8,471,842
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