FORM 6-K
SECURITIES AND EXCHANGE COMMISSION

A Washington, D.C. 20549

|
LT

03059963 Pursuant to Rule 13a-16 or 15d-16

of the Securities Exchange Act of 193,.4/
<

For the month of: August 2003

Commission File Number 0-27322

Mountain Province Diamonds Inc.

(Translation of registrant's name into English) | PRQC@QSE@

Suite 212. 525 Seymour Street, Vancou\?er, British Columbia, Canada V6B 3H7 A\lﬁ 20 2&03
(Address of principal executive offices)

Ve THOMSON
I FINANCIAL

Indicate by check mark whether the registrant files or will file annual reports under cover Form 20-F or Form
40-F.

Form 20-F _X  Form 40-F
Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T

Rule 101(b)(1): _ X

Indicate by check mark if the registrant is submitting the Form 6-K in paper as permitted by Regulation S-T
Rule 101(b)(7):

Indicate by check mark whether by furnishing the information contained in this Form, the registrant is also
thereby furnishing the information to the Commission-pursuant to Rule 12g3-2(b) under the Securities
Exchange Act of 1934.

Yes No X

If "Yes" is markéd, indicate below the file number assigned to the registrant in connection with Rule 12¢g3-
2(b): 82-




.
C]
o
-l
™M
R = 0
;o vV O
- Y
. R
o+
o
e a
0
g alt
U=
R C
e A



Mountain_Province Diamonds Inc.

- W4 OUR SHAREHOLDERS

v

The past year has been one of excitement and disappoint-
ment and then, just as this report is going to press,
renewed excitement. The excitement came with the com-
pletion of the 2002 bulk samples, the recovery of a large
number of diamonds and the exploration success in the
Kelvin-Faraday area in the winter-spring of 2003. The
disappointment came with the decision by De Beers to
postpone a pre-feasibility decision until next year due to ik
geo-political and economic uncertainties and an internal ¥ 4 a
rate of return that did not meet the hurdle rate. Then, at A .
the end of July 2003, De Beers notified the Company ‘.

that they had started work on a detailed cost estimate of a :
pre-feasibility study of the Kennady Lake diamond Ce e e
deposits (the Gahcho Kue Project). They based their decision on the improving geo-political and economic condi-
tions which support confidence in longer-term diamond price projections. If approval is given in November 2003 by
the De Beers board a pre-feasibility study will start in early 2004.

WBULK SAMPLE PROGRAM

De Beers completed the winter 2002 bulk sample pro-
gram of the 5034 and Hearne pipes on April 20, 2002.
The purpose of the bulk sampling program was to
increase the available revenue information for these two
pipes. Since revenue is determined by grade and dia-
mond value, and since the two kimberlite pipes contain
internal zones that vary in grade, it is important to com-
bine diamond grade estimates along with diamond rev-
enue estimates. The large number of diamonds
obtained in the 2002 program will thus increase the
confidence in, and the accuracy of, revenue modeling via
an enhanced understanding of grade, diamond size and
frequency distributions, and diamond values. Last year,
De Beers observed that a population of high quality, top
color diamonds exists amongst the diamonds recovered
from the 2001 bulk sample. Specifically, the 9.9-carac
diamond recovered from the 5034 pipe is such a dia-
mond and was valued at US $60,000. These high qual-
ity, top color diamonds have a significant impact, espe-
cially the larger ones, on the revenue per tonne so the
more accurately their frequency of occurrence is known,
the greater the confidence in and accuracy of revenue
per carat modeling.

A rotal of six large diameter holes, consisting of two
clusters of three holes, were drilled in the center and
west lobes of the 5034 pipe. The 5034 pipe consists of
four lobes: east, center, west and north with the first

three being approximately the same size. The same drill
(24 inch diameter) and the same drill method (a "dia-
mond friendly: flood reverse system) that was used last
year were used again this year for both pipes. In the
1999 bulk sample, a reverse circulation drill with a
diameter of 12.25 inches was used. De Beers recovered a
total of 1,215 carats from 836 tonnes of kimberlite.

The Hearne kimberlite consists of two bodies. The
main body (north lobe) is an elongated pipe over 250m
in length in the north-south direction and the second
body (south lobe) just south of the main body, is an
elongate pipe up 100 meters in length in the east-west
direction. The two lobes have been subdivided on the
basis of internal geology into several phases. A total of
five large diameter holes were drilled into the north lobe
using the same drill and drill method as used for the
5034 pipe. De Beers recovered a total of 1,174 carats
from 665.5 tonnes of kimberlite.

The 1,215 carats recovered from the 5034 pipe and the
1,174 carats recovered from the Hearne pipe as well as
the diamonds recovered from the 1999 and 2001 bulk
samples (all to a 1.5 mm lower cut-off) were all valued,
based on the January 2003 diamond prices, at the
Diamond Trading Company (DTC) in London. The
De Beers Mineral Resource Department in
Johannesburg has used these values for all three (1999,
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2001, 2002) bulk samples to update the modeled rev-
enue per carat for each pipe. It is important to note that
production recovery factors, determined by De Beers,
have been applied and that the commonly used com-
mercial bottom cut-off recovery size screen with a 1.50
mm square mesh has been used. These diamond values
were then combined with the updated grade informa-
tion to give modeled revenue per tonne values.

The table shows the weighted average modeled grades,
values per carat and revenues per tonne for the four
lobes in the 5034 pipe and the various geologic zones in
the Hearne pipe. The 5034 pipe has an indicated
resource of 8.6 million tonnes and an inferred resource
of 4.5 million tonnes, while Hearne has an indicated
resource size of 5.5 million tonnes and an inferred
resource of 1.6 million tonnes, all to a depth of 290 m
below lake surface.

Pipe Modeled Grade Modeled Values  Revenue per tenne

(Carats per tonne) (US$ Carat) (US$)
5034 1.67 62.70 104.70
Hearne 1.67 50.00 83.50

The previous valuation of the diamonds from the 1999
and 2001 bulk samples was in August 2001. After
September 11, 2001, diamond prices decreased in value
by an average of around 20% with more severe decreases
in certain categories of diamonds according to industry
Since then De Beers has increased diamond
prices twice and on average diamond prices are now
nearly back to pre September 11, 2001 levels.
Specifically, the January 2003 valuations of the 1999
and 2001 bulk sample diamonds were on average 5-6%
less than the August 2001 valuations for the same dia-
monds.

Sources.

The average modeled value per carat of US $62.70 for
the 5034 pipe compares to the average value of US
$65.50 based on the August 2001 price book, reported
in December 2001. The drop is slightly less than the
average drop in diamond values since then. The weight-
ed average modeled grade for the 5034 pipe increased to
1.67 carats per tonne from 1.64 carats per tonne as
reported in December 1999. The upper and lower lim-
its for the value per carat modeling are + 18% - 20%.
The average modeled value per carat of US $50.00 for
the Hearne pipe compares to a value of US $63.30

based on the August 2001 values. The weighted average
modeled grade for the Hearne pipe decreased to 1.67
carats per tonne from 1.71 carats per tonne as reported
in December 1999. The upper and lower limits for the
value per carat modeling for the Hearne pipe are 18%
and 16% respectively.

It has now definitely been confirmed by both De Beers
and the Company’s consultant, Overseas Diamonds
N.V., that a sub-population of high quality, top color
diamonds exists in both the 5034 and Hearne pipes.
The 3.4 carat diamond recovered from the Hearne pipe
is such a diamond and has been valued at US $7,140.
These diamonds represent a significant part of the total
value of the diamonds even though they only represent a
small fraction of the total number of diamonds.

De Beers this year used a De Beers group composite of a
year’s production from kimberlite mines with wide
ranges of production but similar dollar per carat values,
in the value per carat modeling in the over two carat size
range. The reason for this is that relatively speaking
only a small number of over two carat diamonds were
recovered from the Hearne and 5034 pipes and these
diamonds have a wide range of values. This modeling
technique models the shape of the revenue curves for the
Hearne and 5034 pipes to be similar to the shape of the
curves for a composite of producers above the two carat
size range. This technique is slightly more conservative
than the technique used previously but is more represen-

tative of an actual production scenario.
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Kennady Lake . . ., .
This aerial view of Kennady Lake shows the surface expression

of kimberlites for the four pipes and the position of the Wallace
and 5034 South pipes. The 5034 pipe extends partly under land
while the Tizo pipe broadens at depth. The depth of water above
the pipes at the deepest points varies from 5 to 15 meters. The
distance from the Tesla and the Hearne pipes to the 5034 pipes
is approximately 1 km while from the Tuzo pipe to the 5034
pipe is approximately 500 meters. The Wagner and Dunn kim-
. berlite bodies are dykes.
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i\\VUT:DATED DeskTOP STUDY
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The original desktop study for the Gahcho Kue diamond
project was completed in August 2000. In June 2002 De
Beers initiated an update of this 2000 Deskrop study. A
De Beers project team based in Toronto, Canada in con-
junction with AMEC E & C Services and other Canadian
outside consultants was formed. The primary objective of
the study update was to incorporate the latest resource size
estimates and diamond values obtained from the 2001 and
2002 sampling programs and to firm up the estimated
capital and working costs with knowledge gained from the
De Beers Canada Snap Lake optimization study (2002)
and the Victor pre-feasibility study (2002). The detailed
study was formally presented to the Company’s board of
directors on April 15, 2003.

The study team analyzed the costs arising from the con-
ventional open pit mining of the 5034 and Hearne pipes
and the high grade zone within the top 140 meters of the
Tuzo pipe. A computer model of open pits was created
and options considered aimed at minimizing capital and
operating costs with optimizing mining rates and plant
throughput (tonnes per day). The study made use of
designs, methods and estimates developed for the Snap
Lake and Victor projects, benchmarked against other oper-
ations by AMEC. The desktop study is still only a prelimi-
nary study with relatively large uncertaindes (+ 30%). The
estimated capital costs of approximately C$600 million is
slightly higher than that in the 2000 desktop study while
the estimated operating costs decreased to approximately
C$56/tonne from C$81/tonne. The cost savings were
accomplished, in part, by increasing the projected annual

mining rate to 2 million tonnes per year and by other cost
savings based on the experience gained from other proj-
ects. The internal rate of return (IRR) was still slightly
lower than that obrtained in 2000 because of the lower dia-
mond values (especially for the Hearne pipe) and a lower
US dollar against the Canadian dollar. As a result and
because of geo-political and economic uncertainties, De
Beers has decided to postpone a pre-feasibility decision
until next year when the desktop study will be updated
again.

Mr. Richard Molyneux, President and C.E.O. of De Beers
Canada Mining Inc. stated "Although our first preference
would have been to sce the agreed rate of return of 15%
being achieved, which would have allowed moving ahead
to the next phase now, the fact that costs have been
reduced in the study is encouraging. Looking ahead, the
possibility of increased diamond prices, the U.S. dollar ris-
ing against the Canadian dollar and increased resources
coming from further exploration, all represent upside,
which we find encouraging. We have already made a sig-
nificant investment in this project and remain committed
to finding opportunities for improving the projected eco-
nomics which will allow us to take it forward."

Then, at the end of July 2003, De Beers notified the
Company that work on a detailed cost estimate of a pre-
feasibility study of the Gahcho Kue Project has started.
The cost estimate will be presented to the De Beers Board
in November 2003 and if approval is given, a pre-feasibili-
ty study will starc in eatly 2004,
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WEXPLORATION

As expressed by Richard Molyneux, the discovery of
additional resources could change the economics of the
project and if of sufficient value positively impact the
modeled rate of return. Hence, exploration has been
ongoing and will continue.

During the 2001 and 2002 exploration seasons the
work was concentrated in the MZ Lake area, approxi-
mately 20 km northwest of Kennady Lake, where sever-
al diamondiferous sills had been discovered. A small
sample of kimberlite from the most promising sill, sill-
73, yielded only a small number of microdiamonds. At
the same time as these results were received, the results
from the outstanding samples from the Kelvin kimber-
lite body were received. Since the microdiamond
counts for the Kelvin body were significant, De Beers
decided to move their attention back to the Kelvin-
Faraday area during the 2003 exploration season.

The Kelvin kimberlite body was discovered in the
spring of 2000. It is located approximately nine km
northeast of Kennady Lake and three km south-south-
west of the Faraday kimberlite body, which was discov-
ered in 1999. One drill hole in 2000 in the north-
south direction in the Kelvin pipe intersected 40 meters
of kimberlite horizontally projected while another hole
in approximately the east-west direction intersected 23
meters of kimberlite horizontally projected. A 3.3
meter thick kimberlite dyke (called Hobbes) was inter-
sected in 2000 at a depth of 31 meters approximately
200 meters south of the Kelvin pipe under the same
narrow lake. It is suspected that this Hobbes intersec-
tion and the Kelvin body could be connected with a
kimberlite bearing structure that pinches and swells. A
total of 184 kg of kimberlite was recovered from the

two holes into the Kelvin pipe and sent for acid dissolu-
tion. The number of macro and micro-diamonds
recovered and their size-frequency distribution is very
similar to that for the 5034 and Hearne pipes in
Kennady Lake. Those pipes each have average grades of
1.67 carats per tonne. The result for the Kelvin body is
also very similar to, if not slightly better, than the
micro-diamond results for the Faraday body reported in

July 1999.

A ground gravity survey conducted in the 2003 winter
program covered the Kelvin body and as far as a few
hundred meters south of Hobbes, and identified several
drill rargets. A hole drilled 50 m to the west of the
original 2000 drill hole into Kelvin intersected a total of
25 m of kimberlite horizontally projected in two closely
spaced intervals, while a hole drilled 60 m to the east
intersected 2.01 m of kimberlite horizontally projected.
The Kelvin body now appears to extend not just in the
north-south direction, but also in the east-west direc-
tion. A hole drilled 20 m south of Kelvin along the
suspected structure between Kelvin and Hobbes inter-
sected 7.4 m of kimberlite horizontally projected, while
a hole drilled 70 m south of Hobbes intersected two
kimberlite intersections of 2.4 m and 3.0 m horizontal-
ly projected, respectively.

The Faraday kimberlite body was discovered in the
spring of 1999. It is located approximately 12 km
northeast of Kennady Lake and three km north-north-
east of the Kelvin kimberlite body. Three drill holes
into the Faraday body in 1999 intersected kimberlite
with intersections of 9.0 m, 15.5 m and 23.1 m hori-
zontally projected respectively. The largest distance
between intersections was approximately 60 m.
Another hole drilled in 1999 intersected 1.54 m of
kimberlite approximately 160 m northeast of the
Faraday body and a hole in 2001 intersected three
intervals of kimberlite (with the thickest intersection
being 1.74 m) approximately 600 m to the southwest of
the Faraday body. It is suspected that the kimberlite
intersections to the north and south of the Faraday
body are probably connected to the Faraday body with
a kimberlite bearing dyke structure that pinches and
swells.



A ground gravity survey and detailed ground magnetic
survey conducted in the 2003 winter program covered
the Faraday body and went approximately 600 m to the
south along the suspected structure connecting the
Faraday body and the 2001 hole that intersected some
kimberlite. The main purpose of the survey was to
identify wider areas along the observed dyke structure.
Several such areas were identified and two of the better
target areas were drilled. The first target, a magnetic
anomaly, was approximately 100 m southwest of the
Faraday body and 5.6 m of kimberlite horizontally pro-
jected was intersected. The kimberlite contained some
country rock. The second target, a gravity anomaly,
was approximately 520 m southwest of the Faraday

s
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body and approximately 80 m north of the 2001 drill
hole. Kimberlite was encountered just below the lake
bottom and 21.5 m of kimberlite horizontally projected
was intersected. The recovered kimberlite from both
the Kelvin and Faraday area intercepts will be sent for.
petrographic analysis and micro diamond recovery.
Once those results are available, additional work as
appropriate will be planned.

The management of Mountain Province Diamonds Inc.
thanks the shareholders for their patience, while the
Gahcho Kue project is being developed. We have had
our ups and downs but now we appear to be on the
way to becoming a mine.

qv\‘SffWANAGEMENT'S DiscussiON AND ANALYSIS OF FINANCIAL RESULTS

The following discussion and analysis of the results of
operations and the Company’s financial position should
be read in conjunction with the consolidated financial
statements and related notes.

REsuLTSs

The Company’s loss for the fiscal year ended March 31,
2003 ("fiscal 2003") totaled $1,718,342 or $0.03 per
share compared to $1,455,881 or $0.03 per share for
the fiscal year ended March 31, 2002 ("fiscal 2002").
These losses include the loss of the Company’s wholly
owned subsidiary Mountain Glen Mining Inc. (MGM).
MGM’s loss for fiscal 2003 was $76,836 compared to a
loss of $130,583 during fiscal 2002.

During fiscal 2003, operating expenses were
$1,566,498 compared to $1,456,698 in fiscal 2002.
The operating expenses for fiscal 2003 included a one-
time severance payment of $331,500 to a director of
the Company and a $24,419 stock-based compensation
expense for the granting of stock options to a consult-
ant for services rendered. If these two expenses were
excluded (as no such expenses were incurred in fiscal
2002) then the operating expenses for fiscal 2003
would actually have been 16.9% lower compared to
those for fiscal 2002. The reduction in operating
expenses was due to various cost cutting measures
which included reductions in wages, consulting & man-
agement fees and lower insurance, rent, office costs etc.
This reduction was offset by increased legal fees due in
part due to the extra work required as a result of the
introduction of the Sarbanes-Oxley Act.

During fiscal 2003 the Company’s interest income was
$19,034 compared to $17,901 a year earlier.

The fiscal 2003 expenses include a write-down of
$120,435 of mineral properties and deferred explo-
ration costs, relating mostly to the Rabbit Tracks
Diamond Project in Manitoba. There was no write-
down of mineral property during fiscal 2002.

LiQuipiTy AND CASH RESOURCES

Since its inception, the Company’s capital resources
have been limited. The Company has had to rely upon
the sale of equity securities to fund property acquisi-
tions, exploration, capital improvements and adminis-
trative expenses, among other things.

At March 31, 2003, the Company had $1,210,076 in
cash and cash equivalents, compared with $585,879 a
year earlier. At March 31, 2003 the Company had a
working capital position of $1,037,460 compared to
$339,897 a year carlier. The Company had no long-
term debt at March 31, 2003 or March 31, 2002. All
exploration expenditures in respect of the Gahcho Kue
Project on the AK claims, the Company’s most signifi-
cant property, are the responsibility of De Beers
Canada Exploration Inc. (a wholly owned subsidiary
of De Beers Consolidated Mines Ltd.), the 51%
owner of the property.
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LiQuibiTy AND CASH RESOURCES (CONT.)

Financing Activities

During fiscal 2003 the Company received $607,829 for
issuing 544,900 shares upon the exercise of various stock
options. During fiscal 2003 the Company received
$1,640,985 upon the exercise of warrants to purchase
2,169,766 shares. During fiscal 2002 the Company raised
gross proceeds of $949,409 by a private placement of
1,636,912 units to five placees at a price of $0.58 per
unit. Each unit comprised one share and one non-trans-
ferable share purchase warrant. Each warrant may be
exercised to purchase one common share of the Company
at a price of $0.58 per share until December 6, 2004.
During fiscal 2002 the Company received $18,000 for
issuing 30,000 shares upon the exercise of stock options.

lhvesting Activities

No property acquisitions were made during fiscal 2003.
During fiscal 2002, the Company incurred acquisition
costs of $29,000 for the Rabbit Tracks Diamond property

in Manitoba.

The Company did not incur any exploration costs during
fiscal 2003. During fiscal 2002 the Company spent
$53,077 on exploration work in respect of the Rabbit
Tracks Diamond project in Manitoba. However, since the
Manitoba government reimbursed $11,597, the net cost
to the Company was $41,480. During fiscal 2002 the
exploration costs in respect of the Baffin Island property
amounted to $2,976. De Beers Canada Exploration Inc.
paid all costs for work on and related to the AK-CJ
claims during fiscal 2003 and fiscal 2002.

OuTLOOK

The company is likely to continue incurring annual losses
until it may achieve production from the Gahcho Kue
project. There is no assurance that the property will be
placed into development or production. In August 2000
De Beers completed the original desktop study, which
evaluated the costs of conventional open pit mining of
the pipes combined with the modeled revenue estimates
from the 1999 bulk sample. The study showed chat the
modeled rate of return to mine the three main diamond
pipes is below the agreed upon rate of return needed to
proceed to the next phase. In terms of the agreement
between Mountain Province Diamonds and De Beers
Canada, a management committee was constituted at
that time and a strategy with two main components to
advance the project was decided upon. The first compo-
nent was more bulk sampling to recover additional dia-

monds (2001 and 2002). The second component was an
aggressive exploration program aimed at adding to the
existing resource. The results of the 1999, 2001 and 2002
bulk samples (modeled revenues per tonne and grades)
combined with updated cost estimates were used to
update the original desktop study. The updated desktop
study was completed in April 2003. Even though the
study shows that estimated capital costs have increased
only slightly and that the estimated operating costs have
dropped significantly, the effect of lower diamond values
(especially for the Hearne pipe) and a lower US dollar
against the Canadian dollar since the 2000 deskrop study,
has resulted in an internal rate of return (IRR) slightly
less than that obtained previously. Considering the indi-
cated IRR, which is well below the agreed hurdle rate,
combined with the current geo-political environment and
economic uncertainties, De Beers has decided to post-
pone a pre-feasibility decision until next year when the
deskrop study will be updated again. In the meantime De
Beers will continue with exploration in the Kelvin-
Faraday area with an objective to adding to the existing
resource.

At the end of July 2003, De Beers notified the Company
that work on a detailed cost estimate of a pre-feasibility
study for the Gahcho Kue Project has started. The cost
estimate will be presented to the De Beers Board in
November 2003 and if approval is given, a pre-feasibility
study will start in early 2004.

It is anticipated that the cash and cash equivalent on
hand at March 31, 2003 will provide the Company with
sufficient funds until approximately late calendar 2004.
The exercise of some outstanding warrants and/or
options, which are currently in the money, could extend
that date well into calendar 2005. However, there is no
assurance that such stock options or warrants will be exer-
cised in which case the Company will consider underrak-
ing an equity financing. If the Company is unable to
receive additional funds through the issuance of its shares,
it will be required to reduce operations.
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Risk FACTORS

All of the resource properties in which the Company has an interest are in the exploration stages only and are with-
out a known body of commercial ore or minerals. Development of the Company’s resource properties will only fol-
low upon obtaining satisfactory results of property assessments. Mineral exploration and development involves a
high degree of risk and few properties which are explored are ultimately developed into producing mines. There is
no assurance that the Company’s exploration and development activities will result in any discoveries of commercial
bodies of ore or minerals. The long-term profitability of the Company’s operations will be in part directly related to
the cost and success of its exploration and subsequent evaluation programs, which may be affected by a number of
factors. These include the particular attributes of the mineral deposit including the quantity and quality of the ore,
proximity to or cost to develop infrastructure for extraction, financing costs, mineral prices and the competitive
nature of the industry. Also of key importance are governmental regulations including those relating to prices, taxes,
royalties, land tenure and use, the environment and the importing and exporting of minerals. The effects of these
factors cannot be accurately predicted, but any combination of them may result in the Company not receiving an
adequate return on invested capital.

Substantial expenditures are required to establish reserves, to develop processes to extract the resources and, in the
case of new properties, to develop the extraction and processing facilities and infrastructure at any site chosen for
extraction. In the absence of cash flow from operations, the Company relies on capital markets and joint venture
partners to fund its exploration and evaluation activities. There can be no assurance that adequate funding will be
available for these purposes when required. However, with regard to the Gahcho Kue project, the Company is car-
ried to production with De Beers Canada paying all expenses.

SELECTED QUARTERLY INFORMATION

2003
Q1 Q2 Q3 Q4 Total
Loss for period $ 279,791 $ 283,434 $§ 595,911 $ 559,206 $ 1,718,342
Loss per share $ 0.01 $ 0.01 $ 0.01 $ 0.01 $ 0.03
2002
Q1 Q2 Q3 Q4 Total
Loss for period $ 451,160 $ 418,220 $ 316,357 $ 270,144 $§ 1,455,881
Loss per share $ 0.01 $ 0.01 $ 0.01 $ 0.01 $ 0.03

FORWARD LOOKING STATEMENTS

Some of the statements contained in this annual report are forward-looking statements such as statements that
describe the Company’s future plans, including words to the effect that the Company or management expects a stat-
ed condition or result to occur. Since these statements address future events and conditions, they involve inherent
risks and uncertainties. Actual results could differ materially from those anticipated, due to many factors, most of
which are beyond the control of the Company.
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The consolidated financial statements, the notes thereto and other financial information contained in the annual
report are the responsibility of the management of the Company. The financial statements have been prepared in
accordance with accounting principles generally accepted in Canada and, where appropriate, reflect management’s
best estimates and judgments based on currently available information.

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting
and internal control. The Audit Committee, which is comprised of Directors, meets with management as well as dis-
cusses relevant matters with the external auditors to satisfy itself that management is properly discharging its finan-
cial reporting to Directors who approve the consolidated financial statements.

The consolidated financial statements have been audited by KPMG 1rp, the independent audirtors, in accordance
with generally accepted auditing standards. The auditors have full and unrestricted access to the audit committee.

Jan W. Vandersande Pradeep Varshney
President and Chief Executive Officer Chief Financial Officer
July 31, 2003 July 31, 2003

ZA{JDITORS’ ReEPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheets of Mountain Province Diamonds Inc. as at March 31, 2003 and
2002 and the consolidated statements of operations and deficit and cash flows for the years then ended. These
financial statements are the responsibility of the Company's management. Our responsibility is to express an opin-
ion on these financial statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. 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 supporting the amounts and disclo-
sures in the financial statements. An audit also includes assessing the accounting principles used and significant esti-
mates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position
of the Company as at March 31, 2003 and 2002 and the results of its operations and its cash flows for the years
then ended in accordance with Canadian generally accepted accounting principles. As required by the Company
Act (British Columbia) we report that, in our opinion, these principles have been applied, except for to the change
in accounting policy for stock-based compensation as explained in note 2(f) to the financial statements, on a consis-
tent basis.

KoM LL?
/
KPMG 1L
Chartered Accountants

Vancouver, Canada
June 13, 2003
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“Years ended March 31, 2003 and 2002

2003 2002
ASSETS
Current assets:
Cash and cash equivalents $ 1,210,076 $ 585,879
Accounts receivable 24,941 38,679
Marketable securities (note 3) 32,392 32,392
Advances and prepaid expenses 10,196 7,192
Total current assets 1,277,605 664,142
Assets held for sale (note 4) - 100,000
Mineral properties (note 5) : 1,701,659 1,628,822
Deferred exploration costs (note 5) ' 31,421,493 31,492,926
Equipment (note 6) 17,198 61,274
Total assets $ 34,417,955 $ 33,947,164
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities: ;
Accounts payable and accrued liabilities $ 228,299 $ 213,209
Due to related party (note 9) 3,050 99,036
Taxes payable 8,796 12,000
Total current liabilities 240,145 324,245
Shareholders’ equity:
Share capital (note 7) 55,719,260 -- 53,470,446
Contributed surplus (note 7(c)) , 24,419 -
Deficit (21,565,869) (19,847,527)
Total shareholders” equity 34,177,810 33,622,919
Total liabilities and shareholders” equity $ 34,417,955 $ 33,947,164

Nature of operations (note 1)
Commitments (note 8)

See accompanying notes to consolidated financial statements.
Approved on behalf of the Board:

W{/K,MNA T

Jan W. Vandersande Jesus R. Martinez
President and Chief Executive Officer
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OF OPERATIONS AND DEFICIT
Years ended March 31, 2003 and 2002

Deficit, beginning of year

(19,847,527)

2003 2002
Expenses:
Amortization $ 17,319 $ 19,357
Capiral taxes (recovery) - ( 15,600)
Consulting fees (notes 7(c) and 9) 189,474 227,023
Directors’ fees and honorarium 12,493 2,000
Interest and bank charges 2,489 2,344
Management fees (note 9) 376,500 96,000
Office and miscellaneous 132,898 159,994
Professional fees 240,203 . 167,444
Promortion and investor relations 213,760 193,010
Property evaluation and maintenance 62,076 108,197
Rent 37,095 126,356
Salaries and benefits 166,550 231,984
Transfer agent and regularory fees 55,697 55,475
Travel 59,944 83,114
1,566,498 1,456,698
Other earnings (expenses):
Interest 19,034 17,901
Loss from write-down of marketable securities - (3,868)
Loss on disposal of equipment (44,862) -
Write-down of mineral properties and deferred exploration (120,435) -
(146,263) 14,033
Loss before income taxes (1,712,761) (1,442,665)
Income tax expense (note 10) 5,581 13,216
Loss for the year (1,718,342) ( 1,455,881)

(18,391,640)

Deficit, end of year $ (21,565,869) (19,847,527)
Basic and diluted loss per share $ (0.03) (0.03)
Weighted average number of shares outstanding 49,345,950 46,734,442

See accompanying notes to consolidated financial statements.
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“Years ended March 31, 2003 and 2002

2003 2002
Cash provided by (used in):
Cash flows provided by (used in) operating activities:
Loss for the year (1,718,342) $ (1,455,881)
Items not involving cash:
Amortization 17,319 19,357
Loss from write-down of marketable securities - 3,868
Loss on disposal of equipment 44,862 -
Write-down of mineral properties and deferred exploration 120,435 -
Stock-based compensation expense 24,419 -
Changes in non-cash operating working capital:
Accounts receivable 13,738 (6,180)
Advances and prepaid expenses (3,004) 48,722
Accounts payable and accrued liabilities 15,090 10,265
Due to related party {95,986) 3,926
Taxes payable (3,204) 6,640

Cash flows used in operating activities (1,584,673) (1,369,283)
Cash flows provided by (used in) investing activities:

Deferred exploration costs - (44,456)

Mineral properties (21,839) -

Purchase of equipment - (19,105} (3.772)

Proceeds on sale of capital assets 1,000 788

Cash flows used in investing activities (39,944) (47,440)
Cash flows provided by financing activities:

Shares issued for cash, net of costs 2,248,814 920,409
Increase (decrease) in cash and cash equivalents 624,197 (496,314)
Cash and cash equivalents, beginning of year 585,879 1,082,193
Cash and cash equivalents, end of year 1,210,076 $ 585,879
Supplementary information:

Income taxes paid 8,201 $ 6,576

Non-cash transactions:

Shares issued pursuant to Rabbit Track
Diamond Project (note 5(c)) - 29,000

See accompanying notes to consolidated financial statements.
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Mounfain Province Diamonds Inc.

3
‘NoTes To CONSOLIDATED
FINANCIAL STATEMENTS

1. NATURE OF OPERATIONS:

On November 1, 1997, Mountain Province Mining
Inc. and 444965 B.C. Ltd. amalgamated and continued
as Mountain Province Mining Inc. under the Company
Act (British Columbia). During the year ended March
31, 2001, the Company changed its name to Mountain
Province Diamonds Inc.

The Company is in the process of exploring its mineral
properties and has not yet determined whether these
properties contain mineral reserves that are economical-
ly recoverable. The continuing operations of the
Company and the recoverability of the amounts shown
for mineral properties and deferred exploration costs is
dependent upon the ability of the Company to obtain
the necessary financing to meet the Company’s liabili-
ties and commitments as they become payable and to
complete exploration and development, the discovery
of economically recoverable reserves and upon fucure
profitable production or proceeds from disposition of
the Company’s mineral properties. Failure to discover
economically recoverable reserves will require the
Company to write-off capitalized costs.

. SIGNIFICANT ACCOUNTING PRINCIPLES:

These financial statements are prepared in accordance
with Canadian generally accepted accounting princi-
ples.

(a) Basis of consolidation:
The consolidated financial statements include the
accounts of the Company and its wholly owned
subsidiaries, Mountain Province Mining Corp.
(U.S.A.) and Mountain Glen Mining Inc. All sig-
nificant intercompany amounts and transactions
have been eliminated on consolidation.

(b) Cash and cash equivalents:
Cash equivalents consist of highly liquid invest-
ments that are readily convertible to known
amounts of cash and generally have maturities of
three months or less when acquired.

(c) Marketable securities:
Markerable securities are carried at the lower of cost
and marker value.

12

Years ended March 31, 2003 and 2002

(d) Mineral properties and deferred exploration costs:
The Company accounts for its mineral properties
whereby all direct costs telated to the acquisition,
exploration and development of these properties are
capitalized. All sales and option proceeds received
are first credited against the costs of the related
property, with any excess credited to earnings.
Once commercial production has commenced, the
net costs of the applicable property will be charged
to operations using the unit-of-production method
based on estimated recoverable reserves. On an
ongoing basis, the Company evaluates each proper-
ty based on results to date to determine the nature
of exploration work that is warranted in the future.
If there is little prospect of future work on a proper-
ty being carried out, the deferred costs related to
that property are written down to the estimated
amount recoverable.

The amounts shown as mineral properties and
deferred exploration costs represent unamortized
costs to date and do not necessarily reflect present ot
future values.

All general and administrative expenses are
expensed as incurred.

(¢) Equipment:
Equipment is initially recorded at cost and amor-
tized over their estimated useful lives on the declin-
ing balance basis at the following annual rates:

Asset Rate
Furniture and equipment 20%
Computers 30%

() Stock-based compensation:
Effective April 1, 2002, the Company adopted the
new recommendations of the Canadian Institute of
Chartered Accountants with respect to the account-
ing for stock-based compensation and other stock
based payments. The new recommendations are
applied prospectively.

No compensation cost is recorded for options grant-
ed to employees. Consideration paid by employees
on the exercise of stock options is recorded as share
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(f) Stock-based compensation (continued):

capital. The Company discloses the pro forma
effect of accounting for these awards under the fair
value based method. The Company accounts for all
stock based payments to non-employees, and
employee awards that are direct award of stock,
granted on or after April 1, 2002, using the fair
value method.

Under the fair value based method, stock-based
payments to non-employees are measured at the fair
value of the consideration received, or the fair value
of the equity instruments issued, or liabilities
incurred, whichever is more reliably measurable and
are amortized over the vesting period. The cost of
stock-based payments to non-employees that are
fully vested and non forfeitable at the grant date is
measured and recognized at that date.

(g) Income taxes:

The Company uses the asset and liability method of
accounting for income taxes. Under the asset and
liability method, future tax assets and liabilities are
recognized for the future tax consequences attribut-
able to differences between the financial statement
carrying amounts of existing assets and liabilities
and their respective tax bases. Future tax assets and
liabilities are measured using enacted or substantive-
ly enacted tax rates expected to apply to taxable
income in the years in which those temporary dif-
ferences are expected to be recovered or settled. The
effect on future tax assets and liabilities of a change
in rax rates is recognized in income in the period
that includes the enactment date. The amount of
future income tax assets recognized is limited to the
amount that is more likely than not to be realized.

(h) Loss per share:

Basic loss per share is calculated by dividing loss
available to common shareholders (to the Company
this is loss for the year) by the weighted average
number of common shares outstanding. In addi-
tion, the treasury stock method is used to compute
the dilutive effect of options, warrants and similar
instruments.
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(1) Foreign currency translation:

Monetary assets and liabilities expressed in a foreign
currency are translated at rates of exchange-in effect
at the end of the year. Revenue and expense items
are rranslated ar the average rates for the months in
which such items are recognized during the year.
Exchange gains and losses arising from the transla-
tion are included in the statement of operations.

(j) Financial instruments:

The fair values of the Company's cash and cash
equivalents, accounts receivable, accounts payable
and accrued liabilities and due to related party
approximate their carrying values because of the
immediate or short term to maturity of these finan-
cial inscruments. The fair value of the marketable
securities is disclosed in note 3.

(k) Use of estimates:

The preparation of financial statements in conform-
ity with Canadian generally accepted accounting
principles requires management to make estimates
and assumptions that affect the reported amounts of
the assets and liabilities and disclosure of contingent
assets and liabilities at the date of the financial state-
ments and the reported amounts of revenues and
expenses during the reporting period. Significant
areas requiring the use of management estimates
relate to the determination of impairment of miner-
al properties, deferred exploration, assets held for
sale and capital assets and their useful lives for amor-
tization or depletion. Actual results could differ
from these estimates.

3. MARKETABLE SECURITIES:

The quoted market value of marketable securities at
March 31, 2003 was $100,178 (2002 - $32,392).

4. ASSETS HELD FOR SALE:

During the year ended March 31, 2001, the Company
wrote down the assets held for sale by $1,220,211 to
$100,000, being the estimated net amount to be real-
ized on a proposed sale of the assets. As of March 31,
2003, the Company is no longer attempting to sell
these assets and the carrying value has been reclassified
from assets held for sale to the Haveri mineral property
project (note 3).




Mountain_Province Diamonds Inc.

“‘NoTEs To CONSOLIDATED

FINANCIAL STATEMENTS
Years ended March 31, 2003 and 2002

5. MINERAL PROPERTIES AND DEFERRED EXPLORATION:

Acquisition costs:

2003 2002
AK/C]J claims $ 3,847,553 $ 3,847,553
Proceeds received on sale of royalty (2,295,000) (2,295,000)
1,552,553 1,552,553
Baffin Island Project 27,267 27,267
Rabbit Tracks Diamond Project - 49,000
Ketza River Project - 1
Molanosa Diamond Project - 1
Haveri Project 121,839 -
$ 1,701,659 $ 1,628,822
Deferred exploration:
Baffin Island Rabbit Tracks
AK/C] Project Diamond Project Toral
Balance, March 31, 2001 $ 30,861,544 $ 556,973 $ 29953 $ 31,448,470
Exploration expenditures:
Airbomne and geophysical survey - - 28,764 28,764
Consulting and other professional
services - 2,307 3,776 6,083
Line-cutting - . - 12,000 12,000
Report and filing fees - 669 - 669
Travel, transportation and supplies - - 8,537 8,537
Reimbursement of costs by
provincial government - - {11,597) (11,597)
- 2,976 41,480 44,456
Balance, March 31, 2002 30,861,544 559,949 71,433 31,492,926
Write-down of deferred exploration costs - - (71,433) (71,433)
Balance, March 31, 2003 $ 30,861,544 $ 559,949 $ - $ 31,421,493

(a) AK/C] claims:
Effective November 1, 1997, the Company held a 90% interest in the AK/CJ claims located in the District of
Mackenzie, Northwest Territories. Camphor Ventures Inc. ("Camphor") held the remaining 10% interest in
the claims.

Pursuant to a joint venture agreement between the Company, Camphor and De Beers Canada Exploration Inc.
("De Beers Canada"), De Beers Canada was granted the right to earn up to 2 60% interest in the AK/CJ claims
by spending specified amounts on further exploration and development of the properties.

14
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Years ended March 31, 2003 and 2002

5. MINERAL PROPERTIES AND DEFERRED EXPLORATION

(CONTINUED):
(a) AK/C] claims (continued):

In March 2000, De Beers Canada agreed to
carry all subsequent costs incurred and commit-
ted to certain minimum expenditures and activ-
ities per year. In return, De Beers Canada was
to earn its 51% interest on completion of a
desktop study of the project. This study was
completed and presented in August 2000. Thus
the Company currently holds a 44.1% interest
and Camphor a 4.9% interest. Decisions are to
be jointly (via a management commirttee con-
sisting of two members each from De Beers
Canada and the Company) made as to the fur-
ther progress of the project, and specifically the
timing of possible full conceptual pre-feasibiliry
and feasibility studies. De Beers Canada is to
update its desktop study on an annual basis up
to and including 2004 and continue to fund the
exploration and development work. Once the
desktop study shows that an internal rate or
return of 15% can be achieved, De Beers
Canada is to proceed with a feasibility study. If
they do not proceed with the feasibility study,
De Beers interest will be diluted down to a
30%.

Upon completion of a feasibility study, De
Beers interest in the claims shall increase to
55% and upon development, construction and
commencement of production of a commercial
mine, De Beers interest shall increase to 60%.

All costs paid with respect to the expenses
incurred by the venturers shall be repaid first to
De Beers for all exploration and development
costs incurred by De Beers outside of the
Kennedy Lake area since March 8, 2000 out of
100% of annual available cash flow (i.e. cash
flow after provision for ongoing operating and
non-operating costs including third party debt
repayments) from any mine constructed on the
property with interest at a rate equal to LIBOR
plus 5% compounded annually; then to all ven-
turers for all other exploration, development
and mine construction costs out of 90% of
annual available cash flow from any mine con-
structed on the property with interest at a rate
equal to LIBOR plus 4% compounded annual-
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ly; and the remaining 10% of such available
cash flow shall be distributed to the participants
in proportion to their respective participating
interests.

During the years ended March 31, 2003 and
2002, the venturers allowed certain claims to
lapse. As the claims that were retained relate to
the area that is of interest, no write-down has
been taken related to the lapsing of the claims.

(b) Baffin Island claims:

Pursuant to an agreement dated July 13, 1999,
the Company was granted an option to acquire
a 50% interest in four mineral claims located in
the Northwest Territories and Nunavut
Territory. In order to exercise the option and
earn the 50% interest in the property, the
Company had to incur expenditures on or in
respect of the property of not less that $300,000
on or before July 13, 2000. The Company has
incurred the minimum required expenditure
and exercised its option. Upon commencement
of a bulk sampling program, which has yet to
occur, the Company must issue 50,000 fully
paid common shares to the optionor and upon
commencement of a full feasibility study of the
construction and development of a mine on the
property, the Company will issue a further
50,000 common shares to the optionor.
Subsequent to entering into the agreement, the
Company staked another claim that is subject to
the option agreement.

(c) Rabbit Tracks Diamond Project:

During the year ended March 31, 2003, the
Rabbit Tracks Diamond property in Manitoba
was written down to a nil value as the Company
will not be proceeding further with exploration,
and will not be renewing the claims.

(d) Haveri Project:

The Company has a 100% interest in this min-
eral property located in Northern Europe.
Pursuant to an amended acquisition agreement,
the Company has granted a third party a right
to receive an aggregate COmmenCement’Of‘prO'
duction payment of US$500,000 phased over
two years.
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FINANCIAL STATEMENTS
Years ended March 31, 2003 and 2002

5. MINERAL PROPERTIES AND DEFERRED EXPLORATION October 10, 2004 by delivering written notice
(CONTINUED): ) confirming a cumulative total of $650,000 in
(d)Haveri Project (contlnued):' ) expenditures; and the remaining 19% undivid-

On October 10, 2002, Vision Gate Ventures ed interest at any time prior to October 10,
Limited ("Vision Gate") was granted an option 2005 by delivering written notice confirming a
to acquire a 70% undivided interest in the cumulative total of $1,650,000 in expendi-

Haveri Mine. In exchange for this option,

tures.
Vision Gate must expend a total of $1,650,000
in exploration and development expenditures Once a positive feasibility study of the con-
over three years as follows: struction and development of a mine on the

property is complete, Vision Gate will issue

By: 200,000 of its common shares to the Company.
Ocrober 10, 2003 $ 50,000 Once commercial production begins on the
October 10, 2004 600,000 property, Vision Gate will issue a further
October 10, 2005 1,000,000 200,000 of its common shares to the Company.

Vision Gate is entitled to terminate the agree-

. _ ) ment at any time prior to the exercise date on
Vision Gate may exercise the option as to a 30 days written notice.

51% undivided interest at any time prior to

6. EQUIPMENT:

Accumulated Net book

2003 Cost amortization value
Furniture $ 11,088 $ 8,364 $ 2,724
Equipment 15,497 4,663 10,834
Computers 14,584 10,944 3,640
$ 41,169 $ 23,971 $ 17,198

Accumulated Nert book

2002 . Cost amortization value
Furniture $ 59,255 $ 42,438 $ 16,817
Equipment 73,548 54,945 18,603
Computers 108,523 82,669 25,854
$ 241,326 $ 180,052 $ 61,274
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Years ended March 31, 2003 and 2002

7. SHARE CAPITAL:

* (a) Authorized:

500,000,000 common shares without par value

(b) Issued and fully paid:

Number
of shares Amount
Balance, March 31, 2001 62,166,188 $ 69,337,518
Less: shares owned by wholly owned subsidiary (16,015,696) (16,816,481)
46,150,492 52,521,037
Issued pursuant to acquisition of Rabbit Tracks
Diamond Project (note 5(c)) 50,000 29,000
Issued for cash pursuant to:
Private placements 1,636,912 902,409
Exercise of stock options 30,000 18,000
Balance, March 31, 2002 47,867,404 53,470,446
Issued for cash pursuant to:
Exercise of stock options 544,900 607,829
Exercise of warrants 2,169,766 1,640,985
Balance, March 31, 2003 50,582,070 $ 55,719,260

(¢) Stock options:

The Company, through its Board of Directors and shareholders, adopted a November 26, 1998 Stock Option
Plan (the "Plan") which was amended on February 1, 1999. As at March 31, 2003, the Company has
2,399,100 (2002 - 3,661,000) stock options outstanding in total, comprised of 1,919,100 (2002 - 2,045,000)

granted inside the Plan and 480,000 (2002 - 1,516,000) granted outside the plan.

Number Weighted average

of shares exercise price

Balance, March 31, 2001 2,197,036 2.38
Granted 1,845,000 1.27
Exercised (30,000) 0.60
Expired (261,700) 3.46
Cancelled (89,3306) 1.72
Balance, March 31, 2002 3,661,000 1.78
Granted 364,000 1.61
Exercised (544,900) 1.12
Expired (1,081,000) 2.78
Balance, March 31, 2003 2,399,100 $ 1.46
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7. SHARE CAPITAL (CONTINUED):
(c)Stock options (continued):
The following table summarizes information about the stock options outstanding and exercisable “at

March 31, 2003: |

Options Outstanding Options Exercisable
Weighted Weighted Weighted
average average average
Range of Number remaining exercise Number exercise
exercise prices of shares life price exercisable price
$0.60 - $0.67 325,000 3.2 years $0.63 325,000 $0.63
$1.01 - $1.50 1,520,500 3.2 years 1.37 1,520,500 1.37
$1.71 - $2.25 553,600 1.0 years 2.19 507,000 2.24
2,399,100 2.7 years $1.46 2,352,500 $1.45

At March 31, 2003, there were 46,600 options with an exercise price of $1.71 that vest between April 30, 2003
to December 31, 2003. All other options are fully vested.

During the year ended March 31, 2003, the Company granted 339,000 options to directors, officers and
employees at exercise prices ranging from $1.36 to $1.71 per share. The weighted average fair value of the
options granted to employees in 2003 was $0.26. In accordance with the Company’s stared accounting policy
(note 2(f)), no compensation cost is recorded in these financial statements for share options granted to direc-
tors, officers and employees.

The Company also granted 25,000 options to a consultant during fiscal 2003 at an exercise price of $2.06 per
share. These options had a term of five years or 30 days after cessation of the consulting arrangement. The fair
value of the 25,000 options granted to the consultant has been estimated to be $24,419 and has been record-
ed as consulting expense in the year ended March 31, 2003.

The table below presents pro forma net loss and net loss per share using the fair market value method of
accounting for all employee stock-based compensation plans. The pro forma adjustments presented below per-
tain to the 339,000 new options granted to employees since adoption of the new stock-based compensation
standards on April 1, 2002 as described in note 2(f). The pro forma disclosure does not include the effect of
awards granted before April 1, 2002.

Reconciliation of pro forma net loss to common shareholders:

Net loss as reported $ (1,718,342)
Pro forma adjustment (69,957)
Pro forma net loss $ (1,788,299)
Pro forma basic and diluted loss per ’share $ (0.04)
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7. SHARE CAPITAL (CONTINUED):
(c)Stock options (continued):
The fair value of the options granted to employees and non-employees in 2003 has been estimarted on the date
of the grant using the Black-Scholes option pricing model with the following assumptions:

Dividend yield 0%
Expected volatility 62% - 75%
Risk-free interest rate 4.0%
Expected lives 1 to 30 months

(d)Share purchase warrants:
The following presents the continuity of share purchase warrants outstanding;

Balance, Balance,
March 31, March 31, Exe;cise
Issue date 2002 Issued  Exercised Lapsed 2003 price . Expiry date
September 15, 2000 983,666 - (983,666) - - $0.80  September 15, 2002
October 24, 2000 880,066 - (755,066) (125,000) - 0.80 October 24, 2002
December 6, 2001 1,636,912 - (431,034) - 1,205,878 0.58 December 6, 2004
3,500,644 - (2,169,766) (125,000) 1,205,878

. Balance, Balance,

March 31, March 31, Exercise
Issue date 2001 Issued Exercised  Lapsed 2002 price Expiry date

September 15, 2000 983,666 - -
October 24, 2000 880,066 - -
December 6, 2001 - 1,636,912 -

983,666 $0.80  September 15, 2002
880,066 $0.80 October 24, 2002
1,636,912 $0.58 December 6, 2004

1,863,732 1,636,912 - 3,500,644

8. COMMITMENTS:
The Company is committed to total minimum payments of $16,910 under operating leases that expire in 2004,

The Company has entered into a consulting agreement with an officer of the Company which provides for sev-
erance in an amount thart is equal to the greater of (i) three times annual salary; and (i) US$504,000. The sev-
erance is applicable in the event of termination without cause, in certain change of control conditions of the
Company or if che respective officer ceases to be a director of the Company for any reason provided there is an
absence of just cause.
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9. RELATED PARTY TRANSACTIONS:
Included in management fees during the year ended March 31, 2003 is $45,000 (2002 - $96,000) for management
services to a director of the Company and a $331,500 (2002 - nil) severance payment to a director.

During the year ended March 31, 2003, the Company paid $193,301 (2002 - $207,913) for consulting, manage-
ment, property evaluation and administration services to a director and to companies in which other directors have
an interest.

During the year ended March 31, 2003, the Company paid $20,340 (2002 - $35,200) for secretarial and public
relations services to individuals related to a director of the Company.

As at March 31, 2003, $3,050 (2002 - $99,036) was owed to directors of the Company. Amounts are repayable
on demand, unsecured and non-interest bearing.

10. INCOME TAXES:

Income tax expense (recovery) differs from the amounts computed by applying the combined federal and provin-
cial tax rate of 42.6% (2002 - 42.6%) to pre-tax income from continuing operations primarily as a result of loss-
es, the tax benefit of which have not been recognized. Income rax expense of $5,581 (2002 - $13,216) relates to
large corporations tax.

As at March 31, 2003, the tax effect of the significant components within the Company’s future tax asset (liabili-
ty) are as follows:

- 2003 2002

Mineral properties and deferred exploration $ (286,000) $ (715,000)
Loss carry forwards 3,827,000 5,414,000
Equipment 167,000 145,000
Other 4,000 -
3,712,000 4,844,000

Valuation allowance (3,712,000) (4,844,000)
Net future income tax asset (liability) $ - $ -

At March 31, 2003, the Company has available losses for income tax purposes totalling approximately $9.0 mil-
lion, expiring at various times from 2004 to 2010. Of the available losses $3.6 million are subject to acquisition
of control rules which may restrict their future deductibility. The Company also has available tax pools of
approximately $32.5 million, which may be carried forward and utilized to reduce future taxable income.
Included in the $32.5 million of tax pools is $24.5 million that is successored, which can only be utilized against
taxable income from specific mineral properties. ‘
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