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MANAGEMENT’S DISCUSSIOV AND AVALYSIS

OF FINANCIAL CONDITIONS AND RESULTS OF OPERAT]ON ATM ARCH 31, 2004

DATED MAY 12, 2004

Management’s Discussion and Analysis (“MD&A”) of finaricial ‘condition ‘and’results of
operation of DRC Resources Corporation (“the Company™ or *DRC?)-far the first . quarter
ended March 31, 2004 should be read in-conjunction:with'the Comipanyisiconsolidated
financial statements and corresponding notes for the period ending'March 31:2004. The
focus of this discussion is on material changes and mformahon relat‘ma lo“he current
period and may exclude certain information disclosed in the - previous, perl ‘d ‘dlscusswn

DRC prepares and files its consolidated financial statemerits-and” MD&A in"Canadian
(“CDN™) dollars and in accordance, witli Canadlan generalIy’ ccepted accounting
principles (“GAAP”). . ) :

Overview < Fre :
DRC Resources Corporation with head office loddted: in' ’Vancduvér Brmsh‘ Coiumbla
was mcorporated in 1980. The Company is a deve[opmem stage, resource company
engaged in the location, acquisition, evaluation, exploranon and deveropment ‘of minera}
interests. At the date of this report (May 12, 2004) the Company’s issued: share capital
was 13,236,766 million shares which are listed on the Toronto Stock Exchange (TSX
symbol DRC). The main project of the Company is the Aﬁdn’Coppe’r Gold” Project,
located 10 kilometers west of Kamloops, British Columbla ‘The Company alsé owns a
mineral interest in Ontario which is being maintainied With no further work program
presently planned.

[N

The Company’s business is managed by ditéétors and eXécutive with professwnal
backgrounds and many years experience in the mining 1ndustry, augmented by
independent geologlcal and mining professmnals (quahfed persons) retained -to, advise
the Company on its main project. ) v IR R

IS PRI K R T n Ll IEAP VAR ML LE Y FU 24
In evaluating the Company’s financial condition.and performance, management ,,loc;ks at
DRC’s relative position in the context of reporting mineral exploration companies in
Canada. In that context, management sees the Company as emerging from junior to
advanced exploration stage, in which its"decision making ‘capibilitiessill undergo more
rigorous testing as DRC moves toward the develdpment and' productioii “stages on its
advanced Afton Copper-Gold Project. How effectively the Company, meets the.new
issues and challenges wil} depend upon some planned staff additions and:the management
of priorities in conduct of the Afton Copper-Gold' Project. ‘Managentent feels that the
Company has been successful to date due to selection of highly qualified technical
advisors, on-site atiention of management to conduct of exploration wgrk undefstandmg
of what constitutes a successful exploration attempt and careful cash | management Allof
those qualities must continue and be improved to meet the challenges of higher cost
activities (underground vs surface exploration). While a general)y’ xmproved economic
chmate in the mining mdustry has greatly assisted in-the monEy ralsmg area, the main

and contract labour which is expected to result in a general increase. in casts and,
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possibly, delay in getting jobs done. Hence, staffing and cost management-are expected
. 'to'be the main challenges to company stewardship in the near term.

Progress and Qutlook B

During the first. quarter 2004 the Company focused on the design of the underground
exploration decline for the Afton Copper-Gold Project (“Afton Project”), located near
Kamloops, British Columbia. As a mineral exploration company. the future liquidity of
DRC will be affected principally by the level of exploration expenditures and by its
ability toiraise - capital through the: equity ‘markets. Cornipletion of a:$24.15 millien
ifinaneing at the beginning of November, 2003 put the Company in-a cash position more
than sufficient to'fund planned explorauon expenchtures and meet ongomg obhganons as
they become due. ‘ S ot

<The -Company :is moving forward with its plan io advance the Afton Project through thie
feasibility stage-by!carrying outan underground éxploration and development program as
‘recommended:int the February 2004 update of Behre Dolbear & Company’s. advanced

_Scoping:Study:that included an econorhic: evaluation:of the Afton Projecty Kamloopb, B.C
in comphance thh National Policy 43-101-(filed" on. SEDAR). .

The Adva ced Scop mg Study conﬁrmed that (
the potenna Y developmem of il undergr d bulk tonnage mmmg operanon at ‘Afton.
cuect stansncs are outlmed belo

ane of several possnble mmmg methods had

et ST Ly

[

Afton Pro;ect Statistics

Mineral Resource Measured and Indicated” 68,700,000 tonnes  1.68% Cu g
. Inferred Resource } 7,450,000 tonnes  1.61% Cu g4
Mmeral Resource Within thé  Measured, and Indlcaled " . 46,983,000 tonnes ~ 1.72% Cu g
Proposed Mine Plan” """ ‘Inferred Resource T '4543.000 tonnes, .1.72% Cu g,
Tatal Resource Material to be
Recovered by the Mine Plan ~ All Categones 51,526,000 tonnes  1.72% Cui gy
Metallurgical Recovery: * . Copper' S e v 90%
B RTINS SN ¢ Gold. " L PR B 90%
f Silver., » Wit P e 0 15%
ir e i el o, Palladiom, .. o0 ! o 74%,
Mining Method Underground Panel (Block) Caving
Production Rate (Mine & Mill) 9,000 tonnes per day
Mine Life et et s i . 17.8 years
,Average Annual Production Copper . o w29 350 tonnes
e e Gold ' T o 710000unces
R D nhEieér ‘ ' 178,100 sunces
e o L 2l palladigm ¢ L 7,700 ounces
Initial Capital Cost® ' $140,034,000
Working Capital and Initial Inventory $9,700,000
On-going Capital $191,351,000
Unit Operating Cost {at full pmducnon) e 8077 oime ‘milled
Net PresentValue -« 0% A v $418,206,437
Py S 5% ‘*"!’ ER ceocha e n §R03,578,770
7.5% e ftee - K $140,373,936
10% $94.,306,153
. Internal Rate of Return o A{pre-rax) .. . . L R o ... 26.68%
T (aftertax), .. 1. .. o 19.94% |
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i oot )

Payback Period ™ """ o ] ] 3.7 years
Notes: [ Aftan Main Zaiie Only ({0 0. 7% Ci g, cut-off grade; o . - o
2 See Note on Page 17, Section 3.0
3 Currency used throughaut is $Canadian
Metal Price Used  Recovery
USS;) ENEE TN NS
“Copper :30.85/b. G0% . R T e B ST
Goid 375/0z, 90% L R N
! Silver ' $.28/0z. - 5% 3 o R oo
Palladium 5 $20070z 4% e RN G

i - . . ey, \ el
S)wmfcantfaddmona! expendlture wxll be requlred to: estabhsh that deve)opmem of the
Afton Project is.feasible as a large high-grade copper-gold mine.; Rlsmg ;COPPEr: demand
and prices.have .increased -interest in -advanced, .projects such as. the; Afton: and.are
expected to make production ﬁnancmg obtainable. s g

R RS TSI AN I

.DRC -employs- a-comprehensive, QA/QCxuprogram: intluding the use of standards sand
internal. and external-check samples. -Behre Dolbear has reviewed. theiQA/QC. prograin
and is-of the opinion. that .it- meets or exceeds_industry standatds.!s ndustry-accepted
methods. were used-for grade estimation.using ordinary kriging (2 method of determining
a weighted average in such ‘a way .that-the gedstatistical’ estimation variance :of. the
weighted average i is minimized). The assays ere compos;t d into 10 metre down-hole
composnes Reasonabfeness of gr'dg mterpolat\on was rew d’ by vxsual mspecnon of
sections dlsplaymg ‘biotk madel grades, drxll Hole’ composnes ‘and’ geology wwith g
agreement being observed. In accordancé with National Instniiient 43-1G1, 56th’ the
updated Mineral Resource Smdy and th updated advanced Scopmg Srudy were filed on
SEDAR. : S N

The resourceq dev¢]opcd by DRC Resour t reserves and, until- such time-as,
resources are proven to be reserves, “thiefe"is a risk that' the COmpany n;iay noi achlev
ongoing operations from’which it may derive significant i mcome :

The Company has held and is ‘coniin'uin’g"discuss/ibns‘.with, senior members:of the mining
and minerals processing industries with the objective: of moving the Afton Project:
through the feasibility stage to production. The Con‘pany is in process of confidential’
discussions concermng production financing witha number of. nnnmg compames

smelters and fnancnal institutions. . ‘

On March 22, 2004 Mr. Michael W.P. Hlbbms Jomed the executive feam as’ a's T
'of‘ﬂcer VlCE President of Exploration & Development for ‘thé" Afton Copper-Gold

Prolect He will be responsible for managing the des1gn Jimplementation and superwsmn
“of the underground exploration program to advaqce the Afton Pro;ect throuzh the
. feaqxbllny stage.” o

sy

Sclected Annual Information . '
The selected financial data appearing be]ow for th., first quarter endmg March 31 2004
2003, and 2002 are set forth in Canadian dollars and extracted from the audited
Consolidated Financial Statements (filed on SEDAR). °

DRC's financial statements are preparedi in accordance with- generally * accepted
accounting principles (GAAP) that apply in Canada. The selected.- financial data
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appearing in the first table below is presented in accordance with Canadian GAAP and
should be read in conjunction with, and is qualified in its entirety by reference to DRC
Resourges’ audited Consolidated Financial Statements. .

voted . |

at N e voare Al Guarter Ended - ¢ Quarter Ended Quarter Ended

e P e -- ) March. 31,2094 ‘March 31,2003 .. . .| March 31,2002

Operating Reverwe . .. - ... 4 . . 171306 24720 . 33438
Net Income {Loss) e LA 62,395 - 1 (119,800) L {48,180)
Income (Loss) per Share 0.01 (0.01) (0.01)
,;T,o_t,alvAss‘egs‘_:, e b 293136541, - . 6,358849.), .. .. 5,892,449
:Net Assets: .« s e oy 28,404,871 2 6,195,689 . 5,554,691
‘Fumre'lncomeTaxes : OMOy ) (15,944) | fe 412,728
C sh Dmdends per share o f" “ A it D 1
Deficit., o G008 890) | (18727141 (1615187
-Capitat Stock..: L] v 31,318,861 ;. 8068403, .- 7,169,878
‘Wé)ghtedAverageNumoerof -".;-]»2':92'0559 g 191 766 il '§.483,766
Shares N R A R R

Durmg the first quarter.of 2004, $915,500 was received by the Company for the exercise
of 305 000 stock opuons The Company also recexved 9,790 from sale of ¢ equity shares
hld in'publicly trided company Planet Ventifes' Ind, With approxxmatcly $25 mlllxon in
cash assets, DRC currently has sufficient funds to'meef’its obhgauons and to'carry out its
exploration plans for at least the next 24 months. There is no assurance that DRC will in
the future be able to obtain all. the ﬁnancmg it requues on acceptable terms and
conditions, or at all. The only sources of future funds presently av. ailable to DRC are the
sale of equity capital or the offering of an interest in its properties to be earned by another
person or firm carrying out further exploration or developmem of the pmpemes

Tty e Nt AE
; . i L IS s
Operatmg Resu!ts r ,r R [EEE
During the: first quarter 2004 the main focu.' of the Company ‘has been arrangmg start of
the underground exploration decline of the Afton Project in Kamloops, B.C. as déscribed
in the Rrogress.and Qutlook sectjon.above. sDRC’s exploration program in 2004 is also
desxgned totest;sevetal other areas of the Afion Project property, the Pothook and Ajax
mineral ‘zones by surface!diamond drilling where indicated. ' The exploranon programs
will:be paid for out of working capttal PPN .

Thé "advanted 'Scoping Sthdy on 'the' Aftoh Main Mmeral Zone prepared by Behre
Dolbear and Company Ltd., is based on a Mineral Resource (all categories) of 76 nnlhon
tonnes and indicates! that panel ¢avé mining : and conyennonal flotation technology dre
viable methods of apphcanon for mmmg and procesmmr ofa5l.s Million Tonne Mineral
Resource The Study md)cate$ an eshmated life of mme cash operatmg cost of US$0.15
per pound of copper and a total operating cost, of less than US$50.40 per pound of copper,
both costs being net of precious metal credits. A copper price of US$0.85/1b was used in
the economic calculation for this study. Persistence of the current robust metals market,
in-which copper prices have exceeded US$1:20 per pound, would enhance the economic
potential of the AftonProject, . The Company is‘proceeding directly to the feasibility
stage ‘and implementing the final des;gn of the underground workmgs The Company
will tender the: underground contract in early second quarter:: o -

fi ] [ [PNT
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The Company has expended over $5'milion or thé Aftdén Pro;ect éXploratidn program {6
date’ which . includes but is. not. Jlmned to. the- cost-of an economic evaluation by the.
Compény’s mine’ engmecnng ‘consiiltants, Behré Dolbear &. Company Ltd.,metallurgical .
test work, geophysical ‘surveys, and the surface diamond drill exploration -prograra,
consisting of 109 diamond drill holes for a total of 53,009 metres (175,000 ft). .0 -

' wE e

Thie. ihitial estimate”df $17,748,000 ;for"these costs ober the next 18.mofiths ‘throtigh:
feasibility were included ins the_scoping’study by the Company’s principal-project
consultant, Behre, ,Dolbear & Company ;Ltd., to icover all required. cansplfing!
professionals and .the internal adminjstrative, plannmg and superwsory group costs{
Recent reviews and engmeenng reécommendations for chariges to the’ underground’
exploration’ program indicate ‘o’ potential for feducing dverall costs by. some 20%.* The'
change‘involves redicing the’length of the decline and placement in a more adwantaggous;
location for the underground exp]oratron program.. A .$12. mrlhon underground
exploranon program xs planned for 2004 )

- - i

This program wrl\ be funded ot of avarlable workmg caprtal‘ ] I( 15 expected that
budgeted costs may be modrﬁed and adjusted downward to reﬂect exact method of
underground deve)opment rmp)emented '

TR

ove have been filed on SEDAR "A‘drrect

1pax‘w s weosne \\‘W\x’ drcrecourr:ee comr

Note: Certaifi techmca] reports outhmng th
lmk to SEDAR may oe found oh the C

Summary of Qnart.eriy Inl'or.rnz:lt'ionA ’
The selected financial data appearing below for the last completed 8 quarterly periods
beginning June 30, 2002 and ending March 31, 2004 are set forth tnGanadia:y dolars

and extracted from the audrted and intefith- Consohdated Financial: Staterents. (f led on
SEDAR). D e T e oy e o :

DRC’s financial" statements-*are prepared -ifi’dccordance with © genera]ly accepted
accounting.- principles (GAAP) that {3pply sir .Canada.. . The. selected: financial “data
appearing in the first table below is presented in accordance.-,wizh Canadian GAAP:: - ..

The following selected financial data should be read-in conjunction with, -and i’ quatified
in its entirety by. reference to, DRC's audited and mtenm ConsolLdated Fmancral
Statements.

The Afton, Coppe Go d Pl‘OjCCt expiorat'on programs are the oniy srgmﬂqang
cxpendrturcs In progress, AI] exploratron has been funded by.s exte 131 f'n C
issue_of securities of DRC. The' Company Tas no current | ongoing mining
Income 15 défived solétyt from interest on’ avar!éble \vorkmg caprtal th
cxpendrturém exp]oratlon and devélopment

LRIt

Foreign currency.: ﬂuctuanons had 2 \'ery hmlted neganve ef‘fect on, DRC olher income
and expenses. .It should be.noted that forecasts of revenues described in the Scoping
Study. on the Afton project could besnegatively impacted: by a rising; Canadian dollar (or
devaluing US dollar), since all such future concentrate product sales would be conducted
in US currency, while production costs would be incurred in Canadian dollars.




For purposes of illustrating management explanation and discussion of the Cbinﬁany’s
financial condition and results of operations, please refer to the following table of
comparative selected quarterly f nancnal mformatlon

oy

e ot st oL
-Jun 30 Mar 31| Dec - 31 | Sept 30} Jun 30

Quarter. ) Mar 31 Dec 3) , 30 30 ‘
‘Endmg ¥ ’2064 c 2003 Sla0n3 U] 20037 2002 ’ 2002 C2002
Ope,anng_ 7306 | 1582|2160 1 [ 3305 24730 30, P 30 085 ] 3.400
Revenug -#0 7f ot - o P R o . . i . .
{Loss) - .y i o e b IR R T L |

Net Income/

T1503 199528 (70410)\ n41.9\.\7_‘> {103.856) | (1703877 | (51.07%), | (85283

S ‘\‘f’r"'}'v:n_' . LS ETIN] TR FEE T

R N (uon (007)

0L 003 o0 Tl
I § ! [ RIS P e
Net 62,395 -1 +809.697) (105 943] (I82 930) [4119.800)' [ (100.616) | (62,734) 1 25,523 .
IncometLoss) - S - _
Net Idaine, | | 00T = [10:09) (oon j @82y S fBl) [ 000 [ o.eiF | (0.00)
(Loss) per '

Share .

TS

"7 Liguidity' & Capital Resources . '

Working Capital.at.end of Quarter DRC Resources had no. long term debts and workmg
= --years 20014' ”2'(‘)03 and 2007 Net equity ﬁnancmgs of $4,904, }20 in 2000, $1 935 515 in
2002 and $22 300, 250 in 2003 were me prmcxpal sources of working capnal ‘

Dunng the ﬁrst quaner 2004 mterest income, a. small cil .and gas royalty ‘and other
income provxded for approximately 174 59% of the Company s administrative costs. In
the same period in 2003, and 2002 interest, royalty intome and a foreign exchange gains
provxded for, . respe«.twely, “approximately ‘19.22% and.35.17% of the Company’s
administrative costs.

In 2000 DRC Resources’ working capital increased. significantly due to funding provided
by a §5. milljon, Special, Warrants Private Placemem Offering, which put the. Compary in
a position to make a commitment to a large exploration program on its Afton Copper-
Gold Project. [n 2002 a $2.1 million private placement of flow-through shares was added
to exploration funding and in 2003 a $24. 15 million pnvate place of common shares
significantly increased the-working capital., o

fiferest mcome ‘o it workmg capxtaI cOthbined with a favourable exploration cost
experiencé of 'thie Afion Copper:Gold Project leave DRC with workmg dapital adequate
to meet its administrative costs and property maintenance programs’ through ‘the year
2005. . DRC’s working capital is sufficient to' meet all: its. present requirements as an
exploration company. In order to be in a position to move to the development stage of its
Afton Copper-Gold Project, DRC realized that it would be expected to raise as much as
10% of the expected capital requirement of about S14O million, in order to -attract an
instinitional lender or mine financing partner, such as a smelter, to the project. The
$24.15 million ﬁnancmg in November 2003 achieved this’ objective, with the result that
the Company is now engaged in discussions concerning project financing, project
participation and cancentrate sales arrangements with a number of mining companies,
international smelte\s zmd fmanc:al msmunons that have expressed an mterest in the

6




Afton Copper-Gold Project.

a R oo

By Qpnon to,tPurchase,.,Agreemem (“the Op'ron) dated Septen)ber 22 1999 DRC i
Resources acquired the exclusive right for 90 days to purchase a 1068 undrvrded
working inferest in the-Afton 1 —117incl. mineral Claims; Record Nos, 372023 — 372026
incl. and 372641 - 372647 incl. (the “Original Claims™) as to 50% from Westrrdge
Enterprises Ltd., a non-reporting British Columbia company wholly owned by John H.x-
Kruzick, a drrector. the President and CEO of the Company, and 4$'to 50% from Indo-
Gold Development Ltd., a non-reporting British Columbia company owned by John Bill,
-a-geologist. The Opnon provided for consrderatron to-be, a 10% Net Profit Royalty torand -
a property management agreement with the optionors, with exercise to be by carrvmg out,
exploration work and.paying Common Shares of DRE. Resources asi follows: * '

b

T D Date™ 7,0, | wOptioh Paymeit ;| Status,  Exploration (§) T Stawus, 17

On regulatory approval 1,000,000 Shares Paid
Year 1 {2000} - 400.000 | Performed
Year 2 (2001) 200,000 Shares Paid 600,000 | Performed
Year 3 (2002) 200.000 Shares Poid ;)% - rih000.000- | iPerformed
Year4.{2003) i ¢ -200.000 Shares | - Paid « - |+ - -2 LQGGQ0Q - Perforned
Year 5 (2004). . . . . . 200,000 Shares et R 1,000:000 -
Year6 (2005) . . . " 200.000 Shares o upodooo),
Year 7 (2006) R T T 500,000 |
Year8 2007y - - T e T T TR0 000 1
Year 9 (2008) N e s Lo 30006001
TOTALS . 2 000, 000 Shares j 16,500,000 .

Note: (1) The mmal optvon pavmem was due, and paid foHowmg accepxance ofrhe filing ofl{re Formal Option Qy

the then T govermng regulatory body, the Canadian Venru:e Exchange Subsequcm op\ron payinents are due to be pmd
in full on br'béfore the anniversary of the'Due Date on November-10% i all future’y years'unless-otheribise am‘eed upon
by both parties, APTFIS : i

The Company- entered into"a"consulting servrces agreement wnh ‘Mr. ‘Michhel WP,
Hibbitts; Vice President of Exploratlon a'rd Deve epment ‘o March 22 2004 The tenns
of the contract are a8 fo]lows : : !

o Term: Momh to Month

o Cash compensation: a base retainer fee SH 000 per: month ser\'ed NS

s Stock Options; He was. granted .options on April. 13; 2004 to, purchase 100,000
common shares at an exercise price of $6 50 iin accordance wrth DRC Resources;,
Stock Option Plan

s Expcnses:-He 'will be’ rermbursed all reasonable out- of-pocket expenses inc rrred by
hrmmcarrymgouthlsdutres I O A N AU e -

¢ Bonus: He will be pard a cash payment ofSlB 000 upon perfomnna the qervrces and
complermg the feasrblllty ﬂtudy on‘the’ Aﬁon PrOJecr accordmg ro the agreed nmelme

. Transpor‘tatron He will be provlded with a tmck for use on and i in connectron wrth
. the Afton PI’OJCCT B o .

Other thap re]anve]y nominal property mamtena : e ' costs on projects does not ha\'e any
other commitments for material expenditures in sither 1he near or long term.




The Company’s source, of liquidity is its cash and cash equivalents. However, this is
supplememed by mterest eamed and these sources of cash are consndered sufficient to
meet near- term ﬁnanc1al requxrements

!

s [ N . R 1

Off-Balance Sheet Arrangements ’

The Company has service contracts with two persons who are dxrectors and/or members
of admxmstran e, supervnsory or manag,emem bodles ‘ |

Smce foundmg DREC Resources,,lohn H. Kruzick has provnded the Compamy s du'ecnon
and management as.a consultant through a private company, Westridge Enterprises Ltd}
controlled: by-hini-and. paid on.a per, diem services basis with reimbursed for out-of:
pock::s‘ expenses, . .By:Services- Agreement. imade.-and; approved April 23, 2003 by the
Board of Directors, John H. Kruzick’s engagement as President and Chief Executive
Officer was formalized ona retamer basls an the followmg terms and condltlons

?_ Term Fwe years commencmg Apn] 2003 through March 2007

Cash wompensmlon He was paid a base retam?r fee $500 per day served durmg year
2003 (beginning in April, 2003); The base retaingr fee is to be increased annually as
deemed appropriate for services performed subject to approval by a majority of the
board of directors. -

Sooh aady TR

. Dxrector s Fees Asﬂmember of the Board of Directors he is to ‘be entitled to any
approved dlrectors fees.

\3‘ Retainer dunng Hiness: He \w1|l te ﬁaldw the per dlem fee .on the basis of 20 days per
month for up to six months from the date when any iliness renders him unable to
fulﬁn his duties,

° Bencﬁts Durmg Illness he w1l],rece1ve beneﬁts other than coniract fees for up to 2
years after any \Hness renders h)m unable to f}:lﬁll hIS dunes

B [
R -

. Stock Opnons He may be granted opnons to purchase vts'stocx in accordanca thh
DRC Resources Stock Opnon Plan

L i .
. Expenses He wﬂl be relmbursed aH reasonable out-of pocket' expenses incurred by

hlm in carrymg out hxs dutles , . e o
. Termmanon The Board of Dxrectors may terminate Kruzxck’" employmem at any
time, w1th or without cause.

s Termmanon by Company thout Cause 1f- his" services are -terminated: without

. cause, Mr. Kruzick will receive acerued service fees and a luinp:sum payment equal
to the average monthly fee paid for the prevxous year times the number ‘years-he has
. been with the Company. .

: . i Lot . E T B A T
s . Termination WitHout Cause by Kruzick: 1f Mr Krumck terminates-his employmem
without cause prior to the expiration of the Agreement, he will'be paid all accrued,
but unpaid fees and expenses.. , . .. . Y i

' v
h

e Termination 'Witl:. Cause by ‘DRC 'Reaources =~ 1f Mr. Kruzwk’s employment is
‘terminated by DRC Résources for cause, other thai moral turpitudé or dishonésty on
Kruzick’s part! prierto the"expiration of this: Agreemem he will be paid a lump sum

- severance payment equal to the compensanon of one' month ‘of semce fees for each




ycar of past’ contract setvices rcndcred (based on the- ‘verage monthly fce paxd for the
prévioiis yeard, together with any accriied, but unpald expenses

s Reporting: Mr. Kruzick is to be a permanent member and chairman of the Execunve
Committee, report to the Board of Directors at regular quarterly Board meetings and
at the annual general meeting of DRC Resources and othem ise be accountab)e to the
Board of Directors.

Sinéé May 12.°1981, Sharen L. Ross’ has prowded ‘the’ Company w ;th secretanal and
office administrative services as a consulat through a private: company, " Alisharé
Holdings -Ltd.;-controlled by her-and paid-on-a perdiem services-basiswjtlireimbursed
for out-ofepock'et expenses. By Services Agreement made and approved April-23,°2003
by the Board-ofiDirectors, Sharon 1. Ross’ engagement'-as: Corporate -Secrétary: to
perform’ the duties-customary to’ that po ition' was: {ermahzed onthetfollowing: térs and
conditions:. t Tt oseoa e IR TR VORI NN ATV

T

Py
.

o Term: Five years commencmg Apnl 2003 through March do07.
o Cash compensation: ‘She'was pald a base fee of‘S35 per hour served dunng year 200%
(beginfiing ‘in- Aphl 2003), The base-fee is-to be increabed--annually as  deemed
appropnate for- servnccs pcrformed %ub ect 10 approval by ar majonty of the board of
*directors.. 0 ¢ .

¢ Director’'s Fees: As member of the Board of Dlrectors she is 10 bé enmled io any
approved-directors’ fees. o g .- Cowese b

e Retainer during Iliness: Mrs. Ross will be paid the per d'i'e')m fee .onbtﬁéib'asis of 128
hours per month for up to six-months’ from the date when any Jl]ness renders her
ufiable to fuifill her duties. RIS :

o Benefits During llingss: She will receive benefits other than comract fees for up to 2
years after any-iliness.renders her unablé to fulfill'her dunes S '

e Stock Options: She may be gramed optnons fo purchase ts stock in accordance wnh
DRC’s StockOpt;on Plan, - om0 ovo o 0 i et

‘her in ca*r}mgoutherdunes RO T R

e Termination: the Board of Directors may termmate Mrs. Ros< engagemen( at any
time, with or without cause:+ = v 0 o0 - LS RN

*  Termination by Company Without Cause: If her services aré terminaréd Without
o cause, Mrs. Ross wil! receive accrued service fees and a lump sum payment-equal to
the average monthly- fee. pald for the: prevxous year time$ the number years-she has
been with the Company. .- . T O LA P TP

»  Termination Without Cause by Ross: If Mrs. Ross tenh'i'hat'es“ Ier engagement
-without cause prior to the. explranon of the, Agreement :she .will:be pa)d all accrued,
but unpaid fees and expenses... . ~ . P

¢ Termination With Cause by DRC Resources: If Mrs. Ross’ 'éngagé'mé'nri%"i'é'nninated
'by DRC, Resources for cause; other than .noral turpitude or dishenesty;on her part,
prior to the expirafion of the Agreement, she.will be.paid a-lump, sum severance
payment equal to the compensation of one month of service fees for each vear of past
contract services Arender‘ed‘_ (based. on, the average monthly fee paid for the previous
year), together with any accrued, but unpaid expenses




» Function and Reporting: Mrs. Ross reports to the President, is to be a member and
act as secretary of the Executive Committee of the Board of Directors, is to consult
with the Executive Committee, as required, in respect of exiraordinary matters arising
in the course of day-to—day busmess and be accoumable to Ihe Board of Dlrectorb :

During the quarter endmg March 3} 2004 the Company pazd Sl‘/ 678 compated to
815,157 in the same period of 2003,. for, -secretarial and accounting services invoiced by
Allshare Holdings %:td.;a private-company:in-which a director, has:a 50% interest.: During
the year December 31, 2003 the Company paid $36,500 compared to $32,625 in the same
period of 2003 for consulting and deferred exploration costs invoiced by..Westridge
Enterprises . Ltd:; a. private company. owned:byd director:of-the -Company.: ~A related
pesson,ef the: President- was paid::$16,250 : for consulting ‘services' durmg the quarter
endmg March 31 2004 compared o SJ 6 875 for tbe same penod in 2003 5

AV

Mmeral exploranor' is a hxgh nsk busmessuand there is no. assurance thaneconomlc
mineral deposits .wil>be found on any:of .DRC’s mineral interests.., Positive. surface
indications and.drill-results are no guarantee that-an economic mmera1 deposit.exists at
depth, Fluctuatmgx miperal, conunedityiprices-and.exchange rates may adversely. affect
the economics:of a;mineral depesit:~Einancial markets can sometimes.be negative toward
junior exploration.companies: .t i i i3 1 Tt o P

Capltal )

The. mfonﬁanon beli

‘Authorized. shiare: caplt

Issued and outst

Incennve Stock Opnons Outstandu:u=

Number of Options ' ’ Exeréi'se’Priic‘é : ' Expiry Date
395,000 $3.00 September 13, 2004
60,000 $3.05 September 18, 2004
50,000 $3.50 December 5, 2004
100,000 $6.50 April 13,2006
345,000 $7.50 November 6, 2005
(Broker's Compensation Optionsy

Additional Information

Additional information on the Company may be found on SEDAR at www.sedar.com or
the Company’s website at www.drcresources.com .




Disciaimer. e K .

The information contamed hereln is prepared by the company and beheved to
be accurate but has not been independently audited or vermed and rs prov:ded
for informational purposes. This information is not to "bé' conistrued ‘s an offer
nor “as- a recommendation “to' buy- or’ séll secur:tre‘s" DRC. Resources
Corporation, its officers: and directors assurme no’ respons:bmty for use of this
mformataon in any wa y wharsoever and do not'guaranfee /ts accuracy R

D R T . A

Gy T 1 IR PR

o f O

CaurlonaryNote - ceeeicn s D o v
it should be noted that some: of the statements contarned in. th:s presenlabon
are not historical facts but.may be forward-looking statements.: Estimates-and
statements that describe the Company’s: future plans;-objectives or goals are
examples of forward-looking statements and such statements may include
words to the effect that the Company or management expects a stated
condition or resuft to occur. Since forward-fooking statement address future
events and conditions, by their very nature they invoive inherent risks ‘atid
uncertainties.  ‘Actusl results in éach -case-tould differ mater‘lally ‘from- those
currently -anticipated ‘in: such statémefts by reason’ of ‘factors: such as the
productivity of the:Company’s miring propefties, changes in'géneral econormic
conditions -and’ conditions:in thé financial-markets, changes:in' demand ‘and
prices for the minerals, legisiative; environmental-and other regutatory, political
and competitive developments in areas in which the Cormpany operates: . .
LIS TI
US Investors Should Note: The Umted States Securities and Exchange
Commission permits'mining companies, 'in théir filings with thé” SEC &' disclose
only those mineral deposits that a.company can-economically and. !ega/ly extract
or produce. We may use certain terms in our publications such, as ‘resources’,
that are prescribed by Canadian regu/atory po//cy and gurde/mes but are no!
provided for in the SEC guidelines on publications and filings. - -
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BEAUCHAMP & COMPANY
CHARTERED ACCOUNTANTS
#205 - 788 BEATTY STREET
VANCOUVER, B.C. V6B 2M1
PHONE: 604-688-2850
FAX: 604-688-2777

REVIEW ENGAGEMENT REPORT

To the Directors of
DRC Resources Corprraticn: ., 5 .. ., i1 4 rey

We have reviewed the interim consolidated balance sheet of DRC Resources Corporation as at
March 31, 2004 and the interim consolidated statements of operations and deficit and cash flows
for the three months ended March 31, 2004 and 2003; and schedule of mineral claim interests for
the three months ended March 31, 2004. Our review was made in accordance with Canadian
generally accepted standards for review engagements and accordingly consisted primarily of
enquiry, analytical procedures and discussion related to information supplied to us by the
Company.

A review does not constitute an audit and consequently we do not express an audit opinion on
these financial statements.

Based on our review, nothing has come to our attention that causes us to believe that these
financial statements are rot, in all material respects, in accordance with Canadian generally
accepted accounting principles.

Vancouver, B.C. “BEAUCHAMP & COMPANY”
May 10, 2004 Chartered Accountants




i DRC.RESQURCES CORPORATION
- (An Exploration Stage Company)
" "INTERIM CONSOLIDATED BALANCE SHEETS ©
"AS'AE MARCH 31, 2004 AND DECEMBER 31, 2003

- (Unaudited)
(Note 15)
Mar. 31, Dec. 31,
2004 2003
ASSETS (R
«+CURRENT ASSETS :
Cash and cash equivalents $ 25,265, 337 $ 24,737,161
Marketable security e e 1,500
+ Accrued interest receivable S 114y 660 oo 25,741
~ Amounts recelvab]e govemment oo T T 15273 T 58,832
Prepald expenses - s e e <o 55430 - 20,000
25,450,700 124,843 234
. MINERAL CLAIM INTERESTS e e
.- =SCHEDULE (Notes 2 and 3) 3,564,622 . 3,487,296
INVESTMENT -PROPERTY (Note 4) 110,867 .~ 110,867
~PROPERTY AND.EQUIPMENT (Notes 2and §) ... - . 187465 . - - 28999
e $ 29313654 § 28470396
0 LIABILITIES
i CURRENT LIABILITIES .
<" "Accounts payable and aceruals” © 7 T T T I S 638 $ 95,940
-.- .Capital taxes-payable-. -« . .. ... o - - . 71,445
" . ., 23638 . . 167385
Ty SRR LS ST
FUTURE INCOME TAXES (Note 6(c})) 885,045 875,935
A : SHAREHOLI).ERS’ rEQIﬁTY
. SHARECAPITAL(Note7) . . . 31313861 3039836l
DEFICIT T T T 2008.890) | (2.971.285)
o R T ogia08 971 27,427,076
S 29,313,654 % 28,470,396
COMMITMENTS (Note 12)
SUBSEQUENT EVENTS (Note 14)
APPROVED BY THE BOARD:
“JOHN KRUZICK” Director
“SHARON ROSS” Director

See accompanying notes.




< DRCRESOURCES CORPORATION
¢ -«¢An Exploration Stage Company)
INTERIMICONSOLIDATED: STATEMENTS-OF OPERATIONS
THREE MONTHS ENDED MARCH 31; 2604 AND 2003
- {Unaudited)

INCOME ST
Interest and other $ 158,966 $ - .4::24,206
+Oil and'gas royalties
Gain on sale of marketable security
Foreign exchange gain (loss)

+ EXPENSES
Bank charges
Consulting and management fees e
Amortization i
iDues and subscriptions
Office, secretarial services and stationary:ii ©. 07
Professional fges,,” =~ " 7 T

.Regu.latoryvfeés o R G T e th Pie e mE o pre e

Rent

Telephone SfeE e

Transfer agent 2,042 1,433

Travel and promotion ot AT34 5 18719
o ' . 99.801° 0 99,241

NET INCOME (LOSS) FOR THE PERIOD

BEFORE INCOME TAXES 71,505 (103,856)
L EE IR F P A N T
FUTURE INCOME TAXES (Note'6) ~ " = ™" *° 110 T (15,944)

NET INCOME (LOSS) FOR THE PERIOD, - ivo s § 62,395 §  (119,800)

s vy s At
WEIGHTED AVERAGE NUMBER OF SHARES ISSUED 12,920,359 91131l766

PR

NETINCOME (LOSS)PERSHARE ~ 7 ''s "7 601 § (00D

See accompanying notes.




DRC KESOURCES CORPORATION
.. (A0'Expioration Stage Company) , . . .
INTERIM CONSOLIDATED,STATEMENTS OF DEFICIT
THREE MONTHS ENDE;)‘,M'A’HCH 31,2004 AND 2003

(Unaudited)
., 2004 . 2003
DEFICIT, BEGINNING OF PERIOD S (2971,285)., 8, (1,752,914
arpee tids . shes T - " G e
NET INCOME (LOSS) FOR THE PERIOD . 62395 ., (119.800)
DEFICIT, END OF'PERIOD $ (2,908,890) - $:(1,872,714)
- P i
¢ [ 2 R
T fif i
s MRS [ Vi

See accompanying nofes.




DRC RESOURCES CORPORAIIOV
(An Exploration Stagé Companv)
INTERIM. CONSOL]DATED STAT(EMENTS OF CASH FLOWS
THREE MONTHS ENDED ‘\"IARCh 3‘ 2004 A\lD 2003

(pntg.!f.;;l.e?! l);
) -~ 2004 2003

CASH PROVIDED BY (USED FOR):

OPERA‘TING' ACTIVITIES IR EA R SR AN S I F ST
Net income (loss) for the period o 5 6% 395 Sl ?,809“
‘Ttems hot requiring¢ash; I A S, AR ”f: s
. . Amortization . .. . :; )i 3;1343,3 '_u 3,07

- =< (Gain on sale-of marketable:security = =svarman . o s m s e (§AQP) wa e s

Future income taxes 9,110 15,944
66,349 (100,839)

Net change in non-cash working capital items (224,537) (6,595)
Cash Used For Operating Activities (158,188) (147,434

INVESTING ACTIVITIES
Proceeds on sale of marketable security 9,790
Payments for mineral claim interests exploration costs (77,326) (67,180)
Acquisition of property and equipment (161,600) -
Cash Used For Investing Activities (229,136) (67,180)

FINANCING ACTIVITIES
Share capital issued for cash 915,500 15,000
Cash Provided By Financing Activities 915,500 15,000

INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 528,176 (159,614)

CASH AND CASH EQUIVALENTS,

BEGINNING OF PERIOD 24,737,161 3,872,144

CASH AND CASH EQUIVALENTS,

END OF PERIOD $ 25265337 § 3,712,530

CASH AND CASH EQUIVALENTS COMPRISES:

Cash $ 81,769 § 107,060
Term deposits and short-term discount notes 25,183,568 3,605,470

$ 25265337 § 3,712,530

See accompanying notes.




DRC RESOLRCES CORPORATION
. (An Exnloratwn Stage Companv\ . )
h H\TERIM SCHEDULE QF MIVERAL CLAIM INTERESTS
FOR THE THREE MONTHS ENDED MARCH 31, 2004
AND YEAR ENDED DECEMBER 31, 2003

(Unaudited) .
AcquisitionCosts . L s (Note 15)
U e e L T 0 Man 3l ' Dee 3y,
PR A e 2004 2003
Kamloops “Afton” Claims o o5 481,734 8 481,734
Kdmloops “Ajax - Python” Claims' ~  ~~* 7o T 48,732 " 48,732
Timmins, Ontario Claims ~ ~7 "7 * * 7 b o e e T e ]

.. 530467 .. 530,467

Balance, End. Of Period. -.,.:"

Déférred Exploration 'C e A - : Conn e
S ‘ b Ajax-" T T (Note 15)
Afton Python Mar. 31, Dec. 31,
o ocnree s Cliims” o Clainistt ot 20040 2003
Balance, ‘Begmnmg T b SRR ‘ RS A
'of Permd ¢ C $2 897, 533' “$ 59,296 72,956,829 1,822,859
Assays and testing R 9. . 77,018
Drilling 6252 - 6,252 984,845
Engineering 33,298 CroLeoo 0 33208 437603
Geological consulting 30,314 - 30,314 158,050
Labour S : 1295 -< o 1,295 ., 32,542
Supplies and. eqmpment e 1 217, ., - 1200 5,500
Travel andaccoqimoﬂatlom e 3,152., s AL 3,182 36,111
Staking and filing fees - - - 611
Miscellaneous 1,698 - o 1,698 5,994
Grant recoveries (Note 2(e)) - - ‘ - 4,388
Tax effect of flow PR S T R . '
through shares. .. ...+, .. L - (608,692)
77,326 - 77,326 1,133,970
Costs written-off ) - - - -
‘ 77,326 - - .77326. 1,133,970

Balance, End Of Peribd" " ' / $2,974:859  § 59,296 3,634,155 2,956,829

Mineral Claim Interests . . . . . . . - . $3564622 $348729

See accompanying notes.
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DRC RESOURCES CORPORATION
(An’ Exploratlon Stage Companv)
NOTES TO INTERIM CONSOLIDAT’ED FINANC AL STATEMENTS
MARCH31 2004 ‘
(Unaudued)

NATURE OF BUSINESS

' DR(‘ Resources Corporation is a public company incorporated under the Company At (Bntlsh

' _::Columbla) ‘The common shares of the Company are traded on the Toronto Stock Exchange

(“TSX”).

Th.e Company is in the process of exploring its mineral claim mterests to detemune wherher thv:

propemes contain ore reserves that are econom;cally recoverable.

_?The continued operations ( of the Company and the recoverabnhty of lHe amodms showrl dé

mineral claim interests are dependem upon the existence of recoverable reserves, the ability of
the Company to obtain financing to complete the developments, and upen, fuer  profitablg

-+ production or proceeds from.disposition of its mineral claim interests .

3
H RIS gt

Although the Company has faken steps to v,enfy title to its mineral claim interests in which it has

an interest in accordance with industry standards for the current stage of exploration of such

. properties, these procedures do not guarantec the Gompany's title. Property title may,be subject

“a) Principa:i’s_ of Consolidation

" SIGNIFICANT ACCOUNTING POLICIES oo

to unregistered prior agreements or transfers-and may be affected by-undetected defects. —

Pty AR ot

These interim consolidated financial $fatements include the accounts of the Comparny’ and
its whol]y-owned subsidiary, Dynamxc Resources Corporat:on lnc AH s;gmﬁéant mter—

b) Cash and Cash Equivalents Co T
Cash and cash equivalents consist of cash on deposit with banks and highly1iguid short-term
interest bearing securities with maturities at purchase dates of 'fo_\n:_gxuont»ﬁs'or_lg’SSf' o

¢) Mineral Claim Interests

The Company records its mineral claim-interests at cost: Exploration e‘(pend\tures relatmg
to’ mineral claim interests that havé: econonncally recoverable reserves or significant
mineralization, Vthh in the view of management justify additional exploranon as well as
interest and costs to finance those expenditures, are deferred until ‘such time as the mineral
claim interest to which they relate is brought into production, or is sold, allowed to lapse or
abandoned. ' The costs will be amortized on a unit of productiofi!basis followihg
commencement of production of written off to Operations if the mineral claim interést is
abandoned. Mineral option payments are recorded when received and are expensed in the
period they are incurred.




(An Exploratlon Stage Company)
l\OThS TO INTERIM COl\SOLIDATED FINANCIAL STA TEMENTS
MARCH'3L, 2004
(Unaudlted)

2. SIGNIFICANT ACCOUNTING BOLICIES (CONT'D)

<)

Mineral Claim Interests (Cont’d)

The Company revlews capnahzed costs on its mmeral clalm mterests on a perlod or annual,

€

5o BCo e

8

" Net income (Loss) Per Share

ral cla1m mterest s estlmated currem falr market value may’ also be based upon areview

of other mmeral cLum mterest &ransacl ns that have occuned in the same geograph\c area

as that of the mmeral clalm ‘interest under I’EVICW .
Property and Equipment

Property and equipment are stated.at cost less accumulated amomzanon Amortization is

o calculated usmg the sraight-line method at a rate ofS% per; anhum for bmldmg and 20% per
. annum for eqmpment R ) ,

VoL -
Granth‘eeOVEries‘v, ) n

Grant recoveries represent British C olimbia Mining E)lplératlon Tax Credit 'clélinl refunds
of 20% of eligible Canadian exploration expendltures These grants are for qualifying
exploration expenditures at a grassroots level for mineral claim interests in the’ Provmce of

Basic net ‘i'nceiﬁes((loss) Jp“erlc”ohlmon‘share is :c'omput"ed‘ 'byvdlvldlrl‘g the et income (loss) by
the weighted average number of commeon shares outstanding during the year. Diluted per

. share amounts reflect the potential dilution that could occur if securities or other contracts

to issue common shares were exerc1sed or converted to common 'shares. The treasury stock

“miethod is used t6 determiné thé dilutive effect of stock’ options, warrants and other dilutive

instruments. No dilutive loss per share has been presented as the effect' would be anti-
dilutive.

Us_e"obf Esti mates

‘The prepara(\on of i mtenm consolidated financial statements in conformity with Canadian

generally accépted atcounting prmcxples requires the Company § management to make
estimates and assurmptions that affect the amounts” reported in these interith consolidated
financial stateféits arid accompanying notes: Significant areas of estimate relate to mineral
claim interests and related deferred exploration costs, future site restoration costs, and future
indomé tax asset valuation allowance. Actual results could differ from thosé estimates. By

* fhieir nature, these estimates are subject to measurement uncertainty, and the impact on the

_interim consolldated ﬁnancyal statements of future changes m such esnmates could be
' materml




2. SIGNIFICANT ACCOUNTING POLICIES (CONT'D), |

h)

1)

b))

are mcluded in the current perlod, s operz_mor;‘s.

"Adopnon ofNew Accoummg tanddrds

DPRC RESOURCES CORPQRATION
(An Exploratum §tage Con any)
NOTES TO INTERIM r‘ONSOI_J})A,TED FI)\: NCIAL STATEMENTS
MARCH 31, ?004
(Dnaudlted)

LEPIRREEE B T

Income Taxes

[RE R R [ R T

“expécted to be recovered or settléd, A valuanon allowance i
recoverability of future income tax’assets is fiot considered more Likely ihan iot.

Foreign Currency Translation o R

' The Company s foreign operanon xs considersd fully mtegrated with thé Company and is

translated into'Canadian doliars » using the werghted dverage ratés for the' penod “for items
included in the statement of operations and deficit, except fof amortiZation’ which is
translated at historical rates, the rate prevailing at the balance sheet date for monetary assets
and liabilities, and historical rates for all other items. Exchange gams 6r 165565 61 translation

P R B I TR

AT L R AN R R .
Share capital includes flow-through shares issued pursuant to certain provisioffs of the

Income Tax Act of Canada (“the Act”). The Act proyides that, where the share issuance
proceeds are used for exploration and devclopment cxpendnurcs ‘the related ificome tax

_ deductions may be renouncedto subscnbers Accordmgl ¥ these expendnures prowde no tax

’ mcurred

K

deducnon o the Company

. v - . BT

The Company reduces share capual and deferred exploratlon costs' for the year by the

estimated amoum of the related future tax habzhty when the capxtal expendltules are

Stack-based Compensation

. . . B Lo
The Company grants stock opuons to executive officers and directors, employees‘ and

C hargered Accountants accountmg standards for stock based compensatlon and other stock-

based payments These new standalds estabhsh the method for the recognition, measurement
and disclosure of stock- based compensanon and o(her stock based payments L

- The Company has elected to. adopt Lhe mmnsm value method whxch recogmzes

compensation cost for awards to employees and non-emplovees only when the market price
exceeds the exercise price at the .date of the grant, but requires pro -formia dlsrlosure of
earnings and earnings per share as if the fair value method had been adopted Any
consideration paid by the option holders to purchase shares is credited to share capital.




DRC RESOURCES CORPORATION
(An Exploraﬂon Stage (,ompany)
NOTES TO INTERIM (ONSOLIDATED FII\AN(,IAL STATEMENTS
MARCH 31,2004
(Unaudxted)

. SIGNIFICANT ACCOUNTING POLICIES (CONT'D)
k) Stock-Based Compensation (Cont’d)
There were no stock options granfed to directors, employeés or consultants durmg 2003 or
“thie first giartér of 2004, Had the Comipany fotlowed the fair value niethod of accounting, the
Company would not have recorded a compensation expense as there were no stock opnons

issued during the periods.

MINERAL CLAIM iNTERESTS P

Y. Kamloops BIC!“Affon™ Miheral Property

The Company entered into an option agreement dated September 22,1999 0 acquire the
Aftc)n Mineral Claims Group, in the Kamloops Mining Division of B.C. Consideration is the

* “isuance of 2,000,000 common shares of the Company in stages, being 1,000,000 shares on
veffective'daté of the sharéhblders approval of the agreement, and 200,000 shares annually
for the meXt five years begifnitig itvyear 2] a'work commitment of $6,500,000 over nine years
and a 10% net profit royalty. The Company can purchase back the 10% net profit royalty
interest, on or before December 1, 2010, for'$2,000,000. Minimum work commitments vary
from $400, 000 to $1, 000 OOO each year and are 31,000,000 in year 2002 and S] OOO ,000 in
year 2003

s Vot

On Iuly 19, 2000, 1,000,000 common shares-of the Company were issued inaccordance with
the agteement. Duriitg the first quarterending March 31, 2002, thc Company issued 200,000
common shares in accordance with the agreement for year 2 and in the final quarter ending
December 31, 2002 the Company issued 200,000 common shares in decordénce with the
agreement for year 3. During the final quarter ending December 31, 2003, the Company
issued 200,000 common shares in accotdance with-the agreement for year 4. The Value as
"per the terths of the agreement was $0.30 per share for a total cost to the Company of
. $60, OOO; Cfalm work completed has extended the claims in good standing until March 8,
Lo '
- oy

o

“ . The Prc‘siHEﬁt of the Company has a one-half interest in the option agreement above as one
of.the optionors. (See Notes § and 12)

* Kamloops, B.C., Mineral Property *

The Company owns a 100% interest in the Ajax - Python Claim Group, subject to a 2% net
smelter royalty, consisting of 62 mineral claims and 5 crown grants in the Kamloops Mining
Division of B.C. The cost of the claims acquired was 100,000 conunon shares of the
Company at a market value of $0.50 per share. Claim work completed has extended the
claims in good standing until September 26, 2004 - 2007.




DRC.RESOURCES CQRPORATION
(An Exploratmn Stage Comnany)
NOTES TQ INTERIM CONSOLIDATED FINANCIAL STATEMENTS
MARCH 31,2004
(!Jna.udltGd)

3. MINERAL CLAIM INTERESTS (CONT'D), |\ . ..

* Timmins, Ontario, Mineral Property .

L R T o

. The Company has a 100% interest in 1} units (440 gcres) located in the Porcupine Mining
, Division of Ontarjo. The mmera] c]alms are in good §tandmg untLl Oc;ober 14, 2006

4. INVESTMENT PROPERTY " "7 " e
The Company owns a 25% interest in approximately 358 acresof land Jocated in Texas, U.S.A.,

which land provide its oil and gas property royalty interests. The market value of the propeny
approximates the value of the property reported in the interim consolidated financial statements.

5. PROPERTY AND EQU]PMENT e ;
ot S T AT NetBookValue

G e e S L ..... (Note 15)

i Ve Co chcumulated‘ Mar.31 .~ :Dee. 31,

ost .. Amortization: .., . .2004‘: .. 2003

cLand . u et 0056000 vinSi o - 0§ 56900, S . -

Building ;... e e 1047000 e 0 04,7000 -
Transportation vehicles 29,690 13,360 16,330 . . 17,814
Office and computer equipment 32,990 23,455 9,535 11,185
s R 1§ 224,280 - § "36,8!15 $ 187,465 $- 28999

6. INCOME TAXES ;, ; (} | ) )
'a) Proﬁt (loss) before mcome taxcs arc as ;‘cflows v e ’( ‘ Lo e

; e waiaie e s oy, Three o (Note 18)
T S ..Months ;... , Year
Ended .. . Ended
Mar. 31, Dec. 31,
L w2004 . 2003
Canada ot e 8 64,425 ¢ $7(415,736)
US.A. (2,030) 34
TOTAL ST 523958 (415,702)
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6. TVCOME TAXES (CO\IT D)

IRTFIASN b LR O STV R

b) The provision for income taxes consist of the following:

RIS i Three (Note 15)
# W Months Year
Ended Ended
Mar. 31, Dec. 31,
..... . T . 2004 2003

- LargeCorporaﬁons tax- - e T
Co_ Camada o o - 8 - 78 40500

USA- . . L . A

' Future o L e
Car;ac}a B e e N 9,110 . 762,169
TOTAL INCOME TAX EXPENSE § . 9,110 '$ 802,669

c) Temporary differences that give rise to. future-income taxes are as fol‘l_ows:\

Three . (Note 15)

. . i Months Year

. , Ended Ended

- Mar, 31, Dec. 31,

— T el 2004 2003
-Long-term future tax liability - AR e e k

Mineral Claim Interests $ 894,775 $ 886,423

Equipment (9,730) - - (10,488)

.- TOTAL LONG-TERM FUTURE INCOME TAX LIABILITY, § 885,045 § 875935

ERE]

.d) Temporary differences that could give rise to future incomé'tax“ass‘eis:_ o

~~

o o Three {Note 15)

P e " Months . " Year
AT . . Ended . Ended
-t - - Mar. 31, - Dec 31,
2004 2003

Long-Term Future Income Tax Assets
Loss carry forwards $ 645590 S 646,062
Share issue costs i G 337,210 612,791
Total Long-Term Future Income Tax Assets . : : 1.182.800 1,258,853
Less valuation ailowance. .. . ) 1,182,800 1,258,853

NET LONG-TERM FUTURE INCOME TAX ASSETS $ - $ -
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(Unaud:ted‘) 18
6. INCOME TAXES (CONT'D)
(AR LR S I §]

e) Subject to confirmation by the income tax authorities, the Company has the followmg

undeducted tax pools: . L T T R R
. ot Three (Note 15)
S N Moenths Year
e ok Ended Ended
et el Mar, 31, Dec. 31,
Tawes : 2004 2003
~~'Canadian Exploration Expenses T e e =g 507,210 —% - 539,559
i1:Canadian Development Expenses B 591,430, ;“SS . 591,480
Undepreciated Capital Costs $ 49,202 %1 56,879
Share Issue Costs $ 1,427,991 $ 1,546,671
“Non-Capital Losses, expiring at various dates to 2011 S 1,716,084. ;§ 1,717,336
7. SHARE CAPITAL ; Sere ot
a) Authorized )
40,000,000 ' cominon sharés-'withaiit'a pdr value™ - RIRE
by lesued VT 97‘ ) (Note 15)
' e Three Months Ended Year Ended
o March 31, 2004 December 31, 2003
o Number Number
e . - .-~ . .~ OfShares .- - Amount- . OfShares . .. Amount
Balance, beginning of period 12,901,766 $ 30,398,361 .-.9,131.766 . $ 8,986,803
Issued for cash:, U T
Exercise of options : - 305000 - - 915500 -~ --50,600 - 150,000
Exercise of broker warrants-~ ~* 0 f .t Tt L o Lot g0600 12 210,000
Private placement o - o 3,450,000 22,500,250
Tax effect of flow-through » e ) .
shares/special warrants LT TR o - (608,692)
1 *fssued for mirieral claim interests - - 200,000 60,000
Balanceseﬁd‘éfperiod 13,206,766 $ 31,313,861 12,901,766  $30,398,361
* Year2004 R . S

During the fifst. quarter ending March 31, 2004, the Company issued 295,000 shares upon
the exercise of stock options at $3.00 per share and- 10,000 shares upon the exercise-of stock
options at $3.05 per share. Cash proceeds of $915,500 were recéived by the Company.
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7. SHARE CAPITAL (CONT’D)

b) Issued (Cont’d)

Year2003

3t ot

“€an- D No‘cmlnber 6, 2OG3 l‘x- Company completed a private placement financing with a
syndlcate of underwriters.. The Company realized gross yroceeds. of $24, 150,000 (net -

$22,500, 250) on the.issuance of 3, 450 000 common shares, which included 450,000

" underwriter options exercised, all at a price of $7.00, ner share., Thc Company paid a

commission of $1,569,750-and incurred fees of $80,000.

ot

“-Dunngvthe'vyear the Company issued 50,000 shares upon 'the-exercise of fs,tggk,‘nptions at

- $3.60 pér Sharé. Cash proceeds of 3156,000 Wwere receivea by the Conipany™ - - -

¢y

claim option agreement.

During the year the Company issued 70,000 shares upon the éxercise of brokér warrants at
$3.00 per share. Cash proceedslof 8210,‘000 were received by thq Company‘

During the [ast quarter endirig’ December 31, 2003, 200,000 share’s wite lSSued at a price of
$0.30 per share for thie 2003 vear option payments in accordance with the Aﬂon mineral

I8 .
oo e

Stock Options "7 Co R

The Company presently has 535,000 stock options outstanding. These stock options were
granted prior to the implementation of the new stock option plan approved by the regulatory
authorities in the year 2003. The new plan alléws the Company to grant up to a total of
1,000,000 stock opnons The existing stock opt\ons cutstanding do not form part of the new

" 'plan and will cease upon being exercised of upeon expiry. All future stock options granted
) must be ‘under the new stock option plan. ‘The terny of the stock options granted are fixed by

" the board of directors and are not to exéeed teri yéars. The exercise prices of the'stock options

are determined by the board of directors but shall not be less than the closing price of the
Company’s common shares on the day preceding the day on which the directors grant

the stock option, less any discount permitted by the TSX. The stock options vest immediately
on the date of grant unless otherwise required by the exchange, however, a four month hold
period applies to all shares issued under each stock option, commencing on the date of grant.

Other terms and conditions are as follows: all stock options are non-transferable; no more
than 5% of the issued shares may be granted to any one individual in any 12 month period;
disinterested shareholder approval must be obtained for (i) any reduction in the exercise price
of an outstanding option, if the holder is an insider, (ii) any grant of stock options to insiders,
within a 12 month period, exceeding 5% of the Company’s issued shares; and stock options
will be reclassified in the event of any consolidation, subdivision, conversion or exchange
of the Company’s common shares.
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7. SHARE CAPITAL (CONT’D)
¢) Stock Options (Cont’d)

Welghted Weighted

Average ' ‘Average
Options Exercise  Remaining
ST : -QDutstanding, + . Price ' Life (Years)
A Balance, Decémber 31 2002 ©890,000¢ ¢+ T §3.04 i 1.95
St G Bxercised . 2 (50;,000) -, .. $3.00 .

* Balance, December 31, 2003 ; '840‘,()(70' T g3ips Tl 0,90
Exercised ST R e (295000) ¢t -$3.00 v
Exercised (10,000) $3.05

< Balante, March'31, 20040~ * v 70T L 538500 - 12§3.08 0 D 0.50

The expiry dates of the options are: . ,, ; .|
R Lt v e paoaite
September 13, 2004 395,000 options @ $3.00
September 18,2004 . ... 90,000 options@3$3.05 = .
‘ ,December 5, 2004 .. .,50,000 opnons@S3 50. o

On September 18, 2002, 100,000 options @ $3.05 per share were graluted' for ongoing
financial consulting services to a refated person of the President. The options exp(re on
September 18, 2004. During the quarter ended March 31, 2004, 10,000 options ‘were
cxcrcnsed (See Note 14)

.d Under(vriiéf (fd{npénsétioh Optidﬁé

-

eowe

_and exermsable enut]mg the syndxcate of unéervgfri ‘tvo purchase 345 000 shaxes of the
Company at an exercxae price 0f$7 50 per share expiring on Nme1

b)),
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8. . RELATED. PARTY TRANSACTIONS
ied s Three (Note 15)
Months Year

shafiad

Ended Ended
Mar. 31, Dec. 31,
2004 - 2003

For consultmg, administration and exploration costs
" charged by a ‘privte: company controlled by the Comw
o Preszdent/Dlrector of the Company -$ 36,500 . 146375
For shares rqsued in payment on “Afton” mineral claim
. interest option agreement to the President/Direcior of -
the Company 100,000 shares were issued in 2003 )
(cumulative total is 800,000 shares to date) $ 7§ 730,000

For consulting services charged by a related person of ) i
the President of the Company 5 16,250 ¢ $ 63,875

For,; secretana} and administrative services charged bya
. pnvatc company ‘which a director has a 50% interest in . P
addition to a‘diréctor’s fee paid of $1,000 $ 17,628 5 :.3539.362

9. SUPPLEMENTARY CASH FLOW INFORMATION

" The stateriient 6f £ash flowdreflected thie new reqmrement under Sectlon 1540 of the (,anadtan
Insmute of Chanéred Accountams Handbook

) For the penods ended ‘the Company conducted non- cash actwmes as follows

*Three (Note 15)

JE Y EE PPN US SR

Months Year
Ended Ended
Mar. 31, Dec. 31,
S T 2004 2003
- Fmancmg Activities * : o R E Lo e
Common shares issued for mmEral clalm mteresm e $ - % 120.000

10. SEGMENTED lNFORMATION
' . R AT N AR v
" The‘Company’s opérations consist of twobusiness segmeénts - iland gas, which is-iri the United
States and mineral exploration which i Canada: The other prmcxpal assets which are held in
Canada consist primarily of cash, term deposits, and corporate notes.

i
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s

10. SEGMENTED INFORMATION (CONT* D) B

CUGT e ket ' (NetR15)
Months Year
) Ended Ended
t- , Mar. 31, Dec. 31,
“ . i 2004 2003
" CANADA . e

Current Assets o e e S 25 444 282 s 24 833 006
.Mineral Claim Interests Mooy 3, 564 622 e 3,487 296
Equipment 25,865 28,999

Property Purchase Deposit B ANt TR 1) 1) S
e 29,196,369 38,349,301

U.S.A. 5 e

Current Assets | o 6418 10 228
Investment Property 110,867 IIO 867
BT (7,288 121,095
TOTAL ASSETS ) 129,313,654- $.:28,470,396

11. FINANCIAL INSTRUMENTS - : « 20y

I N T VY I I
LA S L A TS S TR A

The Company’s financial ingtruments consist,of cash, term deposits, corporate giotes, amounts

receivable and accounts payable Unless otherwlse no:ed it is management’s opmxon that the

Company is not exposed to significant interest, currency, or credit risks arising from these

financial instruments. The fair values of cash, term deposits, corporate notes, amounts receivable

and accounts payable approximate their carrying values due to the relatively short period to
.- maturity of these instruments.

12. COMMITMENTS

<The Company.entered into an executive services contract with the President of the Company

on April 23, 2003 to provide services as chief executive officer of the Company for a five year
. term on a per diem fee basis at $500.per day during 2003, The per diem.feg will, bc increased

annually, by board approval as deemed appropriate for executive services performed

L R A T T
The Company, under the terms of the option agreement to acquire the “Aflon” Mineral Property,
- is required to issue an additional 400,000 shares in 200,000 share jnstalments in 2003 and 2004
and, to perform a work commitruent 0£$6,500,000 over nine years. To date $5, 042, 862 has been
expended. e . S o B e

880,000 common shares are reserved for issuance for stock options and underwriter
compensation options. (See Notes 7(c) and 7{(d))
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ENVIRONMENTAL RISKS

Existing and possible future environmental fegislation, regulations and action could give rise to
additional expense, capital expenditures, restrictions and delays in the activities of the Company,
the extent of which cannot be predicted. Regulatory requirements and environmental standards
are subject to constant evaluation and may be significantly increased, which could materially and
adversely affect the business of the Company or its ability to develop its mineral properties on
an economic basis. Before production can commence on any property, the Company must obtain
regulatory and environmental approvals. There is no assurance that such approvals will be
obtained on a timely basis or at all. The cost of compliance with changes in government
regulations has the potential to reduce the profitability of operations or preclude entirely the
economic development of property.

. SUBSEQUENT EVENTS

On April 7, 2004, the Company issued 30,000 common shares for cash proceeds of $91,500
upon the exercise of 30,000 stock options at $3.05 per share.

On April 13, 2004, the Company granted the Vice President of Exploration and Development
the option to purchase 100,000 common shares at an exercise price of $6.50 per share in
accordance with the Company’s Stock Option Plan.

. COMPARATIVE FIGURES

The amounts disclosed in these interim consolidated financial statements as at December 31,
2003, were subject to an audit engagement.




