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AUDI TORS' REPORT

To t he Sharehol ders of
MIlstream M nes Ltd

W have audited the Bal ance Sheet of MIlstream Mnes Ltd. as at August 31, 2001 and
August 31, 2000 and the Statenents of Incone and Deficit and Changes in Financial
Position for the years then ended. These financial statenents are the responsibility
of the conpany's nmnagenent. Qur responsibility is to express an opinion on these
financial statements based on our audit.

W conducted an audit in accordance with Canadian generally accepted auditing
st andar ds. Those standards require that we plan and perform an audit to obtain
reasonabl e assurance whether the financial statements are free of mat eri al
nm sst at enent . An audit includes exam ning, on a test basis, evidence supporting the
amounts and disclosures in the financial statenents. An audit also includes assessing
t he accounting principles used and significant estinmates nmade by managenent, as well as
eval uating the overall financial statenent presentation

In our opinion, these financial statements present fairly, in all material respects,
the financial position of the conpany as at August 31, 2001, and as at August 31, 2000
and the results of its operations and the changes in its financial position for the
years then ended in accordance with Canadi an generally accepted accounting principles.

Ri chnond Hill, Ontario
January 16, 2002
Chartered Accountants
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M LLSTREAM M NES LTD.

(1 NCORPORATED UNDER THE LAWS COF THE PROVI NCE OF NEW BRUNSW CK)

BALANCE SHEET
AS AT AUGUST 31, 2001

2001 2000
ASSETS
CURRENT
Bank $ 8, 752% 30, 956
GST receivable 1, 321 15, 788
I nvest ments (cost $ 10, 027) 9, 000 40, 000
19, 073 86, 744
O L AND GAS | NTERESTS (Note 1) 1 1
M NI NG CLAI M5 AND DEFERRED EXPLORATI ON EXPENDI TURES (Note 2) 8,563, 787 8, 898, 815
8,563, 788 8,898, 816
$ 8,563,787 $ 8,898,816
LI ABI LI TI ES
CURRENT
Account s payabl e and accrued liabilities $ 12, 440 $
13, 305
Due to related parties (Note 3) 3,572,539 3,747,014
3,584, 979 3,760, 319
SHAREHOLDERS' EQUI TY
| SSUED CAPI TAL
Aut hori zed 1|ssued
Unlimted31, 632,043 Conmon shares (Note 4) 10, 775, 736 10, 775, 736
CONTRI BUTED SURPLUS 123, 928 123, 928
DEFICI T (5,901, 782)
4,997, 882 5, 225, 241
$ 8,582, 861 $

8, 985, 560

Approved on behal f of the Board:

"Ernest Harrison" "Edward Harri son"

LI TVACK, ADELMAN
CHARTERED ACCOUNTANTS



LI TVACK, ADELMAN
CHARTERED ACCOUNTANTS



REVENUE

G| and gas sal es (net)
Expl oration

EXPENSES

Adni ni stration
Cor por ate services
I nterest on | oan

M LLSTREAM M NES LTD.
STATEMENT OF | NCOVE AND DEFICI T
FOR THE YEAR ENDED AUGUST 31, 2001

Loss on di sposal of investnents

O fice and general

Oper ati ng expenses

Pr of essi onal fees

Rent

Shar ehol der i nfornation
Sub- contract

Tel ephone

Transfer agent fee

Wite-down of tenporary investnents

LOSS BEFORE DI SCONTI NUED OPERATI ONS

NET LOSS FROM DI SCONTI NUED OPERATI ONS (Note 2a), e))

NET LOSS

DEFI CI T, begi nning of year
(2,733,412)

DEFICI T, end of year
(5,674, 423)
LOSS per conmon share

(.09)

Ful Iy diluted earnings per

2001 2000

252 1, 857

- 100, 000

252 101, 857

- 66, 512

7,200 7,200

126, 625 122,670

16, 730 -

1, 445 2, 360
183 674

8, 705 5,735

11, 608 22,442

22,661 27,117

- 100, 000

- 5,128

4,221 5, 647

1, 027
200, 405 365, 485
(200, 153) (263, 628)
(27,206 (2,677, 383)
(227,359) (2,941, 011)
(5,674, 423)

$

(5,901,782)%

(.01)%

share (Note 6)
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M LLSTREAM M NES LTD.
STATEMENT OF CHANGES | N FI NANCI AL PCSI TI ON
FOR THE YEAR ENDED AUGUST 31, 2001

2001 2000
CASH PROVI DED BY (USED FOR)
OPERATI ONS
Net | oss $ (227, 359) $
(2,941, 011)
Net change in operating working capital (129, 873)
446, 129
(357,232) (2,494, 882)
FI NANCI NG
Common shares issued - 489, 500
| NVESTMENT
M ning clains and deferred exploration 335, 028 2,028,119
| NCREASE ( DECREASE) | N CASH (22, 204) 22,737
CASH - begi nni ng of year 30, 956
8,219
CASH - end of year $ 8, 752% 30, 956
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M LLSTREAM M NES LTD.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2001

SUMVARY OF SI GNI FI CANT ACCOUNTI NG POLI CI ES

1

Nat ure of Qperations

The acconpanying financial statenents have been prepared on the basis of
accounting principles applicable to a going concern which presunes the Conpany
will be able to realize its assets and discharge its liabilities in the nornal
course of business.

The Conpany is in the process of exploring its resource properties and has not
yet deternined whether the properties <contain economically recoverable
reserves. The recovery of the anpbunts shown for resource properties and the
rel ated deferred expenditures is dependent upon the existence of economically
recoverabl e reserves, confirmation of the Conpany's interest in the underlying
mning claims, the ability of the Conpany to obtain necessary financing to
conpl ete the devel opnent, upon future profitable production and the support of
the Conpany's trade creditors.

The financial statements do not give effect to any adjustnents to the anmpunt of
assets and liabilities that mght be necessary should the Conpany be unable to
continue as a going concern and therefore, be required to realize its assets
and discharge its liabilities in other than the ordinary course of business.

M ning d ains
Mning claims are carried at cost until they are brought into production at
which tine they are depleted on a unit-of-production basis.
Exploration expenditures relating to mning clains are deferred until the
properties are brought into production at which time they are anortized on a
unit - of - producti on basis.
The cost of clains abandoned or sold and the deferred exploration costs
relating to clains abandoned or sold are charged to operations in the current
year.

Adnmi ni strative Expenses
Admi ni strative expenses are charged to operations in the year incurred.

Ol and Gas Interests
The Conpany follows the successful efforts nethod of accounting for oil and gas
interests whereby all costs relating to the acquisition, exploration and
devel opnent of petroleum and natural gas reserves are capitalized until their
econoni ¢ status has been eval uat ed.
Al costs of successful wells are anortized over their useful |ives.

O L AND GAS | NTERESTS
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The Conpany holds a 6.25% interest in a producing well in Canadian County,
&l ahoma, U.S.A with royalty interests not exceeding 25% The well is recorded on
t he books of the Conpany at the nonminal val ue of $1.
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M LLSTREAM M NES LTD.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2001

2. M NI NG CLAI M5 AND DEFERRED EXPLCRATI ON EXPENDI TURES

Qoeni ng Addi tions Reduct i onsd osi ng
a) Cold properties, Czech Republic$ 1% -
1 $ -

Acqui sition
b) Potter Mne, Ontario

Acqui sition 4, 660, 000 - 300,000 4, 360, 000

Expl oration 3,664,473 - - 3,664,473
(c) Fal conbi dge Twp. Airport Proper

Expl oration 89, 011 - 35, 027 53,984
d) Tamarack, Montana

Acqui sition 231, 089 - - 231, 089

Expl oration 254, 241 - - 254, 241

e) Kidston Property, Cochrane
Acquisitiion - 27, 205 27,205

$__ 8,898, 815% 27, 205% 362, 233%__ 8, 563, 787

a) Gold properties, Czech Republic

The conpany held a 65% interest in 5 gold properties located in the Czech
Republic, fornerly part of Czechoslovakia. The conpany, as stated in its
press release of GCctober 5, 2000, has inplenented action to cease and
termnate all future expenditures in the Czech Republic regarding the gold

properties. The properties, in the opinion of nanagenent,

economi cal at these depressed gold prices and the inposed noratorium on
gold mning by the governnment has beconme nobre adamant since the wdely

publicized cyanide spill (other country) into the Danube River.

b) Potter Mne, Ontario

The conpany holds 100% interest in the Potter Mne Property with all
purchase transactions ratified in the annual and special shareholders’
neeting held My 4, 1999. An officer of the conpany controlling and
directing the control block of shares in the conpany has divested his

declared mnority 10% interest in Harrison Mning and

Engi neeri ng

Corporation, the vendor of the property, but remains the sole director
chief executive officer of all of the conpanies with Harrison Goup of
Conpani es. The vendor retains a 2.5% net snmelter return royalty on the
property which the conpany nay purchase at any tine for $3,000, 000.
$1, 600, 000 promissory note was issued by the conpany to the vendor

of the purchase consideration and remai ns outstanding to date.

On June 1, 1999 the conpany entered into an agreenent wi th Hunter
Goup Inc. of Vancouver, B.C. (“ farnee” ), granting to the
exclusive farnmout right to earn interests in the property by

Di cki nson
farnee an
i ncurring

approved phased exploration expenditures on the property. Upon conpleting
each phase of expenditure, the conmpany has the right to reacquire
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interests so earned. Failing such exercise to reacquire, the parties wll
forma joint venture to coordinate further exploration and devel opnent of
the property. The nmaxi num earnabl e interest nust be achieved in each phase
to have the right to proceed to the foll ow ng phase as:

phase 1 - ‘terninating Decenmber 31, 1999, naxinum 30% earnable
interest for $4,000,000 of expenditures;
phase 2 - terninating Decenmber 31, 2000, nexinum 25% earnable

interest for $10, 000,000 of expenditures; and,
phase 3 - terninating Decenber 31, 2001, naxi mum 5% earnabl e i nterest
for $5,000,000 of expenditures.
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M LLSTREAM M NES LTD.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2001

2. M NI NG CLAI M5 AND DEFERRED EXPLORATI ON EXPENDI TURES (conti nued)

b) Potter Mne, Ontario (continued)
In Septenber, 1999, the farnee acknow edged insufficient funds had been
secured and a deficit existed regarding the approved work program That
further raising of noney was being undertaken to fund the existing deficit
and the continuation of work on site. As of Decenber 31, 1999, the farnee
had not raised nor supplied any additional nonies and renained in default
within the terns of the agreement. This situation has yet to be resolved
and the farnee remains in default with accounts to be paid and other
matters within the agreenent.

On April 11, 2001, the conpany sold a 10% net profit interest royalty in
and to the Potter Mne Tailings property for $300,000 in cash. Net profits
are determned quarterly and the final payment of net profits are due no
later than 6 nonths after the end of the Project Operation’s accounting
year.

c) Fal conbridge Twp. Airport Property

August 7, 2000 the conpany, as stated in its August 11, 2000 press rel ease,
negotiated to increase its purchase option agreement froma 50%interest to
100% i nterest in the Fal conbridge Twp. Airport Property located in Ontario.
The property consists of 45 mining claims. A paynent of $60,000 is to be
made on or before the third anniversary date of this new agreenent and an
advance royal ty payment of $60,000 per year commenci ng Novenber 1, 2000 is
due up to the date when commercial production conmences in lieu of further
wor k conmmi t nents. The property now has a 3% net snelter return (NSR)
royalty for which the conpany has the right to purchase two thirds (2/3
being 2% for a paynment of $2,000,000 up to the date when commerci al
production comrences.

August 11, 2000 the conpany entered into an agreenent with Crowflight
Mnerals Inc. whereby Crowflight can earn a 50% undivided interest in
Airport Property. To earn its interest, Crowflight has to nake a cash
paynment totalling $100,000 and issuing 200,000 Crowflight conmon shares and
i ncur exploration expenditures of $1.0 million within a 2 year period.
Crowflight is committed to a 6 nonth Phase 1 program requiring a $25, 000
cash paynent, the issuing of 50,000 Crowflight common shares and conpl etion
of a $150,000 exploration program Ef fective Septenber 25, 2001, the
conpany term nated the 50% option granted to Crowflight Mnerals Inc.

d) Tamar ack, Montana

Pursuant to a Menorandum of Understandi ng dated April 19, 1998, the conpany
acquired a 50.5% undivided interest in the Tamarack property for $161, 500
US ($231,088 Cdn). The conpany has agreed to supply further funding for
pl anned exploration and exploitation and shall be entitled to 80% of all
revenues until funding provided by the conpany has been recaptured and
50.5% thereafter. The conpany continues to collect historical data of the
property in addition to the exploration of the surface and the structura

control (faults) to best establish drill targets. Managenent is of the
opinion that the property potential is in finding a high-grade gold - |ow
tonnage per day mne since the nmilling capacity is already on the site
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Fundi ng to advance the property towards production renmains to be raised at
this tinme.

e) Kidston Property, Cochrane

The conpany entered into an option agreenment on Decenber 20, 1999 to
purchase a 100% undivided interest in 3 referenced claim units. The
conpany paid $10,000 in cash and issued 100,000 treasury shares at $0.25
each. An option was granted to Orogrande Resources Inc. (ORl) to acquire a
49% undi vided interest in the Kidston Property for which ORl issued 100, 000
shares of its treasury stock at $0.15 each. This project was subsequently
abandoned.
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M LLSTREAM M NES LTD.
NOTES TO THE FI NANCI AL STATEMENTS
FOR THE YEAR ENDED AUGUST 31, 2001

3. RELATED PARTY TRANSACTI ONS

An officer of the conpany controlling and directing the controlling block of shares
in the conpany is also the sole director and chief executive officer of the
entities within The Harri son Group of Conpani es.

The Harrison Group of Conpanies $
409, 814

An officer of the conpany controlling and directing the control block of shares in
the conpany has divested his declared minority 10% interest in Harrison Mning and
Engi neering Corporation but rermains the sole director and chief executive office of
the Harrison G oup of Conpanies.

Harrison M ning & Engi neering Corp.
a) dermand | oan $ 1,274, 763

b) promi ssory note (principal) 1, 600, 000 2,874,763
promi ssory note accrued interest

287, 962
$___3.572,539

a) This loan was due Septenber 1, 1999. No demand has yet been nade and no
terms for interest have been determined on this |loan. The extension of
the due date is being negotiated with the interest free provision to
remai n.

b) This pronissory note bears interest at the rate of the Toronto Dom nion
Bank prine plus 1% per annum conpounded annually, and due on April 3,
2000, provided that a conmmercial production decision has been announced
on or before that date. The extension of the due date is being
negotiated with the creditor.

4. COVMON SHARES

Warrants outstandi ng at August 31, 2001 are as foll ows:
- 750, 000 @ $0. 40 expiring August 24, 2002
- 600, 000 @ $0. 30 expiring Cctober 29, 2002

Options outstanding at August 31, 2001 are as foll ows:
- 900, 000 @ $0. 25 expiring Septenmber 4, 2003
- 330, 332 @$0. 25 expiring Novenber 9, 2004
- 544,167 @ $0.30 expiring August 27, 2002
- 131,495 @ $0. 30 expiring Decenber 16, 2002
- 90, 000 @ $0. 30 expiring March 8, 2004
- 50, 000 @ $0. 40 expiring January 30, 2003
- 100, 000 @ $0. 40 expiring Decenber 19, 2002
- 189, 390 @ $0. 70 expiring March 30, 2003

5. FULLY DI LUTED EARNI NGS PER SHARE
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Fully diluted earnings per share have not been reported, as required by generally
accepted accounting principles, for the fiscal years ended August 31, 2000 and 2001
because the cal culation would result in an increase in | oss per share.

CONTI NGENT LI ABI LI TY

The conmpany is a co-defendent in a claim from another conpany who perforned
drilling and related services on the Potter property. The conpany has defended the
claimand has initiated a cross claim against the plaintiffs. An estimate of the
conpany’s share of the contingent loss is currently undeterninable.
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