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The strong operating performance at the

Kemess South mine, combined with the development

potential of the Kemess North project, set the stage for

a successful CdnS125 million equity issue in June 2002.

Proceeds were used to reduce total long-term debt by

S50 million and close out a substantial portion of our

gold forward sales commitments, prior to the surge in

gold prices in the fourth quarter. Northgate's balance

sheet now contains an appropriate mix of long-term

financing, providing a solid financial foundation for

future growth opportunities.

FINANCIAL RESULTS

MARKET REVIEW

2002 was marked by a robust appreciation in gold prices. At

the start of the year, gold prices on the London Bullion

Market started at a low of S278 per ounce and ended the

year at S343, just shy of the year high of S349. The average

price of gold was S31 0 during the year, almost S40 per

ounce higher than the previous year. Gold prices responded

positively throughout 2002 to a variety of factors including

reduced producer hedging, a weaker US dollar, turbulent

equity markets and global concerns about the prospect of

war and further acts of terrorism. Early in 2003, gold prices

exceeded the $350 level, a full S100 per ounce higher than

the cyclical low recorded in February 2001.

At the beginning of 2002, we set aggressive objectives

for the Corporation to enhance the underlying value of

our assets and maximize shareholder value. We are

pleased to report that we met all of our objectives:

> improved productivity and reduced operating

costs at the Kemess South mine;

> re-capitalized our balance sheet with an appro­

priate mix of equity and long-term debt;

> significantly advanced the Kemess North project; and

> developed other exploration opportunities in

British Columbia.

At the Kemess South mine, dramatic improve­

ments were made in all areas of the operation. On the

mining side, productivity was enhanced through the

commissioning of two new haulage trucks and a second

electric cable shovel, which allowed us to extract

43 million tonnes of ore and waste from the pit in 2002.

Mill availability improved from B3% in 2001 to

over 88% in 2002, with an average over the last six months

of the year of almost 91 %. As a consequence, ore

throughput reached over 49,500 tonnes per day in the

second half of 2002, well above our original target of

48,000 tonnes per day. This substantial increase in

throughput, combined with improvements in metal recov­

eries and concentrate grade as a direct consequence of the

commissioning of two column fiotation cells in the second
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quarter, resulted in record production of gold and copper.

Gold production for the year was 282,000 ounces at an

average cash cost of S204 per ounce, including by-product

revenue from the production of 73 million pounds of copper.

In addition to the continued production improve­

ments at the Kemess South mine in 2002, we were also

successful in the permitting and construction of a tailings

sands cycloning plant, which will substantially lower the

future capital cost of building the tailings dam by

lowering its ultimate elevation and reducing the cost of

sourcing and placing material.

In June, we signed a new 3-year collective

agreement with our workforce, which clarified and

simplified the terms of the previous agreement and

incorporated our philosophy of performance-based

variable compensation.

The 2002 exploration program in the east and

central cirque areas of Kemess North determined the ulti­

mate extent of the high-grade porphyry dome structure that

was discovered in 2001 and confirmed the continuity of the

mineralization in the deposit. This allowed the majority of

the resource to be upgraded from an inferred to an indi­

cated classification. The total resource at Kemess North now

contains 6.6 million ounces of gold and 2.4 billion pounds

of copper, an increase of 900,000 ounces of gold and

200 million pounds of cop er from 2001.

Northgate's cash flow from operations, before changes in

working capital and a one-time charge related to closing

out a large portion of our gold hedging position, was

S21,707,000, a substantial improvement compared with

the cash flow, before changes in working capital, of

S13,435,000 reported in 2001. Our loss for 2002, before

one-time charges, was S4, 114,000 compared with a loss,

before one-time charges, of S11 ,063,000 in 2001.

Although a substantial improvement over

2001, these results are obviously still not acceptable

and we remain focussed on returning Northgate to

profitability in 2003.

Copper prices ranged from a low of SO.64 per

pound to a high of SO.77 per pound during the year as

world supply and demand remained relatively balanced

and stocks remained at historically high levels. The

average price in 2002 was SO.71 per pound, approxi­

mately the same as it was in 2001. Although copper

prices have remained flat for the past two years,

Northgate improved its net realized price for copper by

7.5¢ per pound through reductions in treatment and

refining charges for our concentrate production. Copper

prices opened strongly in 2003, rising 5¢ per pound by

the end of January, rekindling our hope that after five

years of depressed prices, reduced mine and refined
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production, combined with improving world demand,

will push copper prices back up through the 50.90 per

pound level over the next two years.

SHARE PRICE PERFORMANCE

Although our share price demonstrated an improving

trend over 2002, for much of the year trading levels

remained at what management feels is a discount to net

asset value (" NAV") of the Kemess South mine, the

Kemess North project and the Corporation's other proper­

ties and assets. Consequently, we believe that our shares

have considerable upside potential, especially when

compared with the premium to NAV that most of our

industry peers enjoy.

For the information of our shareholders, we have

provided a valuation analysis of the Corporation on the

~ opposite page to substantiate our views.

OBJECTIVES AND OUTLOOK

As we begin 2003, our priorities are to address Northgate's

undervalued share price and continue to increase the

fundamental value of our assets.

We intend to raise Northgate's profile in the

North American marketplace through a more vigorous

investor relations program designed to raise investor

awareness of the value of Northgate's core Kemess South

mine and the great potential of the Kemess North project

and our other exploration properties. We also plan to

establish a listing on the American Stock Exchange

("AMEX") to facilitate trading in the United States and

expand our shareholder base.

We will enhance the fundamental value of our

assets by continuing to make metallurgical improve­

ments at Kemess South, by proceeding with feasibility

work at the Kemess North project and by exploring

within the prospective land position surrounding our

existing infrastructure. Further afield, we will also

actively seek out and review additional exploration and

development opportunities in our principal area of

focus, namely, North and South America.
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Process improvements such as more efficient

blasting in the pit, an expert system for mill control, a

system of magnets for removing broken steel balls from

our mills and the potential addition of flash flotation to

enhance gold recovery, represent the next generation of

process optimization at Kemess that are being fast­

tracked for deployment in 2003.

At Kemess North, we expect to complete and

release a pre-feasibility study by the middle of the year

and a full feasibility study by year end with the goal of

moving Kemess North from a resource to a reserve status

by the end of 2003.

As we go forvvard, we will continue to leverage

our low cost operating infrastructure at the Kemess South

mine to benefit our exploration and development initia­

tives in the surrounding Toodoggone region of British

Columbia. At the same time, as a significant mid-tier

producer of 290,000 ounces of gold per year in an

industry where merger and acquisition activity has

dramatically increased, we will consider corporate oppor­

tunities that make sense for our shareholders.

On behalf of the board and management of

Northgate, we would like to thank our employees for

their contribution to a successful year. With the Kemess

South mine producing at record levels, and our substan­

tial resource base continuing to develop, Northgate is

poised to benefit greatly from the recent and future

increases in metal prices.

On behalf of the Board,

~tf7~
Terry A. Lyons

Chairman

~
Kenneth G. Stowe

President and CEO

March 12, 2003

VALUA TlON ANAL YSIS

"Northgate shares represent a compelling investment in an undervalued
situation with significant upside potential for shareholders."
Using standard techniques and metrics utilized by industry analysts, we estimate the underlying value of our shares at

between 52.19 to 52.59 per share. This range is well above Northgate's trading range during 2002, representing a discount

to our fundamental value while comparable companies trade at a premium. Although our investors may have their own

method of establishing value, we invite you to review our valuation analysis below. We encourage you to utilize these

metrics to deril1e your own assessment of Northgate's underlying value, and comparable trading value to others, as we

establish Northgate as a solid mid-tier gold producer.

Kemess South - Producing Asset
Most appropriately valued on a discounted cash fiow basis
using operating assumptions based on detailed engi- I • :1
neering plans and historical cost data.

Kemess North - Pre-development Project
Mineral resources are typically valued based on precedent
setting transactions. A range of 520 - $40 per ounce of
resource is a standard metric in the industry. Once
resources are converted to reserves, valuations would be
expected to increase.

Exploration Portlolio
Estimated acquisition costs to compile a comparable port­
folio of properties is a reasonable proxy for value where
resource estimates are limited.

To close the gap between our share price
and underlying value, we are redoubling
our efforts to communicate more effec­
tively the value of our asset base and our
proven operating performance. We are
also pursuing an AMEX listing to expand
our shareholder base.



Kemess concentrate contains 20 - 25% copper

and 50 - 150 grams per tonne ("gmt") of gold. Since

shipments began to Noranda in February 2002, Kemess

concentrate inventories have dropped by an average of

40% and net realizations have improved dramatically

compared to the previous marketing arrangements, which

involved exporting concentrate to various Asian smelters.

SAFETY A~D ENVIRONMENT

Employees continued throughout the

year to embrace the objective of making

Kemess South the safest mine in British

Columbia. With a focus on the" Practical

Loss Control Leadership Program" and

the"Five Point Safety Program", we

succeeded in maintaining our status as

one of the safest mines in the province.

for "Outstanding Reclamation Achievement" from the

British Columbia Ministry of Energy & Mines and the

Mining Association of British Columbia. Our progressive

reclamation efforts have also contributed to maintaining

excellent water quality in the region and to the continued

success of our fishery enhancement programs.

LABOUR RELA TIONS

Kemess signed a new three-year collective agreement with

its hourly employees during 2002. The agreement clarified

and simplified the terms of the previous agreement, which

was negotiated in 1999 before Northgate acquired the mine.

The new agreement will drive higher produc­

tivity in the pit through the implementation of "hot

changes· and the introduction of a performance-based

production bonus for hourly employees.

Since the ratification of the agreement in

June, turnover has dropped to its lowest level since the

mine entered production and the working relationship

between management and the union local has been

excellent.

RESERVES

The mineral reserve estimates for the Kemess South

mine are re-calculated annually by qualified, in-house

technical staff. For this year's calculation, additional

time and effort was committed to optimize and

redesign the open-pit plan that has formed

the basis for our reserve calcula­

tions for the past three years. The

purpose of this redesign was to

increase the value that will ultimately

be extracted from the reserve. The

newly optimized open-pit mining plan

reduces the amount of waste stripped

during the mine life by 20 million tonnes,

bringing the life of mine stripping ratio

down from approximately 1.2:1 to

1.05:1. Reserve and resource esti­

mates at the end of 2002 for

Kemess South, Kemess North

and the Nugget Zone are

shown on the following page.

CONTINUOUS IMPROVEMENT

When Northgate acquired its interest in the Kemess

South mine in early 2000, management put in place an

ambitious turnaround plan to improve operating

performance at the mine. A major part of this initiative

involved assembling an experienced management

team with the skills necessary to make not only the

physical changes necessary to improve operating effi­

ciencies, but to change the actual culture at the mine

to one where every employee takes pride in their work

and continuously looks for ways to further enhance

productivity.
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silver. It is envisioned that Sustut ore would be shipped to

the Kemess mill for custom processing along with Kemess

ore. The feasibility study is expected to be completed in

the second quarter of 2003.

BRENDA PROPERTY

In 2002, Northgate entered into an option and joint

venture agre~ment with Canasil Resources Inc. for explo­

ration of the Brenda property located 25 kilometres

northwest of the Kemess South mine. A total of four

diamond drill holes were completed during the 2002

exploration season and a gold-bearing porphyry system

was discovered with gold grades of 0.25 - 0.40 grams

per tonne over intervals of 10 - 25 metres.

The discovery of porphyry mineralization in a

geologic setting, identical to that of Kemess North and

Kemess South, greatly expands the potential for further

discoveries in the same region. Northgate intends to

continue exploration in the expanded Kemess camp

during 2003, targeting the Nugget Zone, Kemess Centre,

the Brenda property and several new anomalies identi­

fied during 2002 using airborne surveys of the

Toodoggone region.

HYLAND GOLD PROPERTY

In early 2003, Northgate entered into an option agree­

ment with StrataGold Corporation regarding the

acquisition of an initial 51 % interest in the Hyland

gold property located in the Quartz Lake area in south­

east Yukon. The Hyland property covers 40 square

kilometres and has the potential to host a large sedi­

mentary gold deposit similar to the multi-million ounce

deposits in the Carlin District in Nevada and the Telfer

deposit in Australia.
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All dollar amounts are stated in United States dollars unless otherwise indicated.

Mana}?ement's
.. ) In June 2002, the Corporation closed a Cdn$125 million

equity financing in which it issued 60,975,610 common shares and

20,325,203 share purchase warrants. Proceeds from the financing were

used to repay short and long-term debts and interest, repurchase

$9,839,000 of the gold hedge book and for general corporate purposes.

($ millions) 1 Year 2-3 Years 4-5 Years 6 Yeass+

Project Loan Repayments 9.0 33.0 22.5
Leases 3.1 6.4 4.1 1.8
Mineral Property

Option Agreements 0.4

CONTRACTUAL OBLIGATIONS AND COMMITMENTS

At December 31,2002, in order to protect against the impact of

declining gold prices, the Corporation had commitments to deliver a

total of 413,700 ounces of gold, of which 350,000 ounces related to

commitments under the terms of the Corporation's project loan

facility (unrealized loss of $14,262,000) and the remaining 63,700

ounces were hedged to fix the price of gold contained in accounts

receivable and inventory at December 31,2002. At December 31,

2002, Kemess Mines Ltd. had entered into foreign exchange contracts

to sell $31,000,000 in 2003 at an average exchange rate of 1.5858.

The Corporation had the following additional contractual

obligations and commitments on December 31,2002.

RISK FACTORS

Northgate's future revenues are dependent on the prices for gold,

copper and silver on world markets and the level of treatment and

refining charges that custom smelters charge for processing concen­

trate. These prices and charges can vary significantly from

year-to-year and affect the Corporation's revenue and earnings.

Operating costs at Northgate's Kemess South mine site are largely

denominated in Canadian dollars and, as a result, the Corporation's

US dollar earnings will be directly affected by fluctuations in the

Cdn/US dollar exchange rate to the extent that these costs are not

hedged with foreign currency instruments. Northgate will continue

to have leverage in its capital structure in order to enhance share­

holder returns. Changes in interest rates, to the extent they are not

fixed, will, therefore, have an effect on earnings.

ENVIRONMENTAL MANAGEMENT

Northgate is committed to maintaining effective management systems

with respect to environmental issues at the Kemess South mine.

With respect to future site reclamation and closure costs,

the Corporation regularly updates its estimates of future expenditures.

At December 31, 2002, management's estimate of future reclamation

and site closure costs was $12.1 million (Cdn$18.8 million). This esti­

mate was based on available information, including preliminary

closure plans, alternatives and applicable regulations. At December 31,

2002, the Corporation had provided for a future liability of

$10.3 million and will continue to accrue for closure costs over the

remaining mine life. The Corporation has posted a Cdn$12 million

bond, held in trust by the Government of British Columbia, against

these future environmental obligations and amended its reclamation

permit during 2002 to increase the amount of the bond to

Cdn$18.8 million by the end of the Kemess South mine life in 2009.

Cash flow from operations for the year, before changes in

working capital, was $11,868,000 compared to $13,435,000 for the

previous year. Cash flow from operations, before changes in working

capital and prior to a one-time charge related to closing out a large

portion ofthe Corporation's gold hedging position, was $21,707,000

compared with $13,435,000 in 2001. The principal use of cash for the

year was for additions to mineral property, plant and equipment,

primarily the ongoing construction of the tailings impoundment facility.

Based on planned production levels, estimated gold and

copper prices an,d forecasted Cdn/US dollar exchange rates, it is

anticipated that funds provided from operations will be sufficient

to finance planned capital expenditures of $9,500,000 for the

Kemess South mine in 2003 and pay interest and principal on debt

as they become due.

Outstanding indebtedness: The Corporation closed a six-year

$100 million syndicated project loan in September 2001 to partially refi­

nance the acquisition bridge financing that was used to acquire an

interest in the Kemess South mine in February 2000. During 2002, the

Corporation made scheduled repayments of $11,000,000 and repaid an

additional $24,500,000 using proceeds from a common equity issue in

June. The Corporation also repaid $14,162,000 in other long-term debt

and $5,886,000 in short-term debt during the year using proceeds from

two equity issues and cash generated from operations. At December 31,

2002, the Corporation had $64,500,000 remaining on its project loan,

of which $9,000,000 is scheduled for repayment in 2003.

At December 31,2001, the Corporation's capital securi­

ties, including accrued interest, totalled $87,219,000. As the

Corporation retained the right to repay principal and interest on

these capital securities in the form of common shares, they were

classified as equity on the balance sheet. During 2002, the

Corporation repaid the capital securities, including accrued interest,

in cash that was raised through equity financings.

Shareholders' equity/deficiency: Shareholders' equity was

$129,339,000 at December 31,2002 compared with a deficiency of

$19,168,000 at December 31, 2001. The increase was attributable

to the issuance of 161,022,459 common shares and 38,182,338

common share purchase warrants during the year.

The Corporation's capital stock consists of an unlimited

number of Class A and Class B preference shares, of which none

are issued, and an unlimited number of common shares, of which

191,273,615 were issued and outstanding at December 31, 2002.

In March 2002, the Corporation closed a Cdn$140

million financing transaction announced in December 2001 by

issuing 35,714,270 common shares, 17,857,135 warrants,

3,865,429 flow-through common shares and 3,600,000 preferred

shares. Proceeds from the transaction were used to repay the

outstanding capital securities and accrued interest and fund quali­

fied exploration expenditures in 2002. The financing consisted of: a

Cdn$20 million unit offering of common shares and share purchase

warrants; a Cdn$5.4 million offering of flow-through common

shares; a Cdn$25 million rights unit offering of common shares and

share purchase warrants; and a Cdn$90 million private placement

of 8% convertible preferred shares.

2002 Versus 2001

Revenue: Northgate's total revenues for the year ended December 31,

2002 increased to $110,992,000, compared with $98,363,000 in

2001. The increased revenue in 2002 was the result of higher gold

and copper production and a dramatic improvement in gold prices.

The average metal prices received on sales in 2002, before hedging,

were $310 per ounce for gold and $0.71 per pound for copper

compared with $271 per ounce and $0.72 per pound in 2001.

Operating expenses: Total operating costs in 2002 were

$76,079,000, compared to $71,579,000 in 2001. The 6% increase in

expenses was predominantly due to the 30% increase in tonnes

mined and the 12% increase in tonnes milled between 2001 and

2002. Average cash costs, net of by-product credits, for 2002 were

$204 per ounce, an improvement of $5 per ounce from 2001.

Administrative and general expenses: Administrative and

general expenses decreased to $1,670,000 in 2002 from $2,131,000 in

2001 as many of the one-time legal and other costs related to the acqui­

sition and restructuring of the Kemess mine were not incurred in 2002.

Depreciation and depletion: Depreciation and depletion

expenses increased to $25,891,000 in 2002 from $24,152,000 in

2001 primarily as a result of the increase in the tonnes of ore

mined from the Kemess South pit.

Net interest expense: Net interest expense declined

substantially in 2002 to $5,335,000 from $9,341,000 in 2001. The

reduction in interest expense is attributable to a substantial reduction

in the Corporation's long-term debt as a result of the equity financing

completed in June 2002 and a decline in short-term interest rates.

Exploration: Exploration expenses during 2002 were

$4,215,000 compared with $840,000 in 2001. Expenditures in

2002 were substantially higher as the result of an extensive drill

program in the Kemess North region, partially funded by the

issuance of flow-through common shares.

Other: In connection with an equity financing that closed

on June 28, 2002 and a subsequent reduction in long-term debt,

the Corporation repurchased a significant portion of its gold hedge

book at a cost of $9,839,000.

During 2001, Northgate sold its subsidiary, Bretzin Mines

Limited, through which it held a portfolio of South American explo­

ration properties. The Corporation recorded a gain of $1,151,000

on the sale.

LIQUIDITY AND CAPITAL RESOURCES
2002 Versus 2001

At December 31, 2002, the Corporation had a working capital defi­

ciency of $1,295,000 compared with a deficiency of $20,351,000 at

December 31, 2001. The increase in working capital was the result

of a reduction in short-term debt and accrued liabilities and an

increase in cash that resulted from the completion of several financ­

ings during 2002. Cash balances at the end of 2002 amounted to

$4,401,000 compared with $804,000 at the end of 2001.

2001

32,959,000
15,361,000

42,100

0.855
0.251

66
77

277,100
66,300

209

2002

42,842,000
17,308,000

47,420

0.724
0.236

70
81

282,300
72,900

204

OVERVIEW

Northgate Exploration Limited ("Northgate" or the "Corporation")

is a gold and copper mining company focussed on operations and

opportunities in North and South America. Our principal assets are

the Kemess South mine in north-central British Columbia, which

produces 290,000 ounces of gold and 75 million pounds of copper

per year and the adjacent Kemess North project, which is currently

the subject of a feasibility study.

Tonnes milled (ore plus waste)
Tonnes milled (ore)
Tonnes milled per day (tpd)

Gold grade (gmt)
Copper grade (%)

Gold recovery (%)
Copper recovery (%)

Gold production (ounces)
Copper production (OOO's Ibs)

Cash cost ($Iounce)

RESUL TS OF OPERA TlONS

For the year ended December 31,2002, the Corporation recorded a

consolidated net loss of $14,243,000 or $0.14 per share, after

taking into account interest on capital securities and preferred

share dividends, compared with a consolidated net loss of

$9,912,000 or $0.58 per share in 2001. The per share data is based

on a weighted average number of shares outstanding of

123,374,060 in 2002 and 30,251,156 in 2001.

Higher mill throughput and improved metal recoveries were

achieved in 2002, as a result of improvements made to the milling

circuit over the past two years and the installation of two column

flotation cells in the flotation circuit, which have enhanced metal

recoveries beyond original expectations. These improvements led to

record production of both gold and copper during 2002.

On June 17, 2002, members of the International Union

of Operating Engineers - Local 115, representing approximately

300 employees at the Kemess Mine, voted to accept a new 3-year

collective agreement. The previous agreement had expired on

December 31, 2001.

In 2003, the Kemess South mine is forecast to produce

294,000 ounces of gold and 77.5 million pounds of copper at a

cash operating cost of approximately $196 per ounce, net of

copper by-product credits calculated at a price of $0.75 per pound.

Kemess South Mine

----"' Production at the Kemess South mine totalled 282,300 ounces of gold

and 72.9 million pounds of copper during 2002. This compares with

277,100 ounces of gold and 66.3 million pounds of copper in 2001.

The following table provides a summary of operations

during 2002 compared with 2001 :

(100% production basis)
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CRITICAL ACCOUNTING POLICIES

Note: The figures in the chart above exclude the impact of the financial instru­
ments disclosed in Note 16 of the Notes to Consolidated Financial Statements.

The Corporation's accounting policies are described in Note 2 to

the consolidated financial statements. These consolidated financial

statements are prepared in conformity with Canadian GAAP, which

SENSITIVITIES
The following table shows the approximate impact on the

Corporation's 2003 earnings and cash flow of variations in prices,

exchange rates and interest rates, based on the projected produc­

tion at the Kemess South mine if the change was to remain in

effect for the full year:

AUDITORS' REPORT TO THE SHAREHOLDERS

lL ~ \'{\. ~ L Lf1
Chartered Accountants
Vancouver, Canada

We have audited the consolidated balance sheets of

Northgate Exploration Limited as at December 31,2002 and

2001 and the consolidated statements of operations,

retained earnings (deficit) and cash flows for the years then

ended. These financial statements are the responsibility of

the Corporation's management. Our responsibility is to

express an opinion 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 reason­

able assurance whether the financial statements are free of

material misstatement. An audit includes examining, on a

test basis, evidence supporting the amounts and disclosures

in the financial statements. An audit also includes assessing

the accounting principles used and significant estimates

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 Corporation as at December 31, 2002 and 2001 and the

results of its operations and its cash flows for the years then

ended in accordance with Canadian generally accepted

accounting principles.

February 28, 2003

Jon A. Douglas
Senior Vice-President and

Chief Financial Officer

r~

MANA GEMENT'S RESPONSIBILITY

February 28, 2003

The accompanying consolidated financial statements have

been prepared by management in accordance with Canadian

generally accepted accounting principles and where appropri­

ate, reflect management's best estimates and judgement. The

financial information presented elsewhere in the annual report

is consistent wHh that in the consolidated financial statements.

The Corporation maintains adequate systems of

internal accounting and administrative controls, consistent

with reasonable cost. Such systems are designed to provide

reasonable assurance that the financial information is rele­

vant and reliable and that the Corporation's assets are

appropriately accounted for and adequately safeguarded.

The Board of Directors of the Corporation is respon­

sible for ensuring that management fulfills its responsibilities

for financial reporting and is ultimately responsible for

reviewing and approving the consolidated financial state­

ments and the accompanying management's discussion and

analysis. The Board carries out this responsibility principally

through its Audit Committee.

The Audit Committee is appointed by the Board and

the majority of its members are not affiliated with the

Corporation, nor are they involved in the daily operations of

the Corporation. The Audit Committee meets periodically with

management and the external auditors to discuss internal

controls, auditing matters and financial reporting issues, and

to satisfy itself that the responsibilities of each party have

been properly discharged. The Audit Committee also reviews

the consolidated financial statements, management's discus­

sion and analysis and the external auditors' report. Fees and

expenses for audit services are reviewed and the engagement

or reappointment of the external auditors is also considered.

The Audit Committee reports its findings to the Board and rec­

ommends approval of the consolidated financial statements

for issuance to the shareholders.

Consolidated

Kenneth G. Stowe
President and

Chief Executive Officer

~

OUTLOOK

The operational improvements achieved in 2002 are generating

significant cash flow for the Corporation and the Kemess South

mine is now expected to perform consistently for the balance of

the mine life, producing an average of 290,000 ounces of gold and

75 million pounds of copper annually. Further operating improve­

ments will be implemented at Kemess South in 2003 and

exploration will continue within the Kemess camp to further

expand the resource base while the Corporation proceeds with the

feasibility study on Kemess North.

Mineral Property Costs

The Corporation records mineral property acquisition and mine

development costs at cost and depreciates and depletes these

costs on a unit-of-production basis. If reserve estimates or future

metal prices differ substantially from the Corporation's current esti­

mates, it may become necessary to write down the value of the

Corporation's assets or increase future depreciation and depletion

expenses, both of which would reduce net earnings in future years.

RELATED PARTY TRANSACTIONS

Reclamation

On an annual basis, the Corporation updates its estimates of the

cost for site closure and mine reclamation based on the best avail­

able information and current regulatory requirements. Reclamation

costs are then accrued on a unit-of-production basis over the

remaining mine life.

In the ordinary course of business, the Corporation carries on

certain transactions with its affiliates, which are conducted on

normal business terms (see Note 15). The most significant of these

transactions are as follows:

> the sale of concentrate to Noranda Inc. under a three

year agreement that ends on December 31,2004;

> a 1.62% payable metal royalty to Brascan Financial

Corporation on production from the Kemess South mine; and

> the payments of interest and principal on various bridge

loans that were used to finance the acquisition of the

Kemess South mine.

require the Corporation to make various judgements with respect

to certain estimates and assumptions. The following policies are

considered by management to be most critical in understanding

the judgements that are involved in the preparation of the

Corporation's financial statements and the uncertainties inherent

within them.

Revenue Recognition

Revenue is recognized upon production of concentrate. Sales of

gold and copper concentrates are based on specific sales agree­

ments and may be subject to adjustment upon final settlement of

shipment weights, assays and metal prices. Such adjustments to

revenue are recorded in the period of final settlement.

2.7

0.64

0.45

1.2

Earnings and
Cash Flow Impact

($ millions)Change

$10/ounce

$0.01/pound

1.0%

$0.01

Factor

Gold

Copper

Interest rates (Libor)

USlCdn exchange rate

Although the Corporation has carefully prepared its

mineral reserve and resource figures and believes that the methods

of estimating mineral reserves and resources are sound, such

figures are estimates and no assurance can be given that the indi­

cated recoveries of gold and copper from the reserves will be

realized over the mine life.

The business of mining is generally subject to a number

of risks and hazards, including operational accidents, labour

disputes, unusual or unexpected geological conditions and other

environmental phenomena, including weather. Northgate main­

tains insurance against risks that are typical in the mining

industry, but such insurance may not provide adequate coverage

under all circumstances.

The Corporation is subject to various legal claims, judge­

ments, potential claims and complaints including unexpected

environmental remediation costs in excess of current reserves,

arising out of the normal course of business. While the Corporation

believes that unfavourable decisions in any pending procedures or

the threat of procedures related to any future assessment or any

amount it might be required to pay will not have a material

adverse affect on the Corporation's financial condition, there is a

risk that if such decisions are determined adversely to the

_____Corporation, they could have a material adverse effect on the

Corporation's profitability.

The Corporation's mining operations and exploration

activities are subject to extensive Canadian federal and provincial

regulations. The Corporation believes that it is in substantial compli­

ance with all current laws and regulations. However, since these

laws and regulations are subject to constant change, there can be

no guarantee that future changes will not have a material adverse

effect on the Corporation by reducing levels of production, or

delaying or preventing the development of new mining properties.
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37,357

(4,114)

(9,839)
(290)

$ (14,243)

$ (0.14)

Consolidated

As at December 31, 2002 and 2001 Years ended December 31,2002 and 2001

(expressed in thousands of US dollars) Note 2001 (expressed in thousands of US dollars except per share amounts) Note 2001

Revenue $ 98,363

ASSETS Operating costs
Current assets

71,579

Cash and cash equivalents $ 804
Administrative and general 2,131

Concentrate settlements and other receivables 11,738 73,710

Inventories 4 8,041
Earnings before interest, taxes, depreciation and depletion and other 24,653

20,583
Other:

Other assets 5 10,329 Depreciation and depletion 24,152

Mineral property, plant and equipment 6 205,271 Net interest 9,341

$ 236,183
Exploration 840

Currency translation losses 163

Mining and capital taxes 1,340

LIABILITIES AND TOTAL SHAREHOLDERS' EQUITY Non-controlling interest (120)

Current liabilities 35,716
Mounts payable and accrued liabilities $ 21,389

Short-term debts 7 5,886 Earnings (loss) before the following items: (11,063)

Current portion of capital lease obligations 8 2,659

Current portion of long-term debt 9 11,000
Loss on settlement of gold forward sales contracts 16(A)

Other income (expense) 5(B) 1,151

40,934
Earnings (loss) for the year $ (9,912)

Capital lease obligations 8 5,064
Earnings (loss) per share - basic and diluted $

Long-term debt 9 103,162
(0.58)

Provision for site closure and reclamation 10 10,048 Weighted average shares outstanding:

159,208
Basic 30,251,156

Diluted 144,192,323

Non-controlling interest 3 8,924
The accompanying notes form an integral part of these financial statements.

Shareholders' equity (deficiency) and capital securities

Capital securities 11 87,219

Shareholders' equity (deficiency) 12 (19,168) Consolidated68,051

$ 236,183
Years ended December 31, 2002 and 2001

Subsequent events (Notes 3 and 18) (expressed in thousands of US dollars) Note 2001
The accompanying notes form an integral part of these financial statements.

Retained earnings (deficit) at beginning of year $ (14,230)

Approved by the Board Earnings (loss) for the year (9,912)

~
Dividends on preferred shares 12(A)(ii)

~tf7~
Interest on capital securities 11 (7,498)

Retained earnings (deficit) at end of year $ (31,640)

Terry A. Lyons, Director Patrick D. Downey, Director The accompanying notes form an integral part of these financial statements.

Consolidated

- II ---------- ---------11-



$ (14,243)

25,891
(531)
253
167
503
-

(172)

11,868

(2,531)
172

(5,058)

4,451

(1,559)
(19,101)

(20,660)

(3,177)
8,000

(83,282)
27,734
56,475
(1,166)
(5,000)

108,878
(88,656)

19,806

3,597
804

$ 4,401

$ (9,912)

24,152
(120)
163

303
(1,151 )

-

13,435

(3,356)
3,973

(6,797)

7,255

4,621
(2,405)

(15,156)

(12,940)

(2,635)
-

(12,687)
14,719

------11-

F. Revenue Recognition

Revenue is recognized upon production of concentrate. Sales of gold and
copper concentrates are based on specific sales agreements and may be
subject to adjustment upon final settlement of shipment weights, assays
and metal prices. Such adjustments to revenue are recorded in the period of
final settlement. Gains and losses on derivative financial instruments used
to hedge metal price or foreign exchange risk are recognized in revenue and
operating costs when realized.

G. Reporting Currency and Foreign Currency Translation

The Corporation's primary currency of measurement and display is the
United States dollar. Monetary assets and liabilities denominated in other
than United States dollars are translated at the exchange rate in effect at
the balance sheet date with gains or losses included in earnings. Non­
monetary assets and liabilities and revenues and expenses denominated
in other than United States dollars are translated at rates of exchange in
effect during the period.

Effective January 1, 2002, the Corporation adopted the Canadian
Institute of Chartered Accountants' (the" CICA") new standards for the
translation of foreign currencies. These bring Canadian practice into
alignment with most other industrialized nations. Under the new rules,
gains and losses on non-current, monetary items with a fixed and ascer­
tainable life denominated in currencies other than the United States
dollar are no longer deferred and amortized over the life of the items but
charged directly to earnings as they occur. The change has been applied
retroactively, although because the Corporation has no significant non­
current, monetary items with a fixed and ascertainable life denominated
in currencies other than the United States dollar, there was no impact of
this change on the prior period financial statements.

H. Stock-based Compensation

Effective January 1, 2002, the Corporation adopted the CICA's new
handbook section 3870, Stock-Based Compensation and Other Stock-Based
Payments. Under the new standard, stock-based payments to non­
employees, and employee awards that are direct awards of stock, call for
settlement in cash or other assets, or are stock appreciation rights that call
for settlement by the issuance of equity instruments, granted on or after
January 1, 2002, are accounted for using the fair-value based method. No
compensation costs are required to be recorded for all other stock-based
employee compensation awards. Consideration paid by employees on the•.•
exercise of stock options is recorded as share capital and contributed
surplus. The Corporation discloses the pro forma effect of accounting for
these awards under the fair-value based method. The adoption of this new
standard has resulted in no changes to amounts previously reported.

Prior to adoption of the new recommendations, no compensation
expense was recorded for the Corporation's stock-based plans when the
options or incentives are granted. Any consideration paid by employees
or directors on exercise of stock options was credited to share capital.

I. Future Income Taxes

The Corporation utilizes the asset and liability method of accounting for
income taxes under the provisions of Section 3465 of the CICA Handbook,
Income Taxes ("Section 3465"). Under the asset and liability method of
Section 3465, future income tax assets and liabilities are determined
based on differences between the financial statement carrying values of
existing assets and liabilities and their respective income tax bases
(temporary differences) and loss carry-forwards. Future income tax assets
and liabilities are measured using the tax rates expected to be in effect
when the temporary differences are likely to reverse. The effect on future
income tax assets and liabilities of a change in tax rates is included in
operations in the period in which the change is substantively enacted. The
amount of future income tax assets recognized is limited to the amount of
the benefit that is more likely than not to be realized.

Significant Accounting PoliciesNOTE 2

Notes to
Years ended December 31, 2002 and 2001 (amounts in tables expressed in thousands of US Dollars, except per share amounts)

NOTE 1 Nature of Operations

Northgate Exploration Limited (the "Corporation") is engaged in gold
and copper mining and related activities including exploration, devel­
opment and processing. Its principal assets, being its 95% interest in the
Kemess South mine and the Kemess North Project, were acquired on
December 31, 2000 (Note 3).

A. Basis of Presentation

These financial statements have been prepared in accordance with
accounting principles and practices that are generally accepted in
Canada. The consolidated financial statements include the accounts of
the Corporation and its subsidiary companies. All material inter-company
balances and transactions have been eliminated.

B. Cash and Cash Equivalents

Cash and cash equivalents are highly liquid investments, such as term
deposits with major financial institutions, having a maturity of three
months or less at acquisition that are readily convertible to contracted
amounts of cash.

e. Inventories

Concentrates and metal inventory is valued at net realizable value.
Supplies inventory is stated at the lower of cost, using the average cost
method, or replacement cost.

D. Mineral Property, Plant and Equipment

Plant and equipment is stated at cost less accumulated depreciation.
Depreciation is provided using the straight-line method over the esti­
mated useful life of the related assets. Estimated useful lives for mining
equipment and major asset categories range from three to seven years.
Replacements and major improvements are capitalized.

Mineral property acquisition and mine development costs are
deferred on a property-by-property basis and amortized by the unit-of­
production method based on estimated recoverable reserves. If it is
determined that the deferred costs relating to a property are not recov­
erable over its productive life, the unrecoverable portion is charged to
operations in the period such determination is made.

Milling assets are recorded at cost and amortized by the unit-of­
production method based on estimated recoverable reserves expected to
be processed through the mill.

Expenditures incurred on non-producing properties identified as
having development potential, as evidenced by a positive economic
analysis of the project, are deferred on a project basis. If a project is aban­
doned or it is determined that the deferred costs may not be recoverable
based on current economics or permitting considerations, the accumulated
project costs are charged to operations in the period in which the determi­
nation is made. Exploration expenditures on properties not sufficiently
advanced to identify their development potential are expensed as incurred.

E. Site Closure and Reclamation Costs

Minimum standards for site closure and mine reclamation have been estab­
lished by various governmental agencies that affect certain operations of
the Corporation. A reserve for future site closure and mine reclamation costs
has been established based upon the estimated costs to comply with
existing reclamation standards. Site closure and mine reclamation costs for
operating properties are accrued using the unit-of-production method. The
effect of increases or decreases in estimated future costs resulting from
amendments to reclamation standards by the regulatory authorities,
changes to the extent of remediation required, experience gathered by the
Corporation and others on similar properties, or other factors, are reflected
in earnings from properties currently in production, prospectively,
commencing in the period the estimate is revised.

804

6,137

2001

4,682

4,079

(1,606)
2,410

$

$

$
$
$

2002

56,475

14,860
18,588

$
$
$

$

Investments
Proceeds received from investments
Additions to other assets
Additions to mineral property, plant and equipment

Increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

The accompanying notes form an integral part of these financial statements

Cash and cash equivalents at end of year

Supplementary information:
Cash paid during the year for:

Interest on capital securities

Other interest
Income taxes

Non cash financing activities:
Issuance of common shares on redemption of preferred shares

Financing
Repayment of capital lease obligations
Capital lease financing
Repayment of debt
Issuance of debt
Issuance of preferred shares
Dividends on preferred shares
Reduction of non-controlling interest
Issuance of common shares and warrants
Draw (repayment) of capital securities

-11------

Changes in non-cash operating working capital:
Concentrate settlements and other receivables

Inventories
Accounts payable and accrued liabilities

Years ended December 31,2002 and 2001

(expressed in thousands of US Dollars) Note

CASH PROVIDED BY (USED IN)
Operations
Earnings (loss) for the year
Non-cash items:

Depreciation and depletion
Non-controlling interest
Unrealized currency translation losses
Accrual for site closure and reclamation
Amortization of deferred financing charges
(Gains) losses on disposal of subsidiary
Other losses (gains)

Consolidated
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2001

2001

87,219

61,598
25,621

12,472

28,238

28,237

(31,640)

(19,168)

(28,238)

(28,237)

Amount

$

$

$

1,800,000

1,800,000

(1,800,000)

(1,800,000)

No. of Shares

Subordinated Acquisition Bridge
Facility (A)

Secured Debt (B)

Common shares (A(iii))
Warrants (A(iii))
Retained earnings (deficit)

that Kemess Mines Ltd. agreed to provide additional security installments
of Cdn$1,000,000 on December 31 of each year from 2003 to 2008, with
a final amount of $800,000 on December 31, 2009.

A. Subordinated Acquisition Bridge Facility

On February 11, 2000, the Corporation established an additional non­
revolving term facility (the "Acquisition Facility"), which ranked second in
priority to the Bridge Facility (Note 9(A)), in order to acquire the Kemess
Convertible Royalty (Note 3). During 2001 and 2002, the Acquisition
Facility carried an interest rate of L1BOR plus 6.0%. On February 10,
2001, the Acquisition Facility was extended to December 31, 2001 with
similar interest rate terms. On December 28, 2001, the Acquisition Facility
was further extended to June 30, 2002 with similar interest rate terms.
The Corporation had the option to settle interest payments in either cash
or common shares and had the option to settle the principal at maturity
in common shares of the Corporation. The facility was repaid in cash on
March 28, 2002.

B. Secured Debt

During 2001 and 2002, the secured debt carried an interest rate of the
30-day L1BOR plus 2.5%. From January 1, 2001 through June 30, 2002,
the Corporation had the option to repay both principal and interest in
common shares of the Corporation at maturity. The facility was repaid in
cash on March 28, 2002.

Distributions on these securities, net of related income taxes, are
not included in the computation of earnings (loss) for the year but are
included in the computation of earnings (loss) per share.

NOTE 11 Capital Securities

A. Share Capital

(i) Authorized
An unlimited number of Class A and Class B preference shares and an
unlimited number of common shares.
(ii) Preferred shares:

NOTE 12 Shareholders' Equity (Deficiency)

Class A Series 1:
Balance, December 31, 2000 and 2001
Issued for cash at Cdn$25 per share
Converted to common shares

at Cdn$1.51 per share

Balance, December 31, 2002

Balance, December 31, 2002

Class A Series 2:
Balance, December 31, 2000 and 2001
Issued for cash at Cdn$25 per share
Converted to common shares

at Cdn$1.51 per share

On March 28, 2002, the Corporation issued a total of 3.6 million 8% convert­
ible preferred shares to an affiliate of Brascan. On June 25, 2002, these pre­
ferred shares were converted into common shares at Cdn$1.51 per share.

Total preferred shares,
December 31, 2002

2,675
2,813
2,747
1,644
1,654
1,013

2001

114,162
(11,000)

64,500

103,162

9,000
·12,000
21,000

$

$ 14,162
100,000

Long-Term Debt

2003
2004
2005
2006
2007
2008

Senior acquisition bridge facility (A)
Project loan (B)

NOTE 9

Less: current portion

2003
2004
2005
2006

A. Senior Acquisition Bridge Facility

On February 11, 2000, the Corporation established a non-revolving term
facility (the "Bridge Facility") in the principal amount of $95,000,000 in
order to acquire the Kemess Convertible Royalty described in Note 3.
During 2001 and 2002, the Bridge Facility carried an interest rate of
L1BOR plus 2.5% per annum. The $95,000,000 principal outstanding
under the Bridge Facility was repaid in September 2001 and the due
date for the payment of the balance outstanding on the Bridge Facility
was extended to February 10, 2003. The outstanding balance was repaid
on June 28, 2002.

B. Project Loan

On September 13, 2001, Kemess Mines Ltd. closed a $100,000,000 syndi­
cated credit facility. This facility and the working capital facility (Note
7(B)) currently bear interest at L1BOR plus 1% and are secured by a fixed
and floating charge over all of the assets of the Kemess South mine and
is fully guaranteed by Brascan until the mine passes its completion test.
In consideration for providing this guarantee, Kemess Mines Ltd. pays
Brascan a fee of 1% per annum. Under this project loan and once the
mine passes its completion test, Kemess Mines Ltd. agrees to maintain
certain forward sales commitments over the term of the loan (Note 16).
Interest is payable quarterly and principal is repayable quarterly with
total annual payments as follows:

Future capital lease payments and future minimum lease payments
under non-cancellable leases with initial or remaining lease terms in
excess of one year as of December 31, 2002, are as follows:

The Corporation also leases equipment under a long-term operating
lease that expires August 31, 2009. The annual payment for this lease is
$410,000 and the aggregate lease payable to the expiry date is
$2,768,000.

NOTE 10 Site Closure & Reclamation Obligations

Minimum standards for mine reclamation have been established by
federal and provincial governmental agencies. Under current regulations,
Kemess Mines Ltd. is required to meet performance standards to
minimize environmental impacts from operations and to perform site
restoration and other closure activities.

Provisions for site closure and reclamation costs are based on
known requirements. The exact nature of environmental control concerns,
if any, that may be encountered in the future cannot be predicted with
certainty, because environmental requirements currently established by
government agencies may change.

At December 31,2002, Kemess Mines Ltd. had a security bond of
Cdn$12,000,OOO posted in connection with its reclamation permit for the
Kemess South mine (Note 5(A)). During 2002, Kemess Mines Ltd. and the
Government of British Columbia amended this reclamation permit such

2001
7,535
2,762

32

2001

2001

5,886

5,064

2,118
3,768

7,723
(2,659)

10,329$

$

$

Other Assets

Short-Term Debts

Lease Obligations

Restricted cash (A)
Deferred financing and lease charges
Other

NOTE 5

NOTE 6 Mineral Property, Plant and Equipment

Accumulated
Depreciation Net Book

2002 Cost & Depletion Value
Mineral property $ 15,702 $ - $ 15,702
Plant and equipment 232,822 50,043 182,779

248,524 $ 50,043 $ 198,481

Accumulated
Depreciation Net Book

2001 Cost & Depletion Value
Mineral property $ 15,702 $ $ 15,702
Plant and equipment 213,721 24,152 189,569

$ 229,423 $ 24,152 $ 205,271

Loan facility (A)
Working capital facility (B)

NOTE 7

A. Restricted Cash

A subsidiary of the Corporation has pledged Cdn$12,000,000 at
December 31,2002 (Cdn$12,000,000 at December 31,2001) in cash and
short-term deposits relating to site closure and reclamation obligations
at the Kemess South mine (Note 10).

B. Sale of Subsidiary

During 1998, a subsidiary of the Corporation entered into a promissory
note agreement in the amount of $5,500,000 to finance the acquisition of
a portfolio of mineral and exploration companies with properties located
principally in South America, with the purchase price allocated to cash and
notes receivable. During 2001, the Corporation sold the subsidiary that
held the notes receivable and the promissory note payable to a significant
shareholder, and recorded a gain on sale of $1,151,000.

A. Loan Facility

The Corporation entered into a loan agreement with an affiliate of Brascan
for up to $4,000,000 in order to finance certain advances receivable. This
loan facility carried an interest rate of the 30-day London interbank offered
rate ("L1BOR") plus 2.5% per annum and was repaid in April 2002.

B. Working Capital Facility

On September 13, 2001, Kemess Mines Ltd. secured a $10,000,000 revolving
working capital facility from a major Canadian chartered bank (Note 9(B)).

Capital lease obligations
Less: current portion

The Corporation's interest in the Kemess South mine is subject to a
1.62% royalty on the value of payable metals produced, payable to
Brascan Financial Corporation ("Brascan"), a related party.

NOTE 8

Kemess Mines Ltd. has obligations under capital leases for mobile mining
equipment with remaining terms ranging from one to five years. At
December 31, 2001, approximately $1,398,000 of the capital lease obli­
gations were payable to an affiliate of Brascan pursuant to capital leases
which were transacted under normal business terms. This amount was
repaid in full during 2002.

2001
2,604
5,437
8,041

34,668

7,666
7,456

10,502
9,044

7,931
214,267

187,530

$

$

$

$

Inventories

J. Estimates

The preparation of financial statements in conformity with Canadian
generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses
during the reporting period. Significant areas requiring the use of
management estimates relate to the determination of mineral reserves,
receivables from sales of concentrate and values of concentrate in inventory
and in transit, site closure and reclamation obligations, impairment of assets,
useful lives for depreciation and depletion, and valuation allowances for
future income tax assets. Actual results could differ from those estimates.

K. Earnings (Loss) Per Share

Basic earnings (loss) per share is computed by dividing earnings available to
common shareholders by the weighted average number of common shares
outstanding during the period. Earnings available to common shareholders
equal net earnings (loss) adjusted for charges against retained earnings
(deficit) for certain preferential items. The computation of diluted earnings
per share requires the use of the treasury stock method, which assumes that
the exercise of certain stock options and warrants and the conversion of
certain convertible securities will have a dilutive effect on earnings per share.
Undarthe treasury stock method, the weighted average number of common
shares outstanding for the calculation of diluted earnings per share assumes
that the proceeds to be received on the exercise of stock options and
warrants is applied to repurchase common shares at the average market
price for the period, and the dilutive effect of convertible securities is
computed using the "if converted" method. Under the "if converted"
method, convertible securities are assumed to be converted at the beginning
of the period and the resulting potential common shares are included in the
outstanding common shares at the end of the period. When there is a loss
for a period, the potential shares to be issued are not included in the compu­
tation of diluted earnings per share, as the results would be anti-dilutive.

L. Comparative Figures

Certain of the prior years' comparative figures have been reclassified to
conform with the presentation adopted for the current year.

Working capital
Mineral property, plant and equipment

Purchase price of net assets acquired

Short-term debts
Capital lease obligations
Site closure and reclamation obligations
Non-controlling interest in acquired net assets

NOTE 3 Acquisition of Kemess Mines Ltd.

On February 11,2000, the Corporation acquired for $187,530,000 a
Convertible Royalty Interest (the "Kemess Convertible Royalty") equal to
95% of the net cash flow of the Kemess South mine. On December 31,
2000, this royalty interest was exchanged for a 95% equity interest in
Kemess Mines Ltd. The remaining 5% interest in Kemess Mines Ltd. is
owned by Royal Oak Ventures Inc. A summary of the net assets acquired
at assigned values is as follows:

NOTE 4

During 2002, the Corporation reduced the capital of its subsidiary,
Kemess Mines Ltd., and paid $5,000,000 to Royal Oak Ventures Inc. in
connection with such capital reduction.

Subsequent to December 31, 2002, the Corporation issued
7,186,000 common shares to acquire the 5% interest in Kemess Mines
Ltd. held by Royal Oak Ventures Inc.

Concentrates and metal inventory
Supplies
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The expected life of the options used in the option-pricing model were
determined as one-half of the weighted average life of the option terms.

•
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per ounce. These forward sales commitments are in the form of short­
dated spot deferred contracts. A portion of the position may be brought
and settled into income in 2003 and a portion will eventually be rolled
into future years as part of the Corporation's commitments under its
project loan (Note 9(B)). The unrealized loss on these spot deferred
contracts at December 31,2002 was approximately $14,262,000
(2001 - unrealized gain of $3,459,000). In June 2002, in connection with
the closure of an equity financing and the reduction of its project loan
facility, the Corporation closed out 670,000 ounces of its hedge book at a
cost of $9,839,000.

Between December 20, 2002 and January 6, 2003, Kemess Mines
Ltd. sold forward 63,700 ounces of gold at an average price of $350 per
ounce to fix the gold price for un-priced gold in inventory and receivables
at December 31, 2002. These forward sales contracts are to be closed out
against monthly average gold prices in January, February and March
2003 as physical gold deliveries are priced.

At December 31,2001, Kemess Mines Ltd. also had outstanding
call options for 300,000 ounces of gold exercisable at $295 per ounce.
Total premiums for selling these options of $1,190,000 were included in
accounts payable and accrued liabilities and were brought into income
during 2002.

At December 31, 2000, Kemess Mines Ltd. had sold forward
200,000 ounces of gold for delivery in 2001 at an average price of
$302 per ounce. In February 2001, these contracts were closed out for
proceeds of approximately $8,000,000.

At December 31,2000, Kemess Mines Ltd. had also entered into
contracts to sell $62,000,000 in 2001 at an average exchange rate of
Cdn$1.46 and an additional $36,000,000 in 2002 at an average exchange
rate of Cdn$1.47. As at December 31,2000, the Corporation had also sold
forward $14,000,000 to purchase Canadian dollars for value March 31,
2001 at a rate of Cdn$1.44. The unrealized loss on these foreign exchange
contracts was approximately $2,485,000 at December 31,2000.

At December 31, 2001, Kemess Mines Ltd. had entered into
contracts to sell $72,865,125 in 2002 at an average exchange rate of
Cdn$1.53 and had sold forward $14,000,000 to purchase Canadian
dollars for value March 31,2002 at a rate of Cdn$1.44. The unrealized
loss on these foreign exchange contracts was approximately $2,900,000
at December 31, 2001.

At December 31, 2002, Kemess Mines Ltd. had entered into
contracts to sell $31,000,000 in 2003 at an average exchange rate of
Cdn$1.5858. The unrealized gain on these foreign exchange contracts
was approximately $126,000 at December 31,2002.

B. Except as disclosed elsewhere in these financial statements, the
carrying value of all financial instruments approximates fair value.

C. The Corporation monitors the financial condition of its customers
and counter-parties to contracts and considers the risk of material loss to
be remote.

NOTE 18 Subsequent Event

On February 28, 2003, the Corporation settled the last claim relating to
unresolved construction liens at the Kemess South mine for approxi­
mately $3,232,000. This amount was fully provided for in the
Corporation's 2002 financial statements.

NOTE 17 Commitments and Contingencies

The Corporation has been named along with 20 other parties in a suit
brought by the Regional Water Quality Control Board for the Central
Valley Region of California, alleging environmental violations in
connection with an inactive gold mine located in Tuolumne County,
California, known as the Jamestown mine. Management believes the suit
to be without merit and is vigorously defending the claim.

Under the terms of various mineral property option agreements, the
Corporation is required to spend approximately $400,000 in 2003.

2001

35,761
3,494

27,709
414

13,559
19,382

100,319

(100,319)

$ Nil

2001

Income (loss) before taxes $ (9,912)

Canadian income tax rate 45.6%
Tax based on statutory

income tax rate $ (4,520)
Expenses not deductible 3,661
Change in valuation allowance

and tax rates .- 9,487
Other (8,628)

$ Nil

Future income tax assets:
Non-capital loss carry forwards
Net capital loss carry forwards
Capital assets and Canadian

resource reductions
Reclamation liabilities
B.C. mineral tax deductions
Other

NOTE 16 Financial Instruments

At December 31, 2002, the Corporation and its subsidiaries have non­
capital losses of approximately Cdn$50,000,000 available for Canadian
income tax purposes, which are due to expire from 2003 to 2009 taxa­
tion years. In addition, the Corporation has approximately
Cdn$164,000,000 of capital losses for Canadian tax purposes available
indefinitely to reduce taxes payable on future capital gains.

There was no income tax expense (recovery) for 2002 and 2001.
Income tax expense differs from the amount which would result from

applying the statutory Canadian income tax rate for the following reasons:

Net future income tax asset

Valuation allowance

NOTE 13 Income Taxes

The tax effects of temporary differences that give rise to significant portions of
the future tax assets and future tax liabilities are presented below:

A. At December 31,2002, Kemess Mines Ltd. had forward sale commit-
ments with major financial institutions to deliver 350,000 (2001 - 200,000)
ounces of gold at an average accumulated price of $302 (2001 - $294)

NOTE 14 Segmented Information

The Corporation considers itself to operate in a single segment being
gold and copper mining and related activities including exploration,
development, mining and processing. Although the Corporation operated
in two geographic segments during 2001 and 2002, being North America
and South America, substantially all identifiable assets, revenues and
expenses are attributable to the North American segment.

NOTE 15 Related Party Transactions

In the ordinary course of business, the Corporation carries on certain trans­
actions with its affiliates, which are conducted on normal business terms.
In addition to the related party transactions disclosed elsewhere in these
financial statements, at December 31, 2002, the consolidated balance
sheet includes royalty and other accounts payable of $1,028,000 due to
Brascan and its affiliates. At December 31,2001, the consolidated balance
sheet included short-term debt of $2,118,000, long-term debt of
$14,162,000, capital securities of $87,219,000 and royalty and other
accounts payable of $6,969,000 due to Brascan and its affiliates. Interest,
dividends and guarantee fees totalling $6,815,000 (2001 - $14,247,000)
were recorded on the above-noted related party debt and capital securities
obligations. During 2002, the Corporation entered into a smelter contract
whereby substantially all of the Corporation's concentrates are processed
by a company controlled by a significant shareholder of the Corporation.

(Cdn$)

2001
Average
Exercise

Number Price

418,000 $ 0.90

800,000 $ 0.91
240,000 0.76
(30,000)(1) 0.90
(32,000) 0.90

978,000 $ 0.87

$ 0.87
1.45
0.91
0.90

$ 0.98

$ 0.93

978,000
190,000
(144,000)
(33,000)

991,000

452,000

2002
Average
Exercise

Number Price
(Cdn$)

C. Common Share Purchase Warrants

Balance Balance
Dec. 31 Dec. 31

Price Expiry 2000 & 2001 Issued Exercised 2002

Cdn$0.84 Feb. 11, 2005 1,500,000 - 1,500,000

Cdn$3.00 Dec. 28, 2006 17,857,135 17,857,135

Cdn$3.00 Dec. 28, 2006 20,325,203 - 20,325,203

1,500,000 38,182,338 39,682,338

Fair value
As Options Granted Pro

Reported and Vested Forma

Earnings (loss) for the year $ (14,243) $ (36) $ (14,279)
Basic earnings (loss)

per share (0.14) (0.14)
Diluted earnings (loss)

per share (0.14) (0.14)

Risk-free interest rate 4.5%
Annual dividends
Expected stock price volatility 95%

The fair value of share options was estimated using the Black-Scholes
option-pricing model with the following assumptions:

At December 31, 2002, up to a further 545,752 common shares are
reserved for future issuance to employees pursuant to the Plan. Stock
options are granted at exercise prices based on the market price of the
Corporation's common shares at the date of the grant of the stock
options. In no instance may the exercise price be less than the market
price of the common shares at the time of the option being granted.
Options may not be granted for a period longer than 10 years. Vesting is
at the discretion of the Board of Directors.

If the fair-value method had been used to determine compensation
cost for share options granted to directors, officers and employees, the
Corporation's earnings (loss) and earnings (loss) per share for the year
ended December 31, 2002 would have been as follows:

Balance, end of year

Exercisable

(1) During 2001, the Corporation paid Cdn$11,000 to employees who
exercised a total of30,000 of their stock options, in lieu of issuing the
30,000 common shares.

Details of the options outstanding as at December 31, 2002 are as follows:

Exercise Price Expiry Date Outstanding Exercisable

Cdn$0.92 December 1, 2004 250,000 250,000
Cdn$0.90 December 31,2005 311,000 68,000
Cdn$0.75 April 20, 2006 200,000 80,000
Cdn$0.82 May 16, 2006 40,000 16,000
Cdn$1.45 February 21, 2007 140,000 28,000
Cdn$1.45 July 4, 2007 50,000 10,000

991,000 452,000

Balance, beginning
of year

Granted
Exercised
Cancelled

B. Employee Stock Option Plan

The continuity of options granted and outstanding under the Northgate
Stock Option Plan (the II Plan ") are as follows:

On December 28, 2001, the Corporation issued 15,873,000 unit special
warrants at Cdn$1.26 per unit special warrant and 3,865,429 flow­
thrptJgh special warrants at Cdn$1.40 per flow-through special warrant.
Each unit special warrant was exercisable into a unit consisting of one
common share and one-half of one common share purchase warrant,
with each whole common share purchase warrant entitling the holder to
acquire a common share at an exercise price of Cdn$3.00 per share until
December 28, 2006. Each flow-through special warrant was exercisable
into a flow-through common share. An affiliate of Brascan participated
in this financing as an underwriter. On February 18, 2002, the
Corporation received clearance from the Canadian regulatory authorities
to file materials for a final prospectus, which qualified for distribution
the common shares, common share purchase warrants and flow-through
common shares to be issued on exercise of the unit special warrants
and flow-through special warrants. On the same date, the Corporation
also received clearance to file materials for a final rights offering
prospectus which qualified for distribution the common shares and com­
mon share purchase warrants to be issued on the exercise of
19,841,270 units at Cdn.$1.26 per unit previously issued to existing
shareholders. Each unit consisted of one common share and one-half of
one common share purchase warrant, with each whole common share
purchase warrant entitling the holder to acquire one common share at
Cdn$3.00 per share to December 28, 2006. In March 2002, the
Corporation issued the 35,714,270 common shares and half-warrants
and 3,865,429 flow-through common shares on exercise of the units
described above.

At December 31, 2001, the net proceeds from the issuance of the
unit special warrants and flow-through special warrants were being held
in escrow and were released to the Corporation in 2002 upon completion
of the escrow release conditions, which included receiving clearance of
Canadian regulatory authorities, completing the rights offering and
obtaining approval of the Corporation's shareholders. As a result of a
portion of the escrow release conditions being outside the control of the
Corporation, the Corporation reduced the Cdn$25,400,000 value of the
special warrants issued by the related commissions, offering costs and
funds held in escrow, at December 31, 2001.

On June 25, 2002, the Corporation closed a Cdn$125 million equity
financing in which it issued 60,975,610 common shares at Cdn$1.835
per share. The Corporation also issued 20,325,203 share purchase
warrants exercisable at Cdn$3.00 per share until December 31, 2006 as
part of this financing. The warrants were assigned a value of Cdn$0.645
per warrant based on the trading price of the previously issued warrants
on the day the transaction was announced.

On December 23, 2002, the Corporation issued 722,500 flow-through
common shares at Cdn$2.00 per share by way of a private placement.

(iii) Common shares:

No. of Shares Amount

Balance, December 31, 2000 and 2001 30,251,156 $ 12,472

Issued during the year:
On exercise of previously issued

unit special warrants 15,873,000 12,552
On exercise of previously issued

flow-through special warrants 3,865,429 3,396
On exercise of rights at

Cdn$1.26 per share 19,841,270 15,690
Pursuant to a prospectus offering 60,975,610 73,511
On conversion of convertible

preferred shares (A)(ii) 59,602,650 56,475
Private placement of flow-through

common shares 722,500 932
On exercise of options (B) 144,000 85
Other (2,000) (2)
Share issuance costs (5,899)

Balance, December 31, 2002 191,273,615 $ 169,212
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Five Year Comparative Summary Corporate

Note: Certain of the figures have been reclassified to conform with the financial statement presentation adopted in 2002.

(expressed in thousands of US dollars
except per share data)

Revenue

Operating costs
Administrative and general

Earnings before interest, taxes, depreciation
and depletion and other

Other:
Depreciation and depletion
Net interest
Exploration
Currency translation losses
Mjning and capital taxes
Non-controlling interest

Earnings (loss) before the following items:

Loss on settlement of gold
forward sales contracts

Other income (expense)
Income taxes

Earnings (loss) for the year

Earnings (loss) per share - basic and diluted

Weighted average number of shares used
in computing earnings (loss) per share

YEAR-END FINANCIAL HIGHLIGHTS
Working capital (deficiency)
Investments and other assets
Mineral property, plant and equipment
Total assets
Total invested capital
Long-term debts
Shareholders' equity and capital securities
Common shares outstanding
Share price - high/low (during year in Cdn$)

2002

$ 110,992

76,079
1,670

77,749

33,243

25,891
5,335
4,215
1,129
1,318
(531)

37,357

(4,114)

(9,839)
(290)

-

$ (14,243)

$ (0.14)

123,374,060

$ (1,295)
11,215

198,481
235,731
198,103
55,500

129,339
191,273,615

2.18/1.13

2001

$ 98,363

71,579
2,131

73,710

24,653

24,152
9,341

840
163

1,340
(120)

35,716

(11,063)

1,151

$ (9,912)

$ (0.58)

30,251,156

$ (20,351)
10,329

205,271
236,183
185,201
103,162
68,051

30,251,156
1.43/0.71

2000

$

1,290

1,290

(1,290)

15,438
34

6,228

21,700

(22,990)

$ (22,990)

$ (0.76)

30,248,246

$ (18,154)
12,929

214,267
250,375
198,540
103,867
73,280

30,251,156
1.15/0.60

1999

$

634

634

(634)

(3,166)
71

415

(2,680)

2,046

$ 2,046

$ 0.07

30,245,336

$ 24,469
2,115

46,930
26,584

5,352
21,232

30,245,336
1.29/0.52

1998

$

680

680

(680)

(2,661)

916

(1,744)

1,064

$ 1,064

$ 0.03

30,245,336

$ 1,422
38,095

47,343
39,517
20,209
19,308

30,245,336
1.15/0.60
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BOARD OF DIRECTORS
G. Warren Armstrong (1)

Toronto, Canada
President
Coniagas Resources Ltd.

Patrick D. Downey (1)

Freeport, Grand Bahamas
Retired Mining Executive

J. Peter Gordon (2)

Toronto, Canada
Managing Partner
Brascan Financial Corporation

Terry A. Lyons (2)

Vancouver, Canada
Chairman
Northgate Exploration Limited

Sam lB. Pollock (1)

Toronto, Canada
Managing Partner
Brascan Financial Corporation

Kenneth G. Stowe
Toronto, Canada
President and Chief Executive Officer
Northgate Exploration Limited

(1) Member of Audit Committee
(2) Member of Compensation and

Corporate Governance Committee

OFFICERS
Terry A. Lyons
Chairman

Kenneth G. Stowe
President and Chief Executive Officer
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Maurice Ethier
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Mill Superintendent
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SELECTED QUARTERLY FINANCIAL DATA

Note: Refer to notes to consolidated financial statements for additional information.

2001 Quarter Ended
Sep. 30 June 30

(expressed in thousands of US dollars
except for share data)

Revenue, investment and other income
Earnings (loss)
Earnings (loss) per share

2002 Quarter Ended
Dec. 31 Sep.30 June 30 Mar. 31

$ 32,645 $ 28,062 $ 26,405 $ 23,880
356 982 (12,048) (3,533)

0.00 0.01 (0.17) (0.16)

Dec. 31

$ 21,915
(7,751)

(0.31)

$ 24,245
(2,511)
(0.14)

$ 24,471
(660)
(0.09)

Mar. 31

$ 27,732
1,010
(0.04)

Annual and Extraordinary

General Meeting of Shareholders

The Annual and Extraordinary General
Meeting of Shareholders will be held at
10:00 a.m. on Friday, May 9, 2003 at the
Exchange Tower, TSX Conference Centre,
2 First Canadian Place, 130 King Street West,
Toronto, Ontario, Canada.

Robin L. Curry
Corporate Controller

Bruce M. McKay
Corporate Secretary

Nicole Bourgouin
Assistant Corporate Secretary
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