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From: Eva Paul

To: Manuel Rappaport <manuel@tachediamonds.com

Cc: Erik Allain; lan Gray; Natalie Plato; Phyllis Beaulieu <licensing@nunavutwaterboard.or:
Subject: 2AM-JER1119 Report of September 14 2013 Inspection

Date: Friday, September 27, 2013 7:44:29 AM

Attachments: 1Q0ALUIT-#741504-v1-2AM-JER1119 REPORT OF INSPECTION SEPTEMBER 14 2013.pdf

I0ALUIT-#741545-v1-2AM-JER1119 PHOTOS OF SEPTEMBER 14 2013 INSPECTION.pdf

Hello Mr. Rappaport,

[ write to you in your capacity as director of Shear Diamonds Ltd. Please find attached the report and photos
from my September inspection of Jericho Mine under NWB Licence 2AM-JER1119. As you are aware, Shear
Diamonds (Nunavut) Corp.'s failure to comply with the March 8 2013 Inspector's Direction resulted in the
management of the site being undertaken by agents under my authority using funds drawn from the existing
security.

As you will see in the attached report, there remain many issues at site and a growing list of non-compliance
with the Water Licence and the Nunavut Waters and Nunavut Surface Rights Tribunal Act. Failure by Shear
to take swift and meaningful steps towards compliance with the water licence, as detailed at the end of the
attached report, will result in further action being taken by AANDC in accordance with the Nunavut Waters
and Nunavut Surface Rights Tribunal Act.

I look forward to hearing from you.

Regards,

Eva Paul

Water Resources Officer | Agent des ressources hydriques

Aboriginal Affairs and Northern Development Canada | Affaires autochtones et Développement du Nord
Canada

Nunavut Regional Office | Bureau régional du Nunavut

Building 918, PO Box 100 | Edifice 918, CP 100

Igaluit, NU XO0A OHO

Phone | Tél. : 867-975-4548
Cell | Mobile: 867-222-6490
Fax | Téléc. : 867-979-6445
Eva.Paul@aandc-aadnc.gc.ca
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License #: 2AM-JER1119

Inspector: Eva Paul

Inspection Date: September 14", 2013
CIDM # 741504

Licensee Shear Diamonds (Nunavut) Corp.

Mailing Address

Suite 220 6 Adelaide St. E
Toronto, ON M5C 1T6

Inspection site
location

Jericho Mine

Contact name

Manuel Rappaport

Title

Director

Last inspection date

September 13, 2012 July 4,2012

November 1, 2011

Region

Kitikmeot
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AANDC, Nunavut District Office
Box 100
Igaluit, NU, X0OA OHO

27 September 2013

Shear Diamonds (Nunavut) Corp.
c/o

Mr. Manuel Rappaport

Shear Diamonds Ltd. And: Chemin des Pins 123, 1180
Suite 3300, 421 - 7 Ave SW UCCLE

Calgary, AB Belgium

T2P 4K9

RE: INSPECTION OF SEPTEMBER 14TH, 2013 AT JERICHO MINE (2AM-JER1119)

It is my current understanding that Ms. Lassonde-Gray has resigned as the last director of Shear
Diamonds (Nunavut) Corp. All correspondence in 2013 sent to addresses registered to Shear
Diamonds (Nunavut) Corp. has been returned undelivered. As such, | am addressing this report
to Shear Diamonds Ltd., the parent corporation.

On September 2™, 2012 the Licensee - Shear Diamonds (Nunavut) Corp. (“Shear”) — left the
Jericho Mine, purportedly in temporary closure. It has now been one year since Shear left. An
inspection was conducted on September 13" 2012 which identified a number of issues that
were to be addressed in the short term to properly shut down the site in order to mitigate risks
to property and the environment. Shear has not returned to site since that time, and has failed
to implement the actions required of them in the March 8, 2013 Inspector’s Direction (“the
Direction”) that was issued. In fact, the only communication to the Inspector from a Shear
representative was an e-mail on March 26 from Mr. Rappaport, director for Shear Diamonds
Ltd., indicating that Shear would NOT comply with the Inspector’s Direction and that Shear was
seeking to sell the project. Since that time, Shear has failed to submit Water Use Fees, file the
2012 Annual Report, or take any apparent steps to bring this Licence into compliance both
administratively or on-site (see list of non-compliances at the end of this report).

On April 29" 2013, | requested that the Contaminated Sites Division undertake work at the
Jericho Mine site as my agent under s.87(4) of the Nunavut Waters and Nunavut Surface Rights
Tribunals Act (“the Act”) in order to mitigate risks to property and the environment, as identified
in the Direction, in the absence of the Licensee. The cost of this work is to be withdrawn from
the security.

As agents of the Inspector, Contaminated Sites is authorized to take all reasonable measures to
prevent the deposit of waste and, where such deposits have already occurred or cannot be
prevented, to take reasonable measures to counteract, mitigate or remedy the adverse effects
to property or the environment as a result of the deposit of waste. Specifically:
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1. To take such measures as are necessary to prevent the dispersal of Fine Processed
Kimberlite (FPK) from the Processed Kimberlite Containment Area (PKCA).

2. To locate and move all barrels of fuel and/or hazardous waste from the lay-down area
into the Hazardous Waste Transfer Area.

3. To ensure that barrels containing Hazardous Waste are sealed and located in secondary
containment.

4. To prepare an inventory of all fuel, hazardous waste, and chemicals including location,
guantities, and type of storage.

5. To complete the shut-down of the site, including draining of fuel hoses back into the
tanks and locking out the tanks.

6. To pump such water from Cell B/C as is required to mitigate the risk of overtopping
during spring freshet.

| attended site on September 14, 2013 to assess the site and the activities being conducted to
manage the site since Shear’s departure. Delta Engineering Ltd. (“Delta”) is the contractor
attending the Jericho site at this time. Delta has been on-site monthly since May 2013 for 10-
day stretches and has submitted monthly reports. Bob Johnson and Andy Uyarrai of Delta
Engineering, and Michael Bernardin of Public Works and Government Services Canada arrived
on-site for this work period on September 12",

INSPECTION FINDINGS

Water Management Activities

The management of contaminated water is the predominant activity being conducted at this
time. A large amount of precipitation fell since Delta’s last visit; some berms are at risk of over-
topping if there is more precipitation. Due to the contamination that is present in most berms
on-site, this has created the immediate need to treat a large volume of water before discharge is
possible. Delta has activated the water treatment unit (the “Oztek” unit) to treat the
contaminated water. This water must be tested and meet discharge criteria prior to release.
The turn-around time for the sampling results and storage capacity for treated water are
limiting factors on how much water will be treated during this visit. The water that was being
treated at the time of my visit from Phase Il of the tank farm is contaminated with motor oil
from Spill #12-121 (06/04/2012). Around 80 barrels of motor-oil-contaminated water remain in
the berm and must be treated and/or covered to avoid further over-topping and creating more
contamination in the fuel farm. Phase | of the fuel farm, which is also contaminated with fuel
from past spills, must be pumped down to avoid over-topping.

Water in the day-tank berm does not have visible contamination, and has sufficient free-board
to remain a lower priority at this time. The water will be sampled for potential discharge to the
PKCA without treatment.

The insta-berms containing barrelled fuel have taken in some water, and one berm is
contaminated. The leaking barrel should be isolated and this water will also require treatment.
The Rain-Drains appear to be ineffective, having probably frozen last winter. They are not to be
used to filter the contaminated water. These berms will need to be re-tarped prior to seasonal
shut-down.
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Pumping of Cell B/C of the PKCA continues as planned. Delta anticipates pumping down
approximately 30 inches during this visit and is confident that following the October visit, water
levels will be at a safe level to manage for spring freshet.

Hazardous Waste Management

The barrels of motor-oil-contaminated-water in Phase Il of the fuel farm remain a priority.
Action must be taken this season to prevent further contamination. Full and partial barrels
remain in the lay-down area across from the Hazardous Waste Transfer Area (HWTA). The full
barrels are to be moved into the HWTA berm and partial barrels should be covered,
consolidated, or treated. Steps are to be taken avoid contaminating the lay-down area. Water
levels in the HWTA are not as high as in the other berms, raising the question of the integrity of
that berm liner.

An inventory of all fuel and hazardous waste, including type, location, and confirmation of
secondary containment is requested to be submitted to the Inspector at the end of the season.

Processed Kimberlite Containment Area (PKCA)

FPK dispersed from the PKCA is again very evident on the slope of the SE Dam pond and was
reportedly evident around the camp in the spring. This means that the tailings were not
sufficiently wet at the time of Shear’s departure to freeze the tailings and prevent wind
dispersion. Delta has determined that freezing-in the tailings is still the best option to prevent
wind dispersion from recurring over winter, given the constraints of time, cost, available
materials and working equipment. Delta has built 2 short roads into the PKCA using 6" cobble
covered in coarse PK, and intends to use the water truck (fire truck) to wet down the PKCA
during the next visit (to be timed for freeze-up).

No work has been done since Shear’s departure to remove the FPK from the slope outside the
PKCA.

Condition of Facility

Deterioration of the Jericho facility is evident. Delta noted several issues in the spring, including
a leaking roof in the recreation room, burst sewage pipes within (indicating they were not
flushed properly prior to shut-down), and mould in evidence on pipes in the shop area. An
attempt was made at tarring the roof, and the sewage leak was cleaned up. Generator 3 has
leaked a significant amount of coolant. The spill is contained and absorbent pads were put
down, but it has not otherwise been cleaned up. Generator 4 has water leaking into the
container. It was noted this trip that the grease trap in the kitchen is leaking out on the floor.
Many non-perishable goods that were left in the kitchen have exploded due to freezing and
thawing. Garbage destined for the incinerator is left piled in the back entry of the kitchen.
However, as these issues do not pose an immediate environmental threat, they are not
currently in the scope of work for Delta. If time permits, the glycol in the Generator 3 room
should be addressed.

It was noted by Delta that since the August visit a boat motor is missing and a truck was used.
Further, during this visit they noted a small float plane that had anticipated landing on Carat
Lake but pulled away when the pilot noted that the site was occupied. While the site is very
remote, it is apparently possible, for those who are determined, to access the site for their own
purposes.

IQALUIT#741504 - v1







I * Aboriginal Affairs and Affaires autochtones et
Northern Development Canada  Développement du Nord Canada

Camp Water Use and Waste Disposal

In order to conserve fuel and resources on-site, the main camp has not been opened up. Only
the accommodations at the air strip are being used, with no running water. This poses some
challenges for camp operation. There is currently no grey-water sump, and no incinerator in
use. Water is being drawn from Carat Lake by hand in jugs.

Water use and camp waste must be managed in the same manner as other camps in the
territory. Grey water is to be directed to a sump, ideally situated a safe distance from sleeping
accommodations so as not to attract wildlife. Sewage is to be contained in a pit privy/outhouse
or Pacto toilet. If an outhouse is employed, the hole is to be treated with lime at the end of the
season. If Pactos are utilized, the bags are to be burned in a dual-chambered, forced air
incinerator or backhauled. All camp waste is to be burned in an incinerator or backhauled for
disposal in a landfill; a burn barrel is not permitted.

General Comments

Delta appears to be competently managing the site. They have been successful at getting a few
key pieces of equipment working in order to conduct the work required. They are focussed on
the areas of greatest risk to the surrounding environment: pumping down the PKCA, managing
contaminated water, reducing the risk of further contamination from hazardous waste, and
freezing-in the tailings.

Greater deterioration is likely over the coming winter, as Delta’s scope of work does not
currently contain provisions for flushing the sewage system or making repairs to the facilities.
Food and grease in the kitchen may attract wildlife which could lead to further facility damage.

As Shear has failed to fulfill any obligations under this Licence for more than a year, AANDC has
stepped in to temporarily mitigate the greatest risks to land and water. It is my opinion that
AANDC should continue to manage and mitigate risks to land and water only in order to
minimize the draw-down of the security.

DETAILS OF NON-COMPLIANCE

In the last document submitted to AANDC by Shear, the draft Compliance Plan (submitted
October 2, 2012), Shear attempted to justify their failure to furnish additional security by stating
that their limited funds would better be served by maintaining compliance with other areas and
preventing future problems. However, Shear has failed to meet the any of the commitments
they made in this plan, and has not taken any action in the past year to come into compliance or
to prevent future problems.

Non-compliance with Licence Terms and Conditions (2AM-JER1119):

Part B (1). Failure to pay annual water use fees

Part B (2). Failure to submit Annual Report.

Part B (3). Failure to submit quarterly reports.

Part B (7). Failure to notify the NWB of changes in conditions associated with the project 60
days in advance.

Part B (15). Failure to implement Plans as approved by the Board.

Part C(1). Security has not been furnished in the amount required by the Board ($1,121,074).

5
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Part E (5). Failure to submit revised Site Water Management Plan .

Part E (6)(c). Failure to conduct weekly inspections of site water management facilities during
periods of flow.

Part E (6)(e). Failure to submit geotechnical inspection report.

Part E (8). Failure to implement sufficient measures to prevent the deposition of sediment
into Water.

Part F (5). Failure to submit revised PKCA Management Plan within 12 months of effective
date of licence.

Part F (6)(b). Failure to maintain a minimum freeboard of one meter in the PKCA during spring
freshet.

Part F (6)(d). Failure to carry out weekly inspections of dams, spillways, pipelines.

Part F (6)(e). Failure to permanently contain the processed kimberlite within the PKCA.

Part F (7). Failure to submit revised Waste Rock Management Plan within 12 months of
effective date of licence.

Part F (8).  Failure to submit Consolidated Waste Management Plan within 12 months of
effective date of licence.

Part F (14). Failure to carry out weekly inspections of all major earthworks.

Part H (4). Failure to maintain secondary containment according to acceptable industry
practice.

Part H (5). Failure to carry out weekly inspections of fuel containment facilities.

Part H(9). Failure to provide an addendum to the Contingency Plan within 30 days of
providing notification of temporary closure.

Part H (18). Failure to submit monthly monitoring reports.

Part H (20). Failure to submit Annual Geotechnical Inspection Report.

Part | (1). Failure to file a revised General Monitoring Plan within 6 months of the effective
date of the licence.

Part1(3). Failure to fully undertake monitoring as described in Table 2.

Part J (1)(b). Failure to file an updated Interim Care and Maintenance Plan within one year of
issuance of the licence.

PartJ(3). Failure to provide plans to maintain compliance with the Terms and Conditions of
the licence while in temporary closure.

PartJ (6). Failure to provide updated estimate of mine closure restoration liability.

Contraventions of the Nunavut Waters and Nunavut Surface Rights Tribunal Act

S.12(1). Deposit of waste in waters in contravention of a licence.
S.90(1). Failure to comply with an Inspector’s Direction.
$.90(2). Failure to furnish security as required under s. 76(1).

ACTION REQUIRED

Meaningful progress must be demonstrated towards bringing this licence into compliance. Non-
compliances under this licence can be categorized as financial, administrative, operational, and
environmental. The most pressing of these currently are environmental and financial,
compliance with which would demonstrate Shear’s intent to bring this licence into good
standing.

With respect to environmental non-compliance:
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e Shear, or an agent of Shear, is to immediately resume control and maintenance of the
Jericho Mine Site.
e Shear, or an agent of Shear, is to contact the Inspector by October 4, 2013:
o to confirm its ability and intent to resume control and maintenance of the Jericho Mine
Site;
o to discuss and confirm the scope of work (items remaining from the March 8, 2013
Inspector’s Direction and the winterization of the site), and;
o to determine the date the work is to commence (no later than October 15, 2013 to
address issues related to freeze-up).
e By October 9 2013 to provide proof to the Inspector that a work crew sufficient to address
the work that is required has been engaged (furnish a copy of the contract or equivalent).
e To provide the Inspector (or an agent of the Inspector) transportation to site with the crew.
e To provide to the Inspector a report, by November 15, 2013 detailing the work that was
conducted on-sites.

With respect to financial non-compliance:

e Payment of the outstanding security amount ($1,121,074) in whole or in part by December
31, 2013.

e Payment of outstanding water use fees by December 31, 2013.

Failure by Shear to take swift and meaningful steps towards compliance with the water licence
will result in further action being taken by AANDC in accordance with the Nunavut Waters and
Nunavut Surface Rights Tribunal Act.

A
Eva Paul

Water Resources Officer, Kitikmeot Region
Aboriginal Affairs and Northern Development Canada
Nunavut Regional Office

Building 918, PO Box 100

Igaluit, NU XOA OHO

Phone: 867-975-4548

Cell: 867-222-6490

Fax. : 867-979-6445
Eva.Paul@aandc-aadnc.gc.ca

CC: Phyllis Beaulieu, Manager of Licensing, Nunavut Water Board
lan D. Gray, Regional Director General, AANDC Nunavut Regional Office
Erik Allain, Manager, Field Operations, AANDC Nunavut Regional Office
Natalie Plato, Director, Contaminated Sites Division, AANDC Nunavut Regional Office
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2AM-JER1119 Photos of September 14, 2013 Inspection

Figure 1. Fuel farm berms full of contaminated water. Phase | at risk of overtopping - may have already done so looking at
the dark staining on berm sides.

Figure 2. Fuel farm Phase Il. 80 barrels of motor-oil contaminated water have overtopped into the berm. Water being
pumped and treated in the adjacent Oztek unit.
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Figure 3. Visible sheen on the water in the instaberm.

Figure 4. Water being pumped from Cell B/C of PKCA over the North Dam.
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Figure 5. Full barrels of motor-oil-contaminated water in Phase Il berm.

Figure 6. Hazardous Waste Transfer Area. Very little water raises concerns of liner integrity.
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Figure 8. New roads built into the PKCA for the purposes of watering and freezing-in the tailings.
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Figure 10. Grease trap leak on kitchen floor.
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Figure 11. Numerous glass food containers have broken from the elements, creating food attractants.

Figure 12. Garbage and recycling awaiting handling.
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Figure 13. Kitchen and camp waste from 2012 that was not incinerated.

Figure 14. Glycol leak from Generator 4.

IQALUIT#741545 - vl 7







I * Aboriginal Affairs and Affaires autochtones et
Northern Development Canada  Développement du Nord Canada

L Ly

.

of

“

/
"

a)
3

"
/1.,1 ,
74 Y/
“ J%
o 3 \\, ~

-

i
‘
[

.
/
e A—

yarm A
\

Figure 15. Glycol apparent on shop floor.
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