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Tahera Comporation Annual Repert 2002

At a Glance

Tahera Corporation is focused on developing its wholly-owned Jericho Diamend Froject as CANADA'S NEXT
andd NUNAVUT'S FIRST DIAMOND MINE, Tahera has several other prospective diamond projects in Canada’s
profific Slave Craton, including the Rockinghorse Property joint venture, where the significantly diamondiferous

Anuri kimberlite ocours.

¢ The “Nunavut Stone”

2.25 Carat Rownd Cut Eamond,
. Rare White Color

Tahera’s CEO Mr. josoph Gutni
prosenting 4 2.25 Caral fericho Diamond
(the *Nunavul Stone’i o &
Nunavut’s Premier Paul Okalik b s

Tahera is a unique Canadian diamond Company in that it has both an advanced-stage diamond development
project {wholly-owned Jericho Diamond Project), and a joint venture on an exciting new diamond discovery
isignificantly diamondiferous Anuri kimberlite), Tahera will strive to enhance shareholder value by proactive
developmient of this exciting and unitue asset base. Tahera will also maintain an active diamond exploration
portfolio to enhance shareholder vatue on a second front - through discovery of new dizmond deposits.
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The common shares of the Company trade on the Toronto Stock Exchange under the symbol “TAH"
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Year

o RBeview

= Kennecolt etected not to incorporate the
jeriche Claims into the existing joint venture
hetween Tahera and Kennecott

= Tahera advances permitting activities for development
of its wholly-owned Jericho Diamond Project

+ Drilling confirms that the Anuri and Anuri Fast
kimbertites coalesce 1o form significantly
diamondiferous Anuri kimberlite body with large
tonnage potential (Rockinghorse Praperty,
Tahera/Kennecott Vi

= With deep sadness, Tahera reported the tragic death
of Hugo Dummett, a director of the Company

+ Seasoned diamond industry professional, Dr, David
Tyrwhitt, appointed to Tahera's board of directors

Alhesd - Z0683 and Baeyond

Lo

« Tahera - on the path to becoming Canada’s next
diarmond producer

lfahera Corporation

Assortment of Rough Jericho Digmontds

tericho Diamond Project Site

¢ Tahera's wholly-owned jeriche Diamend Project:
forecast to produce +3,000,000 carats over a
minimum mine-life of eight vears, with diamond
production comimencing as early as 2005

= On track to conclude the regulatory approval
process for development of the Jericho Diamond
Project during 2003

~ Foliowing regulatory approval and project
financing, one-year construction period required

~ Potential t increase reserve base by converting
under-sampled resource material to reserve

#

Agreement with Lazare Kaplan Internationat Inc.,
one of the world's premier diamond companies,
providing for:

- Off-take agreerment for Jericho production, Tahera
option to market up to 25% of the diamond
production independently

- Lazare Kaplan to assist with project financing,
and invest up to US$4 million in Tahera

- Tahera has optian to enter into marketing
agreement and/or polishing jcint venture with
Lazare Kaplan, thus maximizing diamond
revenues

Focused diamond exploration over highly prospective
Tahera-operated exploration properties

- Jericha Claims
~ Other Canadian diamond projects

Significantly diamondiferous Anuri kimberlite, large
tonnage potential

~ Assessing the diamond grade of the Anuri kimberlite

~ Continued exploration on highly prospective
Rockinghorse Property




The year 2002 was marked by several significant
evenis for Tahera Corporation. Most importantly,
Tahera resumed the process of developing its core
asset, the Jericho Diamond Project, as Canada’s
rext ard Nupavuts first diamond mine,

The Jericho Diamond Project feasibility study indicazes
sobust economics for a diamond mine capable of
producing +3 mitlion carats over the life of the
Project. The Project offers considerable upside, primarily
in the potential to increase the reserve base by
converting existing diamond resources to reserves
fuliowing fusther analysis. During the leriche Mine
development phase, Tahera will continue to conduct
diarnond exploration programs on its highly prospective
lericho Claims. The occurrence of several unresolved
Kimberlite indicator mineral trains, many within a
10-kilometre radius of the Jericho kimberlite, indicates
the excellent exploration potential of the propesty,

Tahera continues to receive encouragement fram key
Nunavut stakeholders regarding its goal of attaining
regulatary approval for development of the jericho
Diamond Project by yearend. In conjunction with
the permitting activities, Tahera is working toward
securing financing for construction of the Project.

In a major deveiopment for the Company, Tahera
recently signed a Letter of Intent with Lazare Kaplan,
one of the world's premier diamond companies. The
agreement provides for an off-lake arrangement
under which Lazare Kaplan will purchase the Jericho
production, and invest up to US$4 million in Tahera,
sublject to certain conditions. Tahera retained the
optior to market 25% of the Jericho production
independently.

Tahera has the option to convert the off-take agreement
to a diamond markeling agreement, and the option
tex form a diamond polishing joint venture for Tahera
diamonds polished at Lazare Kaplan facilivies. This
ability 1o participate in the downstream diamond
market will allow Tahera to maximize its diamond
revenues. The agreement with Lazare Kaplan is an
important milestone toward achieving commercial
diamond production at fericha.

Tahera remains very exciled about both the diamond
grade potential and the size potential of the Anuri
kimberlite, discovered on the Company’s Rockinghorse
Property in 2001, Further analysis of the Anuri kimberlite
diamond grade will be conducted during 2003, and
extploration activities will focus on the highly prospective
area within close proximity to the kimberlite.

The tragic death of Hugo Dummett during 2002
marked a very sad time for the Company. Hugo's
enduring personality, and his passion and commitment
to the diamond industry will be dearly missed by all
wha knew him,

Or. David Tyrwhitt, a seasoned diamond industry
professional, joined Tahera as a director during the
year. David brings 2 wealth of diamond indusiry
experience o Tahera's Board of Directors, having
served as Deputy Chairman of Argyle diamond sales
in the past,

Tahera's strong asset base, including both the Jericho
Diamand Project and the exciting Anuri kimberlite,
will ensure that the Company continues to prosper as
one of Canada's leading diamond exploration and
development companies. Takera is embarking on a
very exciting vear, and | believe that the future will be
rewarding for our shareholders. Achieving the goals
this year, as set out above, will mark significant
milestones for Tahera. | encourage all sharehclders to
continue to support the Company’s efforts as it nears
entry inte a new and exciting arena, that of being a
publicly-traded Canadian diamond producer,

On Behall of the Board of Directors,

<TGtk

Joseph 1, Guinick
President and CEQ
March 7, 2003

siopfoyaseyg o) o8essaw




¢
B

- y')

ities

1V

Our Act

Locafion Map

Projedat

AR N}

Tahera’s wholly-owred jericho Diamond Project, located in Nunavut Territory approximately 420 kilometres
northeast of Yellowknife, Northwest Territories, has undergone extensive exploration and development
activities during the fast six years,

The lericho Diarmond Project feasibility study (SRK Consulting, 2000} indicates robust economics for a
diamand mining operation centered on the land-based Jericho kimberlite. The study shows that the Project
will produce 3 million carats over a minimum mine-life of eight years. Approximately 2.4 million carats
will be mined by open-pit methods, followed by underground mining to extract 600,000 carats.
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Schematic of jerichn Fipe,
with apen-pit outfine in red

fericho Kimberlite (open-pit outfine in red)

feriche Diamond Project (feasibility study completed by SRK Consulting)
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Mining Reserve
233 M@ 119 et

Total Resource
Indicated: 3.7 Mt @ 1,14 ci#t
Inferred: 3.4 Mt @ 0.52 o4
Total Resource: 7.1 Mt @ 0.84 ctit

Modeled Dismond Valuation
10,500 carvats extracted from bulk sample decline; US$75 - LISS88/ct

SRK Consulting (US$75/ct) WWW (USS88/ct)

Diamond Production 3.0 MM Cis over 8 yrs.
Capital Cost CH55 MM
Operating Cost CH52/CH{USE35/Cy
Giross Revenue 5326 MM CE387 MM
Operating Cashflow C3153 MM C3211 MM
IRR 34.3% 30.7%

Pay Back 33 months 25 months

{Pre-financing, rovalties and taxes)




Qur Activities

Approximately 10,500 carats were extracted from the
Jericho kimberite for diamond valuation purposes,
WWW Intemnational Diarmond Consultants Lid. (v,
who provides rough diamond valuation services for
the Government of Canada, concluded that the Jericho
diamonds are commercially attractive, and recommended
using a diamond value of USSS8 per carat for feasibility
study purposes. Based on a modeled diamond valuation
of US$75 ~ US$8B per carat for the Jericho diamonds,
the gross revenue for the Project ranges from $330
mitlion to $340 million with an internal rate of return
ARRY from 34% to 50%, respectively, The feasibility
stucly indicates a capital cost of approximately $55
million for the Praject, In preparation for project

financing, Tahera has retained SRK Cousulting to
refresh the feasibility study. The updated feasibility
study will be completed during the secand quarter
of 2003,

The total diamond resource of the Jericho Project was
estimated by SRK Censulting to be approximately
6,000,000 carais. Tahera believes that excellent potential
exists to increase the mine life substantially, as a large
quantity of undersampled kimberlite resource that
will be mined and stockpiled during the course of the
mining operation, may be converted to reserve upon
adequiate assessment of the diamond grade and value.
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Schematic Section of Jericho Pipe: Large quantity of Jericho kimbedlite resource tvellow, poteatisl to convent 1o reserve following analys’s of

diamond grade and value
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The Jericho Claims are considered highly prospective for further discoveries. Tahera will continue to focus its
exploration efforts on the discovery of additional diamond reserves in close proximity to the Jericho Diamond
Project, realizing that even modest-sized discoveries could enhance the economics of the existing Project.
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Tahera’s goal s to receive regulatory approval for devefopment of the Jeriche Diamond Project during 2003,

Tahera is very encouraged by the continued support, indicated by key Nunavut stakeholders, of the Company’s
goal of developing the Jericho Diamond Project as Nunavut's first diamond mine. Tahera has conducted
almercus Nunavat community meetings during the permitting process in order to fully appreciate the fifestyle
of the Inuit people, and the Company is committed to developing the jericho Diamond Project in a socially and
environmentally responsible manner,

the environmental review process in Nunavat is coerdinated by the Nunavat Impact Review Board (NIRB}.
Tahera submitted the Final Environmental Impact Statement (£1S) for the leriche Diamond Froject in January
2003, This submission represents a significant milestone in the diamond mine devefopment process in Canada,

L5 05 an extensive document that includes a project descrintion, environmental baseline studies, impact
assessmients, environmental managerent plans, reclamation plans, and information regarding Tahera's extensive

e
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Gur Activities

cornmunity consultation record. The regudatory agencies,

including the Nunavut Impact Review Board, the
Nunavat Water Beard, the Kitikmeot nuit Association,
and various Federal authorities are currently conducting
a thorough review of the final £I8 submission in
preparation for the final public hearings. The public
hearings wilt be conducted in several Nunavut
communities during May 2003, After the public hearings,
the NIRE will submit a recommendation regarding the
Praject 1o the Department of Indian and Northern
Adfairs. Following review of the NIRE recommendation
and subject to approval by the Department of indian
and Narthern Affairs, the Company can proceed to
finalize the required permits for the Project, Jeading to
the develapment of Nunavut’s first diamond mine.

Tahera is negotiating an Inuit Impact and Benefit
Agreement (IBA] with the Kittkmeot Inuit Association,
and is optimistic that this agreement will be completed
in time to facilitate the Project approval process.

it is Tahera’s policy to achieve a high standard of
environmental care in conducting its business as a
resource company. Tahera’s approach o environmental
management seeks continuous improvement in
performance by taking account of evolving knowledge
ard community expectations.

Specifically, it is Tahera’s policy to:
= Comply with all applicable laws, regulations
and standards; uphold the spirit of the law;
and where laws do not adequately protect the
environment, apply standards that minimize
anv adverse environmental impacts resulting
irom its operations;

"

Communicate openly with government and the
communities on environmental issues, and contribute
to the development of policies, legislation and
regulations that may affect Tahera;

=

Ensure that its employees and suppliers of goods
and services are informed about this policy and
are aware of their environmental responsibilities
in relation to Tahera’s operations;

*

Ensure that it has management systerns to identify,
cantrol and monitor environmental risks arising
from its operations and to prevent environmental
impacts prior to their occurrence;

¢ Conduct research and establish programs 1o

conserve resources, minimize wastes, improve
processes and protect the environment;

= Take appropriate corrective actions shouid
unexpected environmental impacts oceur,
Appropriate actions witl be taken to prevent
reoccurrence of such unexpected impacts.

fn a major development for the Company, Tahera
signed a Letter of Intent in earfy 2007 with Lazare
Kaplan nteraational inc., one of world’s premier
diamond companies. Lazare Kaplan sells its diamend
and diamond jewelry praducts through a worldwide
distribution network. The company is renownad for
its “ideal-cut” diamonds, which it markets internationally
under the brand name Lazare Diamonds®,

Lazare Diarmoneds

The agreement provides for the parties to enter into a
comprehensive Off-Take and Investment Agreement
for Tahera's Jericho Diamond Project. Under the terms
of the proposed Gf-Take Agreement, Lazare Kaplan
will purchase 100% of the production from Tahera's
lericho Diamond Project, subject to Tahera's option 1o
market up (o 25% of the mine’s diamond production
independently.

Lazare Kaplan will assist Tahera with Project financing
and has agreed to invest up to US$4 mitlion in Tahera,
subject to Tahera securing the balance of funding for
devetopment and operation of its Jeriche Diamond
Project.

FE

Tahera retained the option to convert the Off-Take
Agreement with Lazare Kaplan to a rough-diamond
marketing agreement at any time during the life of the
agreement. In addition, Tahera will have the right 1o
participate in a joint venture with Lazare Kaplan as
equal partners for the polishing of diamonds produced
by the Project, including special stones. These
agreements will ailow Tahera to maximize revenues
from its diamond production.
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Financing/Construction :

Tahera is pursuing financing for construction of the Jericho Project, the goal being to finance as much

as possible of the required Project capital via debt financing. The agreement with Lazare Kaplan will facilitate
Tahera's ability to secure project financing in a timely manner.

Project construction will take approximately one year, leading (o a potential start-up date as early as 2005,
In order to meet the 2005 production start-up, Tahera will need to mobilize the majority of the construction
materials on the 2004 and 2005 seasonal winter ice road from Yellowknife, Northwest Territories to the Lupin
Gold mine site. An extension of the winter road 1o the fericho mine site will be required, a distance of
approximately 35 kilometres.
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Sehesmatic of Jorieho Diamond Froject during mining operation

Rockinghorse Property (RHP)

Tahera's Rockinghorse praperty is focated in Nunavut, approximately 120 kilometres northwest of the Jericho
Claims, and 450 kilometres northeast of Yellowknife, Northwest Territories, Kennecott Canada Exploration Inc.
fa member of the Rio Tinto group of companies) is te operator of the RHP joint venture, and holds the option 1o
earn a 25% interest in the property after spending $25,000,000, and a 62.5% interest in the propesty by funding
alf costs up to a mine development decision, before 2008, A mine development decision can only be made after
all permitting activities and a feasibility study are completed. Annual expenditures of $1.5 million are required
for Kennecott to retain operatorship,




QOur Activities

frains on properiy

Rockinghorse Property Map

The sigrmticanidy diarnondiferous Anun kimberlite was
discovered on the RHP in 2001. Tahera is encouraged
by hoth the diamond results reported to date and the
size potential of the Anuri kimberlite.

Based on geophysicat data and diamond drilling
completed {0 date, the Anuri and Anurt East kmberdites
coalesce in the upper region, creating a kimberlite body
with a western lobe surface expression of approximately
225 metres by 150 metres, and an eastern lohe kimberlite
body measuring approximately 100 metres by 100
metres. The kimberlite has been intercepted by drilling
to a depith of over 200 metres,

The 2003 exploration program will involve further
evaluation of the grade potential of the Anuri kimberlite
via extraction of a mini-bulk sample fminimum 2.5
tonnes). The resuits from this exercise will provide

a better understanding of the grade potential of the
kimberlite. Pending positive resulis, a larger bulk
sample is required to determine the diamond grade
of the kimberlite, and the dollar per caral value of
the diamonds.

Future exploration on the Rockinghorse Property will
be focused on the highly prospective area within a
20 kitometre radius of the Anurl kimberlite, where
soveral unresolved kimberlite indicatrr miners!
fraiins #xist

Tahera {or its agent} retains sightholder rights to its
share of future diamond production from the RHP.

Giher Exploration Properiies

Tahera has several early-stage diamond exploration
projects in Nunavut and the Northwest Territories. The
Company witl maintain an active portfolio of diamond
exploration projects as it continues to develop its
advanced-stage Jericho Diamond Project.

The diamandiferous Tenacity kimberlite exists on
Tahera's Hood River Property, located approximately
100 kilometres north of the Jericho Project. Although
the Tenacity kimbertite does not have the size patential
or diamond content to be economic on a stand-alone
basis, the presence of the single kimberlite in what
may be a distinct kimberlite fisld indicates the
potential for further discoveries in the area,

The Ranch Lake kimberiite is located approximately
85 kilometres south of the Jericho Diamond Project
on the ICE Claims. The Ranch Lake kimberlite,
previousily held under a joint venture with BHP
Billiton, is now 100% Tahera-owned subject to a

% grass royalty. Tahera is currently compiling and
reviewing all technical data from the progerty, and
may entertain joint venture proposals with respect
wr the property.



Readers of the foliowing discussion and analysis should
refer to the Company’s audited conselidated financial
stalements for the years ended December 31, 2002
and 2001 where necessary. Those financial statements
have been prepared in accordance with Canadian
generally accepted accounting policies. All dolar
figures included therein and in the following discussion
and aralysis are quoted in Canadian dollars.

Tahera Corporation is an exploration and development
company engaged in the exploration for and development
of diamond deposits. Tahera's vision is to become a
significant producer of Canadian gem-quality diamonds
for the Canadian and world markets. In order to
accomplish this goal, the Company has commenced
the development of its whoily-owned Jericho Diamond
Project. The permitting process is currently underway,
with the Company having fifed its Final Environmental
impact Statement with the appropriate regulatory
agencies.

In addition to the development of the Jeriche Diamond
Project, the Company will continue to conduct
exploration programs at jts other diamond projects,
which includes further evaluation of the Anuri kimberiite.
Exploration programs are being carried out in Nunavut
and the Nothwest lerritones of Canada. The Company
nolds title to clalms covering approximately 438,000
hectares both independently and theough its joint
ventures. To date, 20 kimberlites have been discovered
on these claims, The Company will use Hs extensive
database, compiled through several years of successful
exploration campaigns, to assist in its quest for new
discaveries,

The cost savings program undertaken in 2001 proved
successful as the Company reduced vearoveryear
operating costs by aver $700,000 representing 2 24%
decrease. In addition, 1otal expenditures including
operating, capital, and exploration and development
charges decreased by $4,700,000 fram 2007 to 2002,
while the total amount spent by the Company and its
joint venture partners on the Company’s exploration
projects decreased by only $2,200,000. Actual monthly
cash expenditures were approximately $236,000
campared with a budgeted amount of $250,000,
Clearly, the mandate of the Company, to continue to
develop its asset base while conserving cash thereby
reducing the number of equity issuances during the
vear, was met in 2002, The decision to proceed with
independent development of the jericho Diamond
Praject will contribute o an increase in spending in
o blish & recurring
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anmual revenue stream in the next few ve

An amending agreement to the joint veniure with
Kennecott Canada Exploration Inc., completed in
Aprit 2002, granted Kennecott the option 1o include
the Jericha group of claims in the existing joint
venture between the two companies upon Kennecott
completing certain minimum exploration expenditures.
During the third quarter of 2002, Kennecott natified
the Company that it would not exercise this option.
Kennecott cited the onerous work commitments as
the reason for its decision.

The Jeriche Diamond Project is 100% owned by Tahera.
The Company completed a feasibility study in 2000,
which indicates robust economics for a diamond mine
operaticn centered on the land-based Jericho kimberlite.
The EKAT! and Diavik diamond mines clearly establish
the viahitity of diamond mining in Canada. As Tahera
moves toward becoming the country’s third diarmand
producer, the Company has and wilt continue to draw
on the experience of these projects to assist in the
development of the feriche Diamond Project, However,
several hurdles remain prior to development, including,
but not fimited to: completion of the Nunavat Impact
Review Board hearings, which are scheduled for May
2003, completion of an Inuit Impact Benefit Agreement,
and securing project financing,

The Company completed its Environmental Impact
Statement and on March 7, 2003, announced that it
had signed a letter of intent to enter into a comprehersive
Off-Take Purchasing and Investment agreement with
Lazare Kapian international Inc. Thee agreement provides
a guarantee from Lazare Kaplan fo purchase a minimum
of 75% to a maximum of 100% of the oulput of the
project, with Tahera holding the right to limit this
percentage to 75%. The agreement also provides
Tahera the option 1o enter into a rough-diamond
marketing agreement and/or a polishing agreement
with Lazare Kaplan.

in addition, Lazare Kaplan will receive warrants
entitling it to purchage US$4 million of common shares
in the Company at $0.22 per share. The signing of this
agreement wifl assist Tahera in obtaining financing for
the capital component of the profect as the Company
has clearly established a market for its product with
guaranteed payment upon delivery of the rough
diamonds it produces, The agreement provides the
Company with an option to participate in the
downstream profits of the diamond market, Management
sees this as an extremely valuable companent of the
agreement, as the profit eamed by rough diamond
dealers and polishers can be substantial,
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Management’s Discussion and Analysis
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The Anuri kimberdite is situated on the Rockinghorse
claims, which are subject to a joint venture with
Kernecotl. Kennecott Is the operator of the group

of claims and will earn a 25% interest after incurring
expenditures of $25 mitiion. Al December 31, 2002,
Rennecot hed curred 3247 mithon, As operator of
the claims, Kennecott holds an option 1o increase this
percentage (o 62.5% by funding all costs up to a mine
development decision before May 2008 and incurring
annual expenditures of $1.5 miflion. Failure to meet
the annual spending requirement would result in Tahera
becoming operator of the project with Kennecott
retaining its earned interest.

Kennecott committed to coliecting a mini-bulk sample
on the Anuri kimberlite during the spring 2003
exploration progran. Results from this sample are
expecied in the summer of 2003. In addition, fusther
exploration on the Rockinghorse claims, considered
prospective for additional discaveries, is being planned,

During the first quarter of 2003, BHP Billiton notified
the Company that it was withdrawing from the ICE
claims joint venture. The Company is currently evaluating
the potential of the property and considering other
joint venture partners for these claims.

Pimangial faond

The Company’s cash position increased by §794,000
during the vear, resulting in a closing balance of
$1.942.000, The working capital position increased

10 51.56%,000 af December 31, 2002 fram $954,000
a vear carlier. The tatal use of cash during 2002 was
$2,835,000 compared with §7,854,000 during 2001,
& savings of $5,019,000 or 64% vear-overyear,

The decrease was primarily due to the fact that the
Company shifted the anus of incurring exploration
expenditures 1o its joint venture partners through
negotiated amendments (o its joint venture agreements.
Management fulfilled its commitment to keep share
issuances to a minimum during the yvear. The number
of common shares issued decreased 0 22,8 million
from 36.2 millicn in 2001 and 99.4 million in 2000,
Management remains committed to containing the
pace of further dilution in order to enhance sharehoider
value, although further equity issuances will be reguired
to fund a portion of the capital component of the
lericha Diamond Project,

Two private placements were completed during the
vear resulting in gross proceeds of $2.800,000. First,
2 $1.600,000 private placement with QIT-Fer ot Titane
tnc., an affiliate of Kennecott Canada Exploration inc.,
was completed on October 1, 2002 at a subscription

price of $0.167 per common share resulting in
5,988,024 common shares being issued. Further
placements by Kennecott as described in the 2001
annual report are no longer required as Kennecott did
not exercise s option to include the Jericho claims in
the joint venture, A second placement was completed
on December 5, 2002 resulting in 11,250,000 common
shares being issued at a price of $0.16 per share.

Major uses of cash during the vear include operating
and exploration and development charges. Cash used
for operating and exploration and development
expendilures decreased in 2002 to $1,776,000 and
5670000 from $3,216,000 and §3,443,000, respectively.
The percentage of total cash used for operating
expenditures increased to 62% (2001 - 41%) while
exploration and development charges decreased to
31% (2001 ~ 44%). The proportionat change in
expenditures is a direct result of the shift in exploration
spending as described above.

Spending during 2002 is expected 1o increase as
the Company continues development of its Jericho
Diamond Project. Cash outlays are estimated at
$5,500,000, an increase of $2,500,000 over the
2001 budget. The bulk of the increase is related to
additional project development and exploration
program spending. The Company’s year-end cash
batance of $1,942,000 has been augmented by
warrant and option exercises of $450,000 during the
first quarter of 2003. Additional private placements
and/or further warrantfoption exercises will be
required to make-up the shortfall in spending
requirements.

The timing of cash requirements for the development
and construction of the Jericho Diamond Project is
directly linked to the completion of the permitting
process. Part of the funds may he required as soon

as the third quarter of 2003. The feasibility study
completed by SRK Consualting in 2000 calls for upfront
capital expenditures of $45 million over an 18-month
period, The capital cost of the underground portion
of the mine along with sustaining capital expenditures
will be funded with cash flows from operations later
in the mine life. The Company is currently negotiating
terms for the funding of the projecy; it is likely that a
combination of debt and equity will be required.

Results of Gperatiaons

For the year ended December 31, 2002, Tahera
mcurred a loss of §4,863,000 or $0.02 per common
share compared with $4,756,000 or $0.02 per
cormon share recorded in 2001, Excluding
exploration and development write downs, the 2007
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loss would have been $2,309,000 compared with $4,278,000 in 2001 representing a 46% decrease yearover-
year, As expected, operating costs decreased by $702,000 from 2007 to 2002 representing a 24% savings.
Reductions in operating costs for the two-year period ending December 31, 2002 total over $1,000,000 when
eompared with expenditures made In 2000, as a result of changes made by current management, Individually,
costs were reduced in almost every apetating cost category. Management remains committed to maintaining
operating costs at these levels although an increase during 2003 may be experienced as the Cormpany incurs
additional expenditures related to the development of the fericho Diamond Project.

Interest revenues for the year decreased substantially as the Company held a smaller average cash balance
during the year and the funds earned less, as interest rates were Tower in 2002 than in 2001. Office and general
costs where unchanged for 2002 when compared to 2001, ¥ non-recurring exit costs related o the closure of
the Company’s Vancouver office are excluded. Salaries and benefits decreased by $46,000 year-over.vear after
subtracting non-recusring severance packages incurred in 2001,

Debenture interest and financing costs amortization decreased as a result of the redemption of one of the
secured convertible debentures in 2001, Depreciation decreased in 2007 as substantially all laboratory assets
were sold as part of the Vancouver office closure in 2001,

As part of the Company’s continuing evaluation of its exploration and development properties, management
decided to allow the claims known as the Burnside Group to lapse during 2002, Previous results did not warrant
the continuing cost to malmtain and conduct exploration programs on these claims, In addition, the Company
decided to write down the carrying value of the Roundrock Property Project as the Company does not

intend to participate in future exploration programs. The total amount written down during the year ended
Decamber 31, 2002 was $2,354,000 compared with $478,000 in 2001,

Guarterly Information
_ Quarlers Ending in 2002

_ Mar31 June 30 Sept.30 Dec.31
Operating Expenditures 543,59 733,901 417,514 502,568
Percentage of Operating Expenditures 24.7% 35.4% 19.0% 22.9%
Met Loss 558,111 772,989 448,331 3,083,260
Net Loss per Share 0.002 6.002 0.002 0.010
Cash Flows From {Used Inj;
Operating Activities (334,455) (567,181 {334,059 . (534,634)
Investing Activities {155,703 {104,725 {264,057} {352,478
Financing Activities 70,249 692,208 27,600 2,651,948
Net increase (Decrease) in Cash (419,900} 20,302 (571,116} 1,764,836

SIsAjeuy pue uOISSNISICY s, Juswaieuew

Quarters Ending in 2001

Mar.31 June 30 Sept.3f Dec31
Uperating Expenditures 673,966 903,806 550,499 771,347
Percentage of Operating Expenditures 23.2% 31.2% 19.0% 26.6%
Net Loss 664,031 838,239 1,953,045 1,258,783
Net Loss per Share (3.603 0.002 0.006 0.004
©ash Flows From {Used In;
Qperating Activities (550,2305 {572,090) 50,476 2,143,821
Investing Activities (1,312,200 (1,477,028} 998,471} 9,730
Financing Activities - 3,086,742 844,660 {2,154)
MNet Increase (Decrease in Cash (1,862,4300 1,037,624 {#033,335) {2,136,245;
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Management's Discussion and Analysis

Quarterly operating expenditures have heer incurred
on a consistent basis over the past two vears with the
greatest variance occurring in the second and third
quarters. Second quarter results are traditionaily the
Righest during the year as the Company completes
and files its annual report and holds its annuai general
meeting of shareholders. Third quarter expenditures
are typically lower as this is the Company's off-season,
Net losses for guarters do vary as transactions that
qualify as other tems are unigue in nature and cannot
be predicied. The increased third quarter net loss for
2001 was due to a settfement with the former President
and CEO. Fourth quarter net fosses in both 2002 and
2001 were affected by write downs of exploration and
development programs,

Cash outflows typicatly follow the trend of operating
expenditures, Exploration programs, which are season-
dependent to a large degree, do not affect the
comparability of quarterly operating resuits as these
amounts are capttalized. They do, however, affect
quarterly cash halances and are usually carried out
during the first few months of the year and the fate
summer/early fall.

Tahera Comoration is an exploration and development
company engaged in the explomation for and developrment
of diamond deposits. Diamond exploration ane
development of a mine involves a high degree of risk
and the uitimate success of achieving a profitable
operation cannot be assured. The Company’s two major
assets, the lericho Dlamond Project and the Anuri
kimberlite, are at difierent stages of development and
therefore have different risks and uncentainties associated
with them.

To date, the Company has discovered 20 kimberlite
bodies on its projects, however this is only the first
major accomplishment on the road to becoming a
producer of gem-quality diamonds. The percentage
of discovered kimberlites in the world, which host
diamonds, is smalt at approximately 15%. The
percentage of kimberiites that host diamonds and
hecame producing mines is under 1%, Costs involved
with finding and evaluating a kimbertite body are
substantial, taking several years to complete,

The Company’s properties are located in Nunavut
and the Northwest Territories where oxireme weather
conditions and the lack of infrastructure make it
difficult and costly o aperate. Exploration programs
can only be carried out during Emited times of the vear,

Drilling programs typically occur during the winter
months once the ice cover s thick encugh 1o support
a driliing operation. Till sampling programs typically
occur during the summer months, after the snow

has melted.

The Jericho Diamond Project has overcome many
risks as it is now in the development stage. Completion
of the permitting process, negotiation of an mpact
Benefit Agreement with the Inuit organization in the
region and funding of the capital costs of the project
are yet to be completed. Construction and operational
risks including, but not limited 10 equipment ard
plant performance, harsh weather conditions,
metatiurgical, environmental, cost estimation accuracy,
and waorkforce performance and dependability will

all affect the profitability of an operating project. The
mobifization of supplies and materials needed for the
construction and operation of the mine is restricter

to the winter months when a winter road can be
constructed. Fluctuations in exchange rates and prices
of rough diamonds will also affect the profitability of
the Jericho Diamond Project, The Company has and
wiil continue to mitigate these risks where passible

by hiring experienced staff dedicaled to achieving
production of germ-quality Canadian diamands,

The Company has incurred losses since its inception
and currently does not have the financial resources
to sustain operations. External financing, primarily
through the issuance of common shares, will be
required to carry on the Company’s operations. There
can be no assurance, howeves, that sufficient funds

will be raised.

Tahera maintains a full programeme of property and
liabifity insurance, and also insures the Company’s
Directors and Officers for liability purposes. As the
development and construction of its projects proceed,
Tahera will consider adding appropriate environmental
and business interruption coverage,



The accompanying consolidated financial statements of Tahera Corporation and all information in this annual
repert are the responsibility of management. The consolidated financial staternents have been prepared in
accardance with Canadian generally accepted accounting principles and, where appropriate, include
management’s best estimates and judgments. Management has reviewed the financial information presented
throughout this report and has ensured it is consistent with the consclidated financial statements.

Managernent maintains a system of internal control designed 1o provide reasonable assurance that assets are
safeguarded fram loss or unauthorized use, and that financial information is timely and reliable.

The Board of Direciors is respansible Tor ensuring that management fulfils its responsibilities for financial
reporting and is ultimately responsibie for reviewing and approving the consolidated financial statements.
The Board caries aut this responsibility principally through its Audit Commitiee.

The Board of Directors appoints the Audit Committee, and all of its members are nop-management directors.
The Audit Committee meets periodically with management and the shareholders’ auditors to review inlernal
controls, audit results, accounting principles and. related matters. The Board of Directors approves the
consotidated financial statements on recommendation fram the Audit Committee.

Deloitte & Touche LLF, an independent firm of Chartered Accountants, was appointed by the shareholders
at the last annual meeting 1o examine the consolidated financial statements and provide an independent
professional opinion. Deloitte & Touche LLP has full and free access to the Audit Commitiee.

< Cdeck

loseph Gutnick Andrew Gottwald
Presiclent, CEC and Fxecutive Chairman Vice President Finance, Administration and CFO

Toronta, Canada
March 7, 2003

To the Shareholders of Tahera Corporation:

‘We have audited the consolidated balance sheets of Tahera Corporation as at December 31, 2002 and 2001
and the consolidated statements of loss and deficit and cash flows for the years then ended. These financial
statements are the responsibility of the Campany’s management. Our responsibility is (o 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 reasonable 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 principtes used and significant estimates made by management, as well as evaluating the pverall

financial statement presentation.

In our opinion, these consolidated financial statements present fairfy, in all material respects the financial
position of the Company as at December 31, 2007 and 2307 and the results of its vperations and its cash
flows for the years then ended in accordance with Canadian generally accepted accounting principles.

bc,\/m:fizcz, QQ,..:,AL ‘-A—/\/'}

Deloitie & Touche LLP

Chartered Accountants

Vancouver, British Columbia
February 21, 2003
lexcept for note 16, which is at March 7, 2003)
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Consolidated Balance Sheets
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Current Assets

Cash and shori-term deposits % 1,942 1,145
Accounts receivabie 155 258
Prepaid expenses 71 P83
2,168 1,589
Explovation and Development Projects inote 4 59,416 60,8499
Reclamation Deposits (nate 55 918 a1
Fixed Assets {note &) 475 6B
Deferred Financing Costs /nofe 7 163 266
investments (nole 8) . L 18
g 63,156 64,388
e
Current Liabilities
Accounts payable and accrued liabilites $ 599 635
Secured C_gﬁvertibie Debentures {n{}fe 9 2817 o 2,81 ? _
I A 3,452
Share Capital (ncfe 19)
Commaon shares 82,091 78,424
Equity component of secured convertible debentures fnote 9; 215 225
Prefered shares L W
82,346 78,679
Common Share Purchase War_rgr_;t_s_ inote 10} an_rf e 2 122
82,468 78,801
Deficit 22778 17865
23740 e 0936
3 63,156

64,3858

See accompanying notes 1o the consolidated financial staterments.

Robert Dickson, Director

Continuing Operations {nate 1}
Approved on behalf of the Board:

< ke

foseph Cutnick, Director
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2002 2001
Revenues —~
«
interest $ 35 & 185 g
. . = O
Contract processing - 1 oo
35 2032 A O
......... o=
Expenses 5o
3 W
Office and general 490 678 .y
Salaries and bensefits 469 607 w O
Bebenture interest and financing costs amotization 328 443 o W
Travel 289 278 o
Drepreciation 238 414 =
Prirectors’ fees and expenses 156 156 § =3
Legal and audit 128 210 &
Transfer agent and listing foes 86 25 = =
Censuiting 13 58 ¥ v
Financing cosis ~ 36 G
2
2,197 2,5 —
: 37 899 § o
{2,162 (2,697) 3 o
Other fte o
v ftems e
Gain on sale of fixed assets and investments fnofe 6 and 8 3 2 &
Write down of exploration and development projects {note 4) (2,554} {478} -
Settlerment of termination obligation tote 751 - (1,480) a
Lass for the Year belore Income Taxes 4,713} t4,653) o
=
Prowision for Income Taxes ~ Current (note 12; (130} (103
et Loss for the Year {4,863 4,736}
Deficit - Beghnming of Year {17,865 (13,149
Expired Equity Component of Secured Convertible Debentures - 40
Deficit - End of Year § {22,728 $ {17 865}
Loss per Share — Basic and Diluted (note 100 $ 0.0 ) .02}

See accompanying notes to the consolidated financial statements.



ash Filows

Year Ended Decersber 31 fin thousands of Canadian dotlars)

Consolidated Statements of €

N 20432 2001
Cash Flows From (bsed inh
Operating Activities:
Loss for the year 3 4,863 $ 4,7506]
ems not affecting cash —
Cepreciation 238 414
Delt principal accretion and financing costs amortization 103 176
Gain on sale of fixed assets i3} 21
Write down of exploration and development projects 2,554 478
Debenture interest settfed by issuance of shares 225 245
Termination ohligation settled by issuance of shares and warrants - 539
1,746 {2,906]
Changes in non-cash working capital fems —
Accounis receivable 8 126
Prepald expenses 12 32}
Accounis payvable and accrued liabilities 1144} (4043
1,770 3,216}
tnvesting Activifies:
Exploration and development projects (B70) (3,443)
Fixed assets 12} (283)
Proceeds on sale of fixed assets and investments 8 348
Reclamation deposits - 400]
{8773 IL7F7E)
Financing Activities:
ssue of common shares for cash 3,629 4,736
Share issuance costs (188} £260)
lssue of common share purchase warrants for cash - 83
Secured convertible debentures -
3,447
Net increase {(Decrease) in Cash 744 {3,665
Cash - Beginning of Year 1,148 4,213
Cash - End of Year $ 1,942 $ 1,148
Cash and Cash Equivalents are Comprised of:
Cash 5 89 3 120
Short-term deposits 1,853 1.028
$ 1,642 % 1,148
Supplemental information:
Interest paid $ 1 $ 1
Income taxes paid $ 130 $ 252

Supplemental Disclosure of Non-Cash Investing and Financing Activities

The following transactions are not reflected in the consolidated statemments of cash flows:

fluring the year ended December 31, 2002

i

The Company issued 468,730 common share purchase warrants on December 5, 2002 in connection with

the privale placement of flow-through shares fnote 1003,

During the vear ended December 31, 2001:

The Company issued 416,666 common shares on July 31, 2007 for payment of agency fees refated 1o the

private placement of flow-through shares (note 10{c)).

See accompanying notes to the consolidated financial statements.



Tahera i & mineral exploration and developrent company engaged primarily in the exploration for and development of
diamond deposits. The recoverability of the Campany’s exploration, 2equisition and development costs is dependent on
the confirmation of economically recoverable reserves, the ability of the Comgpany 1o obtain financing to complete its

development plans and the success of future operations.

The Company has incurred losses from inception and is considered 10 be in the development stage. It does not currently
have the financial resources to sustain operations and its ability to comtinue as a going concern rerains dependent upon
its ability to attain future profitable aperations and to obtain the necessary financing to meet its obiligations and repay its
fiabilities arising from normal business operations when they come due. External financing, predominately by the
issuance of commen stock 1o the public, will be sought to finance exploration and development of the Company’s
properties. There can be no assurance, however, that sufficient funds will be raised. i the gaing concern assumption
were tol appropriate for these financial statements, adiustiments would be necessary in the carrving values of assets and
liabilities, the reported net carnings and the balance sheet classifications used.

THOT "L Wyuadag
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Hhese consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting

principles and include the following significant policies: 5
These consolidated financial statements include the accounts of Tehera and those of #s wholly-owned subsidiaries, o

. . ) =t

Benachee Resources In. and Kiskava Minerals Corporation. o
The realization of the Company’s investments in resource companics and exploration projects is dependent upan =
wartous factors, including the discovery of economicaily recoverable reservas of minesals, the ability 1o obtain necessary o
financing to continue deveiopment, and upon future profitable operations, or alternatively upon the disposal of the g
interests on an advantageous basis. &

o =

w

Cash and cash equivalents includes cash and short-term investments with an initial term of 90 days or less,

The costs of mineral properties and related exploration expenditures are deferred until the properties to which they
relate are placed into production, sold or abandonied. These costs are then amortized over the estimated useful life
of the properties following the commencement of production or written down if the propenties are subsequently sold
or abandored.

Fixed assets are recorded at cost. Bxploration and office equipment are depreciated on a straight-Hine basis over perfads
ranging from three to five vears,

Investments are carried at cost. The Company provides for any loss in value that is other than temporary.

Exploration and development joint ventures are accounted for using the propartionate consolidation methad whereby
the Company’s pro-rata share of the assets, Habilities, revenues and expenses of the joint venture are incladed with
those of the Company. As of December 31, 2002 and 2001 e Company halds resource property interests subject

te joint venture agreements. The Company did not conduct operations through these joint ventures during 2002

arsd 2001,

The Company has two stock-based compensation plans, which ase described in note 17. The Company uses the
¢ comsideration paid by

intrinsic value based method to account for sock-based ransactions with emplovess
o stock is credited to share capital.

ise Gf stock options or purchy

emplovees an exer

s are recognized for the future tax consequences atiributabile 1o differences hetween the

Future tax assets and Habilities
i fiabilities and thelr respective tax bases. In addition, the

financiel statement carrying armounts of existing assets and
future benefits of income tax assets including unused tax Tosses are recognized, subject to a valustion allowance, to
lized. Fulure tax assets and Habi

the extent that it is maore Hkely than not that such losses will ultimately be o 3
are megsured using eracted or substantively enacted tax rates, expected 10 apply to taxable income in the years in

which those ternporary differences are expected to be recovered or setiled,
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Notes to Consolidated Financial Statements

December 31, 2602

The preparation of financial stetements in accordance with Canadian generally accepted accounting principles
RGeS management o make estimates and assumptions that affect the reported smounts of assets and Habliitios

revenues and expenses during the vear. Actual results could differ materially from those reported.

ive figures have heen reclassified o conform o the current vear's presentation.

Chanpe i Al S

The Company has adopted the recoramendations of the new CICA Handhook Section 3870, Steck-Based Compensation
and Other Stock-Based Payments, effective January 1, 2002, This section establishes standards for the recognition,
measurernent and disclosure of stock-based compensation and other stack-based payments made in exchange for goods
and services. The standard requires that all stock-based awards made w nan-employees be measured and recognized
using a fair value based method. The standard encourages the use of a fair value based method for all awards granted o
employees, but anly requires application of specified accounting methods to direct awards of stock, stock appreciation
righds, and awards that call for settfement in cash or other assets. If an alternative other than the fair value based method
is used, pro-forma fair value based information must be disclosed,

The Company does niot have any plans which result in the direct award of stock, stock appreciation rights and awards
that call for settlement in cash or other assets and will continue to use the intrinsic value based methed 10 account for
stock-based transactions with employees. Had compensation costs for the Company's stock-based compensation plans
been determined under the fair vatue based method of accounting, the Company's net income and earnings per common

share far the yvear ended Decermber 31, 2002 would have been affected as outlined in note 17,

[ -
EE L

Acquisition Expenditures —

fericho Group

Rockinghorse Group 808,973 - 508,973 - 808,973
Hood River Group 808,973 - B08,973 - HO8,973
ICE Project 303,485 - 303,485 - 303,485
Roundrock Property Project 264,750 - 284,750 {284,750} -
17,281,633 - 7,281,653 {284,750) 16,996,903

Exploration and Development Expenditures —
lericho Group

Incurred 45,024,736 3,101,036 48,125,772 763,615 48,886,387

Written down (16,411,180 - (16,411,180 1,360,659) {17,771,839)
Rackingharse Group

incurred 6,044,857 - 6,044 857 239,904 6,284,761

Written down {6,042,995) - {6,042,995) - (6,042,995)
Hood River Group

Incurred 6,044,314 - 6,044,514 51,756 6,096,264

Written down 6,042,995} - 6,042,995} - t6,042,995)
ICE Project

Incurred 17,583,711 45,095 17,628,806 18,359 17,647,165

Written down 6,637,228} - H,637,228; - 6,637 228}
Roundrock Property Prodect

incurred 4,848,148 324 4,848,522 - 4,848,522

Written down {3,940,401 - 13,940,401} {908,121 (4,848,520
New Dolly Varden Project

InCurred 1,238,957 - 1,235,957 - 1,238,957

Written down {768,596 s 6_‘1} 1,438957] - (1,238,957}

480,949,578 2.068 044 33,617,672 {188 150 2,4

1 Rovelopmaent §

Balance

Dec. 31, 2000

$ 15,075,472

$58,231,1%

Incurred
During the Year

5 2,668,094

Balance

Dec, 31, 2001

4§ 15,075,472

$ 60,849,325

Incurred
During the Year

§ {1,482 902}

Balance
Pec, 31, 20802

§ 15,075,472

$ 59,416,423

Expicration and developrment project expenditures do nat include ary allocation of administration o carporate

everhead expenses,



The Company holds a 100% interest in varlous mineral claims lncated in Nunavat. Certain of these claims are
subject 1o rental payments of $91,000 per yesr and a 12% net profit ravalty once production operations have
Certain other of these claims are subject 10 a net profit rovalty, paveble to
13% of the value of production or (i a progressive rovalty of between 0%

commenced, payvable 1o a third par
a third party, equal to the lesser of i
and 14% of the value of production.

During the vear ended Decernber 31, 2002, the mineral claims known as the “Burnside Group” were abandoned
and accordingly, exploration and development expenditures were written down by §1,360,659.

At [ecember 31, 2002, the Company held 3 100% interest in the mineral claims known as the Rockinghorse Group,
These claims have been subject to the joint venture agreement desceibed in note 4{g) since 1997, They are located
in Nunavut and are subject 1o a net profit rovalty as described in note 4tal.

The Hood River Group of claims is 100% owned by the Company. The claims are [ocated in Nunavut and are
subject to & net profit rovalty as described in note 44a).

The ICE claims are located in Nunavut and the Northwest Territories of Canada. The Company holds a 100% interest
in the claims, which are subject to a 1% gross royally based on future diamond production from kimberlites discovered
on the claims before April 23, 2001, In addition, the claims are subject to a net profit rovalty as deseribed in nate 4(a),

<3 o Prenatrey H
Under the terms of an option agreement, at December 31, 1997 the Campany, Pure Gold Resources Inc., Ashton
Mining of Canada Inc., Paramount Ventures & Finance Inc. and Silver Arrow Exploration each hold an interest in the
Roundrock propenty claims located in the Northwest Territories,

During the Company’s review of the value of its exploration and development properties, it was determined that
continued capitatization of the Roundrock Property Group was not warranted. The Company had not participated or
contributed to the exploration programs carried out on the property during the past three yeass, As a result, related
exploration and development expenditures were written down by $1,192,871.

On March 6, 20027, the Company concluded that it would abandon af but one of the New Dofly Varden Project
claims. Exploration and development expenditures relating to these clairas were written down by $478,361 during
the year ended December 31, 2001. The remaining claim is held jointly, pursuant to a joint venture agreement with
New Dolly Varden Minerals Inc.

The joint venture agreement with Kennecott has been amended from the original agreement made in 1997 between
Lyiton Minerals Limited, New Indigo Resources Inc., and Kennecolt, Under the revised agreement, Kennecott will
garn a 25% undivided Interest in the joint veplure properties after incurring total expenditures of at least $25 million.
The joint verture properties currently include the claims known as the Rockinghorse Group, Prior vear expenditures
made on other property groups, which were included in the joint venture at one time, count towards the $23 million
spending requirernent even though those claim groups are no fonger included in the joint verlure agreement,

Kernecott has the option to increase its undivided interest to 62.5% upon incurring certain minimum annual exploration
expenditures and making a development decision before May 1, 2008. A development decision would include incurring
all costs to complete 2 feasibility study and to obrain such permits and complete such detailed engineering as may be
requisite to enable mine construction to commence,
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Accumulated expenditures by Kennecott as af December 37, 2002 were as follows:

During the year ended December 31, 2002, the Company sold equipment for net proceeds of $3,800, resulling in
a gain of $3,560.

2002 2q01

o

E jericho Group ) 1,632,718 3 385,126
o Rockinghorse Group 10,851,773 8,894,098
= Haod River Group 4,810,735 4,799,601
€L ICE Project 6,715,471 6,508,460
3 New Dofly Varden Project 582,318 382,316
o Other - 139,013 139,013
= 24,732,026 $ 21,308,614
o

o

g The Company 15 reguired te provide reclamation deposits under the Nunavat Land Claims Agreement. To date the
e Company has made total deposits of $918.000, which satisfy the current requirernent of the Nunavut Water Board,
- These deposits are not available for working capital purposes.

g B Finedd Ansdis

i
= 2062 2601
o) Accumulated

w . L

Pt Cost Depreciation Net Net
W Exploration equipment $ 1,097,576 § 667,511) $ 430,005 $ 629,700
o Office equipment 360454 (315,633} 44,821 68,304
= $ 1458030 $ (983, 144) $ 474,886 $ 698,004
G)

i

<

pd

December 31, 2002

During the year ended December 31, 20073, the Company closed s Vancouver office and laboratory. As part of this
closure the company sold assets for net proceeds of $348,109, resulting in a gain of $2,367.

2002 2081
Deferred financing costs 5 379,380 % 379,380
Less amartization o i2BY sl (229,569}
91,820 149,811
Debt principal equity adjustment (note 9} 265,360 265,360
Less debt principal aceretion £193,996; {148,924}
71,364 116,436
$ 163,184 $ 266,247

Deferred financing costs were incurred in connection with the issue of the Secured Convertible Debentures (note 9) and
are being amortized aver five years, which is the term of the debentures. Amartization of the deferred financing costs
and aceretion of the debt principal equity adjustiment were increased by the remaining unarnortized portion relating fo
the $600,000 debenture redeemed during 2001 thate 95

The Company hoids 2 long-erm portfolio investment position in certain publichy-listed junior resource companies. The
market vaiue of these investments at Decentber 31, 2002 was appronimately $26,522 2007 - $28,080) though the
realizable value of such shareholdings may be more or less than their market value. During 2002, the Company
disposed of certair: of these westments for net proceeds of 51,663, resulting in a Toss of $385.




-

In August 1999, the Company completed a private placement financing wotalling $3,4 17,000 consisting of Special Notes
exchangeable for secured canvertible debentures. The Special Notes were exchanged for twa secured convertible
debentures on August 3, 1999 and November 23, 1999,

On October 11, 2001, a 9% secured convertible debenture totalling $600,000 was redeemed. The debenture was
cancelled and the holder surrendered and refeased its security Interest in the assets of Tahera and s subsidiarfes.

The rematning secured convertible debenture totailing $2,817,000 has a five-vear term and an 8% interest rate. Interest
payable may be sethed, subject to regulatory approval, by issuing shares of the Company. The secured convertible
debenture i5 convertibie into commaon shares at $8.125 per common share at the option of the holder. The Company
iy redeem this debenture at its option if the current market price of the Company’s common shares is equal o or
greater than $0.375 per share. The current market price on any date i defined as the aggregate sale price of all Tahera
shares sold or traded duning the 20 consecutive trading days ending on the fifth tading day before such date, divided by
the total number of shares sold or traded during the same period.

n August 1999, the Company determined that the equity component of the secured convertible debentures amaounted 1o
$265,360 and established a deferred financing cost in the same amount. This amount represents the value of the holders’
option to convert the debentures iolo common shares. The unamertized deferred financing cost relating to the $600,000
debenture, totalling $58,330, was expensed upon redemption of the debenture, The remaining deferred financing cost s
being amortized over the life of the remaining debenture.

Authorized -
~ Unlimited number of common shares
- Undimited number of a class of preferred shares issuable in series (none of which has been issued)
— A rumber of preferred shares, all of which have been called for redemption and cancellation at
$0.325 per share (see (ki below)

tssued and cutstanding

Common Shares: Note Number of Shares Share Capital
Balance - December 31, 2000 268,710,613 % 73,232,441

Private placement {a) 21,666,667 3,250,000
{ssuance 1o seftle debenture interest fiability b 1,553,691 245,443

Private placement i} 8,749,999 1,416,667
tssuance under stock option plans (ch 260,000 39,000
lssuance to settle termination obligation s} 4,000,000 500,000
Share issuance costs if} {259,622}
Balance - December 31, 2067 304,940,970 % 78,423,929
Issuance under stock option plans 1,699,599 172,583

Exercise of warrants 4,350,000 656,500
fssuance o settle debenture interest Hability 1,128,678 325,360
Private placement 5,988,024 1,006,000
Private placement 11,250,000 1,800,008
Share issuance cosls (187,678)
Balance - December 31, 2002 328,757,677 $ 82,090,694

The Company issued 21,666,667 commaon shares upon the exercise of an equal nuber of special mechanism
warrants at $0.15 per share on April 23, 2001,

Liuring the year ended December 31, 2002, the Company issued 462,366 common shares at g price of $0.24 per
share on june 25 and 666,312 common shares at a price of $0.17 per share on December 24, {or payment of interest
an the secured convertible debentures foe 9 Similar issuances during the vear ended December 31, 2001 included
759,876 commaon shares at a price of $0.17 per share on fune 29 and 793,821 common shares at a price of $0.14 per
share on December 21,
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Notes to Consolidated Financial State

Decernber 31, 2002

For each interest payment, the share price was determined in acrordance with an agreement between the holder of
the debentures and the Company which states that the share price is 1o be based on the aggregate sale price of all
Tahera shaves sold or traded during the 20 consecutive trading days ending on the fifth trading day before June 30
and Decersber 31 in each yeay, divided by the total number of shares sold or traded during the same period.

© The Company issued 8,333,333 flow-through common shares on July 31, 2001 on a private placement hasis a! a

price of $0.17 per share. In addition, the Company issued an equal number of common share purchase warrants
ata price of $0.01 per warrant. Each warrant is exercisable Into one common share at $0.25 per share until
fuly 3%, 21003, Also, 416,666 commaon shares were issued 10 the agent in consideration for its services.

i During the vear ended December 31, 2002, the Company issued 1,099,999 comman shares (260,000 common

shares in 2007}, under the current stock option plan at prices ranging from $0.15 to $0.18.

# Ag part of the settlement described in note 15, the Company issued 4,000,000 common shares at $0.125 per share

and 3,870,600 common share purchase warrants. The common share purchase warrants are exercisable into an
equal number of common shares at $0.155 per share untl August 4, 2004 and were valued at $38,706.

The Company incurred share issuance costs totalling $187,678 during the vear ended Decerber 31, 2002 (2007 -
$258,622;, with respect to private placements and issuances of shares to settle debenture interest liabilities during
each year.

¢ Diring the year ended December 31, 2002, the Company issued 4,330,000 cormumon shares upon the exercise of an

equal number of warrants at prices ranging from $0.15 to $0.19.

The Company issued 5,988,024 common shares on October 1, 2002 on a private placement basis at a price of
$0.17 per share.

Gn December 5, 2002, the Company issued 11,250,000 common shares on a private placement basis at a price
of 3016 per share. in addition, the Company issued 468,750 common share purchase warrants to the agents in
consideration for their services. Each warrand is exercisable into one common share at $0.16 per share until
December 5, 2003

The issued and autstanding warrants at December 31, 2002 are as follows:

Number of Warrants Expity Date Exercise Price (%)
8,333,333 july 31, 2003 $.250
468,750 Decernber 5, 2003 f1.160
400,600 june 14, 2004 0.150
1,600,500 june 27, 26004 0158
1,200,000 july 19, 2004 (.154
3,870,600 August 4, 2004 0155
11,535,217 August 29, 2004 0.150
3,800,000 August 79, 2004 08,120
10,544,026 Getober 31, 2004 $,150
32,470,757 Nevember 14, 2004 0.150
64,222,683

: I 1980, preferred shares of the Company then cutstanding were cafled for redemption at a price of $0.325

per share, pavable only upon surrender of the share certificates for cancellation. During the vear ended
Decemnbier 31, 2001, a total of 400 shares were redeemed and cancelled leaving 91,960 shares at
December 31, 2007 © be redeemed at a cost of $29,888, No shares were redeemed and cancelled during 2003.

The loss per share has been computad using the welghted average number of common shares outstanding during the
vear (2002 - 311,234,407 shares: 2007 - 268,840,844 shares). Dilated cornmon shares at December 31, 2002
including sl convertible securitios, warrants and options wial 456,416,020 (2007 ~ 428 828403} The conversion of

these securities, warrents and options would not have 2 dilutive effect on earnings per share.
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At December 37, 2002, the Company had two stock-hased compensation plans, one of which was assumed from Lyiton.
There are 2.250.000 options outstanding under this plan and no additional options may be granted. Under the current
ant options 1o the Campany’s directors, officers, employees and service

Stock Option Plan, the Company ma
providers. The maximurm number of oplions reserved for issuance under this Plan 5 43,473,000 of which 14,731,335
can stifl be granted. The exercise price of an option cannot be fess than the closing price of the common shares on the
Toronin Stock Exchange on the day immediately preceding the grant of the aptien, and the maximum term of all options
1s ten years.

The Board of Directors delermines the time during which any option may vest. Of the total of 29,631,666 options outstanding
at December 31, 2002, the right to exercise 1,500,000 options is in dispute.

Common share stock options cutstanding as at December 31, 2062 are as follows:

December 31, 2002 December 31, 2001

Weighted Average Weighted Average

Exercise Exercise

Fixed options Shares Price Shares Price
Outstanding at beginning of year 21,979,560 $ 019 12,224,500 $ 29
Granted 12,675,000 .31 13,075,000 a6
Exercised (1,099,999} 4.16 (260,000 .15
Forfeited (3,922,835} 0.24 (3,060,000 0.45
Cutstanding at end of year 29,631,666 % 0.24 21,979,500 b3 0.19
Options exercisable at end of year 19,173,334 $ 0.22 $ 0.23
Options Outstanding Options Exercisable

Number Weighted Weighted Number Weighted

Kange of Outstanding at Averape Average Exercisable at Average
Exercise December 31, Remaining Exercise December 31, Exercise

Prices 2002 Convactual Life Price 2007 Price

$ .15 6,115,000 2.2 years $ (113 6,023,335 $ Q.15
016 -0.18 9,183,333 3.3 years 0.16 6,566,668 0.16
0.23 - 0345 11,958,333 4.0 vears 0.33 4,208,341 .31
0.35 - 0.80 2,375,000 0.8 year 30 2,375,000 .40

$ 0.15-0.80 29,611,666 2.9 years $ .24 19,173,334 3 0.22

The fair value assigned fo the stack options granted during the twelve months ended December 31, 2002 was $936,000.
Had the portion of this compensation cost, which relates to 2002, been charged to earnings, the net foss for the year
ended Decemnber 31, 2002 would have been $5,420.000 while the basic and diluted foss per share would have been
$0.017 compared with the actual loss per share of $0.016. The effect of stock option grants issued before January 1, 2002
has not been included in these amounts.

The fair value of each option grant is estimated on the date of the grant using the Black-Scholes option pricing madet
with the following weighted average assumptions for grants in the three months ended June 30, 2002 dividend yield of
0% expected volatility of approximately 4%.5%; risk-free rate of 3.3% and expected lives of 2 vears. The weighted
average fair value of options granted in the three months ended jane 30, 2002 was $0.08.

Grants in the three months ended March 31, 2002 used the following weighted average assumptions: dividend yield of

O%; expected volatility of approximately 45,2%; risk-free rate of 3.3% and expected fives of 2 years. The weighted
0%; expected volatility of app tely 45,2%: risk-free rate of 3.3% and expected | f2y T ghted
average falr value of options granted in the three months ended March 31, 2002 was $0.05.

FOGT 'L Dguwaia)

SJUDWIALEIS [RIDURULY PIJEDIOSUCT) O] $BI0N




26

Nates to Consolidated Financial Statements

December 31, 2002

frrneepre Leven

The proviston for income taxes reported differs from the amounts computed by applying the cumulative Canadian
federal and proviecial income tax rates to the loss before tax provision due to the following:

2002 2001

Statutory tax rate 39% 42%
Recovery of income taxes compited at standard rates s LBIS.G13 5 1,954,296
Orher (6,346} (20,006)
Tax losses not recognized i the period that the benefit arose (1,812,667 (1,934,290)
Large corporations fax 150,222 13312
$ 150,222 3 103,312

The approximate tax effect of each type of temporary difference that gives rise to the Company's future Incoms tax
assets are as foitows:

2002 2001

Excess of tax value of capital assets over book value g 1,101,431 5 1,899851
Operating loss carry-forward 6,337 695 7,479,110
Excess of the tax base of resource properties over carrying value 32,504,528 34,066,444
Other 839,050 784,502
40,787,704 43,429,907

Less: vatuation allowance (40,787,704} (43,429,907
F - L3 N

At December 31, 2002 the company had the following unused tax fosses available for application against taxable
incame of future vears, and expire as follows:

2003 % 3,361,000
2004 1,414,000
2005 1,781,000
2086 1876000
2067 1,558,000
2008 2,879,000
2009 1,548,000
Total $ 16,417,000

The carrying values of cash and short-term deposits, accounts receivable, accounts payvable and accrued Habilities,
debienture interest payabie and secured convertible debentures reflected in the balance sheets approximate their
respective fair values. The fair value of investments heid is disclased in note 8,
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¢ Buring the year ended Decernber 31, 2002, the Company Incurred general consulting expenses and consulting

expendilures relating 1o exploration projects wialling $11,577 (2007 - §43.524), which were paid 10 two direclors o
of the Company, A
E_ —

+ During the vear ended December 31, 2002, the Company incurred expenses totalling $138,257 for general legal z ﬁ
services (2001 - §212,711 jor general legal services and services refated to the Howard Miller settlement). Two v
of the Company’s directors are partners in the legal firm which provided these services, e =

]
N . 5 . C: ~

During the year ended December 31, 2001, interest totalling $41,869 on the secured convertible debenture pavable P Q
to the Fern Trust was paid by the ssuance of 115,755 commaon shares fnote 10k, payment of $11,318 in cash and o
payment of $10,467 in withholding taxes. The Fern Trus! was established for the family of Howard Miller, a former g
Director and Officer of the Company, P
jo

by

wnent of for iy CibHuniinn

On October 11, 2001, the Company settled all outstanding issues with the former President and CEO refating to his
termination. The Company paid a total of $1,063,500, of which $500,000 was settied by the issuance of 4,000,000
cammon shares. I addition, the Company incurred legal and share issuance costs totalling $179,205. The settlement
included an agreement with the Fern Trust for the early redemption of a 9% secured convertible debenture in the
prineipal amount of $600,000, Upen redemption of the convertible debenture, the Company issued 3,870,600 common
share purchase warrants exercisable into an equal number of comman shares at $0.135 per share until August 4, 2004.
Legal costs and an early redemption penalty lotalling $198,352 were incurred with respect 1o this matter. The Fern Trust
surrendered the 3% secured convertible debenture (o Tahera for cancellation and reteased all security that it had relating
ta Tahera and its subsidiaries ard properties.

7 » During the first quarter of 2003, BHP Billiton notified the Company that it was withdrawing from the ICE claims joind
S verture, The Company is currently evaluating the potential of the property and considering other joint venture partners
for these claims.
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Ort January 29, 2003, the Company issued 3,000,000 common shares upon the exercise of an equal number of
warrants for proceeds of $450,000.

‘wi On March 7, 2003, the Company anncunced that ts had signed a letter of intent to enter into a comprehensive
Off-Take Purchasing and Investment agreement with Lazare Kaplan International inc. The agreement provides a
guarantee from Lazare Kaplan to purchase a minimum of 73% to a maximusm: of 100% of the output of the projed,
with Tahera holding the right to limit this percentage to 75%. The agreement also provides Tahera the option to enter
into a rough-diamond marketing agreement and/or a polishing agreement with Lazare Kaplan. In addition, Lazare
Kaplan witl receive warrants entitling it to purchase US3$4 million of common shares in the Company at $0.22 per share.
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