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Note to readers

Welcome to the fifth annual report on the global diamond industry prepared by the Antwerp World Diamond
Center (AWDC) and Bain & Company.

In this year’s edition, we take a comprehensive look at the year’s major developments along the diamond value
chain. We focus on the reasons for the recent drop in rough and polished prices against the background
of continued but slowing growth in the macro economy.

As in previous years, we start with key developments along the value chain and a review of recent economic
fundamentals that are the long-term drivers of diamond jewelry demand and prices.

We look at the long- and short-term factors influencing prices to better understand the recent declines in polished-
and rough-diamond prices and expectations for their recovery. We compare 2014 results with the results of previous
years and review the market to date in 2015, which has been marked by demand uncertainty and price declines.

We also provide an update on the long-term outlook for the diamond industry through 2030. The 2030 supply-
demand outlook is based on long-term macro-fundamental factors and incorporates the effects of the recent
decline in demand from China.

Readers looking for a quick overview of the main messages and key takeaways of this report can find them below:

« In 2014 and the first half of 2015, revenue across the diamond industry value chain grew by 4% to 8%
as demand has slowed in China while continuing to grow in the US. Despite a generally solid perfor-
mance in 2014, the second half of that year and the first half of 2015 have been characterized by a degree
of uncertainty in the diamond industry. The primary source of this uncertainty is China’s slowing GDP
growth, which we highlighted as a potential risk in a previous edition of this report. Greater China’s
diamond jewelry retail dynamics caused a decrease in demand for polished diamonds and, in turn, rough
diamonds. In addition, the jewelry consumption spike in the Chinese market in 2013 led to inflated
expectations of further growth in demand for diamond jewelry that were not realized. These expectations
led to stock accumulation throughout the diamond pipeline, causing price declines for both polished
and rough diamonds.

¢ The Greater China diamond jewelry market appears to be in turbulence in the short term. By now, the three
largest retailers have posted significant year-over-year drops in diamond jewelry sales driven by the stock
market crash and continued consumer uncertainty.

« In 2015, the diamond industry suffered the ripple effect from the mild decline in consumer demand
for diamond jewelry that started in 2014 in Greater China. That slowdown led to a notable drop in demand
for polished and rough diamonds, which in turn led to price decreases for polished and rough diamonds
of 12% and 23%, respectively, since May 2014 and of 8% and 15%, respectively, since the beginning of 2015.
The weaker-than-expected growth in customer demand initially affected demand for polished diamonds
as retailers built up inventories and reduced purchases of polished diamonds. The slowdown then extended
to rough-diamond producers as mid-market companies built up their inventories and reduced their purchases
of rough diamonds despite declining prices.

«  We believe that regular circulation of diamonds through the pipeline should be restored as soon as the mid-
market and retail segments clear their excess inventories. This time, however, the market should return to its
long-term growth trajectory more quickly than is the historical norm because of positive macroeconomic
fundamentals. Conscious management of supply levels by rough-diamond producers and polished-diamond
manufacturers, however, is necessary for a sustained recovery.
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Amid industry turbulence and continuing pressure on the market, mid-market companies are being forced
to reevaluate their business models. At the moment, the segment is not robust enough to cushion against
short-term fluctuations in the diamond jewelry retail market. The mid-market has little bargaining power
over rough producers and retailers and limited access to financing, yet mid-market players unconsciously
or deliberately bear risks and benefits of price volatility that their business models cannot support. We observe
that the continuing development of the mid-market segment should enable the industry to implement more
sustainable business models.

As in past years, the industry faces key challenges: sustaining long-term demand for diamonds in developed
markets and among a new generation of consumers, and boosting demand from other sources than jewelry
and aesthetic use. The risk of penetration of undisclosed synthetic diamonds persists; there is, however,
no reason to believe that it will have any considerable impact on the market in the near future. One of the key
industry priorities in 2016 for restoring a sustainable, healthy diamond pipeline will be to restore the mid-
market segment’s profitability, which declined in 2014 and 2015 because of deteriorating demand for polished
diamonds and excess inventories in the middle segment.

The long-term outlook for the diamond market remains positive, with demand expected to outpace supply
starting in 2019. Until then, the rough-diamond supply-demand balance will be tight. We expect demand
for rough diamonds to recover from the recent downturn and return to a long-term growth trajectory of about
3% t0 4% per year on average, relying on strong fundamentals in the US and the continued growth of the middle
class in India and China. The supply of rough diamonds in value terms is expected to decline by 1% to 2% per
year through 2030.
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Recent developments
in the diamond

industry

The year 2014 was another growth year for the diamond
industry. However, softening demand for diamond jewelry
in the second half of 2014 translated to slower growth
in the mid-market and retail segments.

Softening retail demand continued into 2015, making its way
down the value chain, which led to falling prices and de-
creased rough-diamond sales.

Cutters and polishers posted revenue growth in the mid-
single digits in 2014, driven by low-cost players in India
and China amid continued multiyear decline in profitability.

Retail sales of diamond jewelry grew 4% in 2014 as solid
US sales offset the slowdown in China. The results of 2015
to date indicate that the US market continues to grow while
the Chinese market continues to slow.

Despite the growth of the overall market, prices of polished and
rough diamonds have fallen 12% and 23%, respectively, since
May 2014 and 8% and 15%, respectively, since the begin-
ning of 2015, as short- and longterm factors have shaped
price dynamics.

The shortterm story of 2014 and 2015 centers on the buildup
of stocks throughout the diamond pipeline. In the second half
of 2014, consumer demand for diamond jewelry from
Greater China was weaker than expected, which led retail-
ers there to trim orders for polished diamonds and, in turn,
to falling demand for polished diamonds and inventory
buildup in the cutting and polishing (C&P) segment. Scarcer
financing for the mid-market segment compelled the most
troubled players to unload inventory at lower prices, further
pushing down the prices of polished stones. By the second
half of 2014, major producers were reducing rough pricing
in reaction to weaker demand from the middle market.

In the long term, both polished and rough prices are driven
by macroeconomic fundamentals that remain positive. Prices
took 18 to 24 months to rebound after the previous eco-
nomic turmoil of 2001 and 2009. The current situation,
featuring positive macroeconomic factors, is decidedly dif-
ferent. Prices are likely to recover faster this time as accumu-
lated stocks are worked down, assuming conscious
management of production levels by rough-diamond pro-
ducers and polished-diamond manufacturers as well as con-
tinved consumer demand.
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?@M@ 7 : Revenues across the diamond value chain posted continued growth in 2014 but slowed down in 2015

Rough diamonds Polished diamonds Diamond jewelry

Rough-diamond sales Cutting and polishing Jewelry manufacturing Retail sales

Global revenues by value-chain segment, $ @@

@

M 2013 M 2014 M 2015E* @ YOV change 2013-2014 @ YOY change 2014-2015E*

*Based on H1 2015 results
Note: Jewelry manufacturing value is estimated at approximately 65% of retail sales based on the historic average
Sources: Company data; Kimberley Process; Euromonitor; Bain analysis

?@M@ 2: The industry’s profit has declined; the cutting and polishing and retail segments account for the loss

Polished diamonds Diamond jewelry

Cutting and polishing
(including trading)

Jewelry

. Retail sales
manufacturing

Average operating margin, 2014
23-26%

Large retailers

(~35%
Smalll retailers ofr:\}:]erl:::)a !
(~65% of the retail market) Rectangle width

Change corresponds
in progfiiability L - - - o to segment revenue
2014 vs. 2013 in2014
Expected change __ — —
in profitability - - - - ¥
2015 vs. 2014

Notes: Analysis of exploration and production is based on data for De Beers, ALROSA, Rio Tinto, Dominion Diamond, Petra Diamonds;
analysis of large chains is based on data for Blue Nile, Chow Sang Sang, Chow Tai Fook, Gitanjali, LVMH, Michael Hill, Richemont, Signet Jewelers, Tanishq, Tiffany & Co.
Sources: Publication analysis; company data; expert interviews; Bain analysis
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F@M@ 2 : The profit squeeze began when slowing demand led Chinese retailers to accumulate more
inventory than usual

Inventory of Chinese diamond jewelry retailers*, days YOY change
(H2 2013-H2 2014)
400
+16%
316 321
300

200

100

H1 2012 H2 2012 H1 2013 H2 2013 H1 2014 H2 2014

*Estimated based on selected companies accounting for >50% Chinese diamond jewelry retail sales
Note: Inventory is shown as of end of period; for some companies included in the analysis, fiscal year ends on March 31
Source: Company data

;.@Me 4 Inventory accumulation led to a fall in polished prices starting in 2014, with rough prices following

Polished-diamond price index, 2004 price =100 Rough-diamond price index, 2004 =100

200 250
200
— Polished
150 diamonds
150
! Rough
100 diamonds
100

50

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 9M 2015

‘ @ CAGR for 2004-2007 and 2008-2011, YOY change for 2012-2014, 9M change for 2015

Note: The CAGR for polished-diamond prices is calculated as the growth rate for year-end or period-end prices
Sources: WWW Diamond Forecasts; Kimberley Process; company data; Bain analysis
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F@M@ S : Long- and shortterm factors are driving rough- and polished-diamond prices

Long-term factors Short-term factors

Driven by three key factors Driven by multiple factors
® Consumer preference trends ® Shortterm volatility of macroeconomic factors (e.g., regional
- Diamond jewelry share in total jewelry consumption or global crises)
— Usage of diamonds in engagement and wedding jewelry ® Pipeline efficiency as indicated by stocks accumulating
in the pipeline

® Market confidence of midstream players
® Liquidity of midstream players

® Macroeconomic fundamentals
— GDP growth for developed markets
— Dynamics of middle<lass households

® Supply fundamentals
— Long-term performance of the current mines
— Introduction of new mines
— Exploration of new deposits

Source: Bain analysis

F@M@ & : During large macroeconomic crises, prices start to rebound in 18 to 24 months; the current

cycle may be shorter

Rough annual nominal price indexes, " 2000 crisis

1970 price =100 Rough-diamond Inventory overhang

and beginning prices dropped in the mid- ;
of release of De | |>50% during 2009 ||ned %T,Iricsee :);n
Beers stockpiles economic crisis

\V4 \/ \V4

1,250
1,000
750

" Introduction |

500 ‘ of Argyle ‘

production

250

1970 1975 1980 1985 1990 1995 2000 2005 2010 2015

= Rough-diamond price index Crisis period Recovery period

Sources: Diamond Trading Company; WWW Diamond Forecasts
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F@M@ 7 All key regions for diamond jewelry showed good momentum in the past year; the outlook

remains good

GDP of the key regions for diamond jewelry, $ trillions, real 2005 prices YOY change
(2014-2015) (2015-2016)
World 2.8% 3.0%
Other  2.2% 3.1%
50 countries
2.8% 3.3%
7.3% 7.5%
40 1.4% 2.0%
6.6% 6.4%
30
3.2% 2.5%
20
10
1.7% 1.9%
0

2012 2013 2014 2015F 2016F

M Europe H US M China and Hong Kong M Japan India Persian Gulf

Sources: EIU; Bain analysis

F@M@ & : The growth of middle<class households in China and India is an important factor supporting

diamond jewelry market growth

Middle class in China and India, millions of households YOY change
(2014-2015) (2015-201¢)

300
220

200 202

180 12% 12%

161
148
100
9% 1%
2012 2013 2014 2015F 2016F

M China India

Notes: The middle class in India includes households with an annual disposable income of more than $10,000;
the middle class in China (including Hong Kong) includes households with an annual disposable income exceeding $15,000
Source: Euromonitor
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Rough-diamond

production

Rough-diamond revenues grew 8% in 2014 on the strength
of increased sales by the top five producers and despite
a decline in the overall volume of carats mined. De Beers,
ALROSA and Dominion Diamond accounted for about 90%
of the more than $1.2 billion in incremental global sales
of rough diamonds.

Rough-diamond production volume fell by 4% globally in 2014
to slightly less than 125 million carats. The largest drops
occurred in Australia and Africa. Botswana’s continued pro-
duction growth was not sufficient to offset a major drop in
production from Zimbabwe caused by deterioration of its exist-
ing alluvial deposits and lack of investments and expertise
to enable deeper mining operations.

Firsthalf production in 2015 grew by 7% over the first half
of 2014, largely because of increased production by AIROSA
and Rio Tinto. Rough prices fell significantly in the first half
of 2015, while year-overyear sales for most of the top five
dropped 21% to 27% for different companies.

The top five producers accounted for more than 70% of global
production by volume — roughly matching the group’s pre-
crisis market share as a group. The natural volatility of mining
operations accounts for most of the change in various pro-
ducers’ production volumes. The top five resumed production
growth in the first half of 2015, increasing output by 8%
compared with the first half of 2014.

Margins on earnings before interest and taxes (EBIT) were
mixed in the first half of 2015. The largest companies man-
aged tfo sustain or even increase profitability despite declin-
ing revenues.
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?@M@ 7 : Production volume in 2014 dropped by 4% but is expected to recover in 2015

Annual production, millions of carats CAGR YOY change
(2009-2013) (2013-2014)
200 2% -4%
168
— 163
[ ]
« I
- - 128 128 130 127
—_— 125
120 Eee 123 o L
= o g o B g B ot 6% 6%
- - - | . - B H Australia 7% 21%
100 - M Canada -1% 14%
- [ . I Russia 2% 1%
Namibia 9% 14%
- e BN
—— [ B Zimbabwe 81% -54%
50 | I .. I BN o ) . N
M South Africa 7% 9%
. - - . [ - - Angola 2% 2%
W DRC 7% 0%
M Botswana 7% 6%

2007 2008 2009 2010 2011 2012 2013 2014 2015E*

*Estimated based on company production plans
Note: Only diamonds tracked by Kimberley Process are included
Sources: Kimberley Process; company data

?@M@ 70 : Increased production by Botswana and Canada did not compensate for Zimbabwe's

and Australia’s drop-offs
Annual production by country, millions of carats

3.7
Others 0.2

South Africa-0.7
Russia 0.4 Canada 1.4

Namibia 0.2 —

:

Botswana 1.5

129.8 Zimbabwe -5.6

Australia -2.4
124.8

-8.7

Total production 2013 Increase in production Decrease in production Total production 2014

Note: Only diamonds tracked by Kimberley Process are included
Source: Kimberley Process
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?@M@ 77 : The top five rough producers largely maintained 2013 levels of production in 2014 and 2015

Annual production, millions of carats CAGR YOY change
(2009-2013) (2013-2014)
200 2% -4%
168 163
150
130
o 8 128 s 127
]
[ ]
[ ] . |
— . - Petra o o
-4 B N B s 7% 1%
Dominion o o
211111111 R
B Rio Tinto 3% -13%
B De Beers 6% 5%
0 H ALROSA 3% 2%

2007 2008 2009 2010 2011 2012 2013 2014 2015E*

*Estimated based on company production plans

**Combined figures for BHP Billiton and Dominion Diamond in 2006-2012; fiscal year ends January 31; year 2006 represents fiscal year 2007, and so on
Notes: BHP Billiton sold its diamond business to Dominion Diamond in 2012; BHP Billiton’s data converted from year ending in June to year ending in December,
based on company reports for full year ending in June and reports for half year ending in December; only diamonds tracked by Kimberley Process are included
Sources: Company data; Kimberley Process; expert interviews; Bain analysis

?@M@ 772 : By sustaining their cumulative production level, the top producers gradually regained their

precrisis market share

Annual fotal production and cumulative production of ALROSA,
De Beers, Rio Tinto, Dominion Diamond and Petra Diamonds, millions of carats

168 163 120 128 123 128 130 125 127
100%

28% 27% 28%
80
60

40

20

2007 2008 2009 2010 2011 2012 2013 2014 2015E*

B Top 5 producers Other

*Estimated based on company production plans

Notes: BHP Billiton sold its diamond business to Dominion Diamond in 2012; BHP Billiton’s data converted from year ending in June to year ending in December,
based on company reports for full year ending in June and reports for half year ending in December; only diamonds tracked by Kimberley Process are included
Sources: Company data; Kimberley Process; expert interviews; Bain analysis
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F@M@ 72 : Rough producers showed revenue growth in 2014 but are expected to show decline

by ~15-20% in 2015

World rough-diamond sales by producers (including sale of stocks), $ billions

20
~16
15 ~15 ~15 -1s
~13 ~13
~12
]
N e N
10
I e ~8 .
| ]
5 .
0
2007 2008 2009 2010 2011 2012 2013 2014

*Estimated based on company production plans and 9M 2015 rough price dynamics

CAGR  YOY change
(2009-2013)(2013-2014)
16% 8%
~14
Other 2% 3%
Petra o o,
Diamonds 41% 16%
Dominion  41% 22%
M Rio Tinfo 17% 6%
M De Beers 16% 12%
H ALIROSA 22% 2%
2015€*

**Combined figures for BHP Billiton and Dominion Diamond in 2006-2012; fiscal year ends January 31; year 2006 represents fiscal year 2007, and so on

Notes: BHP Billiton sold its diamond business to Dominion Diamond in 2012; ALROSA revenues represent diamond sales only; Rio Tinto, BHP Billiton and Dominion Diamond
revenues include diamond mining only; BHP Billiton and Petra Diamonds data converted from year ending in June to year ending in December, based on company reports

for full year ending in June and reports for half year ending in December; only diamonds tracked by Kimberley Process are included; “Other” estimated assuming no price change

for the players of this segment
Sources: Company data; Bain analysis

F@M@ 74-: Despite weaker sales in the second half of 2014 and the first half of 2015, rough-diamond

production remains stable

World rough-diamond semiannual sales

(including sale of producers’ stocks), $ billions

Semiannual production,
millions of carats

10 80
~9
69
64 65
8 - 60
7 ~7 4 60
- [ |
6
]
I I 40 - - - -
4
20
2
0 0
H2 2013 H1 2014 H2 2014 H1 2015 H2 2013 H1 2014 H2 2014 H1 2015
Il AIROSA M DeBeers M Rio Tinto Dominion Diamond Petra Diamonds Other

Notes: ALROSA revenues represent rough-diamond sales only; Petra Diamonds data converted from year ending in June to year ending in December,
based on company reports for full year ending in June and reports for half year ending in December; only diamonds tracked by Kimberley Process are included;

“Other” estimated assuming no price change for the players of this segment
Sources: Company data; Bain analysis
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?@M@ 7S : ALROSA and Rio Tinto sustained their profitability despite a decrease in sales in the first
half of 2015

EBIT margin, percentage

50%

45 45
40
343334 36
30 27
24 21 26 24
]6]9 19 1618 7
13 13
8 1 10
10 7 7
5 5
-5
-10
9 -12
ALROSA De Beers Rio Tinto Dominion Diamond* Petra Diamonds

2010 [ 2011 M 2012 M 2013 W 2014 [JH12015

*Combined with BHP Billiton for 2010-2012; BHP Billiton sold its diamond business to Dominion Diamond in 2012

Notes: Rio Tinto, BHP Billiton and Dominion Diamond revenues and EBIT include diamond mining only; Petra Diamonds data converted from year ending in June to year ending
in December, based on company reports for full year ending in June and reports for half year ending in December; Petra Diamonds EBIT calculated from adjusted EBITDA
corrected for the effects of non-operating income (share-based expenses, impairment charges, foreign exchange gains and losses, losses on discontinued operations)

Sources: Company data; Bain analysis
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Cutting

and polishing

The C&P market continued its positive trajectory in 2014 with
growth in the mid-single digits.

India and China, the most cost-efficient countries, both gained
market share in value terms. Their combined market share of
the global market now stands at around 85%.

The high-cost centers of Belgium, Israel and the US, which
focus on high-end stones, recorded declines in polished reve-
nue as volumes of large stones migrated fo India. India now
cuts and polishes more than 40% of diamonds larger than
1 carat, with quality standards comparable to those of devel-
oped markets.

Africa’s C&P market declined dramatically in 2014 despite
beneficiation efforts by the governments of Botswana, Namibia
and South Africa. These countries have not become competi-
tive in terms of manufacturing efficiency and skilled labor.

In 2015, C&P activity slowed significantly because of accu-
mulated diamond jewelry stocks and reduced demand for
polished diamonds. The average operating margin in the seg-
ment has deteriorated further, to close to zero. Some players
posted operating losses of 5% or more in 2015.

Most companies that sustained margins pursued one of two
models: specialization in particular types of stones while work-
ing on consignment, or integration with the diamond jewelry
refail segment.

The industry’s leverage is expected to decrease from $16 bil-
lion in 2013 to approximately $13 billion by 2016.

Lower margins are driving weaker C&P players out of business,
while more efficient manufacturers accept higher rough prices
fo neutralize competition. The coming years may see significant
consolidation and operational efficiencies. This is a positive
development for the industry as it may develop a more attrac-
tive risk profile and more efficient diamond pipeline.
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;@Me 7¢&: India and China seized additional market share from other cutting and polishing regions in 2014

Net import of rough diamonds info cutting and polishing countries, $ CAGR YOY change
(2009-2013)  (2013-2014)
20% 3%
100% - - - - -
20% 22%
80 10% 1%
60
40 23% 10%

20

2009 2010 2011 2012 2013 2014

Sources: Kimberley Process; China Customs Statistics; Ministry of Finance of the Russian Federation; Bank of Botswana; Bain analysis

;@Me 777 India’s cutting and polishing imports are down since the beginning of 2015

Rough diamonds foreign trade in India, $ millions
3,000

2014 2015

2,200

Period of decline in net import

1,400

600

200
Net import

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug Sep
YOY change, % 39 18 70 12 -7 26 15 23 15 -14 37 -19 -34 -23 -38 -33 -14 -11 -42 -22 26

B Export M Import = Netimport

Source: Gem & Jewellery Export Promotion Council

Page 15



The Global Diamond Report 2015 | Bain & Company, Inc.

?@M@ 7& : Operating margins of the cutting and polishing segment decreased in 2015
Average operating margin of middle-market companies, percentage

8%

India China Africa Russia Other

M 2014 W 2015

Sources: Expert interviews; Bain analysis

?@M@ 79 : Diamond financing has entered a deleveraging phase, putting additional pressure

on cutters’ margins

Global diamond financing share by region*, $ Industry level of outstanding debt, $ billions

100%  Other 20
UAE ~5% PR
Israel ~5% 4 1 CACO-}R
80 US ~8% -6 7
China & Hong Kong ~15% 15 C:;?A’R 3
60
Belgium ~25% 10 S
40 -7
20 India ~40% s
0 0
2014E 2002E 2013E 2016E

The industry should focus on funding in following ways:

1. Secure longterm financing by attracting new sources of funding
2. Improve fransparency by introducing price indexes

3. Align manufacturing and procurement models with retail demand
4. Improve operational efficiency, possibly through consolidation

*Includes rough-diamond sales, cutting and polishing, polished-diamond sales and jewelry manufacturing segments
Sources: Expert interviews; Bain & Company “diamond-financing model”; Bain analysis
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Diamond jewelry

retailing

The global personal luxury goods market, the traditional ref-
erence for the diamond jewelry market, grew by 4% in 2014.
Slightly slower growth of about 2% is expected in 2015.

Global diamond jewelry refail sales posted 4% growth in
2014, with the US as the main growth engine.

In China, diamond jewelry sales grew 6% in 2014, but growth
slowed in the second half of 2014 because of the economic
slowdown and the continued curtailing of luxury spending.

India recorded strong growth in diamond jewelry sales in
2014. Diamond jewelry demand in India is tied fo the dynam-
ics of gold. High gold prices in 2013 led to slowing purchases
of gold jewelry as an investment and drove down overall
demand for jewelry, leading to a significant rebound in 2014.

Europe and Japan reported diamond jewelry sales declines
of about 2% and 4%, respectively, in 2014.

Looking at 2015 inthe US, GDP growth is expected to approach
3%, with similar growth in personal disposable income, which
historically closely correlates with diamond purchases. The US
refail jewelry sector saw noticeable consolidation, with large
chains gaining market share. Judging by the solid performance
of major retail chains during the first half of 2015, fullyear
sales in the US are expected to maintain steady growth and off-
set weaker sales in China.

The year 2015 is shaping up differently for Greater China.
The largest Chinese diamond jewelry retailers reported
an overall 9% year-overyear drop in sales in the first nine
months of 2015. The Chinese stock market crash in June
2015 led to a decline in consumer confidence. Yuan depre-
ciation led to an effective decrease in disposable income for
Chinese consumers, which led in turn to lower sales of all
luxury items. There was also a noticeable decline in tourist
traffic in Hong Kong and Macao, with part of the tourist traf-
fic moving to Europe and Japan as a result of depreciation
of the euro and the yen.

In India, diamond jewelry sales are expected to continue
to grow in 2015, fundamental macroeconomic factors stay-
ing positive.

In 2015, Europe and Japan are expected to post positive
growth because the depreciated euro and yen are stimulat-
ing higher expenditures by visiting international tourists.
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F@M@ 20 : Stable growth of the luxury goods market in Americas and Europe compensated for the decline
in Asio-Pacific

Worldwide personal luxury goods market by geography, $ billions

o - @
: : /®/* ’/@'—’ Rest of world
ﬁ @ @ Asia-Pacific
i Japan
200 ~ =
Americas

100

2012 2013 2014 2015E

Source: Bain & Company “Global Luxury Goods Worldwide Market Study,” 2013-2015

F@M@ 27 : Revenues in the hard luxury segment increased by 2% in 2014, in line with the growth
of the overall luxury market

Worldwide personal luxury goods market by segment, $ billions

® -
300 /@/. /@,» _,®—+ e
Q@ -—Q@ @ Sacty
- @" ”’@” **@ o Hard luxury
4% i 2% Apparel
100

Accessories

2012 2013 2014 2015E

Source: Bain & Company “Global Luxury Goods Worldwide Market Study,” 2013-2015
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F@M@ 22 : Diamond jewelry sales growth moderated in 2014 to 4%

_ Crisis _ Rebound Stabilization Moderation

>
< ><

Y
A

X

16%

Worldwide diamond jewelry retail sales
YOY growth rate, $

7%

5%

16%

Worldwide luxury goods market
YOY growth rate, $

8%

-13%
2009 2010 2011 2012 2013 2014 2015E

Sources: Euromonitor; Bain & Company “Global Luxury Goods Worldwide Market Study,” 2009-2015

F@M@ 22 : Major US diamond jewelry retailers are showing sustained good results in 2014-2015

Same-store sales growth of large US diamond jewelry retailers*, $

6%
5%
4 4%
2%
2
1%
0
2012 2013 2014 H1 2015

*Estimated based on selected companies accounting for >30% US diamond jewelry retail sales
Note: Number of new store openings (net of closures) also showing growth in 2014-2015 in US diamond jewelry retail
Source: Company data

v
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?@M@ 24 : In US, the number of marriages grew steadily at a rate of 1% since 2010

Number of marriages in US, thousands

3,000 >10M couples married in US

! over past 5 years
R T

2,000

1,000

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

Source: CDC/NCHS National Vital Statistics System

?@M@ 25 : In China, diamond jewelry sales grew only slightly in 2014, with a decline likely in 2015

Same-store sales growth of gem-set jewelry Number of new diamond jewelry stores
of large Chinese diamond jewelry retailers*, $ (net of closures) in China*, index, 2012=100

9%
~115

~2% growth Decline

if accounting in sales even 100

for new store if accounting

openings for new stores ~85
-4%
5%
~30
-11%
2012 2013 2014 2015E 2012 2013 2014 2015F

YOY growth
in store # 14% 12% 9% 3%

*Estimated based on selected companies accounting for >50% Chinese diamond jewelry retail sales
Note: China includes Hong Kong; for some companies included in the analysis, 2014 data is for fiscal year 2015 ending on March 31, 2015
Sources: Company data; Bain analysis
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F@M@ 2& : Outbound travel from China increased in 2014 and drew spending away from the domestic market

Number of outbound trips from China, Expenditure of international Chinese tourists,
millions of border crossings $ billions
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Sources: China Outbound Tourism Research Institute; China Tourism Academy; China Luxury Advisors; Bain analysis

F@M@ 27 : The 2015 Chinese economic slowdown undermined consumer confidence

China real GDP annual growth rate, $
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Sources: EIU; Bain analysis
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A brief overview

of industry

challenges

One of the major shortterm challenges in the diamond indus-
try is unsustainable profitability erosion in the mid-market seg-
ment. Deteriorating profitability in the segment is symptomatic
of its persistent problems and may eventually force structural
changes. In light of the recent situation, it is imperative for cut-
ters and polishers to improve operational efficiency, optimize
business processes and redefine their overall business model.
This may eventually result in the exit of the least efficient play-
ers and overall consolidation.

Slowdown of consumer demand in 2014 and 2015 highlights
a long-standing challenge for the indusiry to sustain longterm
demand for diamonds. First, the industry may face changing
consumer attitudes in Europe, Japan and the US, which account
for about 50% of diamond jewelry sales. Bain studies show
that luxury items are forfeiting their aspirational and status
appeal in developed markets. Second, little is known of the dia-
mond consumption patterns of a new generation of consumers.
Third, the industry still struggles to boost investment demand
for diamonds. In order to stimulate longerterm demand, indus-
try players may need to collectively invest in generating qualito-
tive and objective data as well as in generic marketing efforts
in addition to brand campaigns aimed at sustaining diamond
jewelry consumption preferences. The Diamond Producers
Association was established in 2015 with a similar remit.

Another challenge for the industry is the penetration of undis-
closed synthetics that can undermine consumer confidence
in the entire diamond category. This problem is more acute
for smaller stones. Industry participants are actively address-
ing these concerns by tightening certification requirements;
diffusing and adopting synthetic-diamond detection technol-
ogies, even for smaller diamonds; and tightening the legal
and regulatory framework definitions of synthetic diamonds.

The volume of diamond trade-ins remains relatively low.
In the absence of a liquid secondary market, there is no rea-
son fo believe that diamond recycling will have a significant
impact on the demand for polished diamonds in the near
future. The estimated volume of recycled diamonds is between
$1 billion and $1.2 billion, or 3% to 5% of the wholesale
market for polished diamonds. However, as the supply
of natural diamonds contracts in the long term and prices
of polished diamonds continue to rise, the recycled-diamond
channel may become more prominent.
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F@M@ 2% : Declining profitability will likely cause structural changes in the mid-market

Average operating profit margins by valuechain segment, percentage

30%
23-26 Cutting and polishing segment (including trading) represents traditional competitive market
with low entry barriers and a large number of players. As such, profitability erosions
20 will most likely lead to consolidation and exit of the least efficient companies.
4-18
10 413,
3-5 35 3-5
-4 0-3
0 —
Rough-diamond sales Cutting and polishing Jewelry manufacturing Retail sales
(including trading)
# of plavers: Top 5 players N Large retailers control
Py control 70% 5,000 players >10,000 players ~35% of the market
Entry barriers: High Low Medium Medium
Bargaining power: High Low Low Medium

*Based on H1 2015 results of selected companies
Sources: Company data; Bain analysis
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F@M@ 29 : Investment demand is less than 5% of the total polished-diamond market

Structure of demand for diamonds and precious metals, $, 2014
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Sources: Markets; Bain analysis

Page 25



The Global Diamond Report 2015 | Bain & Company, Inc.

?@M@ 20 : Amid persistent concerns, the industry is taking measures to prevent undisclosed synthetics

from entering the market

Challenges posed Steps being taken to prevent
by synthetic diamonds undisclosed synthetics

® While synthetic diamonds do not pose Synthetic-diamond detection devices
a threat for natural diamonds, mixing ® Key industry players have developed devices that allow for quick, automated synthetic-melee
of undisclosed synthetics with natural stones, detection, for example, M-Screen from HRD Antwerp and AMS device from De Beers.
especially in melee sizes, may seriously
undermine consumer trust in the industry. Industry efforts

® Industry is developing new initiatives o protect the market from undisclosed synthetics.

® The industry is taking steps to ensure For example, Natural Diamond Quality Assurance (NDQA) was created in Hong Kong
that undisclosed synthetics don't penetrate to protect consumers from undisclosed synthetics. NDQA members must comply
the market. with its standards and pass ad hoc checks and assessments.

Government regulation

® Governments are moving toward tightening regulation and oversight of synthetic-
diamond trade. All major countries are considering passing laws that require
all jewelry retailers to explicitly mark lab-grown diamonds.

Sources: Markets; Bain analysis

?@M@ 27 : Diamond recycling is a relatively small source of diamond supply

Share of recycled diamonds on the market, $

100%
100%
80
60
95% New polished
diamonds
40
Bain estimate of global
20 recycled-diamond market
is $1-1.2 billion
0 | Recycled diamonds (estimate)

Polished-diamonds market

*4Cs stands for four main characteristics of a polished diamond: color, cut, clarity and carat
Sources: Expert interviews; Bain analysis

Possible reasons for diamond recycling

® Cross-generational gifting and inheritance

® Broken engagements

e Liquidation of estates

® Reselling of rare diamonds

® Trading and liquidation of investment diamonds

Future outlook

® We don't expect diamond recycling to become
a significant source of diamond supply due to:
— Lack of liquid secondary market for diamonds
- Subjective and intransparent pricing based on 4Cs*
— Substantial markup charged by pawnshops
and intermediaries
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Supply-demand

balance through
2030

The world rough-diamond demand in the next 15 years is fore-
casted to grow at an average annual rate of about 3% to 4%,
and the supply is projected to decline by 1% to 2%, causing
the gap between supply and demand to widen starting in 2019.
The forecast reflects fundamental supply and demand factors
rather than shortterm fluctuations or unforeseeable longferm
macroeconomic shifts.

China, India and the US are expected to continue being major
diamond jewelry consumers, driving rough-diamond demand.

In the US, disposable income growth of 1.5% to 2.5% per year
should stimulate diamond consumption, with increases of 2.5%
to 3.5% per year in the next 15 years in base scenario.

In the long term, Chinese market growth is expected to slow
down because of weaker economic growth and slowing
expansion of the middle and upper classes. However, we
expect the Chinese market to stay flat in 2016. Starting from
2017, we expect recovery and a gradual return to historical
trajectory expected to lead to 4.5% to 5.5% annual growth
until 2030 (down from about 7% in previous forecasts).

We believe that India is transitioning from an emerging dia-
mond market to a more mature market. Nevertheless, increas-
ing urbanization, middle<lass expansion and engagement
ring penetration are expected to boost diamond demand
by 8% to 9% per year in mid+term and then decelerate to 4%
to 5% average annual growth (down from our previous pro-
jections of about 13%).

Our forecast of the rough-diamond supply is based on
the analysis of existing mines, publicly announced plans
and anticipated production at every expected new mine.
We foresee the global supply of rough declining on aver-
age by 1% to 2% per year from 2015 to 2030 because
of the aging and depletion of existing mines and relatively
litle new supply coming online.

Several risk factors, not included in the forecast, could
affect the longterm diamond supply and demand bal-
ance: global macroeconomic shocks, geopolitical risks,
changes in consumer preferences away from diamond
jewelry, new sources of demand (such as investment
demand), technical disruptions in supply and the impact
of commodity prices on major producing countries
and potential new sources of supply.
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F@M@ 272 Real GDP projections underlie the diamond demand forecast

Total GDP by region, $ frillions, real 2005 prices CAGR
(2015-2030)
70
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Sources: EIU; Bain analysis

F@M@ 32 : Expanding middle class in China and India is expected to boost demand for diamond jewelry

Middle class in China and India, millions of households CAGR
e Forecast R (2015-2030)
« >
|
300 1 290 356
|
|
250 :
I ~6%
200 |
|
150 1
|
|
100 |
|
I ~8%
50 :
|
0 |
2000 2010 2015E 2020F 2025F 2030F
M China M India
As % of total
households, China 3% 19% 34% 45% 57% 67%
As % of total
households, India 5% 14% 19% 28% 38% A47%

Notes: The middle class in India includes households with an annual disposable real income of more than $10,000;
the middle class in China (including Hong Kong) includes households with an annual disposable real income exceeding $15,000
Sources: Euromonitor; Bain analysis
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F@M"e 24 Global rough-diamond demand in real value ferms is expected to grow from 2% to 4.5% annually

Rough-diamond demand, $ billions, 2008-2030, 2015 prices
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Note: Rough-diamond demand has been converted from polished-diamond demand using historical ratio of rough-diamond values to polished-diamond values

Sources: Euromonitor; EIU; expert interviews; De Beers; Bain analysis

F@M@ 25 : New mines are expected to add up to 20 million carats a year until 2021 and then decrease

output to around 5 million carats by 2030

Forecasted rough-diamond production of new mines, millions of carats, base scenario
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Sources: Company data; expert interviews; Bain analysis
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?@M@ 2&: Annual global diamond production is expected to hit about 150 million carats and then fall
back to about 100 million in 2030

Rough-diamond supply, millions of carats, 2008-2030, base scenario CAGR
(2015-2030) (2015-2019) (2019-2030)
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Note: Smaller players are Dominion Diamond, BHP Billiton for 2008-2012, Petra Diamonds, Gem Diamonds and Catoca
Sources: Company data; Kimberley Process; expert interviews; Bain analysis

?@M@ 277 The value of the diamond supply is projected to grow faster and decrease slower than volume

because of a slightly improved price mix

Rough-diamond supply, $ billions, 2008-2030, base scenario, 2015 prices CAGR
(2015-2030) (2015-2019) (2019-2030)
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Note: Smaller players are Dominion Diamond, BHP Billiton for 2008-2012, Petra Diamonds, Gem Diamonds and Catoca
Sources: Company data; Kimberley Process; expert interviews; Bain analysis
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F@M@ 2&: The global rough-diamond supply is expected to decline in volume terms from -1.5%
to -4.5% annually

Rough-diamond supply, millions of carats, 2008-2030 CAGR
(2015-2030)
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Sources: Company data; Kimberley Process; expert interviews; Bain analysis

F@M@ 29 : The gap between supply and demand is expected to widen starting in 2019, according

to our base scenario

Rough-diamond supply and demand, Ve
$ billions, 2000-2030, 2015 prices /
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Note: Rough-diamond demand has been converted from polished-diamond demand using historical ratio of rough diamonds and polished diamonds values
Sources: Kimberley Process; Euromonitor; EIU; expert interviews; De Beers; IDEX, Tacy Ltd. and Chaim Even-Zohar (dynamics for 2000-2005); Bain analysis
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Shared Anbition, True Resutblc

Bain & Company is the management consulting firm that the world’s business leaders come to when
they want results.

Bain advises clients on strategy, operations, technology, organization, private equity and mergers and acquisitions. We develop
practical, customized insights that clients act on and transfer skills that make change stick. Founded in 1973, Bain
has 53 offices in 34 countries, and our deep expertise and client roster cross every industry and economic sector. Our clients
have outperformed the stock market 4 to 1.

What sets us apart

We believe a consulting firm should be more than an adviser. So we put ourselves in our clients’ shoes, selling outcomes, not
projects. We align our incentives with our clients’ by linking our fees to their results and collaborate to unlock the full potential
of their business. Our Results Delivery® process builds our clients’ capabilities, and our True North values mean we do
the right thing for our clients, people and communities — always.

For more information, visit www.bain.com
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