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Note to readers

Welcome to the seventh annual report on the global diamond industry prepared by the Antwerp World Diamond
Centre (AWDC) and Bain & Company. This year’s edition covers industry developments in 2016 and the first half
of 2017 and discusses both the challenges the industry faces and how it is turning them into opportunities.

We begin with key developments along the value chain. In subsequent sections, we review factors that influenced
rough-diamond production and sales, midstream performance and global diamond jewelry demand in major
markets.

We also provide an update on the long-term outlook for the diamond industry through 2030. The 2030 supply-
demand forecast considers recent changes in mining operations, potential additional sources of supply
and expected changes in key macroeconomic measures.

Readers looking for a brief review of the key takeaways from this report can find them below:

«  For rough-diamond producers, 2016 was an improvement over 2015. Rough-diamond sales rose 20%.
Mining companies lowered rough prices and sold down inventories accumulated in 2015, as cutters
and polishers increased their purchases.

«  The midstream’s 2016 revenues slightly fell in US dollar terms in 2016. Polished prices continued their
downward trend, reflecting soft consumer demand for diamond jewelry across key markets. Rough prices
declined faster than polished ones, restoring profitability to many players in the segment.

«  Global sales of diamond jewelry were roughly stable in 2016. The US remained the largest global diamond
jewelry market. Following several years of consistent growth, diamond jewelry sales in the US were almost
flat in 2016. China’s performance faltered, as the yuan posted its largest decline in value in 10 years
and consumer confidence softened. A strike by jewelers and demonetization disrupted India’s market.
Europe continued to struggle as tourist inflows plunged. Sales in Japan were a bright spot, showing growth
in US dollar terms.

«  The outlook for 2017 is stable across the different segments of the value chain. The revenue of rough-
diamond producers declined only slightly in the first half of the year, reflecting a return to normal trading
conditions. Retail sales are sending positive signals across the key markets of the US, China and India.
Rough prices rose and polished prices fell, again putting pressure on cutting and polishing companies.
The midstream segment’s future health will depend on the interplay of rough and polished prices as well
as the segment’s ability to make continued operational improvements. On that front, midstream players
are focusing mainly on reducing days to market and improving rough-to-polished yields.

«  There are three key, persistent challenges facing the diamond industry, and the industry is renewing efforts
to turn them into opportunities.
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One of the most urgent challenges is the slowdown in demand for diamond jewelry. As competition from
other luxury goods and experiences intensifies, rough-diamond producers are boosting their investment
in promoting the diamond story. Producers will likely invest an aggregate $150 million in marketing in 2017,
an increase of about 50% from recent years, in addition to retailers’ own marketing spend. Additionally,
the industry is renewing its approach to marketing to address evolving demand.

The second challenge is the mounting risk that lab-grown diamonds will illegally infiltrate the natural-
diamond supply chain or legally erode natural diamonds’ market share. Industry players continue their drive
to protect the supply chain from illegal lab-grown diamonds and discourage substitution by legal lab-grown
stones. Their work centers around detection, disclosure and differentiation — or the “three D’s,” in industry
terms. The industry participants are fully supportive of these initiatives and detection technologies have
developed rapidly over the recent years.

The third challenge is the financial stability of the midstream segment of the value chain. The most effective
players have robust businesses, but the segment at large is still in need to address chronic constraints. Chief
among them are securing access to financing and continuously improving business models to sustain prof-
itability amid price volatility.

Efforts to build an investment market for diamonds continue, with the Indian Commodity Exchange
launching diamond futures trading.

The diamond market’s long-term outlook remains positive. We expect demand for rough diamonds to grow
1% to 4% annually, relying on strong fundamentals in the US, the continued growth of the middle class
in China and India, and the strong and growing desire of consumers for diamond jewelry. The rough-
diamond supply is expected to remain stable through 2030.
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Recent developments
in the diamond

industry

Following a difficult 2015, diamond producers staged
a strong recovery in 2016, posting a 20% revenue
increase. Demand for rough diamonds bounced back
after the cutting and polishing segment cleared excessive
surplus inventories in 2015. The top five producers’
aggregate 2016 operating profit rose about 3%.

Cutting and polishing revenues decreased slightly
in 2016 amid tepid demand for polished diamonds.
According to industry executives, however, the segment’s
average profitability turned upward after slipping steadily
for several years. After declining in 2015 and 2016,
rough-diamond prices turned upward in 2017. Polished-
diamond prices, which also declined in 2015 and 2016,
stabilized in 2017.

Global retail sales of diamond jewelry remained flat in US
dollar terms in 2016. In line with continued moderate
growth in the domestic economy, retail demand in the US,
the largest diamond jewelry market, was stable.

The outlook for 2017 is stable across the segments of the dia-
mond value chain. Rough-diamond suppliers posted a 3%
revenue decline in the first half of 2017, as lower-priced
assortments made up an increased share of their sales.
The cutting and polishing segment’s revenue is expected
to stay flat in 2017. The revenues of major retail chains
in key markets are trending up amid healthy macroeco-
nomic fundamentals. Retail demand in India turned upward
in 2017, after demonetization of large-denomination cur-
rency notes at the end of 2016 supported strengthening
of organized jewelry refail.

The medium-term outlook is stable. If previous years are
any guide, rough-diamond producers’ announced plans
will likely not materialize in full, which should support
rough prices. A broad-based marketing push to stimulate
consumer demand remains an industry imperative. With
medium- and longterm macroeconomic fundamentals
looking strong, consumers should be encouraged to con-
tinue to choose diamond jewelry.
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?@M@ /: Entry barriers and bargaining power vary across the segments of the diamond value chain

Rough diamonds Polished diamonds Diamond jewelry
Production Cuﬂi!']g.ond Jewe|ry‘ Retail sales
polishing manufacturing
o Exploration e Sale of rough e Cutting * Wholesale e Jewelry design o Retail sales of jewelry
for diamond diamonds and polishing sales of and manufacturing and watches
resources from producers  of rough polished
Rough-diamond Rough-diamond dia mocr|1ds diamonds
production, trading fo lF.)rE zce o Polished-diamond
processing 50 sne d trading
and sorfing lamonds
# of players: Top 5 players Large retailers control
control 70% ~100 players ~5,000 players >10,000 players ~35% of the market
IE):r:r)ilerS' High High Low Low Medium Medium
::;?::“ng High Medium Low Low Low Medium

Source: Bain analysis

?@M@ 7 : Revenues across the diamond value chain were mixed in 2016 and remain so in 2017

Polished diamonds

Rough diamonds Diamond jewelry

Rough-diamond sales Cutting and polishing Jewelry manufacturing Retail sales

Global revenues by value-chain segment, $ @@

‘ [0 2015 M 2016 M 2017E* @ YOY change 2015-2016 @ YOY change 2016-2017E*

*Based on FY17 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
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?@M@ 2 : Profitability for the rough- and polished-diamond segments trended up in 2016, but could pull
back in 2017

Polished diamonds Diamond jewelry

Cutting and polishing Jewelry

(including trading) manufacturing Retail sales

Average operating margin*, 2016
27-28%

Large retailers

(~35%
Small retailers of the l:etoll
Change (~65% of the retail market) market) Rectangle width
in profitability corresponds
2016 vs. 2015  +3% +1% = = = to segment revenue
Change in 2016
in profitability $ 3 = g =
2017 vs. 2016

*Net profit margins for cutting and polishing companies

Note: Analysis of exploration and production is based on data for ALROSA, De Beers, Rio Tinto, Dominion Diamond, Petra Diamonds;

analysis of large chains is based on data for Blue Nile, Chow Sang Sang, Chow Tai Fook, Gitanijali Jewels, Lukfook, Signet Jewelers, Tiffany & Co., Titan Company
Sources: Publication analysis; company data; expert interviews; Bain analysis

?@M@ 4 : Rough sales picked up in 2016 but are expected to be lower in 2017 driven by sales of lower-

quality inventories

World rough-diamond sales by producers (including sale of inventories), $ billions CAGR YOY change
(2010-2015) (2015-2016)
1% 20%
~16
~15 ~15 ~15 ~15 ~14
~12 [ | ~12
| | [ |
| | —
I Other 7% 1%
[ ] . Petra
— Diamonds 127 39%
Dominion o o
l u Diamond* 1% 21%
B Rio Tinto 0% -12%
B De Beers -4% 37%
H ALROSA 1% 28%
2010 2011 2012 2013 2014 2015 2016 2017E

*Combined figures for BHP Billiton and Dominion Diamond in 2010-2012; fiscal year ends January 31; year 2010 represents FY 2011, and so on

Note: ALROSA revenues represent diamond sales only; BHP Billiton sold its diamond business to Dominion Diamond in 2012; 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
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?@M@ S : Polished- and rough-diamond prices follow similar trends in the long term although short-term

fluctuations are possible

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

250

200
== Polished
diamonds

[ Rough

150 diamonds

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 H1 2017

‘ @ © CAGR for 2004-2011, 2011-2016, 2004-2016, change of average 2016 to H1 2017 ‘

Note: The CAGRs are calculated as the growth rate for year-average or period-average prices; H1 2017 change is shown vs. 2016
Sources: General polished-diamond price index (PolishedPrices.com); Kimberley Process; company data; Bain analysis

Page 5



The Global Diamond Report 2017 | Bain & Company, Inc.

Page 6






Rough-diamond

production

Extending the trend of the past eight years, global rough-
diamond production volume remained relatively flat in
2016 at 127 million carats. The largest production
increases occurred in Canada, where the Gahcho Kué
mine came on line and the Ekati mine ramped up produc-
tion, and in South Africa, where the Kimberley mine
increased underground mining and tailings processing.
The largest drops occurred in Russia and Zimbabwe.
ALROSA's closure of the Udachnaya mine’s open pit
accounted for the fall in Russia; Zimbabwe's drop fol-
lowed a production halt at seven of nine deposits while
the industry struggled to consolidate.

Three large new mines, Gahcho Kué and Renard in Can-
ada and Lighobong in Lesotho, started production in 2016.
At their peak, their combined production is expected
to exceed 8 million carats per year and offset declining
production in depleting mines.

Miners’ plans and actual production volumes in the first
half of 2017 suggest an increase in fullyear production
volume, despite volume declines in some countries. In Rus-
sia, Mirny mine, which produced more than 3 million
carats per year, was flooded. The mine is not expected
fo resume operations in the next few years.

Diamond producers reduced their prices in 2016, while
rough-diamond sales increased 20%. They had pulled
back sales in 2015 in response to slowing global demand
for diamond jewelry and a subsequent drop in polished
prices. Although both ALROSA and De Beers cut produc-
tion in 2016, their combined market share increased
to about 70% from about 60% in 2015 as they sold off
accumulated inventories amid improving demand.

In 2016, the top five producers, except Rio Tinto and
Dominion Diamond, reported increases in their EBIT
margins (earnings before interest and taxes). In the first
half of 2017, Dominion Diamond’s EBIT turned positive
again. ALROSA’s EBIT margin remained the highest
in the segment.

Upstream players face increasingly complex geological
and technical challenges as their mining operations go
deeper and into more difficult terrain. To control costs,
miners are investing in operating efficiencies and turning
to digital innovations.
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?@M@ & : Rough-diamond production remained stable since 2010

Annual production, millions of carats CAGR YOY change
(2010-2015) (2015-2016)
0% 0%
134
128 123 128 130 125 127 127 =
= — —— —
B B = = = &I
. . . . - 1 Other -5% 14%
. . - - B Zimbabwe -16% -40%
- - - - - | ] NOmibiO 4% -16%
% Angola 2% 0%
. South Africa -4% 15%
B EEREEEBEESEE
M Australia 6% 3%
Botswana 1% 1%
M Canada 0% 12%
M Russia 4% -4%

2010 2011 2012 2013 2014 2015 2016 2017E*

*Estimated based on company production plans
Note: Only diamonds tracked by Kimberley Process are included; DRC 2016 production assumed to remain stable in 2016
Sources: Company data; Kimberley Process; expert interviews; Bain analysis

?@M@ 7: Changes in 2016 output by country left total production nearly unchanged from 2015

Annual production by country, millions of carats

ALROSA: Udachny mine }

Kimberley: increase in underground -
open-pit closure

mining and tailings processing 31

Other 0.6 } broduct don7 f
[GQhCho Kué: storted produc'fionk South Africa 1.1 Russia 1.6 :?od:(;:)'cl)c;?fssz)fepz) ccl:r(']lle:gteso

Ekati: ramped up production

Canada 1.4 Zimbabwe -1.4 in the industry consolidation
127.4 .

Other -0.6 126.9
3.6
Total production 2015 Increase in production Decrease in production Total production 2016

Note: Only diamonds tracked by Kimberley Process are included
Sources: Kimberley Process; company data
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;@Me & : The top five producers’ share of total global production held steady in 2016

Annual production, millions of carats CAGR YOY change
(2010-2015) (2015-2016)
150 0% 0%
134
130
128 123 128 125 127 127
100

Other -3% 2%

Petra o o

50 Diamonds 22% 27%
Dominion o o

= Diamond** 1% 24%

M Rio Tinto 5% 3%

B De Beers -3% 5%

Bl AIROSA 2% 2%

2010 2011 2012 2013 2014 2015 2016 2017E*

*Estimated based on company production plans

**Combined figures for BHP Billiton and Dominion Diamond in 2010-2012; fiscal year ends January 31; year 2010 represents fiscal year 2011, and so on

Note: 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

;@Me 7 : The dynamics of diamond producer margins were mostly positive in 2016-2017

EBIT margin, percentage

50% 48

ALROSA De Beers Rio Tinto Dominion Diamond Petra Diamonds

2013 [ 2014 W 2015 MW 2016 W H12017

Note: Rio Tinto, BHP Billiton and Dominion Diamond revenues and EBIT include diamond mining only; Pefra 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
Sources: Company data; Bain analysis
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Cutting

and polishing

The continuing slowdown in global diamond jewelry de-
mand and the resulting downward trajectory of polished-
diamond prices translated to a slight revenue drop in
the cutting and polishing segment in 2016. Despite this
drop, the midstream bought 20% more rough diamonds
(by value) from producers in 2016 than in 2015.

India, the world’s largest, lowestcost cutting and polishing
center, gained market share. It now accounts for about
90% of the global polished-diamond manufacturing
by value. Already the dominant manufacturer of small
stones, the country is gaining share in the more value-added
segment of larger stones, mostly at the expense of China.

Midstream players’ profitability improved in 2016, sup-
ported by declining rough-diamond prices. In the first half
of 2017, rough-diamond prices increased by 3% while
polished-diamond prices decreased by 3%, renewing
pressure on midstream margins.

To sustain profitability over the long run, the largest cut-
ting and polishing companies are maintaining intensive
operationalimprovement drives. They remain focused on
continuously shortening cutting and polishing cycles
and securing financing. They are also implementing new
technologies such as automated cutting processes and
advanced digital mapping and modeling of diamond
cutting fo optimize yields.
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F@M@ /O India’s dominance of the cutting and polishing industry increased in 2016

Net import of rough diamonds from cutting and polishing countries, $ CAGR YOY growth
(2012-2016) (2015-2016)

1% 19%

100% Other 6% 10%

-18% -14%

80
60
3% 21%

40

20

2012 2013 2014 2015 2016

Sources: International Trade Centre; Bain analysis

F@M@ // : Differences in cost efficiency accounted for regional market-share changes in the cutting

and polishing segment

© Continuous cost optimization attracts volumes, particularly from Africa

India © Further advancement of technologies and skills led to share gain in larger stones
® Relatively more developed diamond financing infrastructure is in place
China ® China as No. 2 country by cost efficiency but with relatively higher cost structure proved sensitive
and Southeast to margin pressures in 2015
¢ Asia © Relatively weak growth in local diamond jewelry demand hampered the benefits of proximity
of cutting and polishing sector
Africa © Market decline mainly due to relafively low productivity and high cost structure

® Decrease in volumes available for beneficiation due to reduced production in the region

® Traditionally strong in large-stone manufacturing, but slowly relinquishing positions to India even

in more expensive categories due fo aging workforce and high costs
® Lack of affordable financing available to cutting and polishing sector in selected countries (Israel, USA, Russia)
® Efforts are under way in Russia fo make local cutting and polishing industry more competitive

Sources: Expert interviews; Bain analysis
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Diamond jewelry

retail

The 2016 global diamond jewelry retail market stabilized
in US dollar terms after 2015's weak performance.

In the US, total diamond jewelry sales grew, according
to the US Census Bureau, although revenues at several
major jewelry retfailers declined. Changing consumer
trends, including a shift to the online channel and increas-
ing demand for lowerpriced jewelry, might account
for this drop. Major jewelry retailers reported declining
sales in the first quarter of 2017, but sales growth
resumed in the second quarter supported by the economy
acceleration and strengthening consumer confidence.

In China, diamond jewelry sales fell in 2016 as the econ-
omy slowed, the yuan depreciated the most in a decade
and consumer confidence weakened. In the first half
of 2017, following the stabilization of the yuan and a jump
in consumer confidence, China's large jewelry retail chains
saw their sales grow.

In India, 2016 was a turbulent year for the jewelry indus-
try. A spring strike by jewelers to protest the introduction
of a 1% excise duty and November's demonetization
announcement disrupted sales. These events harmed
mostly small jewelry retailers, however, as leading
high-end branded retailers benefited from the shift in traf-
fic to organized refail. This shift also increased consumer
protections, which boosted consumers’ confidence in
the quality and security of jewelry purchases and led to
rebounding sales in the first half of 2017. Other key
sources of strength were the continuing growth of the mid-
dle class and personal incomes.

Europe saw a small decline in 2016 because of lower
tourist inflows. Sales in Japan remained solid, mainly as
a result of strong yen appreciation.

Based on trends observed in the US, China, India and
Europe, we expect the global diamond jewelry retail mar-
ket to return to growth in 2017. This trend parallels

the course of the luxury goods market, which fell 1%
in 2016 but is expected to grow 5% in 2017.

Digitalization remained an important trend in diamond
jewelry retail in 2016 and 2017. Signet acquired R2Net,
the owner of James Allen, a growing online jewelry
retailer and digital solutions provider to the diamond jew-
elry market. Private equity funds acquired Blue Nile,
another leading online retailer. These transactions under-
score the potential of the online segment and the omni-
channel model.
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F@M@ /2: Global diamond jewelry sales were roughly stable in 2016 with a slow growth likely in 2017

Stabilization Moderation

>

Y
A

<

Worldwide diamond jewelry retail sales [ ] (X%) growth at constant exchange rates*
YOY growth rate, $
9%

(3%]

0% (1% 0-2% (1%)
2%
Worldwide luxury goods market
YOY growth rate, $
6% 5% (6%)

4%

-1%
-6%

2013 2014 2015 2016 2017E

*Compared to previous year
Sources: Euromonitor; Bain & Company “Global Luxury Goods Worldwide Market Study,” 2013-2017

F@M@ /2 : Mixed regional performance in 2016 led to a stable market, but the outlook for 2017 is positive

Global diamond jewelry market in 2016, $ Key trends and performance in 20162017

CAGR CAGR e Shift to organized retail giving consumers higher confidence
(2015-2016)  (2016-2017E) ¢ Demonetization and relatively quick recovery
e GST introduction in July 2017
Other e Growth in 2016 in $ mainly due to yen appreciation r
¢ Slow growth projections following stable J
ThedGulf - - economic indicators ¥
India
S = = e Decline in tourism in 2016 on fears of terrorist attack p
9 - ¢ Slow economic growth supports diamond jewelry ¥
retail growth 40
. = »

: 2

2016 resumed in Q2
® Increase in GDP growth rate and consumer confidence
Note: China includes Hong Kong in 2017
Sources: Publication analysis; expert interviews; Bain analysis

¢ Slowdown of economic growth in 2016
® Highest in a decade yuan depreciation in 2016, stabilization in 2017
e Consumer confidence on a rise after a decline
in H1 2016
Y ¢ Double-digit drop in same-store sales for major
retailers in 2016, but growth resumed in 2017
e Political turmoil in 2016 and the beginning of 2017
¢ Declining tourist inflow in 2016-Q1 2017, growth w
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F@M@ /4-: Currency movements strongly influenced the performance of select markets

Change of currency value vs. $, Change of currency value vs. $,
2016 average vs. 2015 average 2017E average vs. 2016 average

China -5.5%
India -4.5%
Japan
Eurozone -0.3% I
The Gulf* No change
10 -5 0 5

*Includes Saudi Arabia, UAE, Oman, Bahrain and Qatar
Sources: Bloomberg; EIU

China

India

11% Japan

Eurozone

The Gulf*

15%

-3%
2%
-3%
2%
No change
4 2 0 2

6%
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Margins

and inventories
in the midstream

The midstream is a critical segment of the diamond value
chain. Operating on very thin margins, midstream compa-
nies must continuously improve their efficiency to sustain
the long-term health of their businesses.

Despite the midstream’s low average margins, 2016 was
a good year for integrated cutting and polishing compa-
nies’ profitability. Prices for rough diamonds declined
faster than polished prices, which allowed for improved
profitability compared with 2015.

According to industry executives, margins for rough-
diamond trading ranged from -2% to 4%; for cutting and
polishing, 0% to 9%; and for polished-diamond trading,
1% to 6%. Companies that maintained a ruthless focus on
operational efficiencies and innovations reported profit-
ability at the upper ends of those ranges.

In the first half of 2017, prices for rough and polished
diamonds again converged. Surplus inventories are put-
ting polished prices and the profitability of the midstream
companies under pressure.

The level of inventories fluctuated significantly from 2013
through 2015. The midstream accumulated a significant
inventory surplus in 2014. In 2015, midstream players
unloaded inventories and reduced purchases from rough-
diamond producers. In 2016, producers’ rough-diamond
sales increased 20%, returning to normal levels and keep-
ing inventories roughly stable.

In the first half of 2017, rough-diamond sales by pro-
ducers declined 3% while global diamond jewelry retail
demand remained stable, resulting in a slight decrease
in midstream inventories after stable inventories in 2016.
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F@ wre /'S : Wide range of performance in 2016 across three midstream segments with average profitability
of about 3%

Range of net profit margins of large midstream companies in 2016, %

10% -~~~ Average margin
9%
8
6%
6
4% ~3.5% A0
e N
2 ~1.5%
1%
0
2 2%
Trading of rough diamonds Manufacturing (cutting and polishing) Trading of polished diamonds
2017 margin —
dynamics @ - -

Sources: Survey and expert interviews of tfraders of rough diamonds, manufacturers (cutting and polishing), and traders of polished diamonds
with revenues >100 $ million (long-term customers of Top 3 mining companies); Bain analysis

F@M@ /& : Majority of midstream executives expect stable demand for polished diamonds in 2017 but
lower profitability

YOY change in profitability of midstream

YOY change in demand for polished diamonds

in 2017 vs. 2016, % respondents

in 2017 vs. 2016, % respondents

100% 100%

Moderate growth

T
80 80
0 Stable (-1-1%) 0
40 40

Stable margins

Decreasing margins
Moderate decline

(2--5%) 20

Strong decline (<-5%)
0

“How has the demand for polished diamonds been developing “What was the trend for profitability of your company in 20172"
so far in 2017 vs. 20162"

Sources: Survey and expert interviews of traders of rough diamonds, manufacturers (cutting and polishing), and traders of polished diamonds
with revenues >100 $ million (long-term customers of Top 3 mining companies); Bain analysis
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F@M@ /"7 : Midstream executives recognize global demand as the main industry challenge and importance

of generic marketing

Key issues facing the diamon stry (ranked in order of imporfance)

100%
80
Importance
rank
60 [
u 2
m 3
40 w4
5
20 6
0
Weak global demand  Lack of meaningful ~ Changes in consumer  Access to financing  Threat of undisclosed  Threat of disclosed
for diamond jewelry ~ generic markefing preferences by midstream companies lab-grown in pipeline lab-grown substitution
“What are the key issues facing the diamond industry
(please rank them in order of importance, where 1 = the most important, 6 = the least important)2”
Sources: Survey and expert interviews of traders of rough diamonds, manufacturers (cutting and polishing), and traders of polished diamonds
with revenues >100 $ million (long-ferm customers of Top 3 mining companies); Bain analysis
F@M@ /& : Inventories have returned to a normal level after a major clearance in 2015
Accumulated inventory surplus (over the technological stock) of rough and polished diamonds in the midstream, $ billions
5
4
Inventory decline
due to decreased
~ N
3 L‘;”ﬁ?ﬂ;’ﬁi&iiﬂ'ii Stable inventory due
(fueled by rough to increased rough-diamond - S!ight decline
: sales back to normal levels in inventory due
price decrease) ) !
) \/ to rough-diamond sales
2 \/ v declining faster than

polished-diamond sales

\/
v

2013 2014 2015 2016 2017E

Note: Technological inventories are diamond stocks necessary to maintain regular production,
selling cycles of cutters and polishers and polished-diamond traders (around four months of total stock coverage)
Sources: Company data; Kimberley Process; expert interviews; Bain analysis
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Key industry

challenges

The diamond industry faces three persistent challenges:
slowing longterm demand for diamonds, further develop-
ments of the lab-grown diamonds field and the financial
sustainability of the midstream.

Long fueled by one of the most successful marketing cam-
paigns of all time, diamond industry enjoyed consistent
growth through most of the 20th century. Major retailers
invest an average of about 10% of revenue in their own
marketing programs, which supported growth in their
respective diamond jewelry segments. From the early
2000s, however, generic marketing spend by rough-
diamond producers decreased from 5% to less than 1%
of total sales of rough diamonds, while promotional
efforts shifted to private brands. The growth of the rough-
diamond industry has trailed that of luxury products
since 2000. Aiming to reverse that trend, rough-diamond
players plan to invest about $150 million in both generic
and private-brand marketing in 2017. That sum repre-
sents a 50% increase over previous years. Additionally,
the industry is renewing its approach to marketing, taking
info account evolving customer preferences and market-
ing channels.

The ongoing evolution of the lab-grown diamond market
and its potential impact on the market for natural dia-
monds continue to perturb industry players. Co-existence
of markets for natural and synthetic colored gems such
as rubies and emeralds for more than a century suggests
that markets for natural and lab-grown diamonds can
develop in parallel without cannibalizing each other, as
does the healthy growth in demand for luxury leather
goods despite the widespread availability of replicas.
The diamond industry is maintaining its focus on protect-
ing the supply chain from illegal infiltration by lab-grown
diamonds by developing cheaper and more effective
detection instruments.

Fluctuating rough prices, tighter financing terms and stag-
nant diamond jewelry sales remain a challenge for mid-
stream players, which have stepped up the development
of new technologies and pursued operational efficiencies.
These moves have enabled the most agile players to attain
margins several times greater than the industry average
and given them an advantage in obtaining financing.



The Global Diamond Report 2017 | Bain & Company, Inc.

F@M@ /9 : The industry is increasing marketing investments to support long-term growth

CAGR of global markets in 20002016, § Marketing |nvesiments$ lzilrl?:rih-dlamond producers,

~4.5x
¢ ~150
7.0%
Generic
5.4%
/%\
Add'“.O”G”Y: Private brand
some jewelry marketing
retailers 1.5%
spend ~10% .
of revenue
Lon marketing )
X Rough diamond  Personal luxury Hard luxury 2016 2017E
Murkehngo market goods market*  goods market**
spend as %
of revenue: ~1% ~10% ~10%

*Personal luxury goods are luxury items used for personal use (e.g., apparel, accessories, jewelry, watches, fragrances and cosmetics)
**Hard luxury goods are jewelry and watches
Sources: Bain & Company “Global Luxury Goods Worldwide Market Study”; Euromonitor; Bain analysis

F@M@ 20 : Supported by generic marketing, the price growth of colored stones has significantly outpaced

that of diamonds

Gemfields marketing spend Price growth of polished stones

Gemfields marketing spend, % of revenue Polished-stone prices CAGR (2005-2016), $
~21%
~9%
Leading supplier of colored gemstones
invested on average ~8% of revenue
in marketing in the past 3 years 6%
. ~9%
~8% 8%
~0.5%
2013 2014 2015 2016 Marketing Diamonds Rubies Emeralds
spend as %
of revenue: ~1% ~10% ~13%

Sources: Company reports; general polished-diamond price index (PolishedPrices.com); Bain analysis
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F@M@ 2/ : The industry is taking action to counter the threat of lab-grown diamonds

Challenges posed by lab-grown Steps being taken fo counter lab-grown

® Mixing of undisclosed lab-grown Detection:
diamonds with natural stones, ® The industry efforts continue to develop technology that provides
especially in melee sizes more efficient, accurate and faster detection

of lab-grown diamonds

® Growing interest in lab-grown diamonds
from midstream and retail sector Ditferenianen:

® Increased investments in generic marketing through Diamond Producers Association (DPA)
with an announced budget of $57 million in 2017

® Marketing efforts of lab-grown diamond e Continued development of private brands
producers to promote jewelry with
lab-grown diamonds as alternative
to diamond jewelry

Disclosure:

® Infernational Organization for Standardization issued a new standard that defines
nomenclature that must be used in the buying and selling of natural and
lab-grown diamonds.

Sources: Expert interviews; Bain analysis

F@M@ 27 : Various mechanisms have been introduced to bolster investment demand with mixed results

mm

e Diamond bullions (boxes with diamonds) of value e Provident Metals o The efforts have
as low as ~$150 sold directly to retail investors; . , not managed
Diamond usually small diamonds (i.e., 0.01 to 0.15 carat * Singapore Diamond fo create
bullions melee) of defined cut, color and range of clarity Investment Exchange a significant
and loose ) ; source
diariemnik o Fommo.dlty exchunge' (launched in 2016) of demand yet
Direct investing in physically settled diamonds in Singapore with
in physical portal-based trading and transparent pricing
diamonds
e Private banks buy diamonds or company stocks e Erste Group Bank o Private banks
Access on behalf of their clients, usually high-net-worth e China Merchants Bank provide very
to the diamond individuals and ultra-high-net-worth individuals ¢ Associazione ltaliana limited offering
market « Driven by clients' . Private Banking
riven by clients’ personal interest rather than e Singapore Diamond
banks’ ability to generate revenue Investment Exchange
¢ ICEX (Indian Commodity Exchange) has launched ¢ ICEX o Still in a test
Diamond-backed a diamond futures contract trading in a test mode mode / results
Investment to be confirmed
walkidls futures o |f successful, the instrument will be used as a way

to measure prices and hedge business risks
for diamond companies

Sources: Expert interviews; Bain analysis
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Updated supply

and demand
model

Global rough-diamond demand is projected to grow at an
average annual rate of about 1% to 4% through 2030;
supply is projected to grow 0% to 1% per year. Our fore-
cast reflects fundamental supply and demand factors rather
than shortterm fluctuations. The shortterm supply-demand
balance depends heavily on the behavior of major produc-
ers and the efficiency of the diamond pipeline.

We expect that the US, China and India will remain
the leading diamond jewelry markets and that US dia-
mond jewelry demand will stabilize in 2017. In the lon-
ger term, healthy real disposable income growth of 1.5%
to 2.5% per year will drive diamond jewelry consumption
in the US. We expect demand growth in the Chinese
market fo resume in 2017. Economic growth and the
expansion of the country’s middle class reinforce China'’s
positive long-term demand trend.

India is potentially one of the fastest growing of all major
diamond jewelry markets through 2030. The continued
expansion of bridal diamond jewelry and the middle class
will drive demand for diamond jewelry.

Europe and Japan should remain stable, large diamond
jewelry markets where longterm, low-single-digit eco-
nomic expansion will support modest growth.

The rough-diamond supply is highly predictable over
a five- to 10-year period. Unlike producers of some other
commodities, diamond producers face technical chal-
lenges that make it difficult to increase production signifi-
cantly in the short term.

We have based our forecast of the rough-diamond supply
on an analysis of existing mines and anticipated produc-
tion at every planned new mine. We have also included
in our forecast the potential supply from additional
sources that could be activated if the economics becomes
sufficiently attractive. These sources include tailings from
older mines, the reopening of distressed mines and
the activation of options in resource development plans.
Taking info account all announced and additional poten-
tial sources, the global supply of rough diamonds

is expected to grow an average 0% to 1% per year from
2017 through 2030.
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F@M@ 22 Llong- and short-term factors are driving the rough- and polished-diamond supply-demand

balance, as well as prices

Long-term factors Short-term factors

Driven by three key factors

® Consumer preference trends
— Diamond jewelry share in total jewelry consumption
- Usage of diamonds in engagement and wedding jewelry

® Macroeconomic fundamentals
— PDI and GDP growth for developed markets

— Dynamics of middle<lass households

® Supply fundamentals
- Long-term performance of the current mines (incl. depletion)
— Introduction of new mines
— Exploration of new deposits

Source: Bain analysis

Driven by multiple factors

e Shortterm volatility of macroeconomic factors
(e.g., regional or global crises)

® Pipeline efficiency as indicated by inventories accumulating
in the pipeline

® Market confidence of midstream players

® Liquidity of midstream players

FI@M@ 2.4 : Even in the optimistic scenario, rough-diamond production is expected to stay stable, driven

by depletion of existing mines

Rough-diamond supply, millions of carats,

2010-2030, optimistic scenario

Forecast CAGR
: " (2016-2030)
/’W\\ | Addiﬁ'onal production from 0-1%
180 finishes I available resources not °
ducti I included in current publicly
procuction ! announced production plans
|in2020-2022 ) |\ P pens)
150 S N/
Additional
120 production
Ne\-N mines/ 0%
90 projects
Production decrease
60 : in 2027-2030
in a number of small
mines across players Existing 29,
30 (e.g., AIROSA MGOK,  [[NST9S °

Petra Diamonds, Lucara,

Grib)

0
2010 2014 2018F 2022F 2026F 2030F

Rough-diamond supply, millions of carats,

2010-2030, base scenario

Forecast CAGR
(2016-2030)
-1--2%
180
150
120 Additional _
production
New mines/ o
90 projects 7%
60
Existing 3%

mines

30

0
2010 2014 2018F 2022F 2026F 2030F

Note: Additional sources include tailings retreatment, which could be viable in older mines as run-of-mine is depleted, early-stage projects and

projects currently marginal, which may become viable as rough prices increase
Sources: Company data; Kimberley Process; expert interviews; Bain analysis
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;@Me 25 Several mines that currently supply 29 million carats a year are expected to be fully depleted
by 2030

Forecasted rough-diamond production of depleting mines, millions of carats, optimistic scenario

35

30 Victor De Beers

Komsomolskaya ALROSA

25
Argyle Rio Tinto

20 Voorspoed De Beers
Koffiefontein Petra

15 Diavik Rio Tinto
Sable, Pigeon,

10 Lynx, Misery Main,  Dominion Diamond

Koala (Ekati)

2016 2017F 2018F 2019F 2020F 2021F 2022F 2023F 2024F 2025F

Note: Mines are sorted from top to bottom on the chart and in the legend
Sources: Company data; expert interviews; Bain analysis

?@M@ 2&: Supply is predictable; announced new projects could add 26 million carats a year to the

declining supply from existing mines

Forecasted rough-diamond production of new mines, millions of carats, optimistic scenario

Recently developed Forecasted growth in supply from
35 _ mines (+7 Mcts) recently developed mines and new mines (+26 Mcts)

>ie

|
|
30 !
|
|
25 |

: Jay (Ekati) Dominion Diamond

| Luaxe Endiama/ALROSA

\ Star-Orion South  Shore Gold

‘ Renard Stornoway

: Gahcho Kué Mountain Province/

\ De Beers

‘ Karpinsky-1 ALROSA

| Ghaghoo Gem Diamonds

| Lace DiamondCorp
Koidu Koidu Holdings
Kao Namakwa Diamonds
Karowe, ex "AK6”  Lucara
Lighobong Firestone Diamonds
Grib Otkritie

2013 2015 2017F  2019F  2021F  2023F  2025F  2027F 2029F 2030F

Sources: Company data; expert interviews; Bain analysis
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;@Me 277 : Additional resources are available for production should its economics become attractive

Projects/sources Potential additional supply

® Reprocessing of old mines’ tailings accumulated from the mines’ Up to +8-10 Mct
operations or +5-7% of supply value

o Additional production from available resources not included Up to +15-18 Mct
in current publicly announced production plans or +10-13% of supply value

e Projects in early phase of evaluation or financially distressed
projects could become more attractive as global supply decreases Up to +3-5 Mct
and prices grow (e.g., BK11, Lace, Jericho, Bunder, Tongo-Tonguma, or +2-3% of supply value
Chidliak, Lemphane, Kennady North, Naujaat)

A

Up to +1-2 Mct
o Recycling of secondhand diamonds or +0.5-1% of supply value

155

Sources: Company data; Kimberley Process; expert interviews; Bain analysis

;@M@ 2& : Rough-diamond producers have historically followed the base scenario by revising their

production plans down

Rough-diamond production actual vs. publicly announced plans, millions of carats

-16%

\ 13%

152 -10%
150 5 10%

2014 2015 2016

B Plan 2 years before actual Plan 1 year before actual M Actual

Sources: Company data; Kimberley Process; expert interviews; Bain analysis
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F@M@ 29 : Diamond jewelry markets in the US, China and India should remain major drivers of the rough-

diamond demand

Diamond jewelry demand, $ billions, Diamond jewelry demand, $ billions,
2010-2030, optimistic scenario 2010-2030, base scenario
CAGR CAGR
Forecast (2016-2030) Forecast (2016-2030)
~4% ( N ~1%

-

Base scenario is based on
more conservative

I
I
|
|
100 100 : assumptions on the regions’
I macroeconomic indicators
Other ~4% [
|
80 80 |
[ 0,
India ~7% ! Other ~1%
I
60 ] o 60
China  ~4% } India  ~3%
‘ China ~2%
40 40
us ~4%
20 20 us ~1%
0 0
2010 2014 2018F 2022F 2026F 2030F 2010 2014 2018F 2022F 2026F 2030F

Note: Rough-diamond demand has been converted from polished-diamond demand using historical ratio of rough diamonds and polished diamonds values
Sources: Euromonitor; EIU; expert interviews; publication analysis; Bain analysis

F@M@ 20 : The supply/demand outlook is modestly optimistic, with stable supply and positive long-term
demand growth

Rough-diamond supply and demand, $ billions, 2000-2030, CAGR
2016 prices, constant exchange rates, optimistic and base scenarios (2016-2030)
25

s N
Overlap of supply and demand in

the short term creating uncertainty

on mid-term price evolution

Optimistic o
demand 4%

20 N
Base o
demand ~1%
Optimistic o

15 supply 1%
Base 0%
supply

10

5

2000 2002 2004 2006 2008 2010 2012 2014 2016 2018F 2020F 2022F 2024F 2026F 2028F 2030F

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; 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 55 offices in 36 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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