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Putting Diamond Mining into Context

The Diamond Mining World is Small

Four large producers account for ~90% of all Rough Diamond production

The Big Four are: De Beers, Alrosa, Rio Tinto & BHP Billiton

Smaller players are: Harry Winston Diamond Corp, Petra Diamonds, Gem Diamonds

A host of mid-tier and juniors kick in the rest; they are small and often not well financed

On the other side of the Fence are the Cutters & Polishers

A multitude of companies with a handful of large players

Characterised by high Bank Debt

Often beholden to customers who force unhealthy payment terms

The pay cash for diamonds and extend credit to customers

Difficult Business, both sides of the Fence

Des Kilalea +20-7653-4538 Des.Kilalea@rbccm.com RBC Capital Markets®

X

RBCH



Putting Diamond Mining into Context

How big is the global diamond Mining Sector?

= Total production: ~160 million carats per year

= Value of production: ~$14 billion per year ($8bn-$9bn in 2008)
= Average value of production: ~$90 per carat (~$75/ct in 2008)

= Value of polished gem diamonds: ~$17 billion-$20 billion per year

= Value of diamond jewellery: ~$69 billion-$71 billion

Diamond mining is a relatively small industry

= Value of total gold production: ~$70 billion
= Value of nickel production ~$40 billion
= Value of copper production ~$120 billion
= Value of platinum production ~$20 billion

But it is one of the world’s most profitable mining sectors — margins >80%!

Source: Company reports and RBC Capital Markets estimates for 2008
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Putting Diamond Mining into Context

Mining concentrated in few areas - and not always hospitable
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Putting Diamond Mining into Context

Who produces diamonds (2008)

Core producers in value terms are Botswana, Russia, Canada, South Africa & Angola

Production in Cts (2008 - 163MM) Production value (2008 - $12.7bn)
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Putting Diamond Mining into Context

The Major Mining Players (2008)

De Beers* ~50m carats valued at $5.5-$6bn
Rio Tinto** ~25m carats valued at $1.1bn
Alrosa ~36m carats valued at $2.5bn
BHP Billiton ~3.2m carats valued at $440m
Harry Winston Diamond+  ~3.2m carats valued at $350m
Gem Diamonds ~0.3m carats valued at $150m
Trans Hex ~0.2m carats valued at $100m
Petra Diamonds ~1.1m carats valued at $100m

* Debswana included
** Includes 60% of Diavik

+ 40% of Diavik

Of the 100+ listed companies, fewer than 20 have meaningful production

Source: Company reports and RBC Capital Markets estimates (Gem Diamonds and Petra Diamonds)
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The Demand Outlook is Good!

45000 Supply & Demand Longer-term Demand Still Look Good
40000 . .
35000 / = Demand driven by recovery in US economy —
30000 still ~35% of demand in 2015

z 20 = Growth spurred by China and India

“ 20000 -
15000 1 = China growing in double digits — market share
10000 1 set to double
5000 - . .

0 = |ndia not far behind — more than 10% of
5 8 8 BB 5B B3 B B 0B demand by 2015
Source: All figures RBC Capital Markets estimates Supply ——Demand ‘
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Putting Diamond Mining in Context

Global Rough Diamond Production (MM Carats)

1980A 1990A 2000A 2005A 2006A 2007A 2008A
Angola 1.5 1.3 5.8 5.9 9.2 9.7 8.9
Australia 0.0 34.3 26.6 30.7 29.9 18.6 14.9
Botswana 5.1 17.3 24.7 31.9 34.3 33.6 32.3
Canada 0.0 0.0 26 12.8 13.3 17.0 14.8
DRC 14.0 24.0 18.5 31.0 29.0 28.4 33.4
Guinea 0.0 0.1 0.6 05 0.5 1.0 3.1
Namibia 1.6 0.8 1.6 1.8 2.4 2.2 2.1
Russia 12.0 15.0 222 31.0 3.4 3.3 36.9
South Africa 8.7 8.5 10.7 15.5 14.9 15.2 12.0
Zimbabwe 0.0 0.0 0.0 0.3 1.0 0.7 0.8
Other Countries 4.4 4.4 5.2 4.1 3.0 3.0 3.8
World Total 46.1 104.7 117.8 164.6 176.0 167.6 161.1

Where will the New Supply Come From?

= 2009’s output was driven by brutal cuts to output
by De Beers

= Alrosa produced but did not sell
= Rio took production holidays
= Only Ekati kept the pace

= Ramping up already — but no real growth
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Source for all charts Company records and RBC Capital Markets estimates
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Mines are Getting Older

It Takes A Long Time to Bring a Diamond Mine into Production

The older mines are getting older .... and
older .. And need to go underground

The world’s largest mines started producing
more 20 years ago!

= Cullinan (~1m ct) opened in 1904

= Mining Area 1 in Namibia (~1m cts) opened

in 1936 orapa
Finsch
= Williamson (~150k ct) opened in 1940 Lethakane |
= Orapa’s (17m cts) opened in 1971 C:t;’c: ]
rgy
= Letlhakane (~1m cts) opened in 1975 Ekati |
= Jwaneng (16m cts) opened 1982 Th;::;: .
= Argyle (14m cts) opened in 1985 Jwaneng |
» Venetia (+6m cts) opened in 1992 Uvdji:j -

= Ekati (4m cts) opened in 1998
= Diavik (8m cts) opened in 2003

= The Russian mines are also tired

Des Kilalea +20-7653-4538 Des.Kilalea@rbccm.com

Finding deposits takes time
* Proving them takes years .. and is costly
= QOrapa was on surface — yet four years!

= Ekati took 10 years to find and seven years to
prove and build ... Diavik even longer!

2 4 6 8 10 12 14
Years fromdiscovery of kimberlite to production

Source: Company records
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Proving there are Diamonds takes Time and Money

Jwaneng — The World’s Greatest Diamond Mine
= Jwaneng in Botswana is De Beers’ largest mine

* The mine is 300 metres deep, 2.5 km long and 1.5
km wide

= Each year 15m tonnes of ore is moved from the pit

* This produces ~15m carats of diamonds

= Total value of production ~$1.9bn (2008)

Ore is drilled, blasted, loaded into 240 tonne trucks

Height of tyres 2.5 metres!

Each full truck contains ~240 carats valued

Takes 63,000 truck loads a year to produce 15m ct

Value in each full truck ~$24,000

Source: Company records
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Where are the New Mines?

Not much to fill in the gaps created as older mines in

Africa, Canada and Russia start slowing
» Gahcho Kue in Canada
= Owned by Mountain Province (49%) and De Beers Canada (51%).
= Take 10 years to date and may be in production at end-2012 producing 3m ct per year for 15 years.

= Remote and has been working on this for 10 years so far

= Renard in Canada

= Owned by Stornoway (50%) and Soquem (50%).

= Started exploring in 1999 and unlikely to be a mine before 2013.

= Annual output could be ~1m ct/year.. but needs infrastructure
= Star Project in Canada

= Owned by Shore Gold.

= Bought the claims in 1995 and spent ~$300m so far.

= Could produce 1m-2m ct a year but production still a way off — perhaps 2012-2013
= AK6 Mine in Botswana

= Owned by Africa Diamonds (28%) and De Beers (66%)

» Could be producing 0.5mct-1mct a year for 12 years by mid 2011

= Lace Mine in South Africa

= Owned by DiamondCorp (74%)

= Could produce 0.5m ct per year by 2012
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Where are the New Mines?
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Where are the New Mines?

Areas which are Cha"enging to mine The Winter Ice Road in the North West ;
Territories 3

Jericho Diamond Mine
Tahera (closed)
Northwest Nunavut

Territories

Contwoyto

BHP Billiton -
.
gkl | deGras ¥ Diavik Diamond Mine

i Rio Tinto/Harry Winston

Diamond Mine @ Gahcho Kue
De Beers

HY De Beers/Mountain Province/
euo‘fikn ife Camphor Ventures

Lutsel K’e

A154 pit

A418 dike

Diavik Mine in the NWT

A154 dike

Source: Company records
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Financing New Mines is Challenging

When it comes to investment
performance......

Diamond shares have been truly bad
investments

Probably the worst sector in the resources
space....

* Yet, Diamonds are scarce...
= But they are hard to find....
= And expensive to prove ...

= And take time to bring into production

$1000 in Jan 2007, $1,500 in
Dec 2007 and $350 in August

2009!
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Source: Bloomberg August 2009

Raising capital to find new deposits and to build new mines will likely be challenging ...

production forecasts may be too optimistic!
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So What Does this All Mean?

“Green Shoots” or a “False Dawn”

= Rough Diamond Prices have probably
bottomed ..... Confidence recovered from all-time LOW but still struggling

= Continued recession in the US the major
threat to diamond sales — US is ~40% of the 0

market!
100 —_\/\/\

= Europe and Japan also likely to hit sales \/\
80

) VA%

20

Conference Board US Consumer Confidence Index

= Japanese polished imports stalled

=100

= China growing strongly — now ~10% of market

1985

» |ndia the next major market

= Cutters/polishers bankruptcies; small miners

in trouble 01— ‘ ‘ ‘ ‘ ‘
. Ashortgge ofgem-qual!tyrough is likely to &4 58 5 588583 5 88 5 8
create firm long-term prices
= But lack of bank debt and speculation will Source: Conference Board records
likely dissuade cutters and polishers from
building inventories
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Many unknowns in the Diamond Sector

Not Yet Out of the Woods — but prospects are Better
The Diamond Pipeline (2006/2007)

The Diamond Pipeline

Mine Supply to Rough Retail Diamond

Production Dealers Supply to Man'ftrs Polished to the Jewellery Sales
—p — |
($13.1bn) ($13.2bn) ($14.4bn) Market ($19.7bn)f——» ($74bn)

A

The recovery in rough diamond prices have risen in recent months has been “in the teens” of percent.

But there is no real evidence of a pull through at the retail end as yet. Bob Gannicott, CEO Harry Winston Diamond Corp

It may simply be restocking of the Pipeline and thus will be short-lived

The Diamond Pipeline (2009)

Retail Diamond

Mine Supply to Supply to

Polished to

Man'ftrs Rd Market ($16bn)

($11bn)

Production Rough Dealers
($8bn) ($10bn)

Jewellery Sales
($65bn)

Source: Company reports and RBC Capital Markets estimates

Polished inventories are still too high — no pull-through at retail end (Tiffany, Zale, Harry Winston)
What's the likely impact of De Beers and Alrosa returning to the market?

The Sector remains testing!

But when the Pipeline needs to be replenished, there could be arush for Rough
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Many unknowns in the Diamond Sector

Some BIG questions

Is the world recovering? _ _
Will Rough follow? The World is recovering but

Who are the new competitors for Rough?

Three things drive diamond demand
Which responds earliest? /~ Consumer disposable income
_ US has become much poorer and has to
Platinum 44% . . .
N repair his balance sheet in the face of
0 . . .
tamonds e rising joblessness
Aluminium 58%
Zine 63% Consumer confidence
Nickel 63% Confidence is not high in recessions; no
Thermal coal 64% reason for great optimism short-term
Iron Ore 71%
Copper 76% Price points
Lead 81% Destocking provides bargains, but will
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% K people buy

Source: Xstrata presentation august 2009

The benefits of filling the inventory larders will take time — funding a major constraint
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Many unknowns in the Diamond Sector

Will Rough prices follow?

The price of Rough is no longer controlled

= Historically De Beers controlled the rough price by holding
goods off the market

» DTC forced contracted suppliers (Alrosa, Argyle, Debswana)
to cut production of build inventories (Quotas)

= DTC also bought surplus rough in the market to support
prices and enlisted the support of “close” clients in this

= De Beers’ balance sheet was strong: it owned ~35% of Anglo American
which was non-diamond collateral

= Now BHP auctions its rough, Alrosa sells its own, Rio sells on sights
= Marketing is more fragmented

= Bankers have to adhere to different rules

= Synthetics may become an issue at the margin

= Rough is moving more “free market”

Rough prices are expected to be more volatile
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Many unknowns in the Diamond Sector

What about Polished prices?

Long term Polished must follow rough
Trends can diverge materially in the short-term:

= Rough prices are influenced by De Beers Sights

= Demand for rough is influenced by debt levels in cutting centres

= Polished prices can rise when rough is falling due to shortages — Q2 2009
= Polished can fall when rough is rising — shortages in new mine supply

The important message is that short-term factors can lead to Rough prices putting
pressure on margins when Polished is battling to sell. Longer-term mine production
growth will mean pressure on Rough; Polished is determined by consumers
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Many unknowns in the Diamond Sector

Who are the NEW COMPETITORS for ROUGH?

The Diamond Miners themselves are the new competitors!

= Beneficiations or Value-Adding are the new words on the mining block — governments are encouraging it
= How to get better prices for rough is the consuming questions

= De Beers has ForeverMark and a share in a retail business

= Harry Winston has 60% of Diavik Mine and the Harry Winston retail chain

= Petra Diamonds recently sold a polished pink through Sotheby’s for +$13m

= Rockwell has an arrangement with the Steinmetz group

= Gem Diamonds owns Matrix and Calibrated — high-tech cutting operations to polish Letseng diamonds

And then there are the Diamond Funds — no threat yet but ....
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Immediate outlook — Not Much Visibility

Some Challenging Trends

= The bottom of the cycle may be behind us —rough prices bottomed

= But global economic recovery is fragile - no immediate spur to jewellery sales

= Cutting centres are constrained by lack of capital and available bank debt

= Do not rely on China to pull the Diamond industry out of recession —the US is still critical
= Governments are becoming increasingly involved in Diamonds — Botswana Sights

= Producers do not co-operate as before — Competition Authorities

= Exploration spending dries up — Majors spending less and less on grass roots exploration
= Ability of Diamond Miners to raise capital is constrained — supply will remain tight longer term
= Miners moving downstream

* |s the Kimberley Process in danger?

= Are synthetic diamonds athreat?

The industry has great long-term fundamentals — but near-term challenges are SIGNIFICANT
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