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Once again the rough rush at the beginning of the sight was intense, with premiums at least as
high as in March, despite the price increase. The latter was accepted with very little resistance.
However the later part of sight week and the week after showed that the willingness to pay big
premiums is narrowly based and wanes quickly. Despite good polished sales, there is
widespread uneasiness, particularly in Antwerp and Israel, about the sustainability of current
rough prices and demand. An underlying awareness of longer term potential shortage is also
partly responsible for firing up the secondary market.

We believe that stocks in all centres are in very good shape, and cash flow also mainly healthy.

ANTWERP
Things are becoming a little worrying in the rough market, as more than ever it is all about
expectations, not actual performance.

Certain scenarios we see potentially repeating from 2008:

1. Higher polished prices in most areas but in no way are they yet comparable to the
rough price hikes.

2. Increased resistance from retailers and jewellery manufacturers to again pay more for
the polished.

3. A very active market but so far most volume at B2B level, ie.re-stocking of the pipeline.

4. Greece, which could potentially do for some nations what Lehman did for financial
institutions.

As last month, Indian buyers set the market on fire. Especially in the first couple of days of sight
week, premiums were strong, again particularly in better end and larger goods. This no doubt
demonstrates the flexibility of the Indian cutting industry, and it even made Chinese buyers go
weak at the knees.

As usual, premiums softened after a few days. Certain boxes are still available but they don’t
fetch the ‘desired’ premium anymore. More than before, buyers have been trying to get credit
terms of 30-60 days rather than paying cash. This seems to suggest a certain tightening of
liquidity in the market. Early in sight week some had the impression that many sight boxes were
being offered on the market. Looking at it now it is clear that that was a gross exaggeration.

Prices of rough from other producers are strong as well. On average, prices at BHP gained 4%
compared to last month and close to 20% since January. The total volume sold is thought to be
around $140m.

Russian goods were also more expensive, but still sell well in the secondary market. Just as
with DTC, Russian goods sell best as original parcels.

Angola goods are still not around in quantity, apart from some Catoca goods.

Mumbai

India continues to dominate the world’s rough market, and its appetite seems insatiable. Goods
from DTC as well as other miners are being unhesitatingly absorbed here. Boxes like Cubes -
3gr+7 and Mb H -7+5, which were seen by some as weaker than the previous sight were
nevertheless sold at double digit premiums on the open market. Boxes like the Indian Clivage
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and Preparing Cubes also made double digits, even after a price increase. Alrosa goods are not
facing any resistance either.

Historically rough moves relatively slowly in April and May, due to summer holidays, so the
current momentum and premiums come as a surprise to many. The various reasons why the
market doesn’t seem to want to step on the brakes this year are:

a) Most Surat-based factories will not be taking a holiday this summer, as they are afraid
of manpower attrition in the current environment where there is a severe shortage of
workers, and even Hindi-speaking workers from the Bihar belt are difficult to come by.

b) New small-scale manufacturers that have opened up in Surat and its surrounding areas
post-December 2009. The owners of these units come from simple backgrounds and
run their 5 to 6 wheel units with very low overheads. These manufacturers are ready to
pay more for rough and willing to settle for very small profits in order to establish
themselves.

c) Traders of polished and rough, some of who are speculatively buying rough in the hope
of flipping boxes for larger profit in the future.

Tel-Aviv

The growing rough price bubble seems to threaten the industry as the gap between rough and
polished prices continues to grow. Outside rough is no less expensive than 2" hand DTC
boxes, with prices of Russian goods also up. An increased rough supply to the market can
serve to cool down the market.

One of the primary causes of high box premiums is the regular increases of rough prices,
though you could of course throw ‘chicken’ and ‘egg’ into the argument!

Manufacturing boxes at today’s prices is not necessarily profitable after expenses, so people
are tending to wait and/or manufacture slowly in the hope that polished prices will have gone up
in the meantime. This, together with a natural need for more goods as turnovers increase,
means that stocks are rising slowly. The industry is therefore in somewhat of a period of limbo.

New York

Despite the increase in rough prices, particularly the above average increases in the larger
goods, sightholders were, on the whole, unfazed. At the beginning of sight week premiums
remained high. However, as the week wore on, the familiar pattern of weakening premiums
returned. The week following sight has seen premiums remain low and demand for rough on
the secondary market relatively poor. But as has been stated before, with negligible
manufacturing now in New York, weak demand from here is hardly a surprise.

Africa

Clients looked carefully at their boxes. While it is understood that DTC prices were reasonable
compared to the market, clients reported lower than expected colours in the Fine and
Commercial goods. Otherwise no other issues with the assortments.

With the talk of premiums still being realised on boxes in markets such as Antwerp, producer
countries sometimes feel a bit disadvantaged as their beneficiation commitments compel them
to manufacture everything they buy locally. It can be very frustrating to hear that box trading
helps fuel rough demand when in fact it is not reflected in polished demand...
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@ Polished

ANTWERP

Polished is moving in Antwerp, but not booming and some Antwerp companies are still selling
on average, 20% to 25% less than Q1 2008. People feel the current demand is mainly a refilling
of the pipeline as the economic conditions are not such as to assume that there is a significant
pull through downstream. That said, there is a concern that the situation won'’t last and will soon
lead to a new slow down in polished. Dealers of large size polished are buying for stock as they
expect prices to go up further.

While polished sellers are able to gradually push up prices, they all complain about a serious
delay effect; while polished manufacturers are still trying to defend the price increases of
January, a new price hike arrives!

Companies are keeping lean with the lowest possible stock levels. The past year’s crisis
enabled companies to get rid of their old, unsold stocks and many report they enjoy a much
healthier inventory level and composition.

Collection of payments at B2B level has improved while terms are being kept strict. As polished
availability is limited today, sellers can be more selective to whom they sell, hence the quality of
the average customer has improved.

e Good demand for 3 cts SI2+, H+, slower movement in larger sizes

e 1 cts moving well from VVS - I1, |+ colour

e Fancy shapes also moving well, primarily: pear, marquise, (larger) ovals, princess,
cushion

TEL-AVIV

Polished prices appear to have hit a ceiling. Demand is currently relaxed in line with the season.
It appears likely prices will remain more or less at the current level until the holiday season
arrives.

Polished stocks are low in certain high-demand items but higher in most other products. Stocks
are growing due to greater disparity between polished and cost of rough. Price resistance has
increased. If this trend continues liquidity can become an issue again.

Demand is coming from both east and west: Hong Kong/China is steady but America has also
woken up. Traders are becoming increasingly optimistic about the American market as the
economy (hopefully) claws its way out of the recession. Demand from Europe continues to be
weak.

3+ ct moving slowly with significant gaps between buyer’s and seller’s prices
2 cts is slow but 1 ct moving well almost across the board

e <1 ct has mediocre demand. Some demand for pique goods from America. Price
resistance on cleanish goods to the east.

MUMBAI

While the general sentiment in the market is still quite strong, and polished continues to move
strongly, there is resistance building on prices. Given the rising cost of rough and labour, many
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have moved into larger goods creating heavy competition in certificate goods. In contrast, there
are shortages in pique across the board, and especially in smaller American goods.

Domestic purchases are historically slow this time of the year. Speculation that the dollar will
further weaken against the rupee is prompting retailers to delay their purchases.

e 1 ctselling well and prices have stabilized
+/- 6.5 selling well, especially in the high and low end
e Marquise selling well and there is a shortage of tapers and small pique princess cuts

NEW YORK

The US polished market remains healthy with demand coming from retailers and wholesalers
across the country. New Yorkers are finding it increasingly hard to find the goods for the US
market with such strong demand from Asia and India, particularly as they can achieve
somewhat better prices there.

Following good sales over the last few weeks, there is a widespread optimism for a successful
Las Vegas show. We hear of a number of participants who earlier in the year had decided not
to attend the show this year, only to change their minds recently and who are now clamouring
for available space.

No change in demand for +5 cts. Increased demand for 10+ cts.
Good demand for 2-3 cts H/I colour, Sl clarity

e Increased demand for princess as well as cushions cuts. Other fancy shapes relatively
weak.

HONG KONG

Mainland residents, with their wealth bolstered by an economy that grew at its fastest pace
since 2007 in Q4, are visiting Hong Kong in record numbers and spending on luxury. February
retail sales rose 36% from a year earlier, the fastest pace since 1988, the government said.

Tourist arrivals from the Mainland rose 49% in February from a year earlier. Sales at
department stores surged 49% and sales of luxury goods jumped 48%. Remember that China
imposes taxes of at least 30% on cosmetics and 20% on high-end watches, for instance, so
prices are usually higher in the Mainland. Property prices are also being pushed up by Mainland
Chinese, with Mainlanders representing about 19% of the people buying luxury properties, or
homes worth more than HK$ 10m.

The surging prices prompted Hong Kong’s Financial Secretary to warn of a bubble, and he
therefore raised the minimum down-payment required for homes. Spending by Mainlanders
typically makes up about 30% of sales for stores in Central district. Visitors staying overnight
spend more than 70% of their budget on shopping. People expect this to cool down in the
coming months because the Chinese government is taking measurers to slow down economic
growth.

On June the 1* Christies is organizing an important auction for jewels in Hong Kong. The piece
de resistance will no doubt be the superb heart-shaped fancy vivid blue diamond weighing
5.01ct. in a pave-set diamond ring. The ring is estimated between $4.5-7m US.

e 1 ctindemand but strong price resistance. Same with 0.70 ct.
e 0.20 - 0.50 ct moving well, especially with certificates
e -6.5 a bit slower with 0.05 ct moving relatively well
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&@) Retail

EUROPE

The situation in Europe remains bleak. Several European economies are reeling under the
tough economic conditions. Some analysts predict the current problem with Greece is only the
tip of the iceberg and it will soon cause a chain reaction across Europe, affecting new countries.
It is clear that the European consumer is nervous about his/her economic prospects and lacks
the confidence to buy diamond jewellery.

While jewellery demand in US has picked up again, activity in Europe remains soft. More
optimistic sellers are confident that orders for Q3 and Q4 will start to come in from May
onwards. Jewellery manufacturers are in a quandary about how to pass on increased raw
material costs (gold and polished) and the €/$ currency difference (€ plunged to its lowest level
in 14 months) in a market full of resistance. As a result of this, a growing number of customers
delay their payment in the hope that the situation will improve soon.

Looking at the individual countries, retail sales are slow and buyers delay orders if they can or
downgrade quality. The situation in Germany, France and the UK is described as stable,
however average ticket value has dropped and the best movers are often set in silver and lower
end fashion items. Switzerland is ordering quite well at the moment but the range remains very
narrow. There is some demand from Spain, however, it is very specific.

USA

Birks & Mayors Inc. reported a 6% decrease in revenue for its fiscal year ending March 27th.
Sales dropped to $255.1m and the company predicts losses of approx $19m. The jeweller
posted same store sales results down 12% in the US and 1% in Canada but saw an 18% y-0-y
increase in comparable sales during Q4. The company cited higher turn-over on lower margins
as having improved its inventory position and boosted its Q4 revenue by up 29% y-0-y to
$63.6m

Troubled retailer Zale has until the end of May to pay a $6m penalty fee it owes its customer
credit provider Citibank or face losing the facility. The May 31 deadline represents a second
deadline extension for the chain which failed to meet minimum sales targets set out in its
agreement with the bank.

The firm was also linked with further share sales rumours, this time talk of a minority stake
going to private equity firm, Golden Gate Capital Corp. The Zale’s board has previously turned
down cash offers from Apollo Management and been linked to a potential financing deal from
Sun Capital Partners Inc.

Fashion jewellery was one of the strongest performers for Saks 5th Avenue during the 5 week
period ending April 3rd. The company reported sales revenues for the period were up 13.6%
year on year to $238.2m.

Tiffany lost its primary appeal against the US court decision that e-bay could not be held
responsible for copyright infringement by vendors on its websites. Tiffany announced its
disappointment with the decision and said it was considering an appeal the US Supreme Court.

Harry Winston Diamond Corporation reported a $73.2 million annual net loss, a huge swing
from its $70.1 million profit for the equivalent period 2008/09. The losses were at least partially
related to its mining activities however, its retail activities showing a $15.7m loss from total sales
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of $225m (down from $281m). Q4 retail sales were up 4% year on year from $67.3m to $70.2
million. The company said cited strong Asian growth, for the late improved performance.

The U.S. Federal Trade Commission (FTC) has dropped its investigation into the email
marketing activities of online retailer Bidz.com according to the company.

The company was being investigated for breaches of the CAN-SPAM law after accusations that
it did not honour requests to opt-out of its email marketing lists.

The Berkshire Hathaway jewellery retail stable (Helzberg, Ben Bridge and Borsheim’s) saw its
total sales fall 12% in 2009. The holding company also revealed that its jewellery stores had
not made any profit during the period. The famously discolsure shy group does not report
individual companies financial results in dollar terms, however industry analysts believe
Helzberg was, relatively, the better performer in the trio and that overall the trio lost market
share.

HONG KONG AND CHINA

As more vendors flock to China, price pressure mounts. Customers are trying to lock-in vendors
for 3-6 months in order to get price security.

Existing and established players often find it difficult to compete and match new market
entrants’ conditions.

Stocking and re-stocking of the Chinese retail pipeline continues as more retailers expand their
distribution networks.

China’s economy expanded by almost 11% in Q4 2009 and the number of Mainlanders worth at
least CNY 10m ($ 1.47m) rose 6.1% to 875.000.

The first week of May traditionally is a holiday week in China and usually brings people to the
shops. At the same time, government tries hard to slow down the economy and avoid a bubble.
One of the tools is to substantially increase requirements for banks to build up reserves.

On May the 1%, Shanghai World Exhibition opened its doors. Antwerp diamonds and HRD
Awards Collection 2009 will form the centre piece of the Belgian Pavilion. The Antwerp
Diamond Day, organized June 7" will kick off the Antwerp week.

INDIA

Retailing in April and May is slow in India until Aksheya Tritiya, an auspicious day in the Hindu
calendar for purchasing luxury items. Most retailers are gearing up for the annual sale which
either starts or ends on this day. Retailers are positive for the upcoming season, and feel that
with a strong rupee, and positive growth in the stock market, both diamonds and gold will do
well.
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