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4 FINANCIAL RISKS PERTINENT TO THE GROUP

Exchange Rates

The Group receives its revenue in US dollars while its cost base arises in

local currencies based on the various countries within which the Group

operates. The weakening of the US dollar relative to these local currencies

and the volatility of these currencies trading against the US dollar will

impact the Group’s profitability. The impact of the exchange rates and

fluctuations are closely monitored.

Inability to achieve profitability in the medium to long term

The financial impact of the risks that may affect the Group may

individually, or in a combination, affect the ability of the Group to operate

profitably in the medium to long term. The various risk management

processes described above provide a substantial base from which to

assess, monitor and mitigate this risk.

5 GROWTH PLANS

Inability to achieve planned growth

The Group’s growth strategy is based on various studies, cost indications

and future market assumptions. Although due process in assessing the

viability, costs and implementation of these projects is undertaken, risks

with regards cost overruns and/or delays may impact the effective

implementation thereof.

EVENTS SUBSEQUENT TO THE YEAR END

No other fact or circumstance has taken place during the period covered

by the financial statements and up to the date of this report which in

our opinion, is of significance in assessing the state of the Group’s affairs.

CONCLUSION

2011 has begun on an extremely positive note. Not only have rough

diamond prices continued to increase as a result of perceived supply

shortages, but polished prices have too and volumes of trading are

pleasing. Management has been concentrating on delivery of growth

and control of costs. Much effort has been expended on these aspects

of the Company’s activities and it is pleasing to report to shareholders

the fruits of these labours. The Company is very well placed with a

pipeline of opportunities and a balance sheet to fund them.

Clifford Elphick Kevin Burford Alan Ashworth

Chief Executive Chief Financial Chief Operating

Officer Officer Officer

14 March 2011 14 March 2011 14 March 2011



Mineral Resource Management

The Mineral Resource Management function has been developed

throughout 2010 at both the Letšeng and Ellendale mines in recognition

of the importance of this function in measuring the performance and

ensuring the future development of the respective resource bases at

both of these operations.

The Letšeng diamond resource is characterised by the coarsest diamond

size frequency recognised in global kimberlite deposits. As a result of

this, a very high proportion (>80%) of the resource value is contained in

a relatively small proportion of the larger stone sizes, +10.8 carats. These

larger diamonds occur at a grade of approximately only 0.4 carats per

hundred tonnes of kimberlite, which restricts the sampling methods that

can be effectively employed to define and measure this resource. The

Mineral Resource Management and Development strategy at Letšeng

has therefore focused firstly on large ‘bulk samples’ of the ore-body at

current mining levels in different facies and secondly on improving the

geological understanding and continuity of the ore-body at current

levels and with depth.

The Ellendale diamond resource (E9 ore-body) is characterised by

the highest proportion of fancy yellow diamonds occurring in global

kimberlites. These high value diamonds contribute greater than 75% of

the total value extracted from this resource, yet comprise approximately

only 10% of the total carat production, occurring at a grade of just

0.6 carats per hundred tonnes of kimberlite. Similarly to the Letšeng

resource, the Mineral Resource Management and Development

strategy at Ellendale has also focused on large ‘bulk samples’ of the

ore-body at current mining levels and development of the geological

model with depth.

Resource estimates for the Gope kimberlite project were revised in April

2010 in an independent resource statement compiled by Venmyn Rand

(Pty) Ltd. These figures have not been published in this report and are

presented in the resource summary available on the Gem Diamonds

website – www.gemdiamonds.com.

Resource Performance

The resource performance (grade and US$ per carat revenue) is

measured against the end 2009 resource statement estimates (compiled

by independent Competent Persons, Venmyn Rand (Pty) Ltd).

Grade reconciliation is based on expected carat production from

provenance analysis of the various facies loaded and treated on a daily

basis versus actual carats recovered. The US$ per carat revenue

reconciliation is calculated in a similar manner, based on ore provenance

analysis versus the actual revenue recovered from the relevant tender

period. These resource measurements are important in order to highlight

possible resource under/over-performance, process problems, as well as

price gaps due to a changing market environment. (Note that the low

grade historical stockpile treated by contractors at Letšeng is excluded

from the Letšeng reconciliation).

Annual Grade Reconciliation1

� The overall Letšeng 2010 annual grade reconciliation is 98%, or

just 2% below expected (1.46 carats per hundred tonnes actual

versus 1.49 carats per hundred tonnes expected) which indicates that

the resource has performed close to that expected from the

independent resource grade estimations.

� The overall Ellendale 2010 annual grade reconciliation is 91%, or

9% below expected (4.15 carats per hundred tonnes actual versus

4.54 carats per hundred tonnes expected). The shortfall in grade was

due to a combination of plant underperformance and resource

model issues. Corrective procedures have been implemented in the

last quarter of 2010 and an improvement is expected in the first

quarter 2011.

Annual Revenue Reconciliation1

� The overall Letšeng 2010 annual revenue reconciliation is 126%, or

26% above expected (US$2 180/carat actual versus US$1 737/carat

expected). This increase in actual diamond prices is a function of the

recovery of several large +100 carat stones during the course of the

year, an improved Sales and Marketing strategy and a strong

diamond pricing environment.

� The overall Ellendale 2010 annual revenue reconciliation is 106%,

or 6% above expected (US$440 per carat actual versus US$416

per carat expected). A revised increased pricing structure for the

last quarter of 2010 with Tiffany & Co. in conjunction with a

strong diamond price environment contributed to this

revenue performance.

Resource Development Plans

To ensure resource confidence integrity in 2011 and in the future,

resource development plans initiated during 2010 will be further

developed during the course of 2011. The resource development plans

for both Letšeng and Ellendale will comprise increasing the number of

grade samples (and reducing the sample volumes) and compositing the

grade samples for revenue estimate purposes. In addition to this

increased sampling campaign, infill drilling will be conducted at both

operations to improve the integrity of the geological models with depth.

During the course of 2010, extensive infill geological drilling was

conducted at Ellendale on both the E9 and E4 ore-bodies. In addition to

this exploration, drilling on high interest lamproites and exploration

targets is planned. Both of these drilling campaigns will continue in 2011.

Approximately 3 000 metres of infill geological core drilling is planned at

Letšeng, the majority of which is planned for the Main Pipe for 2011.

Mineral Resource Statement Reporting

The Group has changed its resource reporting cycle and has not

included an updated resource statement in this Annual Report. A revised

resource estimate will be completed in the first half of 2011 and updated

on the Gem Diamonds website. For reference to the resource statement

as at 31 December 2009, please refer to the Gem Diamonds website on

www.gemdiamonds.com.

1 All reconciliations are based on annual weighted averages
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Sustainable Development Report

1 Sustainability at Gem Diamonds

Gem Diamonds Limited (GDL) is a global diamond mining company, focussing on the high quality diamond segment of the market in order to

deliver superior returns to its shareholders, create career value for its employees, while conducting its operations in a manner which minimises its

impacts on the receiving environment, Project-Affected Communities (PACs) and other stakeholders. The Group operates its assets with the

understanding that a sustainable business process is of primary importance in the creation of sustainable value for all parties involved in its business,

through the implementation of sound operational practices and execution of the Company’s moral obligations. Gem Diamonds is committed to

the development, implementation and maintenance of internationally recognised standards of health and safety, environmental, social, economic

and business management and strives towards adherence to the International Finance Corporation (IFC) Environmental, Health and Safety (EH&S)

standard. An IFC EH&S audit was conducted at both the Letšeng and Ellendale mines, and both operations achieved a high level of compliance to

the standard. These audits will be conducted periodically for all operating sites.

Due to the variation in operational maturity of the Group’s assets, strategic priorities differ between the sites. However, Group-wide strategic priorities

include continued legal compliance, the creation of a safe and healthy work environment for employees, the reduction of resource consumption,

minimisation of environmental impacts and the optimisation of community benefit derived from the mine. In addition, ensuring adequate and

integrated planning and provision for ongoing and end of life of mine rehabilitation comprises a focus area for the Group.

Data presented in this report covers the Group’s operations based in Lesotho (Letšeng Diamonds (Letšeng) – Letšeng) and Australia (Kimberley

Diamond Company (KDC) – Ellendale), and where relevant, projects under care and maintenance or ongoing development in Indonesia (P.T. Galuh

Cempaka (PTGC) – Cempaka), Central African Republic (CAR) (SOCEMCA – Mambéré), Angola (Chiri) and Botswana (Gope Exploration Company

(GEC) – Gope), as well as the corporate offices based in the United Kingdom (Gem Diamonds Limited (GDL)) and in South Africa (Gem Diamonds

Technical Services (GDTS)), over the period 1 January – 31 December 2010. Although some of the operations are not wholly owned by Gem Diamonds,

the Company has full management responsibility for these operations.

2 Report Parameters

Gem Diamonds has adopted the Global Reporting Initiative (GRI) version 3 (G3) reporting guideline as the framework for its Corporate Social

Responsibility (CSR) programme. The Group published its first annual G3 based Sustainable Development (SD) report in 2008, containing information

on only a limited number of performance indicators (PIs). Subsequently, the GRI CSR monitoring and reporting system has been expanded

on significantly during 2009 and 2010 at the operations as part of the Group’s five year phased implementation programme as is depicted in the

table below.

Performance Indicator (PI) Category 2008 (%) 2009 (%) 2010 (%)

Economic PIs 36.4 45.5 66.6

Environmental PIs 0.0 30.9 63.6

Labour Practices & Decent Work PIs 0.0 31.3 53.3

Human Rights PIs 0.0 55.5 70.0

Society PIs 0.0 62.5 69.2

Product Responsibility PIs 0.0 0.0 0.0

Total PIs 6.0 37.6 53.8

The inclusion of the various aspects which are monitored and reported on at the operations are determined by Gem Diamonds’ management,

in consultation with the country management teams in order to ensure that material aspects are adequately highlighted and addressed across

the Group.

The 2010 reporting scorecard is presented on pages 41 to 44 of this report.

3 HSSE Governance

Health, Safety, Corporate Social Responsibility (CSR) and Environmental (HSSE) matters continue to be managed at the appropriate level in the

organisation, with strategic direction being provided by the HSSE Committee. The Committee reports directly to, and provides assurance to the

Gem Diamonds Board regarding the appropriateness and adequacy of HSSE management. The Committee comprises:

� GA Beevers – Chairman (non-Executive Director)

� M Salamon (Senior Independent Director)

� GE Turner (Chief Legal and Commercial Officer)
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Sustainable Development Report continued

The Committee has remained unchanged since 2008. Attendance at the Committee meetings in 2010 is presented below:

Attendance
15 March 8 June 23 August 23 November

Committee Member 2010 2010 2010 2010

GA Beevers     

M Salmon     

GE Turner     

Quorum Achieved     

Alan Ashworth (Chief Operating Officer) and Anneli Botha (Group HSSE Manager) attend the Committee meetings for reporting purposes, while

André Confavreux (Company Secretary) acts as the Committee Secretary.

4 2010 Key Performance Indicators

The HSSE Committee compiles and approves a list of Key Performance Indicators (KPIs) in consultation with the Group’s operations, in order to

ensure the relevance of HSSE measurement and monitoring. These KPIs focus on measures that will ensure the Group’s continued focus on the

Triple Bottom Line and to flag risk exposures that may affect its Social Licence to Operate.

Target Actual
KPI Description Achieved Achieved Trend*

Achieve zero fatalities Yes Zero �

Lost Time Injury Frequency Rate (LTIFR) – Threshold ceiling of ≤0.40 Yes 0.00 �

Ensure 100% pre-employment medicals are conducted Yes 100%  

Provision of Voluntary Counselling and Testing (VCT) at appropriate operations Yes 100% �

Maintain at least a 4 Star Rating in the external HSSE audit Yes 100% �

Ensure the development of full capability to report on selected GRI PIs by year end across the Group Yes 100%  

Ensure compliance with permitted land clearance authorisations at all time Yes 100% �

Ensure 85% and above compliance to rehabilitation plans Yes 90% �

≤ 1 Major environmental incident in Group Yes Zero �

≤ 1 Major stakeholder complaint/incident Yes Zero �

* Trends assessed in comparison with 2009 financial year. All trends reflected here indicate a desirable move in trend.

5 Gem Diamonds HSSE Management System

The Gem Diamonds HSSE management system has been developed and continues to evolve in a manner that ensures that the Group’s vision

towards sustainable development is embedded into operational practice throughout the Group. The system follows a recognised international

format which is aligned with the ISO standards and the IFC EH&S guideline, but allows for appropriate variations across the operational jurisdictions

in order to ensure compliance with local legislation as well as taking due cognisance of cultural variations.

The HSSE management system focuses on ensuring that the Group’s employees’ and PAC’s health and safety are prioritised, that the receiving

environment is maintained in an acceptable condition for current and future generations, and that the Gem Diamonds Group creates a positive legacy

in its host communities. Group-level policies can be accessed on Gem Diamonds’ website – www.gemdiamonds.com.

5.1 External Assurance

IRCA Global conducted the third set of annual external HSSE audits at Gem Diamonds’ operating entities during late 2010. As in 2009, assets under

care and maintenance did not undergo external audits. In order to ensure consistency of evaluation, the same audit team was used at all the

operations. Letšeng and Ellendale’s performance in these audits over time is indicated below.
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EXTERNAL HSSE AUDIT RESULTS

Although the audit scores remained similar to the 2009 results, the operations’ consolidation of the 2009 audit outcomes and improved HSSE

management practices are evidenced in the record-breaking results achieved in 2010.

A detailed action plan has been compiled for both Letšeng and Ellendale to ensure the implementation of corrective action as required. The external

audits will continue in 2011 for all operational subsidiaries.

6 Our People

Gem Diamonds believes that the organisation’s strength lies in the high quality of people it employs and is able to retain. To this effect, the

organisation places a premium priority on its employees’ work satisfaction. In addition, because many of the Group’s operations are set in remote

locations, every effort is taken to ensure that staff are comfortable and provided with healthy activity options for after hours entertainment.

Gem Diamonds employs a total of 1 735 people (including own and contractor employees) globally1, of which 86% are permanently employed and

the remaining 14% are employed on a temporary basis. Seasonal variation of employment numbers is only applicable at Ellendale in Australia, as no

mining is undertaken from mid-December through to March due to the local wet season, resulting in unsafe mining conditions.

Number of Number of Number of Number of
Own Contractor Permanent Temporary

Country Operation Employees Employees Employees Employees

United Kingdom GDL 5 0 5 0

South Africa GDTS 22 1 22 1

Lesotho Letšeng 178 1 036 1 066 148

Australia Ellendale 220 126 328 18

Indonesia Cempaka 77 9 30 56

Botswana Gope 4 2 6 0

Angola Chiri 34 21 34 21

Total Gem Diamonds 540 1 195 1 491 244

Performance and career reviews for Gem Diamonds’ employees are conducted at the major centres and operations. The format and timing of reviews

are location specific.
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1 Employment figures as at 31 December 2010.
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Sustainable Development Report continued

PERFORMANCE / CAREER REVIEWS 2010

All employees, including own and contractor employees, receive comparable benefits where appropriate and as far as is practicable. Benefits received

by employees vary between host countries and this variation is largely based on legislative requirements of the countries in question. Costs associated

with the said benefits for contractors are included in the total contract cost and provision of these benefits are contractually controlled. Where

operations declare a profit and/or individuals meet set KPIs, discretionary performance-based bonuses are paid to employees. A total of US$6.1 million

was expended on additional employee benefits over and above salary costs. The following table represents the type of benefit per host country.

United South
Benefit Description Kingdom Africa Lesotho Australia Botswana Angola Indonesia

Life insurance – – – – – – –

On site health care (in excess of first aid emergencies)
� � �

– –
� �

–
�

–

External health care/medical aid / / / / / / /

� � � � � � �
Workman’s compensation/similar

� � � � � � �

Disability/invalidity cover under workman’s compensation/similar
� � � � � � �

� � � � � � �

� � � � � �
Maternity/paternity leave

� � � � �
–

�

� �

Retirement provision / / �
� / / �

/ � /

� � � � � � �
Stock ownership/options1

� � � � � � �

� Employees � Contractors – Not provided /Provision included in cost to company package

1. Information regarding stock ownership/options is presented in Note 28 of the Annual Report

Retirement provision at Letšeng takes the form of a mandatory defined contribution plan. A total of 91% of employees qualify for this provision and

the company contributes 7.5% of salaries to each individual employees’ provision. The remaining 9% of staff comprise expatriates, who do not qualify

to partake in the contribution plan. These employees receive an additional salary allowance to invest into their own retirement plan in their country

of origin. The Australian legislative system provides for retirement provision in the form of superannuation at a rate of 9% of employees’ salaries

payable by the Company, while employees may elect the percentage that they themselves contribute within certain legislated limits, depending

on their salary band. 100% of employees in Australia are included in the superannuation benefit. In the CAR, the state taxes employers 18% and
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employees 2% of employees’ gross salaries for retirement benefit provision. At the Cempaka operation, a mandatory retirement benefit of 5.74%

(3.74% paid by the employer and 2% paid by the employee) is in effect for Indonesian citizens (for expat employees, provision is included in their

cost to company packages). GDL, GDTS, GEC and Chiri employees’ retirement contributions are included in employee’s cost to company package.

Gem Diamonds believes that a successful organisation is dependent on attracting the best talent; hence the company materially exceeds minimum

wages in all the host countries where it operates. Minimum wages applies only at the operational sites2. At Letšeng the standard entry wage is 24%

higher than the national sectoral minimum wage for unskilled labour. A variable minimum wage applies at Ellendale and in 2010, staff remuneration

was a minimum of 63% above the Federal Government determined minimum wage. At Chiri in Angola, the minimum wage paid to employees is

217% of the legislated standard entry wage, while employees in CAR received 350% of the legislated standard entry level wages. Cempaka’s lowest

paid employee category currently earns 12% more than minimum wage3.

The majority of Gem Diamonds’ operations are non-unionised, although all employees have the right of freedom of association. Only Letšeng’s major

mining contractor has formal agreements in place with a local union. A total of 5% of staff employed at Letšeng have chosen to join this union. All

of these employees are permanently employed by the contactor and no temporary employees have chosen to join this union in 2010.

A three-day strike by the mining contractor’s staff occurred at Letšeng in 2010. None of Gem Diamonds’ other operations recorded any industrial

action.

Gem Diamonds strongly believes that working in a healthy and safe environment, is a fundamental human right. To ensure that employees are kept

abreast of Safety, Health and Environmental (SHE) hazards, risks and operational changes, both Letšeng and Ellendale conduct compulsory daily tool

box talks/pre-shift briefings. In addition, these meetings facilitate a rotational review of existing SHE processes and procedures and serve as a forum

for discussion regarding SHE concerns and improvements. At operations that are on care and maintenance4 or ongoing project development,

weekly SHE meetings are undertaken. The operations recorded a 100% staff attendance at SHE meetings and 100% of staff are represented at the

SHE Committee Meetings through a system of employee-elected SHE representatives.

Ongoing SHE training at the operations compliments these meetings. Group-wide, a total of 11 420 hours was spent on dedicated SHE training in

order to ensure all employees obtain the required skills to undertake their work in a safe and responsible manner. Gem Diamonds believes strongly

in the empowerment of staff through ongoing skills training and promotes a culture that safety and environmental duty of care starts with each

individual. A breakdown by employee category is presented below.

Employee Category Hours of Dedicated SHE Training

Senior management 252

Middle management 438

Supervisors 1 560

Remaining staff 9 170

Diversity of staff and management representation is considered to be a valuable asset to the Group to ensure diversity of opinion and management

approaches. Detail pertaining to certain diversity factors relevant to the Group’s operational governance bodies is presented below:

Minority
Total Group/
No. of Local Expatriate Age Age Age

Governance Committee Persons Male Female Persons Persons <30 31–50 >51

Letšeng Board 10 8 2 3 7 0 7 3

KDC Board 4 3 1 0 4 0 1 3

Gope Board 5 5 0 1 4 0 2 3

Cempaka Board 4 4 0 0 4 0 1 3

During 2010, Letšeng appointed its first female CEO, Ms Mazvi Maharosa, a Lesotho national, while KDC appointed its first female director,

Ms Lee-Ann de Bruin.

2 GDL, GDTS and Gope are excluded as minimum wages do not apply.

3 As compared to minimum wage for South Kalimantan.

4 Operations on care and maintenance and ongoing project development include Chiri (Angola), Cempaka (Indonesia) and Mambéré (Central African Republic). The Gope

project (Botswana) does not yet comprise a mine site, with only a small complement of staff based in Gaborone.
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Sustainable Development Report continued

7 Health and Safety Report

I care, I protect, I achieve

“Ensuring every tonne is a safe tonne”

During 2010, employees of the Gem Diamonds Group completed 4.3 million man hours. As at year-end, Gem Diamonds’ workforce comprised 540

own employees and 1 195 contractor employees, of which 1 491 were permanent employees, and the remaining 244 were temporary employees.

Gem Diamonds regards any person at its operations as part of its own workforce and therefore ensures equal attention is afforded to each person’s

health and safety. Gem Diamonds continues to promote its philosophy at the operations that no job is important enough to be done in an unsafe

manner and that all accidents are preventable. This philosophy has now become part of the Group’s operational culture and has resulted in 2010

being a record breaking year in terms of health and safety performance.

Incident recording and reporting is conducted in compliance with the International Standards Organisation (ISO) standard. Certain of the applicable

International Labour Organisation (ILO) conventions and guidelines have been ratified by countries in which Gem Diamonds operates. However, all

operations ensure as a minimum standard, compliance with the host country legislation and in addition, apply the same ISO compliant incident

recording and reporting principles.

All health and safety frequency rates are calculated over 200 000 man hours.

Gem Diamonds is pleased to announce that zero fatalities occurred at its operations, bringing the total fatality-free man hours to 14.5 million5.

The Group-wide number of Lost Time Injuries (LTIs) has been reduced significantly since 2007. In 2010, a stringent Group-wide Lost Time Injury

Frequency Rate (LTIFR) ceiling value of 0.40 was set. All expectations were surpassed when the Group achieved its first LTI-free year since listing and

a total of 14 months LTI-free at the end of December 2010, over 5 million man hours.

GROUPWIDE LTIFR TREND 2007  2010
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5 The last fatality that occurred in the Gem Diamonds Group was recorded in March 2008.
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As a result of there being no LTIs at the operations, the Group-wide Severity Rate (SR) has reduced to zero in 2010.

GROUPWIDE SR TREND 2007  2010

Gem Diamonds recorded an absenteeism rate as indicated below. Since there were no injury-induced shifts or days lost, the absentee rate below

only includes sick leave days and days absent without leave.
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Sustainable Development Report continued

In order to ensure that a real risk reduction in terms of injuries at the operations is achieved, Gem Diamonds also commenced monitoring of total/all

injuries in 2010. Although improved reporting of minor injuries has been recorded, it is pleasing to note that the cumulative All Injury Frequency Rate

(AIFR) is continuing on a strong downward trend across all the operations. Minor injuries continue to be analysed on an ongoing basis by body

part and department in order to ensure that the operations actively manage hazards before they result in major harm. Zero injuries were recorded

at Cempaka, Chiri and Gope.

GROUPWIDE AIFR TREND 2008  2010

In addition to actual health and safety incidents, all operations commenced recording of near hits in 2010 as part of the monthly HSSE monitoring

system. A total of 1 589 near hits were recorded in the reporting period. Staff are strongly encouraged to continuously improve on the reporting of

near hits. All near hits are risk rated and high potential near hits are subjected to an incident investigation in order to develop an informed set of

corrective actions that aims to ensure the elimination of the identified hazards which may result in actualised injuries and/or property damage.

Due to the remote location of Gem Diamonds’ operations, each site6 has a fully equipped life support medical facility and is staffed by highly trained

occupational medicine/medical personnel. A total of 5 688 medical cases were recorded at the operational site clinics across the Group in the

reporting period.

Occupational diseases are closely monitored at the operations by the medical teams and such monitoring is based on site-specific occupational and

environmental disease risk profiles. Gem Diamonds recorded zero occupational disease incidents from 2007 to 2009, but recorded two incidents of

chemical burn, one case of temporary noise-induced hearing loss and the other, a case of a previous repetitive strain injury aggravated by the

employee’s work conditions in 2010. In order to address any system shortcomings which may have contributed to these cases, a comprehensive

external occupational health assessment was undertaken at Letšeng, while medical personnel at Ellendale, in consultation with external occupational

health and hygiene experts, conducted a thorough occupational health assessment during the reporting period and hazard and risk exposures

were detailed in the operation’s task-based HSSE risk assessments. Relevant corrective actions were implemented with immediate effect in order to

prevent re-occurrences and/or any other occupational diseases and conditions.

Gem Diamonds continues to monitor trends related to operation specific environmental diseases such as malaria, typhoid, cholera and gastro-

intestinal diseases, in order to ensure that effective measures can be implemented to protect its employees from outbreaks of these diseases.

A total of 24 major property damage incidents7 occurred during the reporting period over a total of 4.8 million machine hours, resulting in a Group-

wide Major Property Damage Frequency Rate (MPDFR) of 1.00, an increase from the MPDFR of 0.70 recorded in 2009. These are detailed per operation

based on the immediate cause that resulted in the damage.
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6 Cempaka has only a first aid medical station, due to the close proximity of a government owned clinic.

7 A major property damage incident comprises damage in excess of US$5 000. This limit however, has been revised for the 2011 reporting period to US$100 000.
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MAJOR PROPERTY DAMAGE INCIDENTS BY CATEGORY

8 Economic Sustainability and Governance

Data pertaining to Gem Diamonds’ financial performance is reported in the financial section of this annual report and is summarised in the Business

Review report on pages 5 to 15.

Gem Diamonds continues to operate its business with the philosophy that the creation of sustainable economic growth for all shareholders and

stakeholders is of vital importance. This philosophy underlies the basis of the Group’s business conduct and is applied to minimise significant impacts

on those who may be materially affected by its operations.

Gem Diamonds continues to comply with host country legislation in the payment of taxes and royalties.

The Government of Lesotho is a 30% shareholder in the Letšeng Diamond Company and is appropriately represented on the Board of Directors. All

capital expenditure at Letšeng is written off immediately for tax purposes. No assistance was received from the Australian government in respect of

KDC in 2010 and the Government is not a shareholder in the Company. No other financial assistance is received from host country governments.

None of Gem Diamonds’ operations make any payments in respect of land use agreements, other than those that may be outlined in operational

mine lease agreements. No in-kind contributions were made to any political parties, politicians and/or related institutions in 2010 by Gem Diamonds.
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8.1 Local & Regional Economic Benefit and Sustainability

The definition of local and regional varies between operations as is outlined below:

Operation PACs Regional National

GDL N/A London United Kingdom

GDTS N/A Johannesburg South Africa

Letšeng District of Mokhotlong Bothe Bothe Lesotho

Ellendale West Kimberley region incl. Broome Western Australia Australia

Cempaka Banjarbaru & Banjarmarsin South Kalimantan Indonesia

Gope Gope, Kaudwane, Lephepe & New Xade Ghanzi District Botswana

Chiri Saurimo Lunda Sul district & Luanda Angola

Mambéré Likaya Village Bangui CAR

Gem Diamonds has spent US$46.3 million on salaries and approximately US$229.0 million on procurement across the operations in 2010. In as far

as is practicable, skills are sourced from the local talent pools, but due to the expert skill requirements associated with mining operations, this is not

always practicable. However, both Letšeng and Ellendale have localisation policies in place and their progress is tracked on a continuous basis. Gem

Diamonds spent US$4.3 million on salaries from employees sourced from the PAC, while US$16.7 million was spent on employees from the regional

talent pool as is indicated in the table below.

Operation PACs (US$) Regional (US$) National (US$)

GDL – – 4 678 619

GDTS – – 4 164 804

Letšeng 38 726 318 726 4 291 959

Ellendale 4 268 806 16 406 733 30 962 298

Cempaka – – 651 846

Gope – – 787 725

Chiri – – 241 065

Mambéré – – 568 888

Total 4 307 532 16 725 459 46 347 204

In addition, local and regional procurement is prioritised to ensure that PACs derive optimal benefit from the Group’s operations being located in

their vicinity. All of the operating sites have compiled policies to ensure that an appropriate strategy for their specific communities is actualised. The

country of Lesotho measures only approximately 30 000 km2, resulting in the country being highly dependent on South Africa for skills and services.

A total of US$25.9 million was spent on procurement in the PACs Group-wide, while US$70.1 million was spent with regional suppliers as is indicated

in the table below.

Operation PACs(US$) Regional(US$) National(US$)

GDL – – 2 477 352

GDTS – – 3 235 026

Letšeng 8 890 937 – 87 883 839

Ellendale 16 796 366 70 038 516 133 551 454

Cempaka 221 852 149 683 375 554

Gope – – 910 548

Chiri – – 210 188

Mambéré – – 369 533

Total 25 909 155 70 188 199 229 013 494
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8.2 Bribery, Corruption & Anti-Competitive Behaviour

Zero alerts in respect of bribery, corruption and/or suspicious behaviour were reported to Gem Diamonds’ independent international reporting

hotline in 2010. Given the promulgation of the United Kingdom Bribery Act, policies regarding corruption and bribery have been reviewed Group-

wide and all employees retrained in order to ensure a reduction in non-compliance risks. Changes to the legislation are expected to be enacted

in October 2011 and as a result, these policies will be re-evaluated in early 2011 to ensure that the implementation of such changes are undertaken

in an acceptable manner in each of the subsidiaries’ jurisdictions.

No notices of anti-competitive behaviour, anti-trust and/or monopoly practices have been lodged against Gem Diamonds since the inception of

the Company, and no legal action in this regard has ever been brought against the Group. Gem Diamonds supports a competitive business

environment based on ethical and sustainable differentiation from its competitors in the rough diamond industry.

9 Our Communities

Gem Diamonds continues to prioritise the relationship it has with its PACs and the regions in which the Company continues to have a material impact.

9.1 Corporate Social Investment

Corporate Social Investment (CSI) remains focused on health, education, infrastructure, small to medium enterprises (SMEs) and limited donations.

It has to be noted that two new categories were added to the CSI classification in 2010 in order to improve recording and reporting. Both regional

environmental donations and other costs associated with CSI (such as subject matter expert consulting fees) were previously included in the

donations category. During late 2009 and throughout 2010, both Letšeng and Ellendale undertook detailed community needs analyses in order to

identify where the operations could optimally contribute to the sustainable development of their communities while ensuring independence from

the mining operations. A three-year strategy was developed for each operation to implement these programmes and was approved by each

operation’s local board.

A brief description of projects undertaken during 2010 is outlined below per operation. Group-wide expenditure (in US$) to actualise these projects

is presented below and compared with 2008 and 2009.

Regional Other Costs
Environmental Associated

Year Health Education Infrastructure SMEs Initiatives Donations with CSI Total

2008 29 391 124 129 993 895 5 276 – 227 780 – 1 380 471

2009 32 022 155 854 272 536 67 721 – 209 584 – 737 717

2010 8 146 257 408 251 537 51 568 27 501 95 986 12 496 704 642

Health Projects

Ellendale supports the Healthy Lifestyles project in the Bunuba Aboriginal community of Fitzroy Crossing. Alcoholism, drug use and non-completion

of schooling are just some of the challenges faced by the indigenous people of the Kimberley region. In response to these social problems, the

Healthy Lifestyles programme was developed by several role players in conjunction with the Government of Australia. The programme encourages

young people to remain in school until year 12, maintain a drug and alcohol free lifestyle and to essentially break the poverty cycle. The programme

also provides continuous education and social support to maintain these healthy lifestyles, enable community building and promote and encourage

leadership development. Young men are rewarded by qualifying to join one of the local Aussie Rules football teams and partake in the CKFL Kimberley

Diamonds Company Premiership Cup competition. The Ellendale Social Club Initiative (ESKI), a club functioning solely on donations from Ellendale’s

staff, sponsored team sportswear in 2010 which resulted in great team spirit and pride. Young women are rewarded by qualifying to join the Kimberley

Girl programme, which aims to empower these girls through the teaching of skills such as grooming and deportment, job readiness and confidence

building. Ellendale has committed AU$25 000 for the next two to three years depending on the life of mine.

The Cempaka operation upgraded an existing maternal and paediatric healthcare facility in the Guntung Manggis village, including formalising the

ablution facilities and supply of medical equipment. The facility is serviced by State paramedics and the upgrade of the facility has drastically improved

the medical care for the PAC’s mothers and young children. The operation also donated much needed maternity ward equipment to the local

hospitals of the three villages surrounding the project site.

Education Projects

Since 2006, Letšeng has been offering full scholarships to Basotho students for tertiary qualifications relating to the development of Lesotho’s natural

resources and aims to foster social and economic development that will sustain communities well beyond the life of the mine. Applicants undergo

a rigorous assessment process before bursaries are awarded in order to ensure that the students selected are worthy ambassadors for their nation

and for the Company. The students attend some of the best universities in South Africa. To date, 32 scholarships have been awarded to 28 students

as indicated in the table below. Four of the former students are now employed at Letšeng, while eight are in the process of completing
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their educational internship programmes. Two of the former students are working for other companies and the remaining 14 students continue with

their studies.

Diploma,
B-Tech and Post

Graduate Post Graduate
Course Diploma Level Degree Level Degree Level

Accounting 1 3

Applied Science 1

Chemical Engineering 1 1

Electrical Engineering 3

Engineering Management 1

Environmental science/health 2 1

General Engineering 2

Geology 2 2

Internal Auditing 1

Mechatronics 2

Mineral Process Engineering 2

Mining Engineering 2 5

TOTAL 8 15 9

Letšeng hosts an annual golf day, the Letšeng Diamonds Classic, to raise funds to support vulnerable children in the Mokhotlong district who are

affected by HIV/Aids – either living with, or who are orphaned by the disease. In 2010, proceeds from the golf day were used to provide 180 girls with

school shoes and shawls, and 142 boys with school shoes and a pair of gum boots each.

Ellendale supported the Western Australian School of Mines 2010 International Collegiate Mining Competition and New Leaders Conference and

provided educational material to the Leave No Trace eco-tourism initiative. Several donations were made to other regional educational institutions

and initiatives.

The Ellendale operation places a strong focus on indigenous people’s employment. Throughout most of 2010, 8% of the total workforce consisted

of indigenous people. Ellendale has now set a target for 2011 of 15%. A total of 58 indigenous people partook in the initial screening process for the

2010/2011 Indigenous Trainee Programme and 15 trainees entered the programme. The intensive work readiness training and indigenous mentoring

commenced in November 2010 and comprises on the job training and formal training through the completion of the Certificate 1 in Mining

Resources and selected units of the Certificate 2 in Business skills. The programme is a joint venture between South Metropolitan Youth Link (SMYL)

community services, Bunuba Inc. and KDC. After successful completion of the course, it is expected that a significant number of trainees will find

permanent employment with Ellendale. Some trainees have expressed a desire to complete further training, while others will take the skills learnt

back to their communities. It should be noted that the excellent work undertaken by the operation regarding their indigenous people’s employment

training programme, has resulted in commendation from the Chamber of Minerals and Energy of Western Australia. The operation also invested

strongly in a complete review of the Cross Cultural Awareness training package. The revision comprised a combined effort between Ellendale staff,

Bunuba custodians and the Kimberley Technical and Further Education institute (TAFE) and will be rolled out to all employees in 2011.

KDC also donated funds to the Kimberley Aboriginal Law and Culture Centre (KALACC) to facilitate Law Time retreat and ceremony for members of

the Bunuba community, where community members are trained in Aboriginal common law and initiated in this respect. This is an important

community event that ensures the passing on of Aboriginal culture and principles to younger generations.

Despite the Cempaka operation still being on care and maintenance throughout 2010, Gem Diamonds remains committed to supporting its PACs.

Cempaka has donated 12 new computers and a printer to a state run elementary school in Palam village. The school has 100 learners, the majority

of whom previously did not have any access to computers. Another computer was donated for administration purposes to a junior secondary school

that has approximately 70 learners in the Istiaqomah village. A boundary wall was constructed around another school in the Guntung Manggis

village in order to improve safety for the school-going children. The construction of a perimeter fence and main gate of Madrasah Istiaqomah in

Guntung Manggis village was nearing completion by the end of December. The operation also donated a large number of text books to the two

previously mentioned schools. The books cover their entire curriculum and are held in the school library in order to ensure access for all the learners.

In addition, digital projectors, fans and garbage bins were provided to these two schools.
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Despite the Mambéré operation in CAR being placed on care and maintenance in 2009, a donation of equipment was made to the primary school

which was constructed by the operation during 2008/2009.

Infrastructure Projects

Since the start of 2010, Letšeng has conducted ongoing monthly maintenance on a 28km section of the sole access road for the district of

Mokhotlong – a critical socio-economic life line for the approximately 98 000 people residing in the region. Other sections of the same road were

upgraded and/or maintained by Letšeng during 2010. The 18 km access road to the community owned and operated eco-tourism facilities,

Molaraneng lodge and ‘Mapoka camp site, constructed by Letšeng and its contractor Alluvial Ventures, in 2008, was upgraded during 2010. This road

is also the only road servicing the entire Khubelu Valley village.

In 2009, Letšeng completed the construction of the ‘Mapoka footbridge and in 2010, the operation completed the construction of a second

footbridge, this time in the Molaraneng village. These bridges enable school children safe crossing of a local river which swells to dangerous levels

during the rainy season and allows the community safe access to surrounding villages. Both these bridges were constructed as a result of ongoing

stakeholder consultations.

Cempaka facilitated a major upgrade of the Bankal village mosque during 2010.

SME Projects

In Lesotho, upgrades were undertaken at the Molaraneng lodge and ‘Mapoka campsite to improve the efficiency of the eco-friendly energy systems

in order to reduce operational costs and thereby increase the community’s profit from the facilities. Letšeng continues to supplement PAC’s staff

salaries for the operation of the lodge and campsite until the skills transfer between the temporary operators and the community is completed and

the facilities can be independently operated by the community. During the 2010 winter, the Khubelu valley experienced a significant drought.

Letšeng received a request from the Khubelu valley community to assist them in the construction of a new well. This water supply project was

successfully completed in the fourth quarter of 2010.

One of the projects identified during the Letšeng community needs analysis (and subsequently included into the integrated 3 year CSI plan) is the

formalisation of the wool and mohair industry in the Mokhotlong district. The project will comprise the upgrade and formalisation of existing

infrastructure and systems, construction of new infrastructure and the skills development and education of subsistence farmers. Based on the current

population of farmers in the district, 5 300 people could be directly (26 455 people indirectly) benefitted by the project. The project will commence

in all earnest in 2011 with the construction of two woolsheds in early 2011. All equipment for these two sheds was purchased in December 2010.

The vegetable farming projects in the villages surrounding the Cempaka operation are continuing successfully. Cempaka donated funds to a local

co-operative to extend the farmers’ loan facility to enable farmers to purchase tools, implements, seeds, seedlings and fertilisers. The majority of the

twenty previously funded farmers are now sustainably producing a variety of vegetables.

In 2009, a freshwater eel project was developed and implemented in the Guntung Manggis village close to the mine. However, the project did

not achieve the desired success and sustainability, and was subsequently converted into a catfish farm in 2010 with the additional assistance of

the local government. Within three months, the thirty farmers directly involved in the project were able to undertake their first harvest. The success

of the project attracted attention from far and wide, resulting in the first harvest being celebrated through a formal ceremony sponsored by the

local government.

Regional Environmental Initiative Projects

Gem Diamonds made a significant contribution to the Jane Goodall Institute to effect the relocation of a female chimpanzee, Claudine, to the Chimp

Eden Sanctuary in Nelspruit (South Africa). Claudine was rescued by operational staff in the CAR in 2008 after her family was killed in the ongoing

bush meat trade. She has now been placed in a family group and will undergo rehabilitation at the sanctuary in order to give her as normal a life as

is possible after her removal from the wild. A television documentary is currently being made about her relocation/rescue mission, highlighting the

plight of these critically endangered primates in Africa as a result of the ongoing bush meat trade. Throughout the rescue mission, all Convention

on International Trade in Endangered Species (CITES) regulations and protocols were strictly adhered to.

Ellendale continues to support regional environmental initiatives such as Leave No Trace; Toad Busters; the Chelonia Wildlife Rescue; Rehabilitation

& Release foundation; and Environs Kimberley. These initiatives are selected based on their direct positive impact on the environmental health of the

project site and surrounding areas. The wallaby enclosure on site continues to serve as a pre-release facility for wallabies which have required rescue

and rehabilitation.
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Donations

Various donations were made during 2010 by all the operations and the focus was placed largely on cultural enhancement initiatives. This included

the sponsoring of the Garduwa Festival and Boab Festival which showcases Aboriginal and other local cultures. Letšeng supported the South African

Women’s Association in celebration of Women’s Month and the operation continued to sponsor the annual Mokhotlong High Altitude

Summer Marathon.

In Botswana, Gope Exploration Company (GEC) sponsored the Western Kgalagadi Conservation Corridor (WKCC) Festival, which is organised by

Conservation International, Botswana Tourism Organisation and the Western Kgalagadi Cultural Association in October 2010. The festival forms

part of a comprehensive programme to establish a formally conserved wildlife corridor between the Kgalagadi Transfrontier Park and the Central

Kalahari Game Reserve (CKGR), while at the same time addressing the needs of local people through the development of a viable tourism industry.

The festival showcases the San culture and provides an opportunity for the nomadic community to strengthen important ties to other clans.

9.2 Stakeholder Communication and Engagement

Gem Diamonds continues to place a high priority on ensuring clear, transparent and informative communication with its stakeholders, including

regulators, PACs and other interested and affected parties. All of Gem Diamonds’ operations continue to maintain excellent relations with their

stakeholders and regularly meet with various stakeholder groups to exchange information that may be of use either in optimising benefits to

stakeholders and the operations, reach agreement on mitigation measures and/or management practices related to potential negative impacts and

to ensure ongoing goodwill relationships.

Limited discussions were held with the stakeholders of the Gope project during 2010, although all of the relevant stakeholders were kept abreast

of progression of the issuing of the operation’s mining licence. However, this will be a particular area of focus in 2011 for both GEC and Gem Diamonds

as a whole. An extensive body of work was undertaken in 2010 to ensure that if and when the Government of Botswana issued GEC with a mining

licence, consultations regarding the proposed Community Trust, CSI projects, PAC employment and other relevant aspects could commence with

immediate effect. Gem Diamonds remains excited about continuing its excellent relations with the PACs of Gope and looks forward to delivering

on promises made during the pre-feasibility and Social and Environmental Impact Assessment (SEIA) phases.

10 Environmental Sustainability

Environmental sustainability remains a major area of focus for all of Gem Diamonds’ operations. All operations have legally compliant Environmental

Management Plans (EMPs), extensive environmental monitoring programmes and waste management programmes in place. Total environmental

expenditure8, exclusive of general operational expenditure, amounted to US$1.4 million in 2010.

10.1 Environmental Incidents

Gem Diamonds is pleased to report that for a second consecutive year, no major environmental incidents have occurred at any of the Group’s

operations. Three significant environmental incidents were, however, recorded at the operations in 2010.

A waste oil tank spillage comprising approximately 250 litres, occurred at Letšeng in December. The oil was removed from the area and affected soils

treated at the onsite soil bioremediation area.

Two incidents occurred at Ellendale during the reporting period, involving i) a tailings spill of 40 m3; and ii) the merging of water from an ephemeral

wetland and the return-water dam, both of which have been reported to the relevant authorities. Clean up operations were completed to the

satisfaction of all parties and as there are no enduring effects on the environment, the matters have been satisfactorily closed out.

Gem Diamonds continually assesses all environmental incidents by category and has identified a rising trend in minor hydrocarbon spillages at

both Letšeng and Ellendale. As a result, a 10% reduction in hydrocarbon spills was selected as a corporate KPI for 2011 in order for the operations to

apply adequate focus to these types of incidents.

10.2 Resource Consumption and Management

Gem Diamonds remains conscious of resource consumption and as a result, has developed and implemented several optimisation programmes in

2010 – mostly related to energy consumption.

The operations continue to closely monitor the quantities of resources consumed. The major resources utilised at the operations comprise

diamondiferous ore, waste rock, water and diesel.
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As in 2009, mining was only undertaken at Letšeng and at Ellendale’s E9 section and tonnages are presented in the table below.

Letšeng Ellendale
Aspect (tonnes) 2008 2009 2010 2008 2009 2010

Ore 7 034 017 7 459 706 7 419 610 9 397 219 4 080 076 3 803 559

Waste Rock 8 719 443 8 072 032 11 676 931 14 821 017 3 956 957 4 794 748

Total Mined 15 753 460 15 531 738 19 096 541 24 218 236 8 037 033 8 598 307

Ore Treated 6 604 163 7 549 386 7 557 079 8 310 152 4 159 482 4 016 338

Diamond mining is regarded as one of the cleanest forms of mining as mineral liberation comprises crushing, screening, washing, and at both

Letšeng and Ellendale, Dense Medium Separation (DMS). DMS is a process that utilises inert Ferro Silicon (FeSi) to separate the more dense diamonds

from the lighter waste rock. These mineral liberation processes utilise large quantities of water which is contained in a closed loop system in as far

as possible at Gem Diamonds’ operations in order to optimise water recycling. Water consumption since 2008 at Letšeng and Ellendale is presented

below. The water consumption trend at Letšeng has been consistently upward due to increased production, while Ellendale has seen an increase

in water consumption in 2010 due to the construction of a new slimes dam cell – a process that consumes large volumes of water. Group-wide, water

used from municipal sources comprised a low 61 m3 in 2010, while Group-wide total water consumption totalled 15.5 million cubic meters, a 28%

increase from 20099.

WATER CONSUMPTION M3 2008  2010
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Operations draw water from sources including groundwater, natural surface water and from operational sources (recycled process water). Total

Group-wide water consumption per source is depicted below.

TOTAL WATER CONSUMED BY SOURCE M3 2009  2010

Water consumption at Gem Diamonds’ operations is also monitored in respect of the volume of water utilised per tonne treated as indicated below.
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A major water recycling optimisation project was undertaken at Letšeng in 2010. A purpose built water purification plant was constructed to treat

water from the existing slimes dam as well as water from the Main pipe open pit. As at December 2010, up to 95% of the slimes dam return water

is utilised for mineral processing, as indicated in the graph below. This has dramatically reduced water consumption from the operation’s clean-

water dam. Some system modifications are still underway in order to ensure consistent optimisation results.

WATER CONSUMPTION FROM CLEANWATER DAM

Mining at Gem Diamonds’ operations is undertaken in the form of open pit mining, which comprises drilling, blasting, loading and hauling. Given

this system, all of Gem Diamonds’ operations consumed high volumes of diesel in 2010. In total, the Group consumed 23 million litres of diesel in

2010. Although Ellendale is a smaller operation than Letšeng, the operation consumes more diesel as all electricity is generated by means of onsite

diesel generators due to the absence of bulk electricity in the vicinity of the operation.

DIESEL CONSUMPTION LITRES PER OPERATIONS 2008  2010
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The volume of diesel consumed at Letšeng has been steadily increasing from 2008 to 2010 due to an expansion in production. In addition, with both

the Satellite and Main pipes deepening, the volume of diesel per tonne mined has also been increasing steadily since 2008 (refer to graph below).

At Ellendale, the volume of diesel consumed per annum decreased significantly from 2008 to 2009 due to the E4 operation being placed on care

and maintenance. However, due to operational expansion at the E9 section, diesel consumption per tonne mined peaked in 2009. Diesel consumption

at the remaining operations has been significantly reduced due to the operations and projects remaining on care and maintenance.

DIESEL CONSUMPTION LITRES PER TONNE MINED 2008  2010

Other non-renewable energy sources comprise a small portion of energy consumption, with 10.5 million litres of petrol and Liquid Petroleum Gas

(LPG) being consumed Group-wide in 2010.

Gem Diamonds’ operations consumed a total of 151 757 614 KWh electricity from third party bulk electricity suppliers (i.e. indirect energy) as

compared to 1 071 240 KWh in 2009 and 1 053 519 KWh in 2008. At Ellendale, 21 262 588 KWh electricity was generated by use of the onsite diesel

generators in 2010. No other direct energy is produced and none of the electricity generated by Ellendale is sold.

Gem Diamonds’ operations consumed a total of 508 768 litres of oils, while 1 156 tonnes of ferro-silicon (FeSi) was used in the dense media plants

in 2010.

10.3 Biodiversity

Gem Diamonds’ operations are set in some of the most beautiful areas within varied and pristine biomes. As a responsible corporate citizen, Gem

Diamonds takes the utmost care to minimise its operational footprints and to develop and implement extensive and well researched EMPs and

programmes to ensure its negative impacts on the receiving environment and its biodiversity are minimised.
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Letšeng 

Key

2009

2010

Ellendale

0.43
0.49 0.51

0.87

1.58
1.53

GEM DIAMONDS   ANNUAL REPORT 2010



35

Additional
Total Land Area Percentage of

Owned/Leased Area Disturbed Disturbed in Total Land
(in hectares) (in hectares) 2010 Disturbed

Operation Biome (end 2010) (end 2009) (in hectares) (end 2010)

Letšeng Alpine 1 674 203 35 14.2%

Ellendale Tropical

Savannah 70 280 1 213 13 1.7%

Cempaka Marsh land 747 314* – 42.0%

Chiri Savannah 103 3 – 2.9%

Gope Desert 4 500 2 – 0.04%

Mambéré Riverine and

tropical rainforest 85 500 3 – 0.004%

TOTAL 162 804 1 738 48 1.10%

* Detailed surveys conducted at Cempaka to determine the exact area of land that was disturbed by mining activities and has led to adjustments from those reported in the

2009 Sustainable Development report.

Gem Diamonds has conducted extensive investigations into its operations’ impact on biodiversity. Apart from diamond mining being a clean form

of mining, the geochemistry of the Letšeng and Ellendale deposits are largely benign to the environment. There are no leachates at these operations

which may result in negative environmental impacts. All mining waste material is contained according to host country legislation as well as

international best practice standards where applicable. The only potentially negative environmental impact which may result from the mining waste

material is from suspended solids that may be released in water discharges from the operations.

No water sources are significantly10 affected through withdrawal of water at any of Gem Diamonds’ operations. At Letšeng, water is abstracted from

the purpose-built clean-water dam which contains all surface runoff water generated at the site and which forms part of the operation’s closed loop

water system. The dam has a 4.5 million m3 capacity. At Ellendale, water is abstracted from the Grant aquifer. The Grant aquifer is an extensive regional

aquifer, underlying in excess of 300 000 km2 of the Canning basin in Western Australia. The water table is situated at 50 meters below ground level

(mbgl) and extends to approximately 350 mbgl in the vicinity of Ellendale. The aquifer extends to as much as 2 400 mbgl in other areas. Based on

the operation’s detailed current groundwater model, the operation would withdraw only 0.002% of the affected aquifer compartment should the

total authorised volume be abstracted per annum. Ellendale currently abstracts only about 10% of its authorised quantities.

Neither of these water bodies support any endangered fauna and/or flora, nor do they comprise sources to any RAMSAR11 listed wetlands.

2010 was a year in which extensive focus was given to the development of integrated rehabilitation plans. Each operating site compiled a

comprehensive plan that optimises ongoing rehabilitation during the operational phase in such a manner that it will effortlessly integrate with the

End of Life of Mine (ELOM) closure objectives and plan. This has the benefit that the environment is restored to the ELOM objective state as soon as

is practicable, as well as limit the cost implications and escalations of leaving rehabilitation until the post-operational phase. In addition, it enhances

the care with which new land is disturbed as the cost implications become tangible. Due to the short remaining life of mine at Ellendale, rehabilitation

has been a particular focus at this operation. Environmental rehabilitation liability as at 31 December 2010 is presented in the table below.

Operation Site Total (US$)

Chiri 240 000

Ellendale 18 233 130

Gope 43 059

Mambéré –

Cempaka 1 483 917

Letšeng 13 525 996

TOTAL 33 526 102

During 2010, ongoing rehabilitation was undertaken at both Ellendale and Cempaka. However, due to the long turnaround time of this rehabilitation

and restoration, no areas have achieved signed off closure with the competent authorities. At the Mambéré operation in CAR, final sign-off from the

competent authorities was achieved subsequent to full restoration of the previously disturbed areas.
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At Ellendale, approximately 750 ha of the mining lease at the E4 operation is overlapped by the Oscar Range Conservation Park. This conservation

park was established post the granting of the mining licence and covers a total area of 41 371 ha. This area is accessible to a limited number of

employees for environmental monitoring purposes only.

The Gope project site is located in the CKGR. As a result, the SEIA that was completed and approved in August 2008 was undertaken in such a

manner as to ensure that the operation would comply with the IFC EH&S standard. Special care was taken to ensure that every possible measure is

implemented to mitigate negative impacts on bio-diversity and the project-affected communities. A total of 212 animal species were identified

within the Gope Project Site, of which five species are listed as vulnerable species on the red data list in Botswana (International Union for the

Conservation of Nature and Natural Resources (IUCN) red data list). These species are White-headed vulture (Aegypius occipitalis), Lappet-Faced

Vulture (Aegypius tracheliotos), White-backed Vulture (Gyps africanus), Lesser Kestrel (Falco naumanni) and Lion (Panthera Leo). Most of the other

species are widespread and found through most of Botswana – species linked to the habitat types available in the Gope Project Site are unlikely to

be restricted in range of habitat preferences since there are no significantly restricted habitat characteristics found within the Gope Project Site.

At Letšeng, a total of six endangered species occur, including Aloe Marlothi (Sebaea marlothii), Crane’s bill (Geranium multisectum & pulchrum),

Rhodohypoxis deflexa, Moraea alticola and Agrostis subulifolia. Four vulnerable species, including the Bald Ibis (Geronticus calvus), Cape vulture (Gyps

coprotheres), Black harrier (Circus maurus) and the Lesser kestrel (Falco naumanni) have been identified, while 129 species of least concern have been

identified.

At Ellendale, one species, Gouldian Finch (Erythrura gouldiae) has been recorded as being endangered, three as vulnerable, Wambenger (Phascogale

tapoatafa pirata), Bilby (Macrotis lagotis) and Ghost Bat (Macroderma gigas), while six have been classed as near threatened: Common Bentwing-bat

(Miniopterus schreibersii), Star Finch (Neochmia ruficauda), Grey Falcon (Falco hypoleucos), Bush Stone-curlew (Burhinus grallarius), Chestnut-backed

Button Quail (Turnix castanota) and the Australian Bustard (Ardeotis australis). Another 175 species of least concern have been identified.

10.4 Waste Management

All of Gem Diamonds’ operations are located in remote areas resulting in the need to optimise waste management at source. All operations have

detailed waste management plans in place which stringently follow the standard waste hierarchy.

The following waste disposal (in kilograms) took place in 2010.

Waste Type Letšeng Ellendale Cempaka Gope Mambéré Chiri

General Waste 138 349 1 078 000 7 344 – 1 200 3 600

Industrial Waste 137 500 760 000 – – – 6 100

Medical Waste 190 – – – – –

Hazardous Waste 4 428 – – – – –

Waste Incinerated 18 299 – – – – –

Waste Recycled 82 338 62 628 – – – –

During 2010, only Ellendale undertook on-site land filling of domestic and general waste material that could not be recycled, while at Letšeng, such

wastes are incinerated. Medical waste, when generated at the operations, is disposed of at licensed facilities – Seboche Hospital (Lesotho) and Derby

Hospital (Australia). Limited radioactive sources are present at both Letšeng and Ellendale and all related legislation is closely followed in the removal

of these sources from Gem Diamonds’ sites. During 2010, no radioactive material was removed from any of Gem Diamonds’ operations.

No transboundary movement of hazardous waste took place in 2010 and therefore the Basel Convention was not applicable to Gem Diamonds’

operations during the reporting period.

The following mining waste disposal (in tonnes) was recorded in 2010. No mining waste was generated at any of the other operations as no active

mining took place during the reporting period.

Waste Type Letšeng Ellendale

Slimes (Fines) Disposed 1 861 035 1 538 565

Tailings (Coarse) Disposed 3 619 820 2 478 308

Waste Rock Disposed 11 676 931 4 794 748

All mining waste structures, including waste rock dumps, tailings dumps and slimes dams, are designed and maintained to international best practice

standards. All the structures are monitored according to host country legislative requirements.
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10.5 Emissions

Gem Diamonds believes that each individual and organisation has a role to play in combating climate change in order to leave a planet for our future

generations that can sustainably provide for them. Extensive research was undertaken over a two year period at the Letšeng operation, where a

number of fuel additives were tested in order to determine the best strategy going forward. Results have shown that a fleet-wide fuel saving of

between 8% – 10% (depending on the type of equipment) would be achieved, resulting in a major cost saving to the operation. This would result

in a direct carbon emission saving of up to 2 612 tonnes carbon equivalent (COe) and a reduction of up to 35% in opacity, amongst other emission

reductions. In late 2010, the additive project was rolled out site wide at Letšeng and will be duplicated at other operations over time, where feasible.

This is the first project of its kind at a mine in Southern Africa.

Letšeng has also undertaken several other projects focussing on energy conservation. These include the installation of Power Factor Correction

(PFC) equipment to improve the operation’s electricity power factor from 84.5% to 95%. This has resulted in a 10% reduction in the demand

requirement. In addition, improved metering was installed to ensure appropriate recording of electricity consumption and a sequential load control

system was installed. Energy consumption in respect of heating has been reduced by 25% through the installation of heater time controllers, while

a 50% energy saving will be achieved once all heaters have been removed from the operation and replaced with under tile heating. Letšeng

has replaced the light bulbs in approximately 600 accommodation units with 6 watt micro chip technology Light Emitting Diode (LED) lights which

will reduce interior lighting energy consumption by as much as 80%. Traditional street lighting was replaced with high mast LEDs, resulting in

a 50% energy saving on this lighting category. In addition, the particular LEDs being used at Letšeng are 92% recyclable, with zero heavy metals

and other harmful chemical components. In late 2010, both Ellendale and Gope were investigating the implementation of the similar technology.

These initiatives will result in a significant cost saving to the operation, while reducing the total energy consumption at the operation by

approximately 19%.

Ellendale partakes in the Australian government facilitated Energy Efficiency Opportunities (EEO) initiative. The operation has identified and publicly

reported on three significant opportunities that are currently being investigated. These comprise the modification and/or retrofitting of pumps in

the operation’s groundwater abstraction borefield in order to optimise pumping efficiencies; the automation of the 13 mobile lighting plants

currently in operation at the E9 section and the conversion of in-cabin air conditioners on the operation’s mining fleet to enable operators to switch

off the vehicle’s engines while maintaining an acceptable cabin temperature.

The operation’s carbon footprint related to direct emissions in 2010 is presented below.

LETSENG CARBON FOOTPRINT 2009  2010 TONNES
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ELLENDALE CARBON FOOTPRINT 2009  2010

A marked increase in carbon footprint was recorded at Ellendale due to production increases which came into effect in 2009, coupled by changes

in the reporting parameters stipulated by the Australian government, such as the inclusion of stationary equipment.

10.6 Effluents

Both Letšeng and Ellendale have been designed as such to contain all water in closed loop systems to optimise water recycling and to limit any

impacts associated with suspended solids on the receiving environment.

However, starting in late 2009 and continuing into early 2010, dewatering of the Main pipe at Letšeng was undertaken in preparation to restart

mining in the Main pipe. A total of 1 159 647 m3 water was released over 12 months. Water was released into a series of three settling ponds located

in the Khubelu valley and treated with a chemically inert flocculent in order to enhance the settling of suspended solids to ensure compliance with

the legislated limit. The flow of this release was carefully controlled to ensure that the impact on the receiving Khubelu river system was limited to

within acceptable levels. In addition, daily monitoring of the effluent for various chemical parameters was undertaken to ensure compliance.

Throughout the 12 months of controlled release, only one uncontrolled release incident occured. No negative environmental impacts resulted.

During the construction of the new Patiseng valley slimes dam, two incidents were recorded where water was released in an uncontrolled manner

from settling ponds downstream of the construction site. There were no negative impacts upon the receiving environment.

The only effluent release at Ellendale is detailed in section 10.1.

11 Legal Compliance

Compliance to host country legislation is regarded as a minimum standard for all Gem Diamonds’ operations. To this effect, both Letšeng and

Ellendale have compiled detailed SHE legal registers during 2010. Letšeng undertook its first external legal compliance audit and scored high in terms

of the level of compliance, with no major non-compliances being identified. However, some areas for improvement were identified and are

systematically being addressed at operational level as a matter of priority. Ellendale will conduct its first external legal compliance audit in early 2011.

It has to be noted that an extensive SHE audit was conducted by relevant government departments at the Ellendale operation and only minor

notices for improvement were raised as a result, with no legal non-compliances noted.

One labour dispute was brought against Letšeng in 2010 and at the time of compilation of this report the matter was still before the courts.

Ellendale recorded one case brought against the Company through dispute resolution mechanism in November. The matter was settled between

the Company and the labour broker of the contract employee in question.
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Three workman’s compensation claims were lodged against Letšeng in 2010 for injuries that occurred in 2008 and 2009. Letšeng places a high

priority on exercising appropriate and responsible duty of care and hence, these claims were processed and payments made to the former employees

in a speedy manner. Ellendale recorded zero workman’s compensation claims in 2010.

None of Gem Diamonds’ subsidiaries, nor the parent company itself, were issued with fines and/or sanctions for legal non-compliances, other than

the cases outlined above.

12 Human Rights

Gem Diamonds takes the upholding of human rights of its employees and communities very seriously. To this effect, human rights training is included

in each operation’s employee induction programme in order to ensure that all staff (own and contractor employees – including security personnel)

are aware of the Company’s high standard in this regard and clearly understand their duty of care to their fellow employees and the PACs. Gem

Diamonds has ensured that only reputable and often multi-national firms, are appointed to manage operational security. This is done to ensure that

appropriate respect for human rights forms part of security personnel’s training.

Gem Diamonds strongly supports a policy of non-discrimination across all the factors of diversity and as a result, zero incidents of discrimination were

reported, proving that the policies are achieving their aim.

Where operations are located in developing nations, a risk of practices related to child labour and forced and/or compulsory labour exists. The

Company strongly opposes any such practices at its operations and as such, all operations have implemented culturally relevant policies to ensure

that such practices never occur. No reports of child, forced and/or compulsory labour were recorded to date in the history of the Company.

No incidents were recorded of violations of indigenous people’s rights. Gem Diamonds continues to work closely with indigenous communities to

ensure optimisation of the positive legacy that its operations result in/will result in to these peoples.

Ellendale continues to work closely with the community elected Bunuba Elders to ensure that all traditions, rights, sacred places and other aspects

of significance are adhered to, while operating on their traditionally owned land. Pre-feasibility investigations commenced in 2010 to potentially re-

open the E4 mining area and to undertake further exploration of known targets in the KDC mining lease area. A section of the area under investigation

is in close proximity to the buffer zone of the Devonian Reef Conservation Park, which holds special significance for the Bunuba People. An extensive

cultural and heritage survey was conducted late in the year to ensure that the Elders were given an opportunity to assess the potentially affected

area and to identify any areas of cultural and/or heritage significance. This process was facilitated by a highly qualified archaeological and

anthropological team. Agreement was reached with the Elders during the assessment regarding which areas could be disturbed and which areas

were required to remain undisturbed. In addition, the Elders developed a set of guidelines and mitigation strategies for the operation to adhere to

in respect of any developments in the vicinity of the Oscar Range Conservation area.

An extensive body of work related to the optimisation of benefit to the PACs of the Gope project was undertaken in 2010 as part of GEC’s preparation

for the Mining Licence application. The majority of the PACs are strongly in favour of the mine being established at Gope and it is Gem Diamonds’

belief that the Social Licence to Operate which was so generously extended by the people of the CKGR during and subsequent to the completion

of the SEIA phase of the project, will continue to expand once the operation’s community trust agreement is finalised and CSI project implementation

commences in 2011.

There were no relocations of communities carried out in 2010 and none are anticipated in 2011 as no communities reside in such close proximity

to any of Gem Diamonds’operations. The nomadic Bushmen community who live in the Gope area have indicated on numerous occasions that they

have never historically settled, nor plan to settle, within the area earmarked for the mining infrastructure. They have also indicated that none of their

livelihood resources will be impacted by the mining operation. In order for this to continue to be the case, a detailed squatter management plan is

being compiled by GEC in order to ensure that project induced in-migration by persons other than those historically residing at Gope, does not

negatively impact these residents.

13 Product Responsibility

Gem Diamonds continues to comply with all the Kimberley Process initiative (KP) requirements. KP undertook audits at both Letšeng and Ellendale

during 2010 and both operations were commended for their level of compliance. Also refer to the Business Review page 5 to page 15 regarding

Gem Diamonds’ participation in the KP.
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14 2011 Key Performance Indicators

As part of Gem Diamonds’ ongoing drive for continued improvement and the philosophy of proactive evolution of HSSE management, the following

KPIs have been set for the 2011 financial year:

KPI Group Target

Pre-employment medicals 100% of staff

Fatalities Zero Fatalities

Lost Time Injury Frequency Rate (LTIFR) Zero

All Injury Frequency Rate (AIFR) Not exceeding 5.05

Provision of Voluntary Counselling and Testing (VCT) Develop and implement an improved HIV/Aids awareness, education and

Voluntary Counselling and Testing (VCT) at affected and relevant operations.

Annual re-induction Ensure that 100% of operational staff undergo annual re-inductions.

External HSSE audit score Existing operations: Maintain at least a 4 Star Rating.

New operations: Achieve at least a 3 Star Rating.

Sustainable Development Reporting Ensure the development of full capability to report on selected

GRI PIs by year end across the Group.

Environmental incidents Zero major environmental incidents for the Group as a whole.

No more than one significant environmental incident per operation.

Reduce the number of hydrocarbon related spills by 10% per operation.

Environmental optimisation programmes Develop and implement at least one environmental optimisation

initiative per operation.

Land clearance Ensure compliance with permitted land clearance authorisations at all times.

Rehabilitation plan Ensure the full integration of the rehabilitation plan and mine plan,

and ensure at least 90% adherence to this plan.

Employee localisation Each site to adhere to operation specific employee localisation targets.
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Reporting Scorecard

Performance Indicator (PI) categories are abbreviated and referenced in the report as follows:

EC: Economic PIs

EN: Environmental PIs

LA: Labour Practices and Decent Work PIs

HR: Human Rights PIs

SO: Society PIs

PR: Product Responsibility PIs

MM: Mining and Metals Sector Supplement Commentary/PIs

The level of reporting is indicated as follows:

� Full reporting of PI

� Partial reporting of PI

� Not included

Reported on in Level of

Performance Indicator 2010 Report Reporting Reference

Economic Performance Indicators

EC1: Direct economic value generated and distributed. Yes � Section 8, p.25-27

EC2: Financial implications, other risks and opportunities for the

organisation’s activities due to climate change. No � –

EC3: Coverage of the organisation’s defined benefit plan obligations. Yes � Section 6, p.20

EC4: Significant financial assistance received from government. Yes � Section 8, p.26

EC5: Range of ratios of standard entry level wage compared to local minimum wage. Yes � Section 6, p.20-21

EC6: Policy, practices and proportion of spending on locally based suppliers. Yes � Section 8.1, p.26-27

EC7: Procedures for hiring local and proportion of senior management hired from

the local community. No � –

EC8: Development and impact of infrastructure investments and services provided

primarily for public benefit through commercial, in-kind or pro bono engagement. Yes � Section 9.1, p.27-30

EC9: Understanding and describing significant indirect economic impacts,

including the extent of impacts. No � –

EN1: Materials used by weight or volume. Yes � Section 10.2, p.31-34

EN2: Percentage of materials used that are recycled input materials. No � –

EN3: Direct energy consumption by primary energy source. Yes � Section 10.2, p.33-34

EN4: Indirect energy consumption by primary source. No � –

EN5: Energy saved due to conservation and energy improvements. Yes � Section 10.2 & 10.5,

p.31-34 and p.37

EN6: Initiatives to provide energy-efficient or renewable energy-based products

and services, and reductions in energy requirements as a result of these initiatives. No � –

EN7: Initiatives to reduce indirect energy consumption and reductions achieved. Yes � Section 10.2 & 10.5,

p.31-34 and p.37

EN8: Total water withdrawal by source. Yes � Section 10.2, p.32

EN9: Water sources significantly affected by withdrawal of water. Yes � Section 10.3, p.35

EN10: Percentage and total volume of water recycled or reused. Yes � Section 10.2, p.31-33

EN11: Location and size of land owned, leased, managed in, or adjacent to protected

areas and areas of high biodiversity value outside protected areas. Yes � Section 10.3, p.35

EN12: Description of significant impacts of activities on biodiversity in protected

areas and areas of high biodiversity value outside protected areas. Yes � Section 10.3, p.35

MM1: Amount of land (owned or leased, and managed for production activities

or extractive use) disturbed or rehabilitated. Yes � Section 10.3, p.35

EN13: Habitats protected or restored. No � –
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Reported on in Level of

Performance Indicator 2010 Report Reporting Reference

Economic Performance Indicators

EN14: Strategies, current actions and future plans for managing impacts on biodiversity. Yes � Section 10.3, p.35-36

MM2: The number and percentage of total sites identified as requiring biodiversity

management plans according to stated criteria, and the number (percentage)

of those sites with plans in place. No � –

EN15: Number of IUCN Red List species and national conservation list species with

habitats in areas affected by operations, by level of extinction risk. Yes � Section 10.3, p.36

EN16: Total direct and indirect greenhouse gas emissions by weight. Yes � Section 10.5, p.37-38

EN17: Other relevant indirect greenhouse gas emissions. No � –

EN18: Initiatives to reduce greenhouse gas emissions and reductions achieved. No � –

EN19: Emissions of ozone depleting substances by weight. No � –

EN20 and MM: NOx, SOx and other significant air emissions by type and weight. No � –

EN21: Total water discharge by quality and destination. Yes � Section 10.6, p.38

EN22: Total weight of waste by type and disposal method. Yes � Section 10.4, p.36

MM3: Total amounts of overburden, rock, tailings and sludges and their associated risks. Yes � Section 10.4, p.36

EN23: Total number and volume of significant spills. Yes � Section 10.1, p.30-31

EN24: Weight of hazardous waste transported, imported, exported or treated. Yes � Section 10.4, p.36

EN25: Identity, size, protected status and biodiversity value of water bodies and

related habitats significantly affected by discharges of water and runoff. Yes � Section 10.6, p.38

EN26: Initiatives to mitigate environmental impacts or products and services

and extent of impact mitigation. No � –

EN27: Percentage of products sold and their packaging materials that are

reclaimed by category. No � –

EN28: Monetary value of significant fines and total number of non-monetary

sanctions for non-compliance with environmental laws and regulations. Yes � Section 10.1 & 11,

p.30-31 and p.38

EN29: Significant environmental impacts of transporting products and other

goods and materials used for the organisation’s operations, and transporting

members of the workforce. No � –

EN30: Total environmental protection expenditures and investments by type. Yes � Section 9.1 & 10 p.27

and p.35

Labour Practices and Decent Work Performance Indicators

LA1: Total workforce by employment type, employment contract and region. Yes � Section 6, p.19

LA2: Total number and rate of employee turnover by age group, gender and region. No � –

LA3: Benefits provided to full-time employees that are not provided to temporary

or part-time employees, by major operations. Yes � Section 6, p.20

LA4: Percentage of employees covered by collective bargaining agreements. Yes � Section 6, p.21

LA5: Minimum notice period(s) regarding operational changes, including whether

it is specified in collective agreements. No � –

MM4: Number of strikes and lockouts exceeding one week’s duration, by country. No � Section 6, p.21

LA6: Percentage of total workforce represented in formal joint management-worker

health and safety committees that help monitor and advise on occupational

health and safety programmes. Yes � Section 7, p.22

LA7: Rates of injury, occupational diseases, lost days and absenteeism, and number

of work related fatalities by region. Yes � Section 7, p.22-24

LA8: Education, training, counselling, prevention and risk control programmes in

place to assist workforce members, their families or community members

regarding serious diseases. No � –

LA9: Health and safety topics covered in formal agreements with trade unions. No � –

LA10: Average hours of training per year per employee by employee category. Yes � Section 6, p.21
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