
THIS DOCUMENT IS IMPORTANT AND REQUIRES YOUR IMMEDIATE ATTENTION.

If you are in any doubt as to any aspect of the proposals referred to in this document or as to the action
you should take, you should consult your stockbroker, bank manager, solicitor, accountant or other
professional adviser authorised under the Financial Services and Markets Act 2000 immediately.

If you have sold or otherwise transferred all of your shares or depositary interests, please send this document,

together with the accompanying documents, at once to the Purchaser or transferee, or to the stockbroker,

bank or other agent through whom the sale or transfer was effected for transmission to the purchaser or

transferee.

GEM DIAMONDS LIMITED
(incorporated in the Territory of the British Virgin Islands and registered in the British Virgin Islands

under number 669758)

NOTICE OF ANNUAL GENERAL MEETING

TO BE HELD ON WEDNESDAY 9 JUNE 2010 AT 10.00 A.M.

AT J.P. MORGAN CAZENOVE, 20 MOORGATE, LONDON, EC2R 6DA

Notice of the 2010 Annual General Meeting of the Company to be held at the offices of J.P. Morgan

Cazenove, 20 Moorgate, London, EC2R 6DA at 10.00 a.m. (London time) on Wednesday 9 June 2010 is set

out on page 2 of this document, together with a Form of Proxy (for holders of ordinary shares) or a Form of

Direction (for holders of depositary interests) for use in connection with the Annual General Meeting.

Shareholders and holders of depositary interests are requested to complete and return the Form of Proxy, or

Form of Direction, as appropriate, whether or not they intend to be present at the Annual General Meeting.

To be valid, the Form of Proxy should be completed and signed in accordance with the instructions printed

on it and returned by post or by hand so as to reach Capita Registrars, The Registry, 34 Beckenham Road,

Beckenham, Kent BR3 4TU, as soon as possible and in any event no later than 10.00 a.m. on 7 June 2010.

The completion and return of a Form of Proxy will not preclude a shareholder from attending and voting at

the Annual General Meeting. Holders of depositary interests wishing to vote on the Resolutions are required

to instruct Capita IRG Trustees Limited, the Depositary, to vote on their behalf, either in person or by proxy,

in accordance with the enclosed Form of Direction. The completed and signed Form of Direction must be

received by Capita Registrars, The Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU, as soon as

possible and in any event so as to arrive no later than 10.00 a.m. on 6 June 2010.



GEM DIAMONDS LIMITED
(“Gem Diamonds” or the “Company”)

(incorporated in the Territory of the British Virgin Islands and registered in the British Virgin Islands
under number 669758)

Registered Office:

2nd Floor

Harbour House

Waterfront Drive

Road Town

Tortola

British Virgin Islands

5 May 2010

To the Shareholders and holders of depositary interests of Gem Diamonds Limited

Notice of Annual General Meeting 2010

Dear Shareholders and holders of depositary interests,

It gives me great pleasure to invite you to attend the third Annual General Meeting of Gem Diamonds (the

“AGM”) which we are holding at J.P. Morgan Cazenove, 20 Moorgate, London, EC2R 6DA at 10.00 a.m.

(London time) on 9 June 2010.

This document includes the Notice of AGM in which we have set out the resolutions on which shareholders

are being asked to vote. Resolutions 1 to 8 are standard matters that are dealt with at every AGM.

Resolutions 10 and 11 are likely to be AGM items every year because they enable your Directors to take

advantage of business opportunities as they arise. Resolutions 9 (ESOP changes) and 12 (Memorandum and

Article changes) are not repeated annually. All resolutions to be put to a vote at the AGM will be decided by

way of a poll. An explanation of the business to be conducted at the meeting is included on pages 9 to 14 of

this document.

Resolution 9 relates to the proposed revisions to the Company’s Employee Share Option Plan (the “ESOP”).

As you are probably aware, the diamond-mining sector experienced extremely challenging conditions in

2009. In response, the Company took steps to reduce its cost base, including a 10 per cent. reduction in senior

executive salaries and no bonuses or awards under the Company’s ESOP in 2009.

Given the past market uncertainty and signs that the economics of the sector are improving, the

Remuneration Committee of the Board of Directors of the Company (the “Committee”) undertook a

comprehensive review of senior executive remuneration, in conjunction with its independent advisor, Kepler

Associates. In particular, the Committee was concerned about addressing the design of the long-term

incentives, following the expiry of the Executive Share Growth Plan in February of this year, to ensure they

are fit for purpose, closely align executive and shareholder interests and reflect recent developments in

market practice.

As a result of the review, and following consultation with the Company’s major shareholders and shareholder

representative bodies, the Board of Directors of the Company (the “Board”) proposes to retain and operate

the ESOP in the future, albeit with certain amendments which it believes improve the robustness of the

structure and are not intended to impact the overall expected value of executive remuneration. As explained

in the Remuneration Report, the Board is submitting these proposed amendments to a shareholder vote, and

if approved, intends to grant ESOP awards to the executive Directors and selected senior executives shortly

after the AGM.

The full terms of the proposed changes may be inspected at the registered office of the Company during usual

business hours on weekdays (Saturdays and public holidays excluded) until the date of the AGM, and also

at the place of the AGM for at least 15 minutes prior to, and during, the meeting.
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The AGM provides shareholders with an opportunity to communicate with their Board and I hope that you

will make use of this.

Your Board considers that the proposals described in this document are in the best interests of the Company

and its shareholders and holders of depositary interests as a whole and recommends shareholders and holders

of depositary interests to vote in favour of the resolutions to be proposed at the AGM. Those Directors who

hold ordinary shares in the Company intend to vote their shares in favour of the resolutions to be proposed

at the AGM (other than in respect of their own election as a Director).

I would also encourage shareholders and holders of depositary interests to exercise their right to vote on the

business of the meeting in the following ways:

• shareholders who hold their ordinary shares in certificated form will find enclosed with this document

a Form of Proxy for use at the AGM. Whether or not they intend to be present at the AGM, such

shareholders are requested to complete the Form of Proxy in accordance with the instructions printed

on it and return it as soon as possible and in any case so as to be received by Capita Registrars, The

Registry, 34 Beckenham Road, Beckenham, Kent BR3 4TU, no later than 10.00 a.m. on 7 June 2010.

The completion and return of a Form of Proxy will not prevent such shareholders from attending the

AGM and voting in person if they wish to do so; and

• holders of depositary interests will find enclosed with this document a Form of Direction which may

be used to instruct Capita IRG Trustees Limited, the Depositary, how to vote the number of ordinary

shares in the Company represented by their depositary interests. Holders of depositary interests are

requested to complete the Form of Direction in accordance with the instructions provided on it and

return it as soon as possible and in any case so as to be received by Capita Registrars, The Registry,

34 Beckenham Road, Beckenham, Kent BR3 4TU, no later than 10.00 a.m. on 6 June 2010.

You will recall that in April 2009 your Company raised approximately US$100 million to ensure it had a

sound financial footing to face the uncertainties of the balance of the year. I am pleased to report that we are

now in a stronger financial position than in April 2009 and ended the year on a satisfactory note. You will

have noted that significant changes to English companies law have been made through the phased

introduction of the UK Companies Act 2006 (the ‘UK Companies Act’) and the coming into force of the

Companies (Shareholders’ Rights) Regulations 2009. Various provisions of the UK Companies Act were

implemented during 2007 and 2008 with the final phase of implementation on 1 October 2009. As a

company incorporated in the British Virgin Islands, Gem Diamonds is not subject to the UK Companies Act.

However, as a company listed on the London Stock Exchange, the Directors consider it in the best interests

of the Company and its shareholders and depositary interest holders that the Company’s Memorandum and

Articles of Association mirror, so far as possible, the position of a UK listed public limited company under

the UK Companies Act. Therefore, shareholders are being asked to approve amendments to the Company’s

Memorandum and Articles of Association which take account of the changes to English companies law since

April 2008. I would urge you to support this proposal.

I hope you will be able to attend the AGM and look forward to seeing you.

Roger Davis

Chairman
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GEM DIAMONDS LIMITED

NOTICE OF ANNUAL GENERAL MEETING

Notice is hereby given that the third Annual General Meeting of Gem Diamonds Limited will be held at

J.P. Morgan Cazenove, 20 Moorgate, London, EC2R 6DA at 10.00 a.m. (London time) on Wednesday, 9 June

2010 to consider and, if thought fit, pass the following Resolutions.

Resolutions 1 to 9 will be proposed as ordinary resolutions and Resolutions 10 to 12 will be proposed as

special resolutions. All Resolutions will be decided by way of a poll.

Ordinary Resolutions

1 Report and Accounts

THAT the audited accounts of the Company for the year ended 31 December 2009, together with the

Directors’ Report and the Auditors’ Report thereon, be received and adopted.

2 Directors’ Remuneration Report

THAT the Directors’ Remuneration Report, as included in the Annual Report, for the year ended 31

December 2009, be approved.

3 Re-appointment of Auditors

THAT Ernst & Young LLP, be re-appointed as auditors of the Company (the “Auditors”), to hold

office until the conclusion of the next general meeting of the Company at which accounts are laid

before the Company.

4 Remuneration of Auditors

THAT the Directors be authorised to set the remuneration of the Auditors.

Re-election of Directors retiring by rotation

5 THAT Mr Clifford Elphick be re-elected as a Director

6 THAT Mr Gavin Beevers be re-elected as a Director.

7 THAT Mr Glenn Turner be re-elected as a Director.

8 Authority to allot shares

THAT, in substitution for any existing authority to allot relevant securities, which is hereby revoked,

but without prejudice to any allotment of securities made pursuant thereto, the Directors be and are

hereby generally and unconditionally authorised for the purposes of Article 3.1 of the Company’s

Articles of Association to exercise all the powers of the Company to allot shares and to grant rights to

subscribe for, or convert any security into, shares up to an aggregate nominal amount of US$460,890

(representing an amount equal to 33.33 per cent. of the Company’s issued ordinary share capital as at

5 May 2010) (the “Allotment Amount”) during the period commencing on the date of the passing of

this Resolution and expiring at the conclusion of the next AGM of the Company (the “Allotment
Period”), save that the Directors may, before the expiry of such Allotment Period, make an offer or

agreement which would or might require relevant securities to be allotted after such expiry and,

notwithstanding such expiry, the Directors may allot relevant securities in pursuance of such offers or

agreements.
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9 Proposed amendments to the rules of the Employee Share Option Plan

THAT the amendments to the rules of the Employee Share Option Plan (the “Plan”), the main features

of which are summarised in the Explanatory Notes on pages 9 to 14 of this Notice of the 2010 AGM

and referred to in the Chairman’s letter dated 5 May 2010, and contained in the document produced

to this Meeting and, for the purposes of identification, initialled by the Chairman, be approved and the

Directors be authorised to adopt such amendments and to make such amendments to the Plan as they

may consider necessary to take account of the requirements of the Financial Services Authority and

best practice and to do all things necessary to implement the changes.

Special Resolutions

10 Disapplication of pre-emption rights

THAT, subject to the passing of Resolution No. 8, the Directors be and are hereby authorised to allot

and issue equity securities for cash pursuant to the authority conferred by Resolution 8 without first

having offered such equity securities to existing shareholders and depositary holders, provided that

this power shall be limited to the allotment of equity securities up to an aggregate nominal amount of

US$69,133 (representing an amount equal to 5 per cent. of the Company’s issued ordinary share

capital as at 5 May 2010) for a period commencing on the date of the passing of this Resolution and

expiring at the conclusion of the Company’s next AGM, save that the Directors may, before the expiry

of such period, make an offer or agreement which would or might require such equity securities to be

allotted after such expiry and, notwithstanding such expiry, the Directors may allot such equity

securities in pursuance of any such offers or agreements.

11 Purchase of own shares

THAT the Company be and is hereby generally and unconditionally authorised for the purposes of

Article 11.1 of the Company’s Articles of Association to purchase, redeem or otherwise acquire

ordinary shares in the Company in such manner and upon such terms as the Directors may determine

during the period commencing on the date of the passing of this resolution and expiring at the

conclusion of the next AGM of the Company unless revoked, renewed or varied during that period,

provided that:

11.1 the maximum aggregate number of ordinary shares authorised to be purchased is 13,826,718

(representing an amount equal to 10 per cent. of the Company’s issued ordinary share capital

as at 5 May 2010);

11.2 the minimum price which may be paid for an ordinary share is US$0.01 per share;

11.3 the maximum price which may be paid for an ordinary share is the higher of (i) 105 per cent.

of the average closing price of the Company’s ordinary shares on the London Stock Exchange

during the five business days immediately prior to the date of purchase; and (ii) an amount

equal to the higher of the price of the last independent trade of an ordinary share and the highest

current independent bid for an ordinary share as derived from the London Stock Exchange

Trading Systems; and

11.4 this authority shall allow the Company to purchase ordinary shares after such expiry of this

authority under any agreement made before the expiry of such authority, as if the authority

hereby conferred had not expired.

12 Alteration to Memorandum and Articles of Association

THAT the amended Memorandum and Articles of Association of the Company produced to the

meeting and initialled by the Chairman for the purpose of identification be adopted as the new

Memorandum and Articles of Association of the Company in substitution for, and to the exclusion of,

the existing memorandum and articles of association with effect from registration of the new
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Memorandum and Articles of Association with the Registrar of Corporate Affairs in the British Virgin

Islands, and the registered agent of the Company be and is hereby authorised to file the new

Memorandum and Articles with the Registrar of Corporate Affairs.

5 May 2010

By order of the Board

André Confavreux

Company Secretary

Registered Office: London Office

2nd Floor, Harbour House 2 Eaton Gate

Waterfront Drive London

Road Town, Tortola SW1W 9BJ

British Virgin Islands United Kingdom

Registered in the British Virgin Islands with number 669758.
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Important Notes

The following notes explain the general rights of shareholders and the rights to attend and vote at the AGM

or to appoint someone else to vote on their behalf.

Holders of Ordinary Shares

1. A shareholder is entitled to attend and vote at the AGM and is entitled to appoint one or more proxies

to attend, speak and vote instead of him or her provided that each proxy is appointed to attend, speak

and vote in respect of a different share or shares. A proxy need not be a shareholder. Appointing a

proxy will not prevent a shareholder from subsequently attending in person and voting at the AGM.

If a share is held by joint shareholders and more than one of the joint shareholders votes (including

by way of proxy), the only vote that will count is the vote of the person whose name is listed before

the other voters on the register.

2. The appointment of a proxy, and the original or duly certified copy of the power of attorney or other

authority (if any) under which it is signed or authenticated, should be lodged with Capita Registrars

at the address shown on the enclosed Form of Proxy no later than 10.00 a.m. on 7 June 2010, or

48 hours before the time for holding any adjourned meeting or (in the case of a poll not taken on the

same day as the AGM or adjourned meeting) for the taking of the poll at which it is to be used.

3. Any person to whom this Notice is sent who is a person nominated under Article 145.5 of the Articles

of Association to enjoy information rights (a “Nominated Person”) may, under an agreement

between him or her and the shareholder by whom he or she was nominated, have a right to be

appointed (or to have someone else appointed) as a proxy for the AGM. If a Nominated Person has

no such proxy appointment right or does not wish to exercise it, he or she may, under any such

agreement, have a right to give instructions to the shareholder as to the exercise of voting rights.

4. The statement of the rights of shareholders in relation to the appointment of proxies in notes 1 and 2

above does not apply to Nominated Persons. The rights described in these notes can only be exercised

by shareholders of the Company.

5. Only those shareholders entered on the register as at 10.00 a.m. on 7 June 2010 (or, if the AGM is

adjourned, 48 hours before the time fixed for the adjourned meeting) will be entitled to attend and

vote at the AGM in respect of the number of shares registered in their names at that time. In each case,

changes to entries on the register after such time shall be disregarded in determining the rights of any

person to attend or vote at the AGM.

Holders of Depositary Interests

6. By completing the enclosed Form of Direction, holders of depositary interests can instruct Capita IRG

Trustees Limited (the “Depositary”) to vote on their behalf at the AGM, either in person or by proxy.

If the Form of Direction is completed without any indications as to how the Depositary should vote,

the depositary interest holder will be deemed as instructing the Depositary to abstain from voting. If

the depositary interest holder wishes to instruct the Depositary (other than electronically using

CREST), it must lodge the completed Form of Direction with Capita Registrars at the address stated

on the Form of Direction during normal business hours no later than 10.00 a.m. on 6 June 2010 or

72 hours before the time for holding any adjourned meeting or (in the case of a poll not taken on the

same day as the AGM or adjourned meeting) for the taking of the poll at which it is to be used.

7. Alternatively, depositary interest holders may instruct the Depositary how to vote by utilising the

CREST electronic voting service. To instruct the Depositary how to vote or amend an instruction to

vote via the CREST system, the CREST message must be received by Capita Registrars (CREST ID

RA10) by 10.00 a.m. on 6 June 2010. For this purpose, the time of receipt will be taken to be the time

(as determined by the timestamp applied to the message by the CREST Applications Host) from which

the Company’s Agent is able to retrieve the message. CREST Personal Members or other CREST

sponsored members, and those CREST Members who have appointed voting service provider(s),
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should contact their CREST sponsor or voting service provider(s) for assistance. For further

information on CREST procedures, limitations and system timings please refer to the CREST Manual.

8. After the Depositary has received instructions on how to vote on the Resolutions from the depositary

interest holders, it will complete a Form of Proxy reflecting such instructions and return the Form of

Proxy to Capita Registrars in accordance with note 2 above.

9. If you hold your shares via the depositary interest arrangement and would like to attend the AGM,

please contact the Depositary contact details of which are set out in the Form of Direction.

Corporate representatives

10. In order to facilitate voting by corporate representatives at the AGM, arrangements will be put in place

so that:

(a) if a corporate shareholder has appointed the chairman of the meeting as its corporate

representative with instructions to vote on a poll in accordance with the directions of all of the

other corporate representatives for the shareholder at the AGM, then on a poll those corporate

representatives will give voting directions to the chairman and the chairman will vote (or

withhold a vote) as corporate representative in accordance with those directions; and

(b) if more than one corporate representative for the same corporate shareholder attends the AGM

but the corporate Shareholder has not appointed the chairman of the meeting as its corporate

representative, a designated corporate representative will be nominated, from those corporate

representatives who attend, who will vote on a poll and the other corporate representatives will

give voting directions to that designated corporate representative.

Corporate shareholders are referred to the guidance issued by the Institute of Chartered Secretaries

and Administrators on proxies and corporate representatives (www.icsa.org.uk) for further details of

this procedure. The guidance includes a sample form of representation letter if the chairman is being

appointed as described in (a) above.

Before the meeting

11. To facilitate entry to the meeting, members are requested to bring with them the admission card which

is attached to the proxy card.

12. Members should note that the doors to the AGM will be open at 9.30 a.m.

13. Mobile phones may not be used in the meeting hall, and cameras, tape or video recorders are not

allowed in the meeting hall.

Voting rights and results

14. As at 5 May 2010 (being the last practicable date prior to the publication of this Notice), the

Company’s issued shares consists of 138,267,181 ordinary shares, carrying one vote each. Therefore,

the total voting rights in the Company as at 5 May 2010 are 138,267,181.

15. As soon as practicable following the AGM, the results of the voting at the AGM and the numbers of

proxy votes cast for and against and the number of votes actively withheld in respect of each of the

Resolutions will be announced via a Regulatory Information Service and will also be placed on the

Company’s website at www.gemdiamonds.com. A summary of the business transacted will also be

available, on written request, from the Company Secretary at the Company’s London office.
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EXPLANATORY NOTES TO THE 
NOTICE OF ANNUAL GENERAL MEETING

The notes on the following pages give an explanation of the proposed resolutions.

Resolutions 1 to 9 are proposed as ordinary resolutions. This means that for each of those resolutions to be

passed, more than 50 per cent. of the votes cast must be in favour of the resolution.

Resolutions 10 to 12 are proposed as special resolutions. This means that for each of those resolutions to be

passed, at least 75 per cent. of the votes cast must be in favour of the resolution.

Company Accounts and reports of the Directors and Auditors (Resolution 1)

The first item of business is the requirement for shareholders to receive and adopt the Company’s accounts

and the Reports of the Directors and Auditors for the year ended 31 December 2009. Shareholders will have

the opportunity to put any questions to the Directors before the resolution is proposed to the meeting.

Directors’ Remuneration Report (Resolution 2)

Shareholders will be asked to approve the Directors’ Remuneration Report as included in the Annual Report

for the year ended 31 December 2009 (the “Remuneration Report”). The approval of shareholders is

requested in an advisory role rather than being mandatory. The Remuneration Report gives details of

remuneration of the Directors for the year under review. The auditors have audited certain parts of the

Remuneration Report and their report may be found on pages 59 to 60 of the Annual Report.

Re-appointment of Ernst & Young LLP as auditors (Resolution 3)

The Company is required to appoint auditors at each general meeting at which accounts are laid before the

Company, to hold office until the conclusion of the next meeting. The Audit Committee has reviewed the

effectiveness, independence and objectivity of the external auditors, Ernst & Young LLP, on behalf of the

Board, who now propose the re-appointment of Ernst & Young LLP as auditors of the Company to hold

office until the next meeting at which accounts are laid. Ernst & Young LLP has indicated its willingness to

continue in office. Accordingly, Resolution 3 will, if passed, re-appoint Ernst & Young LLP as auditors to

the Company.

Remuneration of the auditors (Resolution 4)

Resolution 4 will, if passed, authorise the Audit Committee of the Company to set the remuneration of the

auditors.

Re-election of Directors (Resolution 5-7)

Under Article 81 of the Company’s Articles of Association, each Director shall retire at the AGM held in the

third calendar year following the year in which he was elected or last re-elected but, unless otherwise agreed,

he shall be eligible for re-election. In order to stagger the re-election process for the Directors, the Board has

agreed that one-third of the Directors will offer themselves for re-election each year. Consequently three

Directors will be retiring and offering themselves for re-election in 2010. Separate resolutions will be

proposed for each of these elections.

The biographical details of each of the Directors retiring at the AGM who wish to seek election are as

follows:

Clifford Elphick – Chief Executive Office (Resolution 5)

Clifford joined Anglo American Corporation in 1986 and was seconded to E Oppenheimer and Son as Harry

Oppenheimer’s personal assistant in 1988. In 1990, he was appointed managing director of E Oppenheimer

and Son, a position he held until leaving in December 2004. During that time, Clifford was also a director

of Central Holdings, Anglo American and DB Investments. Following the privatisation of De Beers in 2000,
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Clifford served on the De Beers Executive Committee. Clifford formed Gem Diamonds in July 2005.

Clifford was appointed non-Executive Chairman of Jumelles Holdings Ltd on 26 November 2009.

Gavin Beevers – Non- Executive Director (Resolution 6)

Gavin joined De Beers in 1979 in Botswana for 11 years. Thereafter, he was appointed Assistant General

Manager at De Beers Marine in Cape Town until 1994, whereafter he returned to Botswana as General

Manager at Orapa and Letlhakane Mines. From January 1996 to March 2000, Gavin held the position of

Deputy Managing Director of Debswana Diamond Company. Gavin was the Director of Operations at De

Beers from April 2000 until his retirement in 2004. Gavin joined Gem Diamonds in February 2007.

Glenn Turner – Chief Legal and Commercial Officer (Resolution 7)

Glenn was called to the Johannesburg Bar in 1987 where he spent 14 years practising as an advocate,

specialising in general commercial and competition law, and took silk in 2002. Glenn was appointed De

Beers’ first General Counsel in 2002 and was also a member of their Executive Committee. Glenn was

responsible for a number of key initiatives during this tenure, including overseeing De Beers re-entry into

the USA. Glenn joined Gem Diamonds in May 2006 and was appointed to the Board in April 2008.

On 26 March 2010 Glenn Turner sold 200,000 shares to fulfil certain personal financial commitments. He

now holds 400,000 shares representing 0.29 per cent. of the Company’s issued share capital.

Authority to allot shares (Resolution 8)

Under Article 3 of the Company’s Articles of Association, the Directors may only allot relevant securities

with the authority of the shareholders in a general meeting. Relevant securities as defined in the Company’s

Articles of Association includes the Company’s ordinary shares. This Resolution would provide that

authority and allow the Directors flexibility to act in the best interests of shareholders, when opportunities

arise, by issuing new shares.

Resolution 8 will, if passed, authorise the Directors to allot relevant securities up to an aggregate nominal

amount of US$460,890. This represents 33.33 per cent. of the Company’s issued ordinary share capital as at

5 May 2010. No treasury shares are held by the Company. This authority will expire on the Company’s next

AGM in 2011.

The Directors have no present intention to exercise this authority, other than in relation to the Company’s

employee share arrangements. The Directors consider it desirable to have the maximum flexibility permitted

by corporate governance guidelines to respond to market developments and to enable allotments to take place

to finance business opportunities as they arise.

Amendments to the Employee Share Option Plan (Resolution 9)

The Employee Share Option Plan (“ESOP”) will be retained and operated in the future for executive

Directors and selected senior executives. However, certain amendments will be put to shareholders for

approval at the AGM.

In summary the current ESOP provides for annual conditional awards of either shares or options subject to

a maximum aggregate face value of 100 per cent. of salary. Vesting is based 50 per cent. on the Company’s

three-year Total Shareholder Return (‘TSR’) ranking relative to the constituents of the FTSE 250 (excluding

investment trusts) index and 50 per cent. on the Company’s three-year TSR ranking relative to a group of

diamond mining and exploration companies. 25 per cent. of ESOP awards vest if the Company’s TSR is

median, awards vest in full if the Company’s TSR is at least upper quartile, with straight-line vesting between

median and upper quartile.
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The proposed amendments to the ESOP are summarised below.

Reframing of ESOP award limits

The Remuneration Committee of the Board of Directors of the Company (the “Committee”) intends to

structure ESOP awards as an equal mix by ‘fair’ value of shares and options. It is intended that 2010 awards

would be up to 50 per cent. of salary in shares and 100 per cent. of salary in options, broadly equivalent in

fair value to an award of 100 per cent. of salary in shares. To provide the Committee the flexibility to vary

the share/option mix in future cycles, it is proposed that the ESOP award limit be revised to allow awards of

up to 100 per cent. of salary in shares or up to 200 per cent. of salary in options, subject to the condition that

in any one year awards equivalent in terms of their fair value to no more than 100 per cent. of salary in shares

are granted.

Performance conditions: change to calibration of relative TSR; reduced vesting at threshold

ESOP awards will continue to vest on the Company’s TSR relative to a diamond mining comparator group

and relative to a broad market index which for 2010 awards will be the FTSE250 (excluding investment

trusts) index. The proportion of 2010 ESOP awards which may vest on each element will continue to be

50 per cent.. The constituents of the diamond mining comparator group for 2010 awards will be African

Diamonds, Mountain Province Diamonds, Namakwa Diamonds, Petra Diamonds, Rockwell, Shore Gold,

Trans Hex and Vaaldiam Resources. In the event of significant merger and acquisition activity amongst

comparator group companies, the Committee will continue to have the discretion to make appropriate

adjustments to the comparator group.

The Committee proposes to replace the TSR ranking methodology with a TSR percentage outperformance

methodology which it believes is more robust given the small number of relevant diamond mining

comparators. Additionally the Committee proposes to reduce the level of vesting at threshold performance

from 30 per cent. to 25 per cent. of ESOP awards. ESOP awards will vest (at 25 per cent.) only if the

Company’s TSR is in line with average (or benchmark) performance, with full vesting if Gem Diamonds’ 3-

year TSR exceeds that of its benchmark by 12 per cent. per annum, which the Committee believes is broadly

equivalent to upper quartile performance. There will be straight-line pro rata vesting for TSR performance

between Benchmark and Benchmark +12 per cent. per annum.

For 2010 awards, ‘Benchmark’ performance will be based on the TSR of the published FTSE250 (excluding

investment trusts) index (for that element of ESOP awards) and the average TSR of the diamond mining and

exploration companies, weighted by their market capitalisation at the start of the three-year performance

period (for the other 50 per cent. of ESOP awards). Weighting diamond mining comparators’ TSRs by their

market capitalisation helps reduce the sensitivity of ESOP outcomes to the smaller comparator companies in

this group which are likely to have more volatile TSRs than the Company, which is currently significantly

larger than any of the diamond mining comparators. A summary of the vesting schedule is provided below:

Relative TSR performance vs. Relative TSR performance vs.
Diamond Mining Group FTSE250 (excl IT) Index

Stretch (100% vesting) Benchmark + 12% p.a. Benchmark + 12% p.a.

Threshold (25% vesting) Benchmark Benchmark

Additionally, for any ESOP awards to vest, the Committee must satisfy itself that the recorded TSR is a fair

reflection of the underlying business performance of the Company over the performance period.

The Committee reserves the right to change the performance condition for future ESOP cycles if it considers

the performance condition as set out above is no longer appropriate.

Other proposed changes

Currently share-based ESOP awards are structured as a conditional right to receive shares after 3 years,

provided performance conditions are achieved. It is proposed to accommodate share-based ESOP awards to

be delivered in the form of nil-cost options as well as conditional rights, in line with typical market practice.
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Any dividends paid by the Company during the vesting period (between the date of grant and the date of

exercise if the ESOP award is structured in the form of nil-cost options) will accrue to an ESOP share-based,

but not option-based, award and be paid only to the extent that the award vests, in line with market and best

practice.

In the event of a change of control, awards would vest according to performance up to the date of the change

of control. In addition, share-based, but not fair-market value option-based, awards would be pro-rated for

time based on the proportion of the vesting period elapsed at the date of the event, with Committee discretion

to treat otherwise.

For participants who are “good leavers”, i.e. due to redundancy, ill-health or death, unvested awards would

vest according to performance over the full performance period (or over the performance period elapsed at

the date of leaving if deemed appropriate by the Committee). In addition, share-based, but not fair-market

value option-based, awards would be pro-rated for time based on the proportion of the vesting period elapsed

at the date of termination, with Committee discretion to treat otherwise. Where a participant leaves for any

other reason, awards will typically lapse.

ESOP awards will continue to be satisfied either by newly-issued or by market-purchased shares subject, in

the case of newly-issued shares, to an overall dilution limit of 10 per cent. of ordinary share capital over a

10-year period.

Disapplication of pre-emption rights (Resolution 10)

Article 3.5 of the Company’s Articles of Association prevents the issue of equity securities which are, or are

to be, paid up wholly in cash and not first offered to the existing shareholders in proportion to the number

of shares held by them at the time of the offer. However, it may be in the interests of the Company, for the

Directors to issue shares to shareholders free of the restriction imposed by Article 3.5.

Resolution 10 is conditional on the passing of Resolution 8 and will be proposed as a special resolution and

will, if passed, give the Directors authority to issue equity securities for cash without first being required to

offer them to existing shareholders. This Resolution will allow the Directors to allot equity securities up to

an aggregate nominal value of US$69,133 which (in accordance with institutional investor guidelines)

represents approximately 5 per cent. of the issued ordinary share capital of the Company as at 5 May 2010,

without the shares first being offered to existing shareholders in proportion to their existing holdings.

The Directors consider the authority in Resolution 10 to be appropriate in order to allow the company

flexibility to finance business opportunities or to conduct a pre-emptive offer or rights issue without the need

to comply with the strict requirements of the statutory pre-emption provisions.

The Directors intend to adhere to the provisions in the Pre-emption Group’s Statement of Principles not to

allot shares for cash on a non pre-emptive basis (other than pursuant to a rights issue or pre-emptive offer)

in excess of an amount equal to 7.5 per cent. of the total issued ordinary share capital of the Company within

a rolling 3-year period without prior consultation with shareholders.

Authority to purchase of own shares (Resolution 11)

Article 11 of the Company’s Articles of Association gives a general authority to the Company to purchase

its own shares but that authority is subject to the approval of shareholders. The Directors believe that granting

such approval would be in the best interests of shareholders in allowing them the flexibility to react promptly

to circumstances requiring market purchases.

Accordingly, Resolution 10, which will be proposed as a special resolution will, if passed, give the Directors

authority to make one or more market purchases of the Company’s shares. The authority contained in this

Resolution will be limited to 13,826,718 ordinary shares having an aggregate nominal value of US$138,267

which represents 10 per cent. of the issued ordinary share capital of the Company as at 5 May 2010. The

upper and lower limits on the price which may be paid for those shares are set out in the Resolution itself.

This authority will expire on the Company’s next AGM in 2011.
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Shares purchased under this authority may be held as treasury shares. The Company may purchase and hold

shares as treasury shares up to a maximum amount equal to 50 per cent. of the nominal value of the issued

ordinary shares as at the date of purchase, rather than cancelling them. Shares held in treasury in this way

can be sold for cash or cancelled. This would allow the Company to manage its capital base more effectively.

The Board has no present intention of exercising this authority. Shares will only be repurchased if the

Directors consider such purchases to be in the best interests of shareholders generally and that they can be

expected to result in an increase in earning per share. The authority will only be used after careful

consideration, taking into account market conditions prevailing at the time, other investment opportunities,

appropriate gearing levels and the overall financial position of the Company. Shares held as treasury shares

will not automatically be cancelled and will not be taken into account in future calculations of earnings per

share (unless they are subsequently resold or transferred out of treasury).

Adoption of new Memorandum and Articles of Association (Resolution 12)

The Company’s current memorandum and articles of association (the ‘Current Articles’) were adopted in

2005 and amended on 14 February 2007, shortly prior to the Company’s listing on the London Stock

Exchange (effective from 19 February 2007), and amended further on 13 June 2008 and 20 April 2009. As

outlined in the Chairman’s letter, changes have been made to English companies law through the phased

introduction of the UK Companies Act and the carrying into force of the Companies (Shareholders’ Rights)

Regulations 2009. As a company incorporated in the British Virgin Islands, Gem Diamonds is not subject to

the UK Companies Act. However, as a company listed on the London Stock Exchange, the Directors

consider it in the best interests of the Company that the Company’s memorandum and articles of association

reflect, so far as possible, the position of a UK listed public limited company under the UK Companies Act.

Resolution 12 seeks shareholder approval to make these changes. If passed, the amendments to the

Company’s memorandum and articles of association will take effect upon registration with the BVI Registry

of Corporate Affairs. The principle changes being introduced are set out below. Other changes which are of

minor, technical or a clarifying nature, and some more minor changes which merely reflect changes made

by the UK Companies Act, have not been noted.

AMENDMENTS TO MEMORANDUM AND ARTICLES OF ASSOCIATION.

As a result of the UK Companies Act, companies have been required to review their Memorandum and

Articles of Association to accommodate various changes.

A marked up copy of Gem Diamonds’ Memorandum and Articles of Association to reflect these changes is

available for inspection during normal business hours at:

(i) the Company’s London office;

(ii) at Linklaters LLP, 1 Silk Street, London, EC2Y 8HQ;

(iii) at the AGM itself until the close of the meeting; and

(iv) on the Company’s website.

These amendments have been agreed with our legal advisers in the BVI to ensure that the suggested

amendments are consistent with BVI companies law.

The main features of the proposed amendments are set out below. Other changes, which are of a minor,

technical or clarifying nature and also some more minor changes which merely reflect the changes made by

the UK Companies Act or the Companies (Shareholders’ Rights) Regulations 2009 have not been noted

below.
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Memorandum of Association

(1) Clause 5 – Authorised Share Capital

The UK Companies Act abolishes the requirement for a company to have an authorised share capital,

although the directors will still be limited as to the number of shares they can at any time allot, because

allotment authority continues to be required under the UK Companies Act (save in respect of employee share

schemes).

Under BVI companies law Gem Diamonds cannot remove Clause 5 of the Memorandum in its entirety but

the wording has been amended so that there is no limit on the number of shares that Gem Diamonds can

issue.

The UK Companies Act also significantly reduces the constitutional significance of a company’s

memorandum, so that it will record only the names of the subscribers and the number of shares each

subscriber has agreed to take in the company. For existing companies at 1 October 2009, any other

provisions, including the objects clause, are deemed to be incorporated into the Articles of Association and

the company can remove these provisions by special resolution. However BVI companies law continues to

treat the Memorandum of Association as an integral part of a company’s constitutional documents; therefore

Gem Diamonds has retained its Memorandum.

Articles of Association

(2) Authorised Share Capital and unissued Shares

As the UK Companies Act abolishes the requirement for a company to have an authorised share capital, the

Articles has been amended to reflect this. Directors will still be limited as to the number of shares they can

at any time allot, because allotment authority continues to be required under the UK Companies Act (save

in respect of employee share schemes).

(3) Reduction of Share Capital

BVI companies law does not require the concept of share capital and reserves set out in this article. However,

Gem Diamonds has decided to retain this provision in light of what UK investors would normally expect to

see (i.e. that shareholder approval would be required to reduce capital).

(4) Suspension of registration of share transfers

The current Articles permit the directors to suspend the registration of transfers. Under the UK Companies

Act, share transfers must be registered as soon as practicable. The power in the current Articles to suspend

the registration of transfers is inconsistent with this requirement of UK companies law and accordingly has

been deleted to bring the Articles in line with UK listed companies.

(5) Adjournment for lack of quorum

Under the UK Companies Act, as amended by the Companies (Shareholders’ Rights) Regulations 2009, a

general meeting for an English traded company that was adjourned for lack of quorum must be held at least

than 10 clear days after the original meeting. Therefore the Articles have been changed to reflect this new

requirement.

(6) Provision for employees on cessation of business

The UK Companies Act provides that the powers of the directors of a company to make provision for a

person employed or formerly employed by the company or any of its subsidiaries in connection with the

cessation or transfer to any person of the whole or part of the undertaking of the company or that subsidiary,

may only be exercised by the directors if they are so authorised by the company’s articles or by the company

in general meeting. Express authorisation for this is not required in the Articles in order for Gem Diamonds

to be able to make provision for employees in this manner, but it has been included in order to bring the

Articles in line with those for UK listed companies and so that the market remains informed that Gem

Diamonds is permitted to make provision for employees in these circumstances.
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