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Winston’s flagship salon on New York City’s Fifth Avenue. He cites a
rise in retail sales to $266 million in fiscal 2008 from $129 million
in fiscal 2004, the year that Gannicott’s Toronto-based mining com-
pany, Aber Diamond Corp., took a majority stake in Harry Winston
Inc. In 2006, Aber Diamond bought Harry Winston outright, and in
2007 changed its name to Harry Winston Diamond Corp. to take
advantage of the brand.

The new Harry Winston cites two factors that have boosted its perfor-
mance: the expansion of the Harry Winston brand into new markets,

particularly in the Far East; and knowing exactly what diamonds cost on

yfe

the open market. The company reports
that, as a miner, it sells diamonds to pro-
fessional cutters and polishers. When it
prepares jewelry, Harry Winston also pur-
chases stones from cutters and polishers.
Because Harry Winston knows what cut- 1

|
ters paid for the diamonds, Gannicott

explains, it is in a better position to negoti- S

ate good purchase prices. That allows the

company to set competitive prices for its
jewelry and retain a higher profit on the
sales of the stones than some other sellers.
The company reported fiscal 2008 earnings
of $106.4 million on sales of $679.3 million,
up from a profit of $104.3 million and over-
all sales of $558.8 million the year before.

Gannicott, who became CEO of Aber
in 1999, says Harry Winston's strong client
relationships provide reliable access to the
highest-quality polished stones for its retail
division. He notes that Harry Winston
monitors the supply-demand gap, which
affects pricing. The nontransparent nature
of diamond pricing — the gems do not
trade in the financial markets or show up
in newspaper charts — makes it hard for
consumers to appreciate the extent of the
supply-demand gap that is developing, the company reports.

Gannicott says he recognizes the importance of understanding all
aspects of Harry Winston’s business in mining and retail. That's the reason
he has worked to maintain the knowledge he gained when he first traveled
to Antwerp, Belgium, one of the worlds diamond centers, in the 1990s to
learn how to cut and polish diamonds. He still goes there occasionally, he
says, to keep his hand in the trade. To this day, Gannicott, a trained geolo-
gist with an easy laugh, remains as much the scientist and adventurer as the
businessman, becoming animated when discussing the technical details of

diamonds, including how they vary by size and quality and how a cutter

needs to understand the diamonds grain.

“WE'LEL OPEN/SALONS IN
PLACES WITH\HIGH-NET-WORTH
AND EMERGING HIGH-NET-

WORTH(CLNENTS.”

— THOMAS |0’NEILL, PRESIDENT,
HARRY WINSTON DIAMOND CORER.; CEO, HARRY WINSTON INC.

GLAMOUR FOR SALE

The retail side of the business, Harry Winston Inc., is a glamorous
establishment that fashions its own earrings, rings and watches from
polished diamonds sourced from several mines, Gannicott says. The
company reports that virtually all of its watches are made in a factory it
owns and operates in Geneva. The rest of its jewelry, including dia-
mond rings, is handcrafted at the Winston workshop above the flagship
salon in New York City, where designers use a combination of model-
ing techniques, including wax molds, to get their designs right. Once
they are perfected, another department,
also in the New York salon, manufactures
the pieces, Gannicott says.

Harry Winston now has 18 salons
worldwide. That’s triple the number that
existed in 2004, Gannicott says. Harry
Winston’s prestigious salons are increas-
ingly attracting wealthy consumers from
China, India, the Middle East and Russia,
whose oligarchs, Gannicott says, buy the
most expensive pieces of any client
around the world. Thomas O’Neill, presi-
dent of Harry Winston Diamond Corp.
and CEO of Harry Winston’s retail busi-
ness, says the opening of salons in Beijing
and Hong Kong in fiscal 2008 and the
sale of Harry Winston products through
the luxury group Mercury and its retail
locations in Russia (essentially the only
country in the world where the com-
pany’s jewelry is available outside of
Harry Winston salons) helped fiscal
2008 retail sales advance 17 percent, to
$266 million. They account for 39 per-
cent of Harry Winston Diamond Corp’s
overall sales. (The rest comes from min-
ing.) Clients in the U.S. and Japan remain
the two biggest purchasers of Harry Winston’s retail jewelry, but
Gannicott and O’Neill say they expect sales to continue to increase
in other parts of the world.

The two executives have resisted the temptation to grow the
retail business by selling less expensive jewelry. “That would be an
easy thing to do,” O’Neill says. “We could introduce a $900 ring that
would have a hint of jewelry, without diamonds at the center. But
that would be straying far from the proposition we make to the con-
sumer of providing an ultra-luxury product” Instead, O’Neill
explains, the retail strategy is to open an average of three Harry

Winston salons a year, reaching 40 worldwide by the middle of




COURTESY HARRY WINSTON CORP.

the next decade. “We’ll open salons in
places with high-net-worth and emerg-
ing high-net-worth clients. We track
personal income trends very carefully,”
O’Neill explains. “We know where the
opportunity is”

Adding more salons is not the only
change Gannicott and O’Neill have brought
to Harry Winston. They say they are also
taking measures to make the salons more
approachable. The shoppers at New York
City’s Fifth Avenue salon, for example,
no longer have to ring the buzzer at the
front door to be let in. And a salesperson
sitting austerely at a Louis XV desk in
the front of the salon has been replaced
with glass cases of jewelry and watches
that are browser-friendly. “It looked like
a private bank,” explains O’Neill, who
joined the Harry Winston team in 2004

after spending a few years as president

of British fashion retailer Burberry Group PLC. He says those two
changes contributed to a 50 percent increase in traffic and a 40 per-

cent increase in sales during the first Christmas season he oversaw

the Fifth Avenue location.

Getting celebrities to conspicuously display
a/company’s products has become its own
specialized marketing--discipline, one at
which Harry/Winston says it excels. Since
1944, when Academy Award winner Jennifer
Jones ‘walked off the stage ‘carrying/an
Oscar and wearing Harry Winston! jewelry,
the diamond) empire has been one .of the
mainstays | of haute couture’in /Hollywood:
Harry Winston the man, then 48 years)/old,
was looking “to uplift what was going on in
the consumer world”-at a time when the
country was anticipating the end to a gruel-
ing|war, says O’Neill.

Harry Winston’s Oscar-season’ loans_to
Hollywood stars —\O’Neill says they are
never gifts — have accelerated as/ the cer-
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HARRY WINSTON'S 1'8 RETAIL
SALONS ARE/ATTRACTING

WEALTHY CONSUMERS FROM

CHINA/KNDIA, THEN\MIDDLE
EAST AND RUSSIA.

RETAIL MEETS MINING

The more customer-friendly marketing
approach might have appealed to the com-
pany’s founder. A Manhattan jeweler’s son,
Harry Winston started the business in
1932. Known for his design talent, taste for
big stones and marketing flair, Winston
was the first major jeweler to loan dia-
monds to an Academy Award winner (see
“Oscar Glitter;” below). During his life-
time, Winston owned such famous pieces
as the Crown of Charlemagne, a head-
piece used at the coronation of French
kings, and the 45.52-carat Hope Diamond,
which he donated to the Smithsonian
Institution in 1958. Winston is said to have
learned the value of appearances at an
early age, when some bank loan officers
mistook him for a messenger. After that,

Winston sometimes sent a well-dressed,

distinguished-looking hired hand to bank meetings in his place.
Twenty-nine years after Winston’s death, his son sold his remain-

ing stake in the company to Aber, which already had Gannicott at the

helm. Gannicott says he and his company offered expertise that would

emony has increasingly become the place
where(the glitterati compete. “Determining
which actresses and actors to work with'is
a very selective process;” O’'Neill says. The
typical choice: “someone who understands
and appreciates the quality and craftsman-
ship of fine jewelry.”

LA CRUR

At the 1999 Academy Awards, accord-
ing to fashion reports,.host Whoopi Goldberg
wore more than $41 million worth/of\finery
from Harry Winston, including a‘107-carat
white diamond ring-rumored to be worth
$15 million. In‘more  recent years, Emmy
Rossum has shown up on Oscar night wear-
ing Harry/Winston jewelry.

When asked what value all that Oscar
exposure has for the Harry Winston retail
brand, O’Neill references the television
audience — some 32-million viewers in
2008, according to the Los Angeles Times.
But he adds/that a celebrity endorsement of
the/ company’s jewelry has a value beyond
sheer numbers. “I don’t think you can mea-
sure it,” he says.




HARRY
allow Harry Winston to marry mining and

retail operations. At 19, Gannicott emi-
grated from his native England to Canada. THRoU G4
After earning his degree in geology at the
University of Ottawa, he worked for
CANADIAN PACIFIC RAILWAY LTD. (CP), then
spent many years doing exploratory work
in the Arctic. In the early 1990s, he recalls, while working for a Canadian-
based exploration company, a hunch, quick action and a brilliant stroke
of luck assured his fortune.

At the time, Gannicott learned that another geologist, while pros-
pecting along the Mackenzie River in the Northwest Territories, had
come across some purplish mineral deposits that suggested the presence
of kimberlite pipes, a type of volcanic rock that can contain diamonds. It
wasn't long before that geologist discovered a major diamond ore deposit
in Canada. Reasoning that the area might offer more diamonds, Gannicott
rushed there and laid claim to a nearby tract of land. He then promised
60 percent of the haul to London-based mining company RIO TINTO PLC

(RTP) in return for investing the $10 million necessary to explore and

determine whether the underlying ore held diamonds.

WINSTON’S/DIAVIK MINE
IN NORTHWEST CANADA
SHOULD REMAFN _PRODUCTIVE

TO_FIVE CARATS PER _TON.
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It did. The mine, now called Diavik
and located about 186 miles from
NN 0s Four Yellowknife, has turned out to be very
productive, yielding four to five carats
per ton, versus less than one carat per
ton at many African diamond mines.
Harry Winston’s 40 percent share of
the joint arrangement amounted to revenues of $413.8 million in
fiscal 2008. The company says the mine, which began production in
2003, should remain productive through 2022, when its supply of
diamonds is expected to be exhausted.

Everything about Diavik is a challenge, starting with getting to
it, Gannicott concedes. The roughly 200-mile route to the mine is
called the winter road; 75 percent of it is over lakes on which the ice
is thick enough to support truck transport from the highway near
Yellowknife from late January to early April. The hundreds of miners,
each assigned to a small room with a single closet, work two-week
shifts, followed by two weeks off. They use hydraulic booms to free
the diamond-rich ore from the frozen ground, then load it onto

trucks that haul it to processing stations.

JIRI HERMANN/COURTESY DIAVIK DIAMOND MINE; FOLLOWING PAGE: COURTESY HARRY WINSTON DIAMOND CORP.




THE FIFTH AVENUE TURF

Harry Winston’s flagship salon, an end
point in the diamond supply chain, bears
no resemblance to the snowy tundra where
the miners extract ore from the ground or
to the hurly-burly of Antwerp, where Harry
Winston’s present-day staff sells its care-
fully wrapped and marked packets of rough
diamonds. The atmosphere in the salon is
hushed and orderly, the extravagance lim-
ited to the price of the pieces locked away
in glass counters. An entry area with ear-
rings ($4,800 and up) and men’s watches
($18,000 and up) gives way to a much big- V& o/
ger room containing necklaces and dia- :
mond rings, including a 27-carat ring that
O’Neill prices at more than $6 million.
The second-floor selling salon, with
parquet floors and Louis XV furniture,
overlooks Fifth Avenue and was once
Harry Winston’s office. Visitors ascend
to it in a tiny elevator that can fit only a

couple of people. “This is where young

*THE\MELDING OF THE VELVET
SLIPPERS /AND FTHE S TEEL-TOED

BOOTS IS A~ BILG ADVANTAGE.”

— BOB GANNICOTT,

While focusing on retail growth,
Gannicott says, he also has an eye out
for strategic acquisitions. He says Harry
Winston would be interested in acquir-
ing a company that has another dia-
mond mine in the early stages of
development. The current “malaise in
capital,” as Gannicott calls it, could
play to Harry Winston’s advantage if
mining companies are unable to get
bank loans on favorable terms and are
looking for partners.

Harry Winston could also use its
stock as acquisition currency. Aber
Diamond listed on the Toronto Stock
Exchange in 1988 and still trades there
under its new name. In November 2007,
Harry Winston also started trading on
the New York Stock Exchange. The com-
pany reports that the listing helped it
rebrand under its new name and was a
deliberate attempt to increase the per-
centage of U.S. shareholders, who have a

lot of experience evaluating luxury-

CHAIRMAN AND CEO, HARRY WINSTON "DIAMOND CORP.

couples view their wedding rings,” O’Neill
says, adding that the salon’s history “oozes
out of the walls” In some cases, O’Neill
says, longtime clients don’t come to the salon at all; Harry Winston
sales executives fly to clients’ homes, whether in the south of France
or a ski house in Aspen, Colo.

The entry-price points ensure that the experience of shopping at
Harry Winston is discreet. “You open the door here, and it’s very quiet,”

O’Neill says. “There’s not a flood of traffic. You don't get that claustropho-

bic sense that unfortunately comes with shopping during the holidays.”

goods companies. Besides, Gannicott
says, “it’s a Manhattan jewelry company.
Where else would you list it?”

As he discusses Harry Winston’s future, Gannicott is sitting in a
small executive conference room, above a part of Fifth Avenue
where millions of people stroll each year. A few weeks later, he is off
to a place that few people will ever see, in a wilderness where he is
equally at home, bundled in a heavy jacket, inspecting his mine — an
executive in steel-toed boots looking for something to appeal to the

velvet-slipper set. ¥

» If | had to name one leader whom | admire, it
would be...Gandhi. Having been exposed to the intri-
cacy of India through the diamond business, | find it
remarkable that this gentle man could galvanize and
unite such diversity. His successful movement for the
independence of India set the course for the dissolu-
tion of colonial occupation worldwide.

» If you had asked me at 10 years old what |
expected to be when | grew up, | probably would
have said...a gamekeeper (and this was before reading
any D.H. Lawrence!). | was born in the English country-
side and loved being a part of it. Love of the outdoors has
been a key ingredient in my life.
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BOB GANNICOTT

CHAIRMAN AND CEO
HARRY WINSTON DIAMOND CORP.

» My favorite book of all time is... The Fatal Shore
by Robert Hughes. | enjoy history. This is especially
well researched and engagingly written. It enlightens
the story of the founding of Australia through the
transportation of convicts in the context of the social
problems of the U.K. in general, and London in particular,
during the Industrial Revolution.

» The work story | most often find myself telling
at parties Is...an even split between bear encounters
and helicopter stories in the remote Arctic regions
from my early career in mining exploration; and stories
about our newest gems, unique jewelry pieces and
the people we've met throughout the diamond industry.

NYSE MAGAZINE ASKED BOB GANNICOTT TO
ELABORATE ON HIS SOURCES OF INSPIRATION,
PERSPECTIVES ON LIFE AND MOTIVATING FACTORS.
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