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ACRONYMS

AML Anti Money Laundering

ATA Admission Temporaire/Temporary Admission
AWDC Antwerp World Diamond Centre

CFT Counter Financing of Terrorism

CTR Currency Transaction Report

CDD Customer Due diligence

DD Diamond dealer

DDA Designated Diamond Account

DNFBP Designated Non-Financial Business and Professions
DPMS Dealers in Precious Metals and Stones

EDD Enhanced Due diligence

FC Foreign Currency

FIU Financial Intelligence Unit

FTZ Free Trade Zone

HS Harmonized Commodity Description and Coding System
JA Jewellers of America

KP Kimberley Process

KPCS Kimberley Process Certification Scheme

KYC Know Your Customer

ML Money Laundering

MSB Money Service Business

RTGS Real Time Gross Settlements

STR Suspicious Transaction Report

TBML Trade Based Money Laundering

TF Terrorist Financing

UAR Unusual Activity Report

UTR Unusual Transaction Report

WFDB World Federation of Diamond Bourses
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MONEY LAUNDERING AND TERRORIST FINANCING THROUGH TRADE IN DIAMONDS

EXECUTIVE SUMMARY

This report, examining Money Laundering (ML) and Terrorist Financing (TF) vulnerabilities related
to the trade in diamonds, began as an Egmont Operational Working Group project in February 2012.
In June 2012, the project was also adopted by the Financial Action Task Force (FATF) and it became
a joint FATF and Egmont typologies initiative. There were two main reasons for the Egmont Group
of Financial Intelligence Units (FIUs) and FATF to commission typologies research into the diamond
trade:

a) Neither FATF, Egmont Group nor any of the FSRBs had ever conducted an in-depth research
of the diamond trade and its exposure to ML/TF risk.

b) During the last ten to fifteen years, Egmont and FATF delegations noted a number of
indications that the diamonds trade was being exploited for ML/TF purposes.

Given the limited research into ML/TF through the trade in diamonds, the report provides a basic
overview of the subject matter and then focuses on ML and TF issues. Chapter 2 provides a general
overview of the international trade in diamonds. The distinction between the use of diamonds
themselves and the exploitation of the trade in diamonds which is conducted through financial
institutions or alternative/internet payment mechanisms is important to note. Diamonds and the
diamond trade can be used in all stages of ML (placement, layering and integration) and for the
stages of TF (collection, transmission, and use).

The research conducted has brought to light evidence that the diamonds trade is subject to
considerable vulnerabilities and risks, creating a challenge for both stakeholders within the industry
and relevant national authorities for AML/CFT. The contributions from the project team and
consultation with private sector have shown that the various entities within the diamond industry
on both national and international level have made efforts to counter ML and TF risks.

The diamonds trade has existed for centuries. It has developed a unique culture and trade practices,
which have their own characteristics and variations across countries and continents.

However, the international diamond trade has changed in the last few decades:
B De Beers no longer holds the same all inclusive diamonds monopoly.
B A number of smaller diamond dealers have entered the market.
B Distribution channels have become more diverse.

B New trade centres have emerged with billions of dollars' worth of
diamonds, and financial transactions go in and out of newly founded
bourses and their ancillary financial institutions.

B Cutting and polishing has shifted (except for the most valuable stones) from
Belgium, Israel and the US mainly to India and China, with smaller cutting
centres emerging.

B Cash transactions are still prevalent but the usage of cash is diminishing.

© 2013 FATF / Egmont Group 5
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B The internet, as in all other facets of life, is rapidly taking its place as a
diamonds trading platform.

These significant changes in the "diamonds pipeline" structure and processes raised the question of
whether the risks and vulnerabilities remain the same and whether current AML/CFT standards
and national regulations are sufficient to mitigate the different ML/TF risks and vulnerabilities
identified in the research.

While the level of risk posed by the misuse of the diamond trade may not be accurately established
within the scope of this report, the analysis conducted within the framework of the current research
identifies issues affecting the level of risk posed by criminals seeking to misuse the trade. Chapter 6
provides a detailed analysis of the risks and vulnerabilities, including

a)

b)

Global nature of trade - The trade in diamonds is transnational and complex, thus
convenient for ML/TF transactions that are, in most cases, of international and multi-
jurisdictional nature. This, in turn, may create difficulties for national law enforcement to
conduct investigations and necessitates international cooperation between law enforcement
agencies across countries in which the trade is taking place.

Use of diamonds as currency - The research noted criminals’ use of diamonds as a form of
currency! is a characteristic unique to the diamond trade2. Diamonds are difficult to trace
and can provide anonymity in transactions.

Trade Based Money Laundering (TBML) - This is one of the most common methods used
by criminals to launder illegally gained funds. The specific characteristics of diamonds as a
commodity and the significant proportion of transactions related to international trade
make the diamonds trade vulnerable to the different laundering techniques of TBML in
general and over/under valuation in particular. This should be viewed in light of the
significant world annual trade volume which includes rough diamonds, polished diamonds
and diamond jewellery3.

d) High amounts - cases show that the trade in diamonds can reach tens of millions to billions

of US dollars. This has bearing on the potential to launder large amounts of money through
the diamond trade and also on the level of risks of the diamonds trade.

e) Level of awareness of law enforcement and AML / CFT authorities (including FIU

awareness) to potential ML/TF schemes through trade in diamonds is low in most countries.
This can be seen in the trade statistics provided by the project team: there are almost no
reports that were filed by precious stones dealers to FIUs and very few intelligence reports
have been disseminated by FIUs to law enforcement agencies. The complexity of the
diamonds trade requires particular study and expertise to analyse and evaluate the financial

1 For example, instances have been found where diamonds were used to pay for and to finance drug
trafficking.

2 Within the regulated sectors according to the FATF recommendation, this is a characteristic of precious
metals and stones in general.

3 In 2011 the rough trade in diamonds amounted to approximately USD 51 billion and the polished trade
in diamonds amounted to USD 214 billion (see Figure 5, p. 33).

FATF / Egmont Group © 2013
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and trade transactions. The opaque and closed nature of the diamond industry are also
obstacles to investigations of ML/TF by Law Enforcement Agencies, which in many cases are
unaware of the benefit and the possibilities for ML which diamonds may allow.

f) There are cases, even though relatively few, indicating that the diamonds trade has also been
used for TF during the last 10 to 15 years.

g) All this is conducted within an industry where, although efforts to reduce such trade
practices have been made, the traditional ethics of trust are an integral part of the trade
culture and record keeping is minimal.

Chapter 7. of the report provides red flags and indicators based on analysis of country
contributions and red flags derived from submitted cases:

a) Red flags and indicators for regulated entities.
b) Red flags and indicators for diamond dealers and jewellers.
¢) Red flags and indicators for customs.

Chapter 8 and Chapter 9 provide an analysis of the different methods and techniques used for ML
and TF. In total, 64 cases were received from team members or retrieved from open sources. From
the cases collected, 38 cases were used in the report. Cases collected displayed links between the
different stages of the diamonds trade and various predicate offences. These include drug
trafficking, fraud, smuggling, theft and robbery, large scale tax offences, forgery and fictitious
invoices among other offences. Drug trafficking and smuggling were found to be the most prevalent
predicate offences.

Almost 50% of the cases concerned non-cash payment means. Cash as the sole method of payment
was reported only in 10% of the cases. These figures echo one of the main conclusions of the report
that the extent of cash usage in the trade is growing smaller. This has significance with respect to
the FATF definition of Dealers in Precious Stones and the AML/CFT standards which apply to
Diamond Dealers only when they engage in cash transactions with their customers. Taking into
account the risk and vulnerabilities identified in the report which does not relate to cash usage the
FATF definition of Dealers in Precious Stones is an issue to be further considered.

The vulnerabilities and risks of the diamonds trade noted in the report are made in general terms.
However, it should also be stressed that since the trade in diamonds is dependent upon the trade
characteristics pertaining to each jurisdiction in question, it is important to understand that there
may be considerable differences in the level of risk between countries and a more country specific
evaluation of risk is required. With respect to jurisdiction where diamond trade is a significant part
of the economy or where trade volumes are high it should be considered by relevant national
authorities to incorporate the diamonds trade as part of their national ML/TF risk assessment.

Generally speaking, international AML/CFT regulation must be as consistent as possible, in order to
obstruct the laundering of proceeds of crimes and to prevent terror financiers to achieve their goals.
Wherever loop holes exist in the AML/CFT standards, regulations or enforcement, criminals will
tend to utilise them for their ML/TF transactions.

Other precious stones - Finally, the scope of the project was narrowed in February 2013 from ML
and TF through trade in diamonds and other precious stones to the diamond trade only.

© 2013 FATF / Egmont Group 7
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Information collected, before limiting the scope to diamonds, shows the use of gold and other
precious stones for ML/TF purposes. The information is provided here without further analysis as
an awareness raising step and as an indication that further research is required on this topic.

Important remarks - In this report, when reference to the diamond trade is made, this is taken to
mean all the sectors noted in Figure 1 - diamond pipeline diagram. Where possible, the different
parts of the industry will be distinguished: production, rough diamond sales, cutting and polishing,
jewellery manufacturing and jewellery retailers.

The term diamond dealers refers, throughout the report, to a person dealing in rough or polished
loose diamonds (mostly business to business). Unless otherwise specified, the term does not
including diamond jewellers (mostly business to consumer).

8 FATF / Egmont Group © 2013
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CHAPTER 1.
INTRODUCTION

Banks and other financial services have traditionally been the preferred conduit for ML and often
the ultimate destination for laundering proceeds of crime. Global efforts to mitigate the risks of
ML/TF through financial services have reduced the likelihood of ML/TF through this sector.
Through country specific legislation and international cooperation promoted by the FATF and
Egmont Group, criminals have been challenged in their ML/TF activities. The implementation of
AML/CFT measures has forced criminals to seek out other methods to launder the proceeds of their
crimes. The ML aspect of the criminal enterprise has become more complex and sophisticated in
order to conceal and disguise profits gained by their criminal activity and the origin of such profits.
As a result, other business sectors have been targeted by criminals including the precious metals
and precious stones industries, and specifically the trade in rough and polished diamonds and
diamond jewellery.

The diamond sector as a Designated Non-Financial Business and Profession (DNFBP) is different in
some respects from financial institutions and other DNFBPs. Diamonds are a commodity traded in
international markets. The diamond trade is a dynamic international trading sector, where a
significant amount of business is transacted through financial institutions. They are used not only
for trade but also for investment purposes, although probably to a limited extent. Diamonds are
traded mainly through dozens of bourses and cutting and polishing (‘manufacturing’) centres
around the globe. As this research has discovered diamonds are also used as a form of currency,
which distinguishes this industry from other trade based DNFBPs such as real estate agents and
most trade based industries. The use of diamonds as a form of currency or as a means of payment is
of significance from an AML/CFT perspective.

The FATF recognised that diamonds and other precious stones are vulnerable to ML/TF by
including the diamonds and precious stones dealers under the definition of DNFBP when they
engage in cash transactions with their customers above an applicable designated threshold. The
FATF Report on Money Laundering Typologies 2002-2003% recognised the inherent risk that
diamonds and other precious stones pose as a ML commodity.

This 2002-2003 typologies report identified cases where diamonds and the trade in diamonds have
been exploited for ML and TF purposes. However, the team undertaking this project found that in
many cases, Financial Intelligence Units (FIUs) and Law Enforcement agencies know little about
diamond trade business practices, the methods of its utilisation for ML or TF and the typologies of
the criminal exploitation of the diamonds trade, in comparison to their awareness of other types of
ML/TF activities.

As will be detailed later in this report, the diamond trade was found to be linked to different
predicate offences, including to offences conducted by organised crime, such as drug trafficking,
illegal weapons trade and tax offences, as well as to ML offences. Additionally, one of the

4 FATF (2003)
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complexities noted in the laundering activities that utilize diamonds is that diamonds can be both
the vehicle to generate criminal profits as well as the vehicle to launder them.

Documented? cases of terrorist utilization of diamonds are few; however it should not automatically
be assumed that terrorist utilization is uncommon because of the limited case examples that have
been published. Often, law enforcement and intelligence organisations have documented the factual
details that are not released to the public. Unless the use of diamonds leads to an arrest or criminal
charges as the case may be, these details will not be made public. In addition, this knowledge may
not be shared as willingly as criminal use of diamonds due to national security concerns.

Before the implementation of the Kimberley Process, researchhad shown that diamonds had been
exploited extensively by war criminals in many African civil wars by a multitude of rebel and
government forces, to exercise the acquisition of munitions. Some of the war lords and militia
commanders had mastered the art of converting illicit diamonds into arms. Historically this may be
the greatest example of terrorist or terrorist-like utilisation of diamonds.

The business practices prevalent in the diamonds trade are unique:
B Confidentiality of transactions.
B Agreements made by word of mouth.
B Deals conducted via a diamond bourse located in Free Trade Zones (FTZs)
B "memo" transactions.

Alongside, these factors, the diamonds trade is also characterised high value to mass ratio, million
dollars' worth of diamonds may be carried across borders either legitimately through trade or
illegally (e.g., smuggling) with relative ease. These characteristics make diamonds a commodity
vulnerable to exploitation by transnational criminal organisation and terrorist groups seeking to
transfer value or legitimise illicit transactions and profits®. These characteristics, among others,
also mean that the trade is difficult to monitor by regulators and law enforcement agencies.

The FATF definition of ML is based on the definitions included in the UN Vienna and Palermo
Conventions. These definitions note that ML includes the acquisition, possession, concealment or
disguising or conversion / transfer of property derived from criminal offences (listed as designated
categories of offences by the FATF). Examining ML in its broadest sense, diamonds may be:

a) acquired as a "property of an offence"” (theft of diamonds);

b) used to conceal or disguise "proceeds of crime" (as they are a high value/low mass good and
relatively easy to hide from detection); and

c) converted into other financial instruments or conveyed or transferred relatively easily
across borders and hold their value for a very long period of time. Le.,, diamonds are liquid
assets.

5 See for example: GAO (2003); Global Witness (2003); and Douglas Farah (na).
6 FATF (2003), pp. 21- 24.
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The flexibility of diamonds as a commodity that can generate profit, retain value and serve as means
of payment, in conjunction with traditional ethics of trust and undocumented trade practices,
indicate the potential for diamonds to be used as a laundering mechanism and why this industry is
worthy of further examination by AML and CFT authorities.

l. REASONS FOR CONDUCTING THE RESEARCH

The FATF last conducted a typologies research on the topic of diamonds in 2002-2003. This
typologies report was not dedicated fully to the topic of diamonds but rather covered several issues
each in a very limited way. Diamonds as a topic for a typologies research has not been dealt with by
the FATF nor by FATF-Style Regional Bodies (FSRBs) leaving the issue in need of attention. The
purpose of this research is to create a better understanding of the diamond trade and in particular
the "diamond pipeline", including the vulnerabilities and risks facing the trade.

The diamond industry (rough, polished and jewellery) is international in character, and demand for
diamonds remains high. The whole industry "pipeline" needs to work so that rough diamonds can
find their way from the earth as a rough diamond to a cut and polished diamond in someone’s
necklace, watch or ring. While the value of rough diamond production amounts to USD 14.06
billion7 annually, the financial volumes of the trade on all its parts amount to hundreds of billions of
dollars every year. In many countries the diamond industry has become an important economic
factor.

Indications exist that point to the misuse of the legitimate diamond trade. NGOs such as Partnership
Africa Canada, and government bodies, such as the US Government Accountability Office (GAO) have
researched and published information revealing investigations involving the use of diamonds for
ML. However, it remains an open question as to what extent the diamond industry itself has been
exploited for ML/TF.

AML/CFT authorities recognise the potential risk of misuse of the diamond industry. The IMF has
been engaged in Technical Assistance with African countries that produce and deal in diamond,
gold, and precious metals to strengthen their defences against ML, smuggling, and TF. The IMF
noted that: “the trade in precious minerals has been linked to illicit financial flows, corruption, drug
trafficking, arms smuggling and the financing of terrorismé®.

Il.  AIM AND OBIJECTIVES

The diamond trade is global in nature and can be highly complex. The characteristics of the trade
vary along the supply chain and by location, whether it is African mining countries, diamond trading
centres like Belgium, US, Israel and Dubai, or manufacturing centres such as India and China. For
this reason this report aims at the outset to provide a general overview of the diamond industry, the
way it works and the characteristics of diamonds as merchandise, through an AML and CFT lens.
The aim is to provide the basic knowledge needed in order to have a better understanding of the

7 According to KPCS statistics for the year 2011.
8 IMF (2010).
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manner in which the diamond trade / industry operates and the way this sector might be exploited
for ML and TF purposes. This overview is provided in Chapter 2 of the report.

In 2008 the FATF, in consultation with the private sector?, published a Risk Based Approach (RBA)
for dealers in precious metals and stones (DPMS). This document conducted an analysis of risks
which may be considered by both dealers in precious metals and precious stones in the application
of the risk-based approach to the dealers' activity. One of the main aims of this typologies project is
to identify up-to-date ML and TF vulnerabilities along the different parts of the "diamond pipeline",
with a specific focus on international trade and the unique characteristics of rough and polished
diamonds that make them vulnerable to criminal activity, as well as an evaluation of the risks
associated with the vulnerabilities of the trade. This may also assist concerned parties in enhancing
their application of a RBA for precious stones with respect to the diamond trade.

Additionally, the typologies report also aims to:

a) Identify "red flags" and indicators which will enable financial institutions, diamond dealers
and law enforcement to recognise cases of abuse of the diamond trade and increase
unusual/suspicious activity reports to FIUs. Identifying "red flags" will also assist the
relevant entities in assessing the risk of their own transactions.

b) Identify known and new typologies / case examples in the diamond industry based on case
examples and open source information, and establish ML/TF trends in the global diamond
trade. In particular, the project aims to contribute to a better understanding of the extent to
which the diamond trade is used by criminals to launder proceeds generated in predicate
offences and to what extent diamonds are used for this purpose.

c) The reportalso aims to outline relevant policy implications by:

i. Examining the current FATF standards with respect to the diamond trade and
identifying any need for further consideration, enhancement or amendment.

ii.  Identifying best practices for AML/CFT regulatory and supervisory approaches to
the precious stones industries and specifying policy implications where needed.
Furthermore, if required, develop a specific set of issues for consideration that may
assist both the diamond and financial sectors and national competent authorities.

. METHODOLOGY

The methodology adopted in this project deviated from the common practice of sending a
questionnaire to all FATF/Egmont members to collect information. It was decided, rather, to create
a diverse group of team members from countries of importance and/or relevance to all facets of the
diamond trade to collect country-specific information and to take part in the report drafting. All
countries where diamond centres or diamond mines are located were invited to take part in the

9 The following diamond and jewellery industry representative bodies were consulted for the 2008 report:
Antwerp World Diamond Centre (AWDC), International Precious Metals Institute, World Jewellery
Confederation (CIBJ), Jewelers Vigilance Committee (JVC), World Federation of Diamond Bourses
(WFDB), and the Canadian Jewellers Association.
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project. The countries that joined the project included: Argentina, Australia, Belgium, Canada, India,
Israel, Mexico, the Netherlands, Russia, South Africa, Switzerland and the US. Two FSRBs (GIABA
and ESAAMLG) joined the project to serve as liaisons to African mining countries. The members
represent a significant part of the international "diamond pipeline”, namely: Mining!® and
production, trade and manufacturing centres, distribution and jewellers1,

However, it is important to note that, the report would have benefitted from additional information
from specific input of production countries and major trade centres. For example, United Arab
Emirates, one of the world largest trading centres for diamonds (with trade volumes amounting to
more than USD 40 billion). The lack of information from the United Arab Emirates leaves an
intelligence gap which may cause an imbalance in the results of the research. This is also true for
most of the African mining countries which supplied little or no information on the mining sector
(e.g., Botswana, Sierra Leone, Namibia and the Democratic Republic of Congo (DRC)).

A comprehensive collection plan was devised and distributed among team members. The objectives
of the collection plan were as follows:

a) Create a better understanding of the manner in which the diamond trade is operating
from mining of rough diamonds through trade and cutting centres to the retail level of
jewellery shops where polished diamonds contained in jewellery are at the end of the value
chain. This included information on customs, cross-border regulation, taxation and funding
made available via financial institutions.

b) Identify "red flags" both in the trade of rough and polished diamonds to help diamond
dealers and jewellers!2 recognise transactions which may be linked to ML or TF activities;
these may also assist the financial sector providing services to the diamond sector. Red flags
may also be used by FIUs and law enforcement while investigating cases involving the trade
in diamonds.

c) Diagnose the vulnerabilities and the level of risk associated with different parts of the
trade.

d) Collect information on money flows related to ML or TF from the different countries, in
order to identify discrepancies between countries and indications for possible ML and/or TF
activities.

e) Collect information on sanitized and actual cases from FIUs and law enforcement.

f) Identify associated predicate offences with the trade and financing of the trade in
diamond.

10 There is a previous stage to mining which is the exploration stage whereby governments and specialized
diamond companies such as Alrosa, De Beers and Rio Tinto search for new site of diamond mining. The
report is not looking into this phase since it precedes the actual trade in diamonds.

11 Based on KP statistics for the year 2011 (rough diamonds only) the team members covered in terms of
trade volume 95% of the mining sector and approximately 83% of the import and export of rough
diamonds.

12 The FATF definition applies to dealers in precious metals and stones. The scope of the report is the
diamond trade only; however, the identified red flags may also aid dealers in precious stones in general.
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g) Engage national players relevant to the diamond trade in each member jurisdiction to
facilitate the collection of information.

A limited collection plan was also sent to additional countries identified by the project team as
relevant to the diamond trade. These included: China; Hong Kong, China; Singapore; Switzerland,
Thailand; the United Arab Emirates; and the United Kingdom.

An open source survey for actual ML/TF cases involving diamonds was conducted and information
on these cases was requested from the relevant countries (Australia; Belgium; Brazil; Hong Kong,
China; Israel; South Africa; Switzerland; United Kingdom; United States; Zimbabwe13). These open
source cases where also used in the typologies analysis section.

In November 2012, a typologies workshop was held in Dakar, Senegal within the GIABA/FATF joint
expert meeting on typologies, produced relevant material to the report. Several presentations were
given by the participants. Additionally, team meetings were held to discuss findings14.

Several team meetings included consultations with the private sector aimed at better understanding
the trade in diamonds and its vulnerabilities as perceived by the private sector and verifying the
information previously collected. Consultations were conducted with Jewelers of America and the
World Federation of Diamond Bourses (WFDB).

Additional private sector consultations took place during the end of August 2013 and the beginning
of September 2013, just prior to the final project team review and submission of the report to the
FATF and Egmont for approval, to verify the factual information regarding the diamond trade. The
draft report was sent for comments to the following private sector representatives: WFDB, Jewellers
of America, a consultant gemmologist to the crown in Canada, an expert from the UN Group of
Experts on Cote d'Ivoire and a representative from Kimberley Process to review information on KP
sections of the report.1>

IV. SCOPE

The project was initially envisioned in two-phases, with the first stage focusing on ML / TF through
the trade in diamonds and other precious stones and the second phase focusing on ML / TF through
the use of precious metals. This was in accordance with the FATF definition of precious stones
dealer as a sector included in the Designated Non-Financial Businesses and Professions (DNFBPs).
The project was initiated at the first stage with an aim to conduct a typologies research to cover
both diamond and other precious stones but would not cover precious metals.

13 As of 3 June responses had been received from Australia, Brazil, Israel, Switzerland, the United Kingdom
and the United States.

4 Team meetings were held in July 2012 in St. Petersburg, Russia in the margins of the Egmont Own
meeting; January 2013 in Ostend, Belgium in the margins of the Egmont OpWG meeting; February 2013
in Paris, France in the margins of the FATF WGTYP meeting; June 2013 in the margins of the FATF
WGTYP held in Oslo, Norway a meeting which included consultation with private sector representatives.

15 The authors of the report noted that the same terminology was sometimes used differently by some
private sector experts that contributed to this report. Every effort has been made to use the same
terminology consistently.

14 FATF / Egmont Group © 2013
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During the team meetings in February 2013, the project team decided to narrow down the research
to cover only diamonds. As the project progressed, and as more information became available
giving a better picture of the scope of the issue, it became clear that the diamond trade alone is a
vast area of research justifying a focused effort of its own. For the same reason, synthetic diamonds
were also excluded from the scope of the research.

Since one of the objectives of this report is to create a better understanding of the misuse of the
diamond trade for the purpose of ML or TF and to understand how the diamond trade is used by
criminals to launder funds from illegal activities or to finance terrorism, the project team also
decided that "conflict diamonds" would not be part of this research

Each part of the "diamond pipeline" has its own characteristics and different geographical locations.
In many cases the "players" are different, and the vulnerabilities and risks correspond to the nature
of each "pipeline” segment. The project team found that the collection of information on all of these
parts, and the analysis of this information within the framework of AML/CFT vulnerabilities and
risks, was a difficult and time-consuming task. Based on all the information collected, the project
team identified vulnerabilities. However, since not all of the jurisdictions approached by the project
team provided information, there are some intelligence gaps®. In order to stay within the
timeframe allocated to this project, these intelligence gaps have not been included in the report,
leaving the diamond trade in need of further research (particularly with reference to African mining
countries and some trade centres like China, Panama and the United Arab Emirates).

Given that the diamond trade is very complex, involving numerous players spanning across
continents, it would be difficult within the framework of this report to conduct a country by country
analysis of the vulnerabilities and risks relevant to the diamond trade. As a result, the report speaks
mainly in general terms with regard to vulnerabilities and risks associated with each part of the
trade, and considers geographical vulnerabilities and risks where appropriate.

Finally, the quality of diamonds can be divided into gem, near gem and industrial grade categories.
Industrial grade diamonds have different markets and are not used for the production of jewellery
due to their low quality. According to the WFDB, 30 - 35% of the volume (less than 1% by value) of
mined diamonds and a large proportion of synthetic diamonds are used for industrial purposes.
Since the ML and TF vulnerabilities of industrial diamonds are lower than gem quality diamonds,
industrial diamonds are not part of this research. When speaking about diamonds, this research is
referencing only those diamonds which are eventually used for the manufacturing of jewellery, i.e.,
gem and near gem quality.

' Some intelligence gaps remain since information was not received from all jurisdictions approached by

the project team.
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CHAPTER 2.
THE INTERNATIONAL TRADE IN DIAMONDS - OVERVIEW

In order to understand the vulnerabilities of the diamonds trade throughout the various stages of
the "diamond pipeline” and the risks associated with these vulnerabilities, it is required to
understand how this unique and complex industry works, what are the processes bringing
diamonds from the mine to the market, who are the "players"” involved in the trade, what is the size
of the industry, etc. While it is not the purpose of this report to provide a comprehensive analysis of
the diamond industry, a synopsis of the sector from mining of rough diamonds to the retail level, is
provided.

THE DIAMONDS PIPELINE

Bringing diamonds from production (mining) to the retail consumer involves several stages of
processing and a variety of transactions (also known with