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“STUCK IN THE MIDDLE" OF THE DIAMOND
ENGAGEMENT RING MARKET

Alan N. Hoffman
Bentley University

Built on the premise of making engazement ring selection simpler, Blue Nile, Inc. (formerly
known as Internet Diamonds, Inc.) has developed into the largest online retailer of diamond
engagement rings, Unlike traditional jewelry retailers, Blue Nile operates completely
store-front-free, without in-person consultation services. The business conducts all sales
onling or by phone and sales include both engagement (70%) and nen-engagement
(30%) categories.' Blue Nile focuses on perfecting its online shopping experience by
providing useful guidance and education, extraordinary jewelry, at competitive prices.
Blue Nile’s vision is to educate its customer base so that customers can make an
informed, confident decision no matter what event they are celebrating.” It wants to make
the entire diamond-buying process casy and hassle-free In addition, an important part of
Blue Mile's vision, as CEO Diane Trvine said in a recent webinar with Kaihan Krippendorl, is
for the company to be scen as the “smart” way to buy diamonds, while saving 20%—40% maore
than one would in the typical jewelry store. Blue Nile is working 1o become “the Tiffany tor
the next generation.™

Company Background

Blue Nile started in Seattle, Washington, in 1999, when Mark Vadon, the founder of the coni-
pany, decided to act upon his and his friends’ dissatisfaction with their experience in scarch-
ing for an engagement ring. As a result, to battle their concerns, he created o company thar
olfered customers education, guidance, quality, and value, allowing customers 1o shop with
confidence.’

Blue Nile operaies its business through its three websites: www.bluenile.com, www
bluenile.co.uk, and www bluenile.ca. Customers from the UK and all the member states of
the European Union are served by Blue Nile's subsidiary, Blue Nile Worldwide, through the
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UK website, Canadian customers are served through the Canadian websile, and U.S. customers,
along with 14 additonal counlries worldwide, are direeted 1o the primary wehsite. In addition,
Blue Nile owns another subsidiary in Dublin, Ireland, named Blue Nile Jewelry, Lid, which
acts as a customer service and fulfillment center.,

Furthermare. in order o cohance and facilitate the purchasing process (o serve both local
and foreign demand, Blue Nile has given customers the choice Lo purchase their products in
22 foreign currencies, as well as in the U5, dollar” As of the beginning of 2010, the company
has offcred sales 10 customers in over 40 countries worldwide.”

Mot being built as a traditional brick-and-maortar jewelry company, Blue Nile uses its
websites to exhibil its fine jewelry offerings, which include diamond, gold, gemstone, plati-
num, and sterling silver, as well as rings, earrings, pendants, wedding bands, bracelets, neck-
laces, and walches. Blue Nile's revolutionary and innovative ways of restructuring industry
standards did not just stop with its lack of a physical presence. The company offers a "Diamond
Scarch® ool that lets customers examine their entire dircetory of diamonds 1o choose the right
ane in scconds, It also offers the popular “Build Your Crwn” tool that helps customers custoni-
ize their own diamond jewelry and then view it on the computer before executing the order.
Morcover. Blue Nile offers customers financing options, insurance for the jewelry, a 30-day
return policy and free shippinz.®

Diamond sales represent the majority of Blue Nile's business and revenues. [riamonds,
which are certified for high quality by an “independent diamond grading lah," are differen-
tiated based on “shape, cut, color, clarity and carat weight"'" Blue Nile uses a just-in-time
ordering system from its suppliers, which is initiated once a diamond purchase is made on
the website, eliminating the burden and the costs of keeping high-tickel ilems in inventory.
However, the company does keep in inventory rings, garrings, and pendants that it uses asa
hase to attach the diamond to, in order to be able to customize diamond jewelry to customer
requirements, In order 1o succeed in this industry, Blue Nile maintains a strong relationship
with over 40 suppliers,

Afier its TPO in 2004, Blue Nile shares traded on the NASDAQ (ticker NILE), The com-
pany has been awarded the Circle of Excellence Platinum Award, which customers use to
rank the best online company in customer service, by Bizrate.com since 2002, Being the only
jeweler to be recognized for this excellence is a true testament Lo Blue Nile's salid business."

Strategic Direction

Blue Nile is in the business of offering “high-quality diamonds and fine jewelry at outstanding
prices.” It is a publicly raded company, making its ultimate business objective Lo achieve the
highest return possible for its shareholders. In order o do this, Blue Nile focuses on the following:

1. Cause disruption in the diamond industry by creating a “two-harned dilemma,” Accord-
ing to Kaihan Krippendorff, Blue Nile has been able to effectively put its competitors in &
position where if’ they try to compeie with Blue Nile directly, they compromise an area of
their own business (one edge of the horn), and if they do not choase (o compele with Blue
Nile, they slowly lose market share and compelitive pusitioning (the other edse of the
horn). Blue Nile's decision to offer the highest-quality diamonds in spite of it operaling
1 an online environment where it could easily pusition itself purely as a “discounter” has
heen key Lo creating this dilemma, Competitors with hrick-und-mortar locations are then
left 1o decide whether they should sell their product online at a lower cost than a customer
would find in a store in order 1o compete (knowing that this could negatively impact the
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brick-and-mortar location) or not go head to head with Blue Nile online."® This dilemma
helps Blue Nile keep its strong position as the fargest online jowelry reailer.

. Keep the consumer in mind and establish relationships with customers during a very im-
portant time in their lives, The idea for Blue Nile was born during an unpleasant shopping
esperience. The company remains focused on perfecting its user experience by investing
in online educarion ools and resources within its website to help customers make edu-
cated decisions.'" Because Blue Nile's customers cannot view the diamonds in person
hefore a purchase, it provides them with grading reports on their diamonds from two
independent diamond graders (GLA or AGSL) and a 30-dav return policy,

. Capture market share and emerge after the recession in a strong competitive position.
Some competitons have pulled back during the recession by closing locations, while athers
have closed their doars all wogether.”* Blue Nile has been investing in its website and is
working to aggressively grow its market share."

The Jewelry Industry

Tl is estimated that 20010 1.8, jewelry sales finished at T75549.3 billion for the vear, a
2.6% growth over 2009."7 According to First Research.com, the U.S, retail jewelry indus-
try i considered o be fagmented, as “the wop 50 jewelry chains gencrate less than half of
itotal) revenue™ and there are 28 800 specialty stores that generate around US$30 billion in
revenue. Diamond jewelry and loose diamonds account for approximately 43% of totl jewelry
store sales.'™

A closer look at this industry reveals that 17.29 of tal TS, jewelry sales took place in
non-store retailers. Stll though, retail locatons conunue o be the primary source of jewelry
sales, aceounting for 30% of olal U.S, jewelry sules in 2009 in spite of sales decreasing by
7.8% between 2007 and 2009,

According 1o Compete.com, Blue Nile controls 4.3%% of Internet jewelry sales, and as of
2009 Blue Nile had about 4% of the engagement ring business in the United States,” which is
509 of the American online engagement jewelry market.™

Blue Nile's Competitors

DeBeers

Blue Nile's many competitors include various different retail outlets like department stores,
muajor jewelry store chains, independently twned jewelry stores, online retailers, catalogue re-
tailers, television shopping retailers, discount superstores, and, lastly, wholesale clubs, Many
local jewelers have great relations with their clientele in smaller communities, which poses
a challenge for Blue Nile to achieve greater market share. Online retailers include Amazon,
Orverstock.com, and Bidz.com, which are well-known for their discounting, thus creating tre-
mendous competition for Blue Nile. Most major firms who specialize in jewelry have their
uwn enling presence as well, such as Zales, Signel, Tiffany, and Helzherg,

DeBeers, which owns 40% of the world's diamond supply,™ is establishing its presence online
as a trusted advisor, just as Blue Nile has done, Upon visiting DeBeers website, it is clear that
Elue Nile's consultative approach online has made an impression on DeBeers, as the website
has an “Advice” section under Bridal rings and an “Ar of Diamond Jewelry™ section that both
educates and serves as a source of confidence of qualily.




Tiffany & Co.

Titfany & Co., one of the best-known luxury brand names, had revenues in 2010 of
US%$2.9 billion, compared to Blue Nile's US$H3(2 million. 2" Tiffany & Co. continues to sland
out in the jewelry sector by opening stores in urban
because many consumers are willing 0 pay cxira fion
offers great service at ts stores through product information. Lastly, owning a piece of jewelry
from Tiffany's—and receiving the iconic bius box—has an air of prestige all its own that Blue
Nile cannot replicate.”® In spite of the value associated with the Tiffany name, due 1o its lean
business model, Blue Nile's return on capital is three to four imes hetler than Tiffany's.*

America and has shown 1o be a success
r 4 well-known brand name. Tilfany also

Blue Nile's many powerful competitors require the husiness 1o compete through differ-
entiation, and so Blue Nile gains an advantage over its compelition through its unique oper-
aling structure. Iis strategy, distrihution channel, and supply chain help 1o keep Blue Nile in
the market because it also creates barriers 1o entry. Some competitive advantages include ils
partnership with Bill Me Later and its direct contracts with major diamond suppliers. Blue
Nile partners with Bill Me Later”” in order to offer Ainancing for fine jewelry and diamond pur-
chases. Blue Nile also has direct contracts with major diamond suppliers, which in turn allow
the company to sell stones vnline at lower prices than brick-and-mortar locations because it
has lower overhead costs and fewer distribution interceptions.

Guild Jewelers

It is difficult to find a competitor that can be compared directly to Blue Nile hecause of the
unique way in which the husiness operates. While Guild Jewelers are not necessarily a united
force that Blue Nile must respond to, Blue Nile CEO Diane Irvine considers Guild Jewelers
i be the company’s major competilor because Guild has local relationships with potential
customers that are difficult for Blue Nile to establish online.™

Barriers to Entry/imitation

Barriers o entry in the jewclry industry are high because the tollowing are needed: capital,
strong supplicr relationships, and reputation. With regard to capital, raditional jewclry stores
must fund their brick-and-mortar locations, onsite inventory, and siore labor, Supplier rela-
tionships with diamond cutters and distributors are also key, and as seen with Blue Nile, they
can greatly impact the profitability of 2 given retailer. Finally, due lo the expense associated
with jewelry purchases, Blue Nile's “average ticket” is US$2.000.%* This helps Blue Nile be-
cause customers are looking for a rusted source with a strong reputation,

In regard to imitation, Blue Nile leverages a few unique systems and services that are
hard for the competition to imitate. First, Blue Nile's “build your own™ functionality online
differentiates it from competitors by allowing the customer Lo personally create their ideal
diamond ring, carring, pendant, multiple sione rings, andfor multiple stone pendants, The
consumer also has access to an interactive search function, which references an inven-
tory of 50,000 diamonds, including signature diamonds that are hand-selected and cut with
extreme precision.™

Second, Blue Wile has its own customer service feam of diamond and jewelry consultants
that offer suggestions and assist customers with their purchases. This online interactive cus-
tomer serviee approgch creates a barrier o enlry as the information technology platform for
these functions is complex.
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Lastly, Blue Nile also offers exclusive colored diamonds, which include rare diamonds
that are red and pink.*! Tt has a more diversified product range than its competitors because it
does not have to hold inventory in stock.

The threat of new entrants is always a concern, but Blue Nile has been successful thus
far at staying ahead of new entranls and has established a reputation as & quality, reputable
online service.

One of the most signiticant resources for jewelers is diamonds, and with DeBeers own-
ing 40% of the world’s jewelry supply, diamends are considered scarce and unique. Large
diamond suppliers like DeBeers are not as powerful as they were onee were—DeBeers al one
time sold 809 of the world's diamonds™ —but their presence is still felt, In addition, diamonds
are generally obtained in politically unstable regions of the world, like Africa, and companies
must be aware of the risk of obtaining conflict diamoends, The diamond trade is complex with
regard o politics and legal issues, as the majority of diamond mines exist in underdeveloped
couniries, where cormiption is prevalent and the rule of law is not easily enforced. Many of the
digmond mines are located in Alvican countries snch as Bolswana, which currently produces
27% of the global diamond supply.™ However, recent global initiatives, including the Clean
Damond Trade Act of 2003, and the Kimberly Process Certification Scheme ol 2002, have
made significant impacts on violence and illegal rade in the last decade.™

The lack of legal and political stability in many of the diamond source countrics repre-
sents a threat to Blue Nile and the industry as a whole, With unstable changes in leadership and
power, threats to the global supply chain of a valuable commaodity are possible, and perhaps
even likely w occur. The takeover of diamond mines by militia groups, povernment claims
af eminent domain, dizmond smuggling, and obsolescing contract negotiations with foreign
governments all have a potential deleterious impact on the jewelry industry, Finally, given the
increased valuation of gold in recent years, this Jewelry material has become harder to oblain.

Demographic Trends

There are a number of social and demographic trends that offer opportunitics for Blue Nile.
First, the average age of first-time newlyweds is increasing in the United States, currently 28™
for men and 26" for women.

A USA TODAY analysis of the Census figures shows that just 23.5% of men and 31.5% of
women ages 20-29 were married in 2006, (The analysis excludes those who are marricd bul
separated.) Both the number and percentage of those in their 205 fell from 2000, when 31.5%
of men and 39.5% of women were married.”’

Higher marrying ages tend to translate into greater spending power for marrigge-related
items, such as engagement rings,

Next, people nowadays are more receptive (o handheld technologies and apps. These
un-the-go technologies are an opportunity for Blue Nile to reach busy customers who do not
have time to drop by a jewelry store Lo research their product choices and make a purchase.
Mobile sites and apps allow a customer with & Smartphone o make purchases on their own
schedule, without adhering to a brick-and-mortar schedule. As this generation ages and peo-
ple become comfortable with technology, Blue Nile will have more segments to cater to and a
broader reach, With online purchases becoming moere of a cultural norm, with less associated
negative stigma. and as higher percentages of the global population gains reliable access to
the Internet, Blue Nile is poised to capitalize on its Web-only strategy.

Finally, with histarical events like the marriage of Prince William and Kate Middleton
dominating the media, Blue Nile and other jewelry retailers reap the benefits of Kate's sap-
phire ring being displayed and/or mentioned in countless media venues throughout the world.
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The jewclers could not have planned such a greatl publicity stunt, and now have the opportu-
nity to ride the wave for a while.

One social threat Blue Nile faces is ticd to issues of Internet fraud and online sccurily
in today's environment. The relatively high purchase price for quality jewelry increases the
perceived risk for consumers making oaline purchases,

Another threal is that with each new generation, traditions (such as the purchase and giv-
ing of engagement rings) risk becoming outdated or out of fashion. While giving jewelry is
highly entrenched in many cultures around the world, it is possible that potential customers in
Generation Y and later may perceive lower value in this gifting traditicon.

Global Opportunities

Blue Nile wants (o expand internationally because it sees groat potential in the global market-
place. Currently, non-U.5, sales represent 136 of the total sales at Blue Nile.™ Blue Nile's
mternational sales have continuously been growing. Recent numbers show that in 2010, sales
figures grew by 30.4% compared to the previous year.™ It is a high priorily to grow interna-
tionally at Blue Nile. It is important for them Lo monitor online purchasing rates globally, and
expand to those countries accordingly,

One major global threat for Blue Nile is the lack of adoption of online purchasing. Many
countries have not yel advanced o American consumer hahits. Developed countries arc con-
tinuing lo adopt this as they realize the efficicney, effectiveness, and overall convenience in-
volved. Lack of consumer confidence for high-value unline purchases may continue to follow
Blue Nile as it expands internationally until it has built a reputation in each foreign country
of operations, which may delay return on invesiment for international expansion programs.

Many consumers in developing nations do not have reliable access to the Internet. Blue
Nile currently has no way to tap into the buying power of these would-be customers. Sending
huge sums of money and receiving valuahle goods when they clear customs is a risk many
people are not willing to take, knowing 1ts ramilications, Many countries around the world
have a higher incidence of corruption, and thus one cannol b sure that the product will reach
the customer safely.

Blue Nile’s Finances

Net Sales have been strong each year for Blue Nile since 2006, except in 2008 when the finan-
cial crisis impacted the company’s performance, as seen in Exhibit 1. Sales have grown by
175581.3 million since 2006, a 32% increasc. Growth was maost substantial in 2007 (26.9%)
due to the huge increase in demand for diamond and fine jewelry products ordered through
the website. International sales contributed significantly to the surge in demand in 2007, with
an increase of 104,89, duc mainly to the new product offerings and the ability of UK and
Canadian customers to purchase in their local currency.” Sales decreased by 7.5% in 2008,
primarily due 1o the sluggish economy, which negatively impacted the popularity of luxury
poods, and the increase in diamond prices worldwide.* In 20009, sales rebounded slightly with
an increase of 2.3%, due mastly to an increase of 20% in Q4 year over year. The increase m
Q4 is auributed o the boost in international sales, which represented 1.9% of the 2.3% total
growtl, as a result of the new website enhancements and the ability to purchase in 22 other
foreign currencies,

In 2010, sales returned to double-digit growth with an increase of 100, 2%. Both U5, sales
and international sales grew considerably with 7.7% and 30.4%, respectively, due mainly
to the improving economy. which led to increased consumer spending. Increased marketing
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EXHIBIT 1 Blue Nile Annual Net Sales
Elue Nile Met Sales

2006-2010 S400,000.00
{In Thousands)
Z3E0,000.00

5300,000.00

825000000

In Thousands

£200,000.00

2007 2008 2008 2010
—&— Mel Sales

Year 2006 2008 2009 2010
NetSales  $251587.00 $219.26400  $205320.00  $302.03400  $ 33288900
Growth 26,906 7506 2 300 10.18%

NOTE: All data in Exhibits 1-6 come from the 2010 Rlue Nile Annual Report.

focus, better brand recognition, and the favorable exchange rate of foreign currencies against
the U5, dollar contributed to the swrong sales in (34, which reached an all-time record of
USS114.8 million." However, although Q1, Q2, and Q4 numbers are growing annually duc
L events such as Valentine's Day, Mother's Day, Christmas, and New Year's, Q3 continues to
present a challenge due W the lack of a speeial holiday or event.

Net income levels from 2006 1o 2010 tracked the performance of net sales, but were
more severe as seen in Exhibits 2 and 3. Net income increased by 33.04% in 2007, 10L06% in
2009, and 10485 in 2000, but decreased by 33,395 in 2008, Not including the decrease in
earnings during the financial melidown, the net income numbers are considered healthy for a
company that was started 12 vears ago.

Giross profit has grown similarly 1o net sales from 2006=201(), 1< can be zeen in Exhibit 4,
However, the most telling ditference was in vear 2009, when it outpaced net sales growth with
an increase of 3.91%. The growth was a result of cost savings achieved with regard 1o sourcing
and selling products, which increased the gross profit margin from 20,29 10 21.6%, a< can he
seen in Exhibit 4. Blue Nile's increasing eross profit margin is a eood sizn for the company
since it shows strict financial management and an emphasis on the bottom line.

Bluc Nile has no long-term debl, The company only has lease obligations that it needs to pay
every vear. The lease obligations decreased from UTSSEE0.000 in 2007 w USET48.000 in 2010 % The
lomg-term debt-to-equity ratio is effectively zero as a result, and even it we include lease obligations,
it is minimal, with a value of .01, meaning that equity can cover the remaining debl chligations.

Cash at the company is generated mostly through ongoing operations, The increase in
cash from 2009 is a result of an increase in accounts payable and the tax benefits received
lrom the exceution of stock options. Investing activities also increased the cash amount with
the expiralion of shori-term investment maturity dates. In addition, a slight increase can be
attributed to the financing activities coming from the profits of the stock eption execuatien.™
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EXHIBIT 2

Elug Mile Met
Inceme 2006-2010
{In Thousands)

Year

In Thousands

20,000,00
£18,000.00
$16,000.00
514,000.00
§12.000.00
£10.000.00
58,000.00
£6,000.00
$4,000.00
£2.000.00
B0

2006

Blue Nile Annual Net Income

2008 2007 2008 2009 200
—&— Nel Incomes

2007 2008 009 2010

Mel Income
Growth

EXHIBIT 3

Blua Mila Met Sales
vs. Net Income
(Percentage Change]

{zrowth

S 13.064.00

40.0%

30.0%

20.0%

10.0%

0.00%

=10.00%

Percentage Change

-20.00%

30,00

—40.00%

2007

2
S 17455900 S 11630000 5 12,800.00 f 14,142.00
E64% —33.300 10.06%: 10.45%

Net Sales vs. Net Income

2007 2008 2008 2010

sy —— - - S TR R ——

—i— Mot Sales —B— Motincome

2008 2009 2010

Met Sales

Nel Tncome

26,905 —7.50% 23R 10.18%
RENES =33.39% 1 0.06% 101485
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Gross Profit Margin
and Operating
hMargin

Marketing
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Parcentage Change

I'———"__‘.\"”.-l——l

e ———————— T T e TR

2008 2007 2008 2009 2010
—g— Gross Profit Margin —a— Cperating Margin

Year 2006 2007 2008 2009 2010
Gross Profit Margin 20,25 20.4% 20.3% 21.6% 21.6%
Operating Margin £.600% 7.00% $.400% 6.4D0% £.400%

In 201 1, Blue Nile has only US579 million in cash. In 2008, the company purchased hack
1.6 million shares of stock (USS66.5 million) in order to increase consumer confidence in the
stock and because Blue Nile's management team helieved the stock was heing undervalued.

Blue Nile acquires the majority of its inventory on a just-in-time basis. Moreover, the
company is successful in growing cash because its uses for it arc minimal, such as improving
its website and maintaining facilities and warehouses."

Blue Nile's markeling strengths include its use of technology to enhance the customer experi-
chice. its dedication to making the diamond-huying process as easy and hassle-rec as possible,
and its ability to capture market share in spite of the recession.

First, in regard to its use of technology, Blue Nile has heen investing in introducing and
perfecting online lechnology that enhances ils customer experience. For example, the Blue
Nile App, which was launched in September of 2010, gives customers instant access (o its
inventory of 70,000 diamonds and allows a customer 1o customize o particular diamoend or
gem with an ideal setting “while standing at a rival’s counter™’

In 2010, Blue Nile developed and launched its vwn mobile site thar caters Lo cuslomerns
wishing 1o shop using their iPhone, iPed touch, and Android mobile devices. Blue Nile reports
that more than 20% of its shoppers are using the mobile site.

Finally, Blue Nile has done an excellent job of making its websic educational, casy o
navigate, and a trusted advisor for polential diamond buyers. The company completely re-
vamped its wehsite in 2009 in order to include larger images, better zoom functionality, and




enhanced product filtering features.™ The site also utilizes interactive scarch tools that few
other online retailers can match.*® The Build Your Own Ring component of the site is ex-
remely casy to use, and fun. Blue Nile provides step-by-step guidance on aring’s components
that a buyer can personalize, and based on filling oul various specifications regarding shape,
color, quality, and size, it builds the ideal ring right befure the customer’s eves.

Next, another marketing strength for Blue Nile has been its ability to hone in on the ob-
stacles that might deter a customer from making jewelry purchase online, and then providing
assurances azainst those barriers. Polivies like the following all work to build confidence in
the online purchasing expericnce, which works in Blue Nile's favor:

A 30-day money-back guarantee.”
Orders are shipped fully insured to the customer.

Grading reports are provided for all certified diamonds, as well as professional appraisals
for diamond, semstone, and pearl jewelry over 1,000,

Finally, in spite of the rying economic environment, Blue Nile has been able to capture market
share while many other jewelry sellers have had o close their doors, According 1o CEO Dhane
Irvine, the company saw U.8. sales growth of 23% year over year in November and December
of 2000, while its competitors ranged from a 12% increase o a 126 decline in the same time-
frame.™ In trying cconomic times, customers have valued the 209406k reduced price found
at Blue Nile in comparison to brick-and-mortar retailers.

Although Blue Nile has done a good job of anticipating and catering to the barriers that
exist in purchasing an expensive picce of jewelry onling, the fact still remains that Blue Mile
operates with no storefront locations. This means that customers cannot physically touch and
inspect their piece of jewclry before making a purchase. Some traditionally minded members
of the jewelry market are not comfurtable with this limitation and will not consider Blue Nile
a viable alternative. Tt is also more difficull o develop a lasting, long-term relationship with
a customer when the transaction lacks the face-to-face experience found at brick-and-muortar
stores. Blue Nile's business is completely dependent in online or phone transactions, making
il subject to the adjustment period consumers must go through in order to be comfortable with
this purchasing experience.

Building on this weakness is the fact that Blue Nile's online traffic and site visits have
been in decline. According to 2010 data from Compete.com, Blue Nile saw its number of
unigue site visitors decrease year over year im a majorily of months, while onc of its main
competitors, Tiffany's, saw its online tralfic increase. Similarly, Compete.com reports that
when viewing Blue Nile's unique visitor trend beiween 2007 and 2009, the company has seen
4 36% decrease in unigue visitors.”

Operations and Logistics

Blue Nile aims to offer a wide range of linished and partially customizable jewelry products to
anline shoppers, made from ethically sourced matertals, via g convenient, hassle-free experi-
ence. The company looks Lo leverage its sourcing power 1o offer exclusive jewels o exclude
competition und retain high selling prices, while maximizing profitamlity through implemen-
tation of just-in-time manufacturing lactics L0 minimize inventory costs.

Rluc Nile employs a llexible manufacturing strategy in its pperations, The company
heavily advertises the ability for people Lo customize their desired product—"Build Your Own
Ring" is an example of how Blue Nile allows a customer to pick a diamond and an engagement
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ring setting, and get a unigue product.™ Blue Nile also offers a similar type of customization
for earrings, pendants, and other jewelry items.

Om the one hand, it seems as though the company would be utilizing an "intermitlent job
shop™ approach, However, while the company docs offer full customization theough a special
order service, the “customization” service is hasically allowing online shoppers to pick from a
predetermined list of jewels and settings. The jewels are listed in a Blue Nile database (main-
tained in partnership with its source providers), and the materials are prefabricated in mass
production—style to minimize cost,™

Using the same methods, Blue Nile makes both finished goods (non-customizable prod-
ucts for direct sale over the Web) and customer-directed finished goods. By using the same
supply chain and metheds, Blue Nile is able to achieve rapid twrnaround of “customized”
products, adding value 1o the service offering.™

Blue Nile partners with FedEx for both shipping and returns of all of its products. By
maintaining one carrier parinership, the company is able (o reach economies of scale in ship-
ping expenditures, and also take advantage of FedEx's international shipping capabilities
iother carriers, such as UPS, or USPS, are more limited in their international shipping offers).
Also, by partnering with FedEx, Blue Nile is able o take advaniage of FedEx's best-in-class
shipment tracking functions, which alleviates potential customer concerns about expensive
online purchases being “lost in the mail”™

Although the majority of revenues for Blue Nile come from the sale of diamonds, it typi-
cally does not receive diamonds into inventory until an order is placed, following a just-in-
time manufacturing strategy. Instead, Blue Nile partners with its diamond sources, many of
them in an exclusive agreement, Lo provide up-to-date records ol available diamond inventory.,
When a customer places an order for a particular diamond, Blue Nile in turn orders the speci-
fied diamond [rom its supplier, receives the stone, finishes the good, enters the product inlo
inventory, and ships it 1o the cusiomer.™

Financially, this pots the company in a strong position, since it does not have 1o maintain
high inventory carrving costs for the diamonds, which can be valued at several hundred (o
several theusand dollars each, The commpany actually produces a positive cash flow of approxi-
malely 3043 days, depending on its contract with a particular suppliern.™

While partnering with a single distribution partner does provide economic and logistical
benefits to the company, it also puts Blue Nile at some degree of risk. Although FedEx has
vel lo experience a strike by its employees, its rival UPS faced this situation some years ago,™
If the same situation should oceur with FedEx, Blue Nile may he hard-pressed 1o quickly de-
velop new distribution channels, both domestically and abroad.

In addition, there are also risks associated with Blue Nile's just-in-lime inventory
approach, First, this approach requires (that Blue Nile establish and maintain a direct and sceu-
rate path of visibility to its suppliers’ diamond inventory. Since many of its diamond suppliers
are in less developed regions of the world, this is not an insigniticant feat,”

Second, since the diamonds are oot actually in the possession of Blue Nile at the time the
customer places order, it 15 possible that any type of geo-political disruption (narural disaster,
governmental turmoil, ete.) could interrupt the flow of the customer’s product. and require
subseguent customer service follow up and potential product replacement.

Diespite these risks, Blue Nile’s success in establishing exclusive sourcing agreements with
diamond suppliers and cunters has vielded significamt benetits, and is one source of competitive
advantage for the organizalion. By negetiating direetly with diamond suppliers and cutters,
rather than operating through wholesalers, Blue Nile is able to reduce its diamond procurement
costs by more than 20%, compared to other diamond retailers.®* It is therefore able to offer
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lower prices than its competition, while simultancously achieving higher profit margins on
its products. Blue Nile's exclusive contracts do offer the company opportunitics Lo be o “sole
source’” for particular diamond ¢uts or rare colors, although many diamond retailers have also
followed this trend, and each major retailer appears W have its own “exclusive” diamonds.™

Human Resources and Ethics

Blue Nile employs 193 full-time workers, with 26 of thesc full-time positions listed at the
executive lovel (see Exhibits 5 and 6).% The company maintains employee testimonials on its
website as part of its career section, with several comments from employces who have been
with the organization fer 10 years or more.”® However, when looking for examples of Blue
Nile emplovee satistaction outside of the company's own website, the picture is not as rosy.
The most common complaints pertain lo employee development and retention. Unveritied
reports of hyper-control by senior managemient, instead of empowerment and distribution of
responsibility to managerial staff, it true, may have a significant impact on Blue Nile's ability
to atiract and retain high-performance employees, and as a result, grow its business.” While
the company has made a significant leap forward compared o other jewelry retailers, both
brick-and-mortar and Internel-based, it the company focuses exclusively on technology, and
ot on human talent development, it has little chance to continue its recent arowth trends.

While Blue Nile has a significant scetion of its wehsite devoted 1o its policies around
the cthical sourcing of its diamonds and other materials, the company does not detail any of
its policies regarding the handling of its own employees. There are no statements regarding
employee diversity, the cultural environment, or employee training/advancement programs.
Despite listing nine senior managers listed in the company’s investor relations section of ils
wehsite, not one of the nine is involved in Human Resource Management.”’ This absence,
taken with the company’s wordage from its corporate reporls, paints a picture thal suggesis
attention to human assets is limited at Blue Nile, Inc.

Stuck in the Middle

Operating in a niche segment, Blue Nile is “stuck in the middle” of the diamond engagement
ring market. It is not at the top end of the jewelry retail market with the likes of Tiffany &
Co. or DeBeers. It is neither at the low end of the market, with the likes of Amazon or Over-
stock.com. Blue Nile has found u strong growth market by providing high-quality jewelry at
discounted prices. Unfortunately, as the company increasingly grows its market share, com-
petitors at the high end and the low end will Took to squeeze into the middle niche that Blue
Nile currently dominates. Tiffany & Co. and DeBecrs have already begun o infuse their on-
line presence with aspects of Blue Nile's approach. Amazon and Overstock.com are likely 0
look to add higher-priced jewels to their offerings, as broad markel acceptance of purchasing
jewelry online increases, Michael Porter states that the middle is the worst place to be. The
challenge for Blue Nile is how o move up the ladder and become a “high end” diamond
retailer—not an easy task for an “online only” retailer.
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EXHIBIT 5
Tap Management

Harvey Kanter, Chief Execurive Officer, President and Director

Harvey Kanter, has served as our chief executive officer, president and direcror since March 30, 20012, He servad as the
chief executive officer and president of Moosejaw Mountaineering and Backeountry Travel, Inc., a leading multi-channel
retailer of premium outdoor apparel and gear, January 2009 10 March 2012, From April 2003 to June 2008, Kanter served
in various executive positions at Michagls Stores, Inc, ("Michagls™), a specialty retailer of ams and crafre, most recently
serving as the Executive Vice President and Managing Dircetor from March 2006 (o June 2008, While at Michaels, Kanter
dlso served a5 the President of Aaron Brothers, Ine., a division of Michaels, from April 2003 to March 2006, From October
19095 1o March 2003, Kanter served in varions manragement positions at Eddie Baver, Ine. (“Eddie Bauer™), 2 premium
autdoor retailer, including serving as the Vice President and Managing Direelor of Eddie Baver Home, a division of Eddic
Bauer, Prior to Eddic Bauer, Kanter held positions al several other retailers. including Sears Roebuck Company, a multi-line
retailer, and Brogdway Stores, Inc. (known as, Carrer Hawley Hale Department Stores). 8 department store. Kanter holds
an M.B.A from Babson College and o B.S. [rom Arizong State University,

Yijay Talwar, General Manager and President of International

Wijay Tabwar has served as our General Manager and President of International since March 30, 2012, He served as our intenim chiel
execitive officer from November 201 | to March 2012, He served us our senior viee president and general manager of International
from Aupust 2010 w November 2011, Frony November 2010 to Avgest 2011, he has also served as our interim chief financial
officer. From November 2008 ro Angust 2000, Mr. Talwar served as the chief executive officer of the William J, Chnten Foustation
Inclia, a global S01E(3) nongovernmentzl organization established to provide bealthcane and sustainability arograms across India
and South Asia, From February 2008 ro Seprember 2008, Mr. Talwar served as the chief operating efficer of EL Rothsehild LLC,
a venmre desipned o bring intemational luxary brands o India. From April 2007 1o January 2008, Mr. Talwar served as the
chiel operating officer for the Central Europe, Middle East and Africa region at Nike, Inc., a designer, marketer and distributor of
authentic sthictic foolwear, apparel. equipment and accessaries worldwide, From June 2004 1o Apei] 20007, Mr, Talwar served as the
senfor director of stratepy and finance ut Nike's Global Apparel division. From December 2003 to June 2004, Mr, Talwur served as
the director of strategy al Mike's Global Apparel division, and from April 2002 to December 2003, ke sarved a5 a manager of the
ghabial straregic planning group at Nike. Prior to Nike. Mn Talwar was @ consultant ot Buin & Company, @ mamagement consulting
firm; & special projects manuger and senior internal auditor at the Kellogg Company, 4 producer of cereal and comvenignce foods:
and & senior (ax consultant and avdit assistant a1 Delofne & Touche, an aceounting firm. Mr. Talwar holds an MB.AL from
University of Chicagn, a Master of Accountancy from Miami Universily and a BuA. in Aceountaney from e University of Findlay,
David Binder, Chisf Financial Officer

Duvid Binder has served as our Chief Financial Officer since August 2011, Mr. Binder joins Blue Nile from Infospace,
In¢., an online search and e-commerce company, where he bas served as its Chief Financial Officer and Treasurer since
January 2008, From Oclober 2004 to December 2007, Mr. Binder was the Vice President of Finance ar Infospace. From
Movember 2001 to October 2004, Mr. Binder was the Senior Dircctor of Business Development at Drugstore.com, Inc.
an online drugstore, Poor wo Drogstore, Mr Binder served as the Director of Financial Planning and Analysis ar Edgednet
[nc., a VOIP telecommunications provider; the Director of Finance at HomeGrocer.com, Ine., an g-commeree retailer: and
the Director of Planning, Strategy and Competitive Analysis. al ATET Wireless, o wirsless telecommunications business.
M. Binder holds a master's degree in Economics and Finance and a B A, degree in Economics from Brandeis University,

Dwight Gaston, Senior Vice President

Dwight Gaston has served as Blue Nile's Senior Vice President since September 2005, From July 2003 to March 2005,
Mr. Gaston served gs Vice President of Operations, and from May 1999 to July 2003, Mr. Gaston served as Blue Nile's
Director of Falfillment Operations. From June 1992 w June 1995 and from August 1997 w May 1999, Mr, Goston was
4 consultant with Bain & Company. & management consulting firm. Mr. Gaston holds a B.AL in Economics from Rice
University and an M.B.A, from Harvard Universiry.

Terri Maupin, Chief Accounting (ficer

Terri Manpin has served as Blue Nile's Chiel Accounting Officer since August 201 1. From July 2004 through August 2011,
M3, Maupin served as Vice President of Finance and Controller, and from October 2004 through January 2010 has served
as Corporate Secrerary. From Scplember 2003 1o July 2004, Ms. Maupin served as Blue Nile's Controller. From February
2001 to Seplember 2003, Ms. Maupin served as the Staff Vice President of Finance and Controller at Alaska Air Group,
Inc. From September 154 10 August 1997, Ms, Maupin served as the Manager of Financial Reporling und [rom September
1997 to Jannary 2001 as tne Dircetor of Financial Reporting for Nordstrom. Inc.. a fashion specialty retail company, From
Oclober 1993 o Seplember 1994, Ms, Maupin served as Controller at Coastal Transportation Inc., a marine transportation
company. From January 1987 1o Ocrober 1943, Ms. Maupin served in various capacities, most recenily as audit manager,
with Coopers and Lybrand LLP sn gecounting firm. Ms. Maupin holds a B AL in Accounting from Western Washington
University and a CPA-Inactive Cenificate from the State of Washington.

[continued)
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EXHIBIT 5
(Continued)

Lauren Nelswender, General Counsel and Carparate Secretary

Lauren MNeiswender has served as the Company's General Counsel sinee Cetober 2004 and has served s the Company’s
Corporate Secretary since February 2010, Prior w Blug Nile, Ms. Nelswender was an attorney at Wilson Sonsini Goodrich &
Rosati, PC. Ms. Neiswender holds a B.A. in Political Science fram Emory University and a LI from the University of Virginia

Jon Sainsbury, Vice President of Marketing

Jon Sainshury has served as Blue Nile's Vice President of Marketing since June 2008, From January 2007 1o June 2008,
Mr. Sainsbury served as Blue Nile's Direcror of Marketing and from Seprember 2006 o January 2007, he scrved as Blue
Nile's Senior Markating Manager. From March 2006 w Seplember 2006, Mr. Sainsbury served as Blue Nile's Search
Marketing Manager and from October 2004 to March 2006, he served as Blue Nile's International Program Manager.
From September 2002 to October 2004, Mr. Sainshury served as Bloe Nile's Senior Marketing Analyst. Prior o Blue Nile,
Mr. Sainshury was an associaie consuliant with Bain & Compuny, @ munagemcnl consulling [rm. M Sminsbury holds a
B.A. in Physics from Pomona College.

EXHIEBIT &
Board of Directors

Mark Vadon, Chalrman of the Board

Mark Vadon co-founded Blue Nile and has served as Chairman of the Board since its inceprion. From February 2008 to
Auvgust 2011, Mr, Vadon served as Executive Chairman. Prior o February 2008, he served us Chicl Executive Gificer [rom
irs inception and served as President from inception o February 2007. From December 1992 1o March 1999, Mr, Vadon was
a consulianl for Bain & Company. & management consulting firm, Mr, Vadon holds a BLAL in Social Studies from Harvand
University and an M.B.A. from Swnford Uiniversiry.

Harvey Kanier, [Mrecior

Harvey Kanter, has served as our chief executive officer, president and dircctor since March 30, 2012, He served as the
chief executive officer and president of Moosejaw Mountsineering and Backeountry Travel, Ine.. a leading multi-channel
retailer of premivm ootdoor apparel and gear, January 2008 to March 2012, From April 2003 to June 2008, Kanler served
in various executive positions at Michuaels Stores, Ine. (“Michaels™), a specialty retailer of ants and erafts, most recently
serving as the Executive Vice President and Managing Director from March 2006 1o June 2008, While ar Michazls, Kaner
also served zs the President of Aaron Brothers, Inc., a division of Michaels, from April 2003 to March 2006, From Oclober
1995 to March 2003, Kanter served in various management positions at Eddie Baver. Inc. (“Eddie Bauer™). a premium
vuldeor retailer, including serving as the Vice President and Managing Director of Eddie Baner Home, a division of Hddie
Baver, Prior to Eddie Baver, Kanter held positions at several other relulers, including Sears Rocbuck Company, @ mlli-lioe
retailer, and Broadway Stores. Ing. (known as, Carter Hawley Hale Depantment Stores), a depariment store, Kanter holds
an M.B.A from Babson College and a B.S, from Arizona State University,

Mary Alice Taylor, Directar

Mary Alice Taylor has served as 2 director since March 2000, Ms: Taylor is an independent business executive, Sha hald
& lemporary assignment as Chairman and Chief Execurive Officer of Webvan Group, Inc., #n e-commerce company, from
Tuly 2007 to December 2001, Prior to that, she served as Chairman and Chief Executive Officer of HomeGrocer.com, an
e-commence company, (rom September 1990 until she complated a sale of the company to Webvan Group, Inc. in Ocrober
2000, From January 1997 10 September 1999, Ms. Tayler served as Corporste Executive Viee President of Worldwide
Operations and Technology for Citigroup, Ine., & Mnancial services organization. Ms. Taylor also served as a Sendor Vice
President of Federal Express Corporation, a delivery services company, from September 1991 until December 1996,
Ms. Taylor holds a B.S. in Finance from Mississippi State University, Ms. Taylor also serves on the Board of Direetors of
Allstate Corporation, an iNSUrdnce cumipany.
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EXHIBIT &
(Centinued)

Eric Carlborg, firecior

Fric Carlborg has served as a director since February 2003, Since June 20010, Mr. Carlhorg has served as an investment
professional at August Capital, an investment company. From April 2006 1o May 2010, Me. Carlborg was a pariner al
Continental Investors LLC, an investment compuny, From Sepramber 2005 Lo March 2006, Mr, Carlborg served as Chief
Financial OfMeer of Provide Commerce, Ing., an e-commearce COmpay. From July 2001 to October 2004, M, Carlborg was
1 Mangging Director of Investment Banking with Mermill Lynch & Co.. focused on the lechnology and financial seclors.
Brior 10 his enure al Merrill Lyneh, Mr Carlborg served in various exceutive [inancial positions, including Chiefl Financial
Officer at Authorizener, Inc. and Chief Strategy Officer al Go2Net, Inc., providers of Tnternet products and services,
M. Carlhorg also previvusly served as Chief Financial Officer for Einstein/Noah Bagel Corp. In addition, Mr. Carlborg
previously served as @ member of the Bourd of Directors of Big Lots, Ing,. a Forune 500 retailer. Mr. Carlborg holds an
M.B.A. [rom the University of Chicago and a B.A. from the University of [linais.

Leslie Lane, Lead mdependent Divector

Leslie Lane, age 44, has served as a direclor sinee Diecember 2008, Mr. Lane has served as Operating Parlner al Altamont
Capilal Partners, a venmire capital company, since May 201 1. He served as the Viee President and Managing Director of
the Nike Foundation sl Nike, In¢., a leading designer, markerer, and distributor of authentic athletic [ootwear, apparel.
equipment, und accessories, from June 2010 to April 2011 From October 2006 to June 2010, he served as Vice President
and General Manager of Global Running for Nike. Ine. From March 2002 to Oetaber 2006, he served as the Direetor of Nike
Global Footwear Finance and Strategic Planning and, from March 2003 Lo Maich 2004, he served as the Director of Nike
Suhsidiaries. From 1998 ta 2002, Lane held various positions at Roll International Corporation, a privabe holding company.
including serving as the Chiel Operating Officer of PomWonderful LLC, the Chicl Financlal Officer of Paramount Citrus,
and the Viee President of Strategy of Roll International Corporation, From (680 ta 1998, Lane was & consultant with Bain &
Company, He holds an MLA. in Chemistry from Oxford University and an V.B.A. from Harvard University.

Michael Potter, Iirector

Michael Patter has served as a director since October 2007, Mr. Potter served as Chairman andd Chiel Executive Officer of
Big Lots, Inc., a Fortune 500 retailer., from June 2000 to Junc 2003, Prior to serving as Chiel Executive Officer, Mr. Polter
served in various capacitics at Big Lots, including the role of Chief Finaneizl Officer. Prior 1o Big Lots, Mr, Potter held
various positions gl The Limied, Inc., May Department Grores, and Meier & Frank, all retail companies. Mr. Paner currently
serves on the Board of Dircetors of Coldwarer Creek, Inc.. a triple channel retailer ol women's apparel, gitts, and aceessories,
as well as Newegg, Ing.. an online-only retailer specializing in high-tech products. Mr. Potter holds an M.B.A. from Capital
University in Ohin and a B.S. in Finance and Management [rom the University of Oregun.

Steve Scheld, Director

Srave Soheid has served as director since Octoher 2007, Mr Scheid currently serves us the Chairman of the Board of
Junus Capital Group, Inc. (“Janus™). From April 2004 until December 2003, Mr, Scheid served as Chief Exceutive Officer
and Chairman of the Board of Janus. Scheid joined the Janus Board in December 2002 andl was appointed Chairman in
January 2004, Scheid served as Vice Chairman of The Charles Schwah Corporation and President of Schwah’s retail group
from 000 1o 2002, Prior thereto, Mr. Scheid headed Schwab's financial products and services group and was the firm’s
Chief Financial Officer from 1996 through 1999, From 2001 to 2002, Mr. Scheid served on the Federal Advisory Council,
which provides oversight Lo the Federal Reserve Board in Washington, D.C. Mr. Scheid holds 2 B.S. from Michigun State
University.

Chris Bruza, Director

Chris Bruzeo has served as dircetor since July 201 1. Mr. Bruzzo has served as the Senior Vice President and Chicl Marketing
Officer for Seattle’s Best Coffee, a subsidiary of Starbucks Corporation, 4 specialty coffee retailer, since July 2011. From
June 2008 1o July 2011, he served as Vice President of Global Advertising & Digital Marketing at Starbucks Corporation.
From January 2007 wo January 2008, Mr. Bruzzo served as the Vice President of Digital Strategy at Starbucks Corporation
and from January 2008 to May 2008 he served as the Chief Technology Officer and interim Chiel Information Officer al
Starbucks Corporation. From July 2006 to October 2006, Mr. Bruzzo served as Lhe Vice President of Marketing and Public
Relations at Amaron.com, Inc., an online retailer. From July 2003 1o February 2006, Mr. Bruzzo served in various roles at
Amazon.com, Inc., including Vice President of Strategic Communications, Content and Initatives, Prior 1o Amazon.com.
Inc.. Mr. Bruzzo was an Assistant Vice President at Regence Blue Shield. Mr. Bruzzo holds a B.A. in Palitical Studics from
Whirworth College,




