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Corporate Background

* Tiffany & Co. is a holding company who’s principal subsidiary,
Tiffany and Company, is a jeweler and specialty retailer offering
an extensive selection of jewelry, timepieces, sterling silverware,
china, crystal, stationary, fragrances, and accessories.

* Tiffany was founded in 1837 by Charles Lewis Tiffany and has
grown to 150 stores worldwide.

* 'The Tiffany brand name is one of the most widely recognized
luxury-product brands in the world, partially due to the
Company’s longstanding tradition of producing quality silver
jewelry.!

! www.tiffany.com



A Shift Back to Silver

* Tiffany has always faced the task of balancing its product mix
between exclusive, yet lower-margin diamond jewelry, and
affordable, higher-volume, and high-margin silver merchandise.

* In 2003, in order to prevent erosion of the corporation’s image,
Tiftany & Company began to grow its diamond jewelry division.

* Itis estimated that diamond jewelry has reached its peak
percentage of Tiffany’s product mix. Sales of silver jewelry,
which in 2005 comprised 29% of total US sales, 1s expected to
grow.!

! Oppenheimer Analyst Report, January 10, 2007



Exposure Management

Exchange Rate & Interest Rate Risk

* In normal operations, Tiffany and Co. partially manages its interest rate risk and
exchange rate risk by the use of derivative financial instruments.

— The company uses Yen put options to minimize the effects of the weakening Yen,
and 1n general, relies on forward contracts to protect against weakening local
currencies.

— Tiffany uses swap contracts to manage the interest rate changes of its debt.!

Price Risk for Silver & Other Raw Materials

e Tiffany and Co. has a significant exposure to price risk from the purchase of raw
materials used in its production.

*  Currently, Tiffany does not hedge its raw materials costs, such as silver, and instead it
passes on increased costs to its consumers.?

* Giuven Tiffany’s aversion to risk as evidenced by its other hedging activities, we
recommend that the firm hedge its commodity risks, and in particular its silver
exposure.

1 www.tiffany.com

2 Bear, Stearns & Co analyst report, February 26, 2007



Business Problem

The Limited Edition Collection

As a result of hitting a ceiling on diamond jewelry sales, Tiffany is
launching a limited edition collection of silver jewelry for sale in
December 2007. Production 1s planned for July 2007, and will require
80,000 ounces of silver.

The price of silver is likely to fluctuate between April and July. Tiffany
is concerned it will no longer be able to pass on higher prices to
consumers due to fluctuating silver prices.

To ensure a certain profit despite potentially large fluctuations in the
price of silver, Tiffany plans to hedge its raw material costs for the first
time using the silver underlying in the forward/futures market.

Given that Tiffany & Company plans to purchase 80,000 ounces of
silver (SI) in July 2007, Tiffany i1s SHORT the underlying. Tiffany
would like to pay as little as possible for the silver it will require in July.



Silver Price Trends

Silver prices have increased exponentially in the past five years to
record highs. This has contributed to decreasing margins for
silver jewelry manufacturers, like Tiffany & Co.

Exhibit 34. Tiffany & Co.— Tiffany Platinum and Silver Cost Trends
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Factors Contributing to
Silver Price Trends

* Supply

— The silver supply, and hence the price of silver, is highly contingent of

mining of other metals as “75% of silver’s production comes from gold,
coppet, lead, and zinc mining.” !

— World mine production has been growing at roughly 3.4% per year. 2
* Demand

— Demand for silver has increased over the last five years at a rate of 3%. >
* Other Factors

— A declining US Dollar has contributed to a rise in silver prices.

Silver prices appear to move in tandem with other metal prices and the
stock market.

Silver prices historically move inversely with crude oil prices
1 www.dailyfutures.com/metals
2 ibid
3 ibid



Market View: Downward Direction

While silver spot price appreciation seems likely in the long-term, in the near
future, it appears that silver has reached a resistance level and will see a
correction following the recent rally.

The following three factors lead us to believe the direction of the silver market 1s
DOWN.

* Demand for silver is currently below supply.

* Silver tends to follow macroeconomic indicators: U.S. GDP growth slowed to
1.3% in the first quarter of 2007 and corporate earnings are estimated to be
lower at 5.3% in the first quarter of 2007. 2

* Silver also inversely tracks oil prices, which further points to weaker silver
spot prices in 2007.

! http://www.chicagotribune.com/business/chi-0704271099apr28,0,319365.story?coll=chi-business-hed
2http:/ /www.marketoracle.co.uk/Article707.html



Volatility

Historical & Call Implied Volatility for Silver Futures
October 13, 2002 — April 13, 2007
Source: Bloomberg

Since October 2002, Call Implied Volatility (in white) has generally followed, but experienced less dramatic highs and
lows than, the 30-day Historical Volatility, in orange.



Volatility

Historical & Call Implied Volatility for the July 2007 Silver Future

October 13, 2007 — April 13, 2007
Source: Bloomberg

Over the last six months, Call Implied Volatility (in white) follows the 30-day Historical Volatility on a downward
trend, but has less dramatic peaks and troughs. Implied Volatility has remained within a range of approximately 26%
to 31% over the last three months.
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