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Company Description

FUQI is a leading jewelry wholesaler and

retailer in China with over 30,000 products

and 70 retail outlets covering 8 provinces.

September 23, 2009 CHINA: CONSUMER

Stock Rating:

OUTPERFORM
12-18 mo. Price Target $38.00

FUQI - NASDAQ $30.14

3-5 Yr. EPS Gr. Rate 23%

52-Wk Range $32.68-$3.31

Shares Outstanding 27.6M

Float 14.5M

Market Capitalization $832.7M

Avg. Daily Trading Volume 2,101,056

Dividend/Div Yield $0.00/0.00%

Fiscal Year Ends Dec

Book Value $219.30

2009E ROE 21.0%

LT Debt $0.0M

Preferred $0.0M

Common Equity $157M

Convertible Available No

EPS Diluted Q1 Q2 Q3 Q4 Year Mult.

2008A 0.31 0.25 0.31 0.41 1.32 22.8x

2009E 0.45A 0.45A 0.41 0.55 1.86 16.2x

2010E 0.44 0.42 0.50 0.64 2.01 15.0x

2011E -- -- -- -- 2.45 12.3x

Fuqi International
Tapping Into China's Growing Wealth; Initiating with
Outperform

SUMMARY

We are initiating coverage of Fuqi International (FUQI) with an Outperform rating

and $38 price target. Fuqi is a leading jewelry designer, manufacturer, wholesaler

and retailer in China with roughly 2.5% market share. Led by its proven wholesale

business, FUQI has demonstrated consistent returns on invested capital to date.

We believe FUQI will continue to achieve attractive returns for its shareholders led

by favorable secular trends, an established and scaling wholesale business,

expansion into retail, solid balance sheet and aligned management team. Our price

target of $38 assumes FUQI trades at a high-teens on our 2010E EPS over the next

12-18 months, which we think is reasonable relative to its peers and at a discount to

its growth rate (PEG<1).

KEY POINTS

■ Favorable secular trends set for Fuqi's growth fundamentals. We estimate

China's jewelry market will grow at 10%-15% annually in the next 3-5 years,

supported by fast-growing GDP, increasing disposable income, and large and

growing middle class population.

■ We believe Fuqi's established and scaled wholesale business will lead

future growth. The company's strong wholesale competence in design,

manufacturing, sales, and distribution has enabled it to outperform in good and

bad economies, fending off thousands of small competitors. Fuqi is likely to gain

share and grow faster than the sector over the foreseeable future.

■ The new focus on retail expansion should provide potential upside. We

believe Fuqi's retail expansion strategy could lead to improved returns, higher

margins, and brand development, as the company's vertical integration provides

cost advantages and flexibility in merchandising to further solidify Temix and

Fuqi brands.

■ Our $38 price target is based on a P/E multiple of 19X our '10E EPS of

$2.01. The multiple is comparable to FUQI's peer group average, including

Hong Kong and international jewelry companies. Excluding approximately

$5/shr cash and $3/shr inventory (mostly gold), our PT represents ~15X our

'10E EPS.

■ Major risks include prolonged economic contraction, increased

competition, execution challenges, and commodity price volatility.
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INITIATION OF COVERAGE
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Investment Summary  
We are initiating coverage of Fuqi International (FUQI) with an Outperform rating and a 12- 

to 18-month $38 price target. Fuqi is a leading jewelry designer, manufacturer and 

wholesaler in China with roughly 2.5% market share. The company recently entered 

China’s highly fragmented retail jewelry market by acquiring Temix, a regional retailer with 

stores in Shanghai and Beijing. Management’s long-term vision is to build a vertically 

integrated jewelry chain with strong consumer brands, diversified product mix and effective 

distribution in both wholesale and retail channels. Led by its proven wholesale business, 

FUQI has demonstrated consistent returns on invested capital to date. We believe FUQI 

will continue to achieve attractive returns for its shareholders driven by favorable secular 

trends, an established and scaling wholesale business, expansion into retail, a solid 

balance sheet and management team that is well aligned with investors’ interests. Our 

price target of $38 assumes FUQI trades in the high-teens P/E multiple on our 2010E EPS 

over the next 12-18 months, which we believe is reasonable relative to its peers and is at a 

discount to its growth rate (PEG<1).    

  

Investment Positives 
Favorable Secular Trends  
 

We believe China’s jewelry market will grow 10%-15% annually in the next 3-5 years, 

supported by the country’s fast-growing GDP, increasing disposable income and 

large and growing middle class. China’s rapidly growing GDP, over 10% annually in the 

past decade and expected to grow 8% despite the global economic downturn this year, has 

generated increasing wealth among its citizens. Its middle class, defined as those having 

an annual household income of RMB40,000 to RMB100,000 (or $6,000 to $ 15,000), has 

reached 200 million or 15% of the total 1.3 billion population and is expected to double in 8 

to 10 years (based on McKinsey & Co’s estimates). According to KPMG, China’s luxury 

brand consumption reached $6 billion in 2004, accounting for 12% of the world’s total 

luxury consumption (after Japan and the US, at 41% and 17%, respectively) and was 

projected to top $11.5 billion in 2015, surpassing all countries to become the biggest 

consumer of luxury products with nearly 30% of global share. Meanwhile, jewelry is one of 

China’s largest consumption categories, closely following real estate and cars.  

 

The Chinese market is the second largest for gold jewelry and the largest for platinum 

jewelry in the world, as well as one of the largest diamond consumer markets alongside the 

US and Japan. China’s jewelry market is estimated by Global Industry Analysis to reach 

$18 billion in 2010. National statistics provided by the government have shown annual 

growth in jewelry sales of 17%, 25%, 38% and 44% in 2004 to 2007, before a slowdown to 

16% in 2008 due to the weak economy. 

 

In addition, Fuqi’s core capability in gold products (approximately 70%-80% of company’s 

revenue) suits Chinese traditional preference for gold as a primary gift of choice in key life 

events, i.e., birthday, marriage, graduation, promotion, etc., as well as a popular investment 

alternative. 

 

Fuqi International
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Exhibit 1: Growing Middle Class with Increasing Luxury Goods Consumption 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: NBS, McKinsey & Co and Oppenheimer & Co. estimates.  

 

Exhibit 2: FUQI’s Core Competence, Gold, is also the Largest Jewelry Category in 

China 

 

 

 

 

 

 

 

 

 

 

 

Source: Company reports and Global Industry Analysis  

 
 
 
Established and Scaled Wholesale Business 
 

Fuqi is one of China's largest nationwide wholesalers of jewelry. The company has an 

established track record as evidenced by its consistent profitability, attractive returns on 

invested capital, and ability to produce over 3,500 styles per year. Competencies in design, 

manufacturing, sales and distribution have enabled Fuqi to outperform in good and bad 

economies and fend off thousands of small competitors. Despite China’s economic 

slowdown, Fuqi was able to grow its wholesale revenues by 147% and 32% y/y in 2008 

and 1H09, respectively, when numerous competitors closed in the same period. Moreover, 

with an established distribution network covering eight provinces, we believe Fuqi is on 

track to gain share and grow faster than the sector over the foreseeable future. 
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Potential Upside from Retail Expansion 
 

Fuqi’s retail expansion strategy could lead to improved returns, higher margins, and 

brand development. Fuqi’s growth strategy is to become a vertically integrated jewelry 

company to achieve margin improvement and brand recognition. Growing out of a leading 

jewelry manufacturer and wholesaler, Fuqi’s strong design and manufacturing capability 

could provide competitive advantage for its emerging retail brands and stores. Fuqi’s 

vertical integration provides cost advantages and flexibility in merchandising, which 

potentially should enable its Fuqi and Temix brands to compete more effectively with 

existing retailers. Currently, management expects to reach 100 retail locations by year-end 

from 70 at 2Q09. Based on operating results to date, we believe the company is on track to 

improve its margins as its retail business mix increases. 

 

Strong Balance Sheet & Aligned Management Team 
 
In our opinion, strong balance sheet positions Fuqi to pursue its strategy of organic 

expansion and acquisition. Jewelry is a capital-intensive business with sizeable working 

capital to stock inventories and purchase raw materials. We estimate Fuqi currently has 

$140 million in cash as well as $87 million in inventory (as of June 30), most of which is 

gold and liquid. In addition, we believe Fuqi’s strong balance sheet allows the company to 

take advantage of market downturns to make acquisitions at attractive prices, as evidenced 

by its acquisition of Temix in August 2008, which has proven to be highly accretive to date.  

 

In addition, we believe management’s interest is well aligned with investors’ as Fuqi has 

significant insider holdings. Following the recent $100 million follow-on offering, the 

company’s officers and directors as a group own an aggregate of 48% of total outstanding 

shares, including 42% owned by chairman and CEO, Mr. Yu Kwai Chong.  

 

 
 

 

 

Fuqi International
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Investment Risks  

Prolonged Economic Downturn 
 

An extended economic slowdown could materially impact Fuqi's demand, revenues 

and profitability. Although Fuqi’s wholesale-dominated, well-capitalized operation has not 

been significantly affected by the slowing economy to date, we believe continued demand 

shrinkage due to prolonged economic contraction could eventually eat into Fuqi’s growth 

and profitability. This risk is increasingly significant in the coming quarters as the company 

is on track to expand its retail business, which is more sensitive to the economy. Extended 

economic slowdown will likely stretch the time to achieving its sales target. 

 
Increased Competition 
 

China's jewelry market is fragmented and fiercely competitive. Fuqi’s prices for high-

end products, such as diamonds, overlap with more established retail chains, such as 

Chow Sang Sang and Chow Tai Fook. With similar price tags, consumers could prefer 

better brands than Fuqi. On the other hand, there are many lower-end jewelry retailers that 

are offering merchandise at lower price points than Fuqi. New entrants are often willing to 

offer lower prices to establish market share. When consumers tighten their wallets during 

the slowing economy, they could trade down for more economic choices, especially when 

Fuqi’s brand has not been on the retail radar for too long. Also, Fuqi’s wholesale business 

could face higher competition from smaller, low-cost manufacturers as the company further 

penetrates the market.       

 

 
Execution Challenges 
 
Fuqi's senior management is relatively new to retailing. Poor site selection or 

merchandising could lead to diminished returns on invested capital, slower inventory turns, 

and lower margins. That said, Fuqi's retail operation is led by Temix's CEO and founder, an 

experienced retailer with a track record in Shanghai and Beijing. In addition, at the 

expansion speed of 10-15 stores/counters per quarter, as the company stated during the 

recent earnings release, margin improvement in the coming quarters is likely to be less 

impressive than during the previous quarters. In addition, a business model shift from 

wholesale to retail-wholesale mix could cause slowed inventory turn and lower return on 

investment.             

 

 

Commodity Price Volatility  
 
Unexpected volatility and price declines in gold and platinum spot prices could 

negatively impact Fuqi’s financial performance. Fuqi’s sales are positively correlated to 

gold spot market prices, suggesting rising gold prices benefit Fuqi by driving higher 

revenues. During periods of rising inflation, demand for gold and gold jewelry increases as 

consumers seek to preserve value of their savings. Meanwhile, as Fuqi employs FIFO 

method of accounting to record its COGS, a rise in the price of gold has resulted in margin 

expansions, as we have seen during 1H09. The company estimated the recent gold price 

increase contributed 1.5-2.5 percentage points to gross margins. Conversely, if spot prices 

fall, Fuqi’s revenue growth and margin expansion could slow or even decline.  
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FUQI Historical P/E
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Exhibit 3: Historical Gold Spot and Future Prices 

 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg and Oppenheimer & Co. 

 
 

Valuation 
Our price target of $38 suggests 19X and 15.5X target P/E multiples on our ’10E EPS 

and ‘11E EPS. Our target multiples are comparable to the average of its peer group 

including Hong Kong and international jewelry companies (see Exhibit 7). Post its $100 

million follow-on offering, we estimate Fuqi also has over $5 per share in cash and an 

additional $3 per share in inventory. Excluding these items, FUQI trades at P/Es of roughly 

14X and 11X our 2010E and 2011E EPS, respectively.  

 

For illustrative purposes, we used a 10-year discounted cash flow (DCF) analysis, 

which suggests fair value between $36 and $41 per share. Our DCF assumes a long-

term growth rate between 3% and 5%, and a 2020 terminal multiple of 8.3X-11.1X. Based 

on a 4% risk-free rate of return, an 8% market premium, and a 1.5X beta, we derive a 

weighted average cost of capital of 14.0%. Key risks to our price target include a protracted 

economic downturn, increased competition, poor execution on retail, and gold/platinum 

commodity price decline.  

 

Exhibit 4: Historical Forward P/E 

 

 

 

 

 

 

 

 

 

 

 

 

Source: FactSet and Oppenheimer & Co. estimates. 

Results presented cannot and should not be viewed as an indicator of future performance. 

Fuqi International
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Long Term Growth Rate

3% 4% 5% 6% 7%

Disc. Rate Present Value of Equity per Share

12.0% 46.85           50.34          54.83           60.82         69.20           

13.0% 41.00           43.57          46.79           50.92         56.43           

14.0% 36.25           38.19          40.56           43.53         47.33           

15.0% 32.33           33.82          35.61           37.80         40.53           

16.0% 29.05           30.21          31.59           33.24         35.25           

Fiscal Year ending Dec 31st (In millions except per share data)

2007A 2008A 2009E 2010E 2011E

Key operating metrics: 

Inventory ($mm) $29.6 $44.4 $119.8 $167.8 $209.7

Inventory Turns 8.2x 9.9x 6.4x 4.6x 4.4x

DSO 41.7 48.6 58.4 56.3 54.5

ROIC 25% 24% 21% 18% 18%

Revenues: 

Wholesale and distribution $144.3 $356.5 $477.9 $593.5 $709.7

Retail 1.2           11.1         46.2         74.0         117.6       

Total revenues 145.6       367.6       524.2       667.5       827.3       

YOY growth rates

Wholesale and distribution 56% 147% 34% 24% 20%

Retail NA 794% 315% 60% 59%

Total revenues 58% 153% 43% 27% 24%

Gross profit $16.5 $45.0 $84.2 $104.7 $128.6

   -- y/y growth 87.9% 172.4% 87.3% 24.3% 22.9%

   -- Gross Margin (Blended) 11.3% 12.2% 16.1% 15.7% 15.5%

   -- Gross Margin (Wholesale) 11.2% 12.0% 14.4% 13.5% 13.0%

   -- Gross Margin (Retail) 24.9% 19.4% 33.2% 33.2% 30.9%

Selling and marketing $1.1 $4.9 $13.6 $16.2 $19.0

   -- y/y growth 125% 344% 177% 19% 17%

   -- % total revenue 1% 1% 3% 2% 2%

General and administrative $2.9 $6.7 $11.1 $13.2 $16.2

   -- y/y growth 268% 130% 66% 18% 23%

   -- % total revenue 2% 2% 2% 2% 2%

Income from operations $12.5 $33.4 $59.5 $75.3 $93.4

   -- y/y growth 66% 167% 78% 26% 24%

   -- Operating Margin 9% 9% 11% 11% 11%

Provisin for income taxes $2.1 $6.9 $13.3 $18.5 $23.0

   -- Tax rate 13% 20% 23% 25% 25%

Net Income $13.5 $27.9 $44.9 $55.4 $69.0

   -- y/y growth 133% 106% 61% 23% 25%

   -- Net Margin 9% 8% 9% 8% 8%

EPS - diluted $0.86 $1.32 $1.86 $2.01 $2.45

   -- y/y growth 73.6% 52.5% 41.3% 7.7% 22.1%

Shrs Outstanding (diluted) 15.6 21.1 24.1 27.6 28.2

FCF $49.9 ($6.7) $87.5 $10.9 $35.4

Exhibit 5: 10-Year DCF Analysis 

 

 

 

 

 

Source: Company reports and Oppenheimer & Co. estimates. 

 

Exhibit 6: Summary Income Statement  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company reports and Oppenheimer & Co. estimates. 
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9-23 MktCap EPS 3 yr P/E Debt Cash

Company TKR Rating Price (mm) 09E 10E 11E CAGR 09E 10E 11E PEG (mm) (mm)

Fuqi FUQI O $30.61 675$        1.86$        2.01$     2.45$     23% 16.4x 15.3x 12.5x 0.7x $0 $143

Hong Kong Jewelry Companies

Chow Sang Sang0116-HK NR $0.82 495$        0.09$        0.10$     NA -5% 8.9x 8.2x NA -1.7x $50 $19

Luk Fook 0590-HK NR $0.52 257$        0.04$        0.05$     NA -16% 11.9x 11.5x NA -0.7x $35 $24

Ming Fung Jewelry0860-HK NR $0.11 108$        0.01$        0.01$     0.02$     -7% 21.8x 7.9x 7.3x -3.0x $34 $22

Li International JADE NR $2.32 53$          0.08$        0.12$     0.16$     13% 29.0x 19.3x 14.5x 2.2x $24 $23

Average 17.9x 11.7x 10.9x -0.8x

International Jewelry Companies

Tiffany & Co TIF O $37.59 4,665$     1.69$        1.77$     1.98$     -5% 22.2x 21.2x 19.0x -4.2x $752 $334

Signet Jewelers SIG NR $26.88 2,290$     1.38$        1.64$     1.86$     9% 19.5x 16.4x 14.5x 2.1x $293 $93

Fossil FOSL NR $29.67 1,978$     1.71$        1.87$     3.19$     16% 17.4x 15.9x 9.3x 1.1x $8 $272

Blue Nile NILE NR $61.35 891$        0.80$        0.95$     1.44$     24% 76.2x 64.7x 42.8x 3.2x $1 $48

Movado MOV NR $14.78 362$        0.55$        0.45$     0.72$     -25% 26.9x 32.5x 20.5x -1.1x $40 $47

Zale Corp ZLC NR $7.30 233$        (2.67)$      (1.39)$    NA NA -2.7x -5.2x NA NM $333 $24

Average 26.6x 24.2x 21.4x 0.5x

Overall Average 23.1x 19.2x 18.3x -0.2x

_________________________ _________________________

Exhibit 7: Comparable Company Analysis 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company reports, Reuters, Bloomberg, First Call and Oppenheimer estimates. TIF estimates were based on FactSet.  
Note: O, Outperform; P, Perform; NR, not rated; NA, not available; NM, not meaningful. Prices are as of 9/23/09 intraday.  

 

Company Overview 
Fuqi International, headquartered in Shenzhen, started listing shares on Nasdaq on 

October 23, 2007. Since inception in 2001, it has expanded its product line from basic gold 

bars, coins and jewelry to a range of products that include rings, bracelets, necklaces, 

earrings and pendants made from precious metals such as platinum, gold, palladium, and 

karat gold. The company also custom creates jewelry with diamond and other precious 

stone inlays.  Fuqi targets its high-quality jewelry to the growing middle class Chinese 

consumers and carries more than 30,000 jewelry styles.  In 2008, the company had a total 

of 1,049 design, marketing, and production professionals including approximately 115 

trained diamond production workers. In late July 2009, the company issued 5.58 million 

shares of common stock at a price of $21.50 per share. The net proceeds of $112.4 million 

are intended to fuel wholesale and retail expansion strategy. 

 

 
Wholesale 
 

Wholesale is Fuqi’s principal business and we believe it is going to remain a 

dominant part of revenue in the foreseeable future. During 1H09, wholesale accounted 

for 90% of total sales ($189.3 million), down from 97% if 2008, with a gross margin of 15% 

($28.7 million), up from 12% in 2008.  The company sells to distributors and wholesalers, 

who then sell the products to consumers at retail counters in department stores and stand-

alone jewelry stores. Wholesale jewelry is priced based on the market price of the base 

material plus a mark-up ranging from 15% to 50%, reflecting design and processing fees.   

 

At the end of 2008, the wholesale distribution network included 31 provincial retailers and 

more than 840 direct-sales distributors in eight provinces. FUQI’s largest distributor 

accounted for approximately 6% and 7% of gross revenues in fiscal 2008 and 2007, 

respectively. Fuqi plans to further grow its wholesale business through building stronger 

brand/better customer service, increasing product offerings such as diamonds, and 

expanding regional distribution network into new provinces.  

 

Fuqi International
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Exhibit 8: Wholesale Revenue Breakdown (Six Months Ended June 30, 2009) 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Company reports and Oppenheimer & Co. Inc.  

 

Exhibit 9: Product Category Breakdown based on 2008 Sales 

 
 

Source: Company reports and Oppenheimer estimates.  

 

 

 

Retail  
 

Fuqi has mixed experience on its newly entered retail business, with a breakthrough 

from last year’s Temix acquisition. Retail sales accounted for 3.0% ($11.1 million) and 

9.9% ($20.9 million) of total sales in 2008 and 1H09, respectively. The company is 

executing an expansion strategy to build a retail presence that establishes a strong 

relationship directly with the end consumers but not compete with its wholesale distribution 

customers. FUQI believes that its wholesale business will facilitate its expansion plans in 

retail as very few retailers have a well-established wholesale platform.  

 

In August 2008, FUQI acquired a well-established jewelry retail chain, Temix, for $19.7 

million in cash and restricted stock, representing 6X-7X net income or 3X-4X EBITDA. 

Temix is a branded jewelry store chain that sells high quality diamond jewelry as well as 

karat gold and gemstone jewels, including rubies and jade. Its products target the younger 

Chinese urban consumers. As of June 30, 2009, the company had 64 retail counters, 

including 50 under the Temix brand and 14 under the FUQI brand, and a total of seven 

retail stores, which are all under the Temix brand.   

 

Fuqi International
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Operating Inventory

Sqr Ft CapEx Inventory Expense/Yr Rev/Yr Gross Margin Turn

Counter 400-500 $30-35K $0.3-0.35M $80-90K $0.5-0.7M 25-30% 2-2.5X

Store 1500-2000 $45-50K $0.6-0.7M $220-240K $1.1-1.3M 23-26% 1-1.5X

Exhibit 10: FUQI Retail Locations (as of June 30, 2009) 

Brand City Counter Shops Total 

FUQI Beijing 7 0 7 

 Shenyang 3 0 3 

 Xinxiang, Henan 1 0 1 

 Shunyang, Henan 1 0 1 

 Shandong 1 0 1 

 Yancheng, Jiangsu 1 0 1 

 Sub Total 14 0 14 

TEMIX Beijing 25 0 25 

 Shanghai 25 7 32 

 Sub Total 50 7 57 

     

 Total 64 7 71 

Source: Company reports and Oppenheimer & Co. Inc.  

 

Fuqi has an aggressive retail outlet expansion plan and bifurcated branding strategy. 

The company is targeting organic growth of 30-35 new stores in 2H09.  In general, the 

Temix brand targets young urban modern consumers that prefer platinum and diamond 

jewelry while the FUQI brand is marketed to a broad group of elder mid-level income 

consumers who purchase more traditional gold and platinum jewelry and jewelry gift items. 

Fuqi’s average retail price of diamond jewelry is $800-$3,000 and the average price of gold 

jewelry is $200-$300. The retail mark-up for gold and platinum is typically 20-30%, while for 

others, including diamond, k-gold, studded jewelry, and gem stones, ranges from 30%-

50%, depending on designs. 

 

Exhibit 11: Individual Store/Counter Economics 

 

 

 

 

 

 

Source: Company reports and Oppenheimer & Co. Inc.  
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Promising Market for Luxury Brand Consumption 
 

China’s private consumption has plenty of growth potential. In 2007, China was the 

world’s third largest economy but fifth largest consumer market behind the US, Japan, UK 

and Germany. Private consumption as a percentage of GDP fell largely behind those of 

most developed countries and some developing nations as well. According to McKinsey & 

Co., China’s consumption to GDP ratio is half of the US and two-thirds of Japan and 

France, suggesting China’s increasingly wealthy citizens should be able to consume more, 

given that the government continues to expand its social welfare programs which 

encourage consumers to shift from saving to consumption. 

 

Exhibit 12: Private Domestic Consumption as % of GDP in 2008 

 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: McKinsey & C and Oppenheimer & Co.  

 

 

China’s luxury consumption is supported by large and growing middle class as well 

as wealthy consumers. According to studies by McKinsey & Co., the number of wealthy 

families, with an average income of US$35,000 or more (purchasing power parity is 

approximately US$60,000), reached over 5 million in 2008, or 0.4% of the total 1.3 billion 

population. By 2015 China will have the fourth largest group of wealthy population in the 

world, approximately 14 million people and 4.4 million households. The middle class, which 

Fuqi’s products are targeting, is defined as a household with income between RMB40,000 

to RMB100,000 (or $6,000-$ 15,000) and has reached 200 million or 15% of the total 

population. This number is expected to double in eight to ten years.  In addition, 30% of 

middle class consumers will live in urban areas and account for 50% of all consumption by 

2015.    

 

China is traditionally a brand-driven society.  Believing in brand-indicated quality and 

reliability, Chinese consumers would prefer choosing from a short list of brands than 

consider a wide range of selections. Trends of changes preference toward value and 

promotions are mostly applicable to low-end products. Luxury goods retailers must 

establish brand differentiation/recognition to avoid throat-cutting price competition. 
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Exhibit 13: How Chinese Consumers Determine to What to Buy 

 

 

 

 

 

 

 

 

 

 

 

 

Source: MasterCard Worldwide 2008 and Oppenheimer & Co.  

 

 

Growing disposable income has made jewelry one of the hottest consumption items 

in China, closely following real estate and automobiles. In the past, gold and jade were 

mainstays in the jewelry consumption market. Recently, platinum and diamonds have 

increasingly become materials of choice for consumers. The competitive landscape is still 

wide open for luxury jewelry competitors to establish a strong brand identity, particularly 

with consumers in the 18-45 age group who have a higher propensity for buying jewelry.  

 

Double-digit jewelry sales growth is seen in recent national statistics. The swelling 

wealth and exposure to international media campaigns are flaming the desire of China’s 

newly developed middle class for luxury consumption. Based on National Bureau of 

Statistics (NBS), China’s national jewelry sales grew at 20%-40% y/y from 2004 to 2007, 

slowing down to 16% in 2008 due to global financial crisis that caused consumer spending 

to decline. Please note that the annual sales figures from NBS do not reconcile with the 

statistics of Global Industry Analysis, which shows nearly 3X the market size (page 3) . We 

believe this could be a relatively narrow scope covered by NBS figures, as the sales of 

numerous individual retail stores are difficult to track in China. We estimate the real jewelry 

market growth in 2009 and 2010 to be in the teens, partially stimulated by the government’s 

recent consumption tax reduction, from 10% to 6% for jewelry in particular.        

 

Exhibit 14: China’s Annual Jewelry Sales 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: National Bureau of Statistics of China and Oppenheimer & Co. estimates. 
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Fragmented Jewelry Market Lacks Value Brands for Middle 
Class  
 

Despite the prosperity in the industry, brand recognition of major jewelers, 

especially for those catering to middle class, is lagging. Products from Tiffany and 

Cartier are the choice of ultra-wealthy families, which only accounts for <1% of the total 

population and are marked by price tags way over the reach of regular middle class.  

 

Closer to Fuqi’s market position are several jewelry retailers that were once based in 

Hong Kong. These companies, such as Chow Thai Fook, Chow Sang Sang and TSL, 

have re-centered their market to mainland China to capture the vast market opportunity and 

are aggressively opening retail outlets nationwide. These products are priced slightly below 

international brands, but are still considered expensive from the middle class’ perspective.  

 

Further stepping down to the price pyramid, it is rather difficult to find jewelers that 

provide quality and value to middle class shoppers, such as Kay Jewelers and Zales in 

the US market, although there are some known names such as Lao Feng Xiang and Cai 

Bai, which have grown out of domestic competition. The bottom of the market consists of 

numerous low-cost, low-quality competitors that rely on shoppers’ compulsory decisions.   

 

Many relatively known brands crowd the high-end market. The following exhibit shows 

a survey of the most preferred jewelry brands by MasterCard Worldwide. The size of each 

piece does not necessarily represent sales/market share, as we believe the survey is 

conducted among a rather biased population, likely with income skewed toward the high 

end. However, the result does provide evidence on market fragmentation. We believe there 

are more brands on the market than any survey has captured. Our self-conducted market 

survey this month revealed 34 noticeable jewelry brands in Beijing area, with the most 

preferred brand, Chow Thai Fook in this case, only accounting for 8% of total responses. It 

is noteworthy that Temix, Fuqi’s retail brand, received 3% of total responses and ranked 

among the top 15.  

 

 

Exhibit 15: Most Preferred Jewelry Brands 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: MasterCard Worldwide 2008 and Oppenheimer & Co.  

 

 

Fuqi International



14

Little Competition from Online Channels  
 

Traditional retail sales/distribution channels dominate jewelry sales. For example, 

despite the online diamond retailers’ ability to offer a 40%-60% discount to retail stores’ 

prices due to their low-cost structure and possibly better product customization, online retail 

has a long way to go to become a major retail sales channel. First, China’s e-commerce is 

still at a nascent stage. The lack of regulatory and infrastructure support will take time for 

Chinese consumers to change shopping behavior. Second, lack of consumer trust to online 

vendors sets a high barrier for customer adoption. Diamonds are considered as big-ticket 

items, with each transaction ranging from RMB thousands to hundreds of thousands. For 

such high-value transactions, most consumers would prefer a face-to-face purchase, 

instead of using a credit card. Currently, there are about 30 online B2C diamond 

companies operating in China. Per Gems & Jewelry Trade Association’s (GJTA) estimates, 

online diamond purchases in 2008 represented 3%-5% of the overall market share, and are 

expected to double in sales value in 2009.  

 

 

China’s Highly Concentrated Jewelry Production  
 

China’s jewelry industry is dominated by raw material production and low-tech 

processing. Excess capacity is the reason behind high volume of raw material import. 

Export is encouraged by the government through tax rebates. Major processing centers are 

Shenzhen and Panyu in southern China.  

 

Shenzhen, where Fuqi’s headquarters and main manufacturing facility are located, is the 

largest jewelry processing center in China. According to the Gems & Jewelry Report, in 

2003 Shenzhen had 800 jewelry manufacturers and supplied 70-80% of the domestic 

jewelry sales in China. The favorable policies in Shenzhen’s special economic zone have 

helped the city define itself as the major jewelry manufacturing and distribution center.   

 

Panyu, located not far from Shenzhen, is also an important processing center for gems and 

jewelry. Started in 1985 as raw-material import base, with the support and promotion of the 

local government, Panyu has gradually established export channels of gold and silver 

jewelry to the US, Europe and Southeast Asia. Panyu has five large-scale jewelry 

processing zones with products that range from polished diamonds, gold/silver jewelry, 

gold/platinum inlays to jewelry manufacturing equipment, and high valued handicrafts and 

watches.  In 2003, the city contributed approximately 20% of China’s gold exports.   
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Model Assumptions 

Overall, we expect Fuqi to have a more modest growth rate going forward 

compared to 2007 and 2008, as it gradually shifts its wholesale dominated operation 

to a balanced operation between wholesale and retail. 

We expect the growth rate of wholesale and distribution to moderate to 

approximately 20%-30% y/y vs. 56% and 147% during 2007 and 2008. First, we 

anticipate a slower increase in demand due to the weak economy this year; second, the 

company’s shifting more resources from wholesale to retail should decelerate wholesale 

growth. As wholesale’s peak season is in 4Q, we estimate 30% and 40% q/q growth in 

3Q09 and 4Q09, respectively.  

At the same time we estimate the company to grow its retail by over 4X in 2009, 

reaching $46M. The peak sales season of retail is in 1Q, the time of the Chinese New 

Year holidays, with 2Q being the slowest. We estimate same store sales growth to be 

lower than wholesale. However, with contribution from the newly opened stores/counters, 

approximately 10-15 per quarter projected in 2H09, we assume retail to achieve overall 

30% and 35% q/q revenue growth in 3Q09 and 4Q09, respectively.  

The overall growth, including both wholesale and retail, will likely reach over 40% 

y/y in 2009. We assume total revenues of $524M for the full year 2009, toward the high 

end of the company’s guidance of $509.2M to $527M. We believe the company should be 

able to deliver such growth rates through brand promotion, more/new product offerings, 

and distribution network expansion.  

As gold price has recovered from last year’s decline, we estimate sustained margin 

expansion during 3Q and 4Q, with blended gross margin at around 15.5% with 

wholesale and retail to hop around 14% and 33%, respectively, leading to full year 

wholesale, retail and blended gross margins of 14.4%, 33.2% and 16.1%, respectively.  

We estimate a significant increase of S&M and G&A expenses. As the company is 

ramping up brand-promoting efforts and incurs high professional expenses, S&M and 

G&A should climb both at absolute levels, more than double their 2008 level of $4.9M and 

$6.7M, respectively, and as a percentage of revenues, 2.6% and 2.1% vs. 1.3% and 1.8% 

in 2008, respectively.  

We estimate a significant operating margin improvement in 2009, mainly due to 

revenue growth and gross margin leverage partially supported by higher spot gold price, 

up to 11.4% from 9.1% in 2008.  

For 2010, we estimate 24% and 60% y/y growth for wholesale and retail revenues, 

resulting in a 27% overall y/y revenue growth. We forecast a slightly lower gross margin, 

with blended gross margin down to 15.7% from 16.1% in 2009, mainly due to a potentially 

slower appreciation of gold prices. However, operating margins should be able to achieve 

slightly higher leverage as retail scales up. We also estimate an increase in tax rate to 

25% vs. 23% in 2009.  

For 2011, we estimate a 24% total revenue growth, a slightly lower gross margin of 

15.5%, a flat operating margin of 11.3%, and tax rate of 25%.  

Assuming no new equity offerings, we forecast Fuqi to achieve EPS of $1.86, $2.01, and 

$2.45 in 2009, 2010 and 2011, respectively, representing a 3-year earnings CAGR of 

23%. Our current price target of $38 suggests 0.8X PEG. 
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Exhibit 16: FUQI – Income Statement 
2005 2006 2007 1Q08 2Q08 3Q08 4Q08 2008 1Q09 2Q09 3Q09E 4Q09E 2009E 2010E 2011E

(In millions except per shr or as indicated) Full Yr Full Yr Full Yr 31-Mar 30-Jun 30-Sep 31-Dec Full Yr 31-Mar 30-Jun 30-Sep 31-Dec Full Yr Full Yr Full Yr

Net sales: 

Wholesale and distribution 72.6$     92.4$     144.3$   76.4$     66.9$     90.5$     129.5$   356.5$   96.8$     92.5$     120.3$   168.4$   477.9$   593.5$   709.7$   

Y/Y growth 27% 56% 173% 155% 150% 135% 147% 27% 38% 33% 30% 34% 24% 20%

Q/Q growth 39% -12% 35% 43% -25% -4% 30% 40%

Retail -             -             1.2         1.2         0.7         3.2         6.0         11.1       12.5       8.3         10.8       14.6       46.2       74.0       117.6     

Y/Y growth 794% 938% 1017% 243% 142% 315% 60% 59%

Q/Q growth -38% 323% 91% 108% -33% 30% 35%

Total sales 72.6       92.4       145.6     77.6       67.6       93.7       135.5     367.6     109.4     100.8     131.1     182.9     524.2     667.5     827.3     

Y/Y growth 27% 58% 177% 157% 158% 146% 153% 41% 49% 40% 35% 43% 27% 24%

Cost of sales: 

Wholesale and distribution 65.0       83.6       128.1     67.8       59.8       80.7       105.3     313.6     82.6       78.0       103.7     144.8     409.0     513.3     617.4     

Retail -         0.9         0.9         0.7         2.0         5.4         9.0         8.7         5.5         7.2         9.5         30.9       49.5       81.3       

Total cost of sales 65.0       83.6       129.0     68.8       60.5       82.7       110.7     322.6     91.3       83.5       110.9     154.2     439.9     562.8     698.7     

Gross profit 7.6         8.8         16.5       8.8         7.2         11.0       24.8       45.0       18.1       17.4       20.2       28.7       84.2       104.7     128.6     

Y/Y growth 15% 88% 178% 135% 146% 266% 172% 105% 142% 83% 16% 87% 24% 23%

Gross margin - blended 10% 9.5% 11.3% 11.4% 10.6% 11.7% 18.3% 12.2% 16.5% 17.2% 15.4% 15.7% 16.1% 15.7% 15.5%

Gross margin - wholesale 9.5% 11.2% 11.2% 10.6% 10.8% 18.7% 12.0% 14.7% 15.7% 13.8% 14.0% 14.4% 13.5% 13.0%

Gross margin - retail 24.9% 21.4% 7.4% 38.0% 10.7% 19.4% 30.8% 33.7% 33.0% 35.0% 33.2% 33.2% 30.9%

Operating expenses:

Selling and marketing 0.6         0.5         1.1         0.4         0.5         1.6         2.5         4.9         3.0         2.9         3.5         4.2         13.6       16.2       19.0       

as % of revenue 0.9% 0.5% 0.8% 0.5% 0.7% 1.7% 1.8% 1.3% 2.7% 2.8% 2.7% 2.3% 2.6% 2.4% 2.3%

General and administrative 0.7         0.8         2.9         1.5         0.6         1.2         3.4         6.7         2.5         1.3         2.9         4.4         11.1       13.2       16.2       

as % of revenue 0.9% 0.9% 2.0% 1.9% 0.9% 1.2% 2.5% 1.8% 2.3% 1.3% 2.2% 2.4% 2.1% 2.0% 2.0%

Total operating expenses 1.3         1.3         4.0         1.9         1.1         2.7         5.9         11.6       5.5         4.2         6.4         8.6         24.7       29.4       35.2       

Income from operations 6.3         7.5         12.5       6.9         6.1         8.3         18.9       33.4       12.5       13.2       13.7       20.1       59.5       75.3       93.4       

Y/Y growth 19% 66% 171% 186% 126% 270% 167% 82% 116% 66% 6% 78% 26% 24%

Operating margin 8.7% 8.1% 8.6% 8.9% 9.0% 8.8% 13.9% 9.1% 11.5% 13.1% 10.5% 11.0% 11.4% 11.3% 11.3%

Provisin for income taxes 0.5         1.0         2.1         1.1         1.3         1.4         3.0         6.9         2.6         3.0         3.1         4.6         13.3       18.5       23.0       

Tax rate 8% 15% 13% 15% 19% 18% 16% 20% 21% 23% 23% 23% 23% 25% 25%

Net income 5.4         5.8         13.5       6.4         5.3         6.5         15.7       27.9       9.7         9.9         10.3       15.1       44.9       55.4       69.0       

Y/Y growth 8% 133% 240% 255% 139% 280% 106% 51% 85% 57% -4% 61% 23% 25%

Net margin 7.4% 6.3% 9.3% 8.2% 7.9% 7.0% 11.6% 7.6% 8.8% 9.8% 7.8% 8.3% 8.6% 8.3% 8.3%

EPS - diluted $0.48 $0.50 $0.86 $0.31 $0.25 $0.31 $0.72 $1.32 $0.45 $0.45 $0.41 $0.55 $1.86 $2.01 $2.45

Y/Y growth 4% 74% 331% 331% 44% 130% 52% 47% 79% 33% -23% 41% 8% 22%

Weighted avg common shares - diluted 11.2       11.6       15.6       20.9       20.9       21.2       21.7       21.1       21.47     21.7       25.2       27.3       24.1       27.6       28.2       

Change of working capital (2.4)         (2.0)         (32.4)       (41.9)       39.2       (29.2)       (6.8)         (38.6)       (21.1)       (16.8)       (17.5)       (17.5)       (72.9)       (49.8)       (40.4)       

Operating cash flow 3.2         4.0         (21.7)       (35.0)       44.5       (20.3)       2.8         (8.0)         (10.5)       (7.1)         (6.1)         (1.0)         (24.5)       9.5         34.1       

Financing 14.6       (0.6)         71.1       (2.1)         1.8         3.9         1.0         4.6         8.1         3.2         101.0     2.1         114.4     -         -         

Free Cash Flow (0.2)         13.3       49.9       (34.4)       48.1       (20.8)       0.4         (6.7)         (2.6)         (4.6)         94.2       0.6         87.5       10.9       35.4       

Exchange Rate (RMB/US$) 8.07       7.72 7.30 7.02 6.86 6.82 6.83 6.83 6.83 6.83 6.83 6.83 6.83 6.83 6.83  
Source: Company reports and Oppenheimer & Co estimates. 
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Exhibit 17: FUQI – Balance Sheet 
2005 2006 2007 2008 2009E 2010E 2011E

($'s in millions) Full Yr Full Yr Full Yr Full Yr Full Yr Full Yr Full Yr

ASSETS

Current assets: 

Cash 0.1$         13.4$       63.3$       56.6$       144.1$     155.0$   190.4$   

Restricted cash 2.7           -               0.4           -               

Account receivable, net of allowance 7.0           9.4           23.9         73.9         93.7         112.4     134.9     

Value added taxes receivable 0.3           -               2.1           2.2           8.1           8.9         9.7         

Inventories, net 5.8           6.1           29.6         44.4         119.8       167.8     209.7     

Inventory loan receivable 0.7           -               

Due from shareholder 9.5           -               

Prepaid expenses and other current assets 0.1           0.1           1.0           0.3           2.0           2.0         2.0         

Advances to supplier -               0.7           8.5           -               

Deposits -               

Deposits related to borrowing on notes payable/long term debt 0.3           0.7           -               

Gold future contracts -               -               1.4           0.2           0.2         0.2         

Deferred taxes 0.0           0.0           0.1           0.1           0.1           0.1         0.1         

Total current assets 26.5         29.6         121.1       187.4       367.9       446.3     547.1     

Property, equipment and improvements, net 1.5           1.4           1.5           3.4           4.9           6.4         7.7         

Deposits 0.1           0.1           0.1           0.1           0.1           0.1         0.1         

Goodwill -               0.6           0.6           0.6         0.6         

Acquired intangibles, net -               3.2           3.1           3.1         3.1         

Deferred offering costs 0.1           0.1         0.1         

Other assets 0.0           0.0           0.0           0.1           

Total assets 28.1         31.1         122.7       194.8       376.8       456.7     558.7     

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities: 

Notes payable 12.4$       14.1$       15.7$       21.9$       39.0$       42.9$     47.1$     

Line of credit -               1.4           -               

Accounts payable and accrued liabilities 0.3           0.2           0.7           12.0         24.5         36.7       55.1       

Other payable, related parties -               6.3           8.2           9.9         11.8       

Accrued business tax 0.7           1.1           0.5           0.5           -               

Accrued penalties 1.1           1.1           -               

Customer deposits 2.8           1.2           5.3           14.5         19.2         23.0       27.6       

Income tax payable 1.0           1.9           1.9           2.8           3.8           3.8         3.8         

Total current liabilities 19.3         20.2         25.5         58.0         94.6         116.2     145.4     

Total liabilities 20.2         25.5         58.0         94.6         116.2     145.4     

Long term debt 1.2           

Shareholders' equity

Common stock 0.0           0.0           0.0           0.0           0.0           0.0         0.0         

Additional paid in capital 7.2           7.2           77.4         82.5         194.8       245.3     309.6     

Accumulated foreign currency translation adjustments 0.1           0.4           3.0           9.6           9.6           9.6         9.6         

Retained earnings 0.2           3.3           16.8         44.7         77.7         85.5       94.0       

Total shareholders' equity 7.6           10.9         97.3         136.8       282.2       340.4     413.3     

Total liabilities and shareholders' equity 28.1         31.1         122.7       194.8       376.8       456.7     558.7     

 
Source: Company reports and Oppenheimer & Co estimates. 
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Exhibit 18: FUQI – Cash Flow Statement 
2005 2006 2007 2008 2009E 2010E 2011E

($'s in millions) Full Yr Full Yr Full Yr Full Yr Full Yr Full Yr Full Yr

Cash flows provided by operating activities: 

Net income 5.4$        5.8$        13.5$      27.9$      44.9$      55.4$      69.0$      

Adjustments to reconcile net income to net cash provided by operating activities: 

Depreciation and amortization 0.2          0.3          0.3          0.6          2.0          1.6          2.0          

Provision for (reversal of provision for) bad debt 0.0          (0.1)        0.3          1.1          0.2          0.2          0.2          

Provision for inventory reserve

Stock based compensation -             -             0.7          1.0          1.1          2.0          3.2          

Exemption of tax liabilities and estimated penalty payable -             -             (4.2)        -             

Loss on disposal of fixed assets -             -             -             0.0          0.1          0.1          0.1          

Change of fair value on inventory loan payable

Changes in operating assets and liabilities, net of effects of acquisition in 2008: 

Accounts receivable (2.3)        (2.0)        (13.6)      (48.9)      (19.7)      (18.7)      (22.5)      

Value added taxes receivable (0.2)        0.4          (2.2)        1.6          (5.9)        (0.8)        (0.9)        

Inventories (0.9)        (0.1)        (22.3)      (3.4)        (75.4)      (47.9)      (41.9)      

Inventory loan receivable (0.7)        0.7          -             -             -             -             -             

Prepaid expenses and other current assets (0.1)        (0.0)        (0.8)        0.0          (1.7)        -             -             

Advance to supplier -             -             (0.7)        (7.6)        8.5          -             -             

Gold future contracts -             -             -             (1.4)        1.2          -             -             

Deposits - short term (0.3)        (0.4)        0.8          -             

Deposits related to borrowinig on notes payable/long term debt (0.0)        (0.0)        -             -             

Deferred taxes (0.0)        (0.0)        (0.0)        (0.1)        0.0          -             -             

Rental deposits

Deferred offering cost

Other assets (0.0)        (0.0)        0.0          (0.1)        

Accounts payable and accrued liabilities 0.1          0.3          0.9          10.8        12.5        12.2        18.4        

Inventory loan payable

Other payable, related parties -             -             0.9          1.9          1.6          2.0          

Customer deposits 1.5          (1.6)        3.8          8.7          4.7          3.8          4.6          

Incoem tax payable 0.4          0.8          1.8          0.8          1.0          -             -             

Net cash provided by (used for)operating activities 3.2          4.0          (21.7)      (8.0)        (24.5)      9.5          34.1        

Cash flows provided by (used for) investing activities: 

Purchase of property, equipment and improvements (0.8)        (0.0)        (0.4)        (1.0)        (2.0)        (2.5)        (3.0)        

Distursements on loans to stockholder (90.0)      (51.5)      -             -             

Proceeds from collections on loans to stockholder 75.6        58.4        -             -             

Business acquisition -             -             (6.5)        

Decrease (Increase) in restricted cash (2.7)        2.8          (0.4)        0.4          

Net cash provided by (used for) investing activities (17.9)      9.6          (0.8)        (7.1)        (2.0)        (2.5)        (3.0)        

Cash flows provided by (used for) financing activities: 

Proceeds from (repayment to) short term borrowing 7.6          -             2.0          3.6          17.0        3.9          4.3          

Advance from a related party -             -             -             1.0          

Proceeds from exercise of warrants, net of financing cost -             -             2.8          -             

Proceeds from long-term debt 1.2          

Reverse acquisition of Fuqi BVI -             (0.0)        -             -             

Repayment to a related party 1.0          (1.0)        -             -             

Proceeds from capital contribution 4.8          

Issuance of common stock related initial public offering, net of financing cost-             -             66.8        -             97.0        -             -             

Proceeds from loans borrowed from stockholder 23.5        0.2          -             

Repayments to loans payable to stockholder (23.1)      (0.6)        -             

Net cash provided by (used for) financing activities 14.6        (0.6)        71.1        4.6          114.0      3.9          4.3          

Effect of excahnge rate changes on cash (0.1)        0.2          1.4          3.8          

Net increase (decrease) in cash (0.2)        13.3        49.9        (6.7)        87.5        10.9        35.4        

Cash, beginning of year 0.3          0.1          13.4        63.3        56.6        144.1      155.0      

Cash, end of year 0.1          13.4        63.3        56.6        144.1      155.0      190.4      

 
Source: Company reports and Oppenheimer estimates. 
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Exhibit 19: Profiles of Key Officers and Directors 

 
Officer/Director Position/Title Age  Major Experience 

Yu Kwai Chong 
Chairman, 

President, CEO 
and Founder 

49 

 
With 20 years experience in China’s jewelry industry, Mr. 
Chong is the principal founder of Fuqi and has served at current 
position since 2001. In addition, he currently serves as the 
Director of Gems & Jewelry Trade Association of China and 
Associate President of Shenzhen Gold Jewelry Association. He 
also owns other companies that are still private, including 
Shenzhen Rongxing Limited and Shenzhen Xinke Investment 
Co., Ltd. 

Ching Wan 
(Frederick) 
Wong  

CFO and Director 41 

 
Mr. Wong has served at current position since 2004. Prior 
experience includes a tax consultant at Guangdong Yuexin 
Registered Tax Agent (2002-present), a finance director at a 
communication firm (2000-2002), and multiple finance roles in 
media companies. Mr. Wong received his Bachelor of Business 
Administration in Accounting from the Chinese University of 
Hong Kong in 1989 and his Bachelor of Commerce from 
University of Southern Queensland in 1992. He is a CPA in 
Hong Kong and CGA in Canada.  

Charlene Hua 

EVP of Finance, 
Capital Market & 

Corp 
Development 

34 

 
Ms. Hua assumed the position in Feb 2009. Previously, she 
served as CFO of China Technology Development Group 
(Nasdaq: CTDC) from 2007-2008, VP at Citigroup Global 
Markets from 2005-2007, Assistant VP at JP Morgan Chase 
from 2002-2005. Ms. Hua received her BS in Finance and 
Industrial Distribution Management from University of Illinois, 
Urbana-Champaign in 1997.  
 

Lie Xi Zhuang  
COO, Director 
and Founder 

40 

 
As a co-founder, Mr. Zhuang served at current position since 
2001. Prior to this, he held multiple managerial roles in several 
gold jewelry companies in Shenzhen. Mr. Zhuang is certified 
with a higher diploma in management by Hunan Xiang Tan 
University. 
  

James Chu Jian 
Huang 

Retail Director 46 

 
Mr. Huang founded Temix in 1998 and served as CEO of Temix 
until Aug 2008, when Temix was acquired by Fuqi. Mr. Huang 
has headed Fuqi’s retail operation ever since. He received his 
degree in Marine Logistics from the Marine Transportation 
Bureau in 1982.   

 Source: Company reports and Oppenheimer & Co. Inc.
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Appendix 1: Basic Facts of China’s Precious Metal/Stone 

Industry 

Diamonds  

 

China is one of the biggest diamond consumers alongside the US and Japan. Diamond 

consumption in China exceeded RMB25 billion or $3.7 billion.  Diamonds are now a must-have for 

middle class young couples getting married.  Diamond engagement rings weighing 0.5 or 1 carat 

are very popular with young consumers. Another large diamond consumer segment is middle aged 

couples who have gained financial security and are able to revisit the luxury/romance that was not 

available to them 20-30 years ago.  

 

China lacks its own diamond mines and is thereby dependent on importing diamonds through 

international suppliers such as De Beers.  Shanghai is a large market for diamond consumption, 

moving to become one of the world’s top diamond markets. The Shanghai Diamond Exchange 

(SDE) is the only legal trading channel in China. The total transaction volume on the Shanghai 

Diamond Exchange reached US$1.37 billion in 2008.  From 4Q08 to 1Q09, Europe, the US, and 

Japan were all affected by the financial crisis and experienced noticeable declines in diamond 

sales.  China is the only region that maintained diamond sales growth among the major global 

economies. De Beers, the world's largest diamond producer, reported that its worldwide sales 

declined 57% in 1H09, mainly due to lower demand in the US, Europe and Japan, but its China 

sales increased by over 15% during the same period.  

 

There is no leading diamond brand for the Chinese.  Most diamond brands have not grown beyond 

the local markets. Additionally, the Chinese are still learning the pricing system and the 4 C’s (cut, 

color, clarity, and carat) of diamonds. 

 

Gold  

 

Gold is a symbol of wealth and good fortune in China. Strong cultural roots with Chinese 

consumers make gold a major jewelry item of demand. There is potential for additional growth in 

the gold market given China has the lowest gold consumption per capita in the world.  The 

government established the Shanghai Gold Exchange in 2002.  In 2005, new legislations enabled a 

growing number of Chinese investors to invest in gold bullion as well as gold contracts and gold 

jewelry.  Such reforms increased activity at the Shanghai Gold Exchange and sustained long-term 

demand for gold in the Chinese market.  

 

Production of gold in China has been steadily increasing since 1998 and China produced 270.5 

tons of gold in 2007. Most gold mines in China are rock gold with a high proportion of gold.  

However, with very few deposits being mined in the open air, many mines are difficult to exploit and 

require complex mining technology. A recent discovery of five new mines has contributed to the 

increase in gold production. In particular, Yanshan gold mine in the Gansu province had 308 tons of 

gold, more gold than any other mine previously discovered in China.     

 

Silver  

 

China is the third largest producer of silver, producing 82.8 Moz (million ounces) in 2008.  China 

opened up the silver markets in 2000 with the establishment of the Hutong Silver Exchange.  It was 

the first time in 50 years that market was opened to effect interaction been silver producers and 
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those using silver. Also, permits required for processing, wholesaling and retailing silver had been 

abandoned.    

 

Platinum  

 

China is the world’s largest consumer of platinum since 2000. According to the Platinum 2008 

Interim Review, 2008, China consumed 0.76 Moz of platinum, accounting for 68% of global 

consumption. Scale production of platinum jewelry started around 1995 in major processing centers 

in Shenzhen and Panyu.  Since platinum was first introduced as jewelry to Chinese consumers 

more than ten years ago, it is now sold in prominent jewelry retail outlets, with platinum mounted 

jewelry even more popular than platinum jewelry. Platinum purchases increased 16% in 2008, 

according to the Shanghai Gold Exchange, due to falling platinum prices that spurred platinum 

jewelry consumption. Platinum demand is likely growing faster going forward than that of gold per 

industry experts.    

 

 

Pearls  

 

China seawater natural pearl production is second only to Japan. Main basins for cultivating pearls 

are primarily in the southern China, Guangdong, Hainan and Guangxi provinces. The freshwater 

pearl industry was tightly regulated by the government in the past on both volume and prices. 

China’s freshwater farms are located along the middle and lower streams of the Yangze River, 

which accounts for 90% of the domestic production. Suzhou, Jiangzu province, and Zhuji, Zhejiang 

province, emerged as major trading centers for freshwater pearls.  

 

Most of the pearls are exported as raw materials. Therefore, while China’s production of both 

seawater and freshwater pearls is high, global market share is low due to outdated processing 

techniques, which only produce handicrafts instead of high valued jewelry. For example, in 2005, 

Chinese pearls were sold for $113 per kilometer while French Polynesia pearls sold for $10,000 per 

kilometer.   

 

Jade  

 

China has the world’s largest jade processing center, and Chinese jade is known internationally. 

Jade mines can be found in Guangdong, Liaoning, Xinjiang and Henan provinces, while processors 

are all over China.  The best jade pieces are exported.  

 

Appendix 2: Major Competitors 

Chow Tai Fook 

 

Chow Tai Fook Group is private company with total market value of HK$256 billion.  The group 

operates two companies: 1) Chow Thai Fook Enterprises Limited makes investments in real estate 

and companies; and 2) Chow Thai Fook Jewelry Company Limited operates retail outlets for 

diamond, jade and gold jewelry. The retail company’s primary focus is on mainland China and 

Hong Kong.  

 

Since the establishment of Chow Tai Fook in Yantian District in 2003, the company has developed 

rapidly in China.  At present, Chow Tai Fook has opened over 1,000 stores in mainland China with 

total sales of more than RMB10 billion in 2008. 
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In April 2008 the company announced it is building new headquarters in the Yantian District of 

Shenzhen, with an estimated cost of RMB250 million. The new 24-floor building will integrate 

operations, finance, business and meeting functions of the company.  Chow Tai Fook will also 

further expand its research, manufacturing, distribution, and retail businesses in mainland China 

and will relocate its watch and investment businesses in mainland China to the Yantian District. 

 

 
Chow Sang Sang 

 

Chow Sang Sang was first established in 1934 and now has retail stores in Hong Kong, Macau, 

Taiwan and Mainland China. Through its subsidiary, Chow Sang Sang Jewelry Limited, the 

company invested about HK$50 million to open new stores in mainland China with a focus on 

development of the mainland market. In 2008, 17 shops were added, including one mega-store 

situated in Sanlitun, Beijing, bringing 120 stores at the end of 2008.  The contribution to sales from 

the stores in mainland China rose 47% to HK$1,504 million, which amounted to 28% of the total 

sales in jewelry retail, up from 18% and 25% in 2006 and 2007, respectively. Same-store sales 

grew 27% y/y in 2008. Stores in Beijing, Shanghai, Guangzhou, Xian and Fuzhou were the best-

performing. 

 

The company carries a wide range of products of a variety designs/styles with the mainstay being 

gem-set and gold jewelry. To differentiate, the company provides special brand series, such as 

Diamond in Motion (diamond on moving mountings) and Platinum Loving Hearts. In addition, the 

company licenses territorial rights for using cartoon characters, which are used in branded series 

Hello Kitty and Disney characters-featured fashion jewelries. The company also sells Italian and 

Japanese brands such as Stefan Hafner, Marco Bicego, Calgaro, Versace and Regalo. It is also 

the official agent of Rolex and Tudor watches, which are carried in selected shops. 

 

Luk Fook Jewelry 

 

The company was established in 1991 by a group of jewelry specialists and started listing on the 

Hong Kong Stock Exchange in May 1997. It is principally engaged in jewelry design, wholesale and 

retail. Products include a variety of gold jewelry, gold ornaments, gem-set jewelry, gemstones, as 

well as authentication services. Self-promoted as “Brand of Hong Kong, Sparkling the World,” the 

company has over 440 retail outlets in Hong Kong, mainland China, Macau, Canada and the United 

States. It also owns Luk Fook Jewelry Manufacturing Factory in Panyu, Guangdong, which supplies 

some of its gold ornaments and gem-set jewelry.  

 

Luk Fook has been expanding its product offerings. A new brand “Luvina Jewelers” was launched 

in 2006 and targeted high-end customers outside of China.  

 
Tse Sui Luen Jewellery (TSL)  
 

TSL is Hong Kong listed jewelry manufacturer and marketer. In 2008, TSL achieved annual sales of 

HK$1,959 million. The company has over 120 stores in mainland China, Hong Kong and Southeast 

Asia, selling products under three main brands, TSL, SAXX and Estrella.  In 2008, TSL opened 17 

new stores in the mainland China.  Of the 17 new stores, seven stores were for the second brand 

“SAXX” expansion, bringing the SAXX stores to a total number of 19 in mainland China.  

 

In 2008, Hong Kong's billionaire Tse Sui-luen, founder and ex-chairman of TSL, Tommy Tse, son of 

Tse Sui-luen and chairman of the TSL and three other senior managers of the company were 

sentenced to 3-5 years jail terms for offering illegal kickbacks to travel agents for bringing 

customers to company showrooms. 
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Price Target Calculation

Our price target of $38 suggests 19X and 15.5X target P/E multiples on our '10E EPS and '11E EPS. Our target multiples are

comparable to the average of its peer group including Hong Kong and international jewelry companies. Post its $100 million follow-on

offering, we estimate Fuqi also has over $5 per share in cash and an additional $3 per share in inventory. Excluding these items, FUQI

trades at roughly 14X and 11X our '10E and '11E P/E, respectively.

Key Risks to Price Target

(1) Prolonged Economic Downturn. An extended economic slowdown could materially impact Fuqi's demand, revenues and profitability.

(2) Increased Competition. China's jewelry market is fragmented and fiercely competitive. (3) Execution Challenges. Fuqi's senior

management is relatively new to retailing. (4) Commodity Price Volatility. Unexpected volatility and price declines in gold and platinum

spot prices could negatively impact Fuqi's financial performance.

Important Disclosures and Certifications
Analyst Certification - The author certifies that this research report accurately states his/her personal views about the

subject securities, which are reflected in the ratings as well as in the substance of this report.The author certifies that no

part of his/her compensation was, is, or will be directly or indirectly related to the specific recommendations or views

contained in this research report.

Potential Conflicts of Interest:

Equity research analysts employed by Oppenheimer & Co. Inc. are compensated from revenues generated by the firm

including the Oppenheimer & Co. Inc. Investment Banking Department. Research analysts do not receive compensation

based upon revenues from specific investment banking transactions. Oppenheimer & Co. Inc. generally prohibits any

research analyst and any member of his or her household from executing trades in the securities of a company that such

research analyst covers. Additionally, Oppenheimer & Co. Inc. generally prohibits any research analyst from serving as an

officer, director or advisory board member of a company that such analyst covers. In addition to 1% ownership positions in

covered companies that are required to be specifically disclosed in this report, Oppenheimer & Co. Inc. may have a long

position of less than 1% or a short position or deal as principal in the securities discussed herein, related securities or in

options, futures or other derivative instruments based thereon. Recipients of this report are advised that any or all of the

foregoing arrangements, as well as more specific disclosures set forth below, may at times give rise to potential conflicts of

interest.

Important Disclosure Footnotes for Companies Mentioned in this Report that Are Covered by
Oppenheimer & Co. Inc:

Stock Prices as of September 23, 2009

Tiffany & Co. (TIF - NYSE, 38.15, OUTPERFORM)
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All price targets displayed in the chart above are for a 12- to- 18-month period. Prior to March 30, 2004, Oppenheimer &

Co. Inc. used 6-, 12-, 12- to 18-, and 12- to 24-month price targets and ranges. For more information about target price

histories, please write to Oppenheimer & Co. Inc., 300 Madison Avenue, New York, NY 10017, Attention: Equity Research

Department, Business Manager.

Oppenheimer & Co. Inc. Rating System as of January 14th, 2008:

Outperform(O) - Stock expected to outperform the S&P 500 within the next 12-18 months.
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Perform (P) - Stock expected to perform in line with the S&P 500 within the next 12-18 months.

Underperform (U) - Stock expected to underperform the S&P 500 within the next 12-18 months.

Not Rated (NR) - Oppenheimer & Co. Inc. does not maintain coverage of the stock or is restricted from doing so due to a potential

conflict of interest.

Oppenheimer & Co. Inc. Rating System prior to January 14th, 2008:

Buy - anticipates appreciation of 10% or more within the next 12 months, and/or a total return of 10% including dividend payments,

and/or the ability of the shares to perform better than the leading stock market averages or stocks within its particular industry sector.

Neutral - anticipates that the shares will trade at or near their current price and generally in line with the leading market averages due to

a perceived absence of strong dynamics that would cause volatility either to the upside or downside, and/or will perform less well than

higher rated companies within its peer group. Our readers should be aware that when a rating change occurs to Neutral from Buy,

aggressive trading accounts might decide to liquidate their positions to employ the funds elsewhere.

Sell - anticipates that the shares will depreciate 10% or more in price within the next 12 months, due to fundamental weakness

perceived in the company or for valuation reasons, or are expected to perform significantly worse than equities within the peer group.

Distribution of Ratings/IB Services Firmwide

IB Serv/Past 12 Mos.

Rating Count Percent Count Percent

OUTPERFORM [O] 347 43.10 112 32.28

PERFORM [P] 413 51.30 120 29.06

UNDERPERFORM [U] 45 5.60 8 17.78

Although the investment recommendations within the three-tiered, relative stock rating system utilized by Oppenheimer & Co. Inc. do not

correlate to buy, hold and sell recommendations, for the purposes of complying with FINRA rules, Oppenheimer & Co. Inc. has assigned

buy ratings to securities rated Outperform, hold ratings to securities rated Perform, and sell ratings to securities rated Underperform.

Company Specific Disclosures
In the past 12 months Oppenheimer & Co. Inc. has provided investment banking services for FUQI.

Oppenheimer & Co. Inc. expects to receive or intends to seek compensation for investment banking services in the next 3

months from FUQI.

In the past 12 months Oppenheimer & Co. Inc. has managed or co-managed a public offering of securities for FUQI.

In the past 12 months Oppenheimer & Co. Inc. has received compensation for investment banking services from FUQI.

Oppenheimer & Co. Inc. makes a market in the securities of NILE and FOSL.
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Additional Information Available

Please log on to http://www.opco.com or write to Oppenheimer & Co. Inc., 300 Madison Avenue, New York, NY 10017,

Attention: Equity Research Department, Business Manager.

Other Disclosures
This report is issued and approved for distribution by Oppenheimer & Co. Inc., a member of all Principal Exchanges and SIPC. This

report is provided, for informational purposes only, to institutional and retail investor clients of Oppenheimer & Co. Inc. and does not

constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction where such offer or solicitation would be

prohibited. The securities mentioned in this report may not be suitable for all types of investors. This report does not take into account

the investment objectives, financial situation or specific needs of any particular client of Oppenheimer & Co. Inc. Recipients should

consider this report as only a single factor in making an investment decision and should not rely solely on investment recommendations

contained herein, if any, as a substitution for the exercise of independent judgment of the merits and risks of investments. The analyst

writing the report is not a person or company with actual, implied or apparent authority to act on behalf of any issuer mentioned in the

report. Before making an investment decision with respect to any security recommended in this report, the recipient should consider

whether such recommendation is appropriate given the recipient's particular investment needs, objectives and financial circumstances.

We recommend that investors independently evaluate particular investments and strategies, and encourage investors to seek the advice

of a financial advisor.Oppenheimer & Co. Inc. will not treat non-client recipients as its clients solely by virtue of their receiving this

report.Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is made regarding

future performance of any security mentioned in this report. The price of the securities mentioned in this report and the income they

produce may fluctuate and/or be adversely affected by exchange rates, and investors may realize losses on investments in such

securities, including the loss of investment principal. Oppenheimer & Co. Inc. accepts no liability for any loss arising from the use of

information contained in this report, except to the extent that liability may arise under specific statutes or regulations applicable to

Oppenheimer & Co. Inc.All information, opinions and statistical data contained in this report were obtained or derived from public

sources believed to be reliable, but Oppenheimer & Co. Inc. does not represent that any such information, opinion or statistical data is

accurate or complete (with the exception of information contained in the Important Disclosures section of this report provided by

Oppenheimer & Co. Inc. or individual research analysts), and they should not be relied upon as such. All estimates, opinions and

recommendations expressed herein constitute judgments as of the date of this report and are subject to change without notice.Nothing

in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any reference in this report

to the impact of taxation should not be construed as offering tax advice on the tax consequences of investments. As with any investment

having potential tax implications, clients should consult with their own independent tax adviser.This report may provide addresses of, or

contain hyperlinks to, Internet web sites. Oppenheimer & Co. Inc. has not reviewed the linked Internet web site of any third party and

takes no responsibility for the contents thereof. Each such address or hyperlink is provided solely for the recipient's convenience and

information, and the content of linked third party web sites is not in any way incorporated into this document. Recipients who choose to

access such third-party web sites or follow such hyperlinks do so at their own risk.

This report or any portion hereof may not be reprinted, sold, or redistributed without the written consent of Oppenheimer & Co. Inc.

Copyright © Oppenheimer & Co. Inc. 2009.
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