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Target price

HK$1.60

HK$0.93

Forecasts revised
Unchanged

Reason for note
Recommendation

Trading data

52-week range (HK$)

Market cap. (HK$mn) 14625
Market cap. (US$mn) 1828
Shares outstanding (mn) 4400
Avg. daily volume (mn)

Avg. daily value (HK$mn)

Major s/h (%) 69.5
Free float (%) 27.7

Financial data

FY05
Shareholders’ equity(HKD mn) 4238
Price/book (x) 3.19
ROA (%) 4.56
ROE (%) 9.64
Net gearing (%) 19.9
Book value/share (HK$) 4.61

1-mth 3-mth  12-mth

Stock price 27.5 n.a. n.a.
HSI

Relative performance

07Source: Bloomberg

Jack Yu
(86) 21 6886 5358 Ext.138
jack.yu@sinopacasia.com

Ming Fung Jewel (0860.HK) = OUTPERFORM

More B2C in FYO8F and potential catalyst

Event:

¢ Revised forecasts and remain positive. We revised our forecasts after MF
announced FYO07 (FYE Sep) results and we added our FY10 forecasts. We
expect retail sales to contribute more in FYO8F (from 20% of total revenue in
FYO07 to 30% in FYO8F) and bring up gross margin from 34.7% in FYQ7 to 35.4%
in FYO8F. In the mean time, the impact from US recession is yet to be seen. So
far, sales to overseas markets are still in line with expectation.

Comments:

o More contribution from retail sales. MF had 26 stores at the start of FYO8F vs
only six at the same time last year. Out of the 26 stores, nine were opened only
in the last quarter of FY07. These newly opened stores should therefore make
more significant contributions in FYO8F. (i.e. 240 months of sales in total
contributed by the 20 new stores in FYO8F compared with only 101 months of
sales in FYQ7). Besides, management also guided 15 new stores to be opened
in FYO8F. We expect these stores to contribute another 57.5 months of sales. In
all, we forecast retail sales to grow 76% y-o-y in FYO8F to RMB211mn.

¢ OEM business growth is still in line with expectation. In the first quarter of
FYO08, sales to overseas markets were still in line with expectation. The impact
from a US recession is yet to be seen, although exporters remain cautious in
their forecasts on US exports. But we forecast only a 3% y-o-y drop in total
export sales in FYO8F, due to a forecasted 2% y-o-y growth to the EU market,
2% growth to the Middle East and 8% drop in the US (the same as what MF
suffered during US recession in 2002/03). Besides, the set back in export growth
could be fully offset higher gross margin and not affect our bottom-line forecasts.

e JV could be a short-term catalyst. MF is still in negotiations with a domestic
jewellery retailer to form a JV, which, as part of the deal, could sell MF’s
jewellery in its partner's stores (about 200 outlets in China). The deal, if
successfully concluded, may help MF to significantly increase its market share
within a short period at a relatively lower cost. We believe such JV would serve
as a catalyst to MF’s stock price and expect the deal to be concluded in 2Q of
2008 as management has indicated that it expects to see some contribution from
the JV by the end of FYOS8F if negotiations between two parties is proceeding at
the current pace.

Recommendation:

« Reiterate Outperform and maintain TP at HK$1.60. Our TP is equal to a PER
of 10x FYO8F EPS plus a small premium for the JV catalyst, whose contribution
is not yet factored into our model. We reiterate our Outperform rating.

Financial summary

FYE 31st Sep (HK$ mn) FY06 FY07 FYO08F FYO09F FY10F
Turnover 480 610 688 795 894
% chg 11.6 27.1 12.8 15.6 12.5
EBITDA 90 139 159 186 214
% chg 9.8 54.4 14.4 17 13.2
Net profit 57 97 116 143 170
% chg 5 70.2 19.6 12.1 18.9
EPS (HK$) 0.084 0.127 0.151 0.187 0.222
% chg 1.2 51.2 18.9 23.8 18.7
PER (x) 11.1 7.3 6.2 5.0 4.2
DPS (HK$) 0.01 0.008 0.00 0.00 0.00
Yield (%) 1.1 0.1. 0.0 0.0 0.0

Source: Company data, SinoPac Securities estimates
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Chart 1: Retail will account for more of total revenue in FYO8F
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Chart 2: Overall gross margin improving as a result of more retail sales
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Table 1: Forecast Change
FY08 Change FY09 Change
Previous Revised % Previous Revised %
Sales (HK$ mn) 705 688 2.4 802 795 -0.87
Gross Margin (%) 34.4 35.6 1.2 35 37.4 2.4
EBIT (HK$ mn) 163 141 -13.5 195 172 -11.8
Interest Exp (HK$ mn) 17 6 -64.7 21 6 -71.4
Effective Tax (%) 17.2 15.1 -2.1 171 15.1 -2.0
EPS (HK$) 0.158 0.158 0 0.189 0.195 3.2
Source: Sinopac Securities
Table 2: Peer comparison
EPS EPS CAGR PER
CODE cey FYo7 FY08 FY09 FYO07-FY09 FY07 FY08 FY09
Bulgari BUL EUR 0.51 0.57 0.66 13.8% 16.1 145 15.6
Movado MOV UsD 1.61 1.65 1.95 10.1% 14.2 122 116
Tiffany TIF usD 2.348 2.64 2948 12.1% 15.7 136 122
Zale Corp ZLC UsD 1113 0.897 1.463 14.7% 9.9 151 10.2
Chow Sang Sang 116 HKD 0.59 0.695 0.815 17.5% 20.3 17.2 147
Luk Fook 590 HKD 0487 0575 0.827 30.3% 14.9 119 105
Hang Fung Gold Tech 870 HKD 0.17 0.19 N/A N/A 13.9 125 N/A
Noble Jewelry 475 HKD 0.28 0.34 N/A N/A 47 39 NA
Dickson Concepts 113 HKD 0.643 0.603 0.691 3.7% 111 87 92
AVERAGE 16.4% 13.4 12.2 12.0
Ming Fung Group 860 HKD 0.132 0.151 0.181 17.1% 7.0 6.1 5.1
Source: Bloomberg
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ANALYST CERTIFICATION

For each company mentioned in this research report, the respective analyst — or analysts who cover the company certifies that
all of the views expressed in this research report accurately reflect the analyst’s or analysts’ personal views about any and all
of the subject issuer(s) or securities. The analyst or analysts also certify that no part of analyst's compensation was, is, or will
be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

IMPORTANT DISCLOSURES

This document is for information purposes only. Information has been obtained from sources believed to be reliable but
SinoPac Securities (Asia) Limited or its affiliates and/or subsidiaries do not warrant its completeness or accuracy. Opinions
and estimates constitute our judgement as of the date of this material and are subject to change without notice. Past
performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale
of any financial instrument. Securities, financial instruments or strategies mentioned herein may not be suitable for all
investors. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or
needs and are not intended as recommendations of particular securities, financial instruments or strategies to particular clients.
The recipient of this report must make its own independent decisions regarding any securities or financial instruments
mentioned herein. Our research is available at www.sinopacasia.com, www.thomsononeanalytics.com and Bloomberg (page:
SINO).

This research report has been published in accordance with our research policy stated in our General Compliance Manual.

Recommendation definitions:

Qutperform : return > 10% in excess of benchmark return in a year
In-line : return within 10% of benchmark return in a year
Underperform : return > 10% below benchmark return in a year

To our readers in Taiwan: This research report is made available in Taiwan through SinoPac Securities Corporation, which is
regulated by Securities & Futures Bureau. Such report is for your reference only. The reader should independently evaluate
the investment risks and is solely responsible for their investment decisions. This publication may not be distributed to the
public media or quoted or used by the public media without the express written consent of SinoPac Securities Corporation.
Information on securities that do not trade in Taiwan is for information purposes only and is not to be construed as a
recommendation or a solicitation to trade in such securities. SinoPac Securities Corporation and/or its affiliates may have an
investment banking relationship with the company or companies referenced in this report.

To our readers in the United Kingdom: This research report is made available in the United Kingdom through SinoPac
Securities (Europe) Limited, which is regulated by the Financial Services Authority (“FSA”). Such report may only be issued or
passed on to any person in the United Kingdom if that person is of a kind described in Article 19(5) or Article 49(2) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2001 (as amended) or otherwise pursuant to
exemptions to Section 21 of the Financial Services and Markets Act 2000 (“FSMA 2000”). In addition, no person who is an
Authorised Person (as defined in the FSMA 2000) may issue or pass on this report, or otherwise promote the Company, to
any person in the United Kingdom other than by the rules of the FSA applicable to such Authorised Persons. This report is
confidential and is intended solely for the use of its recipient.

© 2008 SinoPac Securities (Asia) Limited. All rights reserved. Any unauthorized use, duplication, redistribution or disclosure is
prohibited by law and will result in prosecution. SinoPac Securities (Asia) Limited or its affiliates accepts no liability whatsoever
arising out of, or on connection with this report.
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