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3V Capital Limited 
Flash Note 

Luks Industrial (0366.HK, HK$ 9.18, BUY) 
- More property projects to come in 2007 

Luks’ share price surged 63% after announcing its solid 
results for FY06. We are delighted to see Luks delivering 
continuous growth in cement business and better rental 
received from its Saigon Trade Centre in Vietnam. With a clear 
roadmap for property development, we believe Luks’ new 
investment in residential projects in Vietnam to add more 
value to the company. We apply 30x 08 PER to value Luks’ 
cement business and a 6% cap rate for its rental properties in 
Vietnam. Trading at 21% discount to NAV of HK$11.68, Luks is 
still a bargain. Maintain BUY with target price raised to 
HK$10.75, 8% discount to NAV.  

Solid results in FY06. Luks’ FY06 results should have caught 
investors’ attention. Cement business delivered continues growth 
with EBIT rose 27% to HK$78m, thanks to the partial higher 
efficiency of the existing line and higher ASP. Rental received also 
increased by 22%, benefiting from the higher occupancy rate and 
rental from the Saigon Trade Centre in Vietnam.  
New focus on residential projects in Vietnam. With the 
existing 180k sqm GFA of residential projects on hand, Luks had 
made its important step into property development in Vietnam. The 
management has set a clear roadmap to develop 100k to 150k 
sqm residential GFA in Ho Chi Minh City per year. Therefore, Luks 
expects to acquire 400k sqm residental GFA of land reserve in this 
year. Assuming average margin of the previous projects, those 
400k sqm GFA would bring about HK$1.1b net profit to Luks.  
Target price upgraded to HK$10.75. We adjusted up Luks’ 07 
and 08 earnings by 18% and 12% based on higher efficiency of 
cement business and higher rental income. We apply 30x 08 PER 
to value Luks’ cement business due to its robust growth ahead, 
together with a 6% cap rate for its rental properties in Vietnam, to 
come up a new NAV of HK$11.68 per share. Trading at 21% 
discount to NAV, Luks is still a bargain. Maintain BUY with target 
price raised to HK$10.75, 8% discount to NAV. We believe this thin 
discount is justified under the recent Vietnam mania as Luks’ prime 
investments in Vietnam and strong profit growth ahead.  
Earnings Summary 
Y/E: Dec 31 2006 2007F 2008F 2009F 
Net profit (HK$) 200(*) 152 355 481  
Core EPS (HK$) 0.39 0.29 0.69 0.93  
EPS growth (%) 296.4 n.a. 134.0 35.5  
P/E (x) 23.6 31.2 13.3 9.8  
DPS (HK$) 0.08 0.1 0.11 0.12 
Dividend yield (%) 0.9 1.1 1.2 1.3  
(*) Revaluation gain and impairment of goodwill included  
Source: 3V Capital 
 

Company Background 
Founded in 1975, Luks started its investment in Vietnam 
early in 1991 by forming a JV with a local SOE for plywood 
processing in Hl Chi Minh City. It diversified into cement 
production in 1992 and lter completed Saigon Trade Centre, 
an investment property in Ho Chi Minh City, in 1997. Cemtn 
is still the largest earning contributor of Luks, With 
production capacity currently at 780kt. A new production 
line, which started operation in Dec 06, sees capacity jump 
to 1.5mt. Saigon trade Centre has been providing stable 
rental income and its occupancy rate improved fro 54% to 
86% in 2005. In 2002, Luks started its Chinese medicine 
business by acquiring 10% stake in Vigconic Ltd, which 
develops and manufactures traditional Chinese medicine 
products. Luks later increased its stake in VIgconic to 75% 
in 2003. Major products include VI-28, for anti-aging 
purpose, and Vigchemo, which deals with chemotherapy-ld 
side effects.  

Company Data 
Share price HK$9.18 (US$1.78) 
Hang Seng Index 20,841 
Shares issued (options adj.) 515.7m 
Market cap HK$4,734(US$607) 
Avg daily vol (shrs) 3.0m 
52-week Hi HK$10.58 (US$1.36) 
52-week Lo HK$ 1.12 (US$0.14) 
Price/book 3.89x 
Net debt/equity 2.1% 
Major shareholder  
- K.T. Luk  61.9% 
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Earnings Projection 
Y/E: Dec (HK$m) 2006 2007F 2008F 2009F 
Turnover     
Cement  275 459 754 1,003 
Property investment 91 109 126 226 
Property Sales 0 0 361 361 
Chinese Medicine 4 5 5 5 
Others 4 2 2 2 
Total  374 575 1,249 1,598 
     
EBIT     
Cement  78 135 222 295 
Property investment 302 109 126 226 
Property Sales 0 0 163 163 
Chinese Medicine (8) (6) (4) (3) 
Others (25) (25) (25) (25) 
Total  347 213 481 656 
     
Impairment of goodwill (78) 0 0 0 
Share results from j.c.e.  (3) 0 0 0 
Net finance cost  (6) (7) (8) (8) 
PBT 261  206  474  648  
Tax (63) (49) (114) (162) 
MI 2.1  (5) (5) (5) 
Net profit  200  152  355  481  
     
Source: The Company, 3V Capital 

 

Fair Value Estimates  

Asset 
Valuation  

benchmark 
Value 
HK$m  

Cement  30x 08 PER 4,526 

Properties investment  
6% cap rate  

on 08’s rental 
1,163 

Properties Development  DCF  358 
Net debt   (26) 
Total  6,021 
No. of shares (m)   491 
Shares Options to Employees (m)  25 
Diluted no. of shares (m)  516 
Estimated fair value share (HK$)  11.68 
Source: 3V Capital 

 
Risk factors 
Cement market is still under protection of the 
Vietnamese government. Luk’s earnings of cement 
segment will be adversely affected if Vietnamese 
government lessens the control of the cement industry. 
Meanwhile, the fluctuation of Vietnam Dong may also 
affect Luks’ earnings.  

 
Disclaimer 
This report is prepared by 3V Capital Limited for distribution to 
professional and institutional investors. It is not directed to, or 
intended for distribution to or use by, any person or entity who is a 
citizen or resident of or located in any locality, state, country or 
other jurisdiction where such distribution, publication, availability 
or use would be contrary to law or regulation or which would 
subject 3V Capital Limited and its subsidiaries and affiliates to any 
registration or licensing requirement within such jurisdictions. The 
report has been prepared for general reference and no part of this 
report is to be constructed as an offer, invitation, advertisement or 
inducement whatsoever, or form to buy or sell any securities or 
financial instruments whether referred to herein or otherwise. 
Opinions in this report are subject to change by the original writer 
without notice. 3V Capital Limited does not accept any liability 
whatsoever, directly or indirectly, that may arise from the use of or 
reliance on the contents of this report. 3V Capital Limited and its 
subsidiaries and affiliates and their respective associates, 
directors, employees may from time to time have interests and/or 
underwriting commitments in the securities or financial 
instruments. Reports by 3V Capital Limited do not have regard to 
the specific investment objectives, financial situation or the 
particular needs of any investor. The information contained herein 
is believed to be reliable. Its completeness and accuracy are, 
however, not guaranteed. This report or any part of its contents 
may not be reproduced in whole or in part without the prior written 
approval of 3V Capital Limited. 3V Capital Limited is licensed by 
the Securities and Futures Commission “SFC” and is governed 
under the rules and regulations of the SFC and the Securities and 
Futures Ordinances and its subsidiary legislation. 
 
Disclosure  
The principal analyst who prepared this report has no financial 
interest in securities of the listed corporation(s) covered in the 
report, is not aware of any material relevant conflict of interest 
involving them or 3V Capital Limited, and did not receive any 
compensation form the listed corporation(s) during the past 12 
months. The views about any and all of the subject securities and 
listed corporation(s) expressed in this report accurately reflect the 
personal views of the research analyst(s) primarily responsible for 
this report; and no part of the compensation of such analyst(s) 
was, is, or will be directly or indirectly related to the specific 
recommendations or views contained in this report. 3V Capital 
and its affiliates do not have financial interests, equal to or more 
than 1% of the market capitalisation, in securities of any of the 
listed corporations covered in the report. Neither do they involved 
in any market making activities for any of the listed corporations 
reviewed, nor have any individual employed by or associated with 
any member companies of 3V Capital Limited serving as an 
officer of any of the listed corporations reviewed. 3V Capital 
Limited does not have any investment banking relationship with 
any of the listed corporation(s) reviewed within the preceding 12 
months. This disclosure statement is made pursuant to paragraph 
16 of the “Code of Conduct for Persons Licensed by or Registered 
with the Securities and Futures Commission”.    
 
The 3V Research Rating System  
Buy: the security is expected to outperform the benchmark index 
by >10% in the next six months. Hold: the security is expected to 
perform within 10% of the benchmark index over the next six 
months. Sell: the security is expected to underperform the 
benchmark index by >10% in the next six months. 
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