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Results: Snap reactionLuks Group 24 September 2007
PRICE REUTERS REPORTING PERIOD MEETING TIME/PLACE CONF. CALL DETAILS NEXT NEWS 
HK$10.56 0366.HK H1 2007 None Caz: 5pm 27/9 Land acquisitions
MARKET CAP BLOOMBERG FREE FLOAT 12 MONTH RANGE  CHANGE IN EPS (%) 
HK$6,053m 366 HK  HK$14.78 – 5.53 2007E n/a 2008E n/a
STOCK RECOMMENDATION  CHANGE IN STOCK RECOMMENDATION 

OUTPERFORM  n/a  

ANALYST 

Adrian.Foulger@cazenove.com 
Tel +65 6395 7690 

 

COMMENT 
Results largely in line with expectations – adj EPS up 62% YoY driven by Vietnamese operations (cement and 
Saigon Trade Centre). Following the recent jump, the shares are trading at near parity to our value of existing 
assets of HK$10.93. However further newsflow is expected on land bank acquisitions (per results statement: “it 
is expected that the Group shall obtain some prospective property projects in the second half of the year”) and 
this should, in our view, drive the shares towards our fair value of HK$14.52. Outperform maintained. 
 
 
Results summary 
Year end: December H1 06 H2 06 H1 07  YoY (%) HoH (%)

Turnover (HK$m) 178.6 195.1 243.3  +36% +25%

Earnings (HK$m) 38.5 161.9 62.4  +62% -61%

Earnings - adj (HK$m) 35.7 44.12 61.8  +73% +40%

EPS (adj) (HK$) 0.073 0.087 0.118  +62% +36%

DPS (HK$) 0.030 0.050 0.030  +0% -40%

NAV per share (HK$) 2.16 2.44 3.53  +63% +44%

Source: Company 

Results: key points 
 Cement operations: Lower utilisation (76% v 109%) on enlarged capacity (+88%) resulted in a net increase in cement 
volume sold of 32% YoY to 572,000 tonnes. Management are optimistic that with this capacity now bedded-down that 
utilisation rates / volumes will increase in H2. ASP/tonne increased 4% YoY to US$41.1 and gross (41%) and EBIT (27%) 
margins remained stable, resulting in a 38% YoY increased in cement EBIT and a 44% increased in PBT contribution. 

 Property investment: Contributions from the non-Vietnamese element of the portfolio, whilst not quantified, are 
described as being stable (estimated at 13% of revenue in FY06), with the 38% growth in divisional EBIT purely as a result 
of higher rents and occupancy (now 100%) at the Saigon Trade Centre. Management expect two more years of positive 
rental reversions, with new space coming onto the market suffering delays (our current forecasts are based on only one 
more year of positive rental reversions).  

 Other operations: As forecast by management, the level of loss contributed by the Traditional Chinese Medicine 
operations continues to decline (HK$1.7m v’s HK$4.4m). This, and the 38% increase in the EBIT contributions from 
cement and investment property, has resulted in overall group EBIT increasing by 57%. A lower effective tax charge has 
increased this to growth of 62% at the reported earnings level. 

 EPS and DPS: The lower rate of growth in fully diluted reported EPS (+54%) reflects the impact of the 60m new shares 
placed during the period. Adjusting for non-trading items we estimate operating FD EPS grew by 62% on the back of 
73% adjusted earnings growth. The dividend remains unchanged, with funds retained for investment opportunities. 

 Balance sheet: Net cash at the end of June totals HK$687m, which includes HK$743m of net placing proceeds. 
Working capital ratios remain solid with inventory days unchanged YoY at 8 days and trade working capital to sales down 
from the December 2006 level of 6.5% to 5.7% as at June 2007.  

Recommendation and valuation 
 We are refraining from making any adjustments to our forecasts until we have has a chance to discuss these results in 
greater detail with management. We would note however that based on our initial assessment we would expect any 
adjustments to our forecasts to very minimal / immaterial.  
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 With property development earnings not expected to start contributing until FY2008 (and building thereafter), short term 
PER multiples look high: FY2007E 37.6x / FY2008E 21.1x. These however, in our view, fail to capture the economic 
benefit that Luks will derive from its existing assets and future expansion in Vietnam. Our valuation of the group’s existing 
assets remains HK$10.93 and our fair value, which includes some value for projects that we anticipate will ‘go-live’ is 
HK$14.52 (see published note dated 9 September for more details). 

 In terms of outlook management expect to secure more land bank during H2 2007, with vendors reported to have 
become more realistic on pricing of late. This, in our view, will be one of the main catalysts for share price performance. 
Partially offsetting is this potential delays in commencement of property projects / booking of sales (as detailed in our 
recent note, although this should purely be a timing rather than economic value issue) and delays in clearing the land for 
the cement grinding station in HCMC. The addition of a further 1.3m tonnes of clinker capacity at Hue remains on track 
(scheduled for completion Q2 08). 

 

Cement division summary  
 H1 06 H2 06 H1 07 YoY (%) HoH (%)

Capacity 400,000 487,500 750,000 +88% +54%

Utilisation 109% 91% 76%  

Volume sold 434,000 446,000 572,000 +32% +28%

ASP (US$/tonne) 39.7 40.4 41.1 +4% +2%

EBIT (US$/tonne) 10.8 11.7 11.2 +4% -4%

EBIT margin (%) 27% 29% 27%  

   

Revenue (HK$m) 134.2 140.4 183.4 +37% +31%

EBIT (HK$m) 36.5 40.5 50.1 +38% +24%

Source: Company 

 

Results summary  
 H1 06 H2 06 H1 07 YoY (%) HoH (%)

Cement 134.2 140.4 183.4 +37% +31%

Property Inv 41.1 50.0 54.2 +32% +8%

TCM 1.8 2.3 2.6 +40% +13%

Other 1.4 2.5 3.2 +123% +29%

Revenue 178.6 195.1 243.3 +36% +25%

   

Cement 36.5 40.5 50.1 +38% +24%

Property Inv 22.9 34.2 31.6 +38% -7%

TCM -4.4 -3.7 -1.7 -60% -54%

Other -11.2 -17.7 -11.3 +2% -36%

EBIT 43.8 53.2 68.7 +57% +29%

Other 3.7 168.5 2.6 -30% 

Net interest -3.5 -2.1 -3.8 +10% 

JCE -1.2 -1.4 -1.0 -23% 

PBT 42.9 218.3 66.5 +55% 

Tax -4.4 -58.5 -4.1 -6% 

MI 0.0 2.1 0.0  

Earnings  38.5 161.9 62.4 +62% 

FD EPS 0.08 0.12 +54% 

DPS 0.03 0.03 +0% 

Source: Company 
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APPENDIX 
 

IMPORTANT DISCLOSURES 
 
This research is issued by JPMorgan Cazenove Limited.  It is distributed in the United States by Cazenove Inc. a third party not affiliated with J.P. Morgan Chase & Co. 
and Cazenove Inc. accepts responsibility for its contents.  It is issued in Hong Kong and Australia by Cazenove Asia Limited, in Singapore by Cazenove & Co. 
(Singapore) Pte. Limited and elsewhere in the world by JPMorgan Cazenove Limited or a suitably authorised connected company of JPMorgan Cazenove Limited 
(together Cazenove). 
 
Where "disclosure date" appears below, this means the day prior to the report date for securities listed on the Hong Kong Stock Exchange. For all other securities it 
means the end of the month preceding the date of this report, unless that month end is within 10 calendar days of the report date in which case the disclosure date is 
the end of the preceding month. All share prices quoted are the closing price for the business day prior to the date of the report, unless otherwise stated. 
 
DISCLOSURES INCLUDING THOSE REQUIRED BY THE UNITED STATES 
As at the disclosure date, the following applied: 
•  JPMorgan Cazenove Limited and/or an affiliate expect(s) to receive or intend(s) to seek compensation for investment banking services from Luks Industrial (Group) 

Ltd in the next three months. 
 
In the 12 months prior to the disclosure date, JPMorgan Cazenove Limited and/or an affiliate: 
•  Received compensation for investment banking services from Luks Industrial (Group) Ltd. 
 
This research may have been disclosed to the issuer prior to dissemination to verify its factual accuracy.  Internal procedures ensure that objectivity is not 
compromised.  Our conflicts management policy is available at: www.jpmorgancazenove.com/code/equities/research/research.shtml 
 
Cazenove research analysts, including those responsible for preparation of this report, receive compensation based on a number of factors including quality of 
research, client feedback, firm profitability (including equity trading and capital markets profitability) and competitive factors. 
 
The analyst(s) named below certifies, in accordance with Regulation Analyst Certification adopted by the US Securities and Exchange Commission, that: 
•  The views expressed in this research accurately reflect my personal views about the security or securities and the issuer(s) which are the subject of my research. 
•  No part of my compensation was, is, or will be, directly or indirectly, related to the expression of specific recommendations or views contained in this research. 
Adrian Foulger. 
 
RESEARCH RECOMMENDATIONS 
STOCK RECOMMENDATION DEFINITIONS 
OUTPERFORM - the total return on the security is expected to outperform the relevant market index by 5% or more over the next six months. 
IN-LINE - the total return on the security is not expected to outperform or underperform the relevant market index by 5% or more over the next six months. 
UNDERPERFORM - the total return on the security is expected to underperform the relevant market index by 5% or more over the next six months. 
 
RECOMMENDATION DISTRIBUTION 
Cazenove research has 720 companies (excluding investment trust and private equity companies) under coverage.  53% have been assigned an OUTPERFORM rating.  
36% of companies with this rating are investment banking clients of the firm.  35% have been assigned an IN-LINE rating.  29% of companies with this rating are 
investment banking clients of the firm.  13% have been assigned an UNDERPERFORM rating.  9% of companies with this rating are investment banking clients of the 
firm. 
 
For investment trust and private equity companies, Cazenove research has 286 companies under coverage. 29% have been assigned an OUTPERFORM rating. 30% of 
companies within this rating are investment banking clients of the firm. 66% have been assigned an IN-LINE rating. 18% of companies within this rating are investment 
banking clients of the firm. 6% have been assigned an UNDERPERFORM rating. 25% of companies within this rating are investment banking clients of the firm. 
 
 
Our ratings are under constant review. 
 
RECOMMENDATION HISTORY 
12 months recommendation changes for Luks Industrial (Group) Ltd; 
10-Sep-2007 OUTPERFORM 
19-Apr-2007 IN-LINE 
 
The registered address of JPMorgan Cazenove Limited is 20 Moorgate, London EC2R 6DA 
Telephone +44 (0)20 7155 5000 Facsimile +44 (0)20 7155 9800 
Research e-mail: caznet@cazenove.com Research web site: www.caznet.com 
JPMorgan Cazenove Limited is authorised and regulated by the Financial Services Authority and is a member of the London Stock Exchange. 
 
Cazenove & Co. (Singapore) Pte. Limited, 9 Raffles Place #52-01, Republic Plaza, Singapore 048619 
Telephone +65 6227 1511 Facsimile +65 6227 2011 Company Registration No.: 199000557R 
Cazenove & Co. (Singapore) Pte. Limited is regulated by the Monetary Authority of Singapore. 
 
DISCLAIMER 
This report has been prepared for information purposes only and is not a solicitation, or an offer, to buy or sell any security or to participate in any trading strategy. It 
does not purport to be a complete description of the securities, markets or developments referred to in the material. The information on which the report is based has 
been obtained from sources which we believe to be reliable, but we have not independently verified such information and we do not warrant that it is accurate or 
complete. All expressions of opinion are subject to change without notice. Third party data providers make no warranty relating to the accuracy, completeness or 
timeliness of their data and shall have no liability whatsoever for losses that may arise from reliance upon such data. JPMorgan Cazenove Limited shall have no liability 
whatsoever for losses that may arise from reliance upon this report (including, without limitation, such third party data). This report is confidential and for your internal 
business purposes only. This report is solely for institutional investors to whom it is addressed and must not be disclosed to or relied upon by any other institutional or 
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non-institutional investor for any purpose whatsoever. This report does not provide individually tailored investment advice. It has been prepared without regard to the 
individual financial objectives and circumstances of the recipients. You should consider this report as only a single factor in making an investment decision. JPMorgan 
Cazenove Limited and its connected companies, and their respective directors, officers and employees may from time to time have a long or short position, or other 
interest, in the securities mentioned and may sell or buy such securities and may trade them in ways different from those discussed or recommended in this report.  
 
Additional information with respect to any securities referred to herein will be available upon request. 
 
THIS RESEARCH HAS BEEN PRODUCED BY CAZENOVE & CO (SINGAPORE) PTE. LIMITED IN SINGAPORE. IT HAS NOT BEEN PRODUCED IN THE UNITED 
STATES OR BY CAZENOVE INC. Proposed transactions by U.S. persons in the securities described in this report should be discussed with Cazenove Inc. 
 
©2007 JPMorgan Cazenove Limited. 
Ref: 80 
 


