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Gross margin to be eroded by higher  
depreciation expenses 

 

 Company profile: LGC is one of the local leading 
manufacturers of lamps, lamp posts and lighting systems 
for public construction works. LGC is also involved in real 
estate investments. 
 Industry overview: The increasing urbanization and 
the Government’s spending on infrastructure are 
expected to be the company’s sales drivers. Low-priced 
products from China are expected to be potential 
competitors. 
 Earnings: In the last 3 years, LGC’s sales grew 56% 
per annum and that of net profit grew at the pace of 65% 
/ year. Average net margin in this period was 17%. 
Last year, LGC posted 218 bn VND in sales, up 42.9% 
yoy and net profit of 37.5 bn VND, up 30.4% yoy. 
 2011 outlook: In the first half of 2011, LGC reported 
sales of 112 bn VND and net profit of 16 bn VND. After 
the company put into operation a new plant in 2010 with 
an investment of 82 bn VND, its depreciation expense for 
the new facility rose. Together with the current 
inflationary pressure of the economy, COGS-to-sales 
ratio is expected to rise and gross margin may be eroded 
this year. In Q2/2011, COGS accounted for 78% sales, 
higher than that of whole year 2010 at 72%. 
Lu Gia building is expected to start generating sales from 
Q3/2011. 
 Strengths: Healthy cash flow from operations. 
 Weaknesses: Declining liquidity ratios 
 Valuation: LGC’s stock is trading at 19,300 VND / 
share, near its 52-week low We initiate an Overweight 
rating on LGC with a target price of VND 22,200, 
implying a P/E multiple of 6(x) EPS 2011E. 
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Key Data 
Chartered capital (VND bn) 82.8 
Outstanding shares (mil 
shares) 8.3 

52-week price range (VND) 17,600 
~31,800 

Market cap (VND bn) 159.9 
Total assets (Q2/11) (VND 
bn) 383 
Net Value (Q2/11) (VND bn) 167 
(QFII) Total Room (mil 
shares) 4.1 
(QFII) Current Room (mil 
shares) 3.7 
Foreign Holding (%) 4.3% 
EPS 2011E (VND) 3,539 
P/E 5.5 
P/B 1.0 
Cash dividend % (Face 
Value) 16% 
Dividend yield (%) 
(Dividend/Market price) 8% 
ROE 2011E(%) 18.0% 
ROA 2011E(%) 7.9% 
*The holding cap for foreign strategic investors 
is 49%. For banking sector the cap is 30%. 
 

Financial Abstract:                                                                                         (VND bn) 

Year Revenue (%) Net  
Profit (%) Outstanding 

Shares 
EPS 
(VND) 

P/E 
(x) ROE ROA 

2008 89.6 52.1% 13.8 272.6% 6,065,250 2269 4.9 12.5% 4.5% 
2009 152.8 70.4% 28.8 109.1% 7,907,050 3,640 9.3 19.8% 7.6% 
2010 218.4 42.9% 37.5 30.4% 8,283,600 4,530 6.5 24.4% 9.4% 

2011E 229.6 5.1% 29.3 -21.9% 8,283,600 3,539 5.5 18.0% 7.9% 
2012E 250.7 9.2% 35.7 21.9% 8,283,600 4,315 4.5 19.7% 9.6% 
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 Financial Statements (VND bn) 
Income statement 2008 2009 2010 2011e 2012e Cash flow 2008 2009 2010 2011e 2012e 

Net Sales 89.6 152.8 218.4 229.6 250.7  Total profit before tax - - - 33.7 41.1 

Cost of goods sold 75.6 110.7 157.2 181.4 193.1 Non-cash items - - - 9.3 10.3 

Gross profit 14.0 42.1 61.2 48.2 57.5 
Changes in net working 

capital - - - 28.9 -14.7 

Selling Expenses 2.3 4.1 4.5 4.6 5.3  Net operating cash flow 34.3 21.8 67.7 71.9 36.7 

Managing Expenses 6.7 6.7 6.2 5.7 7.2  Net  Investing  cash flow -49.7 2.1 -13.2 4.3 -15.6 

Operating profit 5.1 31.4 50.5 37.9 45.1  Net  Financing cash flow -33.2 -20.9 -55.9 -74.4 -20.7 

Non operating profit 16.8 0.5 0.0 0.0 0.0  Net Cash  during the period -48.6 3.0 -1.4 1.8 0.4 

Interest expense 0.0 1.2 4.0 4.2 4.0  Cash at beginning of year 51.0 2.4 5.4 4.0 5.7 

Total profit before tax 21.9 30.7 46.5 33.7 41.1  Cash  at end of year 2.4 5.4 4.0 5.7 6.2 

Corporate Income Tax 8.1 1.9 9.0 4.4 5.4 Financial ratios 2008 2009 2010 2011e 2012e 

Profit after  Tax 13.8 28.8 37.5 29.3 35.7 Capital Structure       

Balance sheet 2008 2009 2010 2011e 2012e Current assets/Total assets 28% 17% 23% 22% 24% 

Current Assets 96.7 69.8 88.9 78.2 93.0 Non-Current assets/Total assets 72% 83% 77% 78% 76% 

Cash and Cash Equivalents 2.4 5.4 4.0 5.7 6.2 Debt/Total assets 59% 63% 60% 53% 50% 

Short term financial investment 20.0 0.0 0.0 0.0 0.0 Equity/Total assets 41% 37% 40% 47% 50% 

Short term Account Receivables 33.5 21.6 43.6 38.3 43.3 Interest coverage ratio  na        26.6        12.7          9.0        11.3  

Inventory 34.9 35.6 37.4 30.2 40.4 Liquidity        

Other Current Assets 5.9 7.3 3.9 4.0 3.1 Current ratio 1.2 0.7 0.8 0.7 0.7 

Non-current Assets 242.8 344.7 295.9 283.6 292.8 Quick ratio 0.8 0.3 0.5 0.4 0.4 

Long term Account Receivables 0.3 0.0 0.0 0.0 0.0 Cash conversion cycle (Days) 268.5 135.7 115.8 83.0 99.9 

Fixed assets 242.5 332.9 293.0 283.6 292.9 Operating CF/Sales 0.4 0.1 0.3 0.3 0.1 

Other long term assets 0.0 11.8 2.9 0.0 0.0 Operating CF/Interest expense na 18.2 17.0 17.2 9.2 

Total Assets 339.6 414.5 384.8 361.8 385.8 Operating CF/Short term debt 0.4 0.2 0.6 0.6 0.3 

Liabilities 201.4 262.6 229.5 191.4 193.9 Free CF (VND bn) 7.1 -5.5 40.5 44.7 9.5 

Short term Liabilities 81.4 104.5 108.8 118.8 127.2 Efficiency       

Long term Liabilities 120.0 158.2 120.7 72.6 66.7 Inventory Days 166.4 115.6 85.7 60.0 75.2 

Owners equity 138.2 151.9 155.2 170.4 191.9 Receivables Days 134.4 50.9 71.9 60.0 62.2 

Common stocks 75.3 82.8 82.8 82.8 82.8 Current assets turnover  0.9 2.2 2.5 2.9 2.7 

Expenditures and Other Funds 62.9 69.1 72.4 87.6 109.0 Fixed assets turnover 0.4 0.5 0.7 0.8 0.9 

Total Equity 339.6 414.5 384.8 361.8 385.8 Total assets turnover 0.3 0.4 0.6 0.6 0.6 
DuPont Analysis  
(ROE Breakdown=1x2x3) 2008 2009 2010 2011e 2012e Profitability       

Net profit margin (1) 0.15 0.19 0.17 0.13 0.14 Gross margin 15.6% 27.5% 28.0% 21.0% 23.0% 

Total assets turnover (2) 0.26 0.37 0.57 0.63 0.65 Operating margin 5.6% 20.5% 23.1% 16.5% 18.0% 

Leverage (3) 2.46 2.73 2.48 2.12 2.01 Net profit margin 15.4% 18.8% 17.2% 12.8% 14.3% 

Investment Valuation ratios 2008 2009 2010 2011e 2012e Effective tax rate 37.1% 6.2% 19.3% 13.1% 13.1% 

P/S 1.3 1.0 0.7 0.7 0.6 ROE 12.5% 19.8% 24.4% 18.0% 19.7% 

P/B 0.8 1.0 1.0 0.9 0.8 ROA  4.5% 7.6% 9.4% 7.9% 9.6% 

P/CF (Operating) 3.4 7.0 2.4 2.2 4.4         

PEG 1 ratio (PE/Sales growth) na na 0.1 0.1 0.2         

PEG 2 ratio (PE/EPS growth) na na 0.2 0.3 0.8             
 
Source: LGC and PHS’s estimates 
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Analyst Certification 
 
Each research analyst(s), strategist(s) or research associate(s) responsible for the preparation and content of all or any identified portion 
of this research report hereby certifies that, with respect to each issuer or security or any identified portion of the report with respect to 
each issuer or security that the research analyst, strategist or research associate covers in this research report, all of the views expressed 
by that research analyst, strategist or research associate in this research report accurately reflect their personal views about those 
issuer(s) or securities. Each research analyst(s), strategist(s) or research associate(s) also certify that no part of their compensation was, 
is, or will be, directly or indirectly, related to the specific recommendation(s) or view(s) expressed by that research analyst, strategist or 
research associate in this research report. 
 
Ratings Definition 
 
Overweight (OW) = Expected to outperform the local market by >10% 
Neutral (N) = Expected to in line with the local market by +10%~ -10% 
Underweight (UW) = Expected to underperform the local market by >10%.  
Not Rated (NR) = The stock is not rated in Phu Hung’s coverage universe or not listed yet. 
Performance is defined as 12-month total return (including dividends). 
 
Disclaimer 
 
This information has been compiled from sources we believe to be reliable, but we do not hold ourselves responsible for its 
completeness or accuracy. It is not an offer to sell or solicitation of an offer to buy any securities. Phu Hung Securities and its affiliates 
and their officers and employees may or may not have a position in or with respect to the securities mentioned herein. Phu Hung 
Securities (or one of its affiliates) may from time to time perform investment banking or other services or solicit investment banking or 
other business for any company mentioned in this report. All opinions and estimates included in this report constitute our judgment as 
of this date and are subject to change without notice. 
© Phu Hung Securities Corporation. 
5th Fl., Lawrence S. Ting Bldg., 801 Nguyen Van Linh St, Tan Phu Ward, Dist 7, HCMC 
Tel: (+84-8) 5413-5479 – Fax: +84 8 54135472  Web: www.phs.vn 

 


