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 What's new? Lenovo's net profit for the three months ending Mar 31, 2015 (4QFY15) fell 

37% YoY to US$100m, broadly in line with Bloomberg consensus of US$99m. 
 
Profitability worsened with net profit margin down to below 1% The group’s blended 

gross profit margin (GPM) rose to 15.7% (up from 14.9% the previous quarter) on the full-
quarter consolidation of the high gross profit margin Motorola mobile (over 15%) and IBM 

server (over 20%) businesses, compared to just two months of results in the previous 
quarter. Nonetheless, the group’s operating profit margin (OPM) worsened as the fiscal 
Jan-Mar quarter is the typical industry low season for its core PC business (63% of sales) 
and losses at Motorola mobile continue to weigh on the group earnings. Pre-tax losses at 
its Mobile and Enterprise divisions were US$218m and US$45m respectively. 4QFY15 
net profit margin fell to 0.9%, down from 1.8% the previous quarter.      
 
Management reiterates timeline to turnaround the Motorola business Management 

remains firm on its timeframe of turning around the Motorola business in four to six 
quarters from the acquisition (closed in Oct 2014), i.e. in late 2015 or early 2016, via cost 
savings from supply chain management and component procurement improvements after 
incorporating the Lenovo mobile business, and top line growth from launching products 
later in the fiscal year. For Jan-Mar 2015 period, Lenovo was ranked third in the global 
smartphone market with 18.8m units shipped (+49% YoY), and a 5.6% global market 
share, following Samsung (no.1 with a 24.5% market share) and Apple (no.2 with an 

18.2% market share), according to IDC.  
 
Flattish business outlook The company’s core PC business has remained weak with a 

drop in YoY growth for PC shipments, from 15% in the Apr-Jun 2014 quarter to 3% YoY 
growth in the Jan-Mar 2015 quarter. IDC expects global PC shipments to decline by 4.9% 
in 2015. We expect Lenovo to continue to fare slightly better than market, driven by market 
share gains. We expect the company to deliver a low-single digit YoY increase (around 
2%) in PC shipments in the Apr-Jun 2015 quarter.       
 
Trading at a high-teen forward P/E Investors, in general, have lost interest in the ex-
growth PC business. For instance, shares in HP (HPQ US, NR) have fallen 16% YTD and 

are now trading at 9.3x forward P/E. However, we see Lenovo as a unique case in the PC 
industry given its outlook for improved profitability, underpinned by a turnaround in its 
loss-making IBM server and Motorola mobile businesses. The stock is currently trading 
at 19.1x FY16 Bloomberg EPS estimate (FYE Mar 31, 2016). Its share price has risen 
26% YTD. 
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Key data 

May 22 close (HK$) 12.90

Share in issue (m) 11,109

Major shareholder Legend Holdings (30.6%)

Market cap (HK$bn) 143.3

3M avg. vol. (m) 41.7

52W high/low (HK$) 13.85 /9.26  
Source: Bloomberg 
 

 

Figure 1: Lenovo - 4QFY15 results summary 

(US$ m) Mar 14 Jun 14 Sep 14 Dec 14 Mar 15

YoY

chg  FY14  FY15 YoY chg

PC 7,793    n.a n.a 9,147     7,160     -8% 31,632   33,346   5%

Mobile 1,147    n.a n.a 3,390     2,845     148% 5,353     9,142     71%

Enterprise 124        n.a n.a 1,222     1,066     760% 505         2,627     420%

Others 293        n.a n.a 333         263         1,217     1,180     -3%

Total revenue 9,357    10,395   10,475   14,092   11,334   21% 38,707   46,296   20%

Gross profit 1,245    1,349     1,457     2,097     1,779     43% 5,064     6,682     32%

Gross margin(%) 13.3      13.0       13.9       14.9       15.7       13.1       14.4       

Pre-tax income 213        264         329         274         103         -52% 1,014     970         -4%

Net profit 158        214         262         253         100         -37% 817         829         1%

Net margin (%) 1.7        2.1         2.5         1.8         0.9         2.1         1.8         

PC shipments (m units) 12.9 14.6 15.7 16.0 13.4 55.0        59.7        9%

YoY chg 10% 15% 11% 5% 3%

Three-month ended Full year

 
Sources: Company data 
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Figure 2: Lenovo - Quarterly sales and margin trend Figure 3: Lenovo - Sales mix by division (Jan-Mar 2015) 
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Rating definitions 
 
Benchmark: Hong Kong Hang Seng Index 
Time horizon: 12 months 
 

Company ratings 

Buy Stock expected to outperform benchmark by more than 15% 

Accumulate Stock expected to outperform benchmark by more than 5% but not more than 15% 

Hold Expected stock relative performance ranges between -5% and 5% 

Underperform Stock expected to underperform benchmark by more than 5% 

Sector ratings 

Positive Sector expected to outperform benchmark by more than 10% 

Neutral Expected sector relative performance ranges between -10% and 10% 

Cautious Sector expected to underperform benchmark by more than 10% 

 

Analyst Certification 
 
The research analyst(s) primarily responsible for the content of this research report, in whole or in part, certifies that with respect to the company or relevant 
securities that the analyst(s) covered in this report: (1) all of the views expressed accurately reflect his or her personal views on the company or relevant 
securities mentioned herein; and (2) no part of his or her remuneration was, is, or will be, directly or indirectly, in connection with his or her specific 
recommendations or views expressed in this research report. 
 

Disclosure of Interests 
 
(1) The proprietary trading division of GF Securities (Hong Kong) Brokerage Limited (“GF Securities (Hong Kong)”) and/or its affiliated or associated 
companies do not hold any shares of the securities mentioned in this research report. 
(2) GF Securities (Hong Kong) and/or its affiliated or associated companies did not have any investment banking relationships with the companies 
mentioned in this research report in the past 12 months. 
(3) All of the views expressed in this research report accurately reflect the independent views of the analyst(s). Neither the analyst(s) preparing this report 
nor his/her associate(s) serves as an officer of the companies mentioned in this report, or has any financial interests in or holds any shares of the securities 
mentioned in this report. 
 

Disclaimer 
 
This report is prepared by GF Securities (Hong Kong). It is published solely for information purpose and does not constitute an offer to buy or sell any 
securities or a solicitation of an offer to buy, or a recommendation for investing in, any securities. This research report is intended solely for use by the 
clients of GF Securities (Hong Kong). The securities mentioned in this research report may not be allowed to be sold in certain jurisdictions. No action has 
been taken to permit the distribution of this research report to any persons in any jurisdictions that the circulation or distribution of such research report is 
unlawful. The information contained in this research report has been compiled or arrived at from publically available sources believed to be reliable in good 
faith, and no representation or warranty, either express or implied, is made by GF Securities (Hong Kong) as to their accuracy and completeness. GF 
Securities (Hong Kong) accepts no liability for any losses arising from the use of the materials presented in this research report, unless otherwise required 
by applicable laws or regulations. Please be aware of the fact that investments involve risks and that the prices of securities may fluctuate and therefore 
returns may vary. Past results do not guarantee future performance. Any recommendations contained in this research report do not have regard to the 
specific investment objectives, financial situation and the particular needs of any individuals. This report is not to be taken in substitution for the exercise 
of judgment by the respective recipients of this report. Where necessary, the recipients should obtain professional advice before making investment 
decisions. 
 
GF Securities (Hong Kong) may have issued, and may in the future issue, other communications that are inconsistent with, and reach different conclusions 
from, the information presented in this research report. The points of view, opinions and analytical methods adopted in this research report are solely 
expressed by the analyst(s) but not GF Securities (Hong Kong) or its subsidiaries. The information, opinions and forecasts presented in this research 
report are the current opinions of the analyst(s) as of the date appearing on this material and are subject to changes at any time without notice. The 
salespersons, dealers or other professionals of GF Securities (Hong Kong) may deliver opposite points of view to their clients and the proprietary trading 
division with respect to market commentaries and dealing strategies either in writing or verbally. The proprietary trading division of GF Securities (Hong 
Kong) may have investment decisions which are contrary to the opinions expressed in this research report. GF Securities (Hong Kong) or its affiliates or 
respective directors, officers, analysts and employees may have rights and interests in the securities mentioned in this research report. The recipients 
should be aware of relevant disclosures of interests (if any) when reading this report. 
 
Copyright ©  GF Securities (Hong Kong) Brokerage Limited.  
Without the prior written consent obtained from GF Securities (Hong Kong) Brokerage Limited, any part of the materials contained herein 
should not (i) in any forms be copied or reproduced or (ii) be re-disseminated. 
 
©  GF Securities (Hong Kong) Brokerage Limited. All rights reserved. 
29-30/F, Li Po Chun Chambers, 189 Des Voeux Road Central, Hong Kong 
Tel: +852 3719 1111   Fax: +852 2907 6176   Website: http://www.gfgroup.com.hk 
 
 

http://www.gfgroup.com.hk/

