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Market Cap: US$6,744m; Free Float: 57.4%; 3-months Average Daily Turnover: US$29.3m
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The Company. Lenovo Group Limited [992.HK], through its subsidiaries,
manufactures and sells personal computers and handheld devices.

Core net profit meets market expectations. Lenovo reported its Q3 FY18
results yesterday. Its Q3 FY18 net loss was US$289m vs. a net profit of
US$98m in Q3 FY17. The reported net loss in Q4 FY18 was mainly due to a
US$400m write-off of deferred income tax assets, following the Tax Cuts and
Jobs Act enacted by the US Government. Lenovo reported profit before
taxation of US$150m in Q3 FY18, up from US$101m in Q3 FY17. Excluding
the impact of the write-off of deferred income tax assets, Lenovo’'s Q3 FY18
results are in line with market expectations. Lenovo’s turnover was
US$12,939m in Q3 FY18, up 6% YoY, driven mainly by an 8% YoY increase
in turnover for the PC & Smart Device Business Group and a 17% YoY
increase in turnover for the Data Center Business Group. The Mobile Division
reported a 5% YoY decline in turnover in Q3 FY18. We believe that Lenovo’s
Q3 FY18 results show that the Company’s transformation has paid off, as all
geographical segments, including China, Asia Pacific, EMEA and the
Americas, reported positive YoY top-line growth, there was a 0.4% YoY
improvement in gross margin, and the business divisions, including the PC &
Smart Device Business Group and Data Center Business Group, reported
progress in operating performance. The Company also controlled expenses
well, as the expense-to-revenue ratio remained flat YoY at 12%, so the
increase in turnover is reflected in the bottom line.

PCs held up well, severs showed progress but smartphones remained a
drag. The PC & Smart Device Business Group reported a pre-tax profit
margin of 4.5% in Q3 FY18, down from 5% in Q3 FY17 but up from 4.4% in
Q2 FY18. The QoQ improvement in profit margin was due to better pricing
and a more favorable product mix. In the results conference call, Lenovo
management mentioned that the Company has a positive view on the outlook
for the PC & Smart Devices Business Group in 2018, given the improvement
in the performance of the China market and growing gaming product
shipments. Given the stabilization of the PC market, Lenovo’s PC & Smart
Device Business Group should report a continuous improvement in operating
performance, as management is focusing more on profitability than volume
shipment growth. The stable performance of the PC division should provide
support for Lenovo to turn around the server and smartphone businesses.
The strong YoY top-line growth of the Data Center Business Group in Q3
FY18 was driven mainly by strong growth in the hyperscale and software
defined network segments and improvement in the performance of the China
market The Data Center Business Group reported an operating loss of
US$56m in Q3 FY18, an improvement from the operating loss of US$94m in
Q3 FY17 and US$100m in Q2 FY18. The smartphone (Mobile Business
Group) is a still a laggard, but Lenovo managed to report a YoY decline in
operating loss to US$92m in Q3 FY18 from US$112m in Q3 FY17 and
US$132m in Q2 FY18. Component cost hikes remained a challenge for the
Mobile Business Group in Q3 FY18, constraining an improvement in
operating performance. In terms of geographical breakdown, China remained
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Key Financials
(in US$ m) FY18 FY17 FY18E FY19E
Revenue 44,9121 43,034.7 44,500.7 45,999.2
Gross Profit 6,623.9 6,105.5 n.a. n.a.

Gross Margin % 14.7 14.2 13.9 14.2
Net Profit (128.1) 537.0 412.1 645.0

Net Margin % (0.3) 1.2 0.9 1.4
EPS (Basic) (0.01) 0.05 0.04 0.06
ROE (%) (3.6) 17.2 8.7 13.4
Dividend Yield (%) 6.04 6.02 4.07 4.42
PER (x) (48.77) 11.64 14.51 9.27
PBR (x) 2.09 1.95 1.62 1.51
Capex (m) (779.9) (639.1) (503.7) (5651.3)
Free cash flow (m) (454.3) 1,547.2 (1.6) 471.3
Net cash/(net debt) (r (1,235.5) (162.8) (697.7) (68.8)

Source: Bloomberg, Company Data.

ease gradually, as the Company passes on the increased costs to
customers. Regarding the mobile business, Lenovo has a clear
strategy of continuing to strengthen its leading position and
profitability in Latin America. The Company will continue to try to grab
market share in mature markets, particularly in North America, where
Lenovo reported an 85% YoY increase in shipments.

Our view. We believe that the market may take the view that there is
no major catalyst to re-rate Lenovo and stay on the sidelines. But the
Company’s Q3 FY18 results show that its transformation strategy is
paying off, so we take this as a starting point for rebuilding
confidence in the Company. We suggest investors take a more
constructive view of Lenovo, especially since its turnover resumed
growth in Q3 FY18. There was a massive de-rating, and its share
price underperformed in the China TMT hardware segment, and we
believe negatives such as the weak performance of the Mobile Group
Business have been priced in. The news flow may boost sentiment
on the Company and trigger share price movement. Recent industry

a core market, reporting turnover of US$3,559m in Q3 2018, up 2.5% YoY.
The China market reported segment profit of US$204m, up from US$180 in
Q3 FY17. EMEA also reported good progress, recording a segment loss of
US$11m, down from US$102m a year ago. Asia Pacific and Americas were
not a drag on overall performance.

The Q3 FY18 results show that the impact of high component prices will

news flow suggests that PC and server market performance is
resilient. The market treats Lenovo as a proxy for the PC and server
market. If Lenovo is removed from Hang Seng Index in the upcoming
review, we think it would a very good time to revisit.

Risks: Longer-than-expected turnaround of the mobile business
group and weaker PC shipments.
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Ticker Company PE EVIEBITDA PIB ROE ROA
Price  MarketCap  2017F  2018F  2019F  2017F  2018F  2019F 2016  207F 2016  2017F 2016 M17F
Ley US$m X X X X X X X X % % % %
992 HK Lenovo Group Ltd 439 6744.2 144 9.2 15 17 59 55 20 16 234 8.7 03 13
3396 HK Legend Holdings Corp-H 28.50 8586.4 104 93 78 109 84 78 10 08 115 74 16 16
HPQUS Hp Inc 2332 38366.7 129 123 116 87 83 79 na. na. 167 -1118 82 89
IBMUS Intl Business Machines Corp 163.70 151552.0 118 115 110 95 9.4 9.8 88 71 1010 626 47 9.1
AAPLUS  Applenc 167.43 851725.8 143 133 125 82 80 17 64 55 462 385 139 145
005930KS  Samsung Electronics Co Ltd 2491000.00 3001954 70 6.9 6.9 29 29 28 15 13 9.7 201 134 15.0
2853 7T Acer Inc 2735 2880.3 331 251 251 132 109 103 15 14 10 39 2.6 18
2857 TT Asustek Computer Inc 283.00 7195.0 142 128 121 103 88 84 12 12 103 81 48 42
000977 CH  Inspur Electronic Informat-A 16.02 3280.8 4.7 318 225 303 235 184 29 34 174 78 16 30
600601 CH  Founder Technology Group -A 294 1025.0 na. na. na. na. na. na. 17 na. 31 na. 0.2 na.
603019 CH  Dawning Information Indust-A 3781 3862.0 84.6 60.8 433 64.7 50.7 40.8 83 11 140 9.2 31 45
POSI3BZ  Positivo Informatica Sa 3.70 1019 247 86 53 46 44 na. 06 na. -129 22 0.0 na.
Average 247 147 13.0 113 9.6 8.7 32 28 264 5.0 5.0 6.6
238277 Quanta Computer Inc 64.00 8461.7 153 123 110 10.0 85 17 19 18 134 121 25 27
2B4TT Compal Electronics 2145 32454 139 97 9.0 6.5 56 54 09 09 85 6.4 18 21
32T Wistron Corp 24.20 2276.9 158 10.2 9.1 6.7 53 49 10 10 19 59 12 14
4938 TT Pegatron Corp 77.00 6889.8 118 96 8.7 5.2 42 39 14 13 16.8 110 32 38
2856 TT Inventec Corp 23.65 2904.1 120 10.6 9.7 82 74 71 16 15 98 120 34 36
2852TT Qisda Corp 21.25 14306 79 10.6 na. 124 9.9 na. 14 13 8.1 173 56 64
81777 Hon Hai Precision Industry 93.50 55459.1 127 9.7 94 15 6.1 58 15 14 15.2 114 53 48
2038 HK Fih Mobile Ltd 232 2400.9 na. 371 28 31 13 10 07 0.7 6.0 5.5 -13 2.2
285 HK Byd Electronic Intl Co Ltd 18.40 53011 125 10.5 9.2 6.6 58 5.2 26 23 9.0 19.8 9.1 10.6
Average 127 134 111 13 6.0 5.1 14 14 9.8 100 34 37
2369 HK Coolpad Group Ltd 072 4634 na. na. na. na. na. na. 0.6 na. 35 <223 -186 -116
763 HK Zte Corp-H 26.55 17846.3 193 173 148 159 144 130 31 25 118 145 0.9 36
2A498TT Htc Corp 70.50 1980.7 na 44 na na. na. na. 13 13 214 -188  -105 -103
2000 HK Sim Technology Group Ltd 0.40 1309 na. na. na. na. na. na. 05 na. 34 na. 24 na.
Average 193 108 148 159 144 13.0 14 19 93 89 6.9 6.1
732HK Truly International Holdings 2.65 1057.3 315 9.0 6.3 70 50 42 11 11 119 29 02 1.0
2382 HK Sunny Optical Tech 108.00 151488 353 245 186 274 191 147 16.7 135 215 4.7 188 201
2018 HK Aac Technologies Holdings In 131.50 20546.9 240 178 146 17.7 134 111 87 13 304 325 2.7 204
3336 HK Ju Teng International Hidgs 2.3 3272 85 6.3 53 49 38 34 04 04 134 41 25 0.8
698 HK Tongda Group Holdings Ltd 1.84 14238 10.5 8.0 6.7 8.1 6.4 54 22 20 18.7 204 88 9.9
1415 HK Cowell E Holdings Inc 234 2488 56 45 42 24 21 20 08 0.7 254 142 8.7 82
Average 193 117 93 112 83 6.8 5.0 4.2 2.2 19.5 10.2 10.1
861 HK Digital China Holdings Ltd 452 969.4 na. 23 154 451 16.0 146 08 08 16 22 21 0.7
856 HK Vst Holdings Ltd 418 7803 9.7 72 5.1 96 70 5.7 15 14 116 154 34 na.
Average 9.7 147 103 213 115 10.2 11 11 9.6 6.6 0.7 0.7

Sources: Bloomberg, CGIS Research

Div yield Share Price Performance
016 2017F ™ M oM 12M
% % % % % %

na. 41 0.5 4.1 91 -129
11 13 -20.6 338 387 603
34 24 11.0 86 218 55.6
36 38 6.7 6.3 127 6.1

14 16 11 03 116 300
na. 28 2.2 -129 25 274
na. 12 133 748 829 9.1
na. 51 13 88 0.0 37

na. 0.2 -194 111 32 -115
na. na. -192 220 238 -350
na. 03 6.0 111 511 516
na. na. 19.0 153 41 6.0

24 25 -15 12 15.1 21
na. 54 34 9.6 -122 0.6

na. 50 07 29 6.2 150
na. 46 10 30 -179 6.5

na. 58 6.9 -15 -18.7 25

na. 71 0.4 11 -1.0 0.6

na. 17 05 41 122 300
na. 44 -1.8 -165 -19.7 117
18 20 25 6.5 -115 5.0

44 11 8.1 122 30 1973
31 48 18 6.1 -10.0 274
0.0 na. 0.0 0.0 0.0 122
0.0 13 95 02 352 1205
na. 0.0 36 20 -15 111
25 na. 1.2 10 1.2 270
0.8 0.7 3.6 -13 8.1 311
19 15 216 -14.5 15 -17.2
0.7 0.7 8.1 95 184 1432
13 16 5.7 9.0 250 68.8
45 33 -125 -18.6 281 -108
26 29 -8.0 -16.0 -16.7 -144
42 47 -114 378 -25.7 37

25 24 -85 -176 43 217
0.0 0.0 -149 5.6 88 311
30 31 -133 94 100.0 520
15 16 -141 19 45,6 105
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Disclaimer

This research report is not directed at, or intended for distribution to or used by, any person or entity who is a citizen or resident of or located in any
jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would subject China
Galaxy International Securities (Hong Kong) Co., Limited (“Galaxy International Securities”) and/or its group companies to any registration or licensing
requirement within such jurisdiction.

This report (including any information attached) is issued by Galaxy International Securities, one of the subsidiaries of the China Galaxy International
Financial Holdings Limited, to the institutional clients from the information sources believed to be reliable, but no representation or warranty (expressly
or implied) is made as to their accuracy, correctness and/or completeness.

This report shall not be construed as an offer, invitation or solicitation to buy or sell any securities of the company(ies) referred to herein. Past perfor-
mance should not be taken as an indication or guarantee of future performance, and no representation or warranty, express or implied, is made regard-
ing future performance. The recipient of this report should understand and comprehend the investment objectives and its related risks, and where
necessary consult their own independent financial advisers prior to any investment decision.

Where any part of the information, opinions or estimates contained herein reflects the personal views and opinions of the analyst who prepared this
report, such views and opinions may not correspond to the published views or investment decisions of China Galaxy International Financial Holdings
Limited and any of its subsidiaries (“China Galaxy International”), directors, officers, agents and employees (“the Relevant Parties”).

All opinions and estimates reflect the judgment of the analyst on the date of this report and are subject to change without notice. China Galaxy Interna-
tional and/or the Relevant Parties hereby disclaim any of their liabilities arising from the inaccuracy, incorrectness and incompleteness of this report
and its attachment/s and/or any action or omission made in reliance thereof. Accordingly, this report must be read in conjunction with this disclaimer.

Disclosure of Interests

China Galaxy Securities Co., Ltd. (6881.HK; 601881.CH) is the direct and/or indirect holding company of the group of companies under China Galaxy
International.

China Galaxy International may have financial interests in relation to the subjected company(ies) the securities in respect of which are reviewed in this
report, and such interests aggregate to an amount may equal to or more than 1 % of the subjected company(ies)’ market capitalization.

One or more directors, officers and/or employees of China Galaxy International may be a director or officer of the securities of the company(ies) men-
tioned in this report.

China Galaxy International and the Relevant Parties may, to the extent permitted by law, from time to time participate or invest in financing transac-
tions with the securities of the company(ies) mentioned in this report, perform services for or solicit business from such company(ies), and/or have a
position or holding, or other material interest, or effect transactions, in such securities or options thereon, or other investments related thereto.

China Galaxy International may have served as manager or co-manager of a public offering of securities for, or currently may make a primary market in
issues of, any or all of the entities mentioned in this report or may be providing, or have provided within the last 12 months, significant advice or invest-
ment services in relation to the investment concerned or a related investment or investment banking services to the company(ies) mentioned in this
report.

Furthermore, China Galaxy International may have received compensation for investment banking services from the company(ies) mentioned in this
report within the preceding 12 months and may currently seeking investment banking mandate from the subject company(ies).

Analyst Certification

The analyst who is primarily responsible for the content of this report, in whole or in part, certifies that with respect to the securities or issuer covered
in this report: (1) all of the views expressed accurately reflect his or her personal views about the subject, securities or issuer; and (2) no part of his or
her compensation was, is, or will be, directly or indirectly, related to the specific views expressed by the analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong Securities and
Futures Commission) (1) have dealt in or traded in the securities covered in this research report within 30 calendar days prior to the date of issue of
this report; (2) will deal in or trade in the securities covered in this research report three business days after the date of issue of this report; (3) serve as
an officer of any of the Hong Kong-listed companies covered in this report; and (4) have any financial interests in the Hong Kong-listed companies cov-
ered in this report.

Explanation on Equity Ratings

BUY : share price will increase by >20% within 12 months in absolute terms

SELL : share price will decrease by >20% within 12 months in absolute terms

HOLD : no clear catalyst, and downgraded from BUY pending clearer signal to reinstate BUY or further downgrade to outright SELL
Copyright Reserved
No part of this material may be reproduced or redistributed without the prior written consent of China Galaxy International Securities (Hong Kong) Co.,
Limited.

20/F, Wing On Centre, 111 Connaught Road Central, Sheung Wan, Hong Kong. General line: 3698-6888.




