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PC market stable; earnings likely to remain depressed  
 
 

 PC market remained stable in 1Q18: Global PC shipments were flat YoY in 1Q18 at 

60.3m units, per IDC data. Shipments in the US returned to growth while China was 

a soft spot. HP was again the #1 maker, with Dell the fastest-growing among major 

peers, while Lenovo’s growth was in line with market. Lenovo saw some recovery 

in the US market as its channel inventory is now healthier after correction in the 

prior quarters. Market consolidation continued with top three makers accounting 

for 59.9% of shipments (vs. 58.1% in 1Q17).  

 4QFY18 earnings to remain depressed. Lenovo’s 4QFY18 PC shipments came in 2% 

lower than our estimate. We attribute the slower growth (vs HP/Dell) partly to 

geographical mix. We believe the company has renegotiated prices with some 

commercial PC customers which should help offset high component cost. As such, 

we expect PC PTI margin to remain stable at 4.4% in 4QFY18. We expect continued 

weakness from the smartphone business on intense competition (in Asia markets) 

and seasonal slowdown (70% of shipment from the Americas). We expect 4QFY18 

pre-tax profit to be largely flat YoY at US$20m (annual earnings due out in May). 

 Maintain Sell: We expect the PC market to remain stable, with rising ASP (due to 

higher commercial customer mix and gaming PC) as the key driver. We expect 

smartphone loss to remain a drag, and wait for more signs of DCG (server business) 

turnaround. Given the challenging smartphone market, we believe the company 

may further shift its focus towards profitability. Shares trade at 13x FY19E P/E, 

largely in line with closest peers HP/Asus at 11x/12x. We lower FY18E net profit 

from -US$184m to -US$204m and FY19E net profit by 5% on softer revenue and 

margin outlook. Our new TP of HKS3.70 (previously HK$3.90) is based on 12x FY19E 

P/E. 

Financial highlights  
Y/E 31 Mar 2016 2017 2018E 2019E 2020E 

Revenue (US$ m) 44,912 43,035 45,129 47,578 49,664 

YoY growth (%) -3 -4 5 5 4 

Net profit (US$ m) (128) 535 (204) 446 558 

EPS (US$)  (0.01) 0.05 (0.02) 0.04 0.05 

YoY growth (%) -79 21 -269 -144 57 

Previous EPS (US$)   (0.02) 0.04 0.05 

  Change (%)   NA -5 -3 

P/E (x) NA 10.8 NA 13.4 10.7 

BVPS (US$)  0.27 0.21 0.13 0.13 0.14 

P/B (x) 1.9 2.4 4.0 4.0 3.7 

Dividend yield (%) 6.5 6.5 2.9 3.4 4.2 
Source: Company data, BOCOM Int’l estimates 
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Figure 1: Lenovo quarterly forecasts and key assumptions 
Lenovo consolidated (992 HK) Jun-16 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-16 Mar-17 Mar-18 Mar-19 Mar-19 

US$ m (FY end March) 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18E 1QFY19E 2QFY19E 3QFY19E 4QFY19E FY16 FY17 FY18E FY19E FY20E 

Revenue 10,056 11,231 12,169 9,579 10,012 11,761 12,939 10,418 10,944 12,082 13,248 11,305 44,912 43,035 45,129 47,578 49,664 

Seq % 10  12  8  -21  5  17  10  -19  5  10  10  -15  -3  -4  5  5  4  

COGS 8,522 9,624 10,573 8,211 8,648 10,148 11,188 9,031 9,415 10,401 11,412 9,710 38,288 36,929 39,015 40,939 42,771 

% of sales 85  86  87  86  86  86  86  87  86  86  86  86  85  86  86  86  86  

Gross Profit 1,535 1,607 1,595 1,368 1,365 1,613 1,751 1,386 1,529 1,680 1,836 1,595 6,624 6,106 6,115 6,640 6,893 

GPM% 15.3  14.3  13.1  14.3  13.6  13.7  13.5  13.3  14.0  13.9  13.9  14.1  14.7  14.2  13.5  14.0  13.9  

OPEX 1,289 1,392 1,457 1,294 1,371 1,525 1,547 1,313 1,423 1,510 1,590 1,413 6,686 5,434 5,755 5,936 6,049 

% of sales 13  12  12  14  14  13  12  13  13  13  12  13  15  13  13  12  12  

Operating Profit 245 215 138 74 (6) 88 205 74 106 170 246 182 (62) 672 360 704 844 

OM% 2.4  1.9  1.1  0.8  -0.1  0.7  1.6  0.7  1.0  1.4  1.9  1.6  -0.1  1.6  0.8  1.5  1.7  

Pretax Profit  206 168 101 15 (69) 35 150 20 52 117 195 129 (277) 490 136 493 620 

PTI% 2.0  1.5  0.8  0.2  -0.7  0.3  1.2  0.2  0.5  1.0  1.5  1.1  -0.6  1.1  0.3  1.0  1.2  

Tax (benefit) 38 16 (6) (89) (15) (118) 425 2 3 12 19 13 (132) (41) 294 47 62 

Net Profit 173 157 98 107 (72) 139 (289) 18 50 105 175 116 (128) 535 (204) 446 558 

EPS (US$ cents) 1.6 1.4 0.9 1.0 (0.7) 1.3 (2.5) 0.2 0.4 0.9 1.5 1.0 (1.1) 4.9 (1.8) 3.9 4.9 

             
 

    
Revenue by division (US$ m) 

            
 

    
PCSD (PC/tablets) 6,992 7,804 8,598 6,682 7,005 8,382 9,250 7,463 7,665 8,545 9,280 8,023 30,796 30,076 32,100 33,513 34,368 

MBG (Mobile) 1,706 2,045 2,185 1,772 1,746 2,077 2,076 1,599 1,806 1,969 2,264 1,811 8,548 7,708 7,498 7,851 8,483 

DCG (Servers) 1,086 1,082 1,050 850 971 976 1,225 980 1,078 1,153 1,269 1,078 4,553 4,068 4,152 4,579 4,972 

Others 272 300 336 275 290 326 388 376 395 414 435 392 1,015 1,183 1,379 1,636 1,842 

  Total 10,056 11,231 12,169 9,579 10,012 11,761 12,939 10,418 10,944 12,082 13,248 11,305 44,912 43,035 45,129 47,578 49,664 

             
 

    
PTI by division (US$) 

            
 

    
PCSD (PC/tablets) 370 405 431 288 291 367 416 328 345 393 427 361 1,458 1,494 1,402 1,526 1,513 

MBG (Mobile) (206) (156) (155) (220) (173) (164) (124) (168) (143) (128) (102) (109) (662) (737) (629) (481) (408) 

DCG (Servers) (64) (141) (124) (141) (144) (131) (86) (78) (73) (63) (51) (22) (103) (470) (439) (209) (129) 

Others 106 60 (51) 88 (43) (37) (56) (63) (77) (85) (79) (102) (970) 202 (198) (342) (357) 

  Total 206 168 101 15 (69) 35 150 20 52 117 195 129 (277) 489 136 493 620 

             
 

    
PTI margin by division (%) 

            
 

    
PCSD (PC/tablets) 5.3  5.2  5.0  4.3  4.2  4.4  4.5  4.4  4.5  4.6  4.6  4.5  4.7  5.0  4.4  4.6  4.4  

MBG (Mobile) -12.1  -7.7  -7.1  -12.4  -9.9  -7.9  -6.0  -10.5  -7.9  -6.5  -4.5  -6.0  -7.7  -9.6  -8.4  -6.1  -4.8  

DCG (Servers) -5.9  -13.1  -11.8  -16.6  -14.9  -13.4  -7.0  -8.0  -6.8  -5.5  -4.0  -2.0  -2.3  -11.6  -10.6  -4.6  -2.6  

                  

 
Jun-15 Sep-16 Dec-16 Mar-17 Jun-17 Sep-17 Dec-17 Mar-18 Jun-18 Sep-18 Dec-18 Mar-19 Mar-16 Mar-17 Mar-18 Mar-19 Mar-20 

Shipments 1QFY17 2QFY17 3QFY17 4QFY17 1QFY18 2QFY18 3QFY18 4QFY18E 1QFY19E 2QFY19E 3QFY19E 4QFY19E FY16 FY17 FY18E FY19E FY20E 

Total PC 
            

 
    

Units ('000) 13,203 14,505 15,712 12,317 12,362 14,491 15,695 12,306 12,588 13,967 15,132 13,061 56,089 55,737 54,854 54,748 56,607 

  QoQ % 9  10  8  -22  0  17  8  -22  2  11  8  -14   
    

YoY % -2  -3  2  2  -6  0  0  0  2  -4  -4  6  -6  -1  -2  0  3  

Smartphone shipment (m units) 11.2 13.9 15.0 11.5 11.2 15.3 12.3 9.8 10.2 11.0 12.6 10.7 66.0 51.7 48.6 44.5 48.3 

Seq % 3  24  8  -23  -3  37  -20  -20  4  8  14  -15  -13  -22  -6  -9  9  

Source: Company data, BOCOM Int’l estimates 
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Financial Statements 
Income statement (US$ m) 

Y/E 31 Mar 2016 2017 2018E 2019E 2020E 

Revenue 44,912  43,035  45,129  47,578  49,664  

COGS (38,288) (36,929) (39,015) (40,939) (42,771) 

Gross Profit 6,624  6,106  6,115  6,640  6,893  

OPEX (6,686) (5,434) (5,755) (5,936) (6,049) 

OP (62) 672  360  704  844  

Net interest expense (204) (204) (220) (225) (239) 

Equity Method (11) 21  (4) 14  14  

Others -  -  -  -  -  

Non-OP income (215) (182) (224) (211) (225) 

Pre-tax income (277) 490  136  493  620  

Tax (132) (41) 294  47  62  

Net income (before minority) (145) 530  (158) 446  558  

Minority interest (16) (5) 47  -  -  

Net income (128) 535  (204) 446  558  

EPS (US$ cents) -1.2  4.9  -1.8  3.9  4.9  

      

      

      

      

      

 

Balance sheet (US$ m) 

As of 31 Mar 2016 2017 2018E 2019E 2020E 

Cash & cash equiv. 1,927  2,755  2,245  2,650  3,244  

Marketable Securities 152  197  197  197  197  

Account Receivables 4,404  4,468  4,686  4,940  5,157  

Inventory 2,627  2,794  2,930  3,089  3,224  

Others 3,857  4,655  4,655  4,655  4,655  

Current Assets 12,967  14,868  14,712  15,530  16,477  

Land/CIP -    -    -    -    -    

PP&E, net 1,392  1,649  1,576  1,385  1,097  

Investment securities 140  256  268  283  295  

Interest bearing asset -    -    -    -    -    

Intangible asset 8,661  8,349  8,349  8,349  8,349  

Other fixed assets 1,774  2,063  2,063  2,063  2,063  

Total Assets 24,933  27,186  26,969  27,610  28,281  

Accounts payable 4,267  6,486  6,801  7,170  7,485  

Short-term debt 746  70  70  70  70  

Others 10,748  11,778  11,778  11,778  11,778  

Current Liabilities 15,760  18,334  18,649  19,019  19,333  

Long-term debt 2,505  2,967  2,967  2,967  2,967  

Others 3,642  1,790  2,042  2,287  2,529  

Total Liabilities 21,907  23,091  23,658  24,273  24,829  

Common stock 2,690  2,690  2,690  2,690  2,690  

Retained earnings 310  534  (298) (271) (156) 

Shareholder equity 3,000  3,224  2,392  2,419  2,534  

minority interest 26  872  918  918  918  

Total capital 24,933  27,186  26,969  27,610  28,281  
 

 Cash flow statement (US$ m) 

Y/E 31 Mar 2016 2017 2018E 2019E 2020E 

Profit before tax (277) 490  136  493  620  

Depreciation/Amortization 741  742  560  703  825  

Changes in work capital (482) 1,618  (38) (44) (38) 

Forex gain//loss 123  87  -    -    -    

Others 187  (817) (294) (47) (62) 

Cash flow from operations 292  2,120  364  1,105  1,345  

Capex (203) (464) (487) (511) (537) 

Sales of tangible assets 92  412  -    -    -    

Investments (64) (45) (12) (15) (12) 

Others (678) (1,301) -    -    -    

Cash flow from investing (854) (1,398) (499) (526) (549) 

Dividends paid (379) (377) (375) (175) (201) 

New share issued -    -    -    -    -    

Debt issuance/(repayment) 226  655  -    -    -    

Other (151) (133) -    -    -    

Cash flow from financing (305) 145  (375) (175) (201) 

Other (62) (40) -    -    -    

Net cash flow (928) 828  (509) 404  595  

Cash at beginning 2,855  1,927  2,755  2,245  2,650  

Cash at end 1,927  2,755  2,245  2,650  3,245  

 

Financial ratios 

Y/E 31 Mar 2016 2017 2018E 2019E 2020E 

P/E (x) NA 10.8  NA  13.4  10.7  

P/B (x) 1.9  2.4  4.0  4.0  3.7  

P/S (x) 0.1  0.1  0.1  0.1  0.1  

EV/EBITDA (x) 7.0  5.0  9.9  5.3  3.9  

Dividend yield (%) 6.5  6.5  2.9  3.4  4.2  

Net debt/equity (x) 0.4  0.0  0.2  0.1  (0.2) 

ROE (%) -3.6  20.1  -10.7  30.0  35.8  

ROA (%) -0.5  2.1  -0.8  1.6  2.0  

ROIC (%) 3.3  4.2  -7.8  3.7  5.7  

      

      

      

      

      

      

      

      

      

      

      

      

      

      

      

      
 

Source: Company data, BOCOM Int’l estimates   
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Rating System 

Analyst Stock Ratings: Analyst Industry Views: 

Buy: The stock's total return is expected to exceed that of the 
corresponding industry over the next 12 months.  

Neutral: The stock's total return is expected to be in line with 
that of the corresponding industry over the next 12 months.  

Sell: The stock's total return is expected to be below that of the 
corresponding industry over the next 12 months. 

Not-Rated: The analyst does not have conviction regarding the 
outlook of the stock's total return relative to that of the 
corresponding industry over the next 12 months.  

 

Outperform: The analyst expects the industry coverage 
universe to be attractive relative to the relevant broad market 
benchmark over the next 12 months. 

Market perform: The analyst expects the industry coverage 
universe to be in line with the relevant broad market 
benchmark over the next 12 months.  

Underperform: The analyst expects the industry coverage 
universe to be unattractive relative to the relevant broad 
market benchmark over the next 12 months. 

Broad market benchmark for Hong Kong is the Hang Seng 
Composite Index, for China A-shares is the MSCI China A Index, 
for US-listed Chinese companies is S&P US Listed China 50 
(USD) Index. 

 

 
  



 
12 April 2018 

Lenovo (992 HK) 

 

Download our reports from Bloomberg: BOCM or https://research.bocomgroup.com 5 

 

 

Analyst certification 
The authors of this report, hereby declare that: (i) all of the views expressed in this report accurately reflect their personal views about any and all of the subject 
securities or issuers; and (ii) no part of any of their compensation was, is, or will be directly or indirectly related to the specific recommendations or views 
expressed in this report; (iii) no insider information/ non-public price-sensitive information in relation to the subject securities or issuers which may influence the 
recommendations were being received by the authors. 

The authors of this report further confirm that (i) neither they nor their respective associates (as defined in the Code of Conduct issued by the Hong Kong 
Securities and Futures Commission) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the date of issue of the 
report; (ii)) neither they nor their respective associates serve as an officer of any of the Hong Kong listed companies covered in this report; and (iii) neither they 
nor their respective associates have any financial interests in the stock(s) covered in this report except for one coverage analyst who is holding shares of Shimao 
Property Holdings Limited. 

Disclosure of relevant business relationships 
BOCOM International Securities Limited, and/or its associated companies, has investment banking relationship with Bank of Communications, Guolian Securities Co. 
Ltd., ,Bank of Zhengzhou Co. Ltd.,  Human Health Holdings Limited,  COFCO Meat Holdings Limited, Hebei Yichen Industrial Group Corporation Limited, China Aircraft 
Leasing Group Holdings Limited,  Orient Securities Company Limited, Wuxi Construction and Development Investment Co.China Development Bank Financial Leasing 
Co., Ltd, Phoenix Healthcare Group ,Co. Ltd, Everbright Securities Company Limited, China First Capital Group Limited, Jiayuan International Group Limited, Luzhou 
Xinglu Water (Group) Co., Ltd., Postal Savings Bank of China Co., Ltd., China Merchants Securities Co., Limited, Shandong International Trust Co., Ltd, Guangdong 
Kanghua Healthcare Co., Ltd CSC Financial Co., Ltd, BOCOM International Holdings Company Limited, HPC Holdings Limited, Guotai Junan Securities Co., Ltd, 
Zhongyuan Bank Co., Ltd, Sichuan Energy Investment Development Co., Ltd and Light Year Holdings Limited within the preceding 12 months. 

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Orient Securities Company Limited. 

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Everbright Securities Company Limited. 

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guolian Securities Co., Ltd. 

BOCOM International Global Investment Limited currently holds more than 1% of the equity securities of Guotai Junan Securities Co., Ltd.  

BOCOM International Prosperity Investment Limited currently holds more than 1% of the equity securities of China YuHua Education Corporation Ltd. 

BOCOM International Prosperity Investment Limited currently holds more than 1% of the equity securities of China Xinhua Education Group Limited. 

Disclaimer 
By accepting this report (which includes any attachment hereto), the recipient hereof represents and warrants that he is entitled to receive such report in 
accordance with the restrictions set forth below and agrees to be bound by the limitations contained herein. Any failure to comply with these limitations may 
constitute a violation of law. 

This report is strictly confidential and is for private circulation only to clients of BOCOM International Securities Ltd. This report is being supplied to you strictly on 
the basis that it will remain confidential. No part of this report may be (i) copied, photocopied, duplicated, stored or reproduced in any form by any means or (ii) 
redistributed or passed on, directly or indirectly, to any other person in whole or in part, for any purpose without the prior written consent of BOCOM 
International Securities Ltd. 

BOCOM International Securities Ltd, its affiliates and related companies, their directors, associates, connected parties and/or employees may own or have positions in 
securities of the company(ies) covered in this report or any securities related thereto and may from time to time add to or dispose of, or may be interested in, any such 
securities. Further, BOCOM International Securities Ltd, its affiliates and its related companies may do and seek to do business with the company(ies) covered in this 
report and may from time to time act as market maker or have assumed an underwriting commitment in securities of such company(ies), may sell them to or buy 
them from customers on a principal basis and may also perform or seek to perform investment banking, advisory, underwriting, financing or other services for or 
relating to such company(ies) as well as solicit such investment, advisory, financing or other services from any entity mentioned in this report. In reviewing this report, 
an investor should be aware that any or all of the foregoing, among other things, may give rise to real or potential conflicts of interest. 

The information contained in this report is prepared from data and sources believed to be correct and reliable at the time of issue of this report.  This report does 
not purport to contain all the information that a prospective investor may require and may be subject to late delivery, interruption and interception. BOCOM 
International Securities Ltd does not make any guarantee, representation or warranty, express or implied, as to the adequacy, accuracy, completeness, reliability 
or fairness of any such information and opinion contained in this report and accordingly, neither BOCOM International Securities Ltd nor any of its affiliates nor its 
related persons shall be liable in any manner whatsoever for any consequences (including but not limited to any direct, indirect or consequential losses, loss of 
profits and damages) of any reliance thereon or usage thereof. 

This report is general in nature and has been prepared for information purposes only. It is intended for circulation amongst BOCOM International Securities Ltd’s 
clients generally and does not have regard to the specific investment objectives, financial situation and the particular needs of any specific person who may 
receive this report. The information and opinions in this report are not and should not be construed or considered as an offer, recommendation or solicitation to 
buy or sell the subject securities, related investments or other financial instruments thereof. 

The views, recommendations, advice and opinions in this report may not necessarily reflect those of BOCOM International Securities Ltd or any of its affiliates, 
and are subject to change without notice. BOCOM International Securities Ltd has no obligation to update its opinion or the information in this report. 

Investors are advised to make their own independent evaluation of the information contained in this research report, consider their own individual investment 
objectives, financial situation and particular needs and consult their own professional and financial advisers as to the legal, business, financial, tax and other 
aspects before participating in any transaction in respect of the securities of company(ies) covered in this report. The securities of such company(ies) may not be 
eligible for sale in all jurisdictions or to all categories of investors. 

This report 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 any law, regulation, rule or other registration or licensing requirement. 

BOCOM International Securities Ltd is a subsidiary of Bank of Communications Co Ltd. 
 


