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Price performance

IM M YTD
992 HK Equity -14.8% -2.1% 26.1%
HSI Index -13.4% -14.1% -1.0%

HSCHT Index -13.6% -53% 18.0%
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Source: Bloomberg, ABCI Securities estimates

Report date: 05 June, 2012
Analyst:

Judy Hu (judyhu@abci.com.hk)
Tel: (852) 21478310

Lenovo Group Limited(992)
Downgrade to “Hold ” with target price of HK$6.65

We had a tele-conference with Lenovo’s management on 05 June
2012. We downgrade the rating of the stock to HOLD from BUY
because of the following two main reasons. We lower our net profit
forecast by 7.6% to US$558.48mn (or USS5.36cents) for FY2013 and
subsequently revise down the target price to HK$6.65 (or 16x
FY2013 PER) from HK$8.58.

Slowing down of PC shipment growth

Lenovo achieved a 34.9% YoY PC shipment growth to 47.6mn units
in FY2012.We revise down its global PC shipment growth to
15%YoY from 24%YoY in FY2013 due to slow down of PC demand
in both enterprises segment and consumer segment.

MIDH business is on the early investment stage

Its MIDH business grew by 85% to US$1,484mn and accounted for
5% of total revenue in FY2012. Management expects its smartphone
and tablet shipment to reach 12mn units and 2mn units respectively
in FY2013.The group will continue to invest in the R&D and
branding for its smartphone, tablet and smart TV in consumer
market. As Lenovo is a new comer in this business segment which is
highly competitive, we expect the group is unlikely to achieve
breakeven in FY2013.

Downgrade to “Hold ” with target price of HK$6.65

We revise down its revenue growth from25.5%YoY to 17.0%YoY
for FY2013. Subsequently, we revise down its net profit forecast by
7.6% for FY2013 from US$604mn to US$558mn (or US$5.36¢ents).
As FY2013 EPS growth will slow down to 17.2%, we revise down
the PER rating of the stock from 18x to 16x. Based on the latest PER
rating & FY2013 EPS, we set 12-mth target price at HK$6.65.

Financial Summary

FY ended Mar31(US$mn) 2012 2013F 2014F 2015F
Revenue 29,574 34,598 40,288 47,092
Chg (% yoy) 37.0% 17.0% 16.4% 16.9%
Net Income 473 558 644 763
Chg (yoy) 74.0% 17.5% 15.2% 18.6%
Diluted EPS(US cents) 4.57 5.36 6.17 7.32
Chg (yoy) 67.4% 17.2% 15.2% 18.6%
P/E 18.40 15.70 13.63 11.49
BVPS(US cents) 23.65 2691 31.65 37.29
P/B 3.61 3.17 2.70 229
DPS(US cents) 1.77 1.34 1.54 1.83
Dividend yield 2.11% 1.59% 1.83% 2.18%

Source:Lenovo,ABCI Securities estimates@hkd/usd:7.765
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Figurel: Earnings revision

Lenovo Group Limited

New forecast Old forecast Change%
(USS$ mn) 2013F 2014F 2015F 2013F 2014F 2015F 2013F 2014F 2015F
Revenues 34,598.26  40,288.16  47,092.00 37,123.14 4531790 54,495.17 (6.8%) (11.1%) (13.6%)
Gross profit 3,970.82  4,623.88 5,404.83 4,406.92 5,404.27 6,498.48 9.9%) (14.4%) (16.8%)
Operating profit 715.29 824.50 977.83 749.93 940.52 1,131.19 (4.6%) (12.3%) (13.6%)
Pretax profit 718.23 827.44 980.78 752.87 943.46 1,134.13 (4.6%) (12.3%) (13.5%)
Net profit 558.48 643.55 763.20 604.48 762.18 916.10 (7.6%)  (15.6%) (16.7%)
Diluted EPS(US cents) 5.36 6.17 7.32 5.80 7.31 8.78 (7.6%)  (15.6%) (16.7%)
Gross profit margin 11.48% 11.48% 11.48% 11.87% 11.93% 11.92% - - -
Operating profit margin 2.07% 2.05% 2.08% 2.02% 2.08% 2.08% - - -
Net profit margin 1.61% 1.60% 1.62% 1.63% 1.68% 1.68% - - -

Source: ABCI Securities estimates
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Lenovo Quarterly Earnings Model

FY2012/2013 FY2013/2014 FY2014/2015
Yr to Mar31 (US$ mn) Ql Q2 Q3 Q4 Ql Q2 Q3 Q4 Ql Q2 Q3 Q4

Sales 7,978.93 8,674.66 9,478.96 8,465.71 | 9,261.55 | 10,119.57 | 11,295.91 9,611.13 | 10,752.79 | 11,774.01 | 13,367.23 | 11,197.97
Gross profit 909.60 997.59 1,090.08 973.56 | 1,055.82 1,163.75 1,299.03 1,105.28 1,225.82 1,354.01 1,537.23 1,287.77
Operating profit 151.60 208.19 236.97 118.52 175.97 242.87 271.10 134.56 204.30 282.58 334.18 156.77
PBT 15234 | 20893 | 237.71 11926 | 17671 | 24361 | 27184 | 13529 | 20504 | 28331 | 33492 | 15751
Net profit 121.87 | 16296 |  190.17 8348 | 14136 | 19001 | 217.47 9470 | 16403 | 22098 |  267.93 110.26
Ratio(%)

Gross profit margin 11.40% | 1150% | 1150% | 11.50% | 11.40% | 11.50% | 11.50% | 11.50% | 11.40% | 11.50% | 11.50% |  11.50%
Operating profit margin 1.90% 2.40% 2.50% 1.40% | 1.90% 240% | 2.40% 1.40% 1.90% | 2.40% 2.50% 1.40%
Net profit margin 1.53% 1.88% 2.01% 0.99% | 1.53% 1.88% 1.93% 0.99% 1.53% 1.88% 2.00% 0.98%
E/R Ratio* 9.50% 9.10% 9.00% 10.10% 9.50% 9.10% 9.10% 10.10% 9.50% 9.10% 9.00% 10.10%
Q/Q Growth(%)

Revenue 6.44% 8.72% 9.27% -10.69% 9.40% 9.26% 11.62% -14.91% 11.88% 9.50% 13.53% -16.23%
Gross profit 12.89% 9.67% 9.27% -10.69% 8.45% 10.22% 11.62% -14.91% 10.91% 10.46% 13.53% -16.23%
Operating profit 49.41% 37.33% 13.82% -49.99% 48.47% 38.02% 11.62% -50.37% 51.84% 38.31% 18.26% -53.09%
Net profit 82.39% | 33.72% |  16.69% | -56.10% | 69.34% | 34.41% | 14.45% | -56.45% | 7320% | 34.72% | 21.25% | -58.85%
Y/Y Growth(%)

Revenue 3478% | 1141% | 1322% | 12.93% | 16.08% | 16.66% | 19.17% | 13.53% | 16.10% | 1635% | 1834% | 16.51%
Gross profit 23.17% 525% | 1425% | 20.83% | 16.08% | 16.66% | 1917% | 13.53% | 16.10% | 1635% | 18.34% | 16.51%
Operating profit 23.19% | 2535% | 2249% | 1681% | 16.08% | 16.66% | 1440% | 13.53% | 16.10% | 1635% | 2327% | 16.51%
Net profit 12.02% | 13.23% | 23.92% |  24.94% | 16.00% | 16.60% | 14.36% | 13.45% | 16.03% | 1630% | 23.20% |  16.42%

Source: Company data,ABCI Securities estimates
* E/R Ratio (Operating expense to revenue ratio)
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Lenovo:Financial Summary

Consolidated Income Statement

Yr to Mar31 (US$ mn) 2011 2012 2013F 2014F 2015F
Sales 21,594.37 29,574.44 34,598.26 40,288.16 47,092.00
Cost of sales (19,230.42)  (26,128.22)  (30,627.44) (35,664.28) (41,687.18)
Gross profit 2,363.95 3,446.22 3,970.82 4,623.88 5,404.83
Other income 0.42 1.20 0.00 0.00 0.00
Selling and distribution expense (1,038.46) (1,690.78) (1,901.16) (2,223.62) (2,585.59)
Admin expense (719.71) (730.29) (868.30) (1,009.19) (1,178.93)
R&D expense (303.41) (453.33) (486.08) (566.58) (662.48)
Other operating(expense)/income 79.43 11.07 0.00 0.00 0.00
EBITDA 558.36 438.50 475.69 575.52 0.00
Depreciation & amortization 176.14 (145.58) (239.59) (248.97) 0.00
EBIT 382.22 584.08 715.29 824.50 977.83
Interest income 24.93 42.69 35.73 35.73 35.73
Interest cost (49.18) (43.48) (32.78) (32.78) (32.78)
Share of (losses)/profits of associates (0.23) (0.85) 0.00 0.00 0.00
PBT 357.75 582.44 718.23 827.44 980.78
Taxation (84.52) (107.03) (159.75) (183.89) (217.57)
Net Income 273.24 475.42 558.48 643.55 763.20
Net profit attributable to equity holders of

the co. 273.23 472.99 558.48 643.55 763.20
Non-controlling interests 0.00 2.42 0.00 0.00 0.00
Diluted EPS(US cents) 2.73 4.57 5.36 6.17 7.32
Dividend 68.73 183.21 139.62 160.89 190.80
DPS(US cents) 0.69 1.77 1.34 1.54 1.83
Dividend payout ratio 25% 39% 25% 25% 25%
Growth&Margin 2011 2012 2013F 2014F 2013F
Sales growth 30.05% 36.95% 16.99% 16.45% 16.89%
EBIT growth 74.78% 52.81% 22.46% 15.27% 18.60%
Net income growth 111.21% 73.99% 17.47% 15.23% 18.59%
EPS growth 100.00% 64.44% 15.69% 15.23% 18.59%
Gross profit margin 10.95% 11.65% 11.48% 11.48% 11.48%
EBIT margin 1.77% 1.97% 2.07% 2.05% 2.08%
Net profit margin 1.27% 1.61% 1.61% 1.60% 1.62%

Source:Company data, ABCI Securities estimates
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As of Mar31 (US$ mn) 2011 2012 2013F 2014F 2015F
Non-current assets: 2,769.48 4,040.35 4,084.13 4,149.85 4,236.12
Property, plant and equipment 209.42 392.47 399.64 428.75 478.29
Prepaid lease payments 9.68 13.55 13.42 13.28 13.15
Construction-in-progress 32.09 103.99 114.38 125.82 138.41
Intangible assets 2,134.45 3,091.21 3,117.56 3,142.85 3,167.14
Other non-current assets 383.83 439.13 439.13 439.13 439.13
Current assets: 7,936.46 11,820.40 11,466.57 16,154.19 16,690.08
Inventories 803.70 1,218.49 1,151.92 1,608.32 1,618.06
Trade receivables 1,368.92 2,354.91 2,001.49 3,071.35 2,858.19
Notes receivables 391.65 639.33 566.81 837.69 804.01
Derivative financial assets 13.30 62.88 62.88 62.88 62.88
Deposits, prepayments and other

receivables 2,305.33 3,303.05 3,255.86 4,381.71 4,545.69
Income tax recoverable 56.91 70.41 70.41 70.41 70.41
Bank deposit 42.16 413.67 413.67 413.67 413.67
Cash and cash equivalents 2,954.50 3,757.65 3,943.53 5,708.17 6,317.18
Total asset 10,705.94 15,860.75 15,550.71 20,304.04 20,926.21
Current liabilities: 8,032.65 11,809.68 11,140.92 15,400.53 15,434.74
Trade payables 2,179.84 4,050.27 3,252.65 5,251.28 4,688.77
Notes payable 98.96 127.32 137.93 170.94 190.09
Provisions, accruals and other payables 5,096.65 7,074.20 7,192.44 9,420.42 9,997.98
Bank borrowings 71.56 62.95 62.95 62.95 62.95
Other current liabilities 585.64 494.94 494.94 494.94 494.94
Non-current liabilities: 838.39 1,603.10 1,603.10 1,603.10 1,603.10
Total liabilities 8,871.04 13,412.78 12,744.02 17,003.63 17,037.84
Total equity 1,834.90 2,447.97 2,806.69 3,300.41 3,888.37
Ratios 2011 2012 2013F 2014F 2015F
ROAE 15.88% 22.09% 21.26% 21.08% 21.23%
ROAA 2.78% 3.56% 3.56% 3.59% 3.70%
Inventory days 16 14 14 14 14
Trade & notes receivables days 27 29 29 29 29
Trade & notes payable days 52 45 45 45 45
Net cash/equity 1.59 1.68 1.53 1.84 1.71
Book value per share(US cents) 18.33 23.65 26.91 31.65 37.29

Source:Company data, ABCI Securities estimates
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Consolidated Cash flow statement

Yr to Mar31 (US$ mn) 2011 2012 2013F 2014F 2015F
Profit before taxation 357.75 582.44 718.23 827.44 980.78
D&A add-back 217.52 241.82 236.61 239.73 249.11
Change in working capital 597.97 1,388.79 (129.06) 1,336.63 107.33
Cash flow from operations 965.25 1,939.96 630.30 2,184.18 1,083.91
Cash flow from investing 65.52 (837.07) (244.67) (269.71) (299.65)
Cash flow from financing (372.51) (315.52) (199.76) (149.83) (175.25)
Net change in cash 658.26 787.36 185.87 1,764.64 609.01
Beginning cash 2,238.20 2,954.50 3,757.65 3,943.53 5,708.17
Ending cash 2,954.50 3,757.65 3,943.53 5,708.17 6,317.18

Source:Company data, ABCI Securities estimates
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Disclosures

Analyst Certification

I, Hu Zhaoling, Judy , being the person primarily responsible for the
content of this research report, in whole or in part, hereby certify that
all of the views expressed in this report accurately reflect my
personal view about the subject company or companies and its or
their securities. I also certify that no part of my compensation was, is,
or will be, directly or indirectly, related to the specific
recommendations or views expressed in this report. I and/or my
associates has/have no financial interests in relation to subject
company(ies) covered in this report., as well as [ and/or my
associates do not serve as officer(s) of listed corporation(s) covered
in this report.

ABCI Securities Company Limited and its member companies may pursue
financial interests to the companies mentioned in the report in the future.

Disclaimer

This report is for our clients only and is for distribution only under such
circumstances as may be permitted by applicable law. It has no regard to the
specific investment objectives, financial situation or particular needs of any
specific recipient. It is published solely for informational purposes and is not
to be construed as a solicitation or an offer to buy or sell any securities or
related financial instruments. No representation or warranty, either expresses
or implied, is provided in relation to the accuracy, completeness or reliability
of the information contained herein. This report should not be regarded by
recipients as a substitute for the exercise of their own judgment. Any
opinions expressed in this report are subject to change without notice and
may differ or be contrary to opinions expressed by other business areas as a
result of using different assumptions and criteria. The analysis contained
herein is based on numerous assumptions. Different assumptions could
result in materially different results. The analyst(s) responsible for the
preparation of this report may interact with trading desk personnel, sales
personnel and other constituencies for the purpose of gathering, synthesizing
and interpreting market information. ABCI Securities Company Limited is
under no obligation to update or keep current the information contained
herein. ABCI Securities Company Limited relies on information barriers to
control the flow of information contained in one or more areas within ABCI
Securities Company Limited, into other areas, units, groups or affiliates of
ABCI Securities Company Limited. The compensation of the analyst who
prepared this report is determined exclusively by research management and
senior management (not including investment banking). Analyst
compensation is not based on investment banking revenues, however,
compensation may relate to the revenues of ABCI Securities Company
Limited as a whole, of which investment banking, sales and trading are a
part. The securities described herein may not be eligible for sale in all
jurisdictions or to certain categories of investors. The price and value of the
investments referred to in this research and the income from them may
fluctuate. Past performance is not necessarily indicative of future results.
Foreign currency rates of exchange may adversely affect the value, price or
income of any security or related instrument mentioned in this report. For
investment advice, trade execution or other enquiries, clients should contact
their local sales representative. Neither ABCI Securities Company Limited
nor any of its affiliates, directors, employees or agents accepts any liability
for any loss or damage arising out of the use of all or any part of this report.
Additional information will be made available upon request.

Copyright 2012 ABCI Securities Company Limited

No part of this material may be (i) copied, photocopied or duplicated in any
form by any means or (ii) redistributed without the prior written consent of
ABCI Securities Company Limited.
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