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COMPANY RESULTS

Lenovo Group (992 HK)

2QFY25: Strong Set Of Results; Impending PC Replacement Cycle Set To
Turbocharge Growth

Lenovo’s 2QFY25 results were decent, driven by solid revenue growth across all
segments. Moving forward, the upcoming PC replacement cycle is expected to pick up
from 4QFY25 onwards and Lenovo is set to be a key beneficiary. For ISG, we expect the
GP servers, storage and HPC businesses to support its growth in the near term, with
contributions from ESMB to drive profitability, before Al servers start playing a larger
role. Maintain BUY but trim target price to HK$12.00.

2QFY25 RESULTS
Year to 31 Mar (US$m) 2QFY24 1QFY25 2QFY25 yoy (%) qoqg (%) 1HFY24 1HFY25 yoy (%)
Revenue (US$m) 14,410 15447 17,850 23.9 156 27,310 33,297 21.9
Intelligent devices group (IDG) 11,515 11,422 13514 174 183 21,775 24,936 145
Infrastructure solutions group 2,002 3,160 3,305 65.1 4.6 3,916 6,465 65.1
(ISG)
Solutions and services group 1918 1885 2165 12.9 148 3,631 4,050 115
(SSG)
Gross profit 2522 2560 2,796 10.9 92 4774 5356 12.2
Net profit 249 243 359 43.9 47.3 426 602 414
Operating margin (OPM) (%) 3.6 3.2 3.6 0.1 0.4 33 3.4 0.1
Intelligent devices group (IDG) 74 7.3 7.3 (0.0 0.1 6.9 7.3 0.4
Infrastructure solutions group 2.7 (1.2 (1.1) 1.6 0.1 (2.9 (1.1) 1.8
(ISG)
Solutions and services group 20.0 21.0 20.4 04 (0.6) 20.5 20.7 0.2
(SSG)

Source: Lenovo, UOB Kay Hian

RESULTS

¢ Revenue and earnings beat but largely expected. The beat mainly came from: a) higher-
than-expected revenue (11.9% above our expectation) for the intelligent devices group (IDG)
business due to an improving product mix, b) strong beat on infrastructure solutions group
(ISG) revenue, and c) slight beat on solutions and services group (SSG) operating margin at
20.4%, which is 0.4ppt above our forecast.

¢ Gross margin below expectations. Lenovo Group’s (Lenovo) blended gross margins
declined annually and sequentially to 15.7%, against our/consensus estimates of 17.0%. This
is most likely due to growing contribution from the lower margin ISG business, along with a
shift in the IDG segment’s product mix due to increased contribution from consumer PCs,
which are less profitable than commercial PCs.

e Overall, net profit arrived at US$359m, which translates to a robust yoy growth of 43.9%,
8.6% higher than our estimate of US$330m and 4.5% higher than the street's forecast of
US$343m.

KEY FINANCIALS

Year to 31 Mar (US$m) 2023 2024 2025F 2026F 2027F
Net turnover 61,947 56,864 66,436 73,775 82,234
EBITDA 4,027 3,419 3,760 4,494 5,177
Operating profit 2,669 2,006 2,259 2,877 3,454
Net profit (rep./act.) 1,608 1,011 1,261 1,886 2,318
Net profit (adj.) 1,608 1,011 1,261 1,886 2,318
EPS (cent) 13.5 8.4 10.6 15.8 19.5
PE (x) 10.8 17.3 11.1 74 6.0
P/B (x) 3.1 3.1 2.2 1.9 1.5
EV/EBITDA (x) 43 5.1 3.7 3.1 2.7
Dividend yield (%) 3.4 3.4 4.2 4.2 4.2
Net margin (%) 2.6 1.8 1.9 2.6 2.8
Net debt/(cash) to equity (%) (6.6) (0.1) 37.3 (2.8) 9.4
Interest cover (x) 5.2 3.3 3.8 10.5 13.5
ROE (%) 30.4 18.1 21.3 27.3 27.5
Consensus net profit - - 1,292 1,737 2,042
UOBKH/Consensus (x) - - 0.98 1.09 1.13

Source: Lenovo Group, Bloomberg, UOB Kay Hian
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BUY

(Maintained)

Share Price HK$9.17
Target Price HK$12.00
Upside +30.9%
(Previous TP HK$12.90)

COMPANY DESCRIPTION

Lenovo Group develops, manufactures and
distributes intelligent devices. The company
provides laptops, desktops, table PCs,
accessories, and data centre equipment such
as servers and storage devices, as well as
infrastructure solutions and software services.
Lenovo Group serves customers worldwide

STOCK DATA

GICS sector Computer Hardware & Storage

Bloomberg ticker: 992 HK
Shares issued (m): 12,405
Market cap (HK$m): 113,751
Market cap (US$m): 16,728
3-mth avg daily t'over (US$m): 70.2

Price Performance (%)

52-week HK$12.26 / HK$7.80
high/low
1mth 3mth 6mth 1yr YTD
(15.9) (5.3) (10.3) (4.9) (16.0)
Major Shareholders %
Legend Holdings Corp 31.41
FY25 NAV/Share (RMB) (1.30)
FY25 Net Cash/Share (RMB) (1.53)
PRICE CHART

(Icy) LENOVO GROUP LTD LENOVO GROP LTOMSINDEX (%)

13 130

12 120

11 4 110

10 100

9 90

8 80

7 70

300

200 Volume (m)

100

0
Nov23 Jan24 Mar24 May24 Jul24 Sep24

Source: Bloomberg

ANALYST(S)
Johnny Yum

+852 2236 6706
johnny.yum@uobkayhian.com.hk

Colin Lee
+603 2147 1874
colinlee@uobkayhian.com




UOBKayHian

STOCK IMPACT

¢ Guidance for 3QFY25 in line. Revenue is likely to arrive at US$17.3b (+10% yoy and -3.1%
qoq), of which the IDG and ISG businesses are expected to contribute around US$13b and
US$3.7b respectively. Meanwhile, the SSG business is expected to grow 10% yoy during the
same quarter. Management guided for net profit to arrive at about US$380m (+12.8% yoy
and +6.0% qoq), below consensus estimate of US$407m.

IDG - Al PC era draws closer. Contribution from Al PCs has risen from a low single digit %
to almost 14% of all Lenovo’s laptop shipments in the China market this quarter. With
Microsoft ceasing support for Windows 10 in Oct 25, we expect the PC replacement cycle to
kick start from 4QFY25 onwards, with Al PCs likely to play a significant role. As Lenovo has
a stranglehold position in the commercial PC space, it is well-positioned to be an early
beneficiary of this replacement cycle. Further, this aligns nicely with the rollout of Intel’s
Lunar Lake chips in Feb 25. During the briefing, management also noted that Al PCs are
expected to represent around 80% of the PC market by 2027.

Smartphone business continues to gain steam. Lenovo recorded another strong quarter
for its smartphone business, with revenue growing 8% yoy in Latin America, 20% yoy in
North America and around 50% yoy in Europe. At the same time, Japan’s revenue grew
nearly 500% yoy, propelling Lenovo to a double-digit market share in the country. Notably,
this segment is also experiencing the premiumisation trend, with the more premium Edge
and Razr models now comprising close to 36% of the business (vs about 20% in 2QFY24).

ISG - Traditional server business remains the backbone. The ISG business registered
robust growth in the Sep 24 quarter, thanks to surging business from Cloud Service
Providers (CSP) for general purpose (GP) servers. However, do note that profitability likely
remains low as the CSP business typically carries lower margins compared with the
enterprise & small-and-medium business (ESMB). On the bright side, revenue growth from
non-compute businesses such as storage and high-performance computing (HPC) has been
robust, now accounting for 33% of the segment’s sales. Overall, operating margin for ISG
has narrowed and is on track to return to positive territory in FY26.

SSG - Support services growth lags behind hardware business. Managed services and
project & solution services continued to enjoy strong yoy revenue growth, with the latter
notably supported by Lenovo’s Al-powered solutions. However, growth for the support
services business has been slower, primarily due to the lagging revenue recognition tied to
the commercial PC business. With the PC replacement cycle expected to begin soon, this
will likely translate to much improved revenue growth for the support services business going
forward.

Potential implications of President-elect Donald Trump’s tariff pledge. The US market
accounts for around 34% of Lenovo’s sales. The company has a US production base, but its
Mexico base is likely a larger contributor to supply for the US market. If 60% tariffs are
implemented on all Chinese companies regardless of the goods’ manufacturing origin, then
Lenovo could lose the entire US market before the company expands its US capacity due to
the PC market’s highly competitive nature. On the other hand, if the 60% tariffs are only
applicable for goods manufactured in China, the situation will be more controllable given
Lenovo’s global footprint.

EARNINGS REVISION/RISKS

e Our FY25-27 earnings are adjusted upwards by 2.6%/0.3%/0.8% to
US$1,261m/1,886m/2,318m respectively, as we factored in: a) accelerated PC shipment
growth, b) higher ISG revenue, c) slightly delayed revenue recognition for SSG especially for
support services, d) higher operating margin for IDG, and e) higher operating margin for ISG
in FY25.

VALUATION/RECOMMENDATION

¢ Maintain BUY but trim target price to HK$12.00, now based on a lower peers average PE
multiple of 14.5x FY25F PE. We believe Lenovo remains one of the biggest beneficiaries of
the rise in Edge Al adoption and the upcoming PC replacement cycle.
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OLD KEY ESTIMATES
(US$m) OLD
2025F 2026F 2027F
Revenue 64,160 71,173 79,151
IDG 47,440 52,393 58,114
ISG 12,452 13,448 14,651
SSG 8,568 9,832 11,085
OPM (%) 35 4.0 43
IDG 72 7.2 7.2
ISG (1.2) (0.5) 0.1
SSG 20.0 20.0 20.0
EBIT (US$m) 2,246 2,847 3,403
Net Profit 1,229 1,881 2,299
(US$m)
Source: UOB Kay Hian
NEW KEY ESTIMATES
(US$m) NEW
2025F 2026F 2027F
Revenue 66,436 73,775 82,234
IDG 48,502 53,328 59,168
ISG 13,600 14,992 16,168
SSG 8,534 9,955 11,599
OPM (%) 34 39 42
IDG 74 74 74
ISG 0.7) 0.2 0.8
SSG 20.0 20.0 20.0
EBIT (US$m) 2,259 2,877 3,454
Net Profit 1,261 1,886 2,318
(US$m)
Source: UOB Kay Hian
% CHANGES TO KEY ESTIMATES
(Us$m) CHANGE
2025F 2026F 2027F
Revenue 35 37 39
IDG 2.2 18 18
ISG 9.2 115 10.4
SSG (0.4) 13 46
OPM (%) 0.1) 0.2) 0.1)
IDG 0.2 0.2 0.2
ISG 0.6 - -
SSG - - -
EBIT (US$m) 06 11 15
Net Profit 26 0.3 0.8
(US$m)

Source: UOB Kay Hian
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PROFIT & LOSS BALANCE SHEET
Year to 31 Mar (US$m) 2024 2025F 2026F 2027F  Year to 31 Mar (US$m) 2024 2025F 2026F 2027F
Net turnover 56,864 66,436 73,775 82,234 Fixed assets 2,010 2,419 2,536 2,588
EBITDA 3,419 3,760 4,494 5177 Other LT assets 14,054 13,879 13,739 13,629
Deprec. & amort. (1,413) (1,501) (1,617) (1,723) Cash/ST investment 3,560 1,220 3,769 2,681
EBIT 2,006 2,259 2,877 3,454 Other current assets 19,127 24,786 23,528 29,855
Associate contributions (26) Total assets 38,751 42,304 43,572 48,753
Net interest income/(expense) (615) (602) (274) (255) ST debt 50 50 50 50
Pre-tax profit 1,365 1,657 2,603 3,199 Other current liabilities 26,009 28,816 28,576 31,770
Tax (263) (323) (508) (624) LT debt 3,569 3,569 3,569 3,569
Minorities (92) (73) (210) (258) Other LT liabilities 3,097 3,041 3,041 3,041
Net profit 1,011 1,261 1,886 2,318 Shareholders' equity 4,991 5,588 5,583 6,255
Net profit (adj.) 1,011 1,261 1,886 2,318 Minority interest 499 572 782 1,039
Total liabilities & equity 38,751 42,304 43,572 48,753
CASH FLOW KEY METRICS
Year to 31 Mar (US$m) 2024 2025F 2026F 2027F Year to 31 Mar (%) 2024 2025F 2026F 2027F
Operating 2,755 585 5,005 1,420 Profitability
Pre-tax profit 1,365 1,657 2,603 3,199 EBITDA margin 17.2 16.8 17.0 17.2
Tax (614) (323) (508) (624) Pre-tax margin 24 25 35 39
Depreciation/amortization 1,413 1,501 1,617 1,723 Net margin 18 1.9 2.6 2.8
Associates 26 ROA 2.6 31 44 5.0
Working capital changes 157 (2,852) 1,018 (3,133) ROE 18.1 213 27.3 215
Non-cash items 408 602 274 255
Other operating cashflows Growth
Investing (1,283) (1,672) (1,528) (1,580) Turnover 8.2) 16.8 11.0 115
Capex (growth) (275) (420) (420) (420) EBITDA (6.6) 139 124 12.8
Investments (147) Pre-tax profit (36.1) 214 57.1 22.9
Proceeds from sale of assets 153 Net profit (37.1) 24.7 49.6 22.9
Others (1,014)  (1,252)  (1,108)  (1,160)  Net profit (adj.) (37.1) 247 49.6 229
Financing (2,080) (1,253) (928) (928) EPS (37.7) 259 49.6 229
Dividend payments (583) (588) (588) (588)
Issue of shares Leverage
Proceeds from borrowings 11,793 11,387 11,590 11,488 Debt to total capital 9.3 8.6 8.3 74
Loan repayment (11,799)  (11,387)  (11,590)  (11,488) Debt to equity 64.8 57.9 479 39.0
Others/interest paid (1,491) (665) (340) (340) Net debt/(cash) to equity (0.2) 37.3 (2.8) 9.4
Net cash inflow (outflow) (609) (2,340) 2,549 (1,088) Interest cover (x) 33 3.8 10.5 135
Beginning cash & cash equivalent 4,250 3,560 1,220 3,769
Changes due to forex impact (82)
Ending cash & cash equivalent 3,560 1,220 3,769 2,681

Refer to last page for important disclosures.
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Disclosures/Disclaimers

This report is prepared by UOB Kay Hian Private Limited (‘UOBKH”), which is a holder of a capital markets services licence and an
exempt financial adviser in Singapore.

This report is provided for information only and is not an offer or a solicitation to deal in securities or to enter into any legal relations, nor an
advice or a recommendation with respect to such securities.

This report is prepared for general circulation. It does not have regard to the specific investment objectives, financial situation and the
particular needs of any recipient hereof. Advice should be sought from a financial adviser regarding the suitability of the investment
product, taking into account the specific investment objectives, financial situation or particular needs of any person in receipt of the
recommendation, before the person makes a commitment to purchase the investment product.

This report is confidential. This report may not be published, circulated, reproduced or distributed in whole or in part by any recipient of this
report to any other person without the prior written consent of UOBKH. This report is not directed to or intended for distribution to or use by
any person or any entity who is a citizen or resident of or located in any locality, state, country or any other jurisdiction as UOBKH may
determine in its absolute discretion, where the distribution, publication, availability or use of this report would be contrary to applicable law
or would subject UOBKH and its connected persons (as defined in the Financial Advisers Act, Chapter 110 of Singapore) to any
registration, licensing or other requirements within such jurisdiction.

The information or views in the report (“Information”) has been obtained or derived from sources believed by UOBKH to be reliable.
However, UOBKH makes no representation as to the accuracy or completeness of such sources or the Information and UOBKH accepts
no liability whatsoever for any loss or damage arising from the use of or reliance on the Information. UOBKH and its connected persons
may have issued other reports expressing views different from the Information and all views expressed in all reports of UOBKH and its
connected persons are subject to change without notice. UOBKH reserves the right to act upon or use the Information at any time,
including before its publication herein.

Except as otherwise indicated below, (1) UOBKH, its connected persons and its officers, employees and representatives may, to the
extent permitted by law, transact with, perform or provide broking, underwriting, corporate finance-related or other services for or solicit
business from, the subject corporation(s) referred to in this report; (2) UOBKH, its connected persons and its officers, employees and
representatives may also, to the extent permitted by law, transact with, perform or provide broking or other services for or solicit business
from, other persons in respect of dealings in the securities referred to in this report or other investments related thereto; (3) the officers,
employees and representatives of UOBKH may also serve on the board of directors or in trustee positions with the subject corporation(s)
referred to in this report. (All of the foregoing is hereafter referred to as the “Subject Business”); and (4) UOBKH may otherwise have an
interest (including a proprietary interest) in the subject corporation(s) referred to in this report.

As of the date of this report, no analyst responsible for any of the content in this report has any proprietary position or material interest in
the securities of the corporation(s) which are referred to in the content they respectively author or are otherwise responsible for.

IMPORTANT DISCLOSURES FOR U.S. PERSONS

This research report was prepared by UOBKH, a company authorized, as noted above, to engage in securities activities in Singapore.
UOBKH is not a registered broker-dealer in the United States and, therefore, is not subject to U.S. rules regarding the preparation of
research reports and the independence of research analysts. This research report is provided for distribution by UOBKH (whether directly
or through its US registered broker dealer affiliate named below) to “major U.S. institutional investors” in reliance on the exemption from
registration provided by Rule 15a-6 of the U.S. Securities Exchange Act of 1934, as amended (the “Exchange Act’). All US persons that
receive this document by way of distribution from or which they regard as being from UOBKH by their acceptance thereof represent and
agree that they are a major institutional investor and understand the risks involved in executing transactions in securities.

Any U.S. recipient of this research report wishing to effect any transaction to buy or sell securities or related financial instruments based on
the information provided in this research report should do so only through UOB Kay Hian (U.S.) Inc (“UOBKHUS"), a registered broker-
dealer in the United States. Under no circumstances should any recipient of this research report effect any transaction to buy or sell
securities or related financial instruments through UOBKH.

UOBKHUS accepts responsibility for the contents of this research report, subject to the terms set out below, to the extent that it is
delivered to and intended to be received by a U.S. person other than a major U.S. institutional investor.

The analyst whose name appears in this research report is not registered or qualified as a research analyst with the Financial Industry
Regulatory Authority (“FINRA”) and may not be an associated person of UOBKHUS and, therefore, may not be subject to applicable
restrictions under FINRA Rules on communications with a subject company, public appearances and trading securities held by a research
analyst account.

Refer to last page for important disclosures.
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Analyst Certification/Regulation AC

Each research analyst of UOBKH who produced this report hereby certifies that (1) the views expressed in this report accurately reflect
his/her personal views about all of the subject corporation(s) and securities in this report; (2) the report was produced independently by
him/her; (3) he/she does not carry out, whether for himself/herself or on behalf of UOBKH or any other person, any of the Subject Business
involving any of the subject corporation(s) or securities referred to in this report; and (4) he/she has not received and will not receive any
compensation that is directly or indirectly related or linked to the recommendations or views expressed in this report or to any sales,
trading, dealing or corporate finance advisory services or transaction in respect of the securities in this report. However, the compensation
received by each such research analyst is based upon various factors, including UOBKH'’s total revenues, a portion of which are
generated from UOBKH'’s business of dealing in securities.

Reports are distributed in the respective countries or jurisdictions by the respective entities and are subject to the additional restrictions
listed in the following table.

General This report is not intended for distribution, publication to or use by any person or entity who is a citizen or resident of or
located in any country or jurisdiction where the distribution, publication or use of this report would be contrary to
applicable law or regulation.

Hong Kong | This report is distributed in Hong Kong by UOB Kay Hian (Hong Kong) Limited ("UOBKHHK"), which is regulated by the
Securities and Futures Commission of Hong Kong. Neither the analyst(s) preparing this report nor his associate, has
trading and financial interest and relevant relationship specified under Para. 16.4 of Code of Conduct in the listed
corporation covered in this report. UOBKHHK does not have financial interests and business relationship specified under
Para. 16.5 of Code of Conduct with the listed corporation covered in this report. Where the report is distributed in Hong
Kong and contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact UOBKHHK (and not the relevant foreign research house) in Hong
Kong in respect of any matters arising from, or in connection with, the analysis or report; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Hong Kong
who is not a professional investor, or institutional investor, UOBKHHK accepts legal responsibility for the contents of the
analyses or reports only to the extent required by law.

Indonesia This report is distributed in Indonesia by PT UOB Kay Hian Sekuritas, which is regulated by Financial Services Authority
of Indonesia (“OJK”). Where the report is distributed in Indonesia and contains research analyses or reports from a
foreign research house, please note recipients of the analyses or reports are to contact PT UOBKH (and not the relevant
foreign research house) in Indonesia in respect of any matters arising from, or in connection with, the analysis or report.
Malaysia Where the report is distributed in Malaysia and contains research analyses or reports from a foreign research house, the
recipients of the analyses or reports are to contact UOBKHM (and not the relevant foreign research house) in Malaysia,
at +603-21471988, in respect of any matters arising from, or in connection with, the analysis or report as UOBKHM is the
registered person under CMSA to distribute any research analyses in Malaysia.

Singapore This report is distributed in Singapore by UOB Kay Hian Private Limited ("UOBKH"), which is a holder of a capital
markets services licence and an exempt financial adviser regulated by the Monetary Authority of Singapore.Where the
report is distributed in Singapore and contains research analyses or reports from a foreign research house, please note:
(i) recipients of the analyses or reports are to contact UOBKH (and not the relevant foreign research house) in Singapore
in respect of any matters arising from, or in connection with, the analysis or report; and

(i) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore
who is not an accredited investor, expert investor or institutional investor, UOBKH accepts legal responsibility for the
contents of the analyses or reports only to the extent required by law.

Thailand This report is distributed in Thailand by UOB Kay Hian Securities (Thailand) Public Company Limited, which is regulated
by the Securities and Exchange Commission of Thailand.

United This report is being distributed in the UK by UOB Kay Hian (U.K.) Limited, which is an authorised person in the meaning

Kingdom of the Financial Services and Markets Act and is regulated by The Financial Conduct Authority. Research distributed in
the UK is intended only for institutional clients.

United This report cannot be distributed into the U.S. or to any U.S. person or entity except in compliance with applicable U.S.

States of laws and regulations. It is being distributed in the U.S. by UOB Kay Hian (US) Inc, which accepts responsibility for its

America contents. Any U.S. person or entity receiving this report and wishing to effect transactions in any securities referred to in

(‘U.S.) the report should contact UOB Kay Hian (US) Inc. directly.

Copyright 2024, UOB Kay Hian Pte Ltd. All rights reserved.
http://research.uobkayhian.com

RCB Regn. No. 197000447W

Refer to last page for important disclosures.




