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CONTEXT

Lenovo Group announced its fiscal Q4 and full-year results for fiscal year 2023/24, showing a
significant resurgence with a near 10% year-on-year revenue growth to US$13.8 billion in the
fourth quarter.

Let's take a deeper look at the company's earnings.

FINANCIAL PERFORMANCE

Lenovo showed strong financial performance for Q4 of the fiscal year 2023/24:
1. Group Revenue:

e Lenovo reported a nearly 10% year-on-year increase in Group revenue,
reaching US$13.8 billion for the quarter. This marks a significant recovery
and growth across all business groups.

2. Net Income:

e The net income for Q4 doubled year-on-year to US$248 million,
demonstrating substantial profitability improvement.

3. Non-PC Revenue Mix:

e Non-PC revenue reached a historic high of 45%, highlighting the
diversification and strength of Lenovo’s business beyond traditional PC
markets.

4. Performance by Business Segment:
e Solutions and Services Group (SSG):

e Achieved over 10% year-on-year revenue growth to US$1.8 billion.


https://investor.lenovo.com/en/financial/results/press_2324_q4.pdf

e Maintained high profitability with an operating margin exceeding
21%, marking double-digit revenue growth and operating margin
for 12 consecutive quarters.

¢ Infrastructure Solutions Group (ISG):

e Reported a 15% year-on-year revenue growth, setting a new
record high for fourth-quarter revenue at US$2.5 billion.

e Storage, software, and services businesses experienced
hypergrowth, with combined revenue increasing more than 50%
year-on-year.

¢ Intelligent Devices Group (IDG):
e Continued solid performance with Q4 revenue of US$10.5 billion.

o Strengthened global market leadership in PCs with a market
share of 22.9% and industry-leading profitability.

e Achieved remarkable growth in the smartphone business with
double-digit increases in shipments and revenue year-on-year.

5. Full Fiscal Year Performance:

e For the full fiscal year, Lenovo reported revenue of US$56.9 billion and a
net income of US$1 billion.

e From the second half of the fiscal year, Lenovo achieved 6% year-on-year
revenue growth and recovered net margin to flat from a year-on-year
decline in the first half.

6. R&D Investment:

e Lenovo's commitment to innovation is reflected in a record high R&D
headcount percentage of 26.2% and an R&D expense-to-revenue ratio of
3.6%.

7. Dividend:
e Lenovo's Board of Directors declared a final dividend of 3.8 US cents (30.0

HK cents) per share for the fiscal year ended March 31, 2024.

NON-FINANCIAL HIGHLIGHTS

Lenovo's non-financial highlights during the quarter include strategic initiatives,
innovations, and sustainability efforts across various business segments:

1. Strategic Initiatives:
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Hybrid Al Focus: Lenovo accelerated its momentum in the hybrid Al
space, capturing opportunities and meeting increasing customer
demand for customized Al solutions and services, including consulting,
design, deployment, and maintenance.

Partnerships: Lenovo announced a new partnership with Meta in mixed
reality, highlighting its commitment to expanding collaborations and
driving innovation.

2. Innovations and Product Development:

Al PC and Devices: Lenovo introduced the concept of Al PC, equipped
with personal Al agents, natural language interfaces, and heterogeneous
computing. The company is expanding this innovation to Al phones and
Al tablets, aiming for seamless device collaboration.

Al Solutions and Services: The Solutions and Services Group (SSG)
continued to build Al-native and embedded solutions, particularly in
digital workplace solutions and hybrid cloud services. The introduction
of Al Discover and Al Fast Start services aims to help customers deploy
Al technologies securely and efficiently in a hybrid environment.

Infrastructure Solutions: The Infrastructure Solutions Group (ISG)
focused on Al servers, with Al server growth expected to outpace the
general server market. Lenovo is building a broad portfolio to capture
these growth opportunities.

3. Market Leadership and Performance:

PC and Smartphone Markets: Lenovo strengthened its global market
leadership in PCs, achieving record-high market shares in several
geographies, including North America. The smartphone business also
saw significant growth, particularly in shipment and revenue.

Service-Led Transformation: SSG achieved record revenue and
profitability, emphasizing the group's shift towards a service-led
business model. The TruScale pay-as-you-go services continued to gain
traction, reflecting strong customer demand for flexible and scalable
solutions.

4. Sustainability Efforts:

Environmental Recognition: For the fifth consecutive year, Lenovo was
acknowledged by the CDP for its leadership in climate change. The
company also received a gold rating for its sustainability performance,
placing it among the top 3% of companies rated.
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e Green Technology: Lenovo's Neptune liquid cooling technology,
designed to reduce energy consumption and carbon footprint, was
awarded CRN's best green energy product for its sustainability impact.

5. R&D and Innovation Investment:

e Lenovo increased its R&D investment, focusing on Al and computing
technologies. The R&D expense-to-revenue ratio and headcount
reached record highs, underlining the company's commitment to
driving innovation and maintaining competitive advantages.

OUTLOOK & GUIDANCE

While Lenovo provided financial guidance for the coming period, the company also
reported that its strategic focus is on leveraging emerging opportunities in Al, hybrid
infrastructure, and market growth.

Here are the key points of what was discussed on the earnings call:
1. Growth and Profitability:

e Lenovo is optimistic about the outlook for the new fiscal year,
anticipating continued revenue growth and profitability improvement
across all business segments.

e The company aims to drive sustainable growth through ongoing
investment in innovation, a comprehensive product portfolio, resilient
operations, and strategic ecosystem partnerships.

2. Al and Hybrid Infrastructure:

e Lenovo sees significant opportunities in hybrid Al, with increasing
customer demand for customized Al solutions and services. The
company is well-prepared to lead in this era and expects Al to drive
greater demand for hybrid infrastructure.

e Al servers are expected to grow twice as fast as the broader server
market. Lenovo plans to capitalize on this by building a broad portfolio
and converting its extensive pipeline into revenue.

3. Segment-Specific Guidance:

e SSG (Solutions and Services Group): Lenovo plans to continue
expanding its managed services and project solutions services, focusing
on building Al-native and embedded solutions to meet increasing
customer demand.
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ISG (Infrastructure Solutions Group): The company expects to capture
growth opportunities in Al servers and traditional services, storage,
software, and services. ISG aims to return to profitability by leveraging its
strengths and driving growth through strategic initiatives.

IDG (Intelligent Devices Group): Lenovo anticipates the PC market
volume to recover to higher than pre-COVID levels, with the smartphone
market already returning to double-digit year-on-year growth. Al PC
devices are expected to drive the next PC replacement cycle, gradually
moving from premium to mainstream segments over the next three
years.

4. Innovation and Product Development:

Lenovo is committed to driving Al PC innovations, including personal Al
agents, natural language interfaces, and heterogeneous computing. The
company is also expanding from Al PCs to Al phones and Al tablets,
aiming for seamless device collaboration.

The focus on Al devices, starting with Al PCs, is expected to kickstart a
new demand cycle for premium products with attractive features for
commercial users.

5. Sustainability and Operational Efficiency:

Lenovo remains dedicated to environmental sustainability and
operational efficiency. The company plans to continue optimizing
operational processes, shortening the cash conversion cycle, and
effectively managing working capital.

Sustainability initiatives, such as the Neptune liquid cooling technology
and other green energy products, will continue to play a crucial role in
Lenovo's strategy.

6. Strategic Partnerships and Ecosystem Development:

Lenovo expects to announce more collaborations, similar to the
partnership with Meta in mixed reality, to enhance its innovation
capabilities and market reach.

The company will focus on building and leveraging a robust ecosystem
to support its strategic goals and drive future growth.

ANALYSIS

Lenovo's impressive results show its aggressive pivot towards Al and hybrid cloud
solutions is paying off.
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Lenovo's Solutions and Services Group (SSG) continues to be a growth engine, with
over 10% year-on-year revenue growth to US$1.8 billion and an operating margin
exceeding 21%. The Infrastructure Solutions Group (ISG) also regained momentum
with a record Q4 revenue of US$2.5 billion, driven by strong demand in storage,
software, and high-performance computing.

Lenovo's outlook is optimistic. The company anticipates sustained growth and
profitability, fueled by its comprehensive Al capabilities and strategic investments in
innovation. The hybrid Al market presents unprecedented opportunities, and Lenovo
is well-positioned to capture significant market share. Additionally, the company's
strong R&D focus, with record-high investment in innovation, underscores its
commitment to leading in the Al era.

Lenovo's ability to deliver solid financial performance amidst a challenging
macroeconomic environment highlights its operational resilience and strategic
foresight. As the company continues to innovate and expand its Al-driven solutions, it
is poised for sustained growth and market leadership of the coming 24 months.
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