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LENOVO: DISRUPTION OF THE PC INDUSTRY

In 2004 Lenovo announced the decision to buy IBM’s PC business. By then most people
thought the Chinese company would burn its cash and fail. Lenovo proved them wrong, and
by 2010 showed clear growth momentum and steadily increased its market share in the PC
industry. In carly 2013, Lenovo’s successful “protect-and-attack” strategy had forced Dell to

trail behind and enabled the company to compete head-to-head with Hewlett-Packard (“HP™)
to become the world’s largest PC vendor.

But IBM’s leaving the PC industry proved the foresight of the world’s oldest technology
company. The PC industry was in the midst of a sweeping transformation, which started with
the introduction of the iPhone in 2007 and culminated in 2010 with the launch of the iPad. By
the end of 2012, over 212 million iPads and other modern tablets had been shipped, while PC

shipments showed continuing decline for four consecutive quarters by the first quarter of
2013.

Would the company’s “protect-and-attack™ strategy still work in an industry in the midst of a
structural change? Would it be able to sustain its competitive advantage in the new battlefield?

How would the company be able to establish a global brand in the “smart connected devices™
market?

I Melanson, D (March 10, 2011) *IDC: 18 Million Tablets, 12 Million E-readers Shipped in 2010, engadger,
hitp_ www enpadget com2011 03/10/ide-18-millio 15-12-nilhion-c-readers-shipped-m-2010 (accessed April 30, 2013);

IDC (May 5. 2011) “Apple Shines, But Slumping Android Shipments Lead to Disappointing First Quarter for MCdm Tablets,
According to [DC,” hup /www ide com petdog gsp’eontmerld priS23466712 (accessed Apnl 30, 2013), ,l,D(' (August 2,
2012) "'Strong Apple Shipments Drive Robust Tablet Market Growth in Second Quarter, According to IDC, N .
ey, www_ide com cetdog ysp’comamerld prUS23632512 (accessed April 30, 2013); Daniels, H. (November 5 2012)“IDC -
:\Tltjl_illd Fablets Gain Momentum During Q3 201 2," Tec wIDC -

Andioid_tablets can_momentum_during_()3_2012 huml (aceessed April 30, 2013); IDC (January 31, 2013) “Tablet

: 501 ; vl » Strong 1Holiday Quarter, According to IDC,”

1ents Soar to Record Levels During Strong Holiday : . ) ‘
:’::T":\m e comgetdoc gsp contuinerld _pr)§23926713 (accessed April 30, 2013); IDC (April 10,2013) “PC Shipments
Il’(rnl.l.l-l;cr Sl&pcsl Dechine Ever in a Single Quarter, According to IDC,”

pitp/wwwidde cont setdog jspcontamnetld- prUS 24065413 (accessed Apnil 30, 2013)
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Brief History — From PC to Smart Connected Device

The PC Industry

There might be disagreement on when the first PC was created and \\Il.ll‘lh.ll first ll’(VI\‘\ :\ ll"lu{
few would dispute that two decisions made by IBM in the early 1980s helped s "“F . “"
industry for the next two decades by enabling the “WinTel™ PC.? In order to SApUIE s 11“.]L.h
market share as possible and to challenge the Apple 11, IBM rushed to roll out the I'H.\l I Cin
August 1981 by using non-patented standard components and Bill Gates's MS-DOS operating
system (*0S™). while allow ng him to license the OS 1o third partics.” This enabled the birth
ol IBM PC clones, which helped push the price down
around US$2.500 per unit 1o around USSES00 cach.* This also introduced to the industry the
soon-to-be-giant Microsoft; its Windows OS and Office applications created “sticky™ end
users. By 2004, PC sales had 2rown to over 173

73 million units a year. However, the price
1 H O & 2 p O
crosion implied margin shrinkage—the average net margin dropped to only 4.5% in 2003,

< Ihe industry consolidated with only five brands vccupying around 44% of the PC market of

2004 they were Dell, Hp (which bought Compaq in 2002), IBM. Fujitsu (which merged
Qilh Siemens in 1999) and Acer.®

its average price point dropped from

In 2005, IBM’s strategic decision to exit the pC industry led to Lenovo's entrance on the
global PC stage.” After 4 bumpy ride from 2005 (o 2009, Lenovo managed to beat Dell and
competed head-to-head with HP for the top PC vendor spot by the end of 2012.¢ only to face
the harsh reality that the pC industry had already been completely reconfigured, and the
company was competing in the battlefield of smart connected devices,

The Smartphone Industry
I'he term “smartphone” generally referred to the

a personal digital assistant ("PDA™),
first smartphone recorded sales of g ny

merging of functions of a feature phone and
along with some features of a personal computer.” The
nere 0.3 million units in 2000 0 By 2012, a total of 675

,
“WinTel” PCs ran on Windows OS and Intel § microprocessor Webopedia (2013) “Wintel
hip  www webopedia com I RNMAW /WY mntel html (accessed Apnil 30, 2013)

“Belhis. M (2013) Putting Microsoft on the M.

ap, History of the MS-DOS ( Iperating Systems, IBM
http _inventors thout
1

com/ad computersoftware Putting-Microsofi-On The-M

to this article, 1IBM allowed the contract 1o wnite the operating system
Mrs Gary Kildall, wife of the writer of the most successful PC o
nondisclosure agreement with the company

' Dednick, ) and Kraemer K (2006) " The Impacts of IT on Firm and Industry Structure T'he Personal Computer Industry
Culiforma Management Review 47(3), pp. 122-142

* Ibud

& Microsoft,” Abow com,

ap him (accessed Apnl 30, 2013)

According
tor the compar

W's PC o Bill Gates due to the refusal of

perating system by then with 600,000 copies sold. to Sign a

" Wikipedia (February 15.2013) “Marke! Share of | cading PC Vendors”,
hitp en wikjpedia ory wiks \hlh|__‘h.||\-JvIJL'.ni\I;:k"_I’l _vendors (accessed April 30, 2013). v,
Official HP Acquires ( ompaq,” ’'CWorld hup Zww peworlg
Wikipedia (February 2, 2013)
(accessed Apnl 30, 2013)

ance, A, (May 1, 2002) “r's

Leonyarticle 97944 article hunl (accessed Apnl 30, 2013);

Fujnsu Siemens Computers, htip, ‘en wikipedig org wiky | ulitsu_Siemens ¢ omputers
Lemon, S (May 2, 2005) Lenovo Completes Purchase of IBM's PC Uni.” ¢ World,
e - www peworld com article 120670/artcle himl (aceessed April 30, 20) 3)

* King. R (January 13, 2013) "I HP Is Sull Top PC v

endor Worldwide Amid Soft (4 Sales ZDNet,
hip _www sdnet com ' ide hp-is-still-top-

X \vlmlg}!—\\,ul\d\\nl_\‘—,.).lnn

1-‘.n_||h«;|—_.\_.th\ 100000967
‘A smartphone should generally have had an O been

able to download and run some
software that came with the manufactured phone, have had internet aceess have had
(erther physical or software touch screen tormat), and have had an ability to handle
professional e-mal accounts. Cassavoy . | (2013) “What Makes
htp__cellphones about com od smar tphoncbasics a

3 (accessed April 30, 2013)
appheations on top of the built-in
astandard QWERTY keyboard layout
and syne with ¢
a Smartphone Smarg>* about.com
what_is_smart him (aceessed Apnl 30, 2013) The
layout was the most common modern-day key board layout. The name came from the first siy keys
letier row of the kevboard and read from lefl 1o nght Q-W.E-R-T.y Wikipedi,
http “ en wikipedia oty wibt QWERTY (accessed Apnl 30, 201 3)
"eTForecasts (2013 ) “Worldwide PDA & Smartphone Forecast,’
(accessed April 30, 2013)

IS owner's personal or even

QWERTY keyboard
appearing on the top lefi
A (Apnil 23, 2013) “"QWERTY "

I " wwa clmr@c;l%l\njs‘_n,l Products ES_pdas2003 hum
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million units were
Profits than that of
mobile phone m
phone markey 12

s/ : a
’hfppud. The huge sales re enue
a feature phone. his w

of smartphones came with much higher
arket’s profit in the fourt

as reflected by Apple’s iPhone claiming 72% of the
h quarter of 2012 with a 9.2% share of the mobile

&
In 2000, the top three

il rS were Samsung, Apple and Nokia."' Microsoft. after
s‘trugglmg for more than decade to make Ssion 1 g ndusey
formally established g strategic alliance w

an impression in the smartphone industry. had
of changing competitive dynamics.

ith Nokia in 2011." These cf
between mobile device manufac Un m,l.) o crllit'\'-ccnt‘l‘ic EOmpEiog b?t\sccn camer nnd’
R .Iu.luur:. with an emphasis on each brand’s core strength of

e esign and features, there was the additional OS ecos
competition organized around OSgs that controlled
software and services to create tot
ccosystems in 2012

mobile phone acturers ' = .
2012 : F ¢ manufacturers were Nokia Motorola and Ericsson; in
2. the top three smartphone playe ' | |

1anges were the result 8
N J
SR TA

~)

a host of complementary applications, Vﬁ b
al value for smartphone users.
the market leaders were G l l
accounted for around 70% of the market
almost 20%, leaving a small
release of Win § OS
market shares. '

ystem-centric competition. that is, 3

There were only four OS ™~
oogle’s Android-based ecosystem that
and Apple's i0S-based ccosystem that claimed
portion of slightly more than 10% in which Microsoft’s latest
and Research-in-Motion’s BB10 OS were struggling to grow their

s " Besides the usual battlefield of phone features and phone sales, the
competition in the industry also saw head-to-head competition between the iOS and Android
ccosystems for creating better customer lock-in effects, thus claiming market share of
smartphone OSs, and between the former's App Store and the latter’s Google Play in
attracting more app developers™ attention and resources. )

The Industry of Smart Connected Devices

The term “smart connected device” was likely first formally used to describe an industry by
an international research company starting in 2012 when it combined the markets of PCs,
notebooks, tablets and smartphones and reported on them as one.'* The publication of regular
market benchmark data by an internationally respected research company formally marked
the redefinition of the competitive landscapes of the four market segments of the devices.

" The sales volume of smartphones in 2012 was compiled from the following sources Lunden, | (May 12, 2012) “Gartner Q1
2012 Phone Sales Dechined 2%, Dragged Down by Asia-Pacific Samsung Leads Al TechCrunch,
hup _techerunch com 2012 05 16 panner-phone-sales-dec lined-2-percent-m-g1-2012-dragped-down-by -slow-sales-in-asia-

pacilie (accessed Apnl 30, 2013), Lunden, | (August 14, 2012) “Gartner Global Mobile Sales Down 2%, Smartphones Surge

43%. Apple Stalls as Fans Hold Out for New 1Phone,” TechCrunch, htip  techerunch com 2012 08 14 gartner-global-moebile-

silg i

fown-2-smariphones-surge-43-apple-stalls-as-fans-hold-out-for-new -iphone. (accessed Apnl 30, 2013), Lunden, 1
(November 14, 2012) “Gartner Andrond Accounted for 72% ol rtphone Sales in Q3. Overall Sales of Mobile Handsets
Down 3% JechCrunch hup  techorungh com 2002711714 ._:.nllwt-n.ul\\lll);,~\\ulcllvlhrluhl-\»\vl~.|pp|c-m-\ln‘|llphunu\__-l‘n-
gdb-but-overall-sules-ol-mobile-handsets-Jown-3 (accessed April 30, 2013), Gartner, Inc (February 13, 2013) “Gartner Says

Worldwide Mobile Phone Sales Declined 17 Percentin 2012, hitp  www gartner com newsroom id 2335616 (accessed Apnl
30, 2013)

"7 Elmer-DeWitt, P (February 6, 2013) “Apple Took Home 72% of All Handset Profits Last ()uaqcr. " CNN ;\Iu{h'_),
hutp tech fortune ¢nn_com 2013 0206 apple-samsuny-profit-share (accessed r\[\!l‘|‘ 30, 2013), Gartner, Inc (February 13,
:_‘UI 3) “Gartner Says Worldwide Mobile Phone Sales Declined | 7 Percent in 2012,
htip  waww gartner comnesstoom td 2335010 (accessed Apnl 30, 2013)

" IDC (January 24, 2013) “Strong Demand tor Sma

phones and Heated Vendor Competution Characterize the Worldwide
Mobile Phone Market at the End of 2012, IDC Says,” https www 1de com getdoe jspcontainerld pri)S23916413 (accessed
Nf\l“” o ‘eb 11,2011) “Nokia Falls into the Arms of Microsoft,”
- it (February 2 alls P soft,
h:l‘:: l\:‘\‘\':t\“il.\\ll|‘1:|Lu~'|“:\r\\|n M‘ blogs newsbook 2011 02 Illll|!||\.‘_|l..llld\cl-.Hl.lkl.‘J; (accessed AE)rll 30, 2:)]33 ,
1S Koetsier, J (January 28, 2013) “Andrond Captured Almost 70% Global Smartphone Market Share in 2012, Apple Just Ur:del1
20%." VentureBear, hup__venturebeat com 2013 01 28 android-captured-almost-70-global-smartphone-market-share-in-2012-
apple-just-under-20 “1y 8t [smJikydboho 99 (accessed Apnil 30, 2013)

1 Online research idicated that the term “smart connected device” was used by lnlcrnnlllunnl Dal‘a Cor‘mra:oné'l‘!lD'C";) as early
he first quarter of 2012 when it first reported the combined performance of vendors in Ibc Pf_. notebook, tablet an )
s e q arkets by combining the results of its individual tracker reports of these industries of 2011 From 2012, IDC
‘m”"g'l;m; ;‘:li',,: tracker reports of “smart connected devices ™ IDC (March 28, 2012) “Nearly | Billion Smart Connected
r)’:"\\l‘l:\ Stgulppcd in 2011 with Shipments IZXPLTFL‘L?' }?‘5?0U131“ h\ 20 l.j‘,{\ccr;?;nf(]lrjl;DC'
hip waw tde com getdos gsp ‘contamnerld- prUS 23398412 (accessed Apnl 30, 21
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S
§ .
_y < i A o 15 ’Cs and notebooks b
o\ 3 It all started with the substitutions of smartphones and tablets Zor *[’C[fsh af: ide adontion 0);
efe ol 2die > WIdeE ¢
N consumers to obtain information and to get connected to social media. ¢ e 75 o
=X N\ the former two devices led to growth in the market of smart conncclcd}djcgwﬂccs .”‘\ 2 1 bT t0
it illion sma 5 ¢ 28.3 million tablets
:1) 1.2 billion units from 2011 to 2012;" 722.4 million smartphones and
——

were shipped in 2012, up by 46.1% and 78.4% respectively from 201 lv"’ ”’}’J)S (,‘Z](;T]S a{f/thc
expense of PCs and notebooks, which saw a drop in shipment volume (})HJ Yo an J.I. /o to
148.4 million for PCs and 202 million for notebooks for the same pcrloc_l.' Apple, with its
105-supported iPhone and iPad, was credited with this transformation, but it was A{]dlrmd and §
Samsung that benefited most [for information on Apple and Samsung, see Exhibit 1 and
Exhibit 2]. The biggest hit was naturally on traditional PC industry players like Lenovo, HP
and Dell, which, instead of being the top three players, dropped to third, fourth and fifth
position in the new industry landscape.”" Lenovo, striving to keep up with Ihc_)changc,
released its smartphone to the market outside of China for the first time in May 2012.* \&

et $
/7

e

Microsoft and its OS suffered in the process;

company’s platforms in the consumer market dropped from its all-time high of 95% in 2004

0 around 20% in 2012.* Meanwhile. Apple’s iOS and Google’s Android OS claimed over
P0% of the market share of modemn tablets,*

it was reported that the market share of the

he smart connected de
1 the future that would
the time being were

vice industry was at its infancy stage, and a Jot of changes could occur
thwart or boost any players in the industry. For Lenovo, the issues for
still how to claim market share and how to build its brand.

Lenovo

Lenovo was a USS11.6 billjon company with 23,000 employees that w

Kong Stock Exchange in 19942
notebooks.” The

* It

countries. It had “no

Paris and research centres in Yokoha
and Raleigh, North Carolina™ [see Exh
2012]

-—

" Keynote (2012) 2012 Mobile User Survey,
(accessed Apnl 30, 2013)

B b (February 21, 2013y Mobility Reigns

Smartphone Growth According 1o IDC,
2013y

"hup./:

htip

company had operations in over 60 count
... headquarters .

WWW. I:._llm)ll:}llnL(h_L\lL'Ih\Jl; KNeynote-2012

as the Smart Connected Device
WWW.idc com/get

as listed in the Hong
cted devices, mainly PCs and
ries and sold its products in 160
- [but] operations hubs in Beijing, Raleigh ... and
ma, Japan; Beijing, Shanghai and Shenzhen, China;
ibit 3 for a financial summary of Lenovo for 2008-

made smart conne

Mobule-User-Survey pdf

Market Rises 29.1¢

0 2012 Driven by Tablet and
loc Jsp ‘contamer|d-|

IUS23958513 (accessed Apnl 30,

Ibid
"Ibd

" Ibid

2 im Y H (October 24, 2012) enovo Looks 1o New Markets,” Wall Streer Journal,
hip_onhine wsj com’article SB1000142465297 120389740457,

176241324650654 hunl (accessed Apnl 30, 2013)
" Anthony, S (December 13 2012) "Mictosolt's Share of € onsumer Market

as Dropped From 95% 1o 20% in 8 Years,"
Extremedech, hip - www extremetech com computing/143277-migro \lllrjr;h,ll_\__-\_lLI|15—7\7lll\tlmc@hik\;li dropped-fiom-
P3-10:20n-8-y cars (accessed Apnl 30, 2013)
* Eddy, N (Apnl 25, 2013) "Apple, Android Lead W orldwide Tablet Market Strategy Analytics “eWeek,
hitp . www eweek com mobile apple-android-lead worldwide-tablet-market-strat alylics’ (accessed April 30, 2013)
¥ Lenovo's share price was HKS8 64 as of December 31,2012 With outstanding shares of

10,432 82
at the end of 2012

£Om quote (¢

rate of USS1 to 1HKS7 7512 at the end o
billon Quamnet com (2013) “Lenovo (

million and an exchange
should have been 1USS1) 63

cnovoQuote html (accessed

{ the year, the company's market value
moup Limited,” hup waw
Apnil 30, 2013). Bloombery (2013) “Lenovo Group Lid," hup . v bloomberg com quote 993 K (accessed April 30, 2013);
Exchange Rate UK (2013) “US Dollar (USD) 1o Hong Kong Dollar (HKD) Exchange Rate History,
hitp_www exchangerates org uk USD-HIKD. exchange Tate-history him| (accessed Apnil 30, 2013)
W lenovo com fenove hh Létny himl (accessed April 30, 2013)
Slump Smartphones,”

lenovo-profit-nses-34 ru_:-u\ngm:vp‘—\]umprxnuvl phones him| (accessed Apri

lamnet

“Lenovo (2013)

About Lenoveo,” hup

nour_com
Profit Rises 34% on Avoiding PC

Ihid . Bloomberg (January 31, 2013) “Lenovo
hup_ www bleembery com news 2013-01-30
30, 2013)
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Lenovo Disruption of the PC Industry

hcllfii\c» Was originally called Legend when it started manufacturing PCs and was a sales and

)lt[ll lTlI‘lH)H ]CPI-Q\CH[«?H\ ¢ tUl’ |(HL'i_).1H PC l\['illldl\ m lh\.‘ I)R( In 1996. lhl.‘ C()I’]I[)U”y 5|;1\|1Cd Its _<0
I_L price by 30% while introducing its first WinTel-platinum-processor PC to the market, @

first 101" a Chinese domestic PC manufacturer. ™ The strategic decision Wwas backed by
Legend's proximity to and understanding of the rising potential of the Chinese market, and

the ltf\\‘cnsl availability of component parts made available by the transfer of the
"}ilml'tilcluring base of foreign PC brands to China. This move raised the company t0 th

China PC market’s top position, which it continued to maintain.”™ Besides PCs, Legen —

expanded its product range to laptops, workstations, servers, digital entertainment devices,
and, in 2002, mobile phones. "

Slopad prf
S

The Lenovo-IBM Marriage

The company tried going international in 2001 by opening seven overseas offices.” In 2003,
the company changed its English brand name and, in 2004, its company name from Legend to
Lenovo. By 2004, the company’s China market share was down 1o 27% but Lenovo's
overseas offices accounted for only less than 3% of its revenue.” [nstead of organic growth, E
the company decided to use mergers and acquisitions for global expansion.” In December
2004, Lenovo bought IBM’s PC business with US$1.25 billion;™ the new company had Q{[
combined revenue of around USS$12 billion and a production volume of 11.9 million units.*
Lenovo believed it could turn an annual US$200 million deficit business into a profitable one. ‘,-.ié,
It also recognized the risks involved: the chutn of customers, the churn of IBM employees, \ ¢ |
and business and cultural integration risks.?Despite successfully mitigating these risks, the

S

new company faced falling market shares in United States in the midst of market grOWIh,sx

: . _ . : 22
a struggling share price and a 2008 deficit performancey* In 2009, Yang Yuanging, the =

. ~ -~ o . PR o
company’'s former CEQO before the IBM takeover, reassuntéd the position. He implemented a K& (
“proteet-and attack™ strategy, which meant “reinforcing [Lenovo’s] business in established

markets while going after potential new markets.” ¥ Lenovo showed year-on-year (g

¥ Ly, Q (2000) China's Leap into the Information Age: Innovation and Organization in the Computer Industry, Oxford
University Press: Oxford

¥, C 7 (2007) “Lenovo: An Example of Globalization of Chinese Enterprises,” Journal of International Business Studies,
38 (4), pp 573-577.

3 Bell. § (2008) International Brand Management of Chinese Companies, Case Studies on the Chinese Houschold Appliances
_and Consumer Electrontes Industry Entering US and Western European Markets, Physica-Verlag: Heidelberg
i Ying. F (2006) “The Globalisation of Clunese Brands.” Market Intelligence & Planmng, 24 (4), pp 365-379.

2 Ibid According to Lenova’s website, the word “Lenovo™ was formed by taking the “Le” from “Legend” and combining it with
the Latin word “novo,” which meant “new.” Lenovo (2013) “Shares [nformation,”
htip_www lenove com ww lenovo shares_nfo_huml (accessed April 30, 2013)

" Ying, F (2006) “The Globalisauion of Chinese Brands,” Market Intelligence & Planming, 24 (4), pp. 365-379

“ L. C Z (2007) “Lenovo An Example of Globalization of Chinese Enterprises,” Journal of International Busmess Studies,

38 (4), pp 573-577

33 Ying, F (2006) “The Globalisation of Chinese Brands.” Marker Intelligence & Planning, 24 (4), pp 365-379. In a presentation
made 1n 2007, Liu disclosed that the final price of the acquisition was only concluded after a year-long negotiation. The final
arrangement introduced four new sharcholders 1o Lenovo IBM, holding 13.4% of the shares, and three private institutional
investors, including Texas Pacific Group, General Atlantic LLC, and Newbndge Capital LLC. In return for a 10.2% stake in
Lenovo, these institutional investors brought not only US$350 million in capital to Lenovo, but also crucial expertise and
networks 1n M&A to the company's board Liu, C. 7 (2007) “Lenovo: An Example of Globalization of Chinese Enterprises,”
Journal of International Business Studies, 38 (4), pp. 573-577

3 Zhang, 11.(2012) “The Financial Globalization of Lenovo,” INSEAD,
hitp www insead_edu facultyresearch fuculty/documents’ 67 pdl (accessed April 30, 2013)

T . C Z.(2007) “Lenovo An Example of Globalization of Chinese Enterprises,” Jowrnal of International Business Studies,
38 (4), pp. 573-577, Zhou, S.. Ren. B and L1, S (2010) “Lenovo,” in I Alon and W. X. Zhang (eds.) A Guide to the Top 100
Companies in China, World Scientific Publishing: Hackensack, N.J

L Ng, A W Chatzkel ). Lau. K F.and Macbeth, D. (2012) “Dynamics of Chinese Emerging Multinationals in Cross-border
Mergers and Acquisiions,” Journal of Intetlectual Caputal, 13 (3), pp. 416-438: Bell, S. (2008) /nternanional Brand
Manugement of Chinese Companies, € ‘ase Studres on the Chinese Household Appliances and Consumer Electromes Indusiry
Fntering US and Western European Markeis, Physica-Verlag: Heidelberg; Lenovo (2009) “2008/09 Annual Report,”
hitp . www lenoyo com ww lenovo pdi’report E_099220090626a pdf (accessed April 30, 2013)

¥ enovo (August 17, 2012) “Lenovo Reports First Quarter 2012/13 Results,” hup.//www. lenovo com/ww/lenovo/pdf/Lenovo-
press-release-Q1- Apt-Jun-201 2-eng-final pdf (accessed April 30, 2013)
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improvements: the company’s turnover almost douhlc(_i to US$29.6 bllhOlj anld(pr;)(f)'l]t hi{)o{g
taxes increased by more than four times to US$582 million for the financial year 2 2012
from a USS 188 million loss in 2008-2009.% In 2012, its PC shipments fumasscd those of Dell,
and L.enovo was competing with HP head-to-head to become the world’s largest PC vendor.

From PC to Four-Screen
K Despite the fact that the global market size for PCs and notebooks had been flat for a couple
\
\

of vears before it went south in 2012, 90% of Lenovo’s revenue was from PC and notebook

been significant ** In January 2011, the company formed the{Mobile Internet and Digital
TT6me Business Group

o - sereen” strateRy. which included smart connected desktops, laptops (including labletf‘f)ﬂ
b, )1 smartphones and televisions. In 2012, after becoming the second largest smartphone vendor in
< 3 China behind Samsung, the company launched its smartphone in other emerging markets:
irb'*{'.\ India. Indonesia, the Philippines, Russia and Vietnam.* The same year also saw Lenovo

s rolling out its-smart television to the China market.* These efforts grew the non-PC/notebook

\@*__.vamné of the company by almost 130%, though it still accounted for only 10% of Lenovo’s
revenue for its latest fiscal year of 2011-2012.%

}‘\5 ‘S Despite not carrying a strong brand, the company received recognition and positive reviews

"i for its innovation, product design and product functionality. To illustrate, the company
L <2 received 25 and 44 awards in the 2012 and 2013 Consumer Electronics Show, respectively.*’
3

The "Protect and Attack" Strategy

Lenovo’s “protect and attack™ strategy referred to protecting its strengths, the Chinese market

and the large enterprise business, and attacking areas where the company saw opportunities.*
Over the years, this strategy had not changed: the focus of “protect” was still China and the
relational business of corporate clients’ bulk orders of preconfigured PCs, but new elements
were introduced to the “attack™ space. For instance. after the MIDH business unit was set up
in January 2011, Lenovo added MIDH as an “attack™ area in its 2011-2012 plan, spelling out
clearly that the aim of attack for the year was to “grow ... MIDH presence globally ... [and to
drive] convergence™; in its 2012-2013 plan, the objectives were to “grow tablet and
smartphone in China and launch SmartTV [and to] expand cloud offerings worldwide.™ The

build anect-5ygm__

Uy ang. Y Q (May 23,2012) “2011-12 Annual Results Presentation,” Lenovo,
hip www fenovo com ww Ienovo pdf Lenovo_Q4_FY 12_PPT_Eng FINAL v I_Combined.pdf (accessed April 30, 2013),
" Wikipedia (February 15, 2013) “Market Share of Leading PC Vendors,”
http. en wikipedia ore wiki Market_share_of_Jeading_’C_vendors (accessed Apnl 30, 2013), Lenovo (2012) “2011-12
Annual Report.” http_ www lenovo com ww lenovo pdl teport k0992201205314 pdf (accessed April 30, 2013)
Y enovo (August 19, 2010) “Lenovo Reports First Quarter 2010711 Results,”
le_displuy cfm’article 1d 1364 (accessed April 30, 2013)
" | enovo (January 18, 2011) ‘Lenovo Creates New Mobile Internet Business Group to Focus on Tablets, Smartphones and
Smart TVs,” hup news lenovo com aiticle_display ¢fm "article 1d 1410 (accessed Aprl 30, 2013)
M Kim. Y H (October 24, 2012) "1 enovo Looks to New Markets,” Wall Street Journal,
hitp. onhine ws) com article SBIO00T42405297020389740457807624 1324630654 html (accessed April 30, 2013)
" Lenovo (May 8, 2012) “] enovo Launches Innovative Smart TV Across China,’
hup. news lenovo com article_display. efm’article_id 388 (accessed April 30, 2013),
* Lenovo (2012)2011-12 Annual Report,” hip “www lenovo.com ww lenove/pdf reportE_099220120531d pdf (accessed
April 30, 2013)
" Ibid . Lenovo (February 8. 2013) “Lenovo Product Reviews CES 2013 Awards,"”
hip www partnennfo fenoyvo com partners us resources'downloads ey iews /| enovo-Product-Reviews-CES-201 3-Awards. pdf
{accessed Apnl 30, 2013)
BKaul, A (2012) “*Domg’ the Act Lenovo and Corporate Reputation,” Emerald Emerging Markets Case Studies, 2
16
“'Yang, Y Q (May 27.2010) “2009-10 Full Year Results Presentation,” Lenovo,

htp  wwaw lenove com ww Tenovo pdf Lenovo®e202000-10%.2004°%,20R esults®e20FINAL 520EN pdf (accessed April 30,

hap news fenoyve com artig

(8). pp. 1-
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S S and attac ‘!: / i - 3 ' e
'ld\‘ﬂ"‘.allp_‘i, k S‘ral(‘ ’) hlnged on [he CcO \p( n} s m } :

k Strong China Position

i'n.ng \ffgs an.lm_ponunt PC market. and in 2011 the country accounted for 2% of the global
11‘1‘4: lzf-}lnn::sl:n\':!rklin‘ovo was of Chinese heritage; as discussed, i.ts rise to the lop position 01:

S Jils in the 19905 was enabled by its understanding of and proximity 10 the
market. With the rapid growth in market size and the Chinese government’s computer subsidy
p_mgrums, Lenovo was well-positioned to benefit from such exogenous favorable factors.”
The “protect and attack” strategy refocused the company’s attention on its heritage base and
gave the company an almost instant boost in its performance for the financial year 2009-2010.
[hat year saw the company’s China performance outperform that of the market, achieving @
57% growth rate versus the market’s 47%. Lenovo commanded around 30% of the China {
market. which had contributed on average 43% of the company’s revenue and 134% of\)
operating profit since 2007.* The company systematically increased its penetration in tier 1-3QY
cities: after achieving high penetration rates in those cities, it then extended that to tier 4-6
cities. which offered the company ample room for growth as PC penetration in rural China
as still low.™

-~

Manufacturing Capability at Low Cost

“Hina not only offered a low overhead cost base for the company, the country’s “global
_fdctory” position meant that the company was collocated to most of its component parts,
allowing for efficient and low-cost inventory and supply-chain management. Believing that
the manufacturing base was one of its fundamentals, and contrary to general industry practice,
Lenovo kept 50% of its manufacturing base in-house with six facilities in the PRC and others
in Brazil, Japan and the United States.*® The manufacturing facilities allowed Lenovo to
remain unaffected during the flooding of Thailand in 2011, which thwarted the country’s
hard-drive manufacturing upon which most brands depended. By controlling its own
E manufacturing base, the company shifted production towards those models with hard drives
¥ available.® But the most important benefit of owning a low-cost manufacturing base was
P

. Ginhovs ¢

iterated by Yang] “You must know how to keep up with the pace innovation], control

inventory, to matchi supply with demand and handle very fast turnover.”™

2013).p 7. Yang, Y Q (May 23.2012) "2011-12 Annual Results Presentation,” Lenovo,
hup_ www lenovo com ‘ww lenovo pdl/Lenovo (4 _FYI12_PPT_Eng FINAL vl _Combined.pdf (accessed Apnl 30, 2013),p
9

“ wu. T and Wu, | (September 4, 2012) “Lenovo Group Ltd " Credit Suisse, hitps //doc rescarch-and-
analytics ¢sfb com doc View?sourceld :Lu&,g‘ﬂuggnl_ldiyw‘)lﬂ&x}ll:llul -A%2FReq o2k n w2t 807Z0fChUBXgq%e2koBY
HAYPsRDI IvelloizLmY w3l (acce ed April 30, 2013)

5 Lemon, S and Fletcher, O (March §, 2009) “China Offers Computer Subsidy for Farmers,” PCWorld,
hitp  www e world ¢ V_ln".glrlu\grl’V_‘_!_li”,.}[ll\]l‘lllrnll (accessed April 30, 2013)

“yang. Y Q (May 27, 2010) *2009-10 Full Year Results Presentation,” L.enovo,
hitp  www lenove comiwm lenovo pdl/l enovo®e202009-10° ..2()(3-1“-.:lll(g_mllyg".-3('!LNAI_ ?p:gLNﬁ]’_ﬂJ[(l\CCL‘SSCd April 30,
2013)

U wu, T and Wu, | (September 4, 2012) “Lenovo Group Lid " Credit Suisse, htips ( do¢ research-and-
anahy tics estb com docYiew sourgerd emd&document_id 468928 &senahd -A%21 Reg®o2l nto218OZofChUBXqq®” a2loBY
HAyPsRbI3veHm7] mVw? o3 (accessed Apnil 30, 2013)

W, T (August 17 2012) “Lenovo Group ld " Credit Swisse, hups dog research-and-

analytigs esthcom docView language [ NG&source ulp&format _'I'l_ll,&«igy}uugp}-gillSSSIlil&wnahd xhbn®2Bzirk47
OaUphWI%uy WNSCay

gonSChet W 707hgliA” 3D (accessed Apnil 30,2013)
$Tuo. Y N (July 23,201 2) I enovo Keeps Manufactuning In-tHouse,” China Daily,
it www shinadaily com e bichina 5012-07 23 content_1 5607801 him (accessed April 30, 2013); Wikipedia (2013)
eLenovo,” www en wihipediiers wiki lenovo (accessed March 12,2013)
s ware July 10, 2012) “Lenovo Secks to Build Its Brand.”
futp. wiww wargon Lutestbess News Lenovo_secks_to_build its_brand news?ID 30086 (accessed April 30, 2013)
57 Ly, Q. (2000) Chinat s Leap o the Information Age: Innovation and Organization in the Computer Industry, Oxford
University Press Oxford, p 96
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i he overall logistics
‘ K i.unow implemented a vendor-managed inventory model and reduced t g (%

o B ) / eriod from 7-10
Operation time frgm 30-100 hours to 3-5 hours and its inventory turnover peric _L} :

. i . ' N-
days to 0.5 days."\ This, coupled with the economy of scale achieved by the CnriC(thl)oi]i]tlij:n
vniumc sales, i Iplied a capability of customization of scale. That was wh?/ mardfovi 5 il V)
was important 1o Lenovo, for a top market position meant volume, and volume = \f
unit cost, shared the overhead cost and enabled customization at low cost. \_\

"
“\Strong Distribution Network
|

1)/\ Fhe China market presented PC manufacturers with mature markets (the cities) and_ emerging |
markets (the rural regions). Lenovo addressed this with two different sets of distribution
models, that is, “e-City malls, retail stores and local dealers™ for the cities® mature rjna‘r‘kcts
and a “go-to-market sl}mcgy that [involved] educating the consumer on PC lechnollogles for
& the rural regions.® This approach successfully created demand for PCs in rural Ch_lna. which

- was the driver for the year-on-year growth of the company’s PC sales volume despite the fact

N

(=

that the China market was experiencing decline.*

l The company adopted an indirect channel model for emerging markets such as the UAE by
appointing distributors, and treated them as “an extension of the organisation.™" The overall
objective was to improve the company’s retail coverage for transactional sales targeted to

_1 serve consumers and small and medium business customers. For the European and Japanese

markets, Lenovo made acquisitions to build its distribution networks. In 20] I, Lenovo
acquired Germany’s Medion AG and forme

‘N acquisitions also boosted Lenovo’s market shar
\

Lo, FY 3

d a joint venture with Japan’s NEC. The
e in Germany to 14% and in Japan to 25% %

For the US market, where it trajled behind HP

and Dell, the company partnered with key loca]

retailers o boost its retajl presence from the minimum to about 4,000 points of presence.” [t

@ also penetrated distributors’ networks by offering the distributors’ dealers *“60 days interest

U free inventory financing.”* The attack strategy was delivering results; the company’s market
D share in the United States had been below

5% since its IBM acquisition, but in 2011 it had
grown beyond 7%

"Ahrens, N and Zhou, Y (January 2013) "China’s Competitiveness Myth, Reality, and Lessons for the United States and Japan;
Case Study Lenovo,” Center for Strategic & International Studics,
hup esis org/files publication’| 30129 _cc
“Wu T and Wy, | (September 4, 2012)
analyties esth com/doc View?
HAYPSRb3v et o1zl mVw
“bid According 1o the

mpetitiveness_| ehova_casestudy_Web_0 pdf (accessed April 30, 2013)

-enovo Group Lid " Credit Suisse, hutps /“doe 1 carch-and-

sourcerd _emd: dnumlgmvm 7\-)(»{492,.3(\'5-‘|1;:|_ul

o31) (accessed Apnl 30, 2013), p 1

article, the PC market in China n the

' Lenovo (October 1 2009) “Lenovo Unifies C
th" Wy |\’H(‘\ ocommews/uk n

22 0ZoIChUBXqq%2FoB Y
second quarter of 2012 dropped by 5 4%
y and Launches New Channel Partners,”

2009/10/channel himl (accessed April 30, 2013): Seymour, A (J
Goes for Local Distribution with Metra" 117 net, hup /i WWIIp 0et/579120-lenovo-

metar UTTZCKOWHY (accessed April 30,2013), RWMI: Contributor (July 16,
Emerging Markets,” Reseller A liddle East, hup //w ww resellenne com 'speak-out
markets (accessed Apnl 30, 2013)

“ Hille, K and Kwong, R (June 1, 2011y
hup waww i comantlicms’s 2/73fcf1¢e-8

~A%2FReq?

hannel Strateg,

anuary 28, 2010) “Lenovo
soes-for-local-distribution-with-

2012) “Building Effectve Channels in
building-effective-chunn cls-in-¢

enovo Buys Medion to Bolster Lurope Profile,” Fmancial Times,

3:-11¢0-h1c8-00144feabavy himl#axzz2MYd9MXR| (accessed April 30, 2013);
Alabaster, ). (September 4, 2012) “NEC Sells Shares in Lenovo, Japan PC Joint Venture Unaffected,” /¢ ‘World,
huyy Www peworld comarticle 261890 mec_sells_shares 1n lei

} _sells_s 1OV0_Japan_pe_joint_venture_unaffected html (accessed April
30, 2013); Toto, S (July 4. 201 1) “Lenovo and NIEC Launch PC Joim Venture in Japan,” Tech( ‘runch,
http  techerunch com/201 107,04 lenovo-and-n

cc-launch-pe -Joint-venture- in-japan (accessed April 30, 2013),
" Wang, J. (January 20 2012) “Lenovo Eye

s on US Expansion,” Ching Daily, hitp/ usa chinadail com.cn/epaper/2012-
0120 content_14482650 him (accessed April 30, 2013)

" Lenovo (June 2011) “Partner Credit Program,”
hip ©waww 1\.v|_l_llgll_ljn)Jyl@\Lu_\ll!_lej[M.\' us/resourc

es/downloads/financing Pariner Credit_Program_Introduction pd f
(accessed Apnil 30, 2013) _—\—\m

“ Wang, J. (January 20, 2012) “Lenovo Eye,

s on US Expansion,” China Daily, hup //usa chinadail Lom en/epaper/2012-
01 20-conten_144826050 hm (accessed Apnil 30, 2013)
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(,A%) An Understanding of Emerging Markets %

Yang desc
ang described his “attack” strates , :
he took up the CE( tack” strategy in emerging economies (“EE”) almost immediately af_lcr
) role again: the company would focus on driving for market share with
s business 1N

EE had evoly . -
. ad evolved ) . ;
v from mvesting to gain shares to moving to pr()[|[;1b|||(),“
gaining

lower-end i
il roduct lines in “ , :

P nes in EE.“ Over the years, the objectives of the company
7 A 10% market

tractio . ia mark ) ] =

§ n ‘th India market share was 13%, while that for Russia was 9.6% as reporte
NPz < latect - ; " “ " . .

pany’s latest annual report.”* EE were known for their unfriendly business environments,

and : i —— LR | ,
F 1 long-term approach was necessary for any company o build presence and establish
Even its channel partncrs
reasons for it becoming “the

share was the . : )
‘ 15 the threshold for turning a profit in any EE, and the strategy seemed to be 2
d in the '§
z

capability before profitability could be put on the table
n’d.nm\ lcdggd the company's understanding of EE as one of the
No. | brand in these markets.”™

(&
\ <: Deployment of Strategic Acquisitions

- Al the beginning of 2010, Yang said that Lenovo was
in China’s mobile Internet sector, the global consumer
regions.”™ Ever since he came on board again as CEO, Yang had

“looking for acquisition opportunities
computer market and developing
added to Lenovo’s asset

o paying US$200 million in 2009 to buy back its

s\ |, portfolio by:
3 mobile division, which formed the
/é foundation of the company’s establishment of the MIDH business unit”'
J 2 e establishing a joint venture with NEC in Japan in 2011, which boosted the company’s
v market share position in Japan to number one™
("\c} e acquiring in 2011 majority shares of Germany’s Medion to boost its distribution network
Y ) and market share position to 14%”
<< e acquiring in 2012 Brazil’s CCE, a move to complement Lenovo’s US$30 million
( % investment in manufacturing facilities in the country in preparation for the country’s
expected economic boom due to the hosting of the World Cup and the Summer Olympics

! in 2014 and 2016 respectively™
making its first software company ac

quisition, also in 2012—Stoneware of the United
States—that would boost the company’s cloud computing capability”

7 Computerworld,

2.2009) “Lenovo Details Low-Price Emerging Market Strategy
wing market_strategy (accessed April 30,

6
Fletcher, O (Apnl
9/_enovo_details_low _price_emer

hupwww compute
2013)

“ Yang, Y. Q (May 27,2010) 2009-10 Full Year Results Presentation.” Lenovo,

df/Lenovo?s202009-10° ,2004%520R esults®a20FINAL220EN pdf (accessed April 30,

world com/s/article/91 3096

htip /www e novo com/ww lepovo/p

2013), Yang, Y Q (May 23, 2012) “2011-12 Annual Results Presentation, ' Lenovo,

hup ww le » com ww/lenove/pdLenovo ! )4 Y12 PPT_Eng FINAL vl Combined pdl (accessed April 30, 2013)
" Hong Kong ¢ Company News (July 27,2012) “Lenovo's Emerging Market Is Not Profitable Will Be the Scale-Driven

Profit,” http _w rft comy lenovos-emer -nmlkul-xs-nuhprol}uh!«:»\\|Il-hc»mc-»calc—dri\cn- srofit (accessed April 30,

2.2013) “From Guard Shack to Global Grant,”
Jbusiness/21509398-how-did-lenovo become-w ngd_:_-j\wsbmmpﬂcr-cnmpun\-gn:\rd-
shach-global-grant (acc essed April 30, 2013); Lenovo (2012) “2011-12 Annual Report,”
} ww/lenovo/pdiirepe 11_099220120531d pdf (accessed April 30, 2013)
“ RWMI: Contributor (July 16, 2012) "Building Affective Channels in Emerging Markets,” Reseller Middle Last,
hitpswww resellerme coml speak-outbutlding: cffective-cl els-m-emerging-markets (accessed April 30, 2013)
™ Back. A (March 15, 2010) “Lenovo Hunts for Acquisition,” Waill Street Journal,
SB 10001 42405274870362530457511671 3062165260 hunl (accessed April 30, 2013).
Mobile Handset Business,”
handset himl (aceessed April 30, 2013)

2013}, The Fconomist (January |

hitp //www ¢eonommi s com hh/new

hitpSwwsw lenovo com

hitp ‘onling ws) com articl
1 | enovo (Navember 29, 2009) “lenovo Lo Acquire
hitp, Mww lenovo con news us’en 20091 1 'mobile-h
4 2011 “NEC, Lenovo Finalize Joint Venture and Launch Japan's #1 PC Company,”
9705_ne¢ -Icumwhn.‘til/c-ngl»\cnlulcv:md-I.;m|w|lvj-.np.ul:s—_l;mﬂ)n‘]pun}iﬂul n8naOwrlV

7 Dubib com (July
hnp b dJubib com news

(accessed Apnl 30, 2013)
™ Chua, T (August 3, 2011) ‘Lenovo Acquires 51% ol Medion Stake," Hong Kong Business,

B !mn_’lunxa;[-‘,!_\llws':b_|L‘;Ll!'J,L'L'S!lllu!ML"}.‘;”E‘_“_ELU&‘.}Q'JL!J!!LIL',\.‘.'-‘ |-medion-stake (accessed April 30, 2013).
¢ [Lenovo (September 5 2012) Lenovo Acquires CCE to Build PC+ Leader in Braznil,”
hitp / news lenovo com article_display ¢tm article_id 1628 (accessed April 30, 2013)

Acquires Stoneware 10 Expand Secure Cloud Computing,”

% | enovo (September 18, 2012) “L.enovo
hitp: /news lenoyo.com article_display.ctin narticle_id=1631 (accessed April 30,2013)
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/ /é }trong Leadership F

C [ ts and investment op
company abreast of technological developmen : nities I
ure with EMC to improve the company's capability In providing

« forming a joint vent : P s,
network-attached storage solutions to small and medium-sized busin ; )

- , yA

T <cemed that Lenovo would not stop using acquisition as a tool to bqost its grc];wth Ité\(;;s
reported that Lenovo was considering ac uisition of IBM’s server business and buying 5U%

of Sharp, the Japanese TV manufacturer.™

: : i Vertex, to keep the
investing ? . -oriented venture capital fund y M ~
e investing in Israel’s technology portunities in Israel™
v

No one would dispute the fact that Lenovo’s rebound owed much to its leadgrshlp, Liu
Chuanzhi, the highly respected founder of Lenovo, played an anchor role in ensurmg-lhal the
company made the right call every time a strategic decision was made. Among Yang's many
swift acts after retaking the CEO position in 2009 was his decision to streamline the senior
leadership team from a couple of dozen people to only nine, which sped up the company’s
decision cycle.” The company’s leaders resided in different operation hubs and met once
every one to two months for a few days in different key markets to review the business; the
results were focused, aligned, but swift actions taken to boost performance in the key markets
[see Exhibit 4 for more about Lenovo’s management team].” Yang also lured top-notch
veterans to strengthen areas requiring an extra boost. In 2010, he hired the reportedly “only
executive [in the industry] that [had] executed a program that matched if not exceeded
Apple’s best” as the company’s new chief marketing officer.*' In 2011, he engaged an ex-
Acer CEO, who had helped build Acer’s business in Europe, to head up Lenovo’s Europe,
Middle East and Africa business. After assuming the chairman role again in 2011, Yang
moved to elevate the profile and the strategic and networking capabilities of the company’s
board by appointing in 2011 retired Sony chairman and chief executive Nobuyuki Idei as an
independent non-executive director and in 2013 Yahoo's co-founder and former CEO Jerry

Yang as a “board observer.”™

The Weakest Link

A Brand That Trailed Behind

Despite the fact that the company was the largest supplier of PCs in the world, Lenovo was _§‘
“still a relatively unknown brand in most corners of the globe.”™ It was estimated that the N
company had spent over USS$1.3 billion in marketing and promotion activities for the fiscal INAR)
years of 2009-2012, but the Lenovo brand remained a mediocre one on the global stage [see -
Exhibit 5 for an estimation of marketing and promotion spending of Lenovo in 2009-2012].

* Lenovo (February 27, 2012) “Lenovo Invests in Vertex Venture Capital to Further Expand in Israel,”
htip. ' news [enovo com/article_display ¢ le_1d 1567 (accessed Apnl 30, 2013)

" Lenovo (January 3, 2013) “Lenovo and G te LenovoEMC JV to Bring Network Attached Storage to SMBs and
Distributed Enterprise Sites,” http//news.lenovo.com/arncle_display efm’article 1d=1652 (accessed April 30, 2013)

™ Davis. J (April 26, 2013) “Lenovo in Talks to Buy IBM’s x86 Server Business,” MSPmentor, hitp imspmentor net/managed-
services lenovo-talks-buy-1bms-a86-server-business (accessed April 30, 2013) enhauer, J. (January 18, 2013) “Can Lenovo
Get Sharp?”" CNET, http Jasia cnet.com /¢ -lenovo-pet-sharp-02220188 htm (accessed April 30, 2013).

22,2012) “Protect and Aftack, Lenovo's New Strategy,” /-ast Company,

™ Salter, C. (November 22, 2
hitp . www fastcompany com/1793529 protect-and-attach-lenovos-new-strategy (accessed April 30, 2013)

KO,
Ibid
81 Enderie. R (March 24, 2010) “Could David Roman Enable Lenovo to Rival Apple”” Datamation,

hitp www datamation com/‘columng/article. php 387262 1/Could-David-Roman-Enable-Lenovo-to-Rival-Apple hum (accessed

April 30,2013)

82 perez. B. (February 25, 2013) “Lenovo Makes Key Hires for Growth,” South China Morning Posi,
hitp www scinp com business'companies/article/ 1 157838/lenovo-makes-hey-hires-growth (accessed April 30, 2013)

83 Bulik, B. S. (January 9, 2012) “What Do You Do When Your Business Outpaces Your Brand? Lenovo May Soon Have the
Answer,” Ad Age, hup adage com article’cmo-interviews/lenovo-increasing-brand-awareness 231929/ (accessed Apnl 30,

2013)
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S

While itg Competitors in the

. New pars N
.l_nd ninth best brands in 2012 by lD radigm, Apple and Samsung, were ranked as the second b
list. To add insult 1o mjt}\ "l[S' . '"C&l”'?"‘f- Lenovo continued to be absent from the top 100
. N X Y, rand ranking in China dr " secutiv oars \))
from 2010°s |21, 0 2011°s 13th and to ’()]»%.\mlgtl}mm o iyt cnse ey,
VAV Sth,

Increased s marketing and

— despite the fact that the company had 3
USS248 million 1 o 1on spending by U

S$156 million in 2011 and further by

The Importance of a Global Brand 5
Yang regarde
dardce - ac . Vo B
Sa“,"; Pl%cu di:d\gl“bvﬂl brand as lhkj key driver in improving the company’s profitability; he
Ssometimes th: d“:ﬂ;mgu in Lenovo’s products arising from the lack of a good brand, saying zﬁbj
: S the crence 1s as much as $50 per machine ™ A < . . : P,
complete the comp per machine ™ A strong brand was required to

report, ¢ ally reflected by the 35 mentions of “brand” in Lenovo’s latest annual
port, compared with the 19 mentions of the MIDH business unit, the unit that was

l 4 o~ n o / 3 1 1 i
nstrumental to Lenovo’s growth in the smart connected device industry.* Lenovo had
reported some progress on

“According to a third party

global names }\m'\' s portfolio of sustainable advantages for competing head to head with Q{_
global names, such as Apple and Samsung, in the domain of smart connected devices. Its
Importance was liter 1

its brand-building investment in its latest annual report:
measurements [sic], Lenovo’s consumer brand consideration has Q
grown 86% year-on-year across its key markets (including U.S., India, Russia, Japan and
Germany) where Lenovo increased investment to enhance its brand presence.”™

The Splitting of Brands E'/‘>

Entering ZO'IS. Yang announced a reorganization that saw the splitting of Lenovo into the ;5

L?novo business group and the Think business group, which effectively meant the separation

of the Lenovo brand and the Think brand into two separate family brands, instead of the latter

being a sub-brand of the former. ®* The restructuring  represented the company’s i >

acknowledgement that the Lenovo brand lacked the heritage and profile to be positioned at ‘i

the high end; the Think brand was the best brand asset that stood a chance to compete against =

L&

- i

Apple. The repositioning exercise meant the company would be using the Lenovo brand for
the mass and lower-end segment,

The PC+ Era: How Well Will It Fare?

The Group is fully commitied to the PC industry.... The Group will continue
its successful "Protect and Attack” strategy ... while also expanding its
business across the four screens.

- 2011-2012 Annual Report, the Lenovo Group™

o Interbrand (December 17, 2012) “Interbrand Launches Best China Brands Report 2012,
hup www interbrand com/en knowledpe blog post’2012-12-17/Interbrand-Launches-Best-China-Brands-2012 aspx (accessed
Apnl 30, 2013), Interbrand (Scptember 15, 2012) “Interbrand Releases 2011 Best China Brands Report,”

hup www interbrand com Libranes Press_Release Interbrand_201 1 BestChinalirands_Piess_ Release 1:N0914 stlb ashx

(accessed Apnil 30, 2013): Interbrand (2011) “Best-in-Class to World Class Best China Brands 2011.”
hup - www interbrand com en Interbrand-oftices/Interbrand- Shangha) BestChinaBrands201 1 aspx (accessed April 30, 2013)
RS Wang, J. (January 20, 2012)° Lenovo Eves on US Expansion,” China Daily, ntp/usa chinadaily com cn/epaper 2012-
01720 ontent_ 4482650 htm (accessed April 30, 2013)
%1 enovo (2012) “2011-12 Annual Report,” hup //www lenovo.com/ww/lenovo/pdf/reportl:_099220120531d pdf (accessed
Apnl 30, 2013)
M lbid
8 au Y Q (January 7, 2013) “Lenovo to Sphitinto Two Biz Groups,” ZDNet, http://www zdnet.com’/cn/lenovo-to-split-into-
two-hiz-groups-7000009431 (accessed April 30, 2013)
bl )
9| enovo (2012) “2011-12 Annual Repont,” hitp./www.lenovo.com/ww/lenovo/pdf/report/E_099220120531d pdf (accessed
Apnil 30,2013), p 29

1

I'his case is for use in the HSBC Business Case Competitions only.
ds D IV e




WS00 Lenovo Disruption of the PC Industry

I its most recent annual reports, Lenovo spelled out clearly that it was entering into the PC+
era. The fact that $0% of its business came from the PC market explained why the company,
when tacmg s sharcholders, had to dow nplay the importance of the changing paradigm :’H.Id
10 reassert its commitment to and the significance of the PC industry. But in terms of its
strategie and operational focus., the company had started preparing for this shift after Yang
retook the CEO seat in 2009, the year when he repurchased the Lenovo mobile division by
Pay ing USS200 million, twice what it sold for in 2008."' The setting up of the MIDH business
group in early 2011 indicated that Lenovo was ready to report and benchmark its mobile .

performance. From this angle, the extension of Lenovo's battlefields to the smart connected
device industry was formalized

=Ts3 g

But the likely shift from PCs to laptops and tablets upon PC replacement was a hard fact that

£\
. and its smartphone capability in comparison to Samsung and | _\J
Apple was yet to be proven. So how well would the company fare in the redefined landscape? QQ

the company was managing

St

The company's commitment to the PC industry meant that it would build on its existing
compennive advantages and it would continually adopt the “protect and attack™ approach in

the face of the fast-changing market paradigm. To brush up iTs capabITity and To recalibrate its j/_h
product focus, the company had announced in 2012 the im estment of USS800 million to* ~<"_
build a dedicated facility for mobile internet devices in Wuhan, China.® Building its own ©—
manufacturing capability meant that the company needed high volume to drive down the cost. ’j
so the old formula of the “protect and attack™ strategy applied—a strong position in China had .

o be maintained. But the game was a lot more complicated; unlike with PCs, Lenovo h.’ld\.LKE
never claimed the holy grail of being the top smartphone vendor in China. Apart from top- S
notch international players, there were also strong domestic competitors, such as Huawei,

which made the headline of becoming the world's number-three smartphone vendor in the

fourth quarter of 2012.% Would Lenovo be able to pull off more magic after its PC
achievements?

There were reports that the company was eyeing major mobile players, such as Nokia (which &
Lenovo denied) and ckberry owner Research In Motion ("RIM™), to further boost its

mobile capability {TAnd the company admitted that it was in talks with IBM and Sharp toy
acquire the former's server business and 50% of the latter, “\But the company had been
frequently adding assets across the globe to its balance she

with another major acquisition like the one rumored w ithout g

Je

And the company s investment in building a global brand had so far vieldeddne
Would the cg v~fnally break through the barriers faced by Chines

the list of giShal top 100 brands?
in the new competitive

: 2)

= Tes-and make
‘ould the “protect and attack™ strategy still work its magic

*! Wikipedia (February 28, 2013) 1 enovo,” hitp_en wikipedia org wiki Lenovo (accessed Apnl 30, 2013)
* Lenovo (May 7. 2012)* Lenovo Establishes Industnal Base in Wuhan *
1 (accessed Apnl 30, 2013)
IDC (January 24, 2013) “Strong Demand for Smartphones and Heated Vendor Competinon Charactenze the Worldwide
Mobile Phone Market at the End of 2012, IDC Says.” hups  www ide com getdoe gspcontainer Id" prlUS2391641 3 (accessed
Apnl 30, 2013
M Reisinger, D (August 1, 2012) "Buy Nokia? Surely You Jest, Lenovo Exec Says,” CNET, hip _news cnet com 8
IR-04 buy -pokia 30 t-lenovo-exec-savs (accessed Apnl 30, 2013); Shu, C (Januan 2
Downplays RIM Acquisinon Reponts, Says It's Looking at M&A Opportunities in General.” Tech( run h,
hap _teeherunch com 2013 01 27 enovo-downplay S=0M-ACQUISILON-TePOS-Say .~-|!\-1\\0krnA'~.|l-1||.,-<»r[\nnumu\-\.m»,\-.;ng-r;\l
(accessed Apnl 30, 2013)
* Davis. J ( Apnl 26. 2013) “Lenove mn Talks to Buy IBM's x86 Server Business,” MSPmentor, \tip _mspmentor net managed-
s-buy -1bims-\86-senver-business (accessed Apnl 30, 2013). Exsenhauer, J (January 18, 2013) “Can Lenovo

)

L-sharp-62220188 hun (accessed April 30, 2013)
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IPOD
From iPod to ipaq TO IPAD, AND THE RiSE OF 10S

Peo Me were f .
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Vas ousted and how b Apple Story

> returne

company's four i tha h“:';mtll 10 turn the company

3 ) . = atiad helped the o . o

P( mdurwll_\_ that is. iPod n'honic ‘ph: company ch
' » HRac

iPod, the Ty < . and i0S : ;
iy the h“&’&l_\ successful portabe fin: h 105. It should begin with the 2001 launch of the

of Apple evolving from g t‘nnq; ; ¢ digital music player, which marked the defining moment

the form of conen, ) uler company to a manyfac s
e torm of consumer electronic goods pany to a manufacturer of powerful “‘computers” in

—how Steve

Jobs founded the company, how he
around. This exhibit focused on the
ange the landscape of the smartphone and

The late Steve Jobs use
which could store up te
worth of music, w
“Made for iPod”

d the iPod wiselv Fr
‘ I,(m:)l :‘:‘ln\g:u.cil}“.n!{:;:::h;l‘:':,;;/‘cvlltlcr;::;l;'ac?inn point of view, the gudgc‘t.
as priced initially g US$399 An .“lln.. . f.pidj\ “:nhut rauld slorg BLNGUr'S
' logo, which licensed th 5 V| . b of '-L)\U‘UL jource was exploited by the
of the retail price of each item. Core ‘“. ‘Dlm llLllU'H ot iPod add-on products at around 5%
per every USS3 spending on ”-‘ b ¢ A”PSUIIT:I".\' were estimated to have spent an additional US$1
all to Apple. From g nn; P .L,l,r ‘l ‘ 0ds." The r.csull was huge add-on revenues at no cost at
of the iPad and res ‘ 'o k’.\ll.l(.[l.()ll perspective, Apple rode on the huge volume turnover
and negotiated hard with bulk volume purchases of flash memory, the single

C\\IHPOHL‘IU lhﬂ( made up h'll {of i i

. * ¢ of lhc cost of the iPod For mnstance Ap le pai

Micr ~ N . d s p pdld Intel and
huun an ll}l'l'l'l“ l]bql. 00 llli]liol\ to DUy ¢

o a significant percentage of their memory output.”
A similar procurement amme o . . ; _ )
° “!fm-l !f procurement approach was followed with Hunix. Samsung and Toshiba. These

.&.IhlllL.\ Lgnu |.bulcld to the margin performance of the company; for example, in 2007, the
gross margin of an iPod nano

: ; was around 40%."™ Later, Apple would deploy the same tactics
to boost the margins of the iPhone and the iPad.

But these were not the only reasons for Apple’s success in managing the iPod. The strategic

moves that Steve Jobs had made with the iPod were moves that shed light on the future
strategic decisions that Apple would make in managing the iPhone, iPad and iOS. The iPod
claimed dominance in the MP3 market not only because of its sleck design and the famous
central click wheel, but because of the ecosystem that the iPod had created with the launch of
iTunes applications. After the iPod was launched, rival MP3 players quickly caught up with
the gadget in terms of hardware. But Apple’s launch of the iTunes store put the iPod in a
superior position. The application allowed iPod owners to synchronize their device with their
computers. In April 2003, Apple launched the first legitimate online music store that allowed
music downloads on a pay-per-song basis. The store offered songs from five major record
labels and from independent music labels to iPod users at US$0.99 per song. Within three
days of its launch, one million downloads of iTunes were recorded with one million songs
purchased via the music store.™

Because of the iTunes store, sales of the iPod shot up. Before iTunes, Apple on average sold
113.000 iPods per quarter, but after the store’s launch, turnover shot up to 733,000 units that
quarter and the growth momentum did not just stop there." According to Apple’s financial

9 Darlin, D (February 3, 2006) “The 1Pod Ecosystem,” New York Times
higp. “www nylimes com 2006/02/03 technology ‘031pod him!?pagewanted- all (accessed April 30, 2013).

7 ilc.\wld;lhl, A. (September 22, 2007) “Unpecling Apple’s Nano,’ {i/uumhcg; BusinessWeek, R
hitp www.businessweek com technology/content 5ep2005 1620050921 _4557 him (:iccc.\'sﬂcd April 30,:013)

o llgu:lxcr, T (September 19, 2007) “iSuppli New 1Pod Nano Costs Apple Less than $83 m\LonTpnncnls.. wf;:‘u‘({xci;l 50
hitp - www engadget com 20070919 isupphi-new-1pod-nanos-cost-apple-just-$9-and-83-1n-component/ (accessed April 30,
- “W | 1l 3 Days,” ehMac.ca, htp//www chmac ca/anything-mac/3203-

99 Seript Kiddie (January 2003) “Whooo Hoooo! 1 Million u: 3 Days,” ¢ .cd,
“h.,m.vlmguu;lrmﬂlw_n-;gltn_\l)mxj(:1cccsscd Apnl 30, 2013) R .

100 o cay Fuhrer Bot (July 8, 2011) “Free Essay on ‘Apple Inc in 2010°," exsayfree.nef, hup //essayfree neu/free-essay-on-apple-

me-in-2010" (accessed Apnl 30, 2013)
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results (Q1 2002 to Q1 2007), a total of 88.7 million iPods were sold. Apple could see the.
critical mass implications of the positive network effects of bringing suppliers and consumers

on an application platform, an important input for the business model of iOS and its Apps
Store

The strategic implications of the iPod’s path did not just stop there. Apple ran a Fooperalan
project with Motorola in 2005 that allowed iTunes to be pre-installed in the moblllc vgndor s
Rokr E1. The market's response was not positive, and this reinforced Steve Jobs’s belief that

complete control of product design and production was necessary to bring out the best in the
company’s applications.'”’

When the launch of the iPhone was announced in January 2007, it created much hype among
consumers. Even though Apple did not deploy any high-profile marketing campaigns in
preparing for the company’s entry into the highly competitive and commoditized mobile
market, the iPhone’s launch in June 2007 was an instant big hit. While the marketing
campaign created high expectations for the iPhone, the product managed to live up to
customers” expectations. The network effect of bringing the customers and the application
developers together via the i0S platform resulted in critical mass of both iPhone users and
application developers, thus explaining the high volume of sales of iPhones.

Like the iPhone, the iPad was an instant hit when it was launched in April 2010. In just 11
months, 15 million units of iPads were sold."®? A report described the iPad as “a product that
nobody knew they wanted until they had seen one™; this summed up the strikingly new
concept the iPad embodied, which would redefine the boundaries of the smartphone and

PC/laptop industries.'”* By the first quarter of 2013, a total of 319 million iPhones and 121
million iPads were sold.'™

Apple vertically integrated every manufacturing process of the iPhone and iPad, and
leveraged fully on their turnover volume to ensure that it would capture the greatest share of
value in squeezing margins from its global supply chain. For instance. at a retail price of
USS$599 (iPhone 4 16G), the cost of the device was estimated to be US$187.51, allowing the
company a gross margin of 58.5%.1%

The deployment of Apple’s own retail store in the success of iPhone and iPad sales deserved a
special mention. The Apple Store was one of the first initiatives of Steve Jobs after his return
to Apple. A physical store had the double advantage of on the one hand allowing Apple to
take back control of how a product was presented, which was an important part of the brand
experience, and on the other hand allowing trained staff to “coach” customers in the best way
to use an innovative Apple product, which at times was so innovative that coaching was
definitely required to get the customer hooked up with the product. The first Apple Store was
opened in May 2001, and had quickly proven analysts who had predicted the speedy exit of

""" Hackett, S (July 17, 2009) “The ROKR E1,” 52 Pixels, hup /51 2pixels net/the-rokr-el/ (accessed April 30,2013)

Wikipedia (March 3, 2013) “iPad (1" Generation),” hitp //en wikipedia org/wiki/IPad_(1st ceneration) (accessed April 30,
2013)

" Reimer, J (August 14, 2012) “From Altair to iPad. 35 Years of Personal Computer Market Share,” Ars Techmica,
hup_ arstechnica.com business’2012/08 ]_m_!l]:-l]!LHQ:ll"Qd‘J3;'\_!{Ell‘;t)('DL‘_TLnill»l‘ﬂmPﬁllLL‘}:jnﬂl'kg‘lv;Sh_a]_L‘k (accessed April 30,
2013)

1™ Search India (February 28, 2013) “Total iPhone and iPad Sales 2007-2013," hutp//www searchindia.com/2013/02/28 1o1al-
iphone-and-1pad-sales-2007-2013" (accessed April 30, 2013)

""" Keller. K. (June 28, 2010) “1Phone 4 Carries Bill of Materials of 818751, According 10 iSuppli,” HIS 1Suppli Market
Inelhgence, hitp www asuppli.com T eardowns-Manulactunng-and-Pricing/News Pages. Ir’hl!I‘IL‘-J—(.‘;II'IIL‘N»I‘I”-N-T\L’HL‘IIillh-
uf-M‘?—‘I<—\le\rdvr\g_-llvAr\umm aspx (accessed April 30, 2013)
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their apphcat?ons with the Tool Kit downloaded from Apple and assistance from public
sources but without the need to attend courses.'""

Monetary return was of importance in attracting developers’ resources. It was reported that
the App Store had generated around US$6.9 billion and USS9 billion revenue respectively for
the two calendar years of 2011 and 2012 ' Reports further showed that the iOS App Store
generated 350% more revenue than Android in 2012, As Steve Jobs had pointed out in his
keynote speeches, Apple held more than 200 million credit cards of its users on file, which
meant that users were more likely to make purchases. This was an asset that no other OS
could match. The higher-end nature of Apple’s mobile device also indicated a more affluent
user profile, which again contributed to their higher propensity to pay for applications. All
these related to the popularity of Apple’s App Store among application developers. On
January 7, 2013, the company announced that 40 billion apps had been downloaded,
excluding redownloads, since the marketplace was launched in 2008.'" The lock-in of
applications enhanced the user experience, achieving an almost organic-like growth of the
user-application base of Apple mobile devices. By the end of 2012, there were over 500
million active accounts on the iOS App Store with 775,000 apps available.'"" This was
something that Android would find it hard to beat even though it had accumulated an
asymmetrically huge number of end users under its open policy of mobile vendor adoption.

1% wikipedia (March 3, 2013) “Apple Store,” hitp //en wikipedia org/wiki/Apple_Store (accessed April 30, 2013)
"7 Hormby, T (May 19, 2008) “The Roats of Apple’s Retail Stores,” Low find Muac, hitp Zlowendmac com/orchard/08th/roots-

of-the-apple-store himl (accessed April 30, 2013)
108 Jones, C (December 17, 2012) “Applications Developers Preferred 108 and Android,” Forbes,

hrtp www forbes com sites/'chuchjones 2012/12/1 7Zapplication-developers-prefer-ios-and-android/ (accessed April 30, 2013)
15 Ir‘}unnlllglull, C (Apnl 30, 2012) “Why 105 Apps Look Better Than Android Apps,” Wired,

hitp /www wired.com padgetlab2012/0d/casier-design-apps-10s/ (m'(c_sscld April 30, 2013)
“ii.lh]/lu:c, J_(January 20, 2009) “How to Write an 1Phone App in 14 Days,” SmaliNetBuilder, 1

http - www smallcloudbuilder com appsiarticles 376-how-1o-wnte-un-iphone-app-in-14-days (accicsscd April 30, 2013)
'Lré‘l;ll-kq J (January 10, 2013) “Apple’s App Store Could Generate 22 Billion in 2016 Revenue, I-ﬂm’hc\‘

hup www forbes com/sites chuckjones 2013 01/10/apples-upp-store-could-generate-22-billion-in-20 1 6-revenue’ (accessed

April 30, 2013) ) ‘ o
1 :C.uc(.swl. J (January 30, 2013) “Google Play Revenue Growing 10X Faster than iOS App Store,” VentureBeat,

30/ google-play-revenue-growing- 10x-faster-than-apples-ios-app-store/ (accessed April 30,
http / venturebeuat com 2013/01/30/google-play-revenue-growin er-than- P ( p

2013) . ) J——
13 Reisinger, D. (January 7, 2013) “Apple App Store Hits 40 Billion Downloads, 20 Billion in 2012, Alone,” CNIET,
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EXHIBIT 2: BRIEF PROFILE OF SAMSUNG

Samsung's credentials went beyond being the world’s number one in feature phone S?"cf "g’d
~|u.u1|\h‘nnc sales in 2012, Samsung had developed its own OS—the Bil(]ﬂ—ﬂv ﬂl(,hf ( S
doing well in the markets of India, Russia and Southeast Asia."® What was more ,mp.rnssn,fe
was its equally successful handset performance irrespective of the OS, whether it was its own
Bada, the Android or the Windows Phone.,

Samsung, the South Korea-based conglomerate, founded Samsung Efcclromcs in 1969 as a
manufacturer of consumer electronic goods, such as TVs and home apphangcs. Sam.Sng
mobile phones were produced under Samsung Telecommunications, a business unit of
Samsung Electronics, headquartered in Suwon, South Korea."” The brand tried entering the
mobile scene in 1983, and after a decade of exploration and failures in trying to gain any
market position, even in its South Korean home market, it successfully rolled out its SH-700
series in 1993, The model was the predecessor of the Samsung brand “Anycall,” and this
“Anycall™ series helped Samsung beat Motorola and claim the position of best-selling brand
I its home market in 1995." The next year saw Samsung producing its first COMA digital
phone, and by 1997 the brand had claimed over 50% of the CDMA mobile segment.'” The
company faced difficult hurdles in trying to penetrate the GSM markets of Europe, where the
then “big three™ (Nokia. Motorola and Ericsson) claimed dominance. After several years of
failing and numerous unsuccessful models, Samsung learned to focus its efforts in producing
models with high-end, simple designs and sophisticated features. This worked. From 1998,
the brand slowly and steadily gained its market presence. By 2000, it had a market share of
around 5%; by 2003, it had replaced Ericsson to claim third place in global market share: and
by 2008, it claimed second place with a 16% market share, trailing only after Nokia.' In the
smartphone market, as a latecomer with insignificant smartphone sales in 2007, Samsung
surpassed Apple, claiming the largest picce of the smartphone pie in 2011 with shipments of
around 95 million units,"!

Samsung’s achievement could be attributed to its consistent and relentless efforts to beat a
chosen competitor. It spent more than a decade beating Motorola in its home market, moved
on to learn from its own failure to successfully penetrate the European market and beat
Ericsson, and then was set to beat Nokia as the world’s number one by 2014, but of course

"% Gartner, Inc (1 cbruary 13, 2013) “Gartner Says Worldwide Mobile Phone Sales Declined 1 7 Percent in 2012

Bt www garner com newsroom 1d 2335616 (accessed April 30, 2013), Davidson, R (February 1, 2013) “Featured Chart
IDC"s Smartphone Vendors Market Share for 2012." 1 harrs hup www ich
simattphene-vendors-market-share- 201 2 (accessed Apnl 30, 2013)

"8 yakulenko, M Schuermans, S, Constantinou, A and Kapetanakis, M. (November 2011) “Mobile Platforms The Clash of
Ecosystems, ™ Vision Mohle, hup “www visionmobile com I_\'[g\«}[lg’llc]‘(ﬁ‘!!\_yl‘)‘l_\‘ﬁ\!lll\!h-('i.l\h_-ﬂﬂ;t_'gl\;lgn_\\ v pdf
(accessed Apnl 30, 2013)

u? Wikipedia (January 11, ?Ill})“.\'-nnmmg Telecommumcations,” htip ‘en wikipedia org/ wiki' Samsung |L-lk-(umm.mh»qum
{accessed Apnil 30, 2013)

" Archer, A (nd ) “The History of Samsung Mobile Phones,” eHow, hitp //www chow com about_521189] history-samsung-
mobile-phones il (accessed April 30, 2013) =

" Wikipedia (January 11, 2013) “Samsung Telecommunications,” http./‘en wikipedia org wiki'Samsung_Telecommunications
(accessed Apnil 30, 2013)

0 Danel P (July 14, 201 1) “Four Years of Disruption: Cell Phone Industry Financials 2007-20] 1" phonearena.com
hitp _www phonearena com news |'l‘lll-'\L‘.|I_~l\\|-«|l\rul‘lI\\ﬂ—g‘g‘uj‘hg‘_!_h"IJIL[lIbJI'_\ -financials-2007-201 1_1d20153 (accessed 30
Apnl 2013)

1 Eduor (10 February 2012) “2011 handset and smartphone sales statistics worldwide: the big picture”, mobithinking.com,
hitp. mobithinking com blog 201 !-h.:vuiwh.uui»~m||(phunr—;.lIu,x»ln-::Apnmrv (accessed 30 April 2013)
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features could not be compromised too much, which made developing low-end smartphones
using the Android OS and getting Google's sign-off difficult. So the Bada OS was Samsung’s
answer. Samsung seemed to pull off this strategy, as Samsung’s Wave series using the Bada
OS was doing well in markets such as India, Russia and Southeast Asia with shipments
estimated to be as high as 15 million units five quarters after the OS was launched.™ The
outlook for the sustainability of the OS was not bright though. For an OS to survive with an
ecosystem formation, critical mass had to be reached. Though Samsung announced that Bada
was an open system, no other handset vendor had adopted the OS. Samsung tried to follow
Android’s way in promoting the platform to developers, such as organizing application
competitions, but the developers’ response was lukewarm. As of October 2011, there were
around 15,000 applications on the platform. Almost three years after its launch, in October
2012, Samsung announced that it would merge Bada with Intel’s Tizen.""!

130 ysokulenko. M., Schuermans, S., Constantinou, A and Kapetanakis, M. (November 2011) *Mobile Platforms: The Clash of
Ecosystems,” Vision Mobile, hup //w ww. visionmobile com/rs¢/researchreports/VisionMabile-Clash-of-Ecosystems_v1.pdf
(accessed Apnl 30, 2013) » \

131 Brogan D (October 11, 2012) “Samsung to Merge Bada with Tizen for Open-Source OS, More Wave Handsets to Come?”
Poc ket-lint, http.//www pocket-lint.com/news 47934/samsung-merging-bada-with-tizen (accessed Apnil 30, 2013)
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EXHIBIT 3: FIVE-YEAR FINANCIAL SUMMARY OF LENOVO, 2008-2012

Consolidated income statement

2012 2011 2010 2009 2008
US$'000 USS'000 USS$'000 USS$'000 USS'000

Revenue 29,574,438 21,594,371 16,604,815 14,900,931 16,787,872
Profit/(loss) before taxation 582,443 357,751 176,303 (187,945) 534,685
Taxation (107,027) (84,515) (46,935) (38,444) (49,528)
Profit/(loss) for the year 475,416 273,236 129,368 (226,389) 485,157
Profit/(loss) attributable to:
Equity holders of the Company 472,992 273,234 129,368 (226,392) 484,263
Non-controlling interests 2,424 2 - 3 894

475,416 273,236 129,368 (226,389) 485,157

Earnings/(loss) per share

Basic (US cents) 4.67 2.84 1.42 (2.56) 5.51
Diluted (US cents) 4.57 273 1.33 (2.56) 5.06
Consolidated balance sheet
2012 2011 2010 2009 2008
US$’'000 Uss$'000 UsS$'000 US$'000 USS$'000
Non-current assets 4,040,348 2,769,476 2,720,315 2,520,946 2,494,481
Current assets 11,820,400 7,936,463 6,235,613 4,100,717 5,044,840
Total assets 15,860,748 10,705,939 8,955,928 6,621,663 7,539,321
Non-current liabilities 1,603,102 838,386 930,557 844,221 1,098,123
Current liabilities 11,809,677 8,032,653 6,419,353 4,466,527 4,827,935
70(:1] hrabililtes 13,412,779 8,871,039 7,349,910 5,310,748

Net assets 2,447,969 1,834,900 1,606,018 1,310,915 1,613,263

Source: Lenovo (2012) “2011-12 Annual Report,”
http://www.lenovo.com/ww/lenovo/pdf/report/IL 09922012053 1d.pdf (accessed March 12, 2013).
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EXHIBIT 4: HOW GLOBAL WA
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S LENOVO'S MANAGEMENT TEAM?

THE NETHERLANDS
UNITED KINGD

oM s'm

B,
v X
w a e
S o - 9.
7 xaiuicn. we | ( v
. { ISRAEL
O\ | wamm
\\ N
s LIPDATYY ' ANY Wi iucuron |
o3 ) o
( ) | ()
vals 1ms /
| 1
I @71
Al
Lenovo's top leaders live, il
sell. manage, and work all | t
”x Yy g | g 4
over the world. m, _‘ e E-J-.:‘ ‘:”m | e \
1 VP OF GLORALSTRATEGY P AND PaES OF -
FNCLISH. MEBREW, EMERCING MARKETS |
L SOME CHINESE La CHINESE, ENCLISH |1
BARE 1) [ H AR TRt I
——
[ ]
Mo (J (]
ENGUISH. ITALIAN, 1 SVP AND PRIS OF PRODUCY
SOME FRENCH INCLISH SH HINEST, ENGLISH
179.04% 129061 177548 11298
L=
tn 11 SUP AND PRI OF MATURE MARKETS SVP OF CLORAL SUPPLY CHAIN cro
M DUTCM. ENGLISH. FRENCH ENGLISH W CHINLSE ENGLISH
wean 332,555 mao; 1 ! 100,309
h =y

Source: Salter, C. (November 22, 2012) «“p
Company, htp://www.fastcompany.co

rotect and Attack, Lenovo's New

I Strategy,” Fast
m/1793529/

(accessed March 12, 2013).
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I'he following was how Lenovo’s marke 2ndi 200
keting spending of 2009-2012 was estimated:

I. In the company’s 2011-2012 annual report,

branding and m
also reported that branding

the promotional, branding
should be US$33]
USS579 million

the company stated “a US$248 million
arketing activities.
and promotion

INCrease in promotional. " In the same document. it was
al expenses increased by 75°
and marketing expense '
million, hence, for the

o. This meant that
s for the previous year (2010-2011)
financial year 2011-2012 they should be
2. The company's 2010-201]

annual report stated a “USS156 million
promotional activities” over last financial v ar, whict

2009-2010 should be US$175 million,
3. Tt

increase in
1 meant that the related expenses for

1¢ company’s 2009-2010 annual report described “a USS$42 million decrease in

promotion activities,” implying the related expenses for 2008-2009 should be USS$217
million

Sources: Lenovo (2012) “2011-12 Annual ,
Report,”http://www.lenovo.com/ww/lenovo/pdf/report/F. 09922012053 1d.pdf (accessed March 12,
2013), p. 24: Lenovo (2011) “2010-11 Annual Report,”
http://www.lenovo.com/ww/lenovo/pdf/report/E_099220110620a.pdf (accessed March 12, 2013), p.
23: Lenovo (2010) *2009-10 Annual Report,” ) )
hitp://www.lenovo.com/ww/lenovo/pdf/report/annual _report EN final Aug 26.PDF (accessed
March 12, 2013), p. 23.
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