Acer Sets Focus on U.S., China In Bid to Extend Its Turnaround
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Attention in the technology world has focused this year on Lenovo Group, as a huge acquisition has vaulted the Chinese company into the top ranks of global personal-computer sellers. But another Asian PC maker -- Taiwan's Acer -- is rebounding, and investors have started to take notice.

Acer is more than four years into a turnaround that has elevated it to fourth in global PC shipments, with market share of 4.4% in the second quarter, according to research firm IDC. The company's revenue rose 43% last year to 225 billion New Taiwan dollars (US$6.83 billion) from NT$157.7 billion in 2003, and analysts expect it to grow an additional 32% this year. Operating-profit margins, which had collapsed to near zero when the company began restructuring, have expanded since 2002.

Much of that success was built in Europe, where Acer has become the top seller of notebook PCs and the third-biggest PC vendor overall, behind Hewlett-Packard and Dell. The big question now is whether Acer can make good on vows to replicate that success in the U.S. and Asia.

It's a big challenge. Dell and H-P are much more deeply entrenched in the U.S. than they were in Europe, and Lenovo is especially strong in China. Nevertheless, Acer has shown early gains in the U.S. and Asia, and a growing number of investors appear to believe it can make more progress.

"Acer's effort to establish its own brand has proved successful, and the chances for its attempt to replicate the experiences to the U.S. market are high," says Chen Yi-ying, a fund manager at Shinkong Investment Trust in Taipei.

Investors, many of whom stayed skeptical for the first years of Acer's turnaround, have driven the share price up in recent months. Shares closed at NT$65 each on Sept. 12, their highest level in five years. They have eased since then -- ending in Taipei yesterday at NT$61.70 -- but that is still some 30% higher since the start of 2005 when the price is adjusted for stock dividends. Acer shares now trade at 15.3 times expected net earnings per share for 2005, according to Thomson Financial.

Foreigners have been some of the biggest buyers. They now hold 43% of Acer, up from 32% a year ago. Acer's management is certainly talking like bulls. In a briefing for journalists yesterday, Chairman J.T. Wang reiterated a prediction Acer can become the No. 3 global PC vendor by 2008 with global market share of 10%. Now in the third spot is Lenovo, which leapt there in the latest quarter -- with a market share of 7.5% -- following its acquisition of the PC operations of International Business Machines.

In the early 1990s, Acer became one of the first Asian computer brands outside Japan to gain international notice. But it stumbled badly later in the decade, amid a failed assault on the U.S. market and conflicts between its brand aspirations and its contract business of making computers for customers like IBM.

It embarked on a sweeping restructuring in late 2000, exiting from manufacturing to focus strictly on marketing and distributing Acer-brand PCs and other gadgets. Like other big PC companies, Acer now farms out all its manufacturing to other Taiwanese companies.

The turnaround is hard to see in Acer's net profits, which often are influenced by its network of holdings in affiliated companies -- stakes Acer has been gradually selling. Net profit fell 4% to NT$7 billion in 2004 from NT$7.3 billion the previous year, although analysts expect it to grow nearly 29% this year, according to consensus estimates from Thomson Financial.

Operating-profit margins, on the other hand, have recovered well. They were equivalent to 2.53% of revenue in the April-to-June period, up from 1.69% in full-year 2004 and just 0.16% at their nadir in 2002. Robert Cheng, an analyst who covers Acer for CLSA Asia-Pacific Markets, predicts operating margins will rise to 2.7% for full-year 2005 and 2.8% in 2008.

Acer executives acknowledge they can't rely on Europe -- now accounting for more than 60% of revenue -- to propel strong expansion. To get the annual 40%-or-higher revenue increases that Mr. Wang says Acer will achieve in the next three years, it must make huge progress in the U.S. and China, markets where the chairman admits "we are nobodies."

Indeed, Greater China accounts for about 11% of Acer's sales, and the U.S. just 8%. But Mr. Wang points to measures Acer has taken to boost its U.S. position in particular. It has moved key executives who presided over the European triumph to oversee the U.S., and it is pursuing relationships there with distributors such as Ingram Micro. Gianfranco Lanci, the Italian executive who led the European effort, was promoted to president of the company this year -- one of the few times a foreigner has been tapped to lead a Taiwanese company.

So far, there are hints of success. Acer's U.S. sales are growing well, albeit from a low base. It says revenue in August more than tripled from the same month a year ago. Its share of the U.S. market doubled to 1.2% in the April-to-June period from an average of 0.6% in 2004, although that still is below levels of a few years ago, according to Loren Loverde, a PC industry analyst for IDC. Mr. Wang says U.S. revenue this year will top US$1 billion.

Henry King, an analyst for Goldman Sachs in Taipei, upgraded the stock to outperform in mid-August, citing, in part, U.S. market-share gains. He now has a target price for Acer shares of NT$73, which is 18% higher than yesterday's close.

--Chiu Piling contributed to this article.
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