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The e-commerce boom brings new
opportunities

...but also, some business risks

L] Holiday season. The most important season for retailers
represents the peak season for Delivery companies. The 2017
Holiday season reaches record number, and the expectation is to

continue its growth on the future.

= International expansion. The company strategy goes
along with a strong investment in infrastructures located outside
the U.S. in order to expand its business internationally and to be
able to offer more and efficient services worldwide. The future cash
flows are highly dependent on the return on these international
investments.

= Amazon aspirations. The retail top leader wants to
dominate all the supply chain, the delivery process included. This
risk cannot be materialized in the near future due to the scale of
infrastructures needed, but Amazon can become a serious

competitor in the long term.

= Drone delivery. Using drones to deliver packages will
inevitable be part of our future. UPS is already investing along with
that possibility to keep the business competitive and profitable, as

drones will lower substantially the delivery costs.
Company description

United Parcel Service, mostly known as UPS, is an American
multinational package delivery company and provides supply chain
management solutions.

Expected return: +12.9%

Source: Bloomberg

Market Cap (€m) $108.93 Billion

Source: Bloomberg
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EBITDA 10,342 10,486 10,781

EPS 5.93 5.83 5.95

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY RICARDO SANTOS, A MASTERS IN FINANCE STUDENT OF THE
NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY MEMBER, ACTING IN A MERE
ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.

(PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT)
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Executive summary

UPS provides package delivery services and supply chain solutions to its 10

UPS delivers 19,1 million million customers and, currently, the company delivers 19,1 Million packages and
ggskages and documents per documents daily to more than 220 countries around the world.
UPS has been growing at 13,3% CAGR over the last 5 years, above Dow Jones
Transportations of 5,5% CAGR. The company is the leader within its business in
both revenues and margins speaking and it's a UPS’ plan to expand its business
globally in order to offer more services and competitive prices to the maximum
UPS has a commitment of number of client possible. The UPS management announced recently a $2 Billion

investing $2 Billion in Europe  jnvestment commitment in Europe over the next two years and it has also been

in order to expand its

business within the region. investing strongly within other markets like its principal revenue driver, United
States or regions like Asia/Pacific which comprises new growth opportunities for
the company. The industry, UPS included, has been experiencing an exponential
growth in volume mainly explained by the ecommerce expansion verified over the
last years. UPS has been shifting its business plan accordingly to the new
opportunities that arise in the industry, and, recently, it is trying to capitalize the
ecommerce opportunity into UPS revenue. Nonetheless, the ecommerce boom
can bring its own business risks. Big companies like Amazon are trying to
increase its business aim and they intend to start offering their own delivery
services. Other risks like fuel prices or the dollar strength movements must also

be taken into consideration.

The final target price for UPS stock was calculated through a Discounted Flow
Model using both perpetuity growth and EBITDA multiple approaches. To reflect
the unpredictability and uncertainty of future cash flows, we performed more two
scenarios, a bull case and a bear case. Our forecasts lead to a BUY

recommendation, with a target price of $134.61, a potential upside of +12.9%

Company overview
A small history insight
James Casey founded, in August 1907, the American Messenger Company, a

messenger company that made, at the time, all its deliveries by foot or by using

r S bicycles when the trip was too long. In 1913 the company bought its first delivery
up vehicle, which allowed them to change the business focus to packages delivery
o instead of delivering very small items, like letters. In 1919, to mark the first

delivery made outside its local region, Seattle, the company changed its name to
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the nowadays name, United Parcel Service. UPS expanded rapidly across the
United States and became one of the firsts companies to offer common carrier
services, allowing them to offer delivery services not only to a certain type of
clients, but also for general public.

The air service in UPS started in 1929, turning the company the first package
delivery firm to provide air service via privately operated airlines. However, due to
a lack of volume, mainly caused by the Great Depression, the service was ended
in the same year. In 1953, the service was reestablished, and UPS started
offering two-day service to major cities on the East and West coasts. The air
service grew and, by 1978, the company was operating it in every state of the
United States.

In 1975, after long years disputing authorizations to operate in some states, UPS
became the first courier company to serve all the states in US and named that
historic event as the “Golden Link”. The next step was an international
expansion, which it was done a couple of years after through Canada and

Germany.

In 1988, UPS received an approval from the Federal Aviation Administration

UPS airlines represents today
the 10" largest airlines in the
US and it was founded in airlines was launched, and it represents today the 10% largest airlines in the

1988, after a FAA approval.

(FAA) to operate the business with its own aircraft. On the same year, UPS

United States. Given its rapid expansion, UPS was delivering up to 11,5 million

packages and documents per day, in 1993, for over one million customers.

The company, with such huge volume, started investing in new technologies in
order to provide efficient and competitive prices. They invested a lot in
technologies to monotonize all the data from its services, analyze it and turn it

more efficient. By 1992, all the ground services were being tracked.

The next success step was creating a website, allowing clients to have full clarity
on the services offered but also to allow them to track their packages in real time.

Today, UPS website handles millions of online tracking requests per day.

During the 90s, the company focused its efforts to develop a new channel of
services. Through some strategic acquisitions, UPS started offering unique

supply-chain solutions to their customers. UPS Logistics Group was founded.

In 1995, through SonicAir takeover, UPS became the first company to offer same
day, “next fight-out” service and guaranteed 8a.m. overnight delivery. In 1998,
UPS diversified even more its business by founding UPS Capital, which provides
financial products and services to other businesses.

The company acquired
several companies since its
foundation, in order to ensure
the continuous growth.
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In the 21st century, UPS management assured growth, expansion and
sustainability through an acquisition strategy. In the new century, UPS acquired

more than 40 companies around the world

Operations
Today, UPS is recognized not only as a global leader in domestic and
international small shipments but also in third party logistics, customs brokerage
and trucking. In 2016, the company had $61 Billion in revenues and handled

more than 18 million packages and documents per day, on average.

Usually, on annual reports, the company divides its overall operations into three
different segments — Domestic Parcel, International Parcel and Non parcel —
which are:

U.S. Domestic Package Operations
This segment represents all the small package delivery services in the U.S.,

offering different types of delivery services for each customer needs:

Service: Time: Service: Time:

UPS Express Critical Same Day UPS 3 Day Select +3 Days
UPS Next Day Air +1 Day UPS Ground 1-5 Days
UPS 2™ Day Air +2 Days UPS Hundredweight Service 1-5 Days

US parcels services account for more than 63% of total revenue and reached
more than $38 Billion in revenues in 2016. Its volume growth is being impacted
positively by the continued growth in e-commerce and overall retail sales that we
are experiencing nowadays. Due to this fact, Business-to-consumer volume has
been increasing over the last years, representing in 2016 more than 48% of total
US volume. However, Business-to-business volume growth has been slightly
positive or even flat over the last years. These two different paths of B2B and
B2C shows the imminent migration of traditional retail to online retail, which is

become more and more fashionable nowadays.

Regarding to adjusted operating margins, the company, with its strong bet on
investing in technology, was able to reach better margins, all thanks to the
improvement in efficiency. The adjusted operating margin in 2016 was almost

13% in this operational segment.
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International Package Operations
This segment comprises all the delivery services in Europe, Asia-Pacific,

Canada and Latin America, the Indian sub-continent, the Middle East and Africa.

Service: Time: Service: Time:

UPS Express Critical Best Available Flight UPS Worldwide Express NA1 (Import Next B.Days
Only)

UPS Worldwide (Express; Saver; 1-3 B.Days UPS 3 Day Select from Canada 3 B.Days

Expedited) (Import Only)

UPS Standard Date Scheduled

They offer an extensive selection of guaranteed day and time-definite
international shipping services, more than any other courier company. UPS offers

the following international services:

International Package Operations represents more than 20% of total revenue,

accounting for more than $12 Billion in revenues.

Europe, apart from US, is the largest region in terms of revenue, representing
half of the International revenue and it is one of the primary drivers of UPS
growth. UPS management is looking to extract the most of its strong potential by
investing in infrastructures and acquisitions in several countries around Europe.
They have a commitment to invest nearly $2 Billion in their European

infrastructures by 2019.

The growth rates in intra-Asia trade and the expanding Chinese economy, offers
in Asia-Pacific a perfect opportunity for a delivery company. UPS is trying to
capitalize all of this growth opportunities by offering faster delivery on intra-Asia
trades and by reducing transit days from shipping from Asia to the U.S or Europe.
Today, UPS serves more than 40 Asia-Pacific countries and more than 20

partnerships with local delivery companies.

Supply Chain & Freight Operations
Since the 80s, UPS is trying to grow its offer more supply chain services to its
customers. This intent to diversify the business is being done through some
important acquisitions like Marken and Coyote takeovers. UPS Capital and UPS

Logistics This segment also includes the freight Operations, which are:
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Service: Time: Service: Time:

UPS Next Day Air Freight Next B.Days UPS Worldwide Express Freight 1-2 B.Days
UPS 2" Day Air Freight 2 B.Days UPS Worldwide Expedited 2-5 B.Days
UPS 3 Day Air Freight 3-4 B.Days UPS Standard LTL

UPS Freight LTL Based on destination Truckload and Intermodal

Thousands

370

Employees

1 2 3 4 5 6 7

In 2015, UPS acquired Coyote Logistics Midco, Inc, a U.S. based truckload
freight brokerage company. This acquisition already gave its fruits by boosting
the growth of its operations, Supply Chain & Freight. In 2016 this segment
showed positives signal by growing the revenues at a year-on-year rate of 8,3%
vs 0.8% one year after. This improvement comes from the synergies from both
companies and from the new vehicles and infrastructures that are now part of
UPS.

Employees
“The strength of our company is our people, working together with a common

purpose.”

As of December 31, 2016, UPS had more than 434.000 employees, of which
355.000 are working in the U.S. and the remaining 79.000 are located

internationally. Furthermore, the company employs approximately 2.600 pilots.

UPS, as a courier company, has a peak on demand during the holiday season,
which begins on November 1 (including events Thanksgiving,
Black Friday, Cyber Monday, Green Monday etc), and runs

40
through early January when there is a large wave of returns.

Thousands

. Since 2014 the number of seasonal workers has become
constant in 95.000 new hired workers. Over the last three
10 years, up to 35% of these seasonally hired employees were

converted to full-time UPS employees.
8 9 10

m \WAGES_SALARIES_BENEFITS e NUM_OF_EMPLOYEES Looking to the managers, we observe that almost 34% of full-

Source: UPS annual report

time managers have more than 20 years of service with UPS,
which shows that the company rewards its employees and gives them the

confidence to follow a career inside UPS. Over the past years, the company was

PAGE 7/31



UNITED PARCEL SERVICE

Shapi
NOVA po:r%mrﬁgll

COMPANY REPORT School minds

of Business
& Economics

2014 2015 2016 2017 2018

—— Source: UPS annual report

rewarded several times for their employees’ satisfaction, which goes in line with

the feedback observable in some employees’ reviews websites.

Vehicles/Airplanes
The company has been adjusting the number vehicles and airplanes accordingly
to its demand needs. In the past years, more precisely in 2013 and 2014, UPS
was unable to fulfill every delivery service demanded during its peak season, the
holiday season (November until January). In the 2016 holiday season, the
company saw its average daily volume surpass 30 million packages, far
exceeding its usual daily average of 19 million.

To serve all its package operations, UPS has over 108.000 package cars, vans,
tractors, motorcycles, including more than 8.500 alternative fuel and advanced
technology vehicles. In its Supply chain and Freight operations, UPS counts with

more than 6.000 vehicles and over 21.000 trailers.

Regarding to its airplanes, UPS Aircraft owns 239 jet aircrafts and has more 297
aircrafts that were short-term leased or chartered. The company flies to more
than 374 domestic airports through 1.077 daily flights, and to more than 310
international airports through 1.090 daily flights.

Operating Facilities
Increase its physical presence around the world is one of the main UPS
management’s objectives. The company, with several strategic acquisitions, grew
its operating facilities exponentially over the last decade. Today it counts with
more than 1.800 UPS stores for its package operations, more than 500 facilities
for its supply chain services, and over 200 service centers to its Freight services.
The company has 12 Air Hubs in different regions like the United States (6),
Europe (1), Asia-Pacific (3), Latin America (1) and Canada (1), and flies to over
687 airports (374 - US; 313 - International).

Technology
One of the most important business strategies of the company is to keep a
continuous investment in R&D to maintain the company as the top leader in

Parcels delivery.

The backbone of a logistics company is its drivers, and they play an important

ORION role in the company’s efficiency. A UPS driver makes an
Hub Automation average of about 100 delivery stops every day, and to
UPS My Choice®

ups access Point™  €nsure that it uses the most optimized delivery routes in

Synthetic Density

regard to distance, fuel and time, UPS developed On-Road
Integrated Optimization and Navigation (ORION). This

project is part of the company’s commitment to invest $1

2019
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Billion per year in expanding its technology and it allowed already UPS to save
about 100 million miles per year, which represents huge amounts of costs saved
in fuel. It is estimated that ORION can save $150 to $200 Million per year in the

future.

UPS is also investing in its facilities to turn them automated and more efficient in
projects like Facility Automation and EDGE, two investment projects that will

allow to save $500 to $700 Million per year when they reach their full potential.

These are all projects that are not working on their full potential yet, but UPS
estimates they will achieve it in the next 4 years. Furthermore, all projects
together are expected to save $800 Million to $1 Billion per year in costs in the

future.

The world’s largest parcel company announced recently its intent to join the
Blockchain in Transport Alliance (BiTA), a forum for development of blockchain
technology standards and education for the freight industry. This bet on
Blockchain, as a solution for the trucking industry to secure data transfers and
speed up transactions, will allow the company to lower costs and increase its
efficiency and security in the future. Furthermore, the Blockchain system will
improve the customer’s experience as it will increase transparency and offer

more information about the process and location of their package.
Share price performance and shareholder structure

UPS had its Initial Public Offering in November 11, 1999 at $50 price per share

and closed on the same day at $68,25, representing a return of
140 3000

+36,5% on a single day. In that day, it was issued a total of $109,4

120 2500

100 .o Million shares, valued at $5.47 billion.
80
60 " UPS stock is included in the S&P500 index since July 22, 2002
1000
0 .. and, since then, it generated a return of +93,36% versus 169,94%
20
0 0 of the Index itself. Doing the analysis for the last 5 years, UPS
'»‘6\ \-9% \-‘Qq »”Q N‘\’N '»’\’q’ N‘C) \;\’b‘ ’\:\i’) \f& x‘<’\ 0, 0,
FEARCIC A I I stock show a growth of 13.3% CAGR vs 13.4% CAGR of S&P500.
——UPS Eqity ———5P500 Regarding to the correlation between the index and UPS stock, it
Source: Bloomberg has been 0,94 for 5-year period and 0,98 for 10-year period, which shows that
10000 1w UPS stock behaves very closely to the S&P500 index.
9000
8000 120 When compared to the Dow Jones Transportation Index, we

7000 100
observe that UPS has overperformed the index by showing a

e  13,3% CARG vs 5,5% CARG in 5-year period and 8,5% CARG

6000
5000
4000

2000 20 vs7,7% CARG in 10-year period. On the graph on the left, we
2000
1000 " can observe the two indexes against UPS stock performance
0 0
010112 010113 01014 010115 01016 010117 over time. Furthermore, by looking to the correlation between DJT

s DT INdleX s UPS

Source. bloombperg
PAGE 9/31



UNITED PARCEL SERVICE

Shapi
NOVA po:r%mrﬁgll

COMPANY REPORT School minds

of Business
& Economics

index and UPS stock, 0,5 on a 5-year period and 0,83 in 10 years, we conclude

that UPS performance has had a biased behavior in relation to the industry itself.

As of December 2017, UPS had 861 million shares outstanding. Furthermore, the
UPS common stock is divided into two types of shares, class A — the owner is
entitled to ten voting rights — and class B — the owner is entitled to one voting

right. Furthermore, the company has no preferred stock at the time.

Institution % total shares

Vanguard Group, Inc. (The)

7.2% By looking to the UPS shareholder structure, we observe that 69,4% of

Blackrock Inc.

6.4%| shares are held by institutional clients. On the table we can analyze the

Wellington Management Company, LLP

4.3%

State Street Corporation

2.0%| top shareholders of UPS stock that hold more than 3% of total shares

Massachusetts Financial Services Co.

3.2%] outstanding. The total insider shares only account for 0% of total

Source: UPS annual report

Dividend Yield

Source: Bloomberg

shares, which will reflect a floating number of shares equal to the number of

shares outstanding.

Regarding to UPS dividend policy, the company has offered to its
shareholders higher values of dividend yields. When we analyze it
against the dividend yield verified in the S&P500, we observe that UPS
management intent is to continue to offer higher yields of dividend as

verified in the past. We can observe it in the graph on the left.

On 31 December 2017, UPS stock was trading at $119,2, a P/E TTM
ratio of 30,3x which is higher than the industry average of 28,2x* (*Morningstar
Data).

The Sector

Industry Outlook
The earliest known delivery company was Wells Fargo, which was founded in
1852 and it was doing all deliveries by foot from door to door. By the time, the
industry was completely unregulated but with the passage of time, the industry
suffered a complete reformulation. The changes observed in this industry over
the last century were mainly explained by the evolution of technologies and new

regulations coming into the market.

Today, Globalization aligned with the exponential growth in e-commerce are the
two most important Industry growth drivers. The growth of e-commerce has
altered traditional supply chains, pressuring retailers to provide fast and free
shipping. Such needs require delivery companies to offer faster and cheaper
delivery shipments, and, to do it, they are doing a strong investment in new
technologies, which allow them to lower their costs and, consequently offer lower
prices to their clients. They are also investing in infrastructures such as

distribution centers closer to consumers.
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The customer’s preferences
has been changing over time.
They expect to receive the
package around two days
after buying.

Cyber Monday Sets New U.S. Online Shopping Record

nksgiving weekend online retail sales in the United State

j 2016 [ 2017 Year-over-year growth

$5.03b
$4.30b

$2.87b

$2.43b $2.43b

Thanksgiving Black Friday Saturday
Source: Adobe Digital Insights

*r Total Retail Sales ($B)

Source: Comscore, Statista

In 2014, the average acceptable waiting time for free delivery was around 5 days,
today, that number is close to 2 days. This industry clients’ development is
changeling traditional logistics models and big brands like UPS or FedEx are

doing business shifts in that direction.

This industry requires huge amounts of capital, not only to buy infrastructures
and vehicles, but it also requires strong investments in labor as the company
needs to pay salaries to their drivers, pilots, call centers’ operators, administrative
staff, etc. Courier companies benefit from its economies of scale, since it allows
them to lower their unit costs and offer more competitive prices to their
customers. Therefore, entering into this industry is not so easy since it is both

capital and labor extensive.

The industry is highly dependent on density. Online purchases are growing
exponentially its weight in overall purchases and, so, for delivery companies,
more density per region equals lower cost of reaching the consumer. When they
have more stops deliveries within a certain zone they can lower costs per each
delivery and, therefore, have better margins on their business. Therefore, it is
very important to keep a continuous investment in technologies to look for
efficiency improvements, which will very important in the final revenue
calculations.

Holiday Season
The holiday season reflects the peak season for retailers and can make the
whole year a success, or not, for a retail company. The holiday
season starts as soon as November begins, and, in the first
weeks, we have special events like Thanksgiving or, on the day

after, the Black Friday, which is beating every year’s new highs in

$6.59b

$5.64b

terms of volume but also in terms of total revenues for a BF day.
Only three days after, we have the Cyber Monday. This day might
not be so good as BF in terms of promotions and deals

e themselves, but it is for sure one loved day for online shoppers. In
November 23, the 2017 online Black Friday racked up a new
record of $5.03 billion in sales vs $4.30 Billion in 2016, a 16,9% growth
rate. Regarding to CM sales, this year, 2017, this day became the largest
event on retail calendar on US by achieving a new record in sales of
$6.59 Billion vs $5,64 Billion in 2016, representing an 16,8% increase
YIY.

Furthermore, earlier in November 11, it happens the largest shopping
day in Asia, the Singles’ Day. In 2017, the total revenues for this day

reached $38 Billion, with $25.3 Billion from Chinese e-commerce giant Alibaba
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alone. The company saw a boost of 42% from last year’s total of $17.8 Billion.
These values prove that Singles’ Day is the largest retail event in the world and,

as all other online events, it’s only getting bigger.

Nonetheless, in December we have also some important retailing events like
Green Monday, Free Shipping Day or Christmas. In Green Monday, every
second Monday of December, retailers have another opportunity to give a boost
to their orders volume by offering more deals like on Cyber Monday. Back to its
origins, the day “started” when eBay announced in 2007 that its busiest day was
the second Monday in December, which, represented at that time, the last day
shoppers could place an order to receive it before Christmas. This day received
more and more importance as retailers wanted to continue the boost in sales
received during the Cyber week. In 2016, Green Monday online retail sales were
$1,621 billion, which represents an 15,1% increase from last year’s values. The
Free Shipping Day represents, as the name says, a day where customers can do
their shopping without paying anything to receive it at home. This event happens
annually in mid-December and customers are using more this type of deals as

they can save money in shipping their orders. Finally, we have Christmas, which

Retall Ecommerce Sales Worldwide, 2015-2020 represents that time in the year when everyone is looking for gifts to

trillions, % change and % of total retail sales

2015 2016 20:M7 2018 2019
M Retall ecommerce sales [l % change % of total retall sales

Source: eMarketer

moss Offer to their families. It is not easy to analyze the Christmas total sales
as people are shifting their shopping earlier in the year as they can
benefit from deals from BF, CM or GM.

Accordingly to Adobe Analytics, 2017 online holiday season will achieve
$107,4 Billion in total sales, representing an increase of 13,8% from last
year. As well as the holiday season represents a great opportunity to
2020 retailers, it also means that logistics and transportation companies can
benefit from it. The Retail ecommerce sales are expected to almost
double by 2020 and its proportion of total retail sales is also expected to increase

over time as we can observe in the graph.

After all these retail events and opportunities, we have a season that benefits
only the Logistics and Transportation companies, the returns season. Returns
are absolutely a critical component of the supply chain and, thus, needs to be

well handled by retailers and by Delivery companies.

These opportunities, from a Delivery company perspective, should be well
analyzed since it requires a strong business plan in order to fulfill every
demanded service. In the past we had several delays examples in delivery
services given the unprepared infrastructures for such a boost in services. One

approach that many companies are doing, UPS included, is to charge a
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The drone delivery possibility
can increase the companies’
efficiency by lower the overall
costs

GDP Growth

Source: Bloomberg

surcharge on package delivery during the holiday season. In this way, they can

increase its infrastructures and logistics momently to fulfill all the demand.

Drone Delivery
Flying robots can be used for leisure purposes but it can also be a strong
powerful tool to companies, especially to all the companies playing a role in the
supply chain. Amazon, UPS and FedEx are just three examples of companies
that are already using drones in its operations. These companies are testing
drones to analysis the possibility of using them to further and more complex
tasks. A few months ago, to perform drone tests, companies had to go to other
countries to test their drone-delivery systems, which slowed down the
development process. Recently, on November 25, 2017, the Trump
administration announced a program that allows companies to conduct drone test
in the United States, which benefits the US drone industry to move forward.
However, the drone progress has its concerns, usually associated with safety
and security. The recent reports of near collisions with aircrafts, the potential
usage of drones to criminal purposes and the privacy lost when we have a drone

flying over our homes are valid arguments to peoples’ perplexability.

The company that has its drone process more advanced and intent to use it in a
short period of time is Amazon. Two years ago, Amazon created a delivery
system, Prime Air, which was designed to safely get packages to customers in 30
minutes or less using drones. It is not certain when the company could make this
new way of delivery possible but it all comes to regulation and, besides the actual

government support, it's a FAA decision.
MACRO ANALYSIS

United States

Macroeconomic Scenario

It is expected an economic expansion over the next couple of years, mainly
stimulated by the consumption and investment growth, which reflects strong
business and consumer confidence and increases in asset prices.
Recently, the Trump administration passed a tax reform that will decrease
the tax rate for business from 35% to 20% in 2019 and afterwards, which
will stimulate the investment and consumption. Since the 2008 crisis, the
financial stability has ruled in the economy. However, during the extended
period of exceptional monetary easing, some vulnerabilities have
emerged. The economy presents high levels of leverage, which can
exposure the economy to some significant shocks. For the next years we
expect the US economy to continue its growth and to increase its rate mainly due

to the increasing interest rates environment that we will face in the future.
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Europe

Over the last decade, Europe faced two recession periods. In 2008/2009, with
the 2008 financial crisis, Europe suffered severe economic consequences from it,
reflected in a negative Europe GDP growth of -4,3%. The second recession
occurred during 2012/2013, when Europe faced financial pressures from
bankrupted banks and from a political instability environment lived during that
period. Over the last years, we could observe a financial recovery for Europe,
which will reflect a positive outlook for the economy. However, looking to the
political component, we face a political unstable environment that could offset the
economic forecasts. The Europe economy is expected to continue to show GDP
growth values around the 2% for the near future, mainly supported by the ECB’s
intent to increase interest rates and increase investments into the Europe

economy.

Competitors
UPS

As it was said above, entering this market can be very expensive, so it does not
favor new entries in the industry. We are now do an analysis of the main UPS’

competitors:
FedEx

FedEx, founded in 1973, is the major UPS competitor. Its market cap of almost $
65 Billion and its 2016 revenues value of $ 50,4 Billion requires a special
attention. FedEx offers almost the same as UPS in term of services offered but
focus its core business in offering efficiently time-definite services. As today,
FedEx covers more than 220 countries and delivers, on average, more than 5,5
Million packages per day. It accounts with more than 90 thousand motorized

vehicles plus 659 aircrafts and employs more than 220 thousand people.

The company is expanding its business through some recently important
acquisitions. In 2016, FedEx acquired TNT for a $4,4 Billion price. This strategic
acquisition allowed them to boost their presence in Europe, Middle East and
Africa. They also increased their daily packages delivery by 10% and their

vehicles by more than 30%.

Regarding to FedEx stock performance (NYSE: FDX), it has delivered a return of
more than 160% over the last 5 years. As of December 31, 2017, the stock was
trading at $250,09, representing a Market Cap of $66,95 Billion, a P/E of 18,4x
and an EV/EBITDA of 10,3x.
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Deutsche Post AG

Deutsche Post AG is a company that operates mainly in Europe and offers

different types of services but strongly similar to the ones UPS offers. The
Deutsche Post Q P aly

company operates with DHL brand name in the market. They offer parcel,

express and freight delivery and supply chain services. When compared to the

US companies like UPS or FedEx, Deutsche Post AG has substantially stronger

H._m exposure to the Asia market, which is the one that is expected to grow at an

AV &V W= higher rate.

It employs approximately 510.000 people in over 220 countries and territories
worldwide. Regarding to it revenues, the group generated revenues of more than
57 Billion Euros (~67 Billion Dollars)

Furthermore, the company has a very responsible and environmental behavior

and aims to achieve zero emissions logistics by the end of 2050.

Over the last 5 years the Deutsche Post AG stock (ETR: DPW) returned +141%,
which represents +19% annually. As of December 31, 2017, DPW was trading at
39,75 and a market cap of $58,72 Billion. The stock traded on the same day at
an P/E of 16,2x and an EV/EBITDA of 9,4x.

Kuehne + Nagel International AG

Kuehne + Nagel International AG, a global transport and logistics company
based in Switzerland, provides sea freight and airfreight forwarding, contract

logistics and overland business with a focus on providing IT-based logistics

‘ i : solutions. The company has more than 70,000 employees in 108 countries
\ ’ around the world. In 2016, Kuehne + Nagel had CHF 19,985 Billion ($20,566
KUEHNE-+NAGEL Billions) in revenues and CHF 729 Million ($750 Millions) of net income.

The Kuehne + Nagel International AG stock (VTX: KNIN) offered a return of more
than +56% over the last 5 years. As of December 31, 2017, KNIN traded at CHF
172,50, representing a market cap of CHF 20,7 Billion, a P/E of 28,51x and an
EV/EBITDA of 18,22x.

United States Postal Service

The company provides mail processing and delivery services to individuals and
business in the U.S. It accounts with more than 785 000 employees and over 260
-ﬂ 000 vehicles, making US Postal Service the company with the largest vehicle
fleet in the world. The company made over $71,5 Billion in revenues in 2016.
However, US Postal Service has struggled to turn its net income positive. Since

UNITED STATES 2006, the company finished the year with negative net income, which reflects the
POSTAL SERVICF competition experienced in the industry by big players like UPS and FedEx.
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United States Postal Service is an independent agency of the United States

federal government and it is not listed in any stock exchange.
Amazon
Amazon is not a UPS competitor, yet!

Amazon represents one of the UPS business risks. The e-commerce dealer
company aims to handle all segments of the supply chain, delivery services

a m a zo n included. Amazon already began using its own delivery services in India two
years ago. It is not known when they will start implementing it in the U.S. or in
other countries. All of this is possible due to Amazon’s investments in dozens of
distributions center, hundreds of brick-and-mortar stores and in creating its own
air fleet. The company named this service “Seller Flex” and its main objective, for

now, is to increase the number of goods eligible for its Prime free two-day

delivery and free up warehouse space.

The amazon possible threat can take long years to materialize, however, UPS
does not depend from any of its big clients as they don’t represent more than

10% of their business. Yet, it's a risk to be taken into consideration.

On 31 December, Amazon stock (NASDAQ: AMZN) was traded at 1169,47 with
a P/E of 295,5 and a EV/EBITDA of 40,5 Its Market capitalization is more than
$570 Billion, and over the last 5 years, Amazon stock had a return of more than
+358% (+36% CAGR).

Other Competition

There are other companies that compete with UPS, but most of them focus on

UBER different markets such as restaurant delivery or rush services. This type of
services requires specialized handling and they are usually app-based
RUSH _ _
companies. Examples: UberRUSH, Roadie, Postmates, among others. These
I companies do not compete directly with UPS, but they can be seen as UPS
= .
competitors.

ROADIE

Regional or local carriers also compete with UPS, but they have different

business objectives. Local companies have some competitive advantages

« *‘g) against major parcel carriers. They are most effective in their specific
*
geographies where they can deliver packages on a fastest and cheaper way.
POSTMATES

They can also be more flexible on delivering time.

When the delivery service is longer than their region specialization, these small
companies cannot compete with big brands like UPS or FedEXx, given their

infrastructures, technologies and automated processes.
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Revenues
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The industry experienced, over the last decade, an increase in

the ecommerce boom. This growth happened especially in the three
main leaders of the industry, UPS, FedEx and DHL. As it can be seen

‘ H H M M m N “ ‘ demand driven by the increase in retail sales and, more recently, by

FF S EE S PSP on the left, UPS had in 2016 the highest revenue value when

compared to its two main competitors. Over time UPS had higher
revenues than its main US peer, FedEXx, but, recently, with TNT

acquisition, the difference between the two shrank.

EBITDA margin speaking, until 2006, UPS had the highest EBITDA

margin against its peers, but that year, the company struggle to keep

2 2 8g83g8reg8zgggztszs its past track and showed some volatility. This can be mainly explained

& & ¢ @ @ @ © © © © = = = o
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by mark to market charges that the company started to incur and

including it in the Income Statement after 2006.

The Return on Invested Capital shows the company’s ability to turn its
investment into positive cash flows. UPS has beat its two main

competitors over the years since it can benefit from its economies of

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

10

——UPS =——FodEx = Deutsche Post

Source: Bloomberg

scale and from its smart investments in new technology and
infrastructures in the past. In 2016 the company had a ROIC of more than 30%,
when FedEx and DHL had 16% and 23% respectively.

Valuation

Revenues
To compute our forecasts, we diversified the total UPS’ revenue into three
different segments as it is stated above. Inside each division, we perform a

deeper analysis into each main driver and performed their forecasts.
U.S. Package Operations

In the largest UPS’ segment, revenues speaking, given the information available,
we were able to divide it into the three different types of services offered by UPS
in Next Day Air, Deferred Air and Ground. Next Day Air comprises all the
services offered via air that guarantees the delivery on the next business day, in
the United States. Deferred Air division accounts for all delivery services offered
via air that exceed the delivery in one business day. Finally, the Ground services
includes all services via ground offered by UPS, including both next day and

deferred services.
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Percent of U.S. Domestic Packages

2009 2011 2013 2015

Source: UPS Annual Report

B2C Shipments projected
to continue growing

2017

We conducted an analysis by the following drivers for each type of services

offered in the United States:

- Average Daily Packages

- Average Price per Package

- Total of Days

The Average Daily Packages represents the number of packages that UPS
delivered, on average, per day. This driver represents the demand and over the
last years Next Day Air and Deferred Air volume has increased over the last
years due to the strong growth felt in e-commerce. Business-to-consumer was
the main reason for such boost since people nowadays are doing their shopping
online instead of using the traditional channels. In Ground services, UPS is
experiencing an higher demand, driven by growth in residential ground and
SurePost, which is the low-cost delivery service offered by the company. This
effect reflects the change in preferences in retail customers, which preferred to
wait a few more day to get their shipment if they can save in overall order cost by

doing it.

As of 31 Dec 2016, the Ground services represented the largest number in
volume terms and accounted for 83,2% of total volume in the U.S. operations
division. The US air services, Next day Air and Deferred Air, represented 8,5%
and 8,3%, respectively. Due to changes in customers preferences, the shift to
low-cost services, we expect deferred percentage to increase slightly, Ground to

decrease and Next Day to maintain.

By looking to the overall U.S. Package Operations revenue, we observe an
increase in volume over the last years, mainly due to the increase in Business-to-
customer shipments, which represented more than 48% of total U.S.

volume in 2016 and they are expected to increase in the following years as

the e-commerce opportunities arise. Moreover, Business-to-Business

volumes has showed a slight increase or even flattened over the past

years. This event can be explained by the overall slowing of the industrial
»o Mmanufacturing sector, which was partly offset by the increase in volume
felt from the retail industry. In terms of growth, we expect the company to
be able to follow the path performed over the last years. The continuous growth
verified in retail sales will reflect a volume increase in UPS operations, especially

in the US.

The average price per package represents the average price applied by UPS to
deliver every package. The price is highly dependent on four different inputs,

which are Fuel Surcharge, Product Mix, Consumer Mix and the Base Rate. The
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fuel surcharge is the extra fee paid by customers to cover the fluctuating cost of
fuel. There is no uniform way of computing the fuel surcharges, so every delivery
company has its own formula. To determine its value, UPS uses an index-based
surcharge that is adjusted monthly. The fuel surcharge used in air services is
based on the U.S. Department of Energy’s (“DOE”) Gulf Coast spot price, while

the ground fuel surcharge is based on the DOE’s On-Highway Diesel Fuel
CLG13 - Crude Oil WTI (NYMEX)
W CL*1: 61 6R O \vol: 840983 12000

Price. Over the last years we verified a decrease in the fuel surcharge in both

11000

;ZUDZU Next Day/Deferred Air and Ground services. This decrease is due to the low
=o  Qil prices that we have been facing over the last years. In 2014 the WTI crude

ma Ooil was priced at $106 and today is priced at around $57, which will,

50,00

consequently, reflect a lower fuel price. The full information about their

40.00

o =w  syrcharges can be found on UPS website. Moreover, due to the decline in jet
5 20.00 . 5 . H
?EooomaooEmEoA@E o ET o W and diesel fuel prices, the company has decreased its revenues coming from

Source: Morningstar the fuel surcharge. Lower fuel prices - lower fuel surcharge - lower price - lower

revenue. To forecast the possible impact and path of the fuel surcharge
revenues, we need to analyze the oil prices in the future. Given the last moves by
OPEC and other oil producers, we predict that prices will maintain a constant
recovery growth during the following decade, consequently, pushing fuel prices

and fuel surcharges up.

UPS is trying to offer more services to its clients and Consumer and Product Mix
can suffer a slight change and affect the UPS revenues. Regarding to Consumer
Mix, UPS has reported a faster volume growth among its larger customers, which
have a lower average yield when compared to its small and middle-market
customers. The company is also experiencing relatively stronger growth in its
lighter-weight business-to-consumer shipments, which have lower average yields
than heavier-weight commercial shipments. Given these, we expect consumer
and product mix to impact negatively the revenues over the next couple of years

and afterwards stabilize and stop influencing the overall price demanded by UPS.

The base rate is a UPS management decision and its behavior, over the last
years, shows that UPS are charging slightly more every year. We expect this
path to continue over the next years until it reaches a steady state and growth

equals to zero.

Summing up, over the next couple of years, we expect average price per
package to slightly decrease due to some uncertainty about fuel prices and to
changes in customer and product mix. The recent e-commerce boom is also
affecting the UPS margins, reducing them given the high competition. Afterwards,

we believe it will remain constant and achieve its steady state.
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The total of days that UPS perform in U.S. is been increasing especially due to
changes in holidays. The impact of changes in this driver are not very significant

if the increase is small, thus we expect this value to be constant over

time.
REVENUE
——NextDayAlt ——Deferred  ——Ground  ——TOTAL Finally, we can perform the total revenue coming from US packages
iﬁj Operations. As it can be seen on graph, all the subsegments are

- //\/'/_ﬁ expected to continue its growth over the next years. The Deferred Air

o service is the one that will perform better over the following years due

3.0%
2.0%

to the e-commerce boom and to shifts in customers preferences,

1.0%
0.0%

012 | 2013 | 2002 | 20as | 201 | 2017 | 2018 | 2019 | 2020 | 2001 which prefer to pay lower shipping rates and wait more time for their

-1.0%

orders.
Source: Excel model

International Package Operations

The international UPS division represented 20% of total revenues in 2016. Over
the last years, this value has slightly decrease mainly due to an increase in the
domestic dominance over international revenues and not by a decrease in its

revenues, as it will be explained in a further analysis.

In this segment, we were able to divide it into Domestic, Export and Cargo &
Other. Domestic operations are internationally services provided within the same
country, while Export operations represents the services from one country to
other different country. Cargo & other subsegments accounts for all the Cargo

and other ways of delivering services provided by UPS.

On the first two, given the information available, we computed a further analysis
by looking to the following drivers:

- Average Daily Package Volume

- Average Price per Package

- Total of Days

The growth in business-to-consumer volume is affecting the overall international
volume, as well as the strong demand coming from sectors like retail, industrial,
high-tech or healthcare. Considering the Export subsegment, UPS is
experiencing increases in volume from all regions in the world, especially by its
European and Asian operations. The business inside Europe is the largest one,
accounting for more than 50% of total volume, however, Asian-Pacific has been
growing its importance, a market where there are huge opportunities for delivery
companies. The company has an investment commitment of $2Billion in Europe
and it is being investing around the globe, especially Asian-Pacific and Africa.
Furthermore, U.S. exports are highly dependent of US dollar behavior, and, over

in 2015 and 2016, we experienced a dollar appreciation which led to lower US
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export volume to UPS. We expect this behavior to be inverted in 2017 and on the
following years, as we predict the dollar to continue to depreciate against the

major currencies, which will boost US exports.

The international investments that has been made by UPS adding to the
prediction of dollar depreciation, we expect that international volume to increase

over the next years.

As well as it happens with US operations, the price charged by UPS
internationally is affected by the fuel surcharge, Consumer and product Mix, base
rate and, as we are dealing with different currencies, Currency movements. The
Fuel Surcharge is being pushed down by the low oil prices that we are facing
nowadays and, thus, UPS is experiencing lower revenues coming from this
driver. The international revenues are subject to variations in the currencies
behavior, and, in 2015 and 2016, with the US dollar increasing its strength, UPS,
when converted its international revenue to dollar, ended up with less dollar
revenues. However, these two negative impacts are being offset by the increase
in base rates as well as a shift in Product mix, since premium products, the ones
with higher margins, are experiencing an higher growth when compared to UPS

standard products.

As our forecasts suggest, for the following years, the continuous dollar
depreciation against other currencies, as it was observable in 2017, together with
the increase in base rates, will reflect a slightly overall price charged by UPS in

this division.
Supply Chain & Freight Operations

In this division, which represented in 2016 17% of total revenues, we performed a
deeper analysis by separating it into Freight LTL, Other Freight, Forwarding &
Logistics and Others. The Freight LTL division we divide it into:

- Revenue per Hundredweight

- Shipments (in thousands)

- Weight Per Shipment

Over the last years, UPS Freight revenue has been decreasing mainly due to a
decline in the number of shipments and the weight per shipment operated. The
lower fuel prices also impacted negatively the revenue through lower fuel
surcharge charges. However, due to an increase in base rates, UPS has been
increasing its revenue per hundredweight, in order to offset the loss verified in the

other two drivers.
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The increase verified in the Forwarding and Logistics revenue over the last two
years can be mainly explained by the two important acquisitions made by UPS,
Marken in 2016 and Coyote in 2015. The company expanded exponentially its
infrastructures, which reflected more revenue to UPS. Other positive impacts are
coming from the growth in mail services and retail, aerospace, healthcare and
automotive solutions. However, this division has also experienced some negative
impacts over the last years, especially from currency exchange rate movements
and lower fuel surcharge rates, due to dollar appreciation and low fuel prices. We
expect the revenues in F&L to keep the same path as the previous years, due to
the impact of the Marken Acquisition, which was only materialized in December

2016, and due to the dollar appreciation and higher fuel prices expectations.

Summing up, we forecast the following revenues values for UPS:

Revenues 2016A 2017F 2018F 2019F 2020F 2021F CARG
US Package Oper. 4.2% 3.6% 3.7% 4.2% 4.2% 4.2%
International Package Oper. 1.7% 3.1% 3.3% 3.8% 3.8% 3.8%

Supply Chain & Freight 8.3% 5.1% 2.6% 2.6% 2.9% 3.2%
Total Revenue S 60906 $63,186 $65,355 $67,889 $70,563 $73,380 3.8%

Costs/Margins
When adjusting the operating expenses by extracting the negative impact of
mark to market charges that were included in the company’s calculations, we

were able to perform a deeper margin profit analysis across all UPS divisions.

The ecommerce dominance within the industry brings new challenges to the
companies, in the future, since retailers and its customers demand lower delivery
prices with the same quality of service offered. This shift can affect the UPS
margins in order to offer competitive prices to its customers for the future.
Although UPS has been investing a lot in improving its service efficiency, we
expect the company to be forced to slightly lower their margins in both Domestic
and International parcel division. In both segments, we also expect the shift
verified in the product mix in the last years, choosing services where UPS has
lower profit margins like low cost services (SurePost), to continue which will also

impact negatively the UPS margins.

Regarding to the Supply chain solutions and Freight services, we expect the
company to be able to perform better margins in the future. This forecast can be

explained by the benefits coming from the new recent acquisitions inside this
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division (Coyote and Marken takeovers) which will lead to higher efficient

services provided and, consequently, lower costs to perform them.

NWC/CAPEX
The current assets minus the current liabilities gives us the Net Working Capital
amount. As part of the current assets we have two important accounts
Inventories and Accounts Receivables. The UPS’ inventories are comprised by
fuel and other materials to their airplanes/vehicles and by supplies inventories. In
the past, this rubric as maintain constant holding period days, as such, we
calculated in the same way, keeping the same number of holding period days.
Regarding to UPS’ accounts receivables, the company has experienced a
constant collection period over the last years, and so, we will expect this account
to behave in the same way for the future. Moreover, the accounts payables are
very important when looking to the current liabilities, and thus, we tried to
forecast it using the payable period, which was constant over the last years.
Summing up, all these forecasts will conduct to a stable investment in working

capital when we analyze it as a portion of total revenues.

The PP&E accounts for all the vehicles, Aircrafts, Buildings, Leasehold
Improvements, Plant equipment and Technology equipment. UPS, in order to
continue to offer the best services to its clients, has maintained its investments in
PP&E constant as a proportion of the total revenues and, thus, we predict the
same investment strategy for our forecasts. As the revenues increase, it is

expectable a stronger investment in PP&E, in order to be able to meet with all of

its demand.
o OF REVENUES The costs of purchased businesses in excess of net identifiable
7.2% 6% oy assets acquired represents the Goodwill account. As it is known,
. - T "D UPS over the last decade followed a growth strategy of new
Lol acquisitions within the Logistics & Transportation industry, which

0.2% 0.3% 0.3%

== =28 _E -8 - will be reflected on an increase of Goodwill. The company’s

2016 2017 2018 2019 2020 2021

0.5% 0.7%

ImIED

ambition of expanding its operations all over the world will require
higher investments and so, we expect Goodwill to continue to
Source: Excel model maintain its proportion of Revenues equal to the one presented on the last two
years. In these years the company operated two huge and important acquisitions
(Coyote and Marken) and thus, we predict the same type of acquisition strategy

to continue in the future.

In summary, we expect the company to follow an investment strategy as the one

shown on the graph on the left.
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DCF
To perform the discounted cash flow, we used to different approaches. The first
one was by using the Core FCF, which contains the operating cash flows minus
the investing cash flows, and by using a perpetuity growth rate to calculate the
company terminal value. On the second one we used EBITDA values as an input
to discount and, to compute the terminal value, we used a multiple EV/EBITDA.
On the perpetuity method, we assumed a constant growth rate of 2.2% to
perform our terminal value calculations as it seems to be in line with the
macroeconomic scenario for the future and for the business forecasts that we
used. Regarding to the EBITDA method, on the EV/EBITDA multiple we used the
median of the selection of peers used in the Multiple valuation. In both
approaches, we used the WACC as our cost of capital, or in other words, as our

discount rate.

All calculations performed, we achieved a target price of $134,61 with the
perpetuity method, and $149,51 with the EBITDA method.

) DCF Multiples

Valuation
e Perpetuity | EBITDA P/E | Ev/sales| Ev/eBIT| EV/EBITDA
Enterprise Value 131,457 | 144,640| 105610 72,497| 89,770 102,963
Net Debt 12,599 12,509 | 12,599 | 12,599 | 12,599 12,599
Equity Value 118,858 | 132,017 93,011 59898 77,171 90,364
No. of Shares 883 883 883 883 883 883
Value per share $ 13461|$ 14951 $10534|$ 67.83| $87.40| $ 102.34
% Upside/Downside 12.9% 25.4%| -11.6%| -43.1%| -26.7% -14.1%
Average $ 142.06| $ 90.73
% Upside/Downside 19.2% -23.9%

WACC assumptions
To perform the UPS valuation, we used the Weighted Average Cost of Capital as

it seems to be the right cost of capital approach.

The cost of capital was calculated through the Capital Asset Pricing Model. To
compute it, we used three inputs: risk-free rate, levered beta and market risk
premium. As Risk-Free Rate, we used the US 10-year Treasury-Bond yield,
which seemed to be the best approximation as the company has 85% of its
business in the United States. The Levered Beta used was computed by levering

the unlevered beta together with debt beta and debt to equity ratio.

The cost of debt was calculated by using the current US 10 year- Treasury-Bond
yield added to a default spread. The last one was performed by analyzing the
company default risk, through Moddy’s and S&P ratings (A+ and AAA,
respectively), and extracting, from the interest coverage ratio table, the matching
default spread (1.00%).

PAGE 24/31



NOV A Shaping

powerful
UNITED PARCEL SERVICE COMPANY REPORT School minds

of Business
& Economics

Finally, the Weighted Average Cost of Capital was performed by multiplying the
cost of debt by the debt percentage of total capital and by 1- tax rate, and
summing to this the cost of equity times the equity percentage of total capital. As

a result, we computed a cost of capital equal to 5.8%

Multiple Valuation
It was performed a multiple valuation to analyze how UPS is valued amongst its
peers. Initially, we selected a certain number of UPS’ competitors but, after a
careful analysis, we decided to exclude some outlier from the sample, given to its

low market capitalization or due to very high or low multiples values.

The multiples selected to perform this analysis were: Price to

Football Field

Earnings, Enterprise Value to Sales, Enterprise Value to EBIT

and Enterprise Value to EBITDA. Even though we performed

a multiple valuation analysis, we are aware this method

ignores some important business aspects like risk, growth of

cash flow potential. It is also static as it only accounts to the

present data, forgetting the past as well as the future data.

= Furthermore, this analysis enabled us to perform a Football
Field, where we can compare the current valuation (red line)

Source: Excel model to peers’ behavior in each different multiple.

Sensitivity Analysis
To assess how a different discount or growth could impact our DCF perpetuity
valuation, it was performed a sensitivity analysis. The WACC, our discount rate,
can be affected by the risk-free rate, equity risk premium, levered beta and by the
cost of debt. We don’t expect extremely movements neither in the equity risk
premium nor risk free rate during the following years. The possible risk comes
from the Levered Beta and the cost of debt, and, to take them into account, we
performed a WACC analysis by increasing it by 1% and by decreasing it in the

same amount.

Regarding the growth rate, due to its unpredictable movements over time, we
also changed it by increasing and decreasing the rate 1%. To do a more
complete analysis we performed the sensitivity analysis to the Enterprise Value,

Market Value and Share price value.

We repeated the same process to our DCF EBITDA valuation but instead of
doing a sensitivity analysis on the growth rate, we performed it on the EBITDA

multiple used.

Furthermore, we also performed a sensitivity analysis for our WACC calculations.

The final results can be seen in the following tables:
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Perpetuity EBITDA
EV Growth EV EV / EBITDA
131,457 1.2% 1.7% 2.2% 2.7% 3.2%) 144 640 10.63 1213 13.63 1513 16.63
4.8%| 136,363 155940 183,012 222,900 287,529 e 122,2'25 136‘8'29 = 4'33 166,0;8 18015;‘2
< ::: Ez'z:‘z‘ ﬁ?i;ﬁ 1;2:2; i;z';z . 53% 119508 133769 148,030 162,290 176551
& - g - 2 g 4 Y 5.8% 116,866 130,793 - 158,647 172,574
6.3% 95,310 104129 115092 129,089 147,585 < 63%| 114206 127,899 141501 155,103 168,706
6.8%| 86,512 93,625 102,279 113,038 126,776 6.8% 111,796 125,083 138,370 151,657 164,944
Value per Share Growth
135 1.2% 1.7% 2.2% 2.7% 3.2% Value per Share EV /EBITDA
4.8% 140 162 193 238 311 149.51 10.63 12.13 13.63 15.13 16.63
5.3% 121 137 159 189 233 4.8%] e e L e D
v(“(' 5.8% 106 118 35 156 185 o 5.3%| 121 137 153 169 186
» 6.3% o 104 116 132 153 Q\é' 5.8%) 118 134 150 165 181
6.8% 84 92 102 114 129 6.3%) 115 131 146 161 177
6.8% 112 127 142 157 173
Estimated Upside Growth . Estimated Upside EV / EBITDA
12.90% 1.2% 1.7% 2.2% 2.7% 3.2% 25.43% 10.63 12.13 13.63 15.13 16.63
4.8%| 17.56% 36.16% 61.88% 99.78%  161.18% 4.8%| 4.13% 18.01% 31.88% 45.76%  59.63%
o 5.3% 1.39% 15.21% 33.46% 58.69%  95.87% 5.3% 1.55% 15.10%  28.65% 42.20%  55.75%
& s8% -11.26% -0.65%] 12.90%] 3081%  55.57% $v°° se%| -096% 1227%[ 25.50%] 3874% 5197%
63 i S 1065%  28.25% 6.3%| -3.40%  9.52% 2245% 3537% 48.29%
6.8% |2 o e 2 O e A D W i 515 6.8%| -5.78%  6.85% 19.47% 32.09% 44.72%
WACC
WACC Beta Unl
5.8%| 0.30 0.45 0.60 0.75 0.90|
& 5.0%| 3.7% 4.4% 5.2% 5.9% 6.7%
& 5.5%| 3.8% 47% 5.5% 6.3% 7.1%
& 6.0%| 4.0% aow____ ssu|67% 7.6%
@*\ 6.5%| 4.1% 5.1% 6.1% 7.1% 8.0%
N 7.0%| 4.3% 5.3% 6.4% 7.4% 8.5%
Scenario Analysis
To assess how a different forecast analysis could impact the target price, we
performed a scenario analysis. We calculated two more different scenarios, a bull
case and a bear case. In the bull case we assumed a stronger demand in the
UPS services, expecting a higher growth rate and popularity of ecommerce
demand. We also increased the UPS margins across all division, replicating the
ability to perform better margins in the future.
In the Bear case, we assumed a lower ecommerce demand and a stronger
customer preference shift to products that have lower average yields to UPS. It
was analyzed the impact if the UPS international expansion does not bring the
expected demand. Furthermore, we also reduced margins to see the case where
UPS was not able to charge higher prices given the industry competitiveness. We
can analyze the final results below.
Target price
Scenario Analysis 2017 2018 2019 2020 2021 |Perpetuity |EBITDA
BULL Revenues Growth 4.2% 3.9% 4.4% 4.4% 4.5%| $ 14258 | $ 160.04
EBIT Margin 13.4% 12.9% 12.8% 12.8% 12.8% 19.6% 34.3%
B Revenues Growth 3.7% 3.4% 3.9% 3.9% 4.0%| S 13461 | $ 149.51
ase
EBIT Margin 12.8% 12.5% 12.3% 12.2% 12.2% 12.9% 25.4%
B Revenues Growth 2.5% 2.2% 2.7% 2.7% 2.8%| S 11692 | $ 126.16
ear
EBIT Margin 11.4% 11.0% 10.9% 10.8% 10.8% -1.9% 5.8%
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Appendix

Financial Statements

A F F F F F
Income Statement 2016 2017 2018 2019 2020 2021
Revenues 60,906 63,186 65,355 67,889 70,563 73,380
COSIS ... 50364 52,700 54575 56881 59,188 61,548
EBITDA 10,342 10,486 10,781 11,008 11,375 11,832
| Depreciation ] Too2220” 24267 25887 2688”7 27947 2,906
EBIT 8,118 8,060 8,192 8,320 8,581 8,927
Investment Income 50 40 41 42 43 44
Interest EXpenses (381) ... (483) __...(467) . (517) ....(538) (561)
EBT 7,787 7,617 7,767 7,845 8,085 8,410
Taxes 2,683 2,596 2,647 1,978 2,039 2,121
Net Income 5,104 5,021 5,120 5,867 6,046 6,289
A F F F F F
Balance Sheet 2016 2017 2018 2019 2020 2021
ASSETS
Current
Cash & Cash Equiv. 3,476 632 654 679 706 734
Marketable Securities 1,567 1,601 1,635 1,671 1,707 1,744
Accounts Receivables 7,695 7,369 7,622 7,918 8,230 8,558
Inventories 342 361 374 390 405 422
Net* Other Current Assets 232 316 654 679 706 734
Total Current assets 13,312 10,279 10,939 11,336 11,753 12,191
Non-Current
PP&E 18,800 20,219 21,567 22,403 23,286 24,215
Goodwill 3,757 4,423 4,575 4,752 4,939 5,137
Intangibles 1,758 1,896 1,961 2,037 2,117 2,201
Net* Derivatives & Hedging Assets 448 452 456 459 463 467
Net* Deffered Tax Assets 479 632 654 679 706 734
Total Non-Current assets 25,242 27,622 29,212 30,331 31,511 32,755
Total Assets 38,554 37,901 40,151 41,667 43,264 44,946
LIABILITIES
Current
Accounts Payable 3,042 2,916 2,888 2,990 3,117 3,243
Hedge margin liabilities 575 575 575 575 575 575
Accrued group welfare and retirement plan contributio 598 - - - - -
Accrued Wages and Withholdings 2,317 2,463 2,548 2,647 2,751 2,861
Total Current Liab. 6,532 5,954 6,011 6,212 6,443 6,679
Non-Current
Self-Insurance Reserves 2,464 2,464 2,464 2,464 2,464 2,464
Pension and Postretirement Benefit Obligations 12,694 12,694 12,694 12,694 12,694 12,694
ST+LT Debt 16,099 15,565 17,236 17,951 18,700 19,502
Net* Other Long Term Assets 360 316 327 339 353 367
Total Non-Current Liab. 31,617 31,039 32,721 33,449 34,211 35,027
Total Liabilities 38,149 36,993 38,732 39,661 40,654 41,706
EQUITY 405 907 1,419 2,006 2,610 3,239

Net*: Assets - Liabilities

PAGE 27/31



Shapi
NOVA po‘?v%lr?gl

UNITED PARCEL SERVICE COMPANY REPORT School minds

of Business
& Economics

A F F F F F
Cash Flow Map 2016 2017 2018 2019 2020 2021
Net Income 3,646 5,309 5,396 6,247 6,443 6,702
Depreciation 2,224 2,426 2,588 2,688 2,794 2,906
Operating Cash Flow 5,870 7,735 7,984 8,935 9,237 9,608
Investment in Working Capital 965 (67) 591 186 177 193
Capital Expenditures 3,349 4,693 4,142 3,765 3,931 4,103
Other Investing activities (3,046) 610 12 6 6 6
Invested Capital 1,269 5,236 4,744 3,957 4,114 4,302
Operating FCF 4,601 2,500 3,240 4,978 5,123 5,306
Net Cash Transactions with Shareholders (4,553) (4,519) (4,608) (5,280) (5,442) (5,660)
Net Financial Income (1,072) (314) (303) (413) (430) (448)
Investments in Financial Assets 1,023 2,333 1,671 715 749 802
Financing CF (4,601) (2,500) (3,240) (4,978) (5,123) (5,306)
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Disclosures and Disclaimers

Report Recommendations

Buy Expected total return (including expected capital gains and expected dividend yield)
of more than 10% over a 12-month period.

Hold Expected total return (including expected capital gains and expected dividend yield)
between 0% and 10% over a 12-month period.

Sell Expected negative total return (including expected capital gains and expected

dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance’s student of Nova School of
Business & Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

This report is issued and published exclusively for academic purposes, namely for academic evaluation and
masters graduation purposes, within the context of said Field Lab — Equity Research. It is not to be construed

as an offer or a solicitation of an offer to buy or sell any security or financial instrument.

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who

revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, the author of this report is not registered with or
qualified under CoMISSAO DO MERCADO DE VALORES MOBILIARIOS (“CMVM”, the Portuguese Securities Market
Authority) as a financial analyst. Roséario André - as the academic supervisor of the author - is registered as a

financial analyst with CMVM. No approval for publication or distribution of this report was required and/or

obtained from any local authority, given the exclusive academic nature of the report.
The additional disclaimers also apply:

USA: Pursuant to Section 202 (a) (11) of the Investment Advisers Act of 1940, neither Nova SBE nor the
author of this report are to be qualified as an investment adviser and, thus, registration with the Securities and
Exchange Commission (“SEC”, United States of America’s securities market authority) is not necessary.

Neither the Author nor Nova SBE receive any compensation of any kind for the preparation of the Reports.
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fir
Finanzdienstleistungsaufsicht (“BaFin”, the German Federal Financial Supervisory Authority). It should be
noted that Nova SBE is a fully-owned state university and there is no relation between the student’s equity
reports and any fund raising programme.

UK: Pursuant to section 22 of the Financial Services and Markets Act 2000 (the “FSMA”), for an activity to be
a regulated activity, it must be carried on “by way of business”. All regulated activities are subject to prior
authorization by the Financial Conduct Authority (“FCA”). However, this Report serves an exclusively
academic purpose and, as such, was not prepared by way of business.The author - a Masters’ student - is
the sole and exclusive responsible for the information, estimates and forecasts contained herein, and for
the opinions expressed, which exclusively reflect his/her own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

estimates or projections used in the report and may not be held liable by the author’s choice of the latter.

The information contained in this report was compiled by students from public sources believed to be reliable,
but Nova SBE, its faculty, or the students make no representation that it is accurate or complete, and accept

no liability whatsoever for any direct or indirect loss resulting from the use of this report or of its content.

Students are free to choose the target companies of the reports. Therefore, Nova SBE may start covering
and/or suspend the coverage of any listed company, at any time, without prior notice. The students or Nova
SBE are not responsible for updating this report, and the opinions and recommendations expressed herein
may change without further notice.

The target company or security of this report may be simultaneously covered by more than one student.
Because each student is free to choose the valuation method, and make his/her own assumptions and
estimates, the resulting projections, price target and recommendations may differ widely, even when referring
to the same security. Moreover, changing market conditions and/or changing subjective opinions may lead to
significantly different valuation results. Other students’ opinions, estimates and recommendations, as well as
the advisor and other faculty members’ opinions may be inconsistent with the views expressed in this report.
Any recipient of this report should understand that statements regarding future prospects and performance
are, by nature, subjective, and may be fallible.

This report does not necessarily mention and/or analyze all possible risks arising from the investment in the
target company and/or security, namely the possible exchange rate risk resulting from the security being

denominated in a currency either than the investor’s currency, among many other risks.

The purpose of publishing this report is merely academic and it is not intended for distribution among private
investors. The information and opinions expressed in this report are not intended to be available to any
person other than Portuguese natural or legal persons or persons domiciled in Portugal. While preparing this

report, students did not have in consideration the specific investment objectives, financial situation or
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particular needs of any specific person. Investors should seek financial advice regarding the appropriateness

of investing in any security, namely in the security covered by this report.

The author hereby certifies that the views expressed in this report accurately reflect his/her personal opinion
about the target company and its securities. He/ She has not received or been promised any direct or indirect

compensation for expressing the opinions or recommendation included in this report.

[If applicable, it shall be added: “While preparing the report, the author may have performed an internship
(remunerated or not) in [insert the Company’s name]. This Company may have or have had an interest in the
covered company or security” and/ or “A draft of the reports have been shown to the covered company’s
officials (Investors Relations Officer or other), mainly for the purpose of correcting inaccuracies, and later

modified, prior to its publication.”]

The content of each report have been shown or made public to restricted parties prior to its publication in
Nova SBE’s website or in Bloomberg Professional, for academic purposes such as its distribution among

faculty members for students’ academic evaluation.

Nova SBE is a state-owned university, mainly financed by state subsidies, students tuition fees and
companies, through donations, or indirectly by hiring educational programs, among other possibilities. Thus,
Nova SBE may have received compensation from the target company during the last 12 months, related to its
fund raising programs, or indirectly through the sale of educational, consulting or research services.
Nevertheless, no compensation eventually received by Nova SBE is in any way related to or dependent on
the opinions expressed in this report. The Nova School of Business & Economics does not deal for or
otherwise offer any investment or intermediation services to market counterparties, private or intermediate

customers.

This report may not be reproduced, distributed or published, in whole or in part, without the explicit previous
consent of its author, unless when used by Nova SBE for academic purposes only. At any time, Nova SBE
may decide to suspend this report reproduction or distribution without further notice. Neither this document
nor any copy of it may be taken, transmitted or distributed, directly or indirectly, in any country either than
Portugal or to any resident outside this country. The dissemination of this document other than in Portugal or

to Portuguese citizens is therefore prohibited and unlawful.
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