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Abstract

In this report, we are going to research on one of the largest companies in terms of
market capitalization in the world, Alibaba Group. Under its huge size, Alibaba is also
growing rapidly, especially in cloud computing and other new business segments. We
will forecast its revenues, costs and other relevant elements that have an influence on
the company’s valuation, for a period from 2020 to 2029. We evaluate that the stock
price of Alibaba in March 2021 will be around $233, 6% higher than its current price,

so we would like to suggest a “Hold” strategy.
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BABA Equrty Research Report Recommendation: HOLD

Vs Previous Recommendation HOLD
A Chinese giant planq/ng to take on the world of Price Target March 2021: 233.08 §
retail, cloud computing and others
Vs Previous Price Target - $
Price (as of 6-Jan-20) 219.73 $
* Alibaba has continued to grow its business with a solid Reuters: BABA.N, Bloomberg: BABA
increase in revenues, especially for its core activities such as
. 52-week range ($) 129.77-195.72
e-commerce sales and cloud computing. Total revenue grows Market Cap ($m) 560,000
at more than 50% since 2017. Outstanding Shares (m) 2,603.53

. " . Source: Alibaba SEC Filings
* Alibaba has been benefiting from the economic development 9

of the Chinese affluent and middle classes, as well as the BABA vs INDEXNASDAQ (6M range)
increase in online shopping in the country, and is expected to ' ™

benefit from this going forward
* Its cloud computing business was incorporated in 2018 and is

expected to grow drastically inside China given the country’s

large population and technology development. Alibaba now PTREv—

holds an almost 50% stake in the Chinese market.

. . . . . (Values in RMB millions) 2019 2020F 2021F

* When it comes to the international cloud business, Alibaba Rovenuos 376,804 506,977 666,025
still has a small stake of 5%, but it is already among the top 5 EBITDA 203 (L0:600 12608

EBIT 57,084 76,557 97,873

cloud service providers worldwide. Net Profit 80,234 83,212 104,117

EPS 30.59 31.72 39.69

* Its business advantages are its size when it comes to ,
Source: Company data; authors estimates

international markets, with Amazon being the largest

competitor, and its geographical advantage in terms of access

to the Chinese market where International players have

trouble getting in, competing mostly with Tencent there. A

maijor factor in a country with +1bn potential consumers.
Company description

Alibaba Group Holdings Limited is a Chinese holding company
with subsidiaries and core business operating mainly in retail and
e-commerce, cloud computing, entertainment and media, and
innovation initiatives. It is currently the 6th largest company in the
world by market cap and it achieved revenues of RMB 377bn in
FY2019. Its main competitors include companies such as Amazon,
Walmart, JD.com, eBay and Tencent.

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY PEDRO LEAO AND ZHoU YATING, MASTER IN FINANCE
STUDENTS OF THE NoVA SCHOOL OF BUSINESS AND EcoNomICcS. 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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Alibaba Revenues 2015-2019

CAGR

49.1%

International Retail Market 2014-

2018 CAGR

20.0%

Alibaba's China commerce retail

business 2015-2019 CAGR

42.7%

Alibaba's China commerce retail

business 2020-2029 CAGR

16.3%

Alibaba's International retail
business 2015-2019 CAGR

82.4%

Alibaba's International retail
business 2020-2029 CAGR

22.3%

International Cloud Business
2013-2018 CAGR

25.0%

Alibaba's Cloud computing
business 2015-2019 CAGR

110.0%

Alibaba's Cloud computing
business 2020-2029 CAGR

25.4%

Figure 1 — Growth rates table

Executive summary

Executive summary

Alibaba ADSs are currently trading at USD 219.73 and we expect them to
increase in value to 233.08 by March 2021. We expect investors will collect their
returns from price appreciation as the company states in their financial
statements that it does not intend to distribute dividends over the next couple of
years. Revenues in FY2019 were of RMB 377bn and we expect them to be at
RMB 1,230bn in FY2024 and RMB 2,284bn in FY2029, growing at a CAGR of
19.7% in the 2020-2029 period. A slowing down of the business when compared
to the CAGR of the 2015-2018 period of 49.1% but still a high growth rate for a

business of its size and that has already 20 years of existence.
= Sector expectations breakdown

The international retail market grew at a CAGR of 20% in the 2014-2018 period
and the e-commerce retail market grew at a CAGR of 22%" in the same period,
with Alibaba being well positioned to continue to benefit from this trend. Its China
commerce retail business grew from RMB 60bn in revenues in FY2015 to RMB
248bn in FY2019 (at a CAGR of 42.7%), we expect it to reach RMB 1121bn by
2029 (growing at a CAGR of 16.3% in the 2020-2029 period) and its international
retail business grew from 1.8bn in 2015 to 19.6bn in 2018 (at a CAGR of 82.4%),
and we expect it to reach 146.4bn in 2029 (growing at a much inferior CAGR of
22.3% for the 2020-2029 period as competition with international players

intensifies and expansion to new countries becomes more challenging).

In the international cloud computing business that grew at a CAGR of 25% over
the last 5 years? we expect Alibaba to increase its current share of the market of
5% and maintain its dominance of the Chinese market in which it currently holds
approximately 47%. Its revenues in the cloud computing business grew from
RMB 1.3bn in FY2015 to RMB 24.7bn in FY2019 (at a CAGR of 110% for the
period), and we expect them to reach 237bn by 2029 (growing at a CAGR of
25.4% for the period).

Company overview

!https://fesrvsd.fe.unl.pt:2099/statistics/379046/worldwide-retail-e-commerce-sales/
2 https://fesrvsd.fe.unl.pt:2099/statistics/510350/worldwide-public-cloud-computing/
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Company description

Alibaba Holdings Limited is a holding company based in Hangzhou and registered
in the Cayman Islands since June 28, 1999, that has its ADSs listed in the
NASDAQ stock exchange since September 19th, 2014 under the symbol “BABA”.

Since November 2019, Alibaba also has been listed on Hong Kong stock exchange

Revenue Split (Year-End
March 2019)

under ticker symbol “9988”. It conducts business activities through its subsidiaries
in the People’s Republic of China and Internationally, operating mainly in the
following sectors: e-commerce, retail and logistics; cloud-computing; digital media

and entertainment; and innovation initiatives and others.

With 2,603,531,693 shares outstanding and ADSs (corresponding to 8 shares each)

B China commerce retail traded publicly in the NASDAQ at USD 219.73 and a corresponding market cap of
'lcni;n;:zr:nr:e:::;fjia” USD 569bn, it is currently the 6th largest company in the world and it has the

international commerce wholesale second largest retail/le-commerce business (just behind Amazon). The company
:fil"a'.afoffu'::fffz.fff stock has been rising steadily displaying an appreciation of 18% in the past 12
W Others

months and 97% since its IPO in September 14", 2014. In the year ending in

B Cloud computing

BDigitalmedialandentertainment March 2019 it had RMB 377bn in revenues, the majority of those revenues coming

| Innovation initiatives and others

. . . from its core commerce business (see figure 2).
Figure 2 — Alibaba Revenue Split

Source: Company data Some of its businesses include the following: Alibaba.com, a wholesale B2B e-
commerce platform; Alibaba Health Information and Technology, a pharmaceutical

consumer healthcare e-commerce platform that uses advanced technologies such

Stock price evolution in as Atrtificial Intelligence to improve its products and services; AliExpress, a B2C e-

% since 2015 commerce platform made up of small businesses in China that sell their products to

600% buyers all over the world; Taobao Marketplace, one of the largest C2C e-commerce
500% platforms for individual entrepreneurs catering to Chinese-speaking regions (RMB

3.1bn in revenues); Tmall Global, one of the largest cross-border e-commerce
400%
platforms in the world, that allows international businesses to sell their products

300% directly to Chinese consumers (RMB 2.6bn in revenues); Cainiao Logistics Network,

200% the logistics network of Alibaba providing freight, transportation, tracking and

\

100% warehousing services to its affiliate companies (RMB 8.2bn in revenues); Ling

Shou Tong, a disruptive retail inventory management platform for product
0%
procurement and sales optimization by shop owners; Alimama, a marketing

1/1/2015
8/1/2015
3/1/2016
10/1/2016
5/1/2017
12/1/2017
7/1/2018
2/1/2019
9/1/2019

technology and big data platform; Taobao Ad Network and Exchange, an online

marketing bidding platform that automates transactions of media impressions;
Alibaba Amazon Lazada, one of the largest online shopping platforms in Southeast Asia; Fliggy, an
Tencent e N asdaq 100 i i i .

online travel agent platform; Ele.me, an online platform for food delivery services;

Figure 3 — Stock Price Evolution  Koypei, a restaurants and entertainment guide with guest reviews and local search
Source: Yahoo Finance ]
services; and others.
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Source: Alibaba Group Holdings Limited 2018 Annual Report

Shareholder structure

*  SoftBank: 25.6%, corresponding to 673,758,371 ordinary shares beneficially
owned, of which 490,934,571 are owned by SoftBank Group Corp.,
12,823,800 are owned by West Raptor Holdings, LLC, and 170,000,000 are

owned by Skywalk Finance GK.

e Altaba: 9.4%

* All directors and executive officers as a group Greater than 5% Beneficial

Owners: 9.3%
o Jack Ma: 6.2%

o Joseph Tsai: 2.2%

o  Other directors and executives: 0.9%

. Others: 55.7%

Sector

As a business conglomerate Alibaba has subsidiaries operating in many different

segments. The company splits its business operations into 4 core business

segments: retail and e-commerce; cloud computing; media and entertainment;

innovation and others. Of these, the two most important business segments right
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Figure 5 — Economic Classes in
China
Source: McKinsey
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Figure 6 — Disposable Income
Source: CEIC

now as well as in the future are retail and e-commerce, and cloud computing, that

together account for more than 80% of Alibaba’s revenues.
Retail and E-commerce

International retail commerce has been growing steadily in the past decade and
since 2014 has experienced a CAGR of 20% and is expected to continue at a
similar rate for the next couple of years. Global B2B wholesale gross
merchandise volume has grown at a CAGR of 8% for the past 5 years and is
expected to continue to grow at a similar rate. As far as the Chinese economy is
concerned, retail has been playing an increasingly more important role in its GDP,
contributing 36% to its economy in 2015 and estimated to be increasing since that,
given that from 2016 to 2017 the retail trade revenue for consumer goods grew at
least 10% YoY in every month during that period. More recently, China commerce
retail growth in 2018 was of 23% and Alibaba’s retail business has been growing
at a significantly higher pace than that for the past couple of years. More
significant to Alibaba’s retail business is the shift in consumers preferences in
terms of the shopping platform. Retail online consumption of consumer goods in
China has increased from 0.6% in 2007 to 12.4% in 2017. Unfortunately for
Alibaba it is still a high fragmented market, and as recent as 2015, the 100
largest retail companies in the country only accounted for a 7% share of the whole
market®. Nonetheless, we expect this trend to shift with more people adopting
online shopping as their preferred mean of shopping, more people being
constantly connected to the internet, a more generalized used of platforms such
as Alibaba, Aliexpress, Tmall and other Alibaba subsidiaries and an increase in
efficiency and decrease in prices due to technology innovation and economies of
scale by large retail companies such as some of Alibaba’s subsidiaries. These
companies are well positioned in terms of market share and financial and
technological backing to become the dominant players in the local Chinese retail
market and slowly increase their penetration in international markets. Nonetheless
Alibaba’s share is still small in other giant economies such as the US, where
Amazon dominates the market with almost 50% of the E-commerce market
(representing 5% of the US retail market) and the current risks of a US-China
trade war do not accelerate Alibaba’s businesses’ penetration into such

economies.

3 https://www statista.com/topics/ 1 839/retail-in-china/
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= Drivers

There are several factors behind the increase of the retail and e-commerce

Number of Online business of Alibaba over the past few years, and that will also play an important
Shoppers in China

role in the future. First, the Chinese upper middle class and affluent class are
(in millions)

both growing significantly (see Figure 4), and moreover China’s Disposable
650

Income per Capita has increased approximately 40% over the past 4 years (see

o Figure 5), and this trend is not expected to be reversed soon, while the
70 percentage of online shoppers in China rose almost 70% over the last 5 years
" (see figure 6) which summarizing means that there are more money per person in
0 China, the classes that are responsible for most of the consumption (upper class
400

and affluent*) are increasing significantly, and the number of online shoppers is

50 also increasing significantly, all factors that will support and drive the gross of the

300

5014 2015 2016 2017 2018 retail and e-commerce business of Alibaba.

Figure 7 — Online Shopping in
China

Source: Statista Cloud Computing

The global cloud computing market has been rapidly expanding in the past
decade, growing at a CAGR of 40% in the 2008-2018 period, reaching a value of
USD 178bn in 2018. More recently, the market has been growing at a CAGR of

Size of the public cloud
25% in the last 5 years®. This high growth rate is expected to be maintained going

computing market (in

USD, billion) forward and estimates for 2019 place the global cloud computing market value
200 around USD 210bn. This value is expected to grow to around USD 340bn over
180 the next 5 years. In the Asia-Pacific Market, the public cloud computing market

160 has grown in revenues from USD 3.6bn in 2014 to an estimated USD 10.7bn in

140 2019, with Software as a Service (Saas), Platform as a Service (Paas) and
120 Infrastructure as a Service (Saas) growing in the same period at a CAGR of 18%
100 (from USD 1.9bn in 2014 to USD 4.4bn in 2019), 24% (from USD 0.2m in 2014 to
80 | | ‘ 0.6m in 2019) and 30% (from USD 1.5bn 2014 to 5.6bn) respectively®.

60 In the Chinese cloud market, Alibaba is the dominant player with a share of

40 almost 50% of the market, distantly followed by Tencent and Amazon Web

20 Services with 15% and 9% respectively. Nonetheless, when it comes to

0 international markets Alibaba only recently made it to the list of the top 5 cloud

2014 2015 2016 2017 2018
services providers, led by Amazon Web Services with 33% of the market, and

Figure 8 — Cloud ti
n:g:l::t oud computing followed by Microsoft Azure (16%), Google Cloud (8%) and IBM (6%). Alibaba

Source: Statista currently holds a 5% share in this market. Tencent currently holds 2%’.

4 https://www.mckinsey.com/industries/retail/our-insights/mapping-chinas-middle-class
5 https://fesrvsd.fe.unl.pt:2099/statistics/510350/worldwide-public-cloud-computing/
® https://fesrvsd.fe.unl.pt:2099/statistics/270817/projected-cloud-computing-revenue-in-asia-since-2008/
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= Drivers

The growth in recent years has been fuelled by the increasing number of

Market Cap (in USD, companies that utilize cloud services as a safe and efficient alternative to store its
billions) data and run computer-heavy tasks in cloud servers, renting storage and
1000 computing power instead of spending money on their own technological
200 infrastructures, hardware devices and hired professionals that can manage both.
igg These services are growing in popularity specially among small and medium
600 enterprises, given the flexibility that cloud services provide to companies who
500 cannot afford to invest heavily in technological resources. The adoption and
400 usage of cloud-connect devices by most companies’ employees has been helping
jgg I sustain this trend, as anyone with a smartphone or laptop can easily access its
100 company cloud storage to access any documents they need.
0 [ |
V;@%ifxoi e“&i q}é@é N

Comparables
Figure 9 — Comparables Market
Cap

| ]
Source: Yahoo Finance Amazon

Amazon is currently the 4th largest company in the world by market capitalization®

Revenues (in USD and is probably the most similar comparable that Alibaba has in terms of its main
billions) businesses. Amazon main business are its retail and e-commerce business,
600 competing directly with Aliexpress and Alibaba in the Western Markets such as

the US and Europe; its cloud computing business, likely to compete directly with

500 Alibaba Cloud Computing Business as both companies expand and their cloud
400 businesses mature; its fresh food service system through AmazonFresh, similar to
some of the business owned by Alibaba, but without competition given the local
200 nature of fresh food and products businesses; its streaming services of video and
200 audiobooks through Amazon Prime Video and Audible services; its hardware
business selling Fire tablets, Kindle E-readers and Fire TVs, and intelligent
10 devices such as Echo smart speakers and digital assistant Alexa. Similar to
0 i I Alibaba, Amazon is a company that relies heavily on technology development,
v,\@%’@&%@:\\@‘\l\ S Qo'b\\ data collection and analysis, and artificial intelligence and machine learning to
v improve all of its products and services, developing in-house many of the ground-
Figure 10 — Comparables breaking technologies the company uses to improve its businesses.

Revenues
Source: Companies Data

= JD.com

7 https://www.parkmycloud.com/blog/alibaba-cloud-market-share/
8 https://www.dogsofthedow.com/largest-companies-by-market-cap.htm
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Headquartered in Beijing and listed on the NASDAQ with a market capitalization
of USD 47.6bn, JD.com is the largest retail B2C competitor in China of Tmall
(one of Alibaba’s subsidiaries). Although its businesses are mostly focused on
retail, JD.com is one of the biggest local competitors that Alibaba has, since the
core business of Alibaba is also retail, and given the geographical overlapping
nature of the two businesses. Amazon is also a giant in the retail market, but its
presence in China is non-existent. The implication of this being that in the short-
run JD.com is a much more serious threat to Alibaba’s core business, although
Amazon will continuously increase in importance as Alibaba expands worldwide

and its penetration internationally increases and the market approaches maturity.
= Walmart

Walmart is a giant chain of hypermarkets, retail, grocery and discount stores
across the United States. It also operates e-commerce websites such as
Walmart.com although on a much smaller scale than Alibaba’s or Amazon’s
platforms. Nonetheless, it is the company with the largest annual revenue
worldwide with an annual revenue in 2018 of more than USD 500bn, and a
current market cap of USD 341bn. Although the company is present
internationally in approximately 30 countries with more than 10,000 stores
through its Walmart International Business, it does not pose a huge threat to
Alibaba’s core businesses since WalMart (China) number of retail stores in the
country has been stagnant at 420 for the 4th consecutive year now, and
wholesale stores have been growing steadily but are still under 25 stores®, a very

small number for such a large economy.
= Ebay

Ebay is an e-commerce B2B, B2C and C2C retail platform with a strong brand
name and international presence and recognition, but with a market capitalization
of just USD 28.5bn it does not pose a significant threat to Alibaba. Ebay is likely
to be the one of the most close comparables to some of Alibaba’s businesses
such as Alibaba.com, Aliexpress and Tmall, but its scale and lack of technology,
logistics and cloud development (when compared to Alibaba and Amazon)
makes it a small player in a difficult position in the online/e-commerce retail
market. The stock price reflects this trend, with Ebay shares trading in the
Nasdaq at approximately the same level that they were trading two years ago in
November 2017.

= Tencent

® https:/fesrvsd.fe.unl.pt:2099/statistics/752119/china-walmart-store-number/
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Similar to Alibaba, Tencent is a Chinese conglomerate holding company, with
various subsidiaries operating in different core businesses. Listed in the Hong
Kong Stock Exchange, it was the first Chinese company to surpass a market
value of 500bn, although it is currently worth approximately USD 410bn. Given its
market capitalization and nature of the company (being a Chinese holding
company of various different businesses, many of which focused mostly in the
Chinese market) it is the largest direct competitor to Alibaba of all the companies
mentioned in this report. Where it differs significantly from Alibaba is in its actual
businesses. Although Tencent is also a very technological firm that invests
heavily in operational efficiency and business development through artificial
intelligence, big data and technological innovation, the core focus of its business
deviates from Alibaba’s core businesses, with a focus in communications and
social media, through platforms such as QQ and WeChat. An area where there is
a strong indirect competition between the two companies is in the financial
payments and transactions sector, where Alipay services (owned by Ant
Financial - in which Alibaba has a 33% stake) are the biggest competitor to

Tencent financial transactions business.
= Geography and size considerations

Some of Alibaba’s competitors mentioned above illustrate a couple of important
points that will play a major role in the development of Alibaba’s future. The first
is that all these companies are still very focused on their specific Western and
Eastern parts of the globe (Walmart China number of stores is not increasing;
Amazon is shutting down its marketplace business in China'®; while Amazon
dominates the global cloud computing market, Alibaba only has a 5% stake in
that market, despite having almost a 50% stake in China; and even other
international big nhame companies that are not competitors such as Apple are
having trouble selling in the Chinese market and not being able to compete with
Chinese counterparties such as Huawei, seeing their sales in China slow down').
With the constant US-China trade war being referred on the news, it does not
seem likely that over the next couple of years this trend will shift and that
suddenly US businesses will have an easy entry or expansion in Chinese
markets and the same about Chinese companies in US (or US-allies’) markets.
This does not represent so far an existential threat to Alibaba’s businesses since
most of its business sectors are focused in the Chinese market (although the
exact breakdown of revenues by geography is not available on Alibaba’s Annual

Reports) but moving further into the future it can put a cap on Alibaba’s growth in

10 https://www.cnbe.com/2019/04/18/amazon-china-marketplace-closing-down-heres-why.html
! https://www.forbes.com/sites/zakdoffman/2019/11/24/apple-warned-over-new-huawei-threat-in-china-despite-iphone-
11-sales-success/#5cda809f1875
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international markets. The bottom line is that although Amazon is the most similar
company to Alibaba in terms of their main businesses, they are not likely to pose
a huge threat in the short-term, and the short-terms threats will come from local
players, being Tencent the largest. Small players like JD and Ebay may compete
directly with Alibaba in some segments but do not have the size to compete
directly with the Chinese conglomerate in the long run. Size, demography and
geographical advantages are the biggest contributing factors to Alibaba’s
success, but geography can also be one of the main drawbacks when investing

heavily in the expansion to international markets in a couple of years from now.

Valuation

DCF Model

In order to evaluate Alibaba, we choose to use discounted cash flow model
(DCF). Our valuation time period is fiscal year 2020 to 2029, after that we
assume that the company grows at a certain rate until perpetuity. We assume in
our forecast horizon that from 2020 to 2024 the company will continue its high

growth and after that (2025-2029) the growth rate will have to slow down.
Revenue Forecasts

Alibaba operates mainly in the IT industry, however, offers a variety of products
or services in different geographies. The nature of its products/services differ one
from the other, capturing different growth rates and market shares.

2017 2018 2019
Core commerce:
China commerce retail
-GMV 3,767,000 4,820,000 5,727,000
-Monetization Rate 3.03% 3.66% 4.32%
China commerce retail 114,109 176,559 247,615
China commerce wholesale 5,679 7,164 9,988
International commerce retail 7,336 14,216 19,558
International commerce wholesale 6,001 6,625 8,167
Cainiao logistics services - 6,759 14,885
Local consumer services - - 18,058
Others 755 2,697 5,129
Total core commerce 133,880 214,020 323,400
Cloud computing 6,663 13,390 14,702
Digital media and entertainment 14,733 19,564 24,077
Innovation initiatives and others 2,997 3,292 4,665
Total 158,273 250,266 366,844

Figure 11 — Revenue by segment (in millions of RMB)
Source: Company data
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Same as what the company did in its annual report disclosures, we divide its total
revenue into ten business segments to better evaluate and forecast their growths.
Research into all of these markets allowed us to determine the expected growth
and size of each market, and since Alibaba is expanding at a faster growth rate in
all of them, we expect Alibaba to steadily but surely converge from its high

2015 2015 China Cormmerce el GV growth rates to these markets’ individual growth rates over the next couple of

years.
‘ Regarding China commerce retail, we deeper estimate that its revenue equals
= Gross Merchandise Volume (GMV) times monetization rate. GMV is the value of
l I I confirmed orders of products and services on Chinese retail marketplaces,

regardless of how or whether the buyer and seller settle the transaction.
Figure 12 — Alibaba 2015-2019

China commerce retail GMV
Source: Company Data given period. During 2015 and 2019, both Alibaba’s GMV and monetization rate

Monetization rate refers to revenue expressed as a percentage of GMV for a

went through constant growth, leading to significant growth of its China
commerce retail revenues. As the past GMV data can be well explained by a
linear regression (R"2=0.948), we forecast future GMV based on that, meaning
that it will grow steadily every year. As for monetization rate, we assume that the
growth rate will go through a linear reduction from 18% in 2019 to 3% in 2025
and will keep stable until 2029.

Another segment that drives our attention is cloud computing. Alibaba’s cloud
computing service has grown rapidly since 2017 and is now one of the most
important players in Asia-Pacific, even globally. Alibaba mainly operates in
Infrastructure as a Service (laaS) and Platform as a Service (PaaS) markets, and
among them laaS revenue accounts for approximately 96% of overall cloud
computing revenue in 2018. We assume that the weight of laaS and PaaS will
not significantly change until 2025. Further, we assume that due to the rapid
market change and the entry of new and well-funded competitors, every year
Alibaba will find it harder to grow and extend its market share thus both its laaS
and PaaS revenue growth rates will drop to 2025 global vendor revenue growths

respectively and will keep those rates until 2029.
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Cloud Computing Revenues 2015-2029
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Figure 13 — Alibaba Cloud Computing Revenues 2018-2029 (in millions of RMB)
Source: Company Data, Authors estimates

commerce retail, international commerce wholesale, Lainiao LogIstics services,
local consumer services, others, digital media and entertainment, innovation
initiatives and others — the forecast we made is mainly based on historical

revenue growth rate since 2015 and respective global/China forecast growth rate.

2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E
(in RMB millions, except per share data) High growth period Low growth period
Core business
Revenue 506,977 666,025 846,678 1,039,096 1,230,541 1,393,629 1,576,520 1,782,801 2,016,848 2,284,014
Core Commerce:
China commerce retail 322,437 410,833 504,969 599,945 689,875 768,417 850,666 936,763 1,026,857 1,121,099
China commerce wholesale 13,739 18,643 24,950 32,926 42,838 54,936 70,451 90,347 115,862 148,583
International commerce retail 26,033 33,489 41,583 49,775 59,580 71,318 85,367 102,185 122,315 146,411
International commerce wholesale 9,858 11,646 13,458 15,206 16,791 18,109 19,531 21,064 22,717 24,501
Cainiao logistics services 22,179 30,385 41,627 57,029 78,130 95,319 116,289 141,872 173,084 211,162
Local consumer services 25,281 34,112 44,298 55,279 66,180 75,876 86,991 99,736 114,347 131,099
Others 9,050 14,728 21,946 29,691 36,096 38,930 41,986 45,281 48,836 52,670
Total Core Commerce 428,578 553,835 692,831 839,851 989,491 1,122,904 1,271,280 1,437,248 1,624,018 1,835,524
Cloud computing 42,423 67,454 98,663 131,754 159,193 172,138 186,226 201,576 218,318 236,604
Digital media and entertainment 29,631 36,466 44,878 55,231 67,971 83,651 102,947 126,695 155,921 191,889
Innovation initiatives and others 6,345 8,270 10,307 12,260 13,885 14,936 16,067 17,282 18,590 19,997

Figure 14 — Revenue Forecast by Segment (in millions of RMB)

Source: Authors estimates

69%
66%
62%

60% 57%

50% 45%
40%

30%

20%

10%

0%

2015 2016 2017

2018

2019

Figure 15 — Gross Margin 2015-

2019
Source: Company data

Operational Costs Forecast

Like other companies, Alibaba’s operational costs mostly come from costs of
revenue. During 2015 and 2019, gross margin has decreased from 69% to 45%,
possibly because of intense competition both in domestic and global markets. As
Alibaba will have to face more and more competitors in all segment markets, we
assume that its gross margin will gradually decrease in the future. Different
segments’ costs and expenses will increase in proportion to their revenue
growths, the costs structure in terms of segments is not expected to go through

significant changes in next 10 years.
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2019 2029

= Core commerce

= Cloud computing

= Digital media and entertainment
Innovation initiatives and others

= Unallocated expenses

Figure 16 — Operating costs allocation by segment, 2019 VS 2029

Source: Company data, authors estimates

As for other expenses, such as product development expenses, sales and
marketing expenses and general and administrative expenses, we assume that

they will grow in proportion to company’s total revenues.

2020 01E 00k 003 2024 005 2006 0E 08¢ 2009
Sum of cost of revenue, SG&A and other expenses (A13005)  (S45416)  (696416)  (856717)  (L013685)  (1163246) (1314015 (L4535 (1681517)  (1307170)

Costof e (68510 (SO (66 (ST (BRI (TeRM) B (6% (L0836 (L)
(Gross Margin % 6% 4% 45% 45% 4% 4% 4% 4% 8%
Product development expenses (03 61 (G408 (1032)  (UmM)  (IM915) (0% (MO (RO (9u)
Salsand marketing xpenes Tows” mone” e’ e’ e o) msses)” s’ oo’ ey
General and adminstthve expenses (074 (0SS (BTN (eSO (I004M) (LA (B0 (483N (16B639)

Figure 17 — Costs Forecast 2020-2029 (in millions of RMB)
Source: Company data, authors estimates

Tax Reconciliation Forecast

Under the PRC Enterprise Income Tax (EIT) Law, the statutory enterprise income
tax rate is 25%. In the adjustments to the reported tax, there are some items that
we made special estimation. Under Chinese tax regulations, Chinese companies
operating in the high-technology and software industry that meet relevant
requirements may enjoy several kinds of tax reduction and tax holidays. Tmall
China, Taobao China and Alibaba China were recognized as Key Software
Enterprises and enjoy corresponding tax reduction policies. These three
companies mainly operate in China commerce retail and wholesale segments, so
we forecast the effect tax holiday and preferential tax benefit as a certain

percentage of China commerce retail and China commerce wholesale revenue.

Pursuant to the EIT Law, all dividends declared by companies in China to their
non-resident enterprise investors are subject to withholding tax. Considering that
Alibaba is a Cayman Islands holding company and itself has no de facto
business activities, it generates revenues mainly from dividends paid by
subsidiaries. The withholding tax is expected to be related with Alibaba’s total

revenues.
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2015 2016 21 2018 2009 20208 2021€ 2022 2023 204E 20258 20266 2000E 2028E 2029

Statuatory Tax Rate 2% 25% 2% 5% 2% 5% 5% 5% 2% 2% 2% 5% 5% 5% 5%

eportedTares GAS) B (7 (aiss)  (6SS)  GATI (oM (004 (2399)  (43%)  Gass)  (ess) 075) 6o oasy)

CoreTaes computedatatutoryET e 25%) G78) Qa6 (20M)  (23) (a7 (939)  (adss) o) o) @) @503 (2wl Gsan  Ges) (47
Adjustmentsto coretares:

fecofdifsent axratesavalabltod ferentjrisictions [ m () 1568 557 551 557 557 557 557 551 551 551 551

S8 660 10507 w16 wg” wae”  wam” se”  sen’  esem”  mes”  mw” s’ s

1,09 1205 1694 2330 bl sso1” " 107" 1,205 ’ 13353 ’ 291 T s am” s0812” 34,894

Withholdingtaxon thearingsirbuted andanticipated toberemitted G s ow s pesy om a0’ gese” o s’ @)’ es0” psess”  woan s

W o) e Ges)  bas) e eae”  wom)”  essy” e’ man”  peme”  gesn”  pono”  pues

TotalCreRecurent Taes o) ps) e e 1m0 ) s Bae) ) AR £ o) W) Bas1) [}

Non Core Taxes computed at statutory EIT rate (25%) (2.985) (13,578) (3,661) (8,664) (11,082) 172 9319) (10,032) (10,734) (11,430) (12,303) (13,0m7) (14,117) (15,129 (16,217)

Adjustment: Non-deductible expenses and non-tacablencome,net (3.368) 4994 6090) (1,780) 8.168) (2882 (2882 (2882 (2882) (2882) 2882) (2882 (2882 (2882 (2882

‘Total Non Core Tares. 16353) (8,584) B151) (10,440) (19,250 (11,654 (12,261) (12,94) (13617) (14312) (15,185) (16,088) (17,000 (18,012) (19,100

Financial TaxShield 688 L 668 82 1298 3310 m 48 6116 180 8751 9,588 10,846 12266 13876

Efective Core Business TaxRate £ m 10% 1% % " % % % % A% 0% % % %

Figure 18 — Tax consideration, 2015-2029
Source: Company data, authors estimates

Capital Expenditure

The book value of property, equipment and land use rights as percentage of total
revenue rose from 2015 to 2018 and decreased for the first time in the past 5
w years in fiscal year 2019. As business matures, investment pace in tangible
‘ I I i I I assets is likely to mitigate comparing with total revenue. As lighter segments such

5%

as cloud computing and new retail business are developing rapidly and

0%

increasing their weight in the company’s business profile, for the forecast period,
Figure 19 — PP&E as % of total we assume that value of PP&E will grow gradually, but at a smaller weight of
revenues, 2015-2019

group’s total revenue comparing to 2018 and 2019.

Net Working Capital and Other Assets

" As for receivables, average collection period has been in a small range between
. - 88 and 106 in the past 5 years. However, regarding accounts payable, average
™ payable periods has dropped significantly in 2019, meaning that Alibaba needs to
w s = __om ___ pay its outstanding accounts earlier than before, which affects the company’s
cash holding position. For the forecast period we estimate both those periods as
R average number of the last 5 years, given that from 2015 to 2018, both of the

Figure 20 — Average periods did not change significantly.
Collection/Payable Period (in days)
Sogrce: Company data; authors Alibaba has made and intends to continue to make strategic investments and
estimates

acquisitions to strengthen their business economy and create strategic synergies.
For example, in fiscal year 2019, Ele.me, a leading on-demand delivery and local
services platform in China became Alibaba’s consolidated subsidiary, which is
expected to contribute to the future growth of local consumer services segment.
Therefore, we assume that at least in the short term, Alibaba’s goodwill will
increase at a high growth. After the high growth period (2020-2024), the economy
will tend to mature and goodwill may grow at a relatively small rate.

In addition, we assume from historic data that all other components of net
working capital and other assets will increase gradually so that net working
capital and other assets went through a steady growth from 2015 to 2018 and is

expected to keep on increasing in the future.

PAGE 15/23



ALIBABA GROUP HOLDING LIMITED (BABA) COMPANY REPORT N o VA

NOVA SCHOOL OF
RIISINFSS R FCONOMICS

m Deferred revenue and customer
advances

= Merchant deposits

= Total payables

Goodwill

Intangible assets, net

2 2 2 Total receivables
m Operating cash

Fiéure 21 — Net working capital and other assets (in millions RMB)
Source: Company data; authors estimates

WACC Calculation

a
1
[ ]

[ |

For the WACC calculations, we started by computing the Beta using 2-year
periods of weekly data from the past 4 years and computing the average of all
those 2-year periods coming up with both an average Beta value and a 95%
confidence interval. With a Beta of approximately 1.39 (and 95% confidence
interval of [1.03 ; 1.73]), an Equity Risk Premium of 5.6% (US Market Risk
Premium in 2019 since Alibaba is listed on the NASDAQ for international
investors) and a risk-free rate of 3.16% (10y Chinese treasury bond rate) this
leads to an expected cost of equity of 10.9%. For the cost of debt, we used the
risk-free rate and the default spread correspondent to the credit rating of Alibaba
and arrived at a cost of debt of 4.4%. Coupling the data mentioned above with
the debt-to-equity ratio of the firm of 0.126 and the statutory corporate tax-rate in
China of 25% we arrive at a WACC of 10.1% (95% Confidence Interval: [8.3%;
12%].

Valuation Result

Assuming a growth rate in perpetuity of 7.6%, which is the Chinese economy
growth rate, this leads us to conclude that the Net Present Value of Alibaba is
RMB 4483.87 billion, with RMB 3936.91 billion of those attributed to the
Discounted Terminal Value. With an estimated debt of RMB 116.873 billion, this
implies an equity value of RMB 4367.00 billion. At an RMB-USD exchange rate of
0.14 (as of 2" January 2020) and 2,623 million shares outstanding, the result
implies a price per share of USD 233.08. With expected total return of 9.9%, the
results would suggest a hold strategy.
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Financials

As far as financials are concerned, Alibaba has a P/E ratio of 29.3 while
competitors ratios range from 17.6 to 92.0, positioning Alibaba on the low side of
this interval, nonetheless this multiple is very sensitive to expected growth rates
and therefore not all of these comparables are useful for comparing P/E multiples
(as an example Walmart has much smaller growth potential than Alibaba and that
will have a big effect on the P/E ratio, and companies like JD although exposed
to the Chinese economy as well, are very small to be compared to Alibaba in its
potential for future growth). Because of this factor it is important to compare
Alibaba with the most similar comparables in terms of growth prospectus, and
that would only be Tencent, since it has similar geographic exposure to the
Chinese market whose economic growth is very different from the US and
European markets, and also has similar market size. When comparing the PE
ratio of Alibaba of 29.29 with Tencent's of 31.53 we can see that Alibaba seems
to be fairly priced; Alibaba has an EV/Sales ratio of 7.85 while competitors’ range
between 0.52 and 8.51. Having an EV/Sales ratio on the high end of the range
suggests Alibaba may be highly overvalued, which we believe is not the case,
since some of those competitors such as Walmart have enormous sales
revenues (more than USD 500bn) but very thin margins and low growth potential
when compared to Alibaba, so we believe this metric does not represent
accurately the company value if we look at all the comparables. But if we look
again just at the Tencent multiple (8.51), we can see that Alibaba (7.85) seems
again fairly priced; Alibaba has a EV/EBITDA of 24.3 while competitors range
from 11.0 to 27.6, being on the high end of this metric. Given the high potential
for growth in EBITDA we do not believe this metric accurately represents the
picture of the company when using all comparables data. But again, if we look for
companies that are the most similar to Alibaba and have the most similar
EBITDA margins (Alibaba has 18% EBITDA margin) such as Amazon (13%
EBITDA margin) and Tencent (32% EBITDA margin), we can see that Alibaba
seems to be fairly priced with an EV/EBITDA of 24.27, between the EV/EBITDA
of Amazon at 25.2 and the EV/EBITDA of Tencent at 23.7.

Below (see Figure 22) are highlighted the different financial metrics for Alibaba

and its competitors as well as valuations implied by each metric.
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Figure 22 — Multiple ratios compared to peers (in USD m as of 22 Nov, except ratios)

Source: Bloomberg

) Peers ) )
Multiple Metric Implied EV
Average
EV/EBITDA 20.6 17,072 351,740
P/E 44.21 11,422 504,949
EV/Sales 4.07 52,758 214,835
Company Mkt Cap En\tleal;::ise Sales EBITDA | EV/Sales |EV/EBITDA P/E
Alibaba 441,253 414,307 52,758 17,072 7.85 24.27 29.29
Amazon 852,995 877,611 252,063 34,820 3.48 25.2 71.09
D 41,896 37,272 71,535 1,349 0.52 27.63 91.99
Walmart 330,818 398,801 517,989 33,772 0.77 11.81 23.75
Ebay 31,525 35,749 10,856 3,247 3.29 11.01 17.59
Tencent 401,552 404,994 47,569 17,087 8.51 23.7 31.53
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Appendix

Financial Statements

Forecast of Reformulated Income Statement

(in RMB millions, except per share data) Year ended March 31,
2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029 1
Revenue 76,204 101,143 158,273 250,266 376,844 506,977 666,025 846,678 1,039,096 1,230,541 1,393,629 1,576,520 1,782,801 2,016,848 2,284,014
Core Commerce:
‘China commerce retail 59,732 80,033 114,109 176,559 247,615 322,437 410,833 504,969 599,945 689,875 768,417 850,666 936,763 1,026,857 1,121,099
China commerce wholesale 3,205 4,288 5,679 7,164 9,988 13,739 18,643 24,950 32,926 42,838 54,936 70,451 90,347 115,862 148,583
International commerce retail 1,768 7 2,204 7 7,336 7 14,216 7 19,558 26,033 33,489 41,583 49,775 59,580 71,3187 85,367 7 102,185 7 122315 7 146,411
International commerce wholesale 47187 5425 7 6,001 "7 6,625 7 8,167 9,858 11,646 13,458 15,206 16,791 18,109 7 19,5317 21,064 7 27177 24,501
Cainiao logistics services. o o o 6,759 14,885 22,179 30,385 41,627 57,029 78,130 95,319 116,289 141,872 173,084 211,162
Local consumer services 0 0 0 0 18,056% 25,281 38,112 44,298 55,279 66,180 75,876 7 86,991 7 99,736 7 114,347 7 131,099
Others 13 385 755 2,697 5,129 9,050 14,728 21,946 29,691 36,096 38,930 v 41,986 v 45,281 v 48,836 v 52,670
Total Core Commerce 69,536 92,335 133,880 214,020 323,400 428,578 553,835 692,831 839,851 989,491 1,122,904 1,271,280 1,437,248 1,624,018 1,835,524
Cloud computing. 1,271 3,019 6,663 13,390 24,702 42,423 67,454 98,663 131,754 159,193 172,138 186,226 201,576 218,318 236,604
Digital media and entertainment 2,191 3,972 14,733 19,564 4 24,077 29,631 36,466 44,878 55,231 67,971 83,651 v 102,947 4 126,695 4 155,921 v 191,889
Innovation initiatives and others 3,206 7 18177 2,997 7 32027 4,665 6,345 8270 10,307 12,260 13,885 14,936 7 16,067 7 17,2827 18,590 7 19,997
[ expenses per
Cost of revenue (23,834) (34,355) (59,483) (107,044) (206,929) (268,511) (358,383) (461,206) (568,973) (671,174) (716,804) (810,688) (916,992) (1,038,238) (1,177,987)
Product development expenses (10,658) (13,788) (17,060) (22,754) (37,435) (50,362) (66,162) (84,108) (103,222) (122,240) (194,915) (220,494) (249,3a5) (282,079) (319,445)
Salesand marketing expenses (8,513) (11,307) (16,314) (27,299) (39,780)" (s3,517)" (70,306)” (89,376)7  (109,688)"  (129,897) (147,113)”  (166,419)" (188,194)" (212,900)” (241,103)
General and administative expenses (7,800) (9,205) (12,239) (16,241) (24,889) (40,724) (50,565) (61,726) (74,834) (90,375) (104,414) (116,413) (130,904) (148,300) (168,635)
Amortization of intangible assets (2,089) 2,931) (5,122) (7,120) (10,727)" (17,306) (22,735) (28,902) (35,470) (42,006) (47,573) (53,816) (60,857) (68,847) (77,967)
Impairment of goodwill (175) (455) 0 (494) o 0 o 0 o 0 o o o o o
Core business results before tax 23,135 29,102 48,055 69,314 57,084 76,557 97,873 121,361 146,909 174,850 182,810 208,690 236,508 266,484 298,877
Adjusted Taxes (750) 352) (4,693) (8,647) 1,399 (1,133) (1,961) 3,163) (4,898) (7,462) 929 317) (1,722) 3,291) (5,027)
OCl: foreign currency translation 52 333 (2,147) (805) 1,068 (1,011) (1,328) (1,689) 2,073) (2,454) (2,780) (3,145) (3,556) (4,023) (4,556)
Core results 22,437 29,084 41,215 59,863 59,551 74,413 94,584 116,509 139,938 164,933 180,960 205,228 231,230 259,170 289,295
Non core business
Interest and investment income, net 9,455 52,254 8,559 30,495 44,106 32,085 34,514 37,126 39,935 42,958 46,209 49,706 53,467 57,514 61,866
Other income, net 2,486 2,058 6,086 4,160 221 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002
Non core business results before tax 11,941 54,312 14,645 34,655 44,327 35,088 37,516 40,128 42,937 45,960 49,211 52,708 56,470 60,516 64,869
Adjusted taxes (6,353) (8,584) (9,751) (10,444) (19,250) (11,654) (12,261) (12,914) (13,617) (14,372) (15,185) (16,059) (17,000) (18,011) (19,100)
‘Share of results of equity investees (1,590) (1,730) (5,027) (20,792) 566 (5,715) (5,715) (5,715) (5,715) (5,715) (5,715) (5,715) (5,715) (5,715) (5,715)
OCI: Available-for-sale securities 3,102 1,433 2,105 1,211 o 1,570 1,570 1,570 1,570 1,570 1,570 1,570 1,570 1,570 1,570
oc investees 0 0 780 (930) 582 0 0 0 0 0 0 0 0 0 0
Non core results 7,100 45,431 2,752 3,700 26,225 19,289 21,110 23,069 25,176 27,443 29,881 32,504 35,325 38,360 41,625
Financing.
Interest expense (2,750) (1,946) (2,671) (3,566) (5,190) (13,240) (15,114) (19,491) (24,463) (29,758) (35,027) (38,352) (43,385) (49,062) (55,503)
Adjusted taxes 688 487 668 892 1298 3310 3779 4873 6116 7440 8757 9588 10846 12266 13876
ocl i (36) o 433 143 (295) o o o o o o o o o o
ocl i 0 (168) 169 85) o o o 0 o 0 o o (] 0 o
Financial results (2,099) (1,627) (1,401) (2,616) (4,187) (9,930) (11,336) (14,618) (18,347) (22,319) (26,270) (28,764) (32,539) (36,796) (41,627)
Comprehensive Result 27,439 72,887 42,566 60,946 81,589 83,771 104,358 124,960 146,768 170,058 184,571 208,968 234,017 260,734 289,292
Forecast of Reformulated Balance Sheet
(in RMB millions, except per share data) Year ended March 31,
2015 2016 2017 2018 2019 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027€ 2028E 2029E
Core Invested Capital
Operating cash 9,990 13,260 20,750 32,810 49,404 66,465 87,316 111,000 136,226 161,324 182,705 206,682 233,725 264,409 299,434
Total receivables 20,195 24,381 39,766 72,919 95,126 131,927 173,314 220324 270,396 320,214 362,653 410,245 463,924 524,828 594,351
Property and equipament, net 9,139 13,629 20,206 66,489 92,0307 904687 1188497 151,086 © 185422 7 219,585 7 248687 7 281,323 7 318,133 7 359,898 7 407,573
Land use rights 3,105 2,876 4,691 - - - - - - - - - - -
Intangible assets, net 6,575 5370 14,108 27,465 68,276 52,668 7 69,191 7 87,959 7 107,948 7 127,837 7 1447797 163,779 7 185209 "7 209524 7 237,279
Goodwill 41,933 81,645 125420 162,149 264,935 375,937 507,634 650,613 789,193 903,105 971,452 7 1,044,971 7 1,124,054 7 1,209,123 7 1,300,629
Total payables 22,567 30,124 55,633 97,907 143,646 234,560 313,068 402,890 497,030 586,308 497,591 562,764 636,558 720,724 817,735
Merchant deposits 7,201 7,314 8,189 9,578 10,762 14,478 7 19,020 7 24,180 7 296757 35142 39,800 7 450237 509147 57598 7 65227
Deferred revenue and customer advances Y 79147 102077 150527 222977 30,795 478157 628167 798547 980027 116,058 7 131,439 7 148689 7 168144 " 190218 7 215415
Deferred revenue, non-current r 445 7 2187 6417 993 7 1,467 1974 7 2593 7 3,206 7 4,045 7 4,790 5,425 7 6,137 7 6,940 7 7,851 "7 8,891
Deferred tax liabilities 744937 64717 101547 193127 22517 328537 431607 548677 673367 79,742 90,310 ¥ 102,162 7 115530 7 130,696 7 148,009
Other liabilities 7y 2150” 2166 7 12007 20457 6187 83527 109727 139487 171187 20272 22958 7 259717 29369 7 33225 " 7,626
Total Core Invested Capital 46,167 84371 133,982 209,700 354,397 377432 504,676 641,948 775,980 889,752 1,122,752 1216256 1,317,592 1,427,470 1,546,361
Non Core Invested Capital
Total Non Core Invested Capital 66,294 129,731 158,885 188,793 254,733 171,772 184,772 198,756 213,797 229,978 247,382 266,104 286,243 307,906 331,208
Total Invested Capital 112,461 214,102 292,867 _ 398493 _ 609,130 549,204 689,448 840,704 989,777 1,119,730 1,370,135 1,482,360 1,603,835  1,735375 1,877,569
Financial Assets
Excess cash 98,203 93,558 122,986 166499 140,572 409,475 522,573 668,561 856,273 1,096,887 1,194,423 1504881 1857671 2,257,171 2,708,854
Bank borrowings 3,599 6,175 36,907 40,181 42,783 53,939 62,591 72,418 82,885 93,299 75,810 85,758 96,979 109,711 124,244
~short-term other borrowings 1,990 4,304 5,948 6,028 7,356 15,195 19,961 25,376 31,143 36,880 41,768 47,250 53,432 60,447 68,454
-U$$4.0 billion syndicated loan denominated in US$ 0 0 27,346 24,957 26,780 7 26,361 26,361 26,361 26,361 26,361 0 0 0 0 0
~Long-term other borrowings 1,609 1,871 3,613 9,196 8,647 123847 162697 206817 253817 30,058 34,041 38,508 43,547 49,264 55,790
Unsecured senior notes 7 48994 ” 51596 " 548257 853727 91,517 123,120 7 161,745 7 205617 7 252346 7 298,838 338,444 382,860 432,955 489,794 554,675
Mezzanine equity r 658 7 3507 29927 3001”6819 9,174 7 12,052 7 153217 188027 22,267 25,218 28,527 32,260 36,495 41,329
Noncontrolling interests 7 119747 325527 423307 70616 7 116,326 156,496 7 205592 7 261,357 7 320,753 7 379,849 430,192 486,648 550,323 622,570 705,040
Financial Debt 68,825 96,849 173,961 239,351 300,228 342,729 441,979 554,712 674,786 794,253 869,663 983,793 1,112,518 1,258,570 1425289
Total Financial Assets (32,978) (2,885) 14,068 32,671 116873 (66,746) (80,594)  (113,849) (181,486)  (302,634) (324,760) (521,088) (745153)  (998,602) (1,283,565)
Equity
Total Equity 145,439 216,987 278,799 365822 492,257 615,951 770,042 954,553 1,171,264 1422364 1694894 2,003,448 2348988 2,733,977 3,161,134
Total Financial Assets and Equity 112,461 214,102 292,867 _ 398493 609,130 549,204 689,448 840,704 989,777 1,119,730 1,370,135 1,482,360 1,603,835  1,735375 1,877,569
check TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE
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Cash Flow Map

(Currency: RMB in millions)
Year 2015 2016 2017 2018 2019 2020€ 2021E 2022 2023E 2024 2025E 2026E 2027€ 2028E 2029€
Core Businesses.
Total Revenues 76,208 101,143 158,273 250,266 376,844 506,977 666,025 846,678 1,039,096 1,230,541 1,393,629 1,576,520 1,782,801 2,016,848 2,284,014
Cost of revenue and other expenses -50,805 68,655 -105,096 -173,338 -309,033 413,115 -545,416 696,416 -856,717 -1,013,685  -1,163,246 -1,314,015 -1,485,435 -1,681,517 -1,907,170
EBITDA 25,399 32,488 53,177 76,928 67,811 93,863 120,609 150,263 182,380 216,856 230,383 262,505 297,366 335,331 376,844
Amortization of intangible assets 2,089 2,931 5,122 7,120 -10,727 -17,306 22,735 -28,902 -35,470 -42,006 47,573 53,816 60,857 68,847  -77,967

of goodwill (175) (455) 0 (494) 0 0 0 [ 0 0 0 [ 0 0 0
EBIT 23,135 29,102 48,055 69,314 57,084 76,557 97,873 121,361 146,909 174,850 182,810 208,690 236,508 266,484 298,877
Tax (750) (352) (4,693) (8,647) 1,399 (1,133) (1,961) 3,163) (4,898) (7,462) 929 (317) (1,722) 3,291) (5,027)
NOPLAT 22,385 28,751 43,362 60,668 58,483 75,424 95,913 118,198 142,011 167,388 183,740 208,373 234,786 263,193 293,850
Depreciation 2,326 3,770 5,284 8,789 14,962 16,744 21,996 27,963 34,317 40,640 46,026 52,067 58,879 66,609 75,432
Operational Cash Flow 24,711 32,521 48,646 69,457 73,445 92,167 117,909 146,161 176,328 208,028 229,766 260,439 293,666 329,802 369,283
Invested Capital - fixed assets 12,244 16,505 24,897 66,489 92,030 90,468 118,849 151,086 185,422 219,585 248,687 281,323 318,133 359,898 407,573
Gross Capex 4,261 8,392 41,592 25,541 - 1,562 28,381 32,237 34,336 34,162 29,102 32,636 36,810 41,765 47,675
Net Capex 8,031 13,676 50,381 40,503 15,182 50,378 60,199 68,654 74,803 75,129 84,703 95,689 108,374 123,107
ANWC+AOther Assets 35,910 44,249 44,391 126,977 37,604 112,409 120,421 116,084 95,915 217,788 76,444 82,095 88,046 93,971
AOther Liabilities - 1,967 - 3,030 - 10,265 - 7,821 - 13,008 - 13,546 - 15,386 - 16,388 - 16,305 - 13,890 - 15,577 - 17,569 - 19,934 - 22,754
Investment Cash Flow 41,974 54,895 84,507 159,659 39,778 149,230 165,235 168,339 154,412 279,026 145570 160,216 176,486 194,324
Free Cash Flow Core Activities - 9,453 - 6,248 - 15,051 - 86,214 52,389 - 31,332 - 19,074 7,979 53,615 - 49,261 114,869 133,450 153,315 174,959
Non core business
Interest and investment income, net 9,455 52,254 8,559 30,495 44,106 32,085 34,514 37,126 39,935 42,958 46,209 49,706 53,467 57,514 61,866
Otherincome, net 2,486 2,058 6,086 4,160 221 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002 3,002
Adjusted taxes 6,353 -8,584 9,751 -10,444 -19,250 -11,654 -12,261 -12,914 -13,617 -14,372 -15,185 -16,059 -17,000 -18,011 -19,100
Share of results of equity investees -1,590 -1,730 -5,027 -20,792 566 -5,715 -5,715 -5,715 -5,715 -5,715 -5,715 -5,715 -5,715 715 -5,715
Non Core results 5,588 45,728 4,894 24,211 25,077 23,433 25,254 27,213 29,321 31,587 34,026 36,648 39,470 42,505 45,769
Non Core Capital 66,294 129,731 158,885 188,793 254,733 171,772 184,772 198,756 213,797 229,978 247,382 266,104 286,243 307,906 331,208
ANon Core Invested Capital 63,437 29,154 29,908 65,940 -82,961 13,000 13,984 15,042 16,180 17,405 18,722 20,139 21,663 23,302
Free Cash Flow Non Core Avtivities -17,709 -24,260 5,697 40,863 106,394 12,255 13,230 14,279 15,407 16,621 17,927 19,331 20,842 22,467
Free Cash Flow Company -27,162 -30,509 -20,748 -127,077 158,783 -19,077 -5,844 22,258 69,022 -32,640 132,796 152,781 174,157 197,425
Financing
Financial results less OCI (2,063) (1,459) (2,003) (2,674) (3,892) (9,930)  (11,336)  (14,618)  (18,347)  (22,319) (26,270)  (28,764)  (32,539)  (36,796)  (41,627)
Net Financial Assets (32,978) (2,885) 14,068 32,671 116,873 (66,746) (80,594)  (113,849) (181,486)  (302,634) (324,760) (521,088) (745,153) (998,602) (1,283,565)
Investment in financial assets 30,093 16,953 18,603 84,202 (183,619) (13,848) (33,255) (67,637)  (121,148) (22,126) (196,329) (224,065) (253,449) (284,963)
Equity 145,439 216,987 278,799 365,822 492,257 615,951 770,042 954,553 1,171,264 1,422,364 1,694,894 2,003,448 2,348,988 2,733,977 3,161,134
AEquity 71,548 61,812 87,023 126,435 123,694 154,092 184,511 216,711 251,100 272,530 308,554 345,540 384,989 427,157
Comprehensive Income 27,439 72,887 42,566 60,946 81,589 83,771 104,358 124,960 146,768 170,058 184,571 208,968 234,017 260,734 289,292
Less: OCI - 3,118 - 1,598 - 1,340 466 - 1,355 - 559 - 242 119 502 884 1,210 1,574 1,986 2,453 2,985
Less: Share of results of equity investees - 1,590 - 1,730 - 5,027 - 20,792 566 - 5,715 - 5715 - 5,715 - 5,715 - 5715 - 5,715 - 5715 - 5,715 - 5,715 - 5,715
Financing Cash Flows 27,162 30,509 20,748 127,077 (158,783) 19,077 5,844 (22,258)  (69,022) 32,640 (132,796) (152,781) (174,157) (197,425)

check with free cash flows TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE TRUE

Financial Results
WACC 10.1%
Terminal Value 2025 8,483,044
Discounted Terminal Value 3,936,906
NPV 4,483,870
Debt 116,873
Equity Value 4,366,996
# shares outstanding 2,623
Price 1,664.89
RMB-USD conversion Factor (22/11/2019) 0.14
Price per share (in USD) 233.08
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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 Pedro Ledo and Zhou Yating, Master in Finance students of Nova School of

Business and 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
master 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, neither the author of this report nor his/her
academic supervisor is registered with or qualified under CoMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. 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 Master’s 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 has 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
fundraising 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 and 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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Abstract

Looking back to Alibaba’s past history, the company has always shown its interest in being
listed in Hong Kong, even in 2019, when the city’s economy was negatively affected by social
unrest events. In this report I analyze motivations for Alibaba Group’s dual listing on Hong
Kong stock exchange. By analyzing the historical data of another Chinese dual-listing company,
China Unicom, and Alibaba’s current situation, I discuss the difference in value that might occur
to Alibaba’s stock prices in Nasdaq and in Hong Kong, the risks that Alibaba might face and

the benefits expected in the long-term.
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Individual Report

Recently, Alibaba announced on November 15th, 2019 to launch its Hong Kong Public Offering.
The offering comprises 500,000,000 new ordinary shares, including 12,500,000 new shares
under the Public Retail Offering and 487,500,000 new shares under International Offering.
Alibaba was listed on the Main Board of The Stock Exchange of Hong Kong Limited (the
“SEHK”) under the stock code “9988” on 26" November 2019.

According to the Alibaba disclosure, Alibaba’s American depository shares (ADSs) will
continue to be traded on the New York Stock Exchange. Upon listing, the Hong-Kong listed
shares will be fully fungible with the ADSs and each share of ADS will represent 8 ordinary
shares of Alibaba listed in Hong Kong. Upon listed in Hong Kong, Alibaba has become the first
Chinese Internet company to be dual listed in both United States and China. On 20" November,
Alibaba announced that the final offer price for all 500,000,000 shares was set at HK$176 per
share.

Given that Hong Kong has been in a series of anti-government protests and demonstrations
since June 2019, the ongoing unstable political and social environment, as well as the
significant economic recession in Hong Kong should have caused many companies afraid of
entering into its stock market. Actually, Hong Kong stock change has indeed witnessed a
substantial decline since the protests. In October, total turnover value was 1,589,877 million
HK$ and was 19.86% less than October 2018. Aside from that, also in October, number of deals

met a 18.56% YoY decrease.!



Figure 1: Hong Kong Figure 2: 6M return, HK exchange (red) vs Nasdaq (blue) vs

Exchange Monthly Bulletin S&P 500 (grey)
(Main Board)

Oct19 Oct18  YoY change (%)
No. of listed companies 20300 28980
No of listed securities 127150 130320 Adrport daparture gases siom o
No. of newly listed companies 200 140 .
Tumover value (HK$mil) 1589877 1983893 19.86% /ava \/' M\ L /f-“
Daily average 75,708 94471 /\x /‘/ \ / /\\ N
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Daily average 1262145 1549707
Market capitalisation (HKSmil) 31681256 28,597,958 10.78%
Average PIE atio (tmes) 1106 1008 Source: Yahoo finance

Average yield (%) 318 347

Source: www.hkex.com.hk
As Alibaba disclosed, the company plans to use the proceeds from the offering for the
implementation of its strategies of driving user growth and engagement, empowering business
to facilitate digital transformation, and continuing to innovate and invest for the long more
funding to enhance its growth, especially in local consumer services, logistics and cloud

Figure 3: Cash and cash equivalents 2015- computing segments. On the other hand, however,

2019

200,000

e cash for years, indicating that Alibaba’s funding
50,000 I I I needs should not be wurgent. Taking into

2015 2016 2017 2018 2019 . . . , . .
consideration Hong Kong city’s current situation,

the company has been holding large amount of

Source: Company data

it seems not yet to be the best time for Alibaba to
be listed in Hong Kong now. However, looking back at the group’s history, we can find some
clues that it is not the first time Alibaba shows its strong preference to Hong Kong stock market.
In 2007, Alibaba listed its B2B business in Hong Kong and raised 11.6 billion HK$, making it
a record financing among Chinese Internet enterprises at that time. The company later delisted
from Hong Kong stock change in 2012. In 2013, Alibaba had several negotiations with Hong

Kong Stock Exchange, with aim to go public entirely in Hong Kong. However, Alibaba’s



executives, who together held around 10% of shares, intended to reserve their rights to control
a majority of board members, which violated prudent regulations of Hong Kong exchange. In
Hong Kong at that time, shareholders’ rights should completely match with number of shares
they hold, in order to protect minority shareholders. After that Alibaba chose New York, where
the rules are more flexible and dual listing is allowed. In April 2018, Hong Kong exchange
amended listing rules, permitting listings of companies with weighted voting right (WVR)
structures’, in order to attract more young modern companies who adopt WVR. This finally
made it possible for Alibaba and other technology companies to come back. In May 2019, the
group once pursued $20 billion listing in Hong Kong', which was later delayed because of
Hong Kong’s unrests. After lowering its target amount, Alibaba finally returned to Hong Kong
in end of November, 6 years after they missed each other by the first time.

Though there was no Chinese Internet company go dual listing before Alibaba, several Chinese
companies in other industries have been listed both in China and the US, most part of which
are state owned giant companies. Historical stock price shows that stocks of a same company
in two exchange markets tend to evolve in very similar trends. For example, the historical price
trends of China Unicom, a China state-owned dual listed company, in Hong Kong and in the

. . . . US, are presented as below,
Figure 4: China Unicom stock price change NYSE vs HKSE, 2000-

2019
since its dual listing in 2000.

Source: Yahoo finance



Each China Unicom’s ADR share equals 10 shares of Hong Kong stock. After applying
currency exchange rate, we can conclude that prices in two stock change markets are very
similar (also see figure 5). This is aligned to intuition, because if price values have large

difference, investors will flow from one
Figure 5: Difference distribution between China

. . o )
Unicom NYSE and HKSE stock price, as % of market to another to grab arbitrage

HKSE price

opportunity, finally leading to prices in two
m markets almost the same. Therefore, prices in
| | two markets will move up and down almost
;U -l I ‘ | I (|

= - . . simultaneously and will not differ a lot in

[-6.83%, -6.27%)

value, which is also expected to happen to
Source: Yahoo finance
Alibaba.

From Alibaba’s perspective, the company is expected to gain several benefits from listing in
Hong Kong. First, dual listing can help to widen the financing channels and reduce their risk of
relying on a single market, especially under the unstable economic and political relationships
between China and United States since last year. Besides, due to China’s exchange control
(for example, if a domestic enterprise makes investment in a foreign country, it should apply to
its responsible department for examination and approval), Alibaba has limited exposure to
China mainland investors if its shares are only traded in Nasdaq. By going public in Hong Kong,
it can meet up with capital from mainland China and other parts of Asia more easily, such as
Asian sovereign wealth funds and Chinese institutional investors. Also, the 13-hour jet lag

between New York and Hong Kong will give opportunity to trade Alibaba’s shares in the other

stock market when one is closed, increasing the stock’s liquidity in terms of trading.



As Daniel Zhang, Chairman and CEO of Alibaba stated in his letter to investors on November

15™, during this time of ongoing change, they continue to believe that the future of Hong Kong

remains bright. Alibaba hopes to contribute, in their small way, and participate in the future of

Hong Kong.V Alibaba’s entering into Hong Kong at this specific moment may also be

considered as an initiative under potential encouragement from Chinese government, in order

to raise back outside confidence and trust in Hong Kong market. However, given all the factors

discussed above, listing in Hong Kong has actually been planned by Alibaba for years and is

expected to benefit the company itself in its long-term .
Figure 6: Alibaba HK

operating. The recent price has also proved that, on 28"
Jan 2020

November 2019, the third day of Alibaba’s listing on
Hong Kong stock exchange, its price increased 6.5%
from listing price. As for 3™ Jan 2020, the price

. . . . Source: Yahoo finance
increased up to 13.4%, raising Alibaba’s market

listing

accumulative return, 26" Nov 2019-3"

capitalization to surpass 4,500bn HKD, being the largest of Hong Kong stock exchange (higher

than its competitor Tencent, which is listed in Hong Kong, too).

! www.hkex.com.hk
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