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Abstract

This Equity Research report conducted a valuation on Spotify, the leading
company in the audio streaming sector. Being market leader, the company is
expected to continue its current growth path, amplified by the opportunities
to expand its premium and ad-supported segments in emerging markets, and
the increased monetization of its advertising segment through podcasts. It is
issued a “Buy” recommendation, with an expected price of €300,2 per share
in the end of 2022, translating in a 52% total return for shareholders.
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Opportunities and risks

Opportunities

Emerging Markets

Spotify is still in the process of expansion and establishment in new markets.
However, it is already providing its services across the globe and to a very high
number of countries. Spotify is available in 178 countries as of the date of this

report.

The most recent and significant geographic expansions include the launch in July
2020 in Russia, the Commonwealth of Independent States, and the Balkans,
adding to the launch, in the first half of 2021, in 86 new countries. These include
South Korea, one of the biggest music markets globally (6th in the world). This
80+ countries expansion taps into a potential market of around 1 billion people.
Also, most of these additional countries come from Asia, Africa, and the Middle
East. Previously, these markets represented less than 20% of total Spotify’s
MAUSs, which shows the existent opportunity in both the eastern and the least
developed countries. Along with product expansion and growth within existing
markets, geographic expansion to unexplored markets is one of the primary
sources of growth and size for Spotify. These countries tend to be the where
streaming is not explored to its fullest, giving a massive opportunity to widen its
user base.

As Spotify settles in and starts establishing itself in Europe and North America,
new goals are set in the remaining regions. Spotify is successfully establishing
itself in Latin America, with a penetration rate in the targeted population of 18% in
2020*. However, ROW? region is seen as one of the main sources of growth for
Spotify — with only 2% targeted population captured, split in 1,5% in ad-supported
and 0,5% in premium. Being many of the 86 new countries in this region, Spotify

Figure 24 — Latin America and R.O.W . . .

internet penetration rate forecast has a considerable opportunity to win these markets and grow MAUs and

Revenues at even greater rates for the foreseeable years.

Spotify adjusts its pricing to each market to accommodate different purchasing
powers3, in order to deliver premium service to a broader population since

willingness to pay for a premium service is different between regions. An

example of the effort to attract users to a subscription-based plan is the testing of

Spotify+, which enables users to get all the functionalities of the premium service
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while still being exposed to advertisements. Spotify is charging $0,99 for it

1 We consider the target population to be the population within each region with internet access.
2 ROW - Rest of the World
8 Source: Spotify’s 2020 annual report
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monthly in the U.S, and it may be an excellent solution for countries with a lower
purchasing power. With this, we expect an increasing share of revenues coming

from ROW and Latin America.

Also, there is capital being allocated to increase internet penetration in where
internet is not a given. An example is Elon Musk's Starlink venture for Wi-Fi
delivery through drones/satellites, increasing the internet access in remote

regions. Spotify also takes into account that internet reach may be lower in some

Figure 25 — R.O.W MAUs forecast &
yearly growth rate

by creating Spotify Lite. It is a simplified version of the Spotify app, which uses

countries, along with the fact that there are fewer next-generation mobile phones,

less storage, data, and battery for older devices to run the app.
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It's forecasted that by 2025 the Rest of the World region will reach an internet

In milions penetration rate of 71% (vs. 56% in 2020). With this, we forecast that by 2025
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As the internet penetration rate is also forecasted to rapidly increase in Latin
America (from 61% to 73% between 2020 and 2025), the growth trend in MAUs

Figure 26 — Latin America MAUs is also expected to be observable in this region for the forecasted years. Hence,
forecast & yearly growth rate

we forecast Latin America will reach 172 Million company-wide MAUs in 2025
(with a CAGR of 18% from 2020 to 2025), split into 106 ad-supported MAUs
(18% CAGR) and 67 premium subscribers (16% CAGR).

n millons As Spotify expands its presence in these markets, internet access increases, and
streaming gains further strength as being the primary go-to for audio content, we

expect that emerging markets will be a key focus and a critical segment in
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Spotify's business for the upcoming years, as shown by our forecasts. We expect
| atin America MAUs —s—Growth Rate

growing importance in revenues and MAUs coming from Latin America and ROW

regions, forecasting it to be 10% and 12% of total revenues by 2025,

respectively.

One noticeable omission in Spotify's business is China, the second-largest
economy globally. This is a market with high difficulties in terms of penetration,
with a quite established player already present (Tencent Music Entertainment,
publicly listed, along with fierce competition from NetEase, soon to complete an
IPO), and with many other big tech companies failing to tap in this market (e.g.,
Alphabet, Meta Platforms and Uber). For this reason, in 2017, TME and Spotify
entered into a stock swap agreement, in which both Spotify and TME exchanged

a 9,1% stake in both ways. Spotify has a stake of around 8% currently.> Hence,

4 Source: Spotify Newsroom
5 Source: Spotify’s 2020 annual report
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Figure 27 — Revenue split per regions
(2020)
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Figure 28 — Revenue split per regions
(2025 Forecast)
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Figure 29 — Ad-supported gross
margin forecast
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Figure 30 — Premium gross margin
forecast
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Spotify has exposure to the Chinese audio streaming market, with a massive
player in it being related to the company, which would otherwise become a
competitor. As of the 3 quarter of 2021, the Chinese equities market was hit
hard by Evergrande’s financial struggles and the increasing government control
on China’s biggest companies. Spotify saw its TME Ltd. stake’s fair value
decrease more than 60% in 2021 (from €2228 Million to €885 Million). The
majority of analysts’ view is that large-cap Chinese stocks are somewhat
discounted today, continuing to believe in the potential of being exposed to the
Chinese stock market, especially in the tech sector. There is no foreseeable
change for Spotify's presence in the Chinese market through its TME ownership,

as it is highly strategic.
Investment in Podcasts

The investment in Podcasts is entirely rational and purposeful. It is a market in
extreme growth, with podcast usage rising over 200% on Spotify, in 2020,
according to Magna Global®. Spotify believes that the industry landscape found in
the 2000s. Spotify's
market - to be the

podcasts today is very similar to music and streaming in
recent investments communicate their main goal in this
number one podcast/audio content provider in the world, and own the whole
supply chain within the market. It owns exclusive content, provides distribution
and metric-tracking solutions for podcast creators (through Anchor and
Megaphone), and, most importantly, connects advertisers to content creators.
Financially, this purpose can be observed with even higher expectations, and

here's why.

Spotify has an issue specifically in the music streaming market - it is challenging
to decrease the costs of revenue as a percentage of revenue. Rightsholders are
quite powerful, with royalties composing most of Spotify’s cost of revenue (which
are around 70% of revenues historically). It is improbable that fees and royalties
related to music differ a lot in the future from their level now’. Podcast market
rise, and being the market leader in it, enables Spotify to achieve higher profit
margins mainly in two ways. First, by boosting ad-supported gross margin, since
podcasts are far more profitable than music. This is not only because of the
increased podcast listening time (which decreases the weight of music royalties
paid as % of revenues in this segment) but also because the cost of revenue
associated with advertising can be considered to have fixed nature since the cost

of providing advertising does not increase significantly for each incremental dollar

6 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL

available)

7 Further explored in Challenges section
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of advertising revenue. The second way is by expanding premium segment gross

profit, as the share of time dedicated to music listening decreases.

_ _ It may take time for margins improvement to become apparent, but they are
Figure 31 — Revenue split per segment
— 2020 vs 2025 forecast becoming visible. As of 2021’s third quarter, the ad-supported segment increased

2020 2025F its weight on overall revenues to 13%, compared to 9% in the previous year,

mainly coming from a higher contribution from podcasts in the platform and boost
in advertiser spending allocated to audio through Spotify Audience Network.8 °
More specifically, the higher demand for this advertising-marketplace platform
enabled Spotify to increase its path of monetizing further its podcast segment,

which allowed a 75% YoY increase in Spotify’s ad-supported revenue in the 3

= Ad-supported = Premium = Ad-supported = Premium

quarter of 2021. The potential of this product is observable, as Spotify sees

positive signs while it is only available for advertisers in 4 markets: United States,
fFigure 3t2—Ad-SUPported revenue Canada, United Kingdom, and Australia. Only in the United States, 60% of all
orecas

podcast advertiser base was already using this platform in the first three months

after launch%, As of the end of 2021, podcast creators of all sizes and types
within these four markets can get advertisement inventory in their content. Spotify
expects to expand its availability much further across all regions in which it
operates, which can translate into an even more significant increase in ad-
supported revenues. With this being said, we expect that the split of revenues
from each segment changes significantly (ad-supported moving from a 9%
weight in 2020 to 24% in 2025), with advertisement revenue growing at a CAGR
of 44% between 2020 and 2025.

mmm Ad-Supported Revenue —s—Growth rate

Spotify has also been investing heavily in owning podcast content, becoming
exclusive in the platform. The multi-million-dollar acquisitions and deals with
podcast creators attempt to remove the risk of content owners having high
bargaining power, which is a reality in the music segment. Its major acquisitions
regarding exclusive podcast content were Gimlet Media, Cutler media, and The
Ringer, with a total amount of €391 Million spent. While owning these widely
popular podcast studios, Spotify fully captures its advertisement revenues.
Adding to this, Spotify signed a multi-year, multi-million-dollar exclusivity deal

with one of the most favourite podcasts globally, The Joe Rogan Experience 1.

To better capture the shift to podcasts as a reliable way of advertisement, Spotify

made two very strategic acquisitions. Anchor and Megaphone, acquired both for

8 Spotify Audience Network enables creators to make meaningful revenue from podcasts. It is an audio advertising marketplace, where
advertisers connect with podcast distributors creating content in the platform (which includes Spotify’s owned studios as well), facilitating
the process for content creators to monetize their work, while at the same time being a powerful platform for enabling advertisers target
specific audiences, in both music and podcast content, by leveraging Spotify’s data and audience metrics tracking.

° Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available)

10 Spotify Technology S.A (2021). “Taking the Spotify Audience Network On the Road”. https://ads.spotify.com/en-US/news-and-
insights/spotify-audience-network-global-launch/

11 Final deal value undisclosed
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a total of $385 Million, are being highly leveraged for the whole podcast supply-

Figure 33 — Facebook and Twitter
monthly advertising ARPU evolution

chain. Anchor technology is mainly being used by creators, to produce content
and upload it directly to the platform. Also, Megaphone-backed technology is
being used to further develop Spotify’s Audience Network and enable better

targeting and advertisement experience for creators, advertisers, and listeners.

We expect ad-Supported ARPU to increase significantly, as advertisers show

increasing spending and interest in this form of advertising. It is expected to grow

similarly to tech-companies advertising ARPU (e.g., Meta Platforms and Twitter).
With ad-Supported ARPU in 2021’s third quarter already reaching €0,41, which
translates into a YoY growth of 32%, we expect the ad-supported ARPU will
reach €0,91 by 2025 (24% CAGR 2020-2025).

2013 2014 2015 2016 2017 2018 2019 2020

—8—Meta Platforms ARPU Twitter ARPU

With this in mind and observing Spotify’s developments and investments, while
also considering the effort to remain the number 1 platform for all audio content in
the world, we expect this to be translated mainly in the ad-supported segment,
with a considerable growth being expected in this segment for the foreseeable
years. At the same time, the premium segment may also take advantage from
this by consistently converting users from free to premium historically. However,
as Spotify establishes itself in countries with lower purchasing power, we expect
company-wide conversion rates to decrease slightly. Hence, it is even more
important for Spotify to leverage opportunities from its faster-growing number of

users in the ad-supported segment worldwide, monetizing it successfully.
Challenges and Risks

Rising competition

Spotify largely owns the audio streaming market. However, the competitive

landscape is becoming riskier.

Being one of its most concerning risks, Spotify currently faces its fierce, powerful,
cash-heavy, and rising competitors. Not only does it impose challenges in
retaining current MAUSs, and keeping them engaged in the platform, it also affects
the ability to attract users from both new and established markets. Tech giants
Apple, Amazon, Alphabet, and also smaller players such as Pandora and Tidal
are increasing their presence in the audio streaming market, using different
strategies - pricing, marketing, exclusive content, or prioritizing their service in
their own produced devices. Additionally, conflicting online liability laws are
creating a value gap in the market. Some services, such as Alphabet’s YouTube,
can claim that they are not responsible for the content published on their

platforms, questioning the long-term sustainability of the industry and the market.

PAGE 6/15



“SPOTIFY TECHNOLOGY, S.A” COMPANY REPORT N o VA
—

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Music streaming platforms from tech-giants Alphabet, Amazon, and Apple pose
the most considerable risk for Spotify’s market leadership. As these platforms are
a very small portion of their revenues, it is not crucial that this segment is
immensely profitable in an expansion phase of their products. As such, these
companies are able to reduce their pricing and operate at lower margins on its
music streaming segment, or even at a loss for some years, which may attract
users more effectively and steal market share from Spotify. Additionally, since
their financial slack is much more significant than Spotify’s, these companies may
have an advantage in M&A activities in the market, being able to pay more

significant premiums for other companies.

This posts a major uncertainty on whether Spotify will keep its market leadership
and retention of users in the long term. Decreasing conversion rates to premium
subscriptions, increasing churn rate or decreasing ad-supported MAUs growth
rate are the most relevant drivers that may be affected by this. It may translate
into an overall decrease in both ad-supported and premium MAUs, which ends

up impacting Spotify revenue and ability to sustain its growth expectations.12
Emerging markets risk

As mentioned before, Spotify has recently made a significant investment in its
international expansion, which included 80+ countries, mainly under-developed
ones. Such countries present very different purchasing habits (even though
Spotify adapts its pricing strategies with this in consideration). This leads to
consumers in such markets having smaller budgets for entertainment
expenditure, which presents further challenges in converting customers to its
premium segment and having a significant penetration rate in such markets.
Also, there are already small and local players providing music streaming
services!3, with much more local content and deals with local artists in some of
these markets. Although Spotify invests on “going local” when expanding its
operations to new markets, in some countries it may be harder (or more
expensive) to own rights for local content, which ultimately would impact its ability

to attract new users.

An example of this risk is Spotify's expansion to India. Initially, its penetration in
the market was fast — after its launch at the beginning of 2019, India added 2
million MAUSs by the end of the first quarter. As the pandemic worsened and India
became one of the most affected countries, subscribers’ growth rates started to
go lower than expected in 2021, when this number was only expected to grow

stronger for a considerable period (2Q growth in MAUs moderated to 22% vs. 1Q

12 Further explored in “Scenario Analysis”
13 An example of this situation is India’s Gaana, with a wide variety of local music and with popularity among consumers in the country
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25% growth). Although the investment in such markets has a quite significant
upside, with the possibility of being a large source of growth, this is a
representative example when considering this risk as broader. This risk may
translate into Spotify's investments not translating into significant growth rates in
subscribers and conversion to the premium segment, making the investments not
being compensated by revenue growth through MAUs acquisition. Also, by
expanding to countries with lower purchasing power, both company-wide
premium and ad-Supported ARPUs are likely reduced, which imposes further

pressure in attracting MAUSs.
Right holders and competitors bargaining power

With Spotify's dependency obtaining licenses on its music content, the risk that
these increase their costs is widely concerning. It can cause a significant
disruption in its business — since the cost of revenue has historically been around
70% of revenues. Although right holders and artists are also very dependent on
streaming for their growth and sustainability (after many years of industry
decline), there is the risk that regulation increases the costs to right holders,
which may translate into further increases in costs for streaming companies. An
upward shift in expenses with right holders would very much directly impact
Spotify’s cost structure, drastically reducing its margin and affecting the ability to
grow its profits. Also, the audio streaming segment from Spotify’s biggest
competitors is only a small portion of their business (e.g., Amazon, Apple,
Alphabet), and being them companies with a vast financial slack, it means that
they can put pressure on Spotify by incurring into deals more advantageous for
rightsholders and run their business at lower margins (or even losses) for more
extended periods. This may pressure Spotify’s financials at a level that can be

unbearable to support in the long term.
Covid-19 Impact

Just as in many markets, Covid-19 emergence affected Spotify and may continue

to impact. However, it has a proven two-sided effect on the company.

On the negative side, there was and may continually exist a decrease in
advertisers’ spending. Also, the reduction of overall income may lead to a
decrease in premium subscribers and a lower willingness to pay for the service.
Travel limitations and the decline in the commuting necessity shifted consumers'
listening habits, and Spotify may not be able to adapt to these changes. Artists
may also have less availability/opportunities to create content and make it
available in the platform, which ultimately would negatively impact the platform’s

content quality and users’ retention.
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On the positive side, lockdowns and social distancing made consumers increase
podcast listening drastically. For example, 90% of podcast listening occurs at
users’ homes, which was already happening before the pandemic®4. Also, using
U.S adults as an example, 22 percent of them confirmed that they were listening
to podcasts much more due to social distancing and staying at home!5. This
caused podcast listening to accelerate further in 2020 and 2021, which may

cause a quicker shift to podcast listening.

Valuation

DCF Method

As we built a deeper knowledge of the company, market trends, and metrics
evolution, we believe that the DCF method is the most advantageous to value the
company. We used a forecasting period of 14 years until 2035, as we believe that
only by that time the growth associated with the industry and Spotify, especially
in emerging economies, will be at steady-state. By then, in order to get the
terminal value, we applied an annuity growth rate of 4,5% for five more years?6
and applied the perpetuity growth rate aligned with the long-term global GDP

growth rate, of 2,5%?%7, to 2040's core free-cash-flow.
WACC Model

Spotify raised financial debt for the first time, adding to leases held before. Its
cash reserves are strong and growing, making net debt negative negligible
compared to its equity market value. Currently, Spotify’s market value equity is
€37 billion, while its net debt is €-1085 million. We forecast the Net Debt-to-
Equity ratio to remain stable, with Net debt weighting -1% and Equity 101% on
the Enterprise Value. We expect Spotify to keep its high ratios of cash in its
balance sheet, which should compensate slightly for the amount of debt. As
such, we believe the best approach to discount cash-flows is by obtaining the
discount rate through the WACC model.

Inputs and assumptions

To obtain Spotify's beta, we regressed the last three years’ weekly returns with
the MSCI World Index, as Spotify operates globally, which resulted in an equity

beta of 0,96, with a 95% confidence interval between 0,58 and 1,3. This interval

14 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available)

15 According to a Morning Consult survey conducted in early 2021.

16 The steady state growth rate isn’t sustainable in the long run (4,5%). As such, we apply an annuity formula for an additional five years
before defining a long-term perpetuity growth rate more in line with the long-term real GDP growth rate.

17 OECD (2021). “Real GDP long-term forecast”. https://data.oecd.org/gdp/real-gdp-long-term-forecast.htm#indicator-chart
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is quite wide, and as such, we observed the unlevered betas of our assumed

peers to get a better sense of Spotify’s levered beta.

Beta Beta | Unlevered
as of 15/12/2021 Equity R.Frate MRP Re Rd Debi Beta
Netflix 0,67 1,4% 43% 4,3% 1,8% 0,08 0,64
Sirius XM 1,13 1,4% 43%  6,3% 1,3% -0,03 0,82
iHeart Radio 1,52 1,4% 43%  7,9% 2,5% 0,25 0,72
Apple Inc. 1,05 1,4% 4,3% 5,9% 1,3% -0,03 1,07
Alphabet Inc. 0,89 1,4% 43%  52% 1,3% -0,03 0,95
Amazon Inc. 0,68 1,4% 43% 43% 1,3% -0,03 0,66
Tencent Music 071  14% 43% 44%  33% 044 071
Entertainment

Source: Bloomberg

Table 11 — Peers’ Unlevered Beta analysis

i , . The peers observed in this comparison were Netflix, Sirius XM, iHeart Media,
Figure 34 — Peers’ beta analysis output

Avera Apple, Alphabet, Amazon, and Tencent Music Entertainment. The observed
ge peers 0.80
Unlevered Beta unlevered betas are presented in table 118, The resulting average unlevered
Spotify Beta Debt 0,23
Weight Debt -1% beta is 0,8. When levering this beta to Spotify’s capital structure, we observe a
Weight Equity 101% . .
Spotify Levered 0.80 0,8 beta. Also, to better evaluate our confidence in the regressed beta, we
Eeld : calculated the average one-year rolling beta, which is 1,1. With both these
values, our confidence interval is narrowed to between 0,81 and 1,1. As such, we
rely on our regressed equity beta, maintaining it as 0,96. We believe that this
beta fits the company after evaluating Spotify’s exposure to systematic risk and
business cyclicality. We considered the entertainment industry to have much
Figure 35 — CAPM model inputs more factors accounted for in its beta due to very different segments compared to
Equity risk premium 5,70%| Spotify. As such, we believe this to be a better approach compared to using the
Risk-free rate 1,44% industry-wide beta.
Market risk premium 4,26%
Equity Beta 0,96/ By relying on NYU Stern's widely used Professor Aswath Damodaran's Equity
Return on Equity 5,53% risk premium (5,7%)° and being the last U.S. government 10-year treasury
bond 1,44%2%°, which we considered the risk-free rate, we obtained the Market
Figure 36 — Synthetic credit rating . . .
estimation metrics Risk Premium of 4,26%. Using the CAPM Formula, the calculated Return on
Interest Coverage Ratio | Rating | Spread Equity is 5.53%.
> 8.5 AAA | 0.75% '
6.5-8.3 AA | 1.00% . . . N
55 €65 A+ | 1s0% | As Spotify doesn't have coupon-bearing bonds nor an attributed credit rating, we
43‘;_35; 2555 i‘_ é‘ﬁgzﬁ computed the interest coverage ratio?! for 2022 of 7,46. According to figure 36,
225235 B}_ﬁf gggf this translates into a credit rating of AA, being the resulting spread of 1%. Hence,
= s s (]
1.75-2 B+ | 4.75% using a synthetic credit rating approach, our calculated Spotify’s cost of debt is
1.5-1.75 B | 6.50%
125-1.5 B- 3‘0[)5;; assumed to be 2,44%. When comparing Spotify’s credit rating with its peers, we
0.8-1.25 CCC | 10.00% . : . -
0.65-0.8 CC T 11s0% ] considered this rating to be in line.
0.2-0.65 C | 12.70%
<0.2 D | 14.00% | As mentioned before, we assumed a Debt weight of -1% and Equity weight of
Source: NYU Stern 101%. Hence, our Weighted Average Cost of Capital is assumed to be 5,64%.

18 While not visible in the table, the unleveraging of each peers’ beta was done taking into account their current capital structure retrieved
on Bloomberg, not presented in the table for formatting purposes

19 Damodaran. A. (2021). Implied Equity Risk Premium dataset. “https://pages.stern.nyu.edu/~adamodar/”

20 As of 15/12/2021. Retrieved through the Bloomberg terminal.

21 2022's EBIT Forecast divided by 2022 Annualized Interest Expense.
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Figure 37 — Box and Whisker Tier
1 EV/Sales
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Figure 38 — Box and Whisker Tier 2
EV/Sales
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After obtaining the Core NPV, by summing the core free-cash-flows, each
discounted to 2022, we added the non-core book value of €1,4 billion. Hence, the
Enterprise Value computed is €54,9 Billion, which by subtracting 2022's negative
net debt (excess cash above gross debt) results in Spotify's equity value of €55,9
Billion. With 190,8 million shares outstanding, our base-case scenario price
target for fiscal year 2022 is €293,17 per share. As of 15" of December, 2021,
Spotify’s current price stands at €199,64, which translates into a 47% total return

for shareholders in such scenario.
Relative Valuation

As a complementary method to the DCF Valuation, a relative valuation was
performed based on the peers we chose earlier in the report. The common
EV/EBITDA multiple was not used since Spotify’s EBITDA is still too unstable to
be reliable. After all, the company is still finding its way to more stable
profitability. Although more reliable, the EV/Gross Profit multiple has some of the
same flaws since Spotify is still trying to increase its margins, not being at the
levels of their future expectations. Note that the platforms that we expected to
have a similar gross margin to Spotify would be Apple Music, Amazon Music and,
YouTube Music. However, as these platforms are a small portion of their parent
companies’ revenues, and their audio-streaming financials are not disclosed, we
cannot obtain a reliable multiple that can be thoroughly compared to Spotify.
Hence, the multiples associated with these companies have much more into
account than their audio streaming segment. To overcome this situation, we
decided to use EV/Sales multiple because it is also a way to access the

company’s economic value based on its operational performance.

Using the peers defined for Tier 1, we got an EV/Sales median multiple of 3,7x
and an EV/Gross Profit median multiple of 7,1x. Both correspond to a share price
of €238 and €131, respectively.

Tier 1 EV /Sales | EV/Gross Profit
Sirius XM Holdings Inc. 4,3x 6,7x
Tencent Music Entertainement Group 2,7x 7,5x
iHeartMedia Inc 3,1x 5,6Xx
Spotify Technology SA 4,8x 16,5x
Mean 3,7x 9,1x
Median 3,7x 7,1x
# Sample 4 4

Table 12 — Tier 1 Peers Source: Bloomberg
Grouping Tier 1 and Tier 2 together, we got an EV/Sales median multiple of 4,9x
and an EV/Gross Profit median multiple of 13,6x. Both correspond to a share

price of €319 and €250, respectively.
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Tier 2 EV / Sales EV / Gross Profit
Alphabet Inc 10,2x 19,0x
Amazon.com Inc 4,7x 11,8x
AMC Networks Inc 1,5x

Apple Inc 7,9x 27,5x
Discovery Inc 2,7x 4,3x

Walt Disney Co 4,9x 15,0x
Netflix Inc 11,3x 29,0x
Meta Platforms, Inc. 10,1x 12,6x
Twitter Inc. 9,3x 14,7x
Mean 6,0x 14,2x
Median 4,9x 13,6x

# Sample 13 12
Table 13 — Tier 1 and 2 Peers Source: Bloomberg

Scenario Analysis

Adding to our base-case discussed throughout our report, we consider that there
are two main situations that may affect Spotify’s future performance with a higher

probability, each of them with a different effect on the stock price.
Best-Case Scenario: Ad-supported ARPU growth intensified

As discussed earlier in “Opportunities”, Spotify’s ad-supported segment is
expected to gain much more relevance, mainly through its ARPU growing heavily
in the future. We compared this growth with companies in which advertising
revenue grew at double (or even triple) digit rates while its business was
expanding, and expected Spotify to follow this trend as their ad-supported
business is expanded. However, our growth rates are more conservative in our
base-case when compared to the ones observed with Facebook and Twitter from
2014 to 2020. This is because Spotify’s advertising content is very different from
both of them, as it is audio-based, and the growth trend may differ from them.
However, we consider that there’s still some possible upside compared to our
forecasts, and that is precisely what we address as our best-case scenario for
Spotify. In table 14 and 15 we can observe our base-case and best-case

assumptions for Spotify’s ad-supported ARPU compared.

| i
i
|

Base-case ad- | | | | |
supported ARPU 2021F| 2022F| 2023F| 2024F 2025F‘ 2026F| 2027F§ 2028F| 2029F| 2030F

Europe € 061|€ 082|€ 103|€ 1,21|€ 1,39 i € 153|€ 162|€ 1,67 € 170 € 172
North America |€ 0,70 | € 095|€ 1,13 |€ 134|€ 154 € 169 € 180 |€ 187 € 189 € 1,92
Latin America | € 020 | € 028|€ 038|€ 049|€ 061|€ 070 € 078|€ 084 € 08 € 088
Rest of the World| € 0,21 |€ 029|€ 039|€ 051|€ 064|€ 073|€ 080 € 087 |€ 089 € 091

Table 14 — Base-case scenario ad-supported ARPU forecast

Best-case ad- ‘ j ‘ | ;
supported ARPU 2021F 2022F| 2023F 2024F| 2025F 2026F| 2027F 2028ny 2029F  2030F
Europe € 063|€ 08 |€ 111 138 € 166 € 182 € 1,93 1,99 ; € 202 € 205

€

North America € 073|€ 098|€ 127 159 € 191 € 210 € 223 |€ 2,32:;€ 235 € 2,39
€
€

Latin America € 0,20 i € 028 |€ 038 049 | € 061 € 070|€ 0,78 0,84 ' € 086 € 0,88
Rest of the World| € 0,21 | € 0,29 |€ 0,39 | 051/€ 064|€ 073|€ 0,80 0,87 ‘ € 089)€ 091

a o odh

Table 15 — Best-case scenario ad-supported ARPU
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With this scenario, Spotify’s revenue is impacted in every region, being
considerably higher. Hence, Spotify’s price per share reaches a value of €408,58.
We attribute a probability of 15% to this scenario.

Worst-Case Scenario: Intensified Competition affecting MAUs
growth

As mentioned in more detail throughout the report, in the “Challenges” section,
Spotify’s competitors pose risks to the company’s sustained market leadership. If
competitors enter with a more aggressive strategy, we expect this to affect
quarterly churn rate, conversion to premium rates, and ad-supported MAUs
growth rate, which overall impacts Spotify’s market share as the audio-streaming
market grows.

Spotify’s price per share reaches, hence, a value of €190,4 under this outlook.

We attribute a probability of 10% to this scenario occurrence.
Sensitivity Analysis

As in many models, our valuation is subject to some input risk. As such, we
analysed our model’s sensitivity to some of the most critical inputs and
assumptions in our research to understand how our price target would change

with changes in our inputs.

As such, we conducted a sensitivity analysis with the WACC (which values we
considered according to our beta range defined earlier) and the perpetuity growth
rate.

Hence, in table 16 and 17 we can observe the different combinations of both
parameters’ ranges and the resulting price target in each combination.

Perpetuity Growth Rate

293,17 € 1,5% 2,0% 2,5% 3,0% 3,5%
4,91% 306,32 338,62 384,31 453,87 572,65
5,24% 278,34 303,58 338,04 387,91 466,52

WACC | 564% | 24920 26822[ 29317] 327,56 378,01

5,88% 234,92 251,10 272,07 300,33 340,47

6,20% 217,74 230,96 247,75 269,79 299,99

Table 16 — Sensitivity Analysis — WACC and Perp. Growth rate
effect on share price

Perpetuity Growth Rate
48%| 15%  2,0%  2,5%  3,0%  3,5%
4,91% 55%  71%  94%  129%  190%
5,24% 41%  53%  71% = 96%  136%
wAcC | 5.64% 26%  36%[ _ 48%| 66%  91%
5,88% 19%  27%  38%  52%  72%
6,20% 10% 17%  25%  36%  52%

Table 17 — Sensitivity Analysis — WACC and Perp. Growth rate
effect on total return for shareholders
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_ _ Looking at the table, we can see that the resulting WACC'’s range is not wide,
Figure 39 — Beta range considered

sensitivity analysis’ WACC obtained with the previously mentioned equity beta range. We also infer from the
Beta WACC sensitivity analysis that our model has a more upside character than a downside
0,81 4,91% . . .
0.885 5.24% one, as by changing our inputs the total return for shareholders increases more
0,96 5,64% drastically than it decreases table 17. In our 25 different input combinations, we
1,035 5,88%

can observe that all our combinations would keep our recommendation on “Buy”,

1,11 6,20%

with total return for shareholders ranging between 10% and 190%.

Final Recommendation

Figure 40 — Scenario Analysis Result . . . .
9 Y Bundling together our base, best, and worst-case scenarios, with each respective

Scenario Analysis

Scenario  |Probability |Share-Price probability of occurrence, we reach our final price target for year-end 2022 of
Base-Case 75%|  €293,17 €300,2 per share, which translates into a total return for shareholders of 52%.
Best-Case 15% €408,58

Worst-Case 10% €190,40

In table 18 we can observe the result of all the valuation methods done

throughout our report.

Total
return (%)

i Price (€) | Price ($) Recommendation

Current (15th December 2021) . 199,64 | 2254

Discounted Cash-Flows (base-case) 293,2 | 3310 46,8% Buy
Discounted Cash-Flows (with scenarios):  300,2 338,9 50,4% Buy
Multiple EV/Sales - Tier 1 238,4 | 269,1 19,4% Buy
Multiple EV/Sales - Tier 2 319,1 | 360,3 59,8% Buy

Table 18 — Valuation methods summary

Our final recommendation is based solely on the valuation through the DCF
method, with all scenarios considered, being the relative valuation only a

complementary method to assess our valuation based on Spotify’s peers.

With our price target translating into a return above 10%, our final
recommendation is “Buy”. Although the market is already considering significant
growth for Spotify at its current price, our vision is that the upside coming from its
advertising segment and expansion in emerging markets is not being fully
embedded in its current market value, particularly in its ad-supported ARPU and
emerging markets MAUs outlook. Even though the competitive landscape is
risky, we expect Spotify’s market leadership to be sustained and to continue to
be able to attract new users, as well as keeping its current user base engaged,

by continuously improving and adapting its service.
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SPOTIFY TECHNOLOGY S.A
AUDIO STREAMING

DINIS FORTE | MIGUEL RAMOS

Listening to the future

Spotify’s dominance through markets expansion and
podcasts.

L] Based on our FY22 price target of €300,20, we issue a

BUY recommendation.

L] Spotify sees as its key differentiation from its competition
their ability to collect and interpret data from listening patterns.
Through R&D and engineering, Spotify can predict music and
podcasts that users will enjoy, enriching their experience in the

platform.

. As of the 3 quarter of 2021 Spotify has 381 million MAUSs,
split into 220 ad-supported MAUs and 172 million subscribers.

L] With podcast growing importance in the platform, adding to
the increased capabilities in advertising monetization, we expect a
major upside in ad-supported ARPU, growing at a CAGR of 24%
from 2020 to 2025

= After an expansion to 86 new markets, mainly emerging
economies, we expect a positive trend in Latin America and Rest
of the World, with their MAUs growing at a CAGR of 18% and 26%
between 2020 and 2025, respectively.

= The most concerning risk to Spotify’s leadership is its

competition from tech-giants Amazon, Apple and Alphabet.

Company description

Spotify is the market leader in global audio streaming market at the
moment. It is split in two different segments (ad-supported and
premium), capturing revenues from both advertisers and premium
subscribers. Spotify has a global footprint, being available in 178
countries at the time of this report.

COMPANY REPORT

17 DECEMBER 2021

Recommendation: BUY

Price Target: € 300,20

Price (as of 17-Dec-21) € 199,64

Source: Bloomberg

52-week range (€) €175,5 - € 304.64

Market Cap (Billions) €37,95
YTD Return -22,5%
Outstanding Shares (m) 190,8m

Bloomberg: SPOT
Spotify MXWO Index
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e SpOLify == MSCI World Index

(Values in millions) 2020 2021E 2022F
Revenues (€) 7880 10635 12249
Ad-supported revenue 745 1197 1891
Premium revenue 7135 9168 10358
Gross Profit (€) 2015 2838 3476
EBITDA (€) (293) 170 403
Core result (€) (263) 179 302
Non-core Result (€) 299 (940) 96
Ad-supported MAUs 199 241 288
Premium Subscribers 155 183 205

Source: Spotify Annual Reports & Analyst estimates

THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY DINIS FORTE AND MIGUEL VAZ RAMOS, MASTER IN
FINANCE STUDENTS 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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Company Overview

Figure 1 — Spotify’s logo L
Company Description

S t‘ Under the legal name of "Spotify Technology S.A" and the commercial name
po I "Spotify", the company was incorporated in 2006, founded by Daniel Ek and

Martin Lorzenton. It operates in the audio streaming sector and came to pioneer

and revolutionize what became an incredible shift in the music industry and
Figure 2 — Spotify’s presence globally audio in general, after years of being a sector in decline. In 2009, Spotify
became a Luxembourg public limited liability company, and on April 3, 2018, a
direct listing of the company's ordinary shares was completed, on the NYSE,
under the ticker SPOT.

Spotify states as its mission "to unlock the potential of human creativity by

allowing a million creative artists the opportunity to live off their art and billions of

fans the opportunity to enjoy and be inspired by these creators". It is currently the
most popular global audio streaming service, with around 30% market share

globally in terms of subscribers.t

Spotify allows millions of people around the world to listen to audio content
(music and podcasts, with audiobooks being eventually added to the platform) in
its platform through mobile, tablet, computer, car, and many other devices,
Figure 3 — Source of revenues split - allowing people to listen to audio on-demand, whenever and wherever they want.

Music recording industry (2020)
Spotify revolutionized the audio industry, leading the shift from physical product

\@ sales to a streaming, on-demand access model.

Spotify’s key differentiation from its competition is considered to be the ability to
collect and interpret data from listening patterns, with deep customization of each

user’'s experience with the app on all devices. Through R&D and engineering,

Spotify can predict music or podcasts that users will enjoy in a way that keeps

MAUs engaged, with the goal of keeping churn rate as low as possible. With

= Physical Download & Digital I . . . .
. o these, Spotify is enabling the discovery of new content to its users, enabling
= Streaming = Synchronisation
= Performance rights artists as well to be discovered. A rich and differentiated user experience drives
Source: IFPI engagement, which drives their brand to a stronger position, resulting in

consistent market leadership through the years. Spotify also relies on being a
pioneer in the audio streaming sector, with strong brand recognition and

continuous product expansion to accommodate its users’ broader demands.

1 Analyst’s estimates, computed with current market size data provided by Statista’s Digital Music Outlook report:
Statista, November 2021, “Music Streaming Outlook”, “https://www-statista-com.eul.proxy.openathens.net/outlook/dmo/digital-
media/digital-music/music-streaming”
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Holder % Held
Daniel Ek 16,8%
Baillie Glifford & Co 11,7%
Martin Lorentzon 11,1%
Morgan Stanley 9,1%

Tencent Holdings Ltd. 8,7%

T Rowe Price Group Inc 6,1%

ARK Investment

Management LLC 2,5%

Technology Crossover 2.4%

Management VIII Ltd

BlackRock Inc 1,9%

Suml_tomo Mitsui Trust 1,9%

Holdings Inc

Total top 10 72,1%

Figure 5 — Top 5 Voting Power

Distribution
Holder voting
power
Daniel Ek 33,5%
Martin Lorentzon 41,9%
Baillie Glifford & Co 3,8%
Morgan Stanley 2,4%
T Rowe Price Group Inc 2,1%
Total top 5 83,7%

As of today, Spotify is the largest paid music service in the world, with streaming

being the most significant source of revenue in the music recorded industry?.

Spotify’s reporting is split geographically into four regions: North America, Latin

America, Europe, and Rest of the World
Stock and Ownership Overview

Its IPO started at the price of €120,55 ($147,92). Historically, it has ranged
between €98,83 and €300,64 per share. In the last 52 weeks, its price has
ranged between €175,5 and €300,64, translating into a return of 46% to 149,4%
since IPO. Currently, Spotify has 190.8 million shares outstanding, and its current
price is €199,64.

Daniel Ek and Martin Lorentzon hold 27,9% of Spotify's total outstanding shares.
In figure 1, we see the breakdown of the top 10 shareholders, which amounts to

72,1% of the company's shares.3

I's worth noting that even though both founders own less than 30% of Spotify’s
equity, they remain owners of a much higher percentage in terms of the voting
power. As of December 31%t, 2020, both combined for 75,4% of voting rights (Ek
with 33,5%, Lorentzon with 41,9%).4 Inside Daniel Ek’s power lies all the voting
power over the ordinary shares held by Tencent Holdings, which has no voting

power over Spotify.
Business Model & Description

Starting as a music streaming platform (continuing to be its primary business),
recent acquisitions and investments highlight an effort to diversify its content
portfolio to a greater range of audio products, with a significant focus on podcasts
and, more recently, on audiobooks®. This approach is quite rational when
considering growth opportunities and the current market environment, which we

will further explore in this report.
How Spotify Generates Revenue

Spotify has two independent but very related and connected sources of revenue.

Through the Premium segment, Spotify collects revenues from recurring
subscribers, with various subscription plans in its portfolio. A subscription allows
users to have a higher audio quality and unlimited online and offline streaming

access to music and podcasts, enabling them to connect to Spotify through an

2 Source: IFPI

8 Source: Bloomberg
4 Gutierrez, H. (2021). “Spotify 2020 Annual Report on Form 20-F”. Spotify Technology S.A.

5 Spotify expects to acquire a major player in the audiobook market, Findaway. The company hasn't disclosed values, as it is still
uncertain and waiting for regulatory approval. Source: Spotify’s newsroom
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extensive range of devices. Premium subscriptions are also offered to end-users
through partners, such as telecom companies bundling subscription plans with

their products/services.

The ad-supported service has no subscription fees, providing limited on-demand
online access to the whole catalogue of music (e.g., only possible to listen on
"shuffle") and unlimited online-only access to podcasts. The service is available

on computers, tablets, and compatible mobile devices.

Without a subscription, these users are subject to varied forms of advertising
delivered by Spotify from advertising agencies. These agencies enter into
agreements with Spotify, purchasing advertising on the platform on behalf of the
agencies' clients. This advertisement revenue comes both from music and
podcast streaming. Spotify believes that these ads, targeted to each user’s taste
through Spotify’s engineering and data curation, drive a better user experience,

which can, in turn, result in higher returns for advertisers.

There is a huge focus on improving analytics and tools to evaluate and improve
the efficacy of measuring ads impact in podcast content. Through acquisitions,
such as Megaphone, Spotify aims to accelerate the shift from traditional radio
advertising to podcasts. The radio market continues to lose ground to new forms
of audio, and advertisers see the edge that the new audio trends have on
targeting audiences. The ad-supported business segment expansion through
podcasts is a tremendous opportunity for Spotify to improve company-wide gross

margin.®

Both segments live independently but strive together and interact in many ways.
Spotify uses ad-supported as a path for users to become premium subscribers,
and a large part of the additional premium subscribers comes from this channel.
Although being only 9% of company-wide revenues in 2020, the ad-supported
service is a viable stand-alone product. It is likely that with podcasting market
expansion, and expected high growth of advertising through this medium, this

Spotify’s segment revenue moves upwards.
Value Drivers Evolution’
Users Drivers

Monthly Active Users (MAUSs) are an indicator of the total audience engaged in

Spotify's service. It represents the total number of users who consumed any

8 Further details in “Opportunities” section
7 All historical data given by the company’s Annual reports.
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content in the last 30 days from the period indicated. As of the 3rd quarter of

2021, Total MAUs amount to 381 million, representing a YoY change of 19%.

Premium Subscribers are the users who have activated a payment method for
Spotify's premium service. This includes all subscription plans existent. As of Q3
2021, Spotify has 172 million Premium subscribers, also resulting in a YoY
change of 19%.

Premium Subscribers’ evolution is mainly affected by conversion rates to
Figure 6 — Premium Subscribers ) ) o .
evolution and growth rate premium (from ad-supported) and churn rate. Spotify doesn’t distinguish churn

rate per region. We forecast the churn rate to follow the decreasing trend until

m 2024, from 5% to 4,6% worldwide. However, conversion rates differ per region.
Europe and North America are more capable of converting ad-supported users to

In millans = L. w8 premium. As the targeted population grows less each year (since internet

penetration rate is forecasted to get closer to 100% in both regions), we forecast

.
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a decrease in these rates as competition increases®, and there are fewer
T Subseribers - merowh Rate possibilities to attract subscribers. Latin America and Rest of the World are
regions where users opt for the ad-supported more frequently — resulting in lower
conversion rates. As Spotify expands to countries with lower purchasing power,
we expect the conversion rate to premium to be affected in the Rest of The World
region, with a stronger declining trend.

Quarterly Churn Rate| 2020| 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F
Worldwide | 5.0%| 48% 48% 48% 46% 46% 46% 4,6% 46% 46% 4,6%

Table 1 — Spotify’s global churn rate forecast

Conversion Rates | 2018] 2019] 2020| 2021F| 2022F| 2023F| 2024F| 2025F| 2026F| 2027F| 2028F| 2029F| 2030F
Worldwide 34% 31% 28%| 29%| 24% 23%| 21%| 20%| 19%| 19%| 18%| 18% 18%
Europe 41%, 40%| 36%| 320 28%, 28%| 28%| 28%| 26%| 26%| 26%| 26%| 26%
North America 32%| 37%  38%| 36%| 35%| 35% 32% 30%| 30%| 30%| 30%| 30%| 30%
Latin America 29% 26%, 26%| 24%) 23%, 22%| 21%| 20%| 20%| 20%| 20%| 20% 20%
Rest of the World 20%| 15%| 13%| 25%, 13%  12%| 10%| 10%, 10%| 10%| 10%| 10%| 10%
Figure 7 — Ad-supported MAUs and Table 2 — Conversion to premium rates per region

yearly growth rate
The ad-supported MAUs are the total ad-supported users who consumed any

content in the last thirty days from the indicated period. As of Q3 2021, Spotify

had 220 million ad-supported MAUSs, growing at the same rate as the premium

In miions segment (19% YoY).
- H 475) 5158530
We forecasted all drivers regarding users taking into consideration the current
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Spotify market share, along with forecasted internet penetration rate® and target

== Ad-supported MAUs ——Growth rate population®® in each region. Given the target population in each region, we are

8 Further explored in “Challenges and Risks” section

9 Data provided by Statista’s Digital Music Outlook report:

Statista, November 2021, “Music Streaming Outlook”, “https://www-statista-com.eul.proxy.openathens.net/outlook/dmo/digital-
media/digital-music/music-streaming”

10 Target population was considered to be the population with internet access
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able to compute the Spotify penetration rate among them. As we forecast users
metrics, we measure them against the referred target population to make sure
our assumptions are plausible and realistic, while also considering the

competitive environment (table 3).

2019 2020|2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F

Europe

Population 745 746| 747 747 748 748 749 750 750 751 752 752

Internet Penetration Rate 83% 86%| 88% 90% 92% 93% 94% 95% 96% 96% 97% 97%

Target Population 617 640/ 657 673 685 696 704 711 717 722 726 729
North America

Population 362 364 367 369 371 373 375 378 380 382 384 386

Internet Penetration Rate 87% 88%| 89% 90% 91% 92% 93% 94% 95% 95% 96% 96%

Target Population 316 320 326 333 339 344 350 355 360 364 368 372
Latin America

Population 602 609 615 621 627 632 637 641 646 651 655 660

Internet Penetration Rate 58% 61%| 64% 67% 69% 71% 73% 74% 75% 76% 77% 78%

Target Population 349 372 394 413 431 447 462 474 486 496 506 515
Rest of the World

Population 5531 5599| 5666 5732 5797 5859 5921 5981 6040 6099 6157 6214

Internet Penetration Rate 43% 47%| 51% 56% 60% 63% 66% 69% 71% 73% 74% T76%

Target Population 2351 2609| 2913 3217 3470 3705 3918 4109 4281 4437 4577 4704

Table 3 — Target population evolution per region

As such, in table 4 and 5, we present our forecasts in terms of ad-supported
MAUSs and Premium subscribers for each region, as well as Spotify’s penetration

rate in each region’s targeted population.

Ad-supported MAUs 2020| 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F

In millions

Worldwide 199 241 288 336 382 419 449 475 496 515 530

Growth Rate 30% 21% 19% 17% 13% 10% 7% 6% 5% 4% 3%
Europe 62 72 82 92 101 107 110 112 114 115 117
Growth Rate 31% 15% 15% 12% 9% 6% 3% 2% 2% 2% 2%
Penetration Rate 9% 10% 12% 13% 14% 15% 15% 15% 16% 16% 16%
North America 40 42 45 46 48 49 50 51 52 53 54
Growth Rate % 5% 5% 4% 3% 2% 2% 2% 2% 2% 2%
Penetration Rate 12% 13% 13% 13% 13% 14% 14% 14% 14% 14% 14%
Latin America 46 57 70 83 96 106 113 117 121 125 127
Growth Rate 28% 24% 22% 20% 15% 10% 7% 4% 3% 3% 2%
Penetration Rate 11% 13% 16% 18% 20% 22% 23% 23% 24% 24% 24%
Rest of the World 50 70 91 114 137 158 177 194 210 222 231
Growth Rate 59% 40% 30% 25% 20% 15% 12% 10% 8% 6% 4%
Penetration Rate 2% 2% 2% 3% 3% 4% 4% 4% 4% 5% 5%

Table 4 — Ad-supported MAUSs forecast per region

Premium Subscribers| 2020| 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F
In millions

Worldwide 155 183 205 231 258 286 313 339 364 387 409
Growth Rate 25% 18% 12% 13% 12% 11% 9% 8% 7% 6% 6%
Europe 62 70 77 85 95 106 114 122 128 134 140
Growth Rate 25% 13% 9% 11% 12% 11% 8% % 6% 5% 4%
Penetration Rate 9% 10% 11% 12% 13% 15% 16% 17% 18% 18% 19%
North America 45 51 56 61 65 67 69 72 74 76 78
Growth Rate 21% 13% 10% 10% 6% 4% 3% 3% 3% 3% 3%
Penetration Rate 14% 15% 16% 18% 18% 19% 19% 19% 20% 20% 20%
Latin America 32 37 43 50 58 67 76 84 92 99 106
Growth Rate 28% 16% 17% 17% 17% 15% 13% 12% 9% 8% 7%
Penetration Rate 8% 9% 10% 11% 12% 14% 15% 17% 18% 19% 20%
Rest of the World 16 26 30 35 40 46 54 61 70 78 86
Growth Rate 31% 58% 16% 17% 14% 16% 16% 15% 13% 12% 10%
Penetration Rate 1% 1% 1% 1% 1% 1% 1% 1% 1% 2% 2%

Table 5 — Premium subscribers forecast per region
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We expect all regions to continue the trend of deaccelerating MAUs growth after
growing at a CAGR of 29% in the reported years (2017-2020). All regions have
been growing at a decreasing pace in the reported years, except for ROW!! —
where ad-supported and premium users are expected to have a higher growth
rate in 2021 following Spotify's geographic expansion to 86 new markets?!?, with it
forecasted to deaccelerate in the following years just like the remaining regions.
Europe and North America are markets in which Spotify is more established, just
like its competition. Hence, we expect both segments’ growth rates to

deaccelerate sooner.

We forecast higher growth rates for Latin America and ROW as the internet
penetration rate is expected to increase significantly in both (which adds
significant upside to both regions), adding that audio streaming is not as
established compared to Europe and North America. It's worth noting that Latin
America is expected to increase its target population penetration rate
significantly. Adding to an expected rapid increase of internet penetration rate,
Spotify has an advantage in this market as it is the one in which it leads with a
more significant gap to its competitors (e.g., Spotify has an estimated 60%
market share in Brazil).

There were 553 million music streaming subscribers worldwide in 2020. Spotify
accounted for 28% of these, with 155 million premium subscribers. As per
industry forecasts regarding worldwide music streaming subscribers, total market
subscribers are expected to grow to 913 million by 20253, at an 11% CAGR
between 2020 and 2025. We forecast Spotify’s premium subscribers to reach
286 million, at a 13% CAGR between 2020-2025. Hence, we expect Spotify’s
share of premium subscribers in the market to reach 31% in 2025, with Spotify
forecasted to grow slightly above the market. The market share increase and the
growth above the market forecast are not only expected to be a result of
effectively capturing new users entering the streaming market (especially in Latin
America and Rest of the World). It is also a result of the competitive environment
worldwide. We believe Spotify is able to capture users from its rivals, mainly due

to its investments in owning exclusive content.

Millions

Premium Subscribeﬂ2019 2020 2021F 2022F 2023F 2024F 2025F
Total Market 433 553 636 717 792 858 913
Spotify 124 155 183 205 231 258 286
Market Share 29% 28% 29% 29% 29% 30% 31%

11 Rest of the world

12 Spotify Technology S.A. February 22, 2021. “Spotify Expands International Footprint, Bringing Audio to 80+ New Markets”.
“https://Inewsroom.spotify.com/2021-02-22/spotify-expands-international-footprint-bringing-audio-to-80-new-markets/”

13 Data provided by Statista’s Digital Music Outlook report:

Statista, November 2021, “Music Streaming Outlook”, “https://www-statista-com.eul.proxy.openathens.net/outlook/dmo/digital-
media/digital-music/music-streaming”
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Table 6 — Premium subscribers market share forecast

Figure 8 — Premium ARPU forecast It is worth noting that a small number of premium subscribers are not part of the
company-wide MAUs, which makes the sum of ad-supported MAUs and premium

eaz €422 €42 ean €42 SuUbscribers to be overstated versus total MAUSs.

Average Revenue Per User

Premium Average Revenue Per User (ARPU) is a monthly measure calculated

€ as the year-end revenue divided by year-end premium subscribers, as a monthly

average (that is, divided by 12 months).

2019

2020
2021F
2022F
2023F
2024F
2025F
2026F
2027F
2028F
2029F
2030F

—e—Premium ARPU The increase in 2021’s Premium ARPU follows a worldwide rise in Spotify’s
Figure 9 — Ad-supported ARPU forecast subscription prices. As such increases are not regular, we apply the Euro

c1ro expected inflation rate throughout the forecasted years from 2022 onwards.
€ 1,15 ’

Ad-supported ARPU is the monthly average revenue per ad-supported MAU. It is
the driver we forecast to grow more consistently at higher rates, with this trend

already visible in the first three quarters of 2021. A significant upside is expected

in the forecasted years, as audio advertising is expected to grow heavily.14

o © UL L L oLouLoL oL oW oW
4 4 4 o o ¥ LU © ~ O o 9 In€
S & 8 8 8 88 8 8 8 8§ 8 AR |
8§ & & 8§ & & & &« « ARPU ‘ 2019  2020{ 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F
—e—Ad-Supported ARPU Ad-Supported ARPU €0,37 €0,31 €041 €055 €067 €081 €093 €103 €111 €115 €117 €119
Premium ARPU €4,09 €384 €417 €421 €421 €422 €423 €422 €421 €421 €422 €423

Figure 10 — Company-wide revenue .
forecast Table 7 — Ad-supported and Premium ARPU forecast

With this, year-end revenues for both segments are given by:

Revenue = Monthly ARPU * 12 * MAU (Or Subscribers)

Revenue Progress

o Revenue has been growing at a high percentage, with CAGR from 2017 to 2020
8 B8y 85888 worldwide being 24%. Revenue growth rate is expected to deaccelerate in the
_C:mpa:y_w?de;ven:esN_:G,;Vm:ﬂeN forecasted years, except for 2021. We believe that with a boost in audio
advertising from 2021 onwards, the expansion to 86 new markets, and premium

Figure 11 — Premium and Ad- subscriptions price increase, will result in 2021's growth relatively high (with the

supported revenue forecast
first three quarters of 2021 already proving this trend). We expect revenue growth

to be 32% in 2021, with ad-supported growing 61% and premium growing 28%.

In Billion €

All forecasted revenue results from the drivers’ evolution mentioned above in the

“Value Drivers Evolution” section of the report.
Cost Structure

Spotify’s highest cost is its Cost of Revenue. It has a substantial weight in

percentage of revenue, of around 70%. This leaves Spotify with a gross margin

®Premium Revenue m Ad-Supported Revenue

14 Our ad-supported ARPU forecast is presented in further detail in the “Opportunities” section.
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below 30%, historically. These are mainly composed of royalties paid, which are

Figure 12 —Cost of revenue (absolute a function of music listened in the platform. These hardly change as a % of
and as % of revenue) forecast
revenue and can be almost considered a given, likely remaining a big part of

Spotify’s cost structure. We expect that cost of revenue (as a percentage of

revenue) will slightly decrease in the forecasted years, which will increase

Spotify’s gross margin. This is mainly due to podcast listening growing massively.

In billions €

o w

With its cost structure not involving royalties and deals with rightsholders to be

o
=
o

paid, the podcasting market is much more profitable, with little cost of revenue

202

associated.

2022F

mmm Cost of Revenue  —e=As % of revenue

“‘Research & Development”, “Sales & Marketing” and “General & Administrative
costs” are the remaining core costs and have been historically around a constant
percentage of revenue. We expect these costs to remain somewhat stable as a
percentage of revenue for the forecasted years (10%, 11%, and 5%,
respectively). As a result of high costs of revenue, the EBITDA margin was
negative in the reported periods, with this trend being reverted in the nine
reported months of 2021. EBITDA has ranged between -1% and -4% until 2020.
2021’s three reported quarters present a 2% EBITDA margin, and we expect the

positive trend for Spotify’s EBITDA to continue in the forecasted years.

Costs

Breakdown

€ millions 2019 2020 2021F 2022F 2023F 2024F 2025F 2026F 2027F 2028F 2029F 2030F
Total Cost of

Revenue (€5 042) (€5865) (€7526) (€8772) (€10262) (€11712) (€13 194) (€14 368) (€15 593) (€16 803) (€17 866) (€18 855)
% of Revenue -75% -74% -73% -72% -71% -70% -69% -67% -67% -67% -67% -67%
Ad-supported (€599) (€739)] (€1017) (€1418) (€1958) (€2545) (€3030) (€3447) (€3777) (€4118) (€4343) (€4 520)
Premium (€4443) (€5126) (€6509) (€7.354) (€8304) (€9167) (€10163) (€10921) (€11816) (€12685) (€13523) (€14 335)
Gross Profit €1722 €2015| €2838 €3476 €4153 €5072 €5988 €7020 €7827 €8444 €8971 €9454
Gross Margin 25% 26%, 21% 28% 29% 30% 31% 33% 33% 33% 33% 33%

Research and
Development (€615) (€837) (€999) (€1181) (€1390) (€1618) (€1850) (€2062) (€2258) (€2435) (€2588) (€2730)

% of Revenue -9% -11% -10% -10% -10% -10% -10% -10% -10% -10% -10% -10%
Sales and

Marketing (€620) (€826)| (€1140) (€1286) (€1514) (€1762) (€2014) (€2246) (€2459) (€2651) (€2818) (€2972)
% of Revenue -12% -12% -11% -11% -11% -11% -11% -11% -11% -11% -11% -11%
General and

Administrative

costs (€283) (€354) (€529) (€606) (€665) (€708) (€752) (€840) (€912) (€991) (€1056) (€1 125)
% of Revenue -5% -5% -5% -5% -5% -4% -4% -4% -4% -4% -4% -4%
EBITDA/EBIT (€73) (€293) €170 €403 €585 €983 €1372 €1872 €2197 €2368 €2510 €2627
Margin -1% -4% 2% 3% 4% 6% 7% 9% 9% 9% 9% 9%

Table 8 — Core costs breakdown forecast

Invested Capital

As tech company, with its products being mainly software/applications, Spotify
relies very little on capital, which makes it a non-capital-intensive company. Its
assets-to-revenue ratio is below 1. Its more relevant assets are Cash and Cash
Equivalents and Long-Term Investments, mainly comprised of a stake in Tencent

Music Entertainment.

After reformulating its Balance Sheet, we observe that core invested capital has
been negative from 2017 to 2019. This is mainly due to a specific core liability:

Accrued fees to right holders (€1,5 billion in 2020). These are fees to be paid to
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Figure 13 —Core invested capital

forecast
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Figure 14 —Core result outlook
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right holders, mainly royalties and fees associated with content streaming, and
have typically been close to 20% of revenues. 2019 had a significant increase in
invested capital due to lease right-of-use assets starting to be considered as part

of the balance sheet from 2019 onwards, according to GAAP standards.

Due to a recent aggressive acquisition strategy, goodwill*> has been one of the
most relevant core assets from 2020 onwards (€736 million in 2020), with higher
observable growth. This translated into a positive core invested capital in 2020
for the first time (€72,6 million). This impacted Free-Cash-Flow, due to significant

increases in invested capital in both years.

We expect core invested capital to return to a negative trend from 2021 onwards,
after forecasting it to reach €179,5 million in that year. This is because we expect
accrued fees to right holders to remain in line with its past trend and hence to
continue to stay very much in line with revenues (that is, remaining at a constant
percentage of revenue). At the same time, we believe fixed assets, goodwill, and
acquired intangible assets, among other core assets lines, will slightly decrease
its value as % of revenue. We expect, hence, this to translate into a somewhat
negative core invested capital without significant variations in the forecasted

years after 2021.

Spotify’s Cash conversion cycle health is quite positive, with it decreasing
historically from -6 days in 2017 to -18 days in 2021 (average payable period

higher than average collection period).

Cash Conversion Cycle 2018 2019 2020 2021F
Trade and other receivables €400 €402 €464 €596
Revenue €5 259 €6 764 €7880 €10365
Average Collection Period 28 22 21 21
Trade and other payables €427 €549 €638 €813
Cost of revenue €3 906 €5 042 €5 865 €7 526
Average payable Period 40 40 40 39
Cash Conversion Cycle -12 -18 -18 -18

Table 9 — Spotify’s cash conversion cycle

Core Free-Cash-Flow

After the core result in the full reported years being negative, we can observe a
reversal of this trend in the first nine months of 2021, with core result reaching
€127,8 Million. 2020 had a negative core result as Spotify saw its revenues being
hit due to pandemic headwinds. We expect the positive core result trend to

continue as we forecast Spotify’s margins to improve?é.

We expect a core free-cash-flow in 2021 of €72,5 million. As invested capital is

expected to not change significantly in the forecasted years, Free-Cash-Flow is

15 These are mainly the excess of the consideration transferred when acquiring companies, that is, the amount above the fair-value of the

acquisition.

16 Refer to “Opportunities” section for further details.
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Figure 16 — Historical Global Recorded
Music Revenues
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Figure 17 — Historical Publishers
Revenue from Music Streaming
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Figure 18 — Historical Physical Sales
Music Industry Revenues

In billions €

2016 [
2017 [

© o
o =
o o
« «

2020 [EJ]

mmm Physical Sales Music Industry Revenues =—e=Growth Rate

Source: IFPI

predicted to have significant growth rates in the forecasted years due to core

result and overall profitability improvement.
Capital Structure

In 2021, Spotify has issued exchangeable notes without coupon payments,
totalling €1,223 million after deducting transaction costs, being considered senior
debt. As of the third quarter of 2021, the value of such notes was €1,175 million.
These will mature on March 15, 2026, and won't be redeemable before March
20, 2024. This was Spotify's first debt issue in its history, and the company stated

that the cash raised through it would be used for "general corporate purposes”.

As of the third quarter of 2021, Spotify's net debt to enterprise value ratio,
considering current equity market value, is -1%. Spotify has a large amount of
excess cash (€2,462 Million in 2020), resulting in negative net debt.

Industry Overview

Music Market Overview

From the audio recording industry perspective (right-holders), the global recorded
music market can be segregated into five different segments: physical sales,
streaming, download & other digital, performance rights, and synchronization.
Going back to the period between 2010 and 2014, physical sales were dropping
at a CAGR of 9,4%17, mainly due to the rise of illegal downloading, making the
whole industry drop from €13,0 billion to €12,2 billion, during the same period.
However, the rise of music streaming seems to have given a "second-life" to the
global recorded music market, making it grow at a CAGR of 7,5% from 2014 to
2020. In 2020 the market reached €18,8 billion, with music streaming revenues

accounting for 62,1%.

Looking at the market from the point of view of the music streaming platforms,
specifically of their premium segments, the ones used the most are Spotify,
Apple Music, Amazon Music, Tencent Music Entertainment, and YouTube Music.
Market revenues reached €17 billion in 20208, with a CAGR of 22% since 2017.
Furthermore, there were 552,8 million monthly active users paying an average of
€2,57 per month. These values showed that 7% of the world population are
currently subscribers of a platform. The US market is worth €7,12 billion and is
the biggest one, where more than 30% of its citizens have a paid subscription.

The Chinese and the UK market follow the US market, being the second and

17 This and further data on the global recorded music industry can be found in: IFPI Global Music Report 2021. https://www.ifpi.org/ifpi-
issues-annual-global-music-report-2021/.

18 This and further data related directly to the music streaming market can be found in: Statista Digital Outlook, Music Streaming.
https://www-statista-com.eul.proxy.openathens.net/outlook/dmo/digital-media/digital-music/music-streaming/worldwide.
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third-biggest markets, worth around €1,79 billion and €1,30 billion, respectively.
Figure 19 — Country Market Revenue

Comparison The platforms that the American and United Kingdom citizens use the most are
?el\jepuggomparison (Billions) \EUF;(f; Spotify, Amazon Music, and Apple Music, while in China, QQ Music, Kugou
. Unite tates B
2.China L9 Music, and NetEase Cloud Music dominate the market.
3. United Kingdom 1,30
4. Germany 1,09
5. Japan 106 Europe and North America are the two regions where the population penetration

Source: Statista

rate of premium subscriptions (taking the whole regions’ population into account)
is higher - 13% and 26%, respectively. This is a consequence of these regions’
higher internet and smartphone penetration rates. At the same time, these
regions will hit a saturation point first, while there will still be growth opportunities
Figure 20 — Platform Revenues from

Music Streaming Outlook in Latin America and the Rest of the World as their internet and smartphone

= penetration rates increase.

In billions €

Going forward, it is expected that by 2025 the music streaming revenue (from a
subscription-model standpoint) will reach €27,6 billion, a CAGR of 10,2% since
H H H B8 2020. The main driver for this increase will be the subscribers’ growth to 913,2

million, a CAGR of 10,6% since 2020. One reason for the increase in subscribers

2020
2021F
2022F
2023F
2024F
2025F

= Platform Revenues from Music Streaming ——crowthrate 1S the growth of internet and smartphone penetration rates, especially in less
S : Stati . . .
outes: Sttt developed countries. ARPU from the premium segment is expected to grow at
Figure 21 — Subscribers Outlook the inflation rate.

Looking at each region, the regions expected to increase the most in revenues

until 2025 are Latin America and the Rest of the World, with a CAGR of 12,4%
. l I and 12,5%, respectively. It's essential to note that since the music streaming
sector is part of the entertainment industry, its growth correlates in a certain way

with the business cycle. As such, it may be affected by contractions and
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expansions of the economy.

Source: Statista

Podcast Market Overview

Podcasts first appeared two decades ago, but the format gained popularity during
the last five years. The key driver that led to this market growth is that they are a
source of entertainment during commutes or multitasking with easy accessibility
through smartphones, smart speakers, or any other smart gadget. Also, the
involvement from celebrities, the proliferation of shows, their usefulness in
teaching and educational learning, minimal entry barriers for creators, and the
investment from large companies like Spotify have jointly helped the podcast
market grow. Furthermore, the introduction of blockchain technologies, artificial
intelligence, the internet of things, and other advanced technology allowed
advertisers to hyper-contextualize their data, ensuring that they reach the
customer with the right content at the right time, growing the monetization of the

market. Finally, as people started to stay more in-home due to the COVID-19
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pandemic and its mandatory confinements, the industry experienced an
expansion that can be further enhanced as users change their consumption
habits.

Listeners tend to be younger, more educated, and open to podcasting
advertising. It is a way for advertisers to target a younger audience that tends to
use ad blockers in other forms of digital media, while in podcasts, they don't have
an effect since the ad records on the audio file. The key players in the podcasting
market tend to be the same as in the music streaming market, including Amazon
Music, Apple Music, Spotify, iHeartMedia, and Pandora Media. This year, Spotify
became the most popular podcast platform in the US, having 28,2 million US
internet users listening to podcasts monthly against 28 million listeners from

Apple?®.

The global podcasting market was valued at €10,04 billion in 2020. It is expected
to grow at a CAGR of 31,1% until 2028.2° Advertisers are expected to accelerate
their shift in budgets from traditional radio into podcasts, as they see greater
effectiveness in targeting audiences, with higher possibilities of increasing brand
awareness. As of 2020, podcast ad sales were relatively small compared to
traditional radio in the US — €1 billion vs. €11 billion?, respectively. This shows
the potential of such shift in terms of ad revenues to the podcasting and audio
market in general, with Spotify aiming to be in the frontline. According to
Bloomberg Intelligence’s analysts, podcast campaigns deliver an average return
of €2,42 per euro spent. This is highly motivating for the advertiser’s shift. Adding
to this, there were estimated monthly U.S listeners of podcasts of around 90
million. The growth trend suggests that this could increase to approximately 140

million by 2024.
Figure 22 — Podcast Format by type

Based on the content??, the politics and news segment had the larger revenue
share of 30%, while content such as lifestyle, meditation, personal wellness, and
« Conversatona health has seen increased demand. Due to the popularity and influence of sports
panes worldwide, the sports segment is expected to have the highest growth moving

Repurposed Content

ahead. Leading podcast platforms, like Spotify, are acquiring studios focused on

this category to enhance their content, such as “The Ringer”.

Source: Statista

Based on the format, the interview format had the larger revenue share of around
30% and is expected to stay dominating the podcasting market, as it stimulates a

series of viewpoints, opinions, and discussions from different guests. The solo

19 eMarketer: “Spotify poised to overtake Apple Podcasts this year”. https://www.emarketer.com/content/spotify-poised-overtake-apple-
podcasts-this-year?ecid=NL1001.

20 Grand View Research. “Podcast market analysis report”. https://www.grandviewresearch.com/industry-analysis/podcast-market.

21 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available).

2 Content, Format and Region Analysis retrieved from the Grand View Research: Podcast market analysis report.
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segment, recorded by a podcaster who has knowledge and expertise in a specific
field, is expected to grow at a higher CAGR since it is the most accessible format

to start, requiring minimal software and equipment to record.

Looking at the regions, North America contributed around 40% to the revenue
share and is expected to maintain its dominance, justified by the rapid adoption
of digital devices coupled with the rising popularity and accessibility of podcast
content. Latin America is expected to record the fastest growth, with a CAGR of
35% between 2021 and 2028, due to the increasing internet penetration rate and
popularity of digital devices coupled with the accessibility of podcasting content

offered in Spanish.

Competitors Analysis

Spotify iHeartRadio SiriusXmM Youtube Music | Amazon Music | Apple Music Tidal Deezer Pandora
Free Option Yes Yes No Yes Yes, 2M Music No Yes Yes Yes
Free Trial Period 3 Month 1Month 3 Month 1Month 1Month 3 Month 1Month No 1Month
Premium Monthly Fee $9.99 $9.99 $10.99 $9.99 $9.99 $9.99 $9.99 $9.99 $9.99
Student Plan $4.99 No $4.00 $4.99 $0.99 $4.99 $4.99 $4.99 $4.99
Family Plan $15.99 $14.99 $16.99 $14.99 $14.99 $14.99 $14.99 $14.99 $14.99
Size of Music Library 70 Million 30 Million 40 Million 70 Million 75 Million 75 Million 70 Million 73 Million 40 Milllion
Size of Podcasts Library 3 Million 400 Thousand | 600 Thousand No 70 Thousand | 500 Thousand | 250 Thousand | 60 Thousand | 600 Thousand
Live Radio Stations No Yes Yes No No Yes No Yes Yes

*All Family Plans allow up to six accounts.

Table 10 — Competitor Analysis

Source: Respective Websites

The audio streaming market comprises a small nhumber of platforms owned by
large companies. These include Spotify, iHeartRadio, SiriusXM, YouTube Music,
Amazon Music, Apple Music, Tidal, Deezer, and Pandora. The comparison in
table 10 was made in dollars as some of these platforms only operate in the
United States. Taking each platform’s characteristics and subscription plan into
consideration, the one that comes on top is Spotify. It is able to offer 70 million
music songs (only 5 million short of Amazon Music), with a much more extensive
podcast library than its competitors, all these at similar prices, giving them a
comparative advantage. A podcast library of 3 million podcasts has high value
since this segment has a higher expected growth within the audio streaming
industry. Tencent Entertainment and NetEase are also large companies within
the sector. Still, a direct comparison wasn’t drawn between them since they only

operate in the Chinese market, where Spotify and most platforms don'’t.
Figure 23 — Competitor Analysis

I _ Tencent Concerning profitability, as we can see in figure 23, a comparison was drawn
Spotify SiriusXm ‘ iHeartMedia Erfere iR
Revenues 7880 | 83 | 2414 3658 between the publicly listed ones having audio as their core segment?3. Although
Gross Margin 25,6% 55,5% ‘ 60,5% 31,9%
Nt | v | ek | ceow ww | Spotify had higher revenues, SiriusXM was the most efficient. However, the
Source: Bloomberg comparison is not fair because, although they have audio streaming as their core

segment, they are still very different companies with additional segments, such

as radio.

23 We didn’t include the remaining peers in the comparison, as they don’t provide the financials or any data for their audio streaming
segment.
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In terms of subscribers, Spotify has the highest market share, with approximately
29%, followed by Apple Music with 16%, and then Amazon Music, Tencent

Entertainment, and YouTube Music with 13%724.
Peers

For Spotify’s peers, the companies chosen were the ones that are listed and
either offer a similar service or share similarities in terms of its business model.
Based on these characteristics, we divided them into 2 Tiers. Tier 1 is composed
of SiriusXM, Tencent Music Entertainment, and iHeartMedia, which have audio
streaming as their core segment. Tier 2 is composed of Alphabet, Amazon,
Apple, Netflix, AMC, and Walt Disney, which have as one of their segments audio
or video streaming, operating in the entertainment sector, and by Meta Platforms
and Twitter, which have advertisement as a source of revenue in their business-

model. These will be the tiers we will use to perform the relative valuation.

I's worth noting that we believe that none of these companies can’'t be
considered a “perfect peer” for this kind of analysis. Some of them are either in a
different growth phase or have different growth expectations for the future.
However, considering all these factors, they are still somewhat comparable, and

a relative valuation can still be valid.

Opportunities and risks

Opportunities

Emerging Markets

Spotify is still in the process of expansion and establishment in new markets.
However, it is already providing its services across the globe and to a very high
number of countries. Spotify is available in 178 countries as of the date of this

report.

The most recent and significant geographic expansions include the launch in July
2020 in Russia, the Commonwealth of Independent States, and the Balkans,
adding to the launch, in the first half of 2021, in 86 new countries. These include
South Korea, one of the biggest music markets globally (6th in the world). This
80+ countries expansion taps into a potential market of around 1 billion people.
Also, most of these additional countries come from Asia, Africa, and the Middle
East. Previously, these markets represented less than 20% of total Spotify’s

MAUSs, which shows the existent opportunity in both the eastern and the least

2 MIDIA Research. “Streaming music subscriber market shares, Q1 2021, global”. “https://www.midiaresearch.com/blog/global-music-
subscriber-market-shares-q1-2021
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Figure 24 — Latin America and R.O.W
internet penetration rate forecast
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developed countries. Along with product expansion and growth within existing
markets, geographic expansion to unexplored markets is one of the primary
sources of growth and size for Spotify. These countries tend to be the where
streaming is not explored to its fullest, giving a massive opportunity to widen its

user base.

As Spotify settles in and starts establishing itself in Europe and North America,
new goals are set in the remaining regions. Spotify is successfully establishing
itself in Latin America, with a penetration rate in the targeted population of 18% in
20202%5. However, ROW? region is seen as one of the main sources of growth for
Spotify — with only 2% targeted population captured, split in 1,5% in ad-supported
and 0,5% in premium. Being many of the 86 new countries in this region, Spotify
has a considerable opportunity to win these markets and grow MAUs and

Revenues at even greater rates for the foreseeable years.

Spotify adjusts its pricing to each market to accommodate different purchasing
powers?’, in order to deliver premium service to a broader population since
willingness to pay for a premium service is different between regions. An
example of the effort to attract users to a subscription-based plan is the testing of
Spotify+, which enables users to get all the functionalities of the premium service
while still being exposed to advertisements. Spotify is charging $0,99 for it
monthly in the U.S, and it may be an excellent solution for countries with a lower
purchasing power. With this, we expect an increasing share of revenues coming
from ROW and Latin America.

Also, there is capital being allocated to increase internet penetration in where
internet is not a given. An example is Elon Musk's Starlink venture for Wi-Fi
delivery through drones/satellites, increasing the internet access in remote
regions. Spotify also takes into account that internet reach may be lower in some
countries, along with the fact that there are fewer next-generation mobile phones,
by creating Spotify Lite?2. It is a simplified version of the Spotify app, which uses

less storage, data, and battery for older devices to run the app.

It's forecasted that by 2025 the Rest of the World region will reach an internet
penetration rate of 71% (vs. 56% in 2020). With this, we forecast that by 2025
Rest of the World reaches 177 million company-wide MAUs, with a 22% CAGR -
split into 137 million ad-supported MAUs and 40 million premium subscribers,
with a respective CAGR of 22% and 20%.

2 We consider the target population to be the population within each region with internet access.

26 ROW - Rest of the World

27 Source: Spotify’s 2020 annual report

28 Source: Spotify Newsroom
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Figure 26 — Latin America MAUs As the internet penetration rate is also forecasted to rapidly increase in Latin

forecast & yearly growth rate . .
e America (from 61% to 73% between 2020 and 2025), the growth trend in MAUs
28%

is also expected to be observable in this region for the forecasted years. Hence,

we forecast Latin America will reach 172 Million company-wide MAUs in 2025
(with a CAGR of 18% from 2020 to 2025), split into 106 ad-supported MAUs

In millions

= H ity e B R (18% CAGR) and 67 premium subscribers (16% CAGR).
§ LgL LgL g § g § § § % Lg As Spotify expands its presence in these markets, internet access increases, and
m=Latin America MAUs  ——Growth Rate streaming gains further strength as being the primary go-to for audio content, we
expect that emerging markets will be a key focus and a critical segment in
Figure 27 — Revenue split per regions Spotify's business for the upcoming years, as shown by our forecasts. We expect
(2020)

growing importance in revenues and MAUs coming from Latin America and ROW

5%

6%

regions, forecasting it to be 10% and 12% of total revenues by 2025,

respectively.

One noticeable omission in Spotify's business is China, the second-largest
economy globally. This is a market with high difficulties in terms of penetration,
with a quite established player already present (Tencent Music Entertainment,

89%
publicly listed, along with fierce competition from NetEase, soon to complete an

Rest of the world
= Latin America IPO), and with many other big tech companies failing to tap in this market (e.g.,
= All other regions Alphabet, Meta Platforms and Uber). For this reason, in 2017, TME and Spotify
entered into a stock swap agreement, in which both Spotify and TME exchanged

a 9,1% stake in both ways. Spotify has a stake of around 8% currently.2® Hence,

Figure 28 — Revenue split per regions

(2025 Forecast) Spotify has exposure to the Chinese audio streaming market, with a massive

12% player in it being related to the company, which would otherwise become a

. competitor. As of the 3 quarter of 2021, the Chinese equities market was hit
AIO/O hard by Evergrande’s financial struggles and the increasing government control
on China’s biggest companies. Spotify saw its TME Ltd. stake’s fair value
decrease more than 60% in 2021 (from €2228 Million to €885 Million). The
78% majority of analysts’ view is that large-cap Chinese stocks are somewhat
Rest of the world discounted today, continuing to believe in the potential of being exposed to the
= Latin America Chinese stock market, especially in the tech sector. There is no foreseeable
= All other regions change for Spotify's presence in the Chinese market through its TME ownership,

as it is highly strategic.
Investment in Podcasts

The investment in Podcasts is entirely rational and purposeful. It is a market in

extreme growth, with podcast usage rising over 200% on Spotify, in 2020,

2 Source: Spotify’s 2020 annual report
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according to Magna Global®°. Spotify believes that the industry landscape found
in podcasts today is very similar to music and streaming in the 2000s. Spotify's
recent investments communicate their main goal in this market - to be the
number one podcast/audio content provider in the world, and own the whole
supply chain within the market. It owns exclusive content, provides distribution
and metric-tracking solutions for podcast creators (through Anchor and
Megaphone), and, most importantly, connects advertisers to content creators.

Financially, this purpose can be observed with even higher expectations, and

Figure 29 — Ad-supported gross here's why
margin forecast .

Spotify has an issue specifically in the music streaming market - it is challenging
to decrease the costs of revenue as a percentage of revenue. Rightsholders are
quite powerful, with royalties composing most of Spotify’s cost of revenue (which
are around 70% of revenues historically). It is improbable that fees and royalties

related to music differ a lot in the future from their level now3!. Podcast market

rise, and being the market leader in it, enables Spotify to achieve higher profit

2019

2020
2021F
2022F
2023F
2024F
2025F

—e—Ad-Supported Gross Margin margins mainly in two ways. First, by boosting ad-supported gross margin, since

_ _ _ podcasts are far more profitable than music. This is not only because of the
Figure 30 — Premium gross margin

forecast increased podcast listening time (which decreases the weight of music royalties

paid as % of revenues in this segment) but also because the cost of revenue

30% associated with advertising can be considered to have fixed nature since the cost

of providing advertising does not increase significantly for each incremental dollar
of advertising revenue. The second way is by expanding premium segment gross

profit, as the share of time dedicated to music listening decreases.

2019

2020
2021F
2022F
2023F
2024F
2025F
2026F

A _ It may take time for margins improvement to become apparent, but they are
R becoming visible. As of 2021’s third quarter, the ad-supported segment increased
its weight on overall revenues to 13%, compared to 9% in the previous year,
mainly coming from a higher contribution from podcasts in the platform and boost
in advertiser spending allocated to audio through Spotify Audience Network.3? 33
More specifically, the higher demand for this advertising-marketplace platform
enabled Spotify to increase its path of monetizing further its podcast segment,
which allowed a 75% YoY increase in Spotify’s ad-supported revenue in the 3¢
quarter of 2021. The potential of this product is observable, as Spotify sees

positive signs while it is only available for advertisers in 4 markets: United States,

%0 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available)

31 Further explored in Challenges section

32 gpotify Audience Network enables creators to make meaningful revenue from podcasts. It is an audio advertising marketplace,
where advertisers connect with podcast distributors creating content in the platform (which includes Spotify’'s owned studios as well),
facilitating the process for content creators to monetize their work, while at the same time being a powerful platform for enabling
advertisers target specific audiences, in both music and podcast content, by leveraging Spotify’s data and audience metrics tracking.

3 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available)
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. . Canada, United Kingdom, and Australia. Only in the United States, 60% of all
Figure 31 — Revenue split per segment

— 2020 vs 2025 forecast podcast advertiser base was already using this platform in the first three months

2020 2025F after launch3*, As of the end of 2021, podcast creators of all sizes and types

within these four markets can get advertisement inventory in their content. Spotify
expects to expand its availability much further across all regions in which it
operates, which can translate into an even more significant increase in ad-
supported revenues. With this being said, we expect that the split of revenues

from each segment changes significantly (ad-supported moving from a 9%

= Ad-supported = Premium = Ad-supported = Premium

weight in 2020 to 24% in 2025), with advertisement revenue growing at a CAGR
of 44% between 2020 and 2025.

Figure 32 — Ad-supported revenue

forecast Spotify has also been investing heavily in owning podcast content, becoming
exclusive in the platform. The multi-million-dollar acquisitions and deals with

podcast creators attempt to remove the risk of content owners having high

bargaining power, which is a reality in the music segment. Its major acquisitions

regarding exclusive podcast content were Gimlet Media, Cutler media, and The
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popular podcast studios, Spotify fully captures its advertisement revenues.
Adding to this, Spotify signed a multi-year, multi-million-dollar exclusivity deal

2024F
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2030F

with one of the most favourite podcasts globally, The Joe Rogan Experience .

mmm Ad-Supported Revenue —e—Growth rate

To better capture the shift to podcasts as a reliable way of advertisement, Spotify

made two very strategic acquisitions. Anchor and Megaphone, acquired both for

Figure 33 — Facebook and Twitter

monthly advertising ARPU evolution a total of $385 Million, are being highly leveraged for the whole podcast supply-

chain. Anchor technology is mainly being used by creators, to produce content
and upload it directly to the platform. Also, Megaphone-backed technology is
being used to further develop Spotify’s Audience Network and enable better

targeting and advertisement experience for creators, advertisers, and listeners.

We expect ad-Supported ARPU to increase significantly, as advertisers show

increasing spending and interest in this form of advertising. It is expected to grow

similarly to tech-companies advertising ARPU (e.g., Meta Platforms and Twitter).

2013 2014 2015 2016 2017 2018 2019 2020

—e—Meta Platforms ARPU Twitter ARPU With ad-Supported ARPU in 2021’s third quarter already reaching €0,41, which

translates into a YoY growth of 32%, we expect the ad-supported ARPU will
reach €0,91 by 2025 (24% CAGR 2020-2025).

With this in mind and observing Spotify’s developments and investments, while
also considering the effort to remain the number 1 platform for all audio content in
the world, we expect this to be translated mainly in the ad-supported segment,

with a considerable growth being expected in this segment for the foreseeable

34 Spotify Technology S.A (2021). “Taking the Spotify Audience Network On the Road”. https://ads.spotify.com/en-US/news-and-
insights/spotify-audience-network-global-launch/
% Final deal value undisclosed
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years. At the same time, the premium segment may also take advantage from
this by consistently converting users from free to premium historically. However,
as Spotify establishes itself in countries with lower purchasing power, we expect
company-wide conversion rates to decrease slightly. Hence, it is even more
important for Spotify to leverage opportunities from its faster-growing number of
users in the ad-supported segment worldwide, monetizing it successfully.

Challenges and Risks
Rising competition

Spotify largely owns the audio streaming market. However, the competitive

landscape is becoming riskier.

Being one of its most concerning risks, Spotify currently faces its fierce, powerful,
cash-heavy, and rising competitors. Not only does it impose challenges in
retaining current MAUSs, and keeping them engaged in the platform, it also affects
the ability to attract users from both new and established markets. Tech giants
Apple, Amazon, Alphabet, and also smaller players such as Pandora and Tidal
are increasing their presence in the audio streaming market, using different
strategies - pricing, marketing, exclusive content, or prioritizing their service in
their own produced devices. Additionally, conflicting online liability laws are
creating a value gap in the market. Some services, such as Alphabet’s YouTube,
can claim that they are not responsible for the content published on their

platforms, questioning the long-term sustainability of the industry and the market.

Music streaming platforms from tech-giants Alphabet, Amazon, and Apple pose
the most considerable risk for Spotify’s market leadership. As these platforms are
a very small portion of their revenues, it is not crucial that this segment is
immensely profitable in an expansion phase of their products. As such, these
companies are able to reduce their pricing and operate at lower margins on its
music streaming segment, or even at a loss for some years, which may attract
users more effectively and steal market share from Spotify. Additionally, since
their financial slack is much more significant than Spotify’s, these companies may
have an advantage in M&A activities in the market, being able to pay more

significant premiums for other companies.

This posts a major uncertainty on whether Spotify will keep its market leadership
and retention of users in the long term. Decreasing conversion rates to premium
subscriptions, increasing churn rate or decreasing ad-supported MAUs growth

rate are the most relevant drivers that may be affected by this. It may translate
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into an overall decrease in both ad-supported and premium MAUSs, which ends

up impacting Spotify revenue and ability to sustain its growth expectations.26
Emerging markets risk

As mentioned before, Spotify has recently made a significant investment in its
international expansion, which included 80+ countries, mainly under-developed
ones. Such countries present very different purchasing habits (even though
Spotify adapts its pricing strategies with this in consideration). This leads to
consumers in such markets having smaller budgets for entertainment
expenditure, which presents further challenges in converting customers to its
premium segment and having a significant penetration rate in such markets.
Also, there are already small and local players providing music streaming
services®’, with much more local content and deals with local artists in some of
these markets. Although Spotify invests on “going local” when expanding its
operations to new markets, in some countries it may be harder (or more
expensive) to own rights for local content, which ultimately would impact its ability

to attract new users.

An example of this risk is Spotify's expansion to India. Initially, its penetration in
the market was fast — after its launch at the beginning of 2019, India added 2
million MAUSs by the end of the first quarter. As the pandemic worsened and India
became one of the most affected countries, subscribers’ growth rates started to
go lower than expected in 2021, when this number was only expected to grow
stronger for a considerable period (2Q growth in MAUs moderated to 22% vs. 1Q
25% growth). Although the investment in such markets has a quite significant
upside, with the possibility of being a large source of growth, this is a
representative example when considering this risk as broader. This risk may
translate into Spotify's investments not translating into significant growth rates in
subscribers and conversion to the premium segment, making the investments not
being compensated by revenue growth through MAUs acquisition. Also, by
expanding to countries with lower purchasing power, both company-wide
premium and ad-Supported ARPUs are likely reduced, which imposes further

pressure in attracting MAUS.
Right holders and competitors bargaining power

With Spotify's dependency obtaining licenses on its music content, the risk that
these increase their costs is widely concerning. It can cause a significant
disruption in its business — since the cost of revenue has historically been around

70% of revenues. Although right holders and artists are also very dependent on

3 Further explored in “Scenario Analysis”
37 An example of this situation is India’s Gaana, with a wide variety of local music and with popularity among consumers in the country
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streaming for their growth and sustainability (after many years of industry
decline), there is the risk that regulation increases the costs to right holders,
which may translate into further increases in costs for streaming companies. An
upward shift in expenses with right holders would very much directly impact
Spotify’s cost structure, drastically reducing its margin and affecting the ability to
grow its profits. Also, the audio streaming segment from Spotify’s biggest
competitors is only a small portion of their business (e.g., Amazon, Apple,
Alphabet), and being them companies with a vast financial slack, it means that
they can put pressure on Spotify by incurring into deals more advantageous for
rightsholders and run their business at lower margins (or even losses) for more
extended periods. This may pressure Spotify’s financials at a level that can be
unbearable to support in the long term.

Covid-19 Impact

Just as in many markets, Covid-19 emergence affected Spotify and may continue
to impact. However, it has a proven two-sided effect on the company.

On the negative side, there was and may continually exist a decrease in
advertisers’ spending. Also, the reduction of overall income may lead to a
decrease in premium subscribers and a lower willingness to pay for the service.
Travel limitations and the decline in the commuting necessity shifted consumers'
listening habits, and Spotify may not be able to adapt to these changes. Artists
may also have less availability/opportunities to create content and make it
available in the platform, which ultimately would negatively impact the platform’s

content quality and users’ retention.

On the positive side, lockdowns and social distancing made consumers increase
podcast listening drastically. For example, 90% of podcast listening occurs at
users’ homes, which was already happening before the pandemic®®. Also, using
U.S adults as an example, 22 percent of them confirmed that they were listening
to podcasts much more due to social distancing and staying at home3°. This
caused podcast listening to accelerate further in 2020 and 2021, which may

cause a quicker shift to podcast listening.

38 Bensaid, A. (Bloomberg Intelligence - 2021). “Spotify Technology Research”. Retrieved through the Bloomberg Terminal (no URL
available)
39 According to a Morning Consult survey conducted in early 2021.
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Valuation

DCF Method

As we built a deeper knowledge of the company, market trends, and metrics
evolution, we believe that the DCF method is the most advantageous to value the
company. We used a forecasting period of 14 years until 2035, as we believe that
only by that time the growth associated with the industry and Spotify, especially
in emerging economies, will be at steady-state. By then, in order to get the
terminal value, we applied an annuity growth rate of 4,5% for five more years*®
and applied the perpetuity growth rate aligned with the long-term global GDP

growth rate, of 2,5%%, to 2040's core free-cash-flow.
WACC Model

Spotify raised financial debt for the first time, adding to leases held before. Its
cash reserves are strong and growing, making net debt negative negligible
compared to its equity market value. Currently, Spotify’s market value equity is
€37 billion, while its net debt is €-1085 million. We forecast the Net Debt-to-
Equity ratio to remain stable, with Net debt weighting -1% and Equity 101% on
the Enterprise Value. We expect Spotify to keep its high ratios of cash in its
balance sheet, which should compensate slightly for the amount of debt. As
such, we believe the best approach to discount cash-flows is by obtaining the
discount rate through the WACC model.

Inputs and assumptions

To obtain Spotify's beta, we regressed the last three years’ weekly returns with
the MSCI World Index, as Spotify operates globally, which resulted in an equity
beta of 0,96, with a 95% confidence interval between 0,58 and 1,3. This interval
is quite wide, and as such, we observed the unlevered betas of our assumed

peers to get a better sense of Spotify’s levered beta.

Beta Beta | Unlevered

as of 15/12/2021 Equity R.Frate MRP Re Rd Debt .
Netflix 0,67 14% 43% 4,3% 1,8% 0,08 0,64
Sirius XM 1,13 14%  43% 6,3% 1,3% -0,03 0,82
iHeart Radio 1,52 14%  43% 7,9% 2,5% 0,25 0,72
Apple Inc. 1,05 1,4% 4,3% 5,9% 1,3% -0,03 1,07
Alphabet Inc. 0,89 14%  43% 52% 1,3% -0,03 0,95
Amazon Inc. 0,68 14% 43% 4,3% 1,3% -0,03 0,66
Tencent Music 071  14% 43% 44%  33% 044 071
Entertainment

Source: Bloomberg

Table 11 — Peers’ Unlevered Beta analysis

40 The steady state growth rate isn’t sustainable in the long run (4,5%). As such, we apply an annuity formula for an additional five years
before defining a long-term perpetuity growth rate more in line with the long-term real GDP growth rate.
41 OECD (2021). “Real GDP long-term forecast”. https://data.oecd.org/gdp/real-gdp-long-term-forecast.htm#indicator-chart
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Figure 34 — Peers’ beta analysis output The peers observed in this comparison were Netflix, Sirius XM, iHeart Media,

Average peers 0.80 Apple, Alphabet, Amazon, and Tencent Music Entertainment. The observed
g;ft‘i’geBdezeézbt 023 unlevered betas are presented in table 1142. The resulting average unlevered
Weight Debt -1% beta is 0,8. When levering this beta to Spotify’s capital structure, we observe a
Weight Equity 101%
Spotify Levered 0.80 0,8 beta. Also, to better evaluate our confidence in the regressed beta, we
Beta : calculated the average one-year rolling beta, which is 1,1. With both these
values, our confidence interval is narrowed to between 0,81 and 1,1. As such, we
rely on our regressed equity beta, maintaining it as 0,96. We believe that this
beta fits the company after evaluating Spotify’s exposure to systematic risk and
business cyclicality. We considered the entertainment industry to have much
more factors accounted for in its beta due to very different segments compared to
Spotify. As such, we believe this to be a better approach compared to using the
industry-wide beta.
Figure 35 — CAPM model inputs By relying on NYU Stern's widely used Professor Aswath Damodaran's Equity
Equity risk premium 5.70% risk premium (5,7%)* and being the last U.S. government 10-year treasury
Risk-free rate 1,44% bond 1,44%*, which we considered the risk-free rate, we obtained the Market
Market risk premium 4,26% Risk Premium of 4,26%. Using the CAPM Formula, the calculated Return on
Equity Beta 0,96 Equity is 5,53%.
Return on Equity 5,53%
As Spotify doesn't have coupon-bearing bonds nor an attributed credit rating, we
computed the interest coverage ratio*® for 2022 of 7,46. According to figure 36,
Figure 36 — Synthetic credit rating this translates into a credit rating of AA, being the resulting spread of 1%. Hence,

estimation metrics

Tnterest Coverage Ratio | Rating | Spread ] USING @ synthetic credit rating approach, our calculated Spotify’s cost of debt is
6:’58;5 A;: ?‘gg:ﬁ’ assumed to be 2,44%. When comparing Spotify’s credit rating with its peers, we
=0, . (']
55965 At | 1.50% considered this rating to be in line.
425-55 A | 1.80%
D A | 297 | As mentioned bef d a Debt weight of -1% and Equity weight of
553 BBB | 235% s mentioned before, we assumed a Debt weight of -1% and Equity weight o
12.??-3 g? i?gf 101%. Hence, our Weighted Average Cost of Capital is assumed to be 5,64%.
1.5-1.75 B | 6.50% . ,
1.25-1.5 B- | 8.00% After obtaining the Core NPV, by summing the core free-cash-flows, each
0.8-1.25 CCC | 10.00% . .
0.65-0.8 oC | 11.50% discounted to 2022, we added the non-core book value of €1,4 billion. Hence, the
0&1}0;5 g ii‘gg:ﬁ’ Enterprise Value computed is €54,9 Billion, which by subtracting 2022's negative
. . (]

Source: NYU Stern net debt (excess cash above gross debt) results in Spotify's equity value of €55,9
Billion. With 190,8 million shares outstanding, our base-case scenario price
target for fiscal year 2022 is €293,17 per share. As of 15" of December, 2021,
Spotify’s current price stands at €199,64, which translates into a 47% total return

for shareholders in such scenario.

42 While not visible in the table, the unleveraging of each peers’ beta was done taking into account their current capital structure retrieved
on Bloomberg, not presented in the table for formatting purposes

43 Damodaran. A. (2021). Implied Equity Risk Premium dataset. “https://pages.stern.nyu.edu/~adamodar/”

4 As of 15/12/2021. Retrieved through the Bloomberg terminal.

4 2022's EBIT Forecast divided by 2022 Annualized Interest Expense.
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Relative Valuation

As a complementary method to the DCF Valuation, a relative valuation was
performed based on the peers we chose earlier in the report. The common
EV/EBITDA multiple was not used since Spotify’s EBITDA is still too unstable to
be reliable. After all, the company is still finding its way to more stable
profitability. Although more reliable, the EV/Gross Profit multiple has some of the
same flaws since Spotify is still trying to increase its margins, not being at the
levels of their future expectations. Note that the platforms that we expected to
have a similar gross margin to Spotify would be Apple Music, Amazon Music and,
YouTube Music. However, as these platforms are a small portion of their parent
companies’ revenues, and their audio-streaming financials are not disclosed, we
cannot obtain a reliable multiple that can be thoroughly compared to Spotify.
Hence, the multiples associated with these companies have much more into
account than their audio streaming segment. To overcome this situation, we
decided to use EV/Sales multiple because it is also a way to access the

company’s economic value based on its operational performance.

Using the peers defined for Tier 1, we got an EV/Sales median multiple of 3,7x

and an EV/Gross Profit median multiple of 7,1x. Both correspond to a share price

Figure 37 — Box and Whisker Tier of €238 and €131, respectively.
1 EV/Sales
48x —T— Tier 1 EV /Sales | EV /Gross Profit
Sirius XM Holdings Inc. 4,3x 6,7Xx
4,4x Tencent Music Entertainement Group 2,7x 7,5x
iHeartMedia Inc 3,1x 5,6x
w Spotify Technology SA 4,8x 16,5x
3,7x Mean 3,7x 9,1x
Median 3,7x 7,1x
3,0x # Sample 4 4
2,7x —l— Table 12 — Tier 1 Peers Source: Bloomberg
Figure 38 — Box and Whisker Tier 2 Grouping Tier 1 and Tier 2 together, we got an EV/Sales median multiple of 4,9x
EV/Sales . . .
and an EV/Gross Profit median multiple of 13,6x. Both correspond to a share
11,3 ——— ] .
price of €319 and €250, respectively.
Tier 2 EV / Sales EV / Gross Profit
9,3x
Alphabet Inc 10,2x 19,0x
Amazon.com Inc 4,7x 11,8x
AMC Networks Inc 1,5x
Apple Inc 7,9x 27,5x
% Discovery Inc 2,7x 4,3x
Walt Disney Co 4,9x 15,0x
4,9% Netflix Inc 11,3x 29,0x
Meta Platforms, Inc. 10,1x 12,6x
Twitter Inc. 9,3x 14,7x
3,1x Mean 6,0x 14,2x
Median 4,9x 13,6x
15x — 1 # Sample 13 12
Table 13 — Tier 1 and 2 Peers Source: Bloomberg
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Scenario Analysis

Adding to our base-case discussed throughout our report, we consider that there
are two main situations that may affect Spotify’s future performance with a higher

probability, each of them with a different effect on the stock price.
Best-Case Scenario: Ad-supported ARPU growth intensified

As discussed earlier in “Opportunities”, Spotify’s ad-supported segment is
expected to gain much more relevance, mainly through its ARPU growing heavily
in the future. We compared this growth with companies in which advertising
revenue grew at double (or even ftriple) digit rates while its business was
expanding, and expected Spotify to follow this trend as their ad-supported
business is expanded. However, our growth rates are more conservative in our
base-case when compared to the ones observed with Facebook and Twitter from
2014 to 2020. This is because Spotify’s advertising content is very different from
both of them, as it is audio-based, and the growth trend may differ from them.
However, we consider that there’s still some possible upside compared to our
forecasts, and that is precisely what we address as our best-case scenario for
Spotify. In table 14 and 15 we can observe our base-case and best-case

assumptions for Spotify’s ad-supported ARPU compared.

| | | |

Base-case ad- | | | | |
supported ARPU 2021F| 2022F| 2023F| 2024F| 2025F 2026F 2027F| 2028F 2029F  2030F

Europe € 061]€ 082|€ 103|€ 121|€ 139|€ 153|€ 162|€ 167 € 170 € 172
North America | € 070 | € 095 € 113|€ 134 € 154|€ 169 € 180 € 187 € 189 € 192
Latin America (€ 0,20 | € 028 € 038|€ 049 € 061 € 070 € 078 € 084 € 086 € 088
Rest of the World| € 0,21 | € 029 |€ 039|€ 051|€ 064 € 073 € 080 € 087 € 08 |€ 091

Table 14 — Base-case scenario ad-supported ARPU forecast

|
i

Best-case ad- | | | |

supported ARPU 2021F| 2022F| 2023F| 2024F 2025F| 2026Ft 2027F¥ 2028F| 2029F| 2030F
Europe € 063|€ 08 |€ 111|€ 138 ‘ € 166 | 182 € 193|€ 1,99 € 202 € 205
North America € 073/ € 098|€ 127 € 159 € 191 210 | € 223 |€ 232 € 235 € 239
Latin America € 020|€ 028|€ 038|€ 049 € 061 070 | € 078 |€ 084 € 086 € 088
Rest of the World| € 0,21 | € 0,29 |€ 039 |€ 051|€ 0,64)] 0,73|€ 080|€ 0,87 : € 089)€ 091

[OONONOY

Table 15 — Best-case scenario ad-supported ARPU forecast

With this scenario, Spotify’s revenue is impacted in every region, being
considerably higher. Hence, Spotify’s price per share reaches a value of €408,58.

We attribute a probability of 15% to this scenario.

Worst-Case Scenario: Intensified Competition affecting MAUs

growth

As mentioned in more detail throughout the report, in the “Challenges” section,
Spotify’s competitors pose risks to the company’s sustained market leadership. If
competitors enter with a more aggressive strategy, we expect this to affect

quarterly churn rate, conversion to premium rates, and ad-supported MAUs
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Figure 39 — Beta range considered
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growth rate, which overall impacts Spotify’s market share as the audio-streaming

market grows.

Spotify’s price per share reaches, hence, a value of €190,4 under this outlook.

We attribute a probability of 10% to this scenario occurrence.
Sensitivity Analysis

As in many models, our valuation is subject to some input risk. As such, we
analysed our model's sensitivity to some of the most critical inputs and
assumptions in our research to understand how our price target would change

with changes in our inputs.

As such, we conducted a sensitivity analysis with the WACC (which values we
considered according to our beta range defined earlier) and the perpetuity growth

rate.

Hence, in table 16 and 17 we can observe the different combinations of both

parameters’ ranges and the resulting price target in each combination.

Perpetuity Growth Rate

293,17 € 1,5% 2,0% 2,5% 3,0% 3,5%
4,91% 306,32 338,62 384,31 45387 572,65
5,24% 278,34 303,58 338,04 387,91 466,52

WACC | 564% | 24920 26822[ 29317] 327,56 378,01

5,88% 234,92 251,10 272,07 300,33 340,47

6.20% | 21774 230,96 247,75 269,79 299,99

Table 16 — Sensitivity Analysis — WACC and Perp. Growth rate
effect on share price

Perpetuity Growth Rate
48%| 15%  2,0%  2,5%  3,0%  3,5%
4,91% 559  71%  94%  129%  190%
5,24% 41%  53%  71%  96%  136%
WAcC | 5.64% 26%  36%[ __ 48%] 66%  91%
5,88% 19%  27%  38%  52%  72%
6,20% 10% 17% 25% 36% 52%

Table 17 — Sensitivity Analysis — WACC and Perp. Growth rate

effect on total return for shareholders
Looking at the table, we can see that the resulting WACC's range is not wide,
obtained with the previously mentioned equity beta range. We also infer from the
sensitivity analysis that our model has a more upside character than a downside
one, as by changing our inputs the total return for shareholders increases more
drastically than it decreases table 17. In our 25 different input combinations, we
can observe that all our combinations would keep our recommendation on “Buy”,

with total return for shareholders ranging between 10% and 190%.
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Final Recommendation

Figure 40 — Scenario Analysis Result

Bundling together our base, best, and worst-case scenarios, with each respective
Scenario Analysis

Scenario  |Probability |Share-Price probability of occurrence, we reach our final price target for year-end 2022 of
Base-Case 75%|  €293,17 €300,2 per share, which translates into a total return for shareholders of 52%.
Best-Case 15% €408,58

Worst-Case 10% €190,40

In table 18 we can observe the result of all the valuation methods done

throughout our report.

Total

Price (€) | Price () | ., - (%)

Recommendation

Current (15th December 2021) 199,64 @ 2254

Discounted Cash-Flows (base-case) 293,2 | 3310 46,8% Buy
Discounted Cash-Flows (with scenarios); 300,2 | 3389 50,4% Buy
Multiple EV/Sales - Tier 1 238,4 269,1 19,4% Buy
Multiple EV/Sales - Tier 2 319,1 | 360,3 59,8% Buy

Table 18 — Valuation methods summary

Our final recommendation is based solely on the valuation through the DCF
method, with all scenarios considered, being the relative valuation only a

complementary method to assess our valuation based on Spotify’s peers.

With our price target translating into a return above 10%, our final
recommendation is “Buy”. Although the market is already considering significant
growth for Spotify at its current price, our vision is that the upside coming from its
advertising segment and expansion in emerging markets is not being fully
embedded in its current market value, particularly in its ad-supported ARPU and
emerging markets MAUs outlook. Even though the competitive landscape is
risky, we expect Spotify’s market leadership to be sustained and to continue to
be able to attract new users, as well as keeping its current user base engaged,

by continuously improving and adapting its service.
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Appendix

Financial Statements

Revenue (in millions)

Company Wide 2017 2018 2019 2020 2021 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Worldwide Ql Q2 Q3
Revenues € 4090 € 5259 € 6764 € 7880 € 2147 € 2331 € 2501 €10365 €12249 €14415 €16784 €19181 € 21388 €23420 €25247 €26837 €28309
Europe
Revenues € 2228 € 2647 € 3430 € 4046 € 5134 € 5970 € 6943 € 8063 € 9232 € 10170 €11005 €11733 €12387 €13010
North-America
Revenues € 1538 € 2067 € 2591 € 2941 € 3700 € 4270 € 4816 € 5264 € 5634 € 5976 € 6287 € 6581 € 6850 € 7123
Latin America
Revenues € 196 € 330 € 439 € 510 € 773 € 98 € 1268 € 1620 € 1972 € 2351 € 2692 € 2993 € 3235 € 3445
Rest Of The World
Revenues € 128 € 210 € 303 € 391 € 758 € 1023 € 1388 € 1838 € 2343 € 2891 € 3436 € 3940 € 4364 € 4730
Ad Supported 2017 2018 2019 2020 2021 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Worldwide Ql Q2 Q3
Revenues € 416 € 542 € 678 € 745 € 216 € 275 € 323 € 1197 € 1891 € 2719 € 3689 € 4662 € 5560 € 629 € 6863 € 7238 € 7534
Final Ad Supported MAUs 93 116 153 199 208 210 220 241 288 336 382 419 449 475 496 515 530

Monthly Ad-Supported ARPU € 0377€¢ 0397€ 0377€ 031[€ 0357€ 044"€ 049[€ 0417€ 0557¢ 0677€ 0817¢ 0937¢ 1,037¢ 111"¢ 1157€¢ 1177€ 119

Europe

Revenues € 188 € 221 € 297 € 337 € 523 € 812 € 1136 € 1461 € 1781 € 2018 € 2182 € 2281 € 2350 € 2421
Final Ad Supported MAUs 31,0 38 48 62 72 82 92 101 107 110 112 114 115 117
Monthly Ad-Supported ARPU € 0,51 '€ 0,48 '€ 0,52 '€ 0,45 € 061 € 08 € 103 € 121 € 139 € 153 € 162 € 167 € 170 € 172

North-America

Revenues € 191 € 247 € 241 € 252 € 357 € 506 € 632 € 768 € 900 € 1010 € 1092 € 1159 € 1200 € 1242
Final Ad Supported MAUs 31 35 38 40| 42 45 46 48 49 50 51 52 53 54
Monthly Ad-Supported ARPU € 051 €3 0,59 e 0,53 "e 0,52 € 070 € 09 € 113 € 134 € 154 € 169 € 18 € 187 € 18 € 192

Latin America

Revenues € 25 € 50 € 77 € 73 € 136 € 233 € 378 € 565 € 745 € 941 € 109 € 1219 € 1294 € 1343
Final Ad Supported MAUs 20,3 27 36 46 57 70 83 96 106 113 117 121 125 127
Monthly Ad-Supported ARPU € 0,10 e 0,15 "e 0,18 "¢ 0,13 € 020 € 028 € 038 € 049 € 059 € 069 € 078 € 084 € 08 € 0388
Rest Of The World
Revenues € 13 € 25 € 64 € 83 € 180 € 340 € 574 € 895 € 1235 € 1591 € 1925 € 2204 € 2395 € 2528
Final Ad Supported MAUs 10,5 16 32 50 70 91 114 137 158 177 194 210 222 231
Monthly Ad-Supported ARPU € 0,10 "¢ 0,13 "¢ 0,17 "¢ 0,14 € 021 € 031 € 042 € 054 € 065 € 075 € 08 € 08 € 09 € 091
Premium 2017 2018 2019 2020 2021 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Worldwide Q1 Q2 Q3
Total Revenue € 3674 € 4717 € 608 € 7135 € 1931 € 2056 € 2178 € 9168 €10358 €11696 €13096 €14519 € 15828 €17124 €18384 €19599 €20775
Premium Subscribers 71 96 124 155 158 165 172 183 205 231 258 286 313 339 364 387 409
Monthly Premium ARPU € 431 € 409 € 409 € 384| € 407 € 415 € 422 | € 417 € 421 € 421 € 422 € 423 € 422 € 421 € 421 € 422 € 423
Europe
Total Revenues € 2040 € 2426 € 3134 € 3709 € 4611 € 5158 € 5807 € 6602 € 7451 € 8152 € 8823 € 9452 €10037 €10589
Monthly Premium ARPU € 598 € 52 € 52 € 499 € 549 € 561 € 569 € 578 € 58 € 595 € 604 € 613 € 622 € 6,32
Final Premium Subscribers 28 38 50 62 70 77 85 95 106 114 122 128 134 140

North-America

Total Revenues € 1347 € 1820 € 2350 € 2689 € 3343 € 3764 € 4185 € 4496 € 4733 € 4965 € 5194 € 5422 € 5651 € 5881
Monthly Premium ARPU € 510 € 526 € 52 € 499 € 549 € 561 € 570 € 578 € 587 € 59 € 605 € 614 € 623 € 6,32
Final Premium Subscribers 22 29 37 45 51 56 61 65 67 69 72 74 76 78

Latin America

Total Revenues € 170 € 281 € 363 € 436 € 636 € 752 € 890 € 1055 € 1227 € 1410 € 159 € 1774 € 1942 € 2102

Monthly Premium ARPU € 100 € 122 € 122 € 1,14 € 144 € 147 € 149 € 151 € 153 € 156 € 158 € 160 € 163 € 165
Final Premium Subscribers 14 19 25 32 37 43 50 58 67 76 84 92 99 106

Rest Of The World

Total Revenues € 115 € 18 € 239 € 307 € 578 € 683 € 814 € 943 € 1108 € 1300 € 1511 € 1736 € 1969 € 2203

Monthly Premium ARPU € 150 € 161 € 161 € 157 € 187 € 19 € 193 € 19 € 199 € 202 € 205 € 208 € 211 € 214
Final Premium Subscribers 6 10 12 16 26 30 35 40 46 54 61 70 78 86
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Income Statement

2021
Core 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Cost of Revenue (€3241) (€3906) (€5042) (€5865)| (€1599) (€1668) (€1833) (€7526) (€8772) (€10262) (€11712) (€13194) (€14368) (€15593) (€16803) (€17866) (€18 855)
Research and development (€396)  (€493)  (€615)  (€837)  (€196)  (€255)  (€208)  (€999) (€1181)  (€1390)  (€1618)  (€1850)  (€2062)  (€2258)  (€2435)  (€2588)  (€2730)
Sales and marketing (€567)  (€620)  (€826) (€1029)|  (€236)  (€279)  (€280)] (€1140) (€1286)  (€1514)  (€1762)  (€2014)  (€2246)  (€2459)  (€2651)  (€2818)  (€2972)
General and administrative costs (€264)  (€283)  (€354) (€442)]  (€102)  (€117)  (€105)|  (€529)  (€606) (€665) (€708) (€752) (€840) (€912) (€991)  (€1056)  (€1125)
Core Result before taxes (€378) (€43) (€73)  (€293) €14 €12 €75) €170 €403 €585 €983 €1372 €1872 €197 €2368 €2510 €2627
EBIT Margin -9% 1% 1% -4% 1% 1% 3% 2% 3% 4% 6% 7% 9% 9% 9% 9% 9%
Core Statutory Taxes €102 €11 €18 €73 (€3) (€3) (€19) (€42)  (€100) (€146) (€245) (€342) (€467) (€548) (€591) (€626) (€655)
statutory Tax 27% 26% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%
(OCI) Exchange differences on translation of foreign
operations (€3) (€8) €@ (€43) €1 (€17) €8 €52 €0 €© €0 €0 €0 €0 €© €0 €0
Core Result (€279) (€40) (€51) (€263) €52 (€8) €84 €179 €302 €439 €738 €1030 €1405 €1649 €1778 €1884 €1972]
Net Margin 7% 1% 1% -3% 2% 0% 3% 2% 2% 3% 4% 5% 7% 7% 7% 7% 7%
2021
Non-core 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Fair value movements on derivative liabilitites (€206) €16 (€53) (€258) €22 €0 €26 €0 €0 € €0 €0 €0 €0 € €0 €0
Fair value movements on convertible notes (€524)  (€201) €0 0| €0 €0 €0, €0 €0 € €0 €0 €0 €0 € €0 €0
Interest Income €19 €25 €31 €17 €3 € €3] €18 €18 €18 €18 €18 €18 €18 €18 €18 €18
Other financial income € €11 € €8] € € € €0 €0 € €0 € €0 €0 € €0 €0
Foreign exchange gains/losses (€143) €26 €6 (€129) €29 (€12) €16, €0 €0 € €0 €0 €0 €0 € €0 €0
Share in losses of associate €1 (€1) €0 €0 €0 €0 €0, €0 €0 €0 €0 €0 €0 €0 €0 €0 €0
Non-Core result before taxes (€327) €77 (€15)  (€362) €5 (€8) €7 €18 €18 €18 €18 €8 €18 €18 €18 €18 €18
Non-Core Statutory Taxes €89 (€20) €@ €90) (€14) € (€12) (€5) (€5) (€5) (€5) €0 (€5) (€5) (€5) (€5) €0
Statutory Tax 27,1% 260% 24,9% 24,9% 24,9% 24,9% 24,9% 24,9% 24,9% 24,9% 24,9% 0,0% 24,9% 24,9% 24,9% 24,9% 0,0%)
Non-Core Tax Adjustment (€336) €50 (€88) (€49) (€42) (€26)  (€120) €0 €0 € €0 €0 €0 €0 € €0 €0
(0CI) Change in net unrealized gain or loss on short term inv (€1) € € € (€2) (€1) (€1) €0 €0 € €0 €0 €0 €0 € €0 €0
(OCI) Change in net unrealized gain or loss on cash flow hed| € (€1) (€3) € (€6) € € €0 €0 € €0 €0 €0 €0 € €0 €0
(OCl) Gain/(loss) in the fair value of long term il (€11) €572 (€117) €615 €195 (€495) (€654) (€954) €82 €89 €95 €102 €109 €117 €125 €134 €143
Non-Core Result (€586) €679 (€214) €299) €186 (€523)  (€738)]  (€940) €96 €103 €109 €120 €123 €130 €138 €147 €161]
2021
Financing 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Interest expense on lease leabilities € € (€38) (€41) (€10) (€10) (€10) (€42) (€43) (€45) (€43) (€49) (€55) (€60) (€65) (€69) (€73)
Interest, bank fees and other costs (€4) (€6) (€5) (€13) (€3) (€3) (€1) (€13) (€13) (€13) (€13) (€13) (€13) (€13) (€13) (€13) (€13)
Fair Value movements on exchangeable Notes €0 €0 €0 €0 €49 €17 €51
T tions costs on issuance of notes (€18) €0 €0, (€18)
Financial result before taxes (€528)  (€207) (€43) (€54) €18 €@ €40) (€73) (€56) (€58) (€56) (€62) (€68) (€73) (€78) (€82) (€86)
Financial Statutory Taxes €143 €54 €11 €13 (€4) (€1) (€10) €18 €14 €14 €14 €16 €17 €18 €19 €20 €21]
Statutory Tax 27% 26% 25% 25% 25% 25% 25%] 25% 25% 25% 25% 25% 25% 25% 25% 25% 25%|
Financial Result (€385)  (€153) (€32) (€41) €14 € €30 (€55) (€42) (€43) (€42) (€47) (€51) (€55) (€59) (€62) (€65)
(€1250) €486 (€297) (€4)] €251  (e528)  (€623)] (€B16) €357 €498 €805  €1103  €1476  €1725  €1858  €1969  €2068|
Balance Sheet
In Millions € 2021
Core 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Fixed Assets €73 €197 €780 €757 €789 €792 €812 €812 €833 €865 €839 €959 €1069 €1171 €1262 €1342 €1415]
Goodwill €135 €146 €478 €736 €815 €851 €869 €871 €1124 €1322 €1 540 €1760 €1962 €2148 €2316 €2 462 €2 597
Internal development costs and pattents €12 €14 €26 €33 €33 €33 €33 €35 €42 €49 €57 €65 €73 €80 €86 €91 €96
Acquired Intangible Assets €15 €14 €32 €64 €64 €64 €64 €83 €98 €115 €134 €153 €171 €187 €202 €215 €226
Restricted cash (Lease deposits and guarantees) €41 €52 €54 €48 €50 €49 €49 €54 €55 €57 €56 €64 €71 €78 €84 €89 €94
Deferred tax assets €9 €8 €9 €15 €14 €17 €13 €0 €0 €0 €0 €0 €0 €0 €0 €0 €0
Trade and other receivables €360 €400 €402 €464 €440 €492 €571 €596 €705 €829 €966 €1104 €1231 €1347 €1453 €1544 €1 629
Cash and cash equivalents €82 €105 €135 €158 €43 €47 €50 €207 €245 €288 €336 €384 €428 €468 €505 €537 €566
Other current assets €29 €38 €68 €151 €186 €201 €224 €207 €245 €288 €336 €384 €428 €468 €505 €537 €566
Deferred tax liabilities (€3) (€2) (€2) €0 €0 €0 €0 €0 €0 €0 €0 €0 €0 €0 €0 €0 €0
Trade and other payables (€341)  (€427)  (€549) (€638)  (€660)  (€705)  (€774)|  (€813)  (€948) (€1109) (€1266) (€1426) (€1553) (€1685) (€1816) (€1930)  (€2037)
Deferred revenue (€216) (€258) (€319) (€380) (€424) (€439) (€440) (€466) (€551) (€649) (€755) (€863) (€962)  (€1054) (€1136) (€1208)  (€1274)
Accrued fees to rights holders (€639) (€832) (€1153)  (€1265) (€1292) (€1225) (€1299)| (€1355) (€1874) (€2192) (€2502) (€2819) (€3070) (€3331) (€3590) (€3817) (€4028)
Accrued Salaries, Vacation and related taxes (€34) (€a1) (€54) (€65) (€69) (€91) (€91) (€87)  (€104)  (€104)  (€116)  (€130)  (€143) (€153)  (€164)  (€172)  (€181)
Other Core Invested Capital (€8) (€3) (€5) (€5) (€7) (€5) (€5) €0 €0 €0 €0 €0 €0 €0 €0 €0 €0)
Core Invested Capital (€485) (€589) (€98) €73 (€18) €81 €76 €180 (€90) (€189) (€319) (€300) (€223) (€195) (€207) (€219) (€233)
2021
Non-Core 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Long Term Investments €910 €1 646 €1497 €2277 €2522 €1897 €1 090 €1 090 €1177 €1271 €1373 €1483 €1602 €1730 €1868 €2018 €2179
Other non-current assets €12 €10 €14 €29 €31 €28 €27 €28 €28 €28 €28 €28 €28 €28 €28 €28 €28
Short term investments €1032 €915 €692 €596 €644 €612 €725 €612 €612 €612 €612 €612 €612 €612 €612 €612 €612
Other Accrued Liabilities (€56) (€85) (€20) (€42) (€38) (€36) (€37). (€36) (€36) (€36) (€36) (€36) (€36) (€36) (€36) (€36) (€36);
Other Accrued Expenses (€121)  (€139)  (€167) (€249)  (€225)  (€258)  (€269)  (€258)  (€258)  (€258)  (€258)  (€258)  (€258) (€258)  (€258)  (€258)  (€258)
Accrued social costs for options and RSU's (€87) (€64) (€64) (€169) (€129) (€133) (€92) (€133) (€133) (€133) (€133) (€133) (€133) (€133) (€133) (€133) (€133),
Non-Current Provisions (€59) (€42) (€13) (€20) (€20) (€20) (€16). (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20);
Derivative liabilities (Foreign Exchange Forwards) (€5) (€6) (€13) (€16) (€38) (€20) (€12) (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20) (€20)
Other Non-Core Invested Capital (€5) (€5) (€1) (€1) (€2) (€1) (€2) €0 €0 €0 €0 €0 €0 €0 €0 €0 €0)
Non-Core Invested Capital €1621 €2 230 €1925 €2 405 €2 745 €2 069 €1 414 €1263 €1 350 €1444 €1 546 €1 656 €1775 €1903 €2 041 €2191 €2352
Total Invested Capital €1136 €1 641 €1 827 €2478 €2728 €2148 €1 484| €1443 €1261 €1 255 €1227 €1 356 €1 552 €1708 €1834 €1971 €2118
2021
Financing 2017 2018 2019 2020 Q1 Q2 Q3 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
Excess Cash €395 €786 €930 €993 €2399 €2393 €2 462 €2424 €2934 €3463 €4 276 €5123 €7 393 €8 696 €10127 €11627 €13 192
Gross Debt (€349) (€333) (€720) (€666)  (€1883) (€1842) (€1829)| (€1877) (€1849) (€1873) (€1853) (€1947) (€3232) (€3311) (€3382) (€3444) (€3 502),
Lease Liabilities €0 €0 (€622) (€577) (€587) (€576) (€582) (€633) (€650) l€674)| (€554]‘ (€748)‘ (6834)‘ (€913) (€984)| (€1 046]‘ (€1104)
Debt €0 €0 € €0 (€1229) (€1199) (€1175) (€1199) (€1199) (€1199) (€1199) (€1199) (€2398) (€2398) (€2398) (€2398)  (€2398)
Derivative liabilities (Warrants) (€349) (€333) (€98) (€89) (€67) (€67) (€72) (€45) €0 €0 €0 €0 €0 €0 €0 €0 €0|
Net Debt (€898) €453 €210 €327 €516 €551 €633 €547 €1085 €1590 €2422 €3176 €4 161 €5385 €6744 €8183 €9 690
Common Equity €238 €2 094 €2037 €2 805 €3244 €2 699 €2117| €1989 €2 346 €2844 €3 649 €4 532 €5713 €7 092 €8578 €10154 €11 808
Transactions with shareholders - €1370 €240 €772 €0 €0 € € (€221) (€295) (€345) (€372) (€394) (€414)
Financing Capital €1136 €1641 €1827 €2478 €2728 €2148 €1 484| €1443 €1261 €1 255 €1227 €1 356 €1552 €1708 €1 834 €1971 €2 118
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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 Dinis Forte and Miguel Ramos, 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, hamely 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 authors, 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 834c 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.

PAGE 34/34



