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Abstract

The aim of the present Equity Research is to assess the value of Farfetch’s stock, which is a leading
online platform in the luxury industry. After analyzing the company’s position within this industry
as well as the current market trends and forecasting its future performance, a share price of 41.56 as
of December 31, 2022 was achieved. Considering a current market share price 30.54, this leads to a
shareholder’s return of 36% and therefore a BUY recommendation.

Keywords: Valuation, Innovation, Fashion, Marketplace

This work used infrastructure and resources funded by Fundacdo para a Ciéncia e a Tecnologia
(UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences DatalLab, Project 22209), POR

Lisboa (LISBOA-01-0145-FEDER-007722 and Social Sciences Datalab, Project 22209) and POR Norte
(Social Sciences DatalLab, Project 22209).



This report is part of the “Equity Research: Farfetch” and should be read has an integral part of it.



Table of Contents

COMPANY OVERVIEW ...ttt e et eeea e aees 5
FARFET CH .ot e 5
BUSINESS MODEL AND SEGMENTS ..ottt 5
GROWTH STRATEGY ..ottt 6
PERFORMANCE ANALYSIS .. i 8

VALUATION . et n s s e s s s s s s m s sa s aa s s s s nnna e rm e eaans 10
COST OF CAP T AL ettt 10

@  COStOf EQUItY.....vee i, 10

e CoStof Debt.....c.ooir 11

LONG-TERM VALUE DRIVERS: ROIC, RONIC AND GROWTH RATE.................. 11
ADJUSTED PRESENT VALUE (APV)....iiiiiiiii e 12
SENSITIVITY ANALY SIS, .. i 12
SCENARIO ANALYSIS... . s s e e e rmrr e eeeabbbeee e 13

FINAL RECOMMENDATION .....ouiiiiiiiiii s s s e s a e e 15



Neves’ vision was to create a single

platform capable of addressing the
complex and constantly evolving
demands of consumers.

Known for its revolutionary way to
sell fashion, its marketplace
provides access to over 3,500
brands and more than 3 million
active consumers in over 190

countries.
DIGITAL PHYSICAL
DIGITAL PLATFORM IN-STORE BRAND PLATFORM
FARFETCH Rrowenc 208 ;:'l:i Reowne 588887

Figure 1: Farfetch’s operating segments
Source: Annual Report

“The key innovation is a retail
model that is technology
enabled but doesn’t rely on
owning stock”.

Company Overview

Farfetch

Founded in 2007 by José Neves and launched in 2008, Farfetch is the largest online
retail platform for the global luxury fashion industry. Neves' vision was to seamlessly
connect several independent boutiques, brands, retailers and consumers around the
world in a single platform capable of addressing the complex and ever-changing
needs of luxury sellers and consumers.

Being the first Portuguese Unicorn start-up and known for its revolutionary way to sell
fashion, its online marketplace provides access to over 3,500 different brands from
more than 1,300 sellers that aim to deliver a unique shopping experience to more
than 3 million active consumers located in over 190 countries and territories.

Apart from Farfetch’s marketplace, its additional businesses include Stadium Goods
Marketplace, Browns and New Guards Group, a platform that develops several
global fashion brands. Additionally, under the Luxury New Retail initiative, Farfetch
Platform Solutions (FPS) delivers multi-channel e-commerce solutions to foster
growth and innovation. Lastly, Farfetch Store of the Future initiative aims to reinvent
the customer experience both online and in-store, using augmented reality shopping
experience, innovative payment methods and an emotion-scanning software,
blending the physical and digital worlds and thus reflecting the vision of the company

to disrupt the luxury industry.

Business model and segments

Farfetch organizes its activities in three operating segments. Firstly, Digital Platform,
which is its main business and includes Farfetch Marketplace, Farfetch Platform
Solutions, BrownsFashion.com, Stadium Goods.com, Farfetch Store of the Future
and other online channels, including the websites of the brands in the New Guards
Portfolio. Within the Digital Platform unit, the company generates three sources of
revenues, the major ones being 3P revenues, made through transactions between
sellers and customers, where Farfetch acts as an intermediary between boutiques or
retailers and consumers and therefore ears a commission of around 30% (take-rate).
Because of that, Farfetch’s business model differs from other well-known online
retailers, like Net-A-Porter and My Theresa as, by not buying or holding significant
stock, the firm can reduce its inventory costs. Besides 3P revenues, it also generates
first party (1P) revenues of products purchased, owned and sold by Farfetch directly
to the end customer, where the firm acts as principal and therefore recognizes the
whole GMV as sales. Together, 1P and 3P revenues are known as Digital Platform
Services revenues. Finally, it also gets Fulflment Revenue, which is related to
fulfilment services made to marketplace consumers, from which Farfetch gets no

economic profit.
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Table 1: M&A activity
Source: Annual Report and Farfetch F-1
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Secondly, Brand Platform was launched in August 2019, with the acquisition of New
Guards Group, which designs, manufactures, and distributes luxury brands, such as
Off-White, Heron Preston, Palm Angels and Marcelo Burlon. Last year, this segment
accounted for almost 25% of company’s total revenues.

Finally, the In-Store segment relates to sales made in Browns, Stadium Goods and
other brands in the New Guards portfolio’s physical stores. This source of revenue is

the smallest contributor to Farfetch’s sales.

Growth Strategy

Inorganic growth: M&A Activity:

Farfetch already proved that acquisitions are a powerful tool driving its growth.
Firstly, it acquired Browns, a British fashion and luxury goods boutique, followed by
Fashion Concierge, a small tech start-up that aspires to answer requests for
products that are not available on Farfetch marketplace, by trying to locate them
anywhere in the world in order to deliver them to the final consumer. It then bet on
Curiosity China, a digital marketing and tech company focused on China’s top social
network, WeChat, where it targets its users to sell luxury goods, enabling Neves®
company to extend its footprint in China. In the same year, it bought Stadium Goods,
a sneaker and streetwear marketplace and back to 2019, it acquired the New Guards
Group (NGG), driven by the vision to create a platform that could help the world’s
top creative talent to build iconic brands. Lastly, in 2021, given the recent boost of
second-hand luxury market, Farfetch’s most recent acquisition was LUXCLUSIF, a

British second-hand luxury platform.

New Product Categories and Offerings:

Besides growing inorganically, the company is also planning to expand its product
offering into the beauty product category, which is meant to happen in 2022. This
can be a propitious investment for the firm as, according to Bain, beauty sales
amounted to $55B in 2020 at current exchange rates, representing 22% of global
personal luxury goods purchases. This way, Farfetch can tap into other type of
consumers: the ones that are buyers of luxury beauty (e.g.: fragrances and
foundations) but that do not but luxury apparel or jewellery as, on average, the latter
categories are much higher-priced. Another promising category is streetwear, which
is being leveraged by the acquisition of the New Guards Group. This confirms its
ability to tackle existing demand in the market and consequently enabling Farfetch

to remain the leading online luxury fashion platform.
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Partnership with Alibaba and
Richemont allows Farfetch to
expand the reach of the platform
to Alibaba’s platform, providing
enhanced access to the Chinese

market

Farfetch launched its first own
fashion brand =There was One
(TWO) in October 2021.

1 Statista

Positively Circular:

This initiative emphasizes Farfetch's effort to extend the life of the clothes and
reduce waste while improving its image among eco-friendly consumers. It includes
Farfetch Second Life, which enables consumers to sell their pre-owned bags (by
simply posting photos of the bag they want to sell) in exchange for a credit earned
by the clients; and Farfetch Donate service, where UK customers can donate their
clothes to a charitable organization chosen by them. This allows the company to
capture value from the second-hand luxury market, which is growing increasingly
“aster as compared to the primary market, being worth $31.92B as of 2020.1 Graph
. compares the second-hand market growth with the primary market growth over
the last few years, confirming the recent shift in consumer preferences towards the
re-sale industry as well as the resilience of second-hand luxury vis a vis the primary

market.

Hit new markets - establishing partnerships:

Farfetch has recently announced a partnership with the Chinese e-commerce giant
Alibaba and the Swiss luxury conglomerate Richemont. This allows the company to
launch its luxury shopping channels on Alibaba’s platforms (Tmall Luxury Pavilion
and Luxury Soho) as well as Alibaba’s marketplace (Tmall Global), therefore
expanding the reach of its platform to Alibaba’s 757 million customers and, as a
result, increase sales in China by providing enhanced access to this market. This
partnership was done through a $600M investment ($300M by each part - Alibaba
and Richemont) in convertible notes issued by Farfetch, plus an additional $500M
investment in Farfetch China, which is a 25% equity stake joint venture that includes
Farfetch’s operations in China. This also includes the Luxury New Retail initiative,
which goal is to leverage Farfetch and Alibaba’s retail technologies, using digital

transformation to better serve the needs of the luxury customers.

Farfetch’s own brand

The company remains committed to grow its Brand Platform segment, not only by
trying to enlarge the significance of the brands within the New Guards portfolio, but
also by launching its first fashion private-label brand in October 2021 — There Was
One. It was jointly created with the New Guards Group and combines the vision from
Farfetch’s marketplace with the design capabilities and expertise of NGG. It focuses
on sustainability and on creating an “wardrobe for the future”, by using eco-friendly
materials, always having longevity in mind. In other words, it aims to allow its current
consumers to complement Farfetch’s goods that they already own and tend to buy
with basic and timeless items that are produced with conscious and certified
materials. As such, this recently launch perfect fits Farfetch’s “Positively Circular”

and “Planet conscious” vision that focuses on reducing waste as much as possible.
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Performance Analysis

= Operating Performace

Farfetch’s Gross Merchandise Value, the total dollar amount of orders processed,
net of cancellations, reached $3B in 2020, after $2.14B in 2019, which represents a
49% growth. Concerning the amount effectively earned by Farfetch and therefore
recognized as Revenue, it has seen an even bigger growth of 69% in 2019 and

64% in 2020, ascending to more than $1.67B last year.

The company operates in 3 main regions: United States, United Kingdom and other
countries (Europe and Emerging economies mainly), the biggest contributor to its

sales, being 72% of total Revenues in 2020 (graph 3).

From a segmental standpoint, Farfetch’s main source of Revenue is the one deriving
from its Digital Platform, representing 74 % of total sales in 2020 (graph 4). Even
though the AOV has been slightly decreasing, the number of Active Consumers more

than compensated it by increasing 2.2x from 2018 to 2020.

Regarding the Brand Platform segment, it represented 23% of total sales last year
(graph 4), much less when compared to the previously mentioned source of revenue.
However, it should be said that with the launch of Farfetch’s own womenswear brand
There Was One in 2021, we expect this revenue segment to grow significantly in the

upcoming years.

As for the In-store segment, it just represented 2% of the group’s revenues last year
(graph 4) and had never accounted for more than 5%, not being a significant segment
driving Farfetch’s growth. Moreover, we do not believe this will ever be an important
segment, considering the complete shift to online purchasing that we expect to last

beyond the pandemic.

With regards to Gross margins (graph 5), despite a recent slight decrease, the
Digital Platform has lately been Farfetch’s best performing segment. This can be
explained by the fact that Digital Platform is at a great extent composed by third-party
sales, where Farfetch acts as an intermediary connecting buyers and sellers, thus

having almost zero incremental costs per additional sale.

Despite a strong revenue performance, Farfetch has yet to be profitable: losses after
tax (graph 2) have been increasing, even though from 2019 to 2020 this was mainly

driven by high losses on items held at fair value and remeasurements.
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» Key Ratios

Farfetch is financing itself using both debt and equity. While in 2018 its high cash
Excess of cash 145190 376283 1032738 302 008 1539943
g s o © em  we. amounts and inexistence of borrowings and leases led to a negative Net Debt to
Net Debt. (125178) (376 283) (1032738) (12 464) (544 747)
Commen ety weer s el neee usaes Eyjty ratio of -92%, in 2020 the company’s negative common equity, which resulted
Net Debt/Equity -105% -95% -92% 1% 30%
Debt/Equity 17% 0% 0% 10% -45%|

from the losses on items held at fair value and remeasurements, together with its net
Table 2: Debt to Equity ratios

Source: Own computations cash, led to a 30% Net Debt to Equity ratio. Concerning liquidity ratios, current ratio
_| has always been much higher than 1, showing financial ability to pay long-term
| current Ratio 618 138 . | Obligations using short-term assets.

Cash Ratio 5.38 0.69 2.02 |

Table 3: Liquidity ratios

Source: Own computations

= Stock performance

Farfetch went public in September 2018 on the NYSE, selling 44.2 million shares at
$20 each, raising $885M. The stock had an outstanding market reception of roughly

53% in the first day of trading. However, it has been a challenging journey and in
250,00
2000 August 2019, after announcing the acquisition of the New Guards Group, the share
50,00 price went down by nearly 50% in just a few hours, showing that investors were not

100,00

persuaded by this decision. More recently, in November 2020, its stock surged 40%,

50,00 which is explained by the announcement of a strategic partnership with the Chinese
0,00

0180017 015.05.17 20200517 ey €-COmmerce giant Alibaba and the luxury goods company Richemont. This joint

FICH e 5&P500Inciex venture made it possible to have Farfetch’s shopping channel available on Alibaba’s

Graph 7: S&P vs. Farfetch stock evolution (indexed) platform, Tmall Luxury Pavillon, enabling Farfetch to access the Chinese market and

to gain brand awareness within the Chinese consumer.

Source: Yahoo Finance

2 Adjusted EBITDA margin means Adjusted EBITDA/Adjusted Revenue, where Adjusted EBITDA means EBITDA further adjusted for share-based compensations,

share results of associates and items outside the normal scope of ordinary activities. Adjusted Revenue means Revenue less Digital Platform Fulfilment Revenue, which
brings no economic profit for the firm (Fulfilment Revenue equals Fulfilment Cost of Sales).



2017 2018

Borrowings

2019

Leases - - 119318
Total Debt - - 119318
Excess Cash 376283 (1032738) (302008)
Non-controlling inter - - 170226
Net Debt 376283 (1032738) (12464)

Equiy 396903 1128431 1167606

Net Debt to Equity

-1,1%

Valuation

2020
635237
191403
826640

(1539943)
168556

(544747)

(1844 646)

29,5%

Table 4: Farfetch’s past capital structure (in thousands)

Source: Farfetch’s Annual report and own computations

Net Debt/Equity 2018 2019
Shopify -93% 71%
Etsy -16% 7%
Amazon -19% 13%
eBAY 69% 191%
Boohoo -66% -70%

-86%
-75%
0,01%
121%
-70%

Table 5: Comparables’ past capital structure

Average
-83%
-28%

2,0%
127%
-69%
-28%

Source: Firms’ Annual reports and own computations

1stapproach: FTCH equity beta (Be

2nd approach:FTCH equity beta (B¢) eliminating outliers

3rd approach: FTCH equity beta (Be) based on industry’s peers
Equity beta (Be)

Risk-free rate (rf)
Market Risk Premium (MRP)
Cost of equity (re)

FTCH Unlevered Beta (Bu)
Unlevered Cost of equity (ru)

Table 6: Equity beta

Source: Own computations

056
1,26
1,29
1,28

1,98%
5,00%
8,4%
1,26
8,3%

Firm Asset beta (Bu)
Farfetch 0,57
Shopify 1,45
Square 2,27
eBay 0,98
Amazon 1,06
Industry Average (Bu) 1,27

Table 7: Industry asset betas

Source: Own computations

Cost of Capital

Even though Farfetch did not have debt in its Balance sheet in 2017 and 2018, in 2019 it
raised debt in the form of leases, leading to a -1% Net Debt to Equity ratio, and, more

recently, during 2020, the firm issued convertible notes.

Not only given that Net Debt-to-Equity values have been fluctuating a lot, but also
because comparable companies tend to have unstable ratios, most of which with negative
Net Debt/Equity ratios (table 5), we do not think Farfetch will have a target leverage ratio in

the foreseeable future.

Therefore, since we believe the future trend will be to have unstable capital structure ratios,

we decided to value Farfetch’s stock using the APV approach.

= Cost of Equity

Risk-free rate and MRP:

The risk-free rate (rf) chosen was the 30-Year US Treasury Yield — 1.98%, which is in the
same currency and has a similar maturity to our cashflows. Regarding the Market Risk
Premium (MRP), we decided to use the Equity market risk premium suggested by KPMG —
5.0%.

Equity Beta:
To perform the equity beta estimation, 3 approaches were used:

In our 1% approach, we measure to which extent Farfetch’s equity is sensitive to changes
in the stock market, where the S&P index was used as a proxy of the market portfolio. We
reached an equity beta of 0.56, a value that, in our judgment, seems to be too low and to not
reflect Farfetch’s sensibility to market fluctuations. Because of that, we decided to remove
some data that we considered as outliers and that appeared to be biasing the results, leading
us to the 2" approach. The reason behind this is that, even though Farfetch is a luxury
fashion retailer and so it operates in a market highly exposed to market oscillations (for
instance, during 2020 the luxury personal goods market contracted for the first time since
2009, falling by 21%), the fact that it is an online retailer more than compensated the market
contraction due to a strong migration of sales to online, a specificity of Covid-19 crisis. By
doing so, an equity beta of 1.26 was obtained, which may be inflated by abnormalities shown
by a confidence interval of ]1.253, 1.275], with a 95% level of confidence. To complement
our analysis, a 3@ approach was used considering comparable companies’ betas, with
similar business models. By doing so, we reached an industry unlevered beta of 1.27 (table
7), leading to an equity beta of 1.29 when considering Farfetch’s Debt to Market Cap. ratio.
Finally, by triangulating the 2" and 3™ approaches, we achieved an equity beta of 1.28. The
levered cost of equity (re) equals 8.4% whereas the unlevered cost of equity (ru) amounts to

8.3%, leading to a 1.26 unlevered beta.



Country Creditrating
Aaa
United Kingdom Aa3

China Al

United States

European Union Aaa

Table 8: Credit rating, by country

Source: Moody’s

Annual Default Rates By Broad Industry Group, 2015-2017
2015 2016 2017

High tech industries 0,47% 0,81% 1,28%

Table 9: High tech / Tech industries annual default
rates (2015 — 2017)

Source: Moody’s

Tech firms rattings Moody's rating
Amazon Al
eBAY Baal
Square Ba2
Alibaba Al

Table 10: Credit rating, by tech firm

Source: Moody’s

YT™M

YTM (annualized)

Probability of default (Ba2) 10Y annualized
Loss given default 65,8%
Probability of default * Loss given default (EL) 0,76%
D 6,24%

3,50%
7,00%
1,160%

BD 0,85

Table 11: Cost of debt and Debt Beta
Source: Own estimates

WACC

Cost of equity 8,36%

5,05%
6%

8,2%

Cost of debt after tax
Debt/capitalization
WACC

Table 12: Weighted Average Cost of Capital
Source: Own computations
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Graph 8: Operational FCF Forecast
Source: Own estimates

= Cost of Debt

Farfetch has no publicly traded straight bonds (just convertible notes) neither a defined credit

rating. Consequently, we decided to follow a synthetic credit rating approach.

There are many positive factors that could allow Farfetch to achieve an investment grade
rating, besides the fact of operating in high-rated countries from a credit rating standpoint:
(i) its low historical debt levels; (ii) its past ability to repay its debt (in 2016, the firm issued
debt for the first time, which was fully repaid in one year) and (iii) its great growth prospects
in a fast-growing market, where tech firms tend to have low annual default rates and high
credit ratings (tables 9 and 10), meaning that Farfetch operates in a relatively safe industry
from a default point of view. Despite that, we believe its unprofitability and the nature of its
assets, which are mainly intangibles and hence cannot be used as collateral, would limit its
credit rating to a great extent, especially because profit margins and coverage ratios have a
big weight on rating agencies” decisions when assessing a firm’s credit worthiness and its

ability to repay its debt.

Hence, we believe that Farfetch would not be able to achieve an investment grade rating.

As a result, we assign a Ba2 rating according to Moody’s scale.

By using a corporate bond of a comparable company (Square) with the same credit rating
(Ba2), we reached an annualized YTM of 7% leading us to a cost of debt 3 of 6.24%, with a
PD =1.16% and LGD = 65.8%.4

Long-term value drivers: ROIC, RONIC and Growth

Historically, Farfetch’s Operating Return on Invested Capital — Core ROIC - has been highly
volatile and negative, what is not surprising for a flourish but still unprofitable firm, with high
growth prospects, like Farfetch. Particularly, from 2019 to 2020, its Core ROIC increased
from -494% to -47%. While, at the first sight this improvement might signal a remarkable
progress on firm’s returns, this rise needs to be carefully analysed as the reason for such
change can be mainly explained by particularities of 2019 and 2020: (i) Farfetch’s
considerable investment amounts during 2019 with the acquisitions of Stadium Goods and
the New Guards Group followed by a (ii) pandemic year that created a huge demand boost
for Farfetch as consumers tried to avoid contagion and physical stores were closed.
Consequently, we are projecting a decrease to -86% of Farfetch’s Operational ROIC during
2021.

As referred in our Growth Strategies section, in previous years, one of the firm’s main
strategies for growth has been inorganic growth through the acquisition of new brands,
trademarks, and domain names. As such, we believe that, at least in the near future, Farfetch
will continue to further explore this path for growth, what can lead to a substantial increase
in its year-after-year Invested Capital and consequently to an extension of negative

Operational FCFs.

3 rD = YTM - Probability of default (Ba2) * Loss given default

4 Moody’s annual default study of 2021
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Source: Own estimates

Long-term growth rate
Long-Term Real GDP
growth
1,6%
1,5%
1,8%
1,7%

Region

United States
United Kingdom

Other Countries

Weighted Average Long-term real GDP growt

Long-term inflation rate 1,9%

Long-term nominal growth rate 4%

Table 13: Long-term growth rate

Source: PWC and Statista

2bo¥ o005 2030F 2035F 2040 204si 20a0r AS Farfetch grows and matures, we expect both its Core ROIC and RONIC to continuously

decline towards 15% and 13%, respectively. Since Farfetch’s Marketplace is a recognized
and valuable partner for its third-party sellers and boutiques - not only due to its technical
know-how and expertise, but also due to consumer’s confidence on its platform - we project
‘hese value drivers to remain above the Cost of Capital of 8.2% (for further explanation,

see Competitive Advantage section of this report).

In perpetuity, the operational FCF will grow at the nominal terminal growth rate of 4.17%,
what seems to be reasonable considering a weighted average long-term real GDP growth

of about 1.7% and a long-term inflation rate of 1.9%.

Adjusted Present Value (APV)

Table 14: APV Model

Terminal

FY2035
value

in thousands $ FY 2022 FY2023 FY2024 FY2025 FY2026 FY2027 FY2028 FY2029 FY2030 FY2040 FY2045 FY2049

Discounted Unlevered FCF
PV (Unlevered EV)
Discounted Tax shields
PV (ITS)

Operating EV

17798 313

234879
18 033 192

(1704151) (1507196) (1743791) (1240 658)

7311 8036 6785 9474

(1081 207)

12 000

(847 259)

11220

(81377) (12861) 53638 806712 760533

13548 15284 6850 4858 2103

668 638

1868

17 058 887

46 594

Operating EV 18033 192
Non-core I1C (3223 101)
Levered EV 14 810091
Net Debt (62 246)
Equity Value 14872336
Shares outstanding 354210 144
Price per share S 41,99

Table 15: Stock Price

Source: Own Computations

Source: Own Computations

Once our forecasts entered in a stabilized phase, we then computed Farfetch’s unlevered

Enterprise Value and ended up obtaining a share price of 41.99 $.

Sensitivity Analysis

A sensitivity analysis was conducted on the inputs we feel more unsure about to understand
how changes in these values would affect our valuation. Since Farfetch does not have a
credit rating nor regular debt from which we could extrapolate the YTM of a straight bond,
the cost of debt is one of the variables that we are more doubtful about. Table 16 presents
a sensitivity analysis in which we used the cost of unlevered equity (rv) and the cost of debt

(ro) as the changing variables.

Table 16: Stock price sensitivity to the unlevered cost of equity (rU) and cost of debt (rD)

(1

41,99 8,01% 8,06% 8,11% 8,16% 8,21% 8,26% 8,31% 8,36% 8,41% 8,46% 8,51%
4,74% 45,14 43,67 42,25 40,87 39,53
5,24% 45,02 43,56 42,14 40,76 39,41
5,74% 44,94 43,48 42,05 40,67 39,33
o 6,24% 44,87 43,41 41,99 40,60 39,26
6,74% 44,82 43,35 41,93 40,55 39,21
7,24% 44,77 43,31 41,89 40,51 39,16
7,74% 44,73 43,27 41,85 40,47 39,12

Source: Own Computations



0,57 1,26
4,85% 8,26%
704,57 41,99

1,27
8,31%
40,37

Table 18: Share price sensitivity to asset beta

Source: Own Computations

Scenario Share Price  Probability
Base S 41,99 80%
Conservative S 27,23 10%
Optimistic S 52,44 10%
Target price S 41,56

Table 19: Target price

Source: Own Estimates

As for the cost of debt, it is possible to conclude that the possible values it can assume have
a minor impact on the share price, which ranges between $41.85 and $42.25 for the same
cost of unlevered equity. Therefore, as we expected, the cost of debt is not a critical element
affecting Farfetch’s stock valuation. Regarding the ry, its influence on valuation is higher,
leading the share price to fluctuate between $35.44 and $49.52, ceteris paribus. Finally, the
combined effect of changes on these two inputs can be deemed to be large, with the share
price ranging from $35.30 to 49.78$.

We also ran a sensitivity analysis on the long-term growth rate, as it is a key variable for
Terminal Value’s computation, which will obviously have a strong impact in the Present
Value of Cash-Flows, given that it accounts for roughly 96% of the Unlevered Enterprise
Value.

Table 17: Stock price sensitivity to the unlevered cost of equity (rU) and terminal growth rate

n
41,99 8,01% 8,06% 8,11% 8,16% 8,21% 8,26% 8,31% 8,36% 8,41% 8,46% 8,51%
2,67%

317% 37,81 36,62 35,46
3,67% 42,99 41,63 40,30 39,01 37,76 36,53 35,34
] 417% 49,53 47,93 46,38 44,88 43,41 41,99 40,61 39,26 37,96 36,68 35,45

4,67%
517%
5,67%

54,23 52,42 50,67 48,98

47,33 45,74 44,19 42,70 41,24

54,25 52,36 50,54 48,77

Source: Own Computations

As expected, the share price varies more in table 17 in comparison to table 16. Concretely,
the importance of the perpetuity growth rate is visible in share price disparities — [$28.54;
$71.06] - for the same ru.

Finally, we tried to understand how our proposed valuation would change if we used the
asset beta that we obtained in our first approach used to compute the equity beta (0.57) and
if we used 1.27, which is the industry unlevered beta in our third approach. In the first case,
the share price would be too high, which confirms our belief that 0.57 is not a reasonable
value for the equity beta, whereas in the second case the share price would not differ that

much from the one we obtained.

Scenario Analysis

To enhance investors’ confidence on our final recommendation, in this section we will
perform a scenario analysis. To do so, we will present 3 different scenarios that are
essentially built based on the major risks the company and the industry are facing, which we

identified throughout the present report.



Bain Estimates at the current EUR/USD exchange rate

2021 2022F 2023F 2024F 2025F
$278 - $302 $302-$336 $325-$371 $383 - $429

Table 20: Bain Estimates for the market value
(2021F — 2025F), in billions
Source: Bain & Co.

Risk Summary

(i) Covid-19 recovery and There Was One success

The ongoing Covid-19 pandemic represented a break in growth for many industries, and the
Personal Luxury Goods one was no exception. The question arising now is how quickly this
industry will recover from this crisis and get back on track to win back 2019 market levels.
The launch of There Was One in such critical times may harm the brand’s ability to penetrate

within the market and succeed in attracting its target consumers.

(ii) Bargaining power of Farfetch’s 3P sellers

Given the current outlook and the high search for e-commerce solutions, increased and
intense competition might appear and Farfetch’s third-party sellers may choose alternative
platforms to sell their products or even develop their own platforms. Indeed, brands and
small boutiqgues may start rejecting Farfetch high take-rates if their ability to make profitable
sales starts being affected. An example of such threat is Amazon Luxury Stores, a platform
launched in September 2020 by Amazon that enables luxury fashion clothes to be sold via
its website.

(iii) Capture of Chinese Customers

Even though we believe Farfetch has advantage in the Chinese market over its competitors
due to its partnership with Alibaba, the success and penetration in this market is not

guaranteed, especially given the strong shift to local purchasing verified in China during 2020
5.

Base scenario:

Our Base scenario was calculated based on the assumptions we consider to be the most
likely ones (80% probability), given the current economic and market outlook. Following the
strong momentum verified in 2021, this scenario predicts that the market will be 100%
recovered from the pandemic by 2022, year when it is expected to return to 2019's level.
This is the case exposed in the previous sections of the present report and, following the

implicit assumptions, we arrived at a price per share of $41.99.

Conservative and Optimistic scenarios

In January 2021 Bain & Co. published a study named The Future of Luxury: Bouncing-Back
form Covid-19, where it makes projections about how the market is expected to recover from
Covid-19 and evolve over a 5-year period. In this report, Bain presents a range of values for
the Worldwide Personal Luxury Goods market size between 2021 and 2025, which we

present in table 20.

5 Bain & Co., 2020
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Conservative scenario:

In our Conservative scenario, to which we have assigned a 10% probability, we test Bain's
lowest estimations for the market value, in which market recovery from Covid-19 will occur
more gradually over the years as compared to our Base case: in this scenario, the market is
expected to reach 2019 level by 2023. Furthermore, this scenario accounts for the
circumstance that the partnership with Alibaba and Richemont does not occur as expected

and Farfetch struggles to acquire incremental demand from Chinese consumers.

Consequently, the evolution of Farfetch’s market share over the next 5-year period will not
be as positive as in our Base scenario and it is projected to reach 7.5% by 2025 (vs. 9.3%
in our Base case). Finally, this scenario also considers the likeliness that Farfetch will have
to accept a higher decrease than expected on its 3P take-rate driven by an increased
bargaining power of its marketplace's sellers as new players appear in the market trying to
capture those partners. As a result, Farfetch can be forced to further decrease its take-rate
to 25.5% by 2025 (vs. 29% in our Base case) in order to lock-in its current partners. Taking
everything into account, our Conservative case can be translated into a share price of
$27.23.

Optimistic scenario:

Conversely, in our Optimistic scenario, to which we assign a 10% likelihood, we test the
maximum value of Bain's estimated ranges for the size of the worldwide personal luxury
goods market between 2021 and 2025. In this scenario, similarly to our base case, a return
to 2019 demand levels is likely to occur during 2022. Moreover, the partnership with
Richemont and Alibaba will turn out to be more successful than expected, leading Farfetch's
Active consumers to grow 6x in the next 5 years to reach nearly 18 million active consumers
by 2025 and a market share of 11% (compared to 9,3% in our Base case). Lastly, this
scenario assumes that the appearance of new players in the market will not harm Farfetch’s
performance due to the strong and long-lasting relationship the firm has built overtime, with
both its customers and sellers. Consequently, Farfetch will be able to sustain its 3P take-
rate at its historical levels’ average. Based in our Optimistic scenario, the expected price per
share is $52.44.

Final Recommendation

A favorable market outlook and a strong revenue growth forecast for the upcoming years
provide good prospects for the company which, according to our DCF valuation and scenario
analysis, we project to be traded at $41.56 as of December 31, 2022. Even though the firm
was not yet able to show net positive incomes, a large portion of those negative results can
be partially explained by non-cash items and big investments made on behalf of future

growth, therefore not reflecting Farfetch’s operating performance.



Looking closely to operating results, the outlook is more favorable since, as of the 4t quarter

19 -320

-0.6% -17% -03%  of 2020, Farfetch reached for the first time a positive Adjusted EBITDA margin, strengthening

21

our belief that the prospects are good and the promising future, bringing interesting margins.

Considering a current market share price of $30.54 and the fact that Farfetch has not
A previously paid any dividends on its ordinary shares and does not anticipate paying them in

Graph 13: Cash-flow from investing activities to

Revenue ratio (9 months ended) (2019 — 2021) the foreseeable future (no dividend yield), this translates into a shareholder’s return of 36%
Source: Annual Reports and Own Computations Therefore, as of 17t December 2022 our final recommendation is for investors to BUY

Farfetch’s stock.
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A clear path to profitability

= Farfetch’s activities are divided into three segments: In-store,
Digital - its marketplace - and Brand platform, where it has recently

launched its first owned brand, There Was One.

= |ts stock has recently skyrocketed, after having announced its
famous partnership with the giant Alibaba and Richemont, in
November 2020. This will provide the company greater access to

China, a market that has been a major engine for Luxury industry’s
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growth.

= Having hit operating profitability for the first time ever in
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150,00

the 4" quarter of 2020, we believe this will be soon reflected in a
full year positive Adjusted EBITDA Margin, which we expect to turn
positive in 2022. This is explained by a strong revenue growth in
both the Digital and the Brand Platform segments, through an
increase in the number of Active Consumers and in Average Order
Value (AQV).

= Even though we forecast a successful future for the company,
a risk that Farfetch might face is increased competition coming
from other e-commerce platforms that might appear, forcing the

firm to decrease its 3P take-rate to retain its sellers.

= Considering our expectations going forward for both the sector
and the firm, we arrived at a target price of $41.56 as of FY2022,

leading to a BUY recommendation.

Company description

Farfetch is an online luxury fashion retail platform founded in 2007
by the Portuguese entrepreneur José Neves. It is known for its
revolutionary way to sell fashion, with a marketplace that provides
access to more than 1,300 sellers in more than 190 countries.

100,00
50,00
0,00
2018-09-17 2019-09-17 2020-09-17 2021-09-17
e FTCH S&P500 Index
Source: Yahoo Finance
(Values in $ millions) 2020 2021E  2022F
Revenues 1,674 2,467 3,694
gggihg'atform 1,246 1,875 2,879
GMV 3,187 4,829 7,279
Core Result (533) (715) (824)
Gross Margin 52.8% 52.9% 53.3%
Order contribution 39.2% 38.0%  39.1%
margin
Adjusted EBITDA 47) 81) 28
Adj EBITDA Margin 3.2% 3.9% 0.9%
EPS (9.4) 35 (2.4)

Source: Annual report and own estimates
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Company Overview

Farfetch

Founded in 2007 by José Neves and launched in 2008, Farfetch is
the largest online retail platform for the global luxury fashion industry.

Neves “vision was to create a single Neves' vision was to seamlessly connect several independent
platform capable of addressing the
complex and constantly evolving

demands of consumers. single platform capable of addressing the complex and ever-changing

boutiques, brands, retailers and consumers around the world in a

needs of luxury sellers and consumers.

Being the first Portuguese Unicorn start-up and known for its
revolutionary way to sell fashion, its online marketplace provides
access to over 3,500 different brands from more than 1,300 sellers
that aim to deliver a unique shopping experience to more than 3
million active consumers located in over 190 countries and territories.
Apart from Farfetch’s marketplace, its additional businesses include
Stadium Goods Marketplace, Browns and New Guards Group, a

platform that develops several global fashion brands. Additionally,

Known for its revolutionary way to under the Luxury New Retail initiative, Farfetch Platform Solutions
sell fashion, its marketplace provides (FPS) delivers multi-channel e-commerce solutions to foster growth
access to over 3,500 brands and more

than 3 million active consumers in and innovation. Lastly, Farfetch Store of the Future initiative aims to

over 190 countries. reinvent the customer experience both online and in-store, using

augmented reality shopping experience, innovative payment methods
and an emotion-scanning software, blending the physical and digital
worlds and thus reflecting the vision of the company to disrupt the

luxury industry.

Business model and segments

Farfetch organizes its activities in three operating segments. Firstly,
Digital Platform, which is its main business and includes Farfetch

[ DiGTAL PHYSICAL Marketplace, Farfetch Platform Solutions, BrownsFashion.com,
DIGITAL PLATFORM IN-STORE BRAND PLATFORM Stadium Goods.com, Farfetch Store of the Future and other online

o channels, including the websites of the brands in the New Guards
FARFETCH Rrowne S8 i Reawne  S808Y NSZTanos.

Portfolio. Within the Digital Platform unit, the company generates

nasFETcH .
N&STanosar PLATFORM SOLUTIONS NSZTanos:

three sources of revenues, the major ones being 3P revenues, made

Figure 1: Farfetch’s operating segments

through transactions between sellers and customers, where Farfetch

Source: Annual Report

acts as an intermediary between boutiques or retailers and
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consumers and therefore ears a commission of around 30% (take-

“The key innovation is a retail rate). Because of that, Farfetch’s business model differs from other
model that is technology

enabled but doesn’t rely on
owning stock”. not buying or holding significant stock, the firm can reduce its

well-known online retailers, like Net-A-Porter and My Theresa, as by

inventory costs. Besides 3P revenues, it also generates first party
(1P) revenues of products purchased, owned and sold by Farfetch
directly to the end customer, where the firm acts as principal and
therefore recognizes the whole GMV as sales. Together, 1P and 3P
revenues are known as Digital Platform Services revenues. Finally, it
also gets Fulfilment Revenue, which is related to fulfilment services
made to marketplace consumers, from which Farfetch gets no
economic profit.

Secondly, Brand Platform was launched in August 2019, with the
acquisition of New Guards Group, which designs, manufactures, and
distributes luxury brands such as Off-White, Heron Preston, Palm
Angels and Marcelo Burlon. Last year, this segment accounted for
almost 25% of company’s total revenues.

Finally, the In-Store segment relates to sales made in Browns,
Stadium Goods and other brands in the New Guards portfolio’s
physical stores. This source of revenue is the smallest contributor to

Farfetch’s sales.

Growth Strategy

Inorganic growth: M&A Activity:

Farfetch already proved that acquisitions are a powerful tool driving
its growth. Firstly, it acquired Browns, a British fashion and luxury
goods boutique, followed by Fashion Concierge, a small tech start-

up that aspires to answer requests for products that are not

Year Company Investment (in thousands)
available on Farfetch marketplace, by trying to locate them

2015 Browns S 32000
, , anywhere in the world in order to deliver them to the final consumer.

2017 Fashion Concierge S 2 000
2018 CuriosityGhina s so0o It then bet on CuriosityChina, a digital marketing and tech company
2018 Stadium Goods s »s0000 TOcused on China’s top social network, WeChat, where it targets its
2019 New Guards Group $ 675000 Users to sell luxury goods, enabling Neves' company to extend its
Table 1: M&A activity footprint in China. In the same year, it bought Stadium Goods, a

Source: Annual Report and Farfetch F-1 . .
sneaker and streetwear marketplace and back to 2019 it acquired

the New Guards Group (NGG), driven by the vision to create a
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platform that could help the world’s top creative talent to build iconic
brands. Lastly, in 2021, given the recent boost of second-hand
luxury market, Farfetch’s most recent acquisition was LUXCLUSIF,

a British second-hand luxury platform.

New Product Categories and Offerings:

Besides growing inorganically, the company is also planning to
expand its product offering into the beauty product category, which
is meant to happen in 2022. This can be a propitious investment for
the firm as, according to Bain, beauty sales amounted to $55B in
2020 at current exchange rates, representing 22% of global
personal luxury goods purchases. This way, Farfetch can tap into
other type of consumers: the ones that are buyers of luxury beauty
(e.g.: fragrances and foundations) but do not but luxury apparel or
jewellery as on average the latter categories are much higher-
priced. Another promising category is streetwear, which is being
leveraged by the acquisition of the New Guards Group. This
confirms its ability to tackle existing demand in the market and
consequently enabling Farfetch to remain the leading online luxury

fashion platform.

Positively Circular:

This initiative emphasizes Farfetch’s effort to extend the life of the

1% 12% o clothes and reduce waste while improving its image among eco-
P e : . . :
L% — friendly consumers. It includes Farfefch Second Life, which enables

consumers to sell their pre-owned bags (by simply posting photos of

2015 - 2018 CAGR 2019 2020

the bag they want to sell) in exchange for a credit earned by the

clients; and Farfetch Donate service, where UK customers can

donate their clothes to a charitable organization chosen by them.
el Second-hand luxury market Primary luxury market

This allows the company to capture value from the second-hand

Graph 1: Primary luxury market vs. second-hand market growth . . . ) .
luxury market which is growing increasingly faster as compared to
the primary market, being worth $31.92B as of 2020." Graph 1

compares the second-hand market growth with the primary market

Source: Statista and Bain & Co,

growth over the last few years, confirming the recent shift in

! Statista
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consumer preferences towards the re-sale industry as well as the
resilience of second-hand luxury vis a vis the primary market.

Hit new markets — establishing partnerships:

Farfetch has recently announced a partnership with the Chinese e-

Partnership with Alibaba and commerce giant Alibaba and the Swiss luxury conglomerate
Richemont allows Farfetch to expand Richemont. This allows the company to launch its luxury shopping
the reach of the platform to Alibaba’s channels on Alibaba’s platforms (Tmall Luxury Pavilion and Luxury
platform, providing enhanced access Soho) as well as Alibaba’s marketplace (Tmall Global), therefore

to the Chinese market expanding the reach of its platform to Alibaba’s 757 million

customers and, as a result, increase sales in China by providing
enhanced access to this market. This partnership was done through
a $600M investment ($300M by each part - Alibaba and Richemont)
in convertible notes issued by Farfetch, plus an additional $500M
investment in Farfetch China, which is a 25% equity stake joint
venture that includes Farfetch’s operations in China. This also
includes the Luxury New Retail initiative, which goal is to leverage
Farfetch and Alibaba’s retail technologies, using digital

transformation to better serve the needs of the luxury customers.

Farfetch’s own brand

The company remains committed to grow its Brand Platform
segment, not only by trying to enlarge the significance of the brands
within the New Guards portfolio, but also by launching its first
fashion private-label brand in October 2021 — There Was One. It
was jointly created with the New Guards Group and combines the

Farfetch launched its first own
vision from Farfetch’s marketplace with the design capabilities and

fashion brand —There was One
(TWO) in October 2021. expertise of NGG. It focuses on sustainability and on creating an
“wardrobe for the future”, by using eco-friendly materials, always

having longevity in mind. In other words, it aims to allow its current

consumers to complement Farfetch’s goods that they already own

and tend to buy with basic and timeless items that are produced

with conscious and certified materials. As such, this recently launch

perfect fits Farfetch’s “Positively Circular” and “Planet conscious”

vision that focuses on reducing waste as much as possible.
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Performance Analysis

» Operating Performace

Farfetch’'s Gross Merchandise Value, the total dollar amount of
orders processed, net of cancellations, reached $3B in 2020, after
$2.14B in 2019, which represents a 49% growth. Concerning the
amount effectively earned by Farfetch and therefore recognized as
Revenue, it has seen an even bigger growth of 69% in 2019 and

64% in 2020, ascending to more than $1.67B last year.

The company operates in 3 main regions: United States, United
Kingdom and other countries (Europe and Emerging economies
mainly), the biggest contributor to its sales, representing 72% of total

Revenues in 2020 (graph 3).

From a segmental standpoint, Farfetch’s main source of Revenue is
the one deriving from its Digital Platform, representing 74% of total
sales in 2020 (graph 4). Even though the AOV has been slightly
decreasing, the number of Active Consumers more than

compensated it by increasing 2.2x from 2018 to 2020.

Regarding the Brand Platform segment, it represented 23% of total
sales last year (graph 4), much less when compared to the previously
mentioned source of revenue. However, it should be said that, with
the launch of Farfetch’s own womenswear brand There Was One in
2021, we expect this revenue segment to grow significantly in the

upcoming years.

As for the In-store segment, it just represented 2% of the group’s
revenues last year (graph 4) and had never accounted for more than
5%, not being a significant segment driving Farfetch’s growth.
Moreover, we do not believe this will ever be an important segment,
considering the complete shift to online purchasing that we expect to

last beyond the pandemic.

With regards to Gross margins (graph 5), despite a recent slight
decrease, the Digital Platform has lately been Farfetch’'s best
performing segment. This can be explained by the fact that Digital
Platform is at a great extent composed by third-party sales, where
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zzzzzz i :: Farfetch acts as an intermediary connecting buyers and sellers, thus
400000 /\/ . having almost zero incremental costs per additional sale. Despite a
300000 e _1; strong revenue performance, Farfetch has yet to be profitable:
oo / . losses after tax (graph 2) have been increasing, even though from

100 000

200 2019 to 2020 this was mainly driven by high losses on items held at

4 Q@ @ o a @ a . .
(100 000) 2339 z:fs 2319 20:9 20210 2020 2020 20:0 20211 w201 2s%  fair value and remeasurements. Nevertheless, in the 4th quarter of

Adjusted EBITDA Adjusted EBITDA Margin 2020, Adjusted EBITDA Margin? was positive (2.2%), enabling the

Graph 6: Adjusted EBITDA Margin quarterly evolution company to hit EBITDA profitability for the first time ever.

Adjusted Revenue

Source: Farfetch’s Annual reports and quarterly earnings release

= Key Ratios

Bcess of cash wio e 1omms  awos sesa | Farfetch is financing itself using both debt and equity. While in 2018
Borrowing and leases 20013 - - 119318 826 640

Norcontoling nerets w : : wozs e | jtg high cash amounts and inexistence of borrowings and leases led
Net Debt (125178) (376 283) (1032738) (12 464) (544 747)

Common equity 118917 396 903 1128431 1167 606 (1844 646) H H H 0, H

et beEmt s o o " w 0 a negative Net Debt to Equity ratio of -92%, in 2020 the
Debt/Equity 17% 0% 0% 10% -45%

company’s negative common equity, which resulted from the losses
Table 2: Debt to Equity ratios

Source: Own computations on items held at fair value and remeasurements, together with its net

cash, led to a 30% Net Debt to Equity ratio. Concerning liquidity

__ ratios, the current ratio has always been much higher than 1, showing

| Current Ratio 6.18 1.38 2.52 |

financial ability to pay long-term obligations using short-term assets.

Cash Ratio 5.38 0.69 2.02

Table 3: Liquidity ratios

Source: Own computations - StOCk pe rfO rmance

Farfetch went public in September 2018 on the NYSE, selling 44.2
million shares at $20 each, raising $885M. The stock had an
outstanding market reception of roughly 53% in the first day of

250,00 trading. However, it has been a challenging journey and in August
200,00 2019, after announcing the acquisition of the New Guards Group, the
150,00

100,00 share price went down by nearly 50% in just a few hours, showing
50,00 that investors were not persuaded by this decision. More recently, in
0,00

November 2020, its stock surged 40%, which is explained by the

announcement of a strategic partnership with the Chinese e-
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S&P500 Index commerce giant Alibaba and the luxury goods company Richemont.

This joint venture made it possible to have Farfetch’s shopping
Graph 7: S&P 500 vs. Farfetch stock evolution (indexed)
Source: Yahoo Finance channel available on Alibaba’s platform, Tmall Luxury Pavillon,
enabling Farfetch to access the Chinese market and to gain brand

awareness within the Chinese consumer.

2 Adjusted EBITDA margin means Adjusted EBITDA/Adjusted Revenue, where Adjusted EBITDA means EBITDA further adjusted for share-based
compensations, share results of associates and items outside the normal scope of ordinary activities. Adjusted Revenue means Revenue less Digital
Platform Fulfilment Revenue, which brings no economic profit for the firm (Fulfilment Revenue equals Fulfiment Cost of Sales).
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Market Overview and Covid-19 Outbreak

Worldwide Market size

$315 Over the last decade, the global Personal Luxury Goods market -

$282 $287
$272 . . .
$259 s27  “the core” of luxury - has been conquering space within the overall

220t luxury goods market. According to Bain, by 2019, this market was
already valued at $315B at current €/$ exchange rates, reflecting an
implicit 2009-2019 CAGR of 4.4%. Despite favourable past
performance, the Covid-19 pandemic caused an unprecedent
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2018 2020  decline in the personal luxury goods market - during 2020, the
Graph 8: Worldwide Personal Luxury Goods market value (in $B) market contracted for the first time in real terms since 2009, falling

Source: Bain & Co.

by 21% to reach back $247B and cancelling out years of growth.

Global Personal Luxury Goods Market Categories

The global Personal Luxury Goods market comprises 4 main

categories: Accessories, Apparel, Hard Luxury and Beauty, with

Accessories being the largest one and representing 36% of total

21%

Acessories Apparel MHard luxury  @Beaty market sales in 2020. It also includes six product categories:

Graph 9: Share of Worldwide Personal Luxury Goods market, by category Beauty, Leather GOOdS, AppareL WatCheS, Shoes and Jewe”ery,
Source: Bain & Co.

with Leather Goods, Shoes and Jewellery being the fastest growing

. e product categories over the past years.

[ 622 | [ 524
saa $44 $21 Even though the Covid-19 crisis heavily impacted all categories,
n 578 $31 causing a contraction across all of them, shoes and jewellery were

551 the ones that deaccelerated the least from 2019 to 2020, shrinking
$64

>0 $54 by 8% and 13%, respectively. On the other hand, Apparel and
$66 $67 $55 Watches were the product types that were the most impacted by the
2018 2019 2020 pandemic.

Beauty Leather goods Apparel Watches m Shoes Jewelry

Graph 10: Worldwide Personal Luxury Goods sales, by product
category (in $B)

Market trends driving growth - The Future of Luxury

Source: Bain & Co.

2020 was a challenging year for this industry, with deep changes in
the way luxury consumers shop and an acceleration of the online
channel. Luxury players and distributors will now have to adapt as
quick as possible to the “new normal” and redefine the way they do

business to remain competitive.
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$308

$278 $244
$192

$80 G

$37 $56

2019 2020 2022F 2025F

Online channel Offline channel
Graph 11: Worldwide Personal Luxury Goods sales, by channel (in $B)

Source: Bain & Co. and Own estimates

28%

2017

2018

2019 2020 2021E 2025F

Graph 12: Worldwide Personal Luxury Goods market online penetration

Source: Bain & Co.

2017
287020

87%
24973

2018
309 160
10,5%
32332

2019
314720

11,7%
36960

Total Luxury Sales (online & offline)
Online Penetration
Online Luxury Sales
Farfetch Total GMV 910
0,3%

1408
0,5%

2140
Market share in total luxury 0,7%
Farfetch Marketplace GMV

Market share in online luxury

894
3,6%

1392
4,3%

1948

53%

936
3,6%

26135

1382
4,3%

32097

2068
53%
39239

Farfetch Marketplace Active Consumers
(/) Market share in online luxury

Worldwide Online Luxury Consumers (Estimated)

2020

247380

22,6%
55860

3187
1,3%

2759
4,9%

3024
4,9%
61215

Table 4: Farfetch Estimated market share (in thousand $, except market share

and Consumers)

Source: Bain & Co. and Own estimates

155321

132188
112 024
93353

76 519
61215

39239

2019 2020 2021E 2022F 2023F 2024F 2025F

Graph 13: Number of Worldwide Online Personal Luxury Goods Consumers

Forecast (2019 — 2025F)

Source: Own estimates

From now onwards, we see the following demographical,
generational, regional and distribution trends as the key drivers of
luxury sales growth, which we forecast to return to 2019 levels by

2022 and to hit $425B as of 2025 (graph 11).

= Online shopping

The impact of the pandemic and the restrictions imposed by
governments in response to it increased the presence of online in
every single aspect of people’s lives. In what concerns shopping,
the online channel was set on track to become a leading channel. In
the specific case of the personal luxury goods market, the pandemic
led to an increase of the online market value by nearly 50% and to a
rise of online penetration from the 12% registered in 2019 to 23% in
2020. Therefore, even though the overall personal luxury goods
market contracted during 2020, the online market benefited from the
pandemic, with a shift on consumers’ demand towards online.
Between 2020 and 2025 we are projecting online luxury purchases
to grow from $56B to $117B (graph 11) at an implicit CAGR of 16%
and online penetration to reach 28%, meaning that Farfetch has a
large addressable market.

If we consider the number of Farfetch’s Marketplace Active
Consumers and its 4.9% market share® within the online luxury
market in 2020 (table 4), we reach a total number of worldwide
online luxury consumers of 61,215 thousand. This represents a
remarkable growth as compared to the 39,239 thousand online
luxury buyers in 2019. In the upcoming years, we see the number of
online buyers to follow the impulse felt in 2020 to grow to 155,321
thousand by 2025 (graph 13).

Even though we foresee an unprecedent importance of the online
channel, we believe that “in-store” will continue to be a “core”
distribution channel as luxury consumers value a personalized
shopping experience. As a result, we expect the offline luxury
personal goods market to recover at a slower pace than the global

market, returning to 2019 sales’ level by 2024.

3 Computed considering Farfetch Marketplace’s GMV of $2.759M in 2020 and Online Luxury Sales worldwide of $56B (Bain, 2020)
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» Younger generations and Casualization

r% Generations Y, also known as Millennials, and Z are becoming the
26%
o largest segments of the luxury industry customer base, profoundly

30% reshaping the personal luxury goods market through new demand
13%

8% preferences vis a vis older consumers. These generations seek

- high-end brands that are aligned with both their personal values,

considering that younger generations are more concerned about
2019 2020
environmental sustainability and animal welfare than the older ones,

m Generation Y Generation Z Generation X Other

Graph 14: Share of Worldwide Personal Luxtry Goods purchases, by and aesthetics ideals, besides favouring streetwear / casual wear

generation rather than traditional styles. Indeed, a study conducted by
Souree: Ban & Co Strategy& and Hypebeast covering over 40,000 streetwear
consumers worldwide showed that more than 60% of those

consumers were under 25-years-old, confirming the high appeal

— of younger generations for streetwear.* On the roots of these new
40% trends is the rise of luxury menswear, with young males increasingly

interested in their looks and in new fashion trends, leading

. traditional luxury brands, which used to focus only on women’s

wear, to shift their focus to also cover men styles.

<25 years old > 25 years old According to Bain, in 2020, Millennials and Generation Z accounted
Graph 15: Sh f Street , b
P ore o Strectear consumers, by see for more than a half - 57% (graph 14) - of global personal luxury
Source: Strategy& and Hypebeast and PwC
goods sales and are expected to continue increase their presence
within the market, being estimated to represent over two thirds of

total purchases by 2025.

= The rise of HENRY’s customer segment

With their traditional customers getting old, luxury brands
demonstrate an increasing effort to target customers within a lower
income range, the HENRY’s (“high-earners-not-yet-rich”) that, even
though are not yet affluent luxury buyers, are on track to become.
This way, brands start building a relationship with the luxury

customers of the future.

4 Strategy& and Hypebeast

11
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Graph 16: Share of Worldwide Personal Luxury Goods sales, by region

Source: Bain & Co.
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Graph 17: Share of online sales in the Chinese Luxury market

Source: Bain & Co.
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» Chinese luxury market

The growth of the Chinese middle class and China’s economic
development that took place over the last decades caused an
exponential growth of the Chinese personal luxury goods market,
with Chinese consumers, and in particular Chinese Millennials,
massively increasing their personal luxury goods expenditure. The
explanation for that relies on an increase of the average incomes
per year by almost threefold, from 37,000 yuan in 2010 to 100,000
yuan in 2020.% This resulted in the Chinese personal luxury goods
market increasing its importance within the global market to become

one of the main current growth engines of the sector.

Bain claims that, in 2019, Chinese consumers in China accounted
for 11% of the market and, only one year later, this share increased
by 9 pp. to hit 20%, making China the best performing country from
2019 to 2020. In the upcoming years, Bain expects the Chinese
market to further increase its importance in the sector and become
the biggest luxury market by 2025, with a share of about 26% - 28%.
As a result, the Chinese market is becoming a major priority for

luxury brands seeking for incremental demand.

The presence of the digital era and the shift towards the online
channel for luxury goods purchases is also taking place in the
Chinese market with the share of online sales increasing from 8% in
2016 to 23% in 2020.

Competitive Landscape

5 National Bureau of Statistics

Farfetch faces competition from other marketplaces, technology
enablement companies, like Shopify Inc. and Square, and other luxury
sellers (e.g.: online luxury retailers, luxury brand stores, luxury

department stores, niche multi-brand and streetwear sites).
Top Luxury Companies

The personal luxury goods market is a highly concentrated market, with

a small number of companies dominating sales, where the top 10

12
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leading luxury companies accounted for 48% of sales during 2020, while
Farfetch only accounted for 4,9% of online sales and 1,3% of total
luxury sales, considering the worldwide luxury sales estimated by Bain

(appendix 6).
Graph 18: Revenue of the 10 leading luxury companies worldwide in 2020 (in M $)

Prada 2714 Top 10: 48% market share

Capri 4547
Ralph Lauren 4929
Tapestry 5556

Hermés 7156

Chow Tai Fook 8502
Chanel 11312 Top 5: 38% market share

Kering 14672
Richemont 14721

LVMH 44 696

5000 10000 15000 20000 25000 30000 35000 40000 45000 50000

Source: Statista

Luxury Distributors

Until a few years ago, luxury brands were hesitant to embrace the digital

Farfetch and Net-A-Porter are era and shift towards online supply. Behind this resistance were the
the current leading online luxury possibility of losing control over their businesses and the lack of know-
retail platforms how regarding e-commerce. With the digital revolution, it was time to

change mentalities and adopt the online channel as a mean to promote
and sell luxury products. By 2021, even though there is an increasing
number of luxury e-tailers, there is still a relatively low number of luxury
distributors, with Farfetch and Net-A-Porter being the largest players.
However, in a flourish market like this, contenders need to move fast
and try to differentiate, not only from one another but also from potential
entrants so as to build long-lasting relationships with valuable customers
and sellers. To do so, luxury fashion retailers rely on strategies that
include®: website/app design and ease of use, payment methods, depth
of designer selection (number of luxury designers/brands), pricing
strategies (frequency of promotions) and the service provided (delivery
and return policies and customer assistance). Table 5 distinguishes

Farfetch from three of its main direct competitors on some dimensions.

% Deutsche Bank, 2018
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2020
Total Luxury Sales (online & offline) 247380
Online Penetration 23%
Online Luxury Sales 55860
Farfetch:
Farfetch Marketplace GMV 2759
Moarket share in online luxury 4,9%
Farfetch Total GMV 3187
Market share in total luxury 1,3%
My Theresa
My Theresa online Revenue 490
Market share in online luxury 0,9%
My Theresa total Revenue (online + retail revenue) 503!
Market share in total luxury 0,2%
YNAP and Watchfinder
Richemont's online distributors (YNAP & Watchfinder) Revenue 2718
Market share in online luxury 4,9%
Matches Fashion
Matches Fahion Revenue 556
Market share in online luxury 1,0%

Table 6: Farfetch and Competitors” revenues (in $M) and estimated

Market share

Source: Annual Reports and Own estimates

2019 2020
Farfetch
EBITDA margin -13,6% -3.2%
Richemont Online Distributors (YNAP & Watchfinder)
EBITDA margin 0,2% 2,9%
My Theresa
EBITDA margin 7,7% 7,6%

Table 7: Profit margins

Source: Own computations

Table 5: Farfetch’s Competitors

Luxury Sellers
Competitor Online Launch Business Model Inventory policy Returns policy il nt Revenues (2020) Instagram followers
Marketpl E- I tory-light
Farfetch 2008 | il Free returns > 1.300 $1.678 33M
concessions model (third-party)
() e
Net-A-Porter 2000 ry N holds inventory Free returns > 1.000 N/A 4.6M
online retailer
from brands
. (Purchases and)
Luxury multi-brand N
MyTheresa 2006 . ; holds inventory Free returns > 200 $0.5038 1.6M
online retailer
from brands
e e e
Matches Fashion 2007 7 holds inventory Free retuns > 650 $0.5568 1.1mM

online retailer
from brands

Source: Firms’ websites

Business model

The key differentiating element is that whereas Farfetch mainly
operates a marketplace based on e-concessions and an “inventory-light
policy” and therefore decreasing significantly both inventory risk and
inventory costs, Net-A-Porter, Mytheresa and Matches Fashion are
traditional multi-brand luxury retailers that buy and hold stock from
brands (designers) and thus bearing higher inventory risk and costs. As
such, this points out cost efficiency as a source of Farfetch’s competitive

advantage.

Revenue volume and market share in online luxury

Another important figure to account for is the total dollar amount of the
orders processed, which refers to digital GMV in the case of Farfetch
and to total revenues in the case of its competitors. As shown in table 6,
Farfetch and Richemont’'s online distributors, which include Net-A-
Porter, together accounted for 9.8% of online luxury goods sales during
2020, being the largest luxury distributors within the online market.

Profit margins

Table 7 shows that Farfetch underperforms its peers when it comes to
profitability from its operations, having been registering negative
EBITDA margins vyear-after-year, driven, among others, by a
considerable amount of Personnel Expenses. Graph 19 compares
Farfetch’s Personnel Expenses as a percentage of Adjusted Revenue
(44%, 2020) with My Theresa’s (11.3%, 2020), showing there are still
improvements to be made in this regard and economies of scale to be
achieved. Likewise, Graph 20 compares Farfetch’s Cost of Sales to

Revenues ratio with Mytheresa’s and Richemont’s, owner of YNAP.
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55%
53%
54%
53%

45%
44%

X
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X x
q o
- -
= =
2019 2020 2019 2020
W Farfetch My Theresa W Farfetch @My Theresa [ Richemont
Graph 19: Personnel Expenses to Revenues ratios Graph 20: Cost of Sales to Revenues ratios
Source: Own computations Source: Own computations

Despite that, it has been showing a positive evolution on its profit
margins, represented by an increase of its Adjusted EBITDA margin by
10.4 pp. and as previously mentioned, a positive EBITDA margin during
the fourth quarter of 2020 (table 7).

Competitive Advantage

Over the years, Farfetch managed to conquer a differentiated position
within the online personal luxury goods market, being considered the #1

global online luxury fashion platform.

In our view, the success behind the Portuguese Unicorn vis a vis other
market players can be explained by three main sources of competitive
advantage, which we foresee to continue being primary engines driving

Farfetch’s growth and prosperity:

(i) Premium relationship with luxury designers/brands and 3P

boutiques: Farfetch has been able to lock-in its luxury partners by

developing deep and loyal relationships with the most well-known

brands. As a result, we see the probability of potential entrants

coming in and capturing Farfetch’'s sellers to be reduced.

7% Furthermore, Farfetch’s technical expertise and know-how

8% encourages boutiques to partner with it rather than building their
own online platforms.

(ii) Farfetch’s main business segment — its Marketplace —

aggregates the best of two worlds: it allows luxury designers, which

” are overprotective of their businesses, to maintain control over their

. branding, image and pricing strategies while enabling Farfetch to

Farfetch My Theresa Richemont

reduce inventory risk and inventory-holding costs, a major cost for

Graph 21: Farfetch, My Theresa and Richemont’s Inventory to Revenues

ratio (2020) retailers. This allowed Farfetch to maintain an inventory amount

Source: Firms’ annual reports and own computations
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that only accounted for 9% of revenues in 2020, while Mytheresa
and Richemont held an inventory that accounted for 38% and 47%

of the year’s revenue, respectively.

s400m (iii) Contrary to other luxury e-tailers, who rely on a narrow number

o F"FETCHA. of distribution centres, Farfetch has a depth selection of luxury

partners, aggregating supply from many global sources and

e boutiques, while still partnering with the top players within the

e I S luxury market (graph 18). This was the main reason why local

‘"’"“‘,':!' lockdowns during 2020 did not significantly impacted firm’s

Sxus 5% 100 150K 200k 250k 300

operations and supply chain.
Figure 2: Farfetch’'s SKU count

Source: Farfetch F-1

Financial Outlook

Revenue Drivers

$9.28B

As already mentioned in this report, Farfetch generates revenue through

6528 three operating segments: (i) Digital Platform, (ii) Brand Platform, and

(iii) In-store. In this section, we will highlight the key factors that, in our

»258 judgment, will be driving revenue growth in our forecast period. By 2025,

. we are projecting Farfetch’'s Revenue to grow to $9.2B, with Digital
2021F 2023F 2025F Platform Revenue, Brand Platform Revenue, and In-store Revenue
Graph 22: Farfetch’s Total Revenues Forecast (2021F -2025F)

accounting for 78%, 21% and 1% of total year’s revenue, respectively.

Source: Own estimates

» Digital Platform Forecast — The Marketplace

$7.2B
Historical data indicates that Farfetch’s Digital Platform has always

6528 been the major source of revenues for the firm, and we believe it will
continue to be. After last year's explosive growth of e-commerce

fostered by the pandemic, we expect a reset of Farfetch’s digital

$1.98 (adjusted) revenues and a decline in its growth during 2021 from

i I slABso,GB 47.3% to 42.9%, especially as international travel and brick-and-

I mortar reopen and capture some luxury demand from e-commerce.

e o o Between 2020 and 2025, we predict Digital Platform Revenue
us UK Other countries W Total Digital Platform Revenues

(including Fulfilment Revenue) to grow at a CAGR of 42% reach to
Sor:z:_l)%: Farfetch’s Digital Platform Revenues Forecast, by region (2021F - $72B by 2025 On a geographical Ievel, as Of 2025’ we expect
Source: Own estimates Digital Revenues in the United States, United Kingdom and Other
Countries to be $1.4B, $0.6B and $5.2B, respectively. We would

like to highlight that we see “Other
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# Active Consumers * # Orders per consumer * AOV ($)

Returns &

eV = Cancellations MV
GMv = Fulfiment 4= 1PGMV < 3P GMV
GMV
100% 100% 3P Take-rate
v v v
Digital Plafom == Fulfilment + 1P + 3P
Revenues Revenues Revenues Revenues

Figure 3: Digital Platform Revenue Drivers

155321
132188

112 024

61215

3024 4316 6105 8559 11289 14 507

2020 2021E 2022F 2023F 2024F 2025F

emm@us \Worldwide online luxury buyers Farfetch Marketplace's AC

Graph 24: Number of worldwide online luxury buyers and Active Consumers
Forecast (2020 — 2025F) (in thousands)

Source: Farfetch annual report and Own estimates

9,3%

2020 2021F 2022F 2023F 2024F 2025F

Graph 25: Farfetch’'s Market share Forecast (2020 — 2025F)

Source: Own estimates

countries” to remain the most valuable geographic area for
Farfetch’s marketplace.

To forecast Digital Platform Revenues per region, the bottom-top

approach highlighted on Figure 3 was used.

Active Consumers

The number of Active Consumers is a critical indicator of Farfetch’s
performance, reflecting its ability not only to attract and retain its
customer base but also to convert platform visits into orders. We
foresee the growth in the number of Farfetch Marketplace’s Active
Consumers’ to be driven by an increase in both the number of

worldwide online luxury buyers and in its market share.

Considering the rapid shift towards online shopping fostered by the
ongoing Covid-19 crisis, we have reasons to believe that online
shopping in luxury is a tendency that came to stay in the long-term.
Following the strong momentum verified in 2020, we see the
number of online luxury buyers to continue to grow at a fast pace in
the upcoming years® to reach 155,321 thousand by 2025, especially
with late Millennials and Gen Z, the “digital age generations”,
becoming financially independent and with an increasingly higher

buying power.

Besides the increase in the number of worldwide online luxury
buyers, which will benefit not only Farfetch but also other luxury e-
tailers, there are some specific factors that will benefit the firm by
improving its market share. To start, the higher integration of the
firm in the Chinese luxury market prompted by its partnership with
the “Chinese Giant” Alibaba will allow the firm to capture
incremental demand from Chinese consumers that are on set to
become the biggest luxury buyers, with the number of Chinese
households earning upper-middle class range of incomes [106,000

yuan — 229,000 yuan] being expected to increase by 68% between

7 Active Consumers (AC) = Market share * Worldwide online luxury consumers

8 Even before Covid-19 it was already a flourish market, with high growth rates
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2021F 2025F 2030F 2035F 2045F

Graph 26: Number of orders per Active Consumer Forecast — Weighted
Average (2021F — 2025F)

Source: Own estimates

35 000 320915
30 000
25 000
18733
20 000
15 000
8984
10 000

5000
— = [ |

2021F 2023F 2025F

mUK us Other Countries Marketplace's Total # Orders

Graph 27: Total Number of Orders Forecast (2021F — 2025F) (in thousands)

Source: Own estimates

$ 645

$608 $611
$ 568

2019 2020 2021F 2025F

Graph 28: Average Order Value Forecast

Source: Farfetch’s Annual reports and Own estimates

9 McKinsey Global Institute

19 Number of orders = Orders per AC * Number of AC

2020 and 2030.° Besides that, the investment in new product
categories like streetwear (with the acquisition of the NGG and
Stadium Goods) and beauty will also favour Farfetch. Hence, we
believe that the firm has potential to grow its market share to 9,3%
by 2025 and increase 5x the number of its Active Consumers in the

next 5 years to hit nearly 14.5 million.

Number of orders

As the online channel becomes more proeminent in luxury
consumers’ day-to-day lives, we expect the Number of Orders'® on

Farfetch’s Marketplace to increase year-after-year.

Over the years, we are projecting the total number of orders in the
marketplace to grow to nearly 33 million by 2025, reflecting an
implicit 2021 - 2025 CAGR of roughly 38% over our forecast period
through 2025. Regarding the number of orders per consumer, even
though by looking at the 2021 quarterly results released so far we
are expecting no increase of this metric during 2021 due to a Covid-
19 rebound and re-open of in-store activities, we see it to improve in
the upcoming years, evolving according to each region’s GDP real

growth rate.

Average Order Value (AQV)

The AOV on Farfetch’s Marketplace in 2020 was $568, representing
to the $608 in 2019, a

consequence of COVID-19. For this reason, we expect it to increase

a decrease compared registered
to $611 in 2021 due to a change in category mix, higher price

baskets and higher number of items per order.

Note that it is extremelly hard to predict the AOV on the Marketplace
as it is, among others, directly linked to: (i) each brand/designer
future pricing strategies: while luxury buyers usually like to feel a
sense of exclusivity when wearing certain brands that are not easiliy
attained by the average consumer and, because of that, a price

decrease could mean designers losing this type of customers, it is
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15,00%
13,0% 12,7%

9,30%

Farfetch GrubHub Amazon ETSY EBAY

Graph 29: Internet Marketplaces’ take-rates

Source: Firm’s reports

32,0%

30,7%
29,6% 30,0%

29,00%

28,0%

2018 2019 2020 2021F 2025F 2035F

Graph 30: Farfetch’s 3P take-rate Forecast

Source: Farfetch’s Annual reports and Own estimates

also true that luxury brands have already proven they are looking to
target a range of people as wide as possible, including lower
income consumers, through the launch of cheaper product lines
(e.g.: Marc by Marc Jacobs); (ii) customer’s confidence in the
platform and (iii) type of products Farfetch adds to its
marketplace: if on the one hand the inclusion of higher-priced
product categories like jewelry and watches will pottentially increase
the AQV, on the other hand, the incorporation of beauty products,
which are lower-priced, is likely to bring down the AOQV.
Consequently, we assumed that these forces will offset one another
and the AQV is set to remain relatively stable in real terms from
2022 onwards, having only been adjusted for inflation purposes.

Hence, by 2025, we are projecting it to grow to $645.

3P Take-rate

Benchmanking analysis revealed us that Farfetch has been
reporting third-party take rates significantly above other
marketplaces’ rates. Graph 29 compares Farfetch’s 3P take-rate

with other marketplaces.

Even though we see Farfetch’'s above-average 3P take-rate as
sustainable, since it brings additional new demand to its third-party
boutiques / sellers, creating incremental value for them, we also
believe that, over the years, the firm is likely to have no option but to
decrease its take-rate to accommodate for the potential entrance of
new players, i.e. other e-commerce platforms that might appear in

the market trying to steal its third-party partners.

Fulfiiment revenue

To facilitate the growth of its Digital Platform and enhance efficiency,
Farfetch provides fulfiiment services to its Marketplace consumers
and collects revenue from the provision of those services, which are

“a pass-through cost of delivery and duties charged with no
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$5.7B

$3.2B

$1.48B
$0.7018 $1.03B

2019 2020 2021E 2023F 2025F
Graph 31: Digital Platform Adjusted Revenue Forecast (net of
Fulfilment) (2019 — 2025F)

Source: Annual Report and Own estimates

0,094 0,094 0,09
0091 gogg

0,077
0,066

2019 2020 2021E 2022F 2023F 2024F 2025F

Graph 32: Fulfilment Revenue per unit of Digital Platform GMV Forecast
(2019 — 2025F)

Source: Own estimates

1 Farfetch 2020 Annual Report

economic benefit”'’ for the firm. For that reason, they calculate
Adjusted Revenue (graph 31), net of Fulfiment Revenue. This
fulfilment process is one of Farfetch’s competitive advantages as it

allows it to successfully reduce delivery costs and times.

Since Digital Platform Fulfilment Revenue is related with shipping
services, we expect it to grow in line with the cost of delivery and
duties, which increases as the volume of orders grow. Throughout
2020 and 2021, Brexit and the ongoing pandemic affected global
supply chains and networking capacity of logistic firms, besides
busting demand for home deliveries, causing an unprecedent surge
in shipping costs.

The consequence of such rise is being noticed with Digital Platform
Fulfilment Revenue per unit of GMV increasing from 0.066 to 0.077
during 2020 and to 0.094 during the first 3 quarters of 2021. As a
result, we project Digital Platform Fulfilment Revenue per unit of
GMV to remain at the current level until 2023 and the reduction of
freight rates to gather pace after that.

= Brand Platform Forecast

With the inclusion of the Brand Platform operating segment, which
is comprised of B2B activities, to its portfolio, Farfetch opened doors
to a completely new way of doing business: the firm was no longer
only a marketplace, starting also focusing on design, production,
and brand development activities. By now, Farfetch already started
proving its ability to keep innovating and developing brands, namely
with the launch of There Was One. While more conservative
investors have doubted about this relatively new segment as it could
partially neutralize one of the firm’s main sources of competitive
advantage — its ‘“light-inventory” policy - from our perspective, this
was a cleaver move from Farfetch that enabled it to go along with
new customer preferences — the casual wear trend — which we
believe will bring incremental demand to the firm, namely with the
casual-oriented brand Off-White, under the NGG.

During 2020, the performance of this segment was harmed by
Covid-19 as Farfetch’s clients had to close their stores and stop
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their operations several times during that year. Consequently,
based on our expectations for the offline market recovery, the
increase of casual wear demand and the development of Farfetch’s

s108 brand, we are projecting Brand Platform Revenue to grow

significantly, at a CAGR of 38% within the next 5 years, reaching

$1.9B in 2025. However, it should be noticed that, because this is a

5108 relatively new segment, there is no relevant data about historical

0518 performance that could be used as a reference to forecast future

. years. Thus, Brand Platform revenues were forecasted based on In-

store segment performance on its first years of activity, after
2021F 2023F 2025F
Browns’ acquisition by Farfetch. Even though these are two distinct

Graph 33: Farfetch’s Brand Platform Revenues Forecast (2021F -2025F)

Source: Own estimates segments, they are indirectly related, and they are likely to evolve
similarly as in the latter Farfetch acts as a retailer to the final
consumer and in the first it acts as a supplier to the retailer. It
should be mentioned that Farfetch acquired Browns on May 2015
and the period between 2015 and 2020 of In-store segment can be
seen as the “homologous period” for the Brand platform segment

between 2019 and 2024.

= |n-Store Forecast

5524
5079

4706 Farfetch’s in-store segment has always been a minor one for the
firm, with its revenues accounting for only 3% of firm’s total

2 o8 revenues during 2019. With online shopping becoming more

prevalent, we foresee a profound reshape in the way Farfetch

manages and embraces its in-store activities.

2019 2020 2021F 2025F From now onwards, this business unit will have to adapt to the “new
Graph 34: R t F t (2019 - 2025F) (i 5 . . . .
raph 34: Revenues per store Forecast ( )®) era of luxury” and Farfetch will be forced to reinvent its stores in

Source: Own estimates

order to augment retail experience, which is where in-store
1067 shopping can overperform online shopping.
saa7m 292.9M During 2020 this business unit was negatively affected by the
pandemic as stores were forced to close at various times because
of governments’ enforced lockdowns and given that the consumer
traffic to stores that remained open decreased substantially, not only
because consumers were less willing to go there, but also due to a
reduction in international travel explained by travel restrictions, in a

2021F 2023F 2025F

“ o ) :
Graph 35: Farfetch’s In-Store Revenues Forecast (2021F -2025F) market Where 20/) tO 30/) Of IndUSt,y revenues are generated by

Source: Own estimates
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" consumers making luxury purchases outside their home
20
19

18 18 8 countries”’? For this reason, we project a growth of in-store
revenues of nearly 126% and revenues per store to increase from
$2,085 thousand (2020) to $4,706 thousands during 2021. In the
next year we predict the number of stores directly operated by

Browns, Stadium Goods and New Guards to remain constant, at 18
2019 2020 2021E 2022F 2023F 2024F 2025F

stores. From 2023 onwards, we expect the number of stores to
Graph 36: Number of stores Forecast (2019 - 2025F)

Source: Own estimates evolve hand to hand with the offine market real growth.

Consequently, as of 2025, we project in-store to hit $106.7M,

representing only 1% of Farfetch’s total revenues.

Demand Generation Expenses

Demand Generation Expenses are marketing costs meant to

700000 0% support the Digital Platform and consist mainly of fees paid to media

18'0% g . .
600000 /\’\ wo  and affiliate partners. These are essential for potential customers to

500000 0%  know about the company and therefore are the most relevant costs,
12,0%

w0  especially given the highly competitive nature of the market, which
8,0%

400000

300 000
0% highlights how important it is for Farfetch to create brand recognition
200 000 ,0%
4,0% and capture new customers and sellers, while maintaining its
2,0%

100 000

0.0% existing ones. We expect the company to be able to keep

2018 2019 2020 2021E 2022F 2023F . . . e
decreasing these expenses in percentage of Digital Platform

Demand Generation EXpenses e % Digital Platform Revenue

Revenues, even though at a slower pace than in 2020, to reach
nearly 15% by 2023.

Graph 37: Demand Generation Expenses Forecast (in thousands)

Source: Farfetch’s Annual reports and Own estimates

Consumer Acquisition Cost (CAC)

Farfetch defines its Platform Consumer Acquisition Cost as the “demand
generation expense attributable only to new consumer acquisition
during a specific time period divided by the number of new consumers
acquired during the same period”."® To assess how our implicit
assumptions on Demand Generation Expenses will influence Farfetch’'s
Digital Platform Consumer Acquisition Cost (CAC), we decided to
perform a Cohort Analysis. To do so, for the sake of identifying the
number of Existing Consumers on a certain year's total Active

Consumers, we used data extrapolated by Deutsche Bank from

12 McKinsey
13 Farfetch F-1
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$71 $72 $71 573 $73
$66 I I I I I

2020 2021F 2022F 2023F 2024F 2025F

Graph 39: Estimated Consumer Acquisition Cost (2020 — 2025F)

Source: Own Estimates

59,1%

\515% 52,8% 52,9% 53,3% 54,3%
39,8%
' 37,1%
35,0% 9 35,8% )
31,5% g 34,1%
2018 2019 2020 2021E 2022F 2023F

e Gr0SS Margin @ Platform Order Contribution

Graph 40: Gross margin and Platform Order Contribution Forecast

Source: Farfetch’s Annual reports and Own estimates
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Farfetch's F-1 about the percentage of original GMV repeated in the
following six years and assumed that consumer retention rates equal
the median of Platform GMV retention rates for each year. The result of

this procedure can be seen in graph 38.

Graph 38: Consumer Cohort Analysis (estimated)

16 000
14 000
12 000
10 000

8000

6 000

Number of Active Consumers

4000

2000

2015 2016 2017 2018 2019 2020 2021E 2022F 2023F 2024F 2025F

2015 2016 2017 2018 2019 2020

Source: Deutsche Bank, Farfetch F-1 and Own Estimates

Once we had the number of existing consumers and, by difference, the
number of new consumers, it was possible to calculate the CAC. As
shown in graph 39, we are estimating a $66 CAC for 2020 and implicitly
projecting an increase of this cost to $71 during 2021, what is aligned
with our vision for the company in the near future: as e-commerce
becomes more popular, it will naturally attract new investors and players
and, as a retaliation mechanism, Farfetch might be forced to increase its
marketing expenses. Furthermore, research revealed that, on average,
e-commerce CAC ranges between $81 and $87, strengthening our

expectations of an increase.

Profit margins

Despite the fact that United Kingdom'’s withdrawal from the European
Union — Brexit — may harm Farfetch’s profitability through an increase of
distribuition costs, we expect profit margins to keep improving in
the near future.
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50 54_:____7_0_____ The forecasted boost in gross profit can be justified by our
54,2% TR
— T expectations of better economies of scale in shipping/loggistics and to
49,5% ’
53,1% 48,5% p— , . -
47:5% the growth of Farfetch’s main segment, Digital Platform.
18,9% 49,0% 50,0%
48,0% 48,0% 48,0% .. s .
On a segmental level, we see Digital Platfom’s gross margin to keep
2020 2016 2002 203 20208 205 improving year-after-year as well as overperforming the other business
Digital Platform e Brand Platform In-store un |tS_

Graph 41: Gross margin Forecast, per segment

Source: Farfetch’s Annual reports and Own estimates Regarding Dlgltal Platform Order ContribUtion (graph 40)1 we are
forecasting it to gradually expand as an indication of an increasing
ability to extract digital consumer value from Demand Generation

5000 000 10,0%
4000 000 m .sson  EXpenses. Since this metric will increase at a higher pace than Digital
3000 000 s o 0.0% Platform Revenues, we expect Digital Platform Order Contribution
= -3, -5,0% . . .
2000000 10.0% Margin to improve gradually in the future.
1000 000 _ _13i 15.0%
. _19'L B _ - oo Even though we expect the operating result to turn positive only in 2028,
ooocogy o M oo e e these losses have a ‘non-monetary impact” and we believe the
s Adjusted Revenue  mmmmm Adjusted EBITDA company will reach operating profitability already in 2022, with a positive
Adjusted EBITDA Margin Adjusted EBITDA Margin of 0.92%.

Graph 42: Adjusted EBITDA and Adjusted EBITDA margin Forecast
(in thousands)

Source: Own estimates

Cost of Capital

Borrowings : - - 527 | Even though Farfetch did not have debt in its Balance sheet in 2017 and
Leases - - 119318 191403

Total Debt : : 19318 s | 2018, by 2019 it raised debt in the form of leases, leading to a -1% Net Debt
Excess Cash 376283 (1032738) (302 008) (1539943)

Non-controling inter - - 170226 wssss | to Equity ratio, and, more recently, during 2020, the firm issued convertible
Net Debt 376283 (1032738) (12 464) (544 747)

Equiy 396 903 1128431 1167 606 (1844 646) notes .

Net Debt to Equity - - -1,1% 29,5%

Table 8: Farfetch's past capital structure (in thousands) Not only given that Net Debt-to-Equity values have been fluctuating a

Source: Farfetch’s Annual report and own computations

lot, but also because comparable companies tend to have unstable ratios,
most of which with negative Net Debt/Equity ratios (table 9), we do not think

Farfetch will have a target leverage ratio in the foreseeable future.

Shopify -93% -71% -86% -83%

Etsy -16% 7% -75% -28% . . . .
Amazon 1% 13% 001% 204 Therefore, since we believe the future trend will be to have unstable capital
eBAY 69% 191% 121% 127%

Boohoo 6% 0% 70% <% structure ratios, we decided to value Farfetch’s stock using the APV
Median -28%

Table 9: Comparables’ past capital structure approaCh'

Source: Firms’ Annual reports and own computations
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= Cost of Equity

Risk-free rate and MRP:

The risk-free rate (rf) chosen was the 30-Year US Treasury Yield — 1.98%,
which is in the same currency and has a similar maturity to our cashflows.
Regarding the Market Risk Premium (MRP), we decided to use the Equity
market risk premium suggested by KPMG — 5.0%.

1stapproach: FTCH equity beta (B 0,56

2nd approach:FTCH equity beta (Be) eliminating outliers. 1,26 EgUity Beta.
3rd approach: FTCH equity beta (Bt) based on industry’s peers 1,29
Equity beta (Bc) 1,28 . . .
To perform the equity beta estimation, 3 approaches were used:
Risk-free rate (rf) 1,98%)
e em (22 » In our 1% approach, we measure to which extent Farfetch’s equity is
oot ot ot o ) .  Sensitive to changes in the stock market, where the S&P index was used as
Table 10: Equity beta a proxy to the market portfolio. We reached an equity beta of 0.56, a value

Source: Own computations

that, in our judgment, seems to be too low and to not reflect Farfetch’s
sensibility to market fluctuations. Because of that, we decided to remove
some data that we considered as outliers and that appeared to be biasing

Firm Asset beta (Bu) the results, leading us to the 2"¥ approach. The reason behind this is that
;:::Itf;h SZ even though Farfetch is a luxury fashion retailer, and so it operates in a
Square 227 market that is highly exposed to market oscillations (for instance, during
:E::Zon (1)2: 2020 the luxury personal goods market contracted for the first time since
Industry Average (Bu) 1,27 2009, falling by 21%), the fact that it is an online retailer more than

TSZ‘:';;1O'V”V:“CS:Z;S;:;:2‘ES compensated the market contraction due to a strong migration of sales to
online, a specificity of Covid-19 crisis. By doing so, an equity beta of 1.26
was obtained, which may be inflated by abnormalities shown by a
confidence interval of ]1.253, 1.275], with a 95% level of confidence. To
complement our analysis, a 3" approach was used considering comparable
companies’ betas, with similar business models. By doing so, we reached
an industry unlevered beta of 1.27 (table 11), leading to an equity beta of
1.29 when considering Farfetch’s Debt to Market Cap. ratio. Finally, by
triangulating the 2" and 3" approaches, we achieved an equity beta of 1.28.
The levered cost of equity (re) equals 8.4% whereas the unlevered cost of

equity (ru) amounts to 8.3%, resultant from a 1.26 unlevered beta.

14 1o compute the cost of equity, we used the CAPM equation: E(r) =rf + p * MRP.
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. Cost of Debt

Unted States m— C'ed:a':ﬁ"‘ Farfetch has no publicly traded straight bonds (just convertible notes)
United Kingclom Aa3 neither a defined credit rating. Consequently, we decided to follow a
E:Z;anumon ,:: synthetic credit rating approach.

;Z::j,,g:jl:amg oty There are many positive factors that could allow Farfetch to achieve an

investment grade rating, besides the fact of operating in high-rated countries

Annual Default Rates By Broad Industry Group, 2015-2017
2015 2016 2017

High tech industries 047% 081% 1,28% ability to repay its debt (in 2016, the firm issued debt for the first time, which

was fully repaid in one year) and (iii) its great growth prospects in a fast-

from a credit rating standpoint: (i) its low historical debt levels; (ii) its past

Table 13: High tech / Tech industries annual default rates

(2015 -2017) growing market, where tech firms tend to have low annual default rates and

Source: Moody’s

high credit ratings (tables 13 and 14), meaning that Farfetch operates in a

relatively safe industry from a default point of view. Despite that, we believe

Tech firms rattings Moody's rating its unprofitability and the nature of its assets, which are mainly intangibles
Amazon Al
eBAY Basl and hence cannot be used as collateral, would limit its credit rating to a
Square Ba2 great extent, especially because profit margins and coverage ratios have a
Alibaba Al

big weight on rating agencies” decisions when assessing a firm’s credit

Table 14: Credi ating, by tech frm worthiness and its ability to repay its debt.

Source: Moody’s
Hence, we believe that Farfetch would not be able to achieve an investment

grade rating. As a result, we assign a Ba2 rating according to Moody’s

YTM 3,50%

YTM (annualized) 7,00% Sca|e_

Probability of default (Ba2) 10Y annualized 1,160%

Loss given default 65,8% . .

Probabilty of default * Loss given default (EL) oze% BY using a corporate bond of a comparable company (Square) with the
rD 6,24% . . . .

= w5 Same credit rating (Ba2), we reached an annualized YTM of 7% leading us
Table 15: Cost of debt and Debt Beta to a cost of debt'® of 6.24%, with a PD =1.16% and LGD = 65.8%."6

Source: Own estimates

Long-term value drivers: ROIC, RONIC and Growth

Historically, Farfetch’s Operating Return on Invested Capital — Core ROIC -

WACC

Cost of equity 8,36% has been highly volatile and negative, what is not surprising for a flourish but
Costof debt after tax >05% still unprofitable firm, with high growth prospects, like Farfetch. Particularly,
Debt/capitalization 6%

WACC 8,2% from 2019 to 2020 its Core ROIC increased from -494% to -47%. While, at
Table 16: Weighted Average Cost of Capital the first sight this improvement might signal a remarkable progress on firm’s

Source: Own computations

returns, this rise needs to be carefully analyzed as the reason for such

SD=YTM - Probability of default (Ba2) * Loss given default
16 Moody's annual default study of 2021
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1478 6631 a373s  Change can be mainly explained by particularities of 2019 and 2020: (i)

J01s 2020  2003F 2005F 2031F 2032 2033  Farfetch’s considerable investment amounts during 2019 with the
(232.69%) acquisitions of Stadium Goods and the New Guards Group followed by a (ii)
pandemic year that created a huge demand boost for Farfetch as

consumers tried to avoid contagion and physical stores were closed.

(1 440 596)

(1 844 843) Consequently, we are projecting a decrease to -86% of Farfetch’s

(2212323) Operational ROIC during 2021.

Graph 43: Operational FCF Forecast As referred in our Growth Strategies section, in previous years, one of the

Source: Own estimates firm’s main strategies for growth has been inorganic growth through the
acquisition of new brands, trademarks, and domain names. As such, we
believe that, at least in the near future, Farfetch will continue to further
explore this path for growth, what can lead to a substantial increase in its

70%

- year-after-year Invested Capital and consequently to an extension of

negative Operational FCFs.
_30%2 0 2025F 2030F 2035F 2040F 2045F 2049F

As Farfetch grows and matures, we expect both its Core ROIC and RONIC

oo to continuously decline towards 15% and 13%, respectively. Since

ROIC eosssms RONIC e \WACC . . N .
Farfetch’s Marketplace is a recognized and valuable partner for its third-

Graph 44: Long-term value creation drivers (%)

party sellers and boutiques - not only due to its technical know-how and

Source: Own estimates

expertise, but also due to consumer’s confidence on its platform - we project

these value drivers to remain above the Cost of Capital of 8.2% (for further

Long-term growth rate

Region Long-Term Real GDP explanation, see Competitive Advantage section of this report).
growth

. o In perpetuity, the operational FCF will grow at the nominal terminal growth
Other Countries 1,8% . . .

Weighted Average Lorgierm veal GO rowt 7% rate of 4.17%, what seems to be reasonable considering a weighted
pPT—— Ton average long-term real GDP growth of about 1.7% and a long-term inflation

0,
Long-term nominal growth rate 4% rate Of 1 9 A)

Table 17: Long-term growth rate

Source: PWC and Statista

Adjusted Present Value (APV)

Table 18: APV Model

Terminal

in thousands $ FY 2022 FY2023 FY2024 FY2025 FY2026 FY2027 Y2028 FY2029  FY2030  FY2035  FY2040  FY2045  Fyzoa9 O
Discounted Unlevered FCF (1704151) (1507196) (1743791) (1240658) (1081207) (847259) (81377) (12861) 53638 806712 760533 668638 17058887
PV (Unlevered EV) 17798313
Discounted Tax shields 7311 8036 6785 9474 12000 11220 13548 15284 6850 4858 2103 1868 46594
PV (ITS) 234879
Operating EV 18 033192

Source: Own Computations

Operating EV 18033192

Non-core IC (3223101) . -

Levered EV 14810091 Once our forecasts entered in a stabilized phase, we then computed

Net Debt (62 246) Farfetch’s unlevered Enterprise Value and ended up obtaining a share price
Equity Value 14872 336

Shares outstanding 354210 144 Of $41 99

Price per share $ 41,99

Table 19: Stock Price

Source: Own Computations
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Sensitivity Analysis

A sensitivity analysis was conducted on the inputs we feel more unsure
about to understand how changes in these values would affect our
valuation. Since Farfetch does not have a credit rating nor regular debt from
which we could extrapolate the YTM of a straight bond, the cost of debt is
one of the variables that we are more doubtful about. Table 20 presents a
sensitivity analysis in which we used the cost of unlevered equity (ru) and
the cost of debt as the changing variables.

Table 20: Stock price sensitivity to the unlevered cost of equity (rU) and cost of debt (rD)

I
8,01% 8,06% 8,11% 8,16% 8,21% 8,26% 8,31% 8,36% 8,41% 8,46% 8,51%
45,14 43,67 42,25 40,87
45,02 43,56 42,14 40,76
44,94 43,48 42,05 40,67
44,87 43,41 41,99
44,82 43,35 41,93
44,77 43,31 41,89
44,73 43,27 41,85

Source: Own Computations

As for the cost of debt, it is possible to conclude that the possible values it
can assume have a minor impact on the share price, which ranges between
$41.85 and $42.25 for the same cost of unlevered equity. Therefore, as we
expected, the cost of debt is not a critical element affecting Farfetch’s stock
valuation. Regarding the ry, its influence on valuation is higher, leading the
share price to fluctuate between $35.44 and $49.52, ceteris paribus. Finally,
the combined effect of changes on these two inputs can be deemed to be
large, with the share price ranging from $35.30 to $49.78.

We also ran a sensitivity analysis on the long-term growth rate, as it is a key
variable for Terminal Value’s computation, which will obviously have a
strong impact in the Present Value of Cash-Flows given that it accounts for
roughly 96% of the Unlevered Enterprise Value.

Table 21: Stock price sensitivity to the unlevered cost of equity (rU) and terminal growth rate

Ty
8,26%

8,01% 8,06% 8,11% 8,16% 8,21% 8,31% 8,36% 8,41% 8,46% 8,51%

2,67%
3,17%
3,67%
9 4,17%
4,67%

37,81 36,62
42,99 41,63 40,30 39,01 37,76 36,53
49,53 47,93 46,38 44,88 43,41 41,99 40,61 39,26 37,96 36,68
52,42 50,67 48,98 47,33 45,74 44,19 42,70 41,24
52,36 50,54 48,77

Source: Own Computations
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As expected, the share price varies more in comparison to table 21.
Concretely, the importance of the perpetuity growth rate is visible in share
price disparities — [ $28.54 ; $71.06 ] - for the same ru.

Finally, we tried to understand how our proposed valuation would change if

we used the asset beta that we obtained in our first approach used to
B 0,57 1,26 1,27
,uu 4,85% 8,26%  831% compute the equity beta (0.57) and if we used 1.27, which is the industry

i 704,57 41, 40,37 . . . .
sharelpricer] 704, %9 0.3 unlevered beta in our third approach. In the first case, the share price would

Table 22: Share price sensitivity to asset beta

be too high, which confirms our belief that 0.57 is not a reasonable value for

Source: Own Computations

the equity beta, whereas in the second case the share price would not differ

that much from the one we obtained.

Relative Valuation

Multiples
Comparables £v/sales R To complement our DCF valuation, we decided to incorporate current
ETSY 14,35x 13,67x H H H i
Boohoo Laae L market expectations on the industry through a Relative Valuation. To do so,
/;Bm;vm ‘3’3‘2 jiji we took into consideration: (i) three other internet marketplaces with similar
square 523x 319 business models - ETSY, Amazon, and eBay; (ii) two fashion retailers -
My Theresa 2,98x 3,04x
Boohoo and Mytheresa, this latter being, in our view, a direct competitor for
25% Quartile 2,59x 2,65x
Median 3,61x 3,77x Farfetch; and (iii) one technology enablement company — Square, which
75% Quartile 7,51x 7,31x

might attract Farfetch’s sellers by enabling e-commerce.

Table 23: Peers Huliples Using the last 12 months of data, 2 multiples were computed: the EV fo

Source: Yahoo Finance and Annual reports
Sales and the Price to Sales multiples. Notice that multiples based on past
earnings were not considered as historically Farfetch did not achieved a full
year of positive results. Regarding the EV-to-Sales multiple, we reached
values ranging from 1.44x to 14.35x (Table 23). Then, considering the first
and third quartiles of the mentioned peer sample we arrived at a price per
share for Farfetch ranging between $22.78 and $65.59 (Graph 45).
Similarly, using the P-to-Sales we reached a stock price that ranges from

$23.05 and $63.72, with the multiple ranging from 71.47x to 13.67x.

Graph 45: Football Field

$41.99
I
52-week range $32,36 | $73,87
I
1
P/S $23,05 I $63,72

I
I

BV/S  $22,78 : $65,59
|

$ 10,00 $ 30,00 : $50,00 $ 70,00

Share Price ($)

Source: Yahoo Finance and Annual reports 29
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Scenario Analysis

To enhance investors’ confidence on our final recommendation, in this

Scenario Share Price  Probability . . i . i

section we will perform a scenario analysis. To do so, we will present 3
B 41,99 80% . N . . . .
we > different scenarios that are essentially built based on the major risks the
Conservative $ 27,23 10%
Optimistic $ 52,44 10% company and the industry are facing, which we identified throughout the
Target price $ 41,56

present report.
Table 24: Target price

Source: Own Estimates

Risk Summary

(i) Covid-19 recovery and There Was One success

The ongoing Covid-19 pandemic represented a break in growth for many
industries, and the Personal Luxury Goods one was no exception. The
question arising now is how quickly this industry will recover from this crisis
and get back on track to win back 2019 market levels. The launch of There
Was One in such critical times may harm the brand’s ability to penetrate

within the market and succeed in attracting its target consumers.

(ii) Bargaining power of Farfetch’s 3P sellers

Given the current outlook and the high search for e-commerce solutions,
increased and intense competition might appear and Farfetch’s third-party
sellers may choose alternative platforms to sell their products or even
develop their own platforms. Indeed, brands and small boutiques may start
rejecting Farfetch high take-rates if their ability to make profitable sales
starts being affected. An example of such threat is Amazon Luxury Stores, a
platform launched in September 2020 by Amazon that enables luxury

fashion clothes to be sold via its website.

(iii) Capture of Chinese Customers

Even though we believe Farfetch has advantage in the Chinese market over
its competitors due to its partnership with Alibaba, the success and
penetration in this market is not guaranteed, especially given the strong shift

to local purchasing verified in China during 2020"".

17 Bain & Co., 2020
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Base scenario:

Our Base scenario was calculated based on the assumptions we consider
to be the most likely ones (80% probability), given the current economic and
market outlook. Following the strong momentum verified in 2021, this
scenario predicts that the market will be 100% recovered from the pandemic
by 2022, year when it is expected to return to 2019's level. This is the case
exposed in the previous sections of the present report and, following the

implicit assumptions, we arrived at a price per share of $41.99.

Conservative and Optimistic scenarios

Bain Estimates at the current EUR/USD exchange rate

2021 2022F 2023F 2024F 2025F
$278 - $302 $302 - $336 $325-$371 $383 - $429

Table 25: Bain Estimates for the market value (2021F — 2025F)
(in $B)

Source: Bain & Co.

$430
$380
$330
$280

$230
2019 2020 2021E 2022F 2023F 2024F 2025F

Base case el COnservative Case
Optimistic Case

Graph 46: Expected market size per scenario (2019 — 2025F)
(in $B)

Source: Bain & Co. and Own Estimates

20 000
15 000

10 000

5000 /

2019 2020 2021E 2022F 2023F 2024F 2025F

Base case el Conservative Case

Optimistic case
Graph 47: Active Consumers per scenario (2019 — 2025F) (in
thousands)

Source: Farfetch’s Annual Report and Own Estimates

In January 2021 Bain & Co. published a study named The Future of Luxury:
Bouncing-Back form Covid-19, where it makes projections about how the
market is expected to recover from Covid-19 and evolve over a 5-year
period. In this report, Bain presents a range of values for the Worldwide
Personal Luxury Goods market size between 2021 and 2025, which we

present in table 25.

Conservative scenario:

In our Conservative scenario, to which we have assigned a 10%
probability, we test Bain's lowest estimations for the market value, in which
market recovery from Covid-19 will occur more gradually over the years as
compared to our Base case: in this scenario, the market is expected to
reach 2019 level by 2023. Furthermore, this scenario accounts for the
circumstance that the partnership with Alibaba and Richemont does not
occur as expected and Farfetch struggles to acquire incremental demand
from Chinese consumers. Consequently, the evolution of Farfetch’'s market
share over the next 5-year period will not be as positive as in our Base
scenario and it is projected to reach 7.5% by 2025 (vs. 9.3% in our Base
case). Finally, this scenario also considers the likeliness that Farfetch will
have to accept a higher decrease than expected on its 3P take-rate driven
by an increased bargaining power of its marketplace's sellers as new
players appear in the market trying to capture those partners. As a result,
Farfetch can be forced to further decrease its take-rate to 25.5% by 2025
(vs. 29% in our Base case) in order to lock-in its current partners. Taking
everything into account, our Conservative case can be translated into a
share price of $27.23.
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Optimistic scenario:

Conversely, in our Optimistic scenario, to which we assign a 10%
32%

30% likelihood, we test the maximum value of Bain's estimated ranges for the
28% \‘\‘\.\. size of the worldwide personal luxury goods market between 2021 and
zjj 2025. In this scenario, similarly to our base case, a return to 2019 demand
22% levels is likely to occur during 2022. Moreover, the partnership with

20% . . .
2019 2020 2021E 2022F 2023F 2024F 2025F Richemont and Alibaba will turn out to be more successful than expected,

Base case —@— Conservative case leading Farfetch's Active consumers to grow 6x in the next 5 years to reach
Optimistic case nearly 18 million active consumers by 2025 and a market share of 11%

Graph 48: Third-party take-rate per scenario (2019 - 2025F) (compared to 9,3% in our Base case). Lastly, this scenario assumes that the

Source: Farfetch’s Annual Report and Own Estimates
appearance of new players in the market will not harm Farfetch’s
performance due to the strong and long-lasting relationship the firm has built
overtime, with both its customers and sellers. Consequently, Farfetch will be
able to sustain its 3P take-rate at its historical levels’ average. Based in our

Optimistic scenario, the expected price per share is $52.44.

Final Recommendation

A favorable market outlook and a strong revenue growth forecast for the

upcoming years provide good prospects for the company which, according

- .. . to our DCF valuation and scenario analysis, we project to be traded at
Ry a7 0,3% $41.56 as of December 31, 2022. Even though the firm was not yet able to
show net positive incomes, a large portion of those negative results can be

partially explained by non-cash items and big investments made on behalf of

future growth, therefore not reflecting Farfetch’s operating performance.

-84% Looking closely to operating results, the outlook is more favorable since, as

Farfetch My Theresa . i .
of the 4" quarter of 2020, Farfetch reached for the first time a positive
Graph 49: Cash-flow from investing activities to Revenue ratio

(9 months ended) (2019 — 2021) Adjusted EBITDA margin, strengthening our belief that the prospects are

Source: Annual Reports and Own Computations good and the future is promising, bringing interesting margins.

Considering a current market share price of $30.54 and the fact that
Farfetch has not previously paid any dividends on its ordinary shares and
does not anticipate paying them in the foreseeable future (no dividend yield),
this translates into a shareholder’s return of 36%. Therefore, as of 17
December 2022 our final recommendation is for investors to BUY Farfetch’s

stock.

32



FARFETCH LIMITED COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

References

Achille, A., & Zipser, D. (2020). A perspective for the luxury-goods industry during—and after—
coronavirus. Retrieved from McKinsey & Company:
https://www.mckinsey.com/~/media/mckinsey/industries/retail/our%20insights/a%20pers
pective%20for%20the%20luxury%20goods%20industry%20during%20and%20after%20coro
navirus/a-perspective-for-the-luxury-goods-industry-during-and-after-coronavirus.pdf

Alioze. (2021). KEY FIGURES FOR THE LUXURY GOODS MARKET IN 2021-2022. Retrieved from
alioze.com: https://www.alioze.com/en/figures-luxury

AMAZON. (n.d.). Annual reports, proxies and shareholder letters. Retrieved from
https://ir.aboutamazon.com/annual-reports-proxies-and-shareholder-letters/default.aspx

Barbosa, M. d. (2021). Farfetch langa loja digital no Tmall Luxury Pavilion da Alibaba. Retrieved
from https://eco.sapo.pt/2021/03/02/farfetch-lanca-loja-digital-no-tmall-luxury-pavilion-
da-alibaba/

Bateman, K. (2021). Farfetch Is Launching Its Own Fashion Brand. Retrieved from
https://www.vogue.com/article/farfetch-clothing-line-launch

Bloomberg. (2019). Farfetch Acquires Brand Platform New Guards Group, Advancing its Strategy to
be the Global Technology Platform for the Luxury. Retrieved from bloomberg.com:
https://www.bloomberg.com/press-releases/2019-08-08/farfetch-acquires-brand-platform-
new-guards-group-advancing-its-strategy-to-be-the-global-technology-platform-for-the-
luxury

Boohoo group plc. (n.d.). Historical financial performance. Retrieved from
https://www.boohooplc.com/investors

Business of fashion (BOF). (2021). Mytheresa’s New Model for Working With Brands. Retrieved
from https://www.businessoffashion.com/news/retail/mytheresas-new-model-for-
working-with-brands/

Businesswire. (2020). Farfetch, Alibaba Group and Richemont Form Global Partnership to
Accelerate the Digitization of the Luxury Industry. Retrieved from
https://www.businesswire.com/news/home/20201105006200/en/

Carcano, L., Corbetta, G., & Minichilli, A. (2011). Why luxury firms are often family firms? Family

identity, symbolic capital and value creation in luxury-related industries. Retrieved from
https://www.redalyc.org/pdf/433/43320760003.pdf

33



FARFETCH LIMITED COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Chitrakorn, K. (2021). Farfetch reaches profitability after 12 years. Retrieved from
https://www.voguebusiness.com/companies/farfetch-luxury-ecommerce-reaches-
profitability-g4-full-year-earnings

D'Arpizio, C., & Levato, F. (2017). WORLDWIDE LUXURY MARKET MONITOR. Retrieved from Bain &
Company:
https://www.bain.com/contentassets/a0028e9d733d4888adc935e52ae9c0el/final20bain2
Oluxury20study20spring20update20_may2017.pdf

D'Arpizio, C., Levato, F., Prete, F., & Montgolfier, J. (2020). Eight Themes That Are Rewriting the
Future of Luxury Goods. Retrieved from Bain & Company:
https://www.bain.com/globalassets/noindex/2020/bain_digest_eight_themes_that_are_re
writing_the_future_of luxury-goods.pdf

D'Arpizio, C., Levato, F., Prete, F., Gault, C., & Montgolfier, J. (2021). The Future of Luxury: Bouncing
Back from Covid-19. Retrieved from Bain & Company: https://www.bain.com/insights/the-
future-of-luxury-bouncing-back-from-covid-19/

D’Arpizio, C., Levato, F., Prete, F., Fabbro, E. D., & Montgolfier, J. (2018). The Future of Luxury: A
Look into Tomorrow to Understand Today. Retrieved from Bain & Company:
https://www.bain.com/contentassets/8df501b9f8d6442eba00040246c6b4f9/bain_digest
luxury_goods_worldwide_market_study_fall_winter_2018.pdf

eBay. (n.d.). Annual Reports and Proxy Statements. Retrieved from
https://investors.ebayinc.com/financial-information/annual-reports/default.aspx

Erdly, C. (2021). The Resale Market Is Booming: Here’s How Small Businesses Can Benefit. Retrieved
from Forbes: https://www.forbes.com/sites/catherineerdly/2021/06/27/the-resale-market-
is-booming-heres-how-small-businesses-can-benefit/?sh=727c1067c620

Etsy. (n.d.). Annual Reports & Proxy. Retrieved from https://investors.etsy.com/financials/annual-
reports-and-proxy/default.aspx

FARFETCH. (2018 - 2021). Financial Reports . Retrieved from Farfetch investors :
https://www.farfetchinvestors.com/financials-and-filings/financial-reports/default.aspx

FARFETCH. (2018). Farfetch F-1. Retrieved from
https://www.sec.gov/Archives/edgar/data/1740915/000119312518252315/d532260df1.ht

m

FRED. (n.d.). FRED. Retrieved from Market Yield on U.S. Treasury Securities at 30-Year Constant
Maturity (DGS30): https://fred.stlouisfed.org/series/DGS30#0

FRED. (n.d.). S&P 500. Retrieved from FRED: https://fred.stlouisfed.org/series/SP500#0

34



FARFETCH LIMITED COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Harrison, L. (2021). ARE UK TO EU SHIPPING COSTS RISING BECAUSE OF BREXIT? Retrieved from
https://blog.ntex.co.uk/are-uk-to-eu-shipping-costs-rising-because-of-brexit

Hawksworth, J., Clarry, R., & Audino, H. (2017). The Long View How will the global economic order
change by 2050? Retrieved from pwc.com: https://www.pwc.com/gx/en/world-
2050/assets/pwc-the-world-in-2050-full-report-feb-2017.pdf

Hirsch, L. (2018). Shares of luxury online marketplace Farfetch surges 53 percent in IPQO’s first day of
trading. Retrieved from https://www.cnbc.com/2018/09/21/farfetch-ipo-jumps-43-
percent-in-first-minutes-of-trading.html

Ip, C. (2021). China’s luxury goods market: how big is it, and what impact has the coronavirus
pandemic had? Retrieved from https://www.scmp.com/economy/china-
economy/article/3154985/chinas-luxury-goods-market-how-big-it-and-what-impact-has

Jornal de Negdcios . (2018). Farfetch consegue quase 900 milhdes de ddlares com o IPO. Retrieved
from https://www.jornaldenegocios.pt/mercados/bolsa/detalhe/farfetch-consegue-quase-
900-milhoes-de-dolares-com-o-ipo

Jornal de Negdcios . (2021). Farfetch dispara 20% com potencial acordo com rival Richemont.
Retrieved from Jornal de Negdcios :
https://www.jornaldenegocios.pt/empresas/detalhe/farfetch-dispara-20-com-potencial-
acordo-com-rival-richemont

Jornal de Negdcios & Bloomberg. (2018). Farfetch leva fortuna de José Neves a superar mil milhées.
Retrieved from https://www.jornaldenegocios.pt/mercados/bolsa/detalhe/ipo-da-farfetch-
leva-fortuna-de-jose-neves-a-superar-mil-milhoes-de-dolares

Kim, A., & Zipser, D. (2019). The Chinese luxury consumer. Retrieved from McKinsey:
https://www.mckinsey.com/featured-insights/china/the-chinese-luxury-consumer

KPMG Corporate Finance NL. (2021). Equity Market Risk Premium — Research Summary. Retrieved
from KPMG:
https://indialogue.io/clients/reports/public/5d9da61986db2894649a7ef2/5d9da63386db2
894649a7ef5

Lango, L. (2020). 5 Big Reasons Farfetch Stock Will Run to 5120. Retrieved from Nasdaqg.com:
https://www.nasdaq.com/articles/5-big-reasons-farfetch-stock-will-run-to-%24120-2020-
12-08

Leeb, L., Menendez, E., & Nitschke, A. (2019). Streetwear: the new exclusivity. Retrieved from

Strategy&: https://www.strategyand.pwc.com/de/en/industries/consumer-
markets/streetwear/streetwear-the-new-exclusivity.pdf

35



FARFETCH LIMITED COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Lourenco, R. (2020). Luxury Industry Statistics and Insights in 2020. Retrieved from The Clearsale
Blog: https://blog.clear.sale/luxury-industry-statistics-and-insights-in-2020

Luan, L., Kim, A., Zipser, D., Su, M., Lo, A., Chen, C., & Zhang, C. (2019). China Luxury Report 2019:
How young Chinese consumers are reshaping global luxury. Retrieved from McKinsey &
Company:
https://www.mckinsey.com/~/media/mckinsey/featured%20insights/china/how%20young
%20chinese%20consumers%20are%20reshaping%20global%20luxury/mckinsey-china-
luxury-report-2019-how-young-chinese-consumers-are-reshaping-global-luxury.ashx

Macrotrends. (2021). World Inflation Rate 1981-2021. Retrieved from macrotrends.net:
www.macrotrends.net/countries/WLD/world/inflation-rate-cpi

Moody's. (2020). Annual default study: Defaults will edge higher in 2020. Retrieved from
Moody's.com:
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1206734

Moody's. (2021). Annual default study: Following a sharp rise in 2020, corporate defaults will drop
in 2021. Retrieved from Moody's.com:
https://www.moodys.com/researchdocumentcontentpage.aspx?docid=PBC_1258722

Muret, D. (2021). Farfetch langa marca préopria com New Guards Group. Retrieved from Fashion
Network: https://br.fashionnetwork.com/news/Farfetch-lanca-marca-propria-com-new-
guards-group,1345831.html

My Theresa. (n.d.). SEC Filings. Retrieved from https://investors.mytheresa.com

Neves, R. (2021). Farfetch compra a Luxclusif . Retrieved from Jornal de Negdcios :
https://www.jornaldenegocios.pt/empresas/detalhe/farfetch-compra-a-luxclusif

Ng, A. (2021). Shipping prices may be heading higher but are ‘not super yet,” analysts say. Retrieved
from https://www.cnbc.com/2021/07/28/shipping-prices-to-continue-rising-but-not-a-
supercycle-yet-analysts.html

O'Neill, A. (2021). Global inflation rate from 2016 to 2026. Retrieved from statista.com:
https://www.statista.com/statistics/256598/global-inflation-rate-compared-to-previous-
year/

Pimentel, A. (2021). Farfetch teve lucros operacionais pela primeira vez. Valorizac¢éo das a¢des fez
disparar os prejuizos. Retrieved from https://observador.pt/2021/02/25/farfetch-teve-
lucros-operacionais-pela-primeira-vez-valorizacao-das-acoes-fez-disparar-prejuizos/

Pwc. (2021). Global Economy Watch - Projections. Retrieved from pwc.com:

https://www.pwc.com/gx/en/research-insights/economy/global-economy-
watch/projections.html

36



FARFETCH LIMITED COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Reuters . (2020). Alibaba, Richemont to invest 51.1 billion in Farfetch with focus on China. Retrieved
from https://www.reuters.com/article/uk-farfetch-investment-alibaba-idUKKBN27L2Z7

Richemont. (n.d.). Results, reports & presentations. Retrieved from
https://www.richemont.com/en/home/investors/results-reports-presentations/

SHOPIFY. (n.d.). Financial Reports. Retrieved from https://investors.shopify.com/financial-
reports/default.aspx

SQUARE. (n.d.). Annual Reports. Retrieved from
https://investors.squareup.com/overview/default.aspx

Statista. (2021). Retrieved from Value of the personal luxury goods second-hand market worldwide
from 2015 to 2020: https://www.statista.com/statistics/960606/value-of-the-personal-
luxury-goods-second-hand-market-worldwide/

Statista Research Department. (2021). Revenue of the leading luxury companies worldwide in 2021.
Retrieved from statista.com: https://www.statista.com/statistics/455299/leading-global-
luxury-companies-based-on-revenue/

Walmsley, L., DiPasquantonio, F., Madhukar, K., Gilbert, S., Kuntarich, C., & Vlahakis, G. (2018).
Redefining Luxury — Initiating with a Buy. Retrieved from Deutsche Bank:
http://pdf.dfcfw.com/pdf/H3_AP201810171215135954_1.pdf

White, S., & Fares, M. (2018). Farfetch tops price range in IPO in boon to luxury market. Retrieved
from reuters.com: https://www.reuters.com/article/uk-farfetch-ipo-luxury-

idUKKCN1IM11EO

Yahoo! finance. (2021). Farfetch Limited (FTCH). Retrieved from Yahoo! finance:
https://finance.yahoo.com/quote/FTCH/

37



FARFETCH LIMITED

COMPANY REPORT N _VA

NOVA SCHOOL OF
BUSINESS & ECONOMICS

Appendix

1 - Balance Sheet

2018 2019 2020 2021E 2022F 2023F 2024F 2025F

Operating Cash 12048 20421 33478 49348 73873 104 101 139685 184561
% Revenues 2% 2% 2% 2% 2% 2% 2% 2%

Trade Receivables 2727 41484 49833 67 601 101196 128344 172215 252824
Collection Period 2 15 11 10 10 9 9 10

Inventories 60954 128107 145309 269965 393071 529927 667 222 836678
Holding Period 73 83 59 72 70 68 65 63

Other receivables 100710 160 801 218194 374245 597 167 893576 1268 859 1768784
% Revenues 17% 16% 13% 15% 16% 17% 18% 19%

Development Costs (net) 61683 109373 148180 245131 517110 728709 907953 1199 650
% Revenues 10% 11% 9% 10% 14% 14% 13% 13%

Brand, trademarks & domain names (net) 4906 908 303 771393 1233712 2031503 2758685 3422285 4337195
% Revenues 1% 89% 46% 50% 55% 53% 49% 47%

Other Intangible assets (net) 713 4224 3234 6169 12928 15615 17 461 19379
% Revenues 0,12% 041% 0,19% 0,25% 0,35% 0,30% 0,25% 0,21%

PP&E (net) 37528 183175 268 309 298043 374534 478 440 594 684 720376

Trade and other payables (102 720) (204 073) (371 289) (509 394) (729989) (1013 097) (1334 444) (1660 075)
Payable period 123 133 150 135 130 130 130 125

Deferred revenue (4 145) (29 966) (30957) (45 009) (67 376) (94 946) (127 400) (168 330)
% Revenues 1% 3% 2% 2% 2% 2% 2% 2%

Acrruals (85779) (179 657) (263 898) (391504) (606 098) (854 111) (1146 063) (1514 256)
% Revenues 14% 18% 16% 16% 16% 16% 16% 16%

Provisions (10947) (7979) (138078) (32061) (47 994) (67 633) (90751) (92 281)
% Revenues 2% 1% 8% 1% 1% 1% 1% 1%

Operating Invested Capital 77678 1134213 833708 1566 245 2649924 3607611 4491705 5884504
Goodwill (net) 36043 341067 356521 356521 356521 356521 356521 356521
Investments 566 16229 8278 8278 8278 8278 8278 8278
Investments in associates 86 2466 2319 2319 2319 2319 2319 2319
Employee benefit obligations (15342) (16 455) (64 402) (64 402) (64 402) (64 402) (64 402) (64 402)
Deferred Tax assets (liabilities), net (1514) (240 881) (169 923) (169 923) (169 923) (169 923) (169 923) (169 923)
Provisions (2515) (15 725) (18181) (18181) (18181) (18181) (18181) (18 181)
Other financial liabilities - (809) (5371) (5371) (5371) (5371) (5371) (5371)
Putand call option liabilities - (62 386) (348937) (348937) (348937) (348937) (348937) (348937)
Derivative Product Liabilities - - (2996 220) (2996 220) (2996 220) (2996 220) (2996 220) (2996 220)
Forward foreign currency exchange contracts, net 691 (2577) 12815 12815 12815 12815 12815 12815
Non-operating Invested Capital 18015 20929 (3223101) (3223101) (3223101) (3223101) (3223101) (3223101)
Total Invested Capital 95693 1155142 (2389393) (1 656 856) (573177) 384510 1268604 2661403
Excess of cash (1032738) (302 008) (1539 943) (1098 291) (981 454) (1003 360) (817 062) (1045 848)
Borrowings & Leases - 119318 826 640 749 804 750652 876 560 786 274 1166314
Non-controlling interests - 170226 168 556 168 556 168 556 168 556 168 556 168 556
Net Debt (Cash) (1032738) (12 464) (544 747) (179930) (62 246) 41757 137767 289 022
Common Equity 1128431 1167 606 (1844 646) (1476 925) (510931) 342753 1130837 2372381
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Revenue Drivers
in thousands S (except AOV and orders per AC) 2018 2019 2020 2021E 2022F 2023F 2024F 2025F
Revenue by operating segment
In-store revenues / GMV 15595 27621 37524 84712 86 407 92940 99 690 106 664
Brand-Platform revenues / GMV - 164210 390014 508 187 728432 1041112 1484286 1940 886
Digital Platform Revenues 586 789 829206 1246384 1874524 23878804 4071015 5400280 7180525
Total revenues 602 384 1021037 1673922 2467 424 3 693 642 5 205 066 6984 256 9228 075
In-store revenues / GMV
Nr. of stores 5 18 18 18 19 20 21
(x) Revenue per store 5524 2085 4706 4800 4892 4985 5079
(=) In-store revenues 15595 27621 37524 84712 86407 92940 99 690 106 664
Brand Platform revenues / GMV
Brand Platform revenues - 164 210 390014 508 187 728432 1041112 1484286 1940 886
Y/Y growth 138% 30% 43% 43% 43% 31%
Digital platform revenues
United States
Nr. Active consumers (AC) 308 426 568 888 1256 1755 2304 2945
(x) Orders per AC 2,1 2,0 2,1 2,1 2,1 2,1 2,1 2,2
(=) US Total orders 650 855 1183 1848 2674 3732 4938 6382
(x) AOV 619 608 568 611 634 630 637 645
(=) US GTV 402 088 520135 671780 1128641 1694337 2349679 3143486 4118697
(-) Returns & Cancellations 91676 118591 153166 257330 386 309 535727 716715 939063
% GTV
(=) US GMV 310412 401 544 518614 871310 1308028 1813952 2426771 3179634
(-) Digital Platform Fulfilment GMV 21806 26378 40074 81871 122906 170444 220667 279795
(-) 1P Digital Platform GMV 24566 42302 74347 95218 156 085 224910 285226 382458
(=) 3P Digital Platform GMV 264 040 332863 404194 694 222 1029037 1418598 1920878 2517382
US Revenue 130 843 170937 234 245 385587 582557 811003 1062 948 1392293
3P take rate 32,0% 30,7% 29,6% 30,0% 29,5% 29,3% 29,0% 29,0%
United Kingdom
Nr. Active consumers (AC) 145 159 274 393 556 779 1024 1311
(x) Orders per AC 2,1 2,0 2,1 2,1 2,2 2,1 22 2,2
(=) UK Total orders 306 320 571 818 1201 1675 2220 2875
(x) AOV 619 608 568 611 634 630 637 645
(=) UKGTV 189705 194 302 324310 499 500 761271 1054 346 1413138 1855220
(-) Returns & Cancellations 43253 44 301 73943 113886 173570 240391 322196 422 990
% GTV
(=) UKGMV 146 452 150001 250367 385614 587701 813955 1090943 1432230
(-) Digital Platform Fulfilment GMV 10288 9854 19346 36233 55222 76 482 99 200 126030
(-) 1P Digital Platform GMV 11590 15803 35892 42140 70130 100921 128222 172274
(=) 3P Digital Platform GMV 124574 124 345 195129 307 240 462 350 636 552 863521 1133926
(+) UKRevenue 61731 63 855 113 084 170 648 261745 363913 477 843 627 143
3P take rate 32,0% 30,7% 29,6% 30,0% 29,5% 29,3% 29,0% 29,0%
Other Countries
Nr. Active consumers (AC) 928 1482 2181 3036 4294 6025 7961 10250
(x) Orders per AC 21 2,0 21 21 2,2 2,2 23 23
(=) RoW Total orders 1957 2975 4539 6318 9337 13327 17 930 23658
(x) AOV 619 608 568 611 634 630 637 645
(=) RoW GTV 1211449 1808 708 2578360 3858730 5917238 8390722 11413778 15267 590
(-) Returns & Cancellations 276210 412 385 587 866 879 791 1349130 1913085 2602341 3481011
% GTV
(=) RoW GMV 935239 1396323 1990494 2978940 4568 108 6477 638 8811437 11786579
(-) Digital Platform Fulfilment GMV 65700 91728 153808 279910 429233 608 658 801228 1037171
(-) 1P Digital Platform GMV 74013 147101 285350 325542 545 107 803 154 1035634 1417731
(=) 3P Digital Platform GMV 795526 1157494 1551337 2373488 3593768 5065 826 6974574 9331677
(+) RoW Revenue 394215 594 414 899 055 1318290 2034501 2896 099 3859489 5161089
3P take rate 32,0% 30,7% 29,6% 30,0% 29,5% 29,3% 29,0% 29,0%
(=) Digital Platform revenues 586 789 829 206 1246384 1874524 2878804 4071015 5400 280 7180525
Y/Y growth 41,3% 50,3% 50,4% 53,6% 41,4% 32,7% 33,0%
(-) Fulfilment revenue 97794 127960 213228 398014 607 361 855583 1121096 1442997
(=) Digital Platform Adjusted revenues 488 995 701 246 1033156 1476510 2271443 3215431 4279184 5737528
Y/Y growth 43,4% 47,3% 42,9% 53,8% 41,6% 33,1% 34,1%
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3 - Income Statement

in thousands $
2018
Revenue by operating segment
In-store revenues / GMV 15595
Brand-Platform revenues / GMV -
Digital Platform Revenues 586 789
(+) Total revenues 602 384
Y/Y growth
dj d net of fulfil revenue 504 590
Y/Y growth
(-) Cost of revenues (303 934)
(=) Gross Profit 298450
Gross margin 59,1%
(-) Demand Generation Expenses (97 295)
(=) Order contribution 201155
Order Contribution margin 39,9%
() Other SG&A (130 450)
(-) Personnel Expenses (220 484)
(=) Operating EBITDA (149 779)
Operating EBITDA margin -30%
(-) Depreciation (7337)
(-) Amortization (16 200)
(=) Operating EBIT (173 316)
Operating EBIT margin -34%
Operating taxes 32930
Statutory tax rate 19%
Operating tax adjustments (35286)
(=) Operating result (175 672)
Other items -
Impairment losses on tangible assets -
Impairment losses on intangible assets -
Gain/ (loss) on items held at fair value and remeasurements -
Shares of results of associates 33
Finance income 38182
Unrealized exchange losses (17 779)
Non-operating EBIT 20436
Non-operating taxes (3883)
Statutory tax rate 19%
Other Comprehensive Income (23 706)
Non-operating tax adjustments 3979
Non-operating result (3174)
Finance costs (537)
Interest Tax shield 102
Financing tax adjustments -
Financial result (435)
Total Comprehensive Income (179 281)
Netincome (155 575)
Shares Outstanding 354210
EPS (04)

2019

27621
164210
829206

1021037
69,5%

893077

77,0%

(561191)

459 846
51,5%

(151350)

308 496
34,5%

(184 897)

(403 397)

(279798)
-31%

(28491)

(85100)

(393 389)
-44%

74744
19%
(65416)

(384 061)

(16374)
21721
366
34382
(10997)

29098
(5529)
19%
(11017)
(6 526)

6026

(8235)
1565

(6670)
(384 705)
(373 688)

354210
1)

2020

37524
390014
1246384

1673922
63,9%

1460 694

63,6%

(902 994)

770928
52,8%

(198 787)

572141
39,2%

(264 913)

(646 293)

(339065)
-23%

(39323)

(177 900)

(556 288)
-38%

105 695
19%
(82609)

(533202)

(24 267)
(2991)

(36 269)
(2643573)
(74)
24699
(39 940)

(2722415)
517259
19%
39816
(530849)
(2696 189)
(68802)
13072
(8134)
(63 864)

(3293 255)

(3333071)
354210

(94)

2021E

84712
508 187
1874524

2467424
47,4%

2069 410

41,7%

(1373292)

1094132
52,9%

(308 075)

786 057
38,0%

(370114)

(805 860)

(389917)
-19%

(130 649)

(201 130)

(721 696)
-35%

137122
19%
(130058)
(714 631)
(20321)
2466 651
617
32421
(22 905)

2456463

(466 728)
19%

5523

1995258

(45019)

8554

(36 465)

1244161

1244161

354210
35

2022F

86407
728432
2878804

3693 642
49,7%

3086282

49,1%

(2049 584)

1644058
53,3%

(436 526)

1207533
39,1%

(491 254)

(1034 596)

(318318)
-10%

(145127)

(364 015)

(827 460)
-27%

157217
19%
(153 475)

(823718)

(20321)

617
32421
(22 905)

(10188)

1936
19%

5523

(2729)

(40 834)
7758

(33076)
(859 523)
(859 523)

354210
24

2023F

92940
1041112
4071015

5205066
40,9%

4349483

40,9%

(2844 463)

2360 603
54,3%

(606 499)

1754104
40,3%

(676 659)

(1270786)

(193 340)
-4%

(182373)

(501731)

(877 445)
-20%

166 715
19%
(176 426)

(887 156)

(20321)

617
32421
(22905)

(10188)

1936
19%

5523

(2729)

(40 880)
7767

(33113)
(922 998)
(922 998)

354210
(26)

2024F 2025F
99 690 106 664
1484286 1940886
5400 280 7180525
6984 256 9228075
34,2% 32,1%
5863 160 7785078
34,8% 32,8%
(3746 708) (4847 420)
3237547 4380654
55,2% 56,3%
(819599) (1059 252)
2417948 3321402
41,2% 42,7%
(907 953) (1199 650)
(1512111) (1803 349)
(2117) 318403
0% 4%
(232 968) (289572)
(623579) (804 251)
(858 664) (775 420)
-15% -10%
163 146 147330
19% 19%
(186 720) (191 434)
(882238) (819 524)
(20321) (20321)
617 617
32421 32421
(22 905) (22 905)
(10188) (10188)
1936 1936
19% 19%
5523 5523
(2729) (2729)
(47737) (42 820)
9070 8136
(38667) (34 684)
(923 635) (856 938)
(923 635) (856 938)
354210 354210
(26) 24
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4 — Profit Margins

in thousands $ (except margins)

2018 2019 2020 2021E 2022F 2023F 2024F 2025F
Gross Margin
Gross Profit 298450 459 846 770928 1094132 1644058 2360603 3237547 4380654
Gross Profit Margin 59,1% 51,5% 52,8% 52,9% 53,3% 54,3% 552% 56,3%
Order Contribution margin
Order Contribution 201155 308496 572141 786 057 1207533 1754104 2417948 3321402
Order Contribuition margin 39,9% 34,5% 39,2% 38,0% 39,1% 40,3% 41,2% 42,7%
(Digital) Platform Order Contribution margin
(Digital) Platform Order Contribution 194411 220563 361419 504 006 812768 1194143 1619535 2268514
(Digital) Platform Order Contribution margin 39,8% 31,5% 35,0% 34,1% 35,8% 371% 37,8% 39,5%
Adjusted EBITDA margin
Adjusted EBITDA (95 960) (121 376) (47 432) (80 824) 28292 209 701 464730 863283
Adjusted EBITDA margin -19,0% -13,6% -3,2% -3,9% 0,9% 4,8% 7,9% 11,1%

5 - Free-Cash-Flow map

2018 2019 2020 2021E 2022F 2023F 2024F 2025F
Core Result (175672) (384061) (533 202) (714 631) (823718) (887 156) (882238) (819524)
Core Invested Capital 77678 1134213 833708 1566 245 2649924 3607611 4491705 5884504
Investment 1056 535 (300 504) 732537 1083679 957687 884095 1392799
Core FCF (1440 596) (232 698) (1447 168) (1907 396) (1844843) (1766333) (2212323)
Non-core result (3174) 6026 (2696 189) 1995258 (2729) (2729) (2729) (2729)
Non-core Invested Capital 18015 20929 (3223101) (3223101) (3223101) (3223101) (3223101) (3223101)
Non-core FCF 3112 547841 1995258 (2729) (2729) (2729) (2729)
FREE CASH-FLOW. (1437 484) 315143 548090 (1910126) (1847572) (1769 062) (2215 053)
Financial result (435) (6670) (63864) (36 465) (33076) (33113) (38667) (34684)
Net Debt (1032738) (12 464) (544 747) (179930) (62 246) 41757 137767 289022
Net Debt CF 1013604 (596 146) 328351 84,609 70889 57343 116570
Equity 1128431 1167 606 (1844 646) (1476 925) (510931) 342753 1130837 2372381
Comprehensive income (179281) (384 705) (3293 255) 1244161 (859523) (922998) (923635) (856 938)
Net Equity CF 423880 281003 (876441) 1825517 1776683 1711719 2098482
FINANCING CASH FLOW. 1437484 (315143) (548 090) 1910126 1847572 1769062 2215053
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6 — Luxury sales within the market (in million $, except market share)

Total Luxury Sales (online & offline) 247 380
Online Penetration 23%
Online Luxury Sales 55860
Luxury e-tailers:

Farfetch:

Farfetch Marketplace GMV 2759
Market share in online luxury 4,9%
Farfetch Total GMV 3187
Market share in total luxury 1,3%
My Theresa

My Theresa online Revenue 490
Market share in online luxury 0,9%
My Theresa total Revenue (online + retail revenue) 503
Market share in total luxury 0,2%
YNAP and Watchfinder

Richemont's online distributors (YNAP & Watchfinder) Revenue 2718
Market share in online luxury 4,9%
Matches Fashion

Matches Fahion Revenue 556
Market share in online luxury 1,0%
Top 10 leading luxury companies:

LVMH 44 696
Market share in total luxury 18,1%
Richemont 14721
Market share in total luxury 6,0%
Kering 14672
Market share in total luxury 5,9%
Chanel 11312
Market share in total luxury 4,6%
Chow Tai Fook 8502
Market share in total luxury 3,4%
Hermés 7156
Market share in total luxury 2,9%
Tapestry 5556
Market share in total luxury 2,2%
Ralph Lauren 4929
Market share in total luxury 2,0%
Capri 4547
Market share in total luxury 1,8%
Prada 2714
Market share in total luxury 1,1%
Total - Top 10 118 805
Market share of total luxury 48,0%
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7 - Scenario Assumptions

Base case
2021E 2022F 2023F 2024F 2025F
Value of the global personal luxury goods market ( in $SB) 291 324 358 391 425
Nr. Worldwide online personal luxury goods consumers (in $ thousands) 76 519 93 353 112 024 132 188 155 321
Farfetch market share 5,6% 6,5% 7,6% 8,5% 9,3%
Nr. Farfetch's Active Consumers (in thousands) 4316 6105 8559 11289 14 507
3P Take-rate 30,0% 29,5% 29,3% 29,0% 29,0%
Conservative case
2021E 2022F 2023F 2024F 2025F
Value of the global personal luxury goods market ( in $B) 278 302 325 354 383
Nr. Worldwide online personal luxury goods consumers (in $ thousands) 72 234 83 069 95 529 106 992 119 831
Farfetch market share 5,3% 6,0% 6,6% 7,1% 7,5%
Nr. Farfetch's Active Consumers (in thousands) 3857 5017 6343 7 639 9 035
3P Take-rate 30,0% 28,5% 27,0% 26,0% 25,5%
Optimistic case
2021E 2022F 2023F 2024F 2025F
Value of the global personal luxury goods market ( in $B) 302 336 371 400 429
Nr. Worldwide online personal luxury goods consumers (in $ thousands) 78 049 96 781 118 073 139917 165 102
Farfetch market share 5,8% 6,8% 8,1% 9,5% 10,7%
Nr. Farfetch's Active Consumers (in thousands) 4558 6 620 9611 13 348 17 732
3P Take-rate 30,0% 30,8% 30,8% 30,8% 30,8%
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Disclosures and Disclaimers

Report Recommendations

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

Hold Expected total return (including expected capital gains and expected dividend yield)

between 0% and 10% over a 12-month period.

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

dividend yield) over a 12-month period.

This report was prepared by [insert student’s name], a Master in Finance student of Nova School of Business

and Economics (“Nova SBE”), within the context of the Field Lab — Equity Research.

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

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

This report was supervised by a Nova SBE faculty member, acting merely in an academic capacity, who
revised the valuation methodology and the financial model.

Given the exclusive academic purpose of the reports produced by Nova SBE students, it is Nova SBE
understanding that Nova SBE, the author, the present report and its publishing, are excluded from the
persons and activities requiring previous registration from local regulatory authorities. As such, Nova SBE, its
faculty and the author of this report have not sought or obtained registration with or certification as financial
analyst by any local regulator, in any jurisdiction. In Portugal, neither the author of this report nor his/her
academic supervisor is registered with or qualified under COMISSAO DO MERCADO DE VALORES MOBILIARIOS
(“CMVM”, the Portuguese Securities Market Authority) as a financial analyst. No approval for publication or
distribution of this report was required and/or obtained from any local authority, given the exclusive academic

nature of the report.
The additional disclaimers also apply:

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

Neither the author nor Nova SBE receive any compensation of any kind for the preparation of the reports.
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Germany: Pursuant to §34c of the WpHG (Wertpapierhandelsgesetz, i.e., the German Securities Trading
Act), this entity is not required to register with or otherwise notify the Bundesanstalt fiir
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/lher own judgment at the date of the report. Nova SBE
and its faculty have no single and formal position in relation to the most appropriate valuation method,

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

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

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

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

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

are, by nature, subjective, and may be fallible.

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

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

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

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

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

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

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

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

modified, prior to its publication.”]

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

members for students’ academic evaluation.

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

customers.

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

to Portuguese citizens is therefore prohibited and unlawful.
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