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Alibaba (BABA US)
Value unlocked in core commerce

= Business momentum remains intact in 4Q17 with revenue and non-GAAP net profit
growing 56% and 20% YoY

= Transformation from distribution platform to online marketer has led to robust growth in
core commerce

= AliCloud may follow Amazon Web Services’s successful path by leveraging on its
strong in-house capabilities

= Acquisition of 33% stakes in Ant Financial paves the way for IPO in coming years

= We see relative value versus Tencent. Maintain BUY with a TP of US$ 232

Momentum remains intact in 4Q17. In 4Q17 (3QFY3/18), revenue and non-GAAP net
profit grew 56% to 20% YoY to RMB 83bn (4% above consensus) and RMB 27.7bn (in line
with consensus.

Core commerce — from distribution platform to online marketer. Core commerce
segment continued to deliver a much higher revenue growth of 57% in 4Q17 than China’s
overall E-commerce growth (+32% in 2017), thanks to rising online marketing service
revenue via effective use of A.l. and big data technology. By unlocking value from its
ecosystem, Alibaba, by our estimate, has the no. 1 market share (c. 28%) in China’s online
advertising market.

Cloud computing- China’s AWS. Cloud revenue growth stayed strong at 104% in 4Q17.
Alibaba may potentially follow a similar path as Amazon Web Services (AWS) by
leveraging on its strong in-house cloud capabilities in core e-commerce business
extending to external customers.

Acquiring 33% stakes in Ant Financial. Alibaba agrees to purchase a 33% stake in Ant
Financial by intellectual property rights and will terminate the current 37.5% pretax
profit-sharing arrangement. In 2017, pretax profit sharing from Ant Financial, in the form of
royalty and software technology service fees, amounted to RMB4.9bn, implying
RMB13.2bn of pretax profit for Ant Financial in 2017.

Relative value vs. Tencent (700 HK). Currently, Tencent is trading at a ~35% valuation
premium over Alibaba in terms of P/E, higher than the historical average of ~20%. In our
view, Alibaba enjoys a better relative value compared to Tencent. We maintain BUY with a
SOTP-based TP of US$ 232.

Risk factors: 1) Tightening regulation on internet finance; 2) Intensified competition; 3)
Slowdown in e-commerce; 4) No dividend record to ordinary shareholders

Results and Valuation

FY ended Mar 31 FY3/16A FY3/17A FY3/18E FY3/19E
Revenue (RMB mn) 101,143 158,273 247,090 345,289
Chg (%,YoY) 32.7 56.5 56.1 39.7
Net profit (RMB mn) 71,460 43,675 65,197 87,762
Chg (%,YoY) 1945 (38.9) 49.3 34.6
Non-GAAP net profit (RMB mn) 42,962 60,309 84,964 115,385
Chg (%,YoY) 76.7 40.4 40.9 35.8
EPS (RMB) 29.1 17.5 26.2 35.2
Chg (%,YoY) 181.3 (39.7) 49.3 34.6
BVPS (RMB) 88.3 111.8 138.0 173.2
Core P/E (x) 70.4 50.3 35.7 26.3
P/B (x) 13.4 10.6 8.6 6.8
ROAE (%) 35.0 15.2 18.3 20.4
ROAA (%) 23.1 10.0 11.4 12.2

Source(s): Bloomberg, ABCI Securities estimates
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Key Data

52Wk H/L(US$) 205.7/100.0
Issued shares (mn) 2,561
Market cap (US$ mn) 492,224
Avg daily turnover 3,659
(US$ mn)

Major shareholder(s)

Softbank 29.2%
Yahoo 15.0%
Jack Ma 7.0%

Source(s): Company, ABCI Securities

Share Performance (%)

Absolute Relative*
1-mth 15.8 4.2
3-mth 8.0 -7.7
6-mth 28.9 2.9

*Relative to MXCN

Source(s): Bloomberg, ABCI Securities
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Exhibit 1: SOTP valuation
Valuation

(USD per share) FENELE
Core business 2135 30x FY19E core profit
Ant Financial 8.7 43x 2017E profit*
Investments 9.8 Book value
Total 232

Source(s): Companies, Bloomberg, ABCI Securities estimates
*Assuming 25% tax rate on RMB13.2bn estimated pretax profit in 2017 based on Alibaba’s disclosed profit sharing

amount (in the form of royalty and software technology service fees) from Ant Financial. The 43x PE multiple is

benchmarked to PayPal's 2017 PE.

Exhibit 2: P/E — Tencent/Alibaba Exhibit 3: Alibaba — Forward P/E
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Exhibit 4: 4Q17 highlight
Results review:

(RMB m) 40Q16 4Q17 Remarks

Core commerce 46,576 73,244 57% Driven by online marketing service
Cloud computing 1,764 3,599 104%

Others 4,908 6,185 26%

Total revenue 53,248 83,028 56%

Cost of sales 19,126 35,078 83%

Gross profit 34,122 47,950 41%

Product development expenses 4,420 6,289 42%

Selling & marketing expenses 4,490 8,542 90%

General & admin expenses 3,287 4,572 39%

Amortization/Impairment 1,261 2,057 63%

Operating Profits 20,664 26,490 28%

Interest and investment income 837 23,643 2725%  Revaluation gain of Cainiao Network
Interest expenses 701 844 20%

Other income 3,015 (348) -112%  Lower profit sharing from Ant Financial
Share of results of equity investees (1,548) (18,452) 1092% Impairment of Alibaba Pictures
Profit before tax 22,267 30,489 37%

Tax 5,110 6,663 30%

Profit after tax 17,157 23,826 39%

Minority interests 698 741 6%

Net profit to shareholders 17,855 24,073 35%

Non-GAAP net profit to 23,186 27,744 20%

shareholders

Profitability: 4016 4Q17
Gross margin 64.1% 57.8% Dragged by new retail initiatives
Operating margin 38.8% 31.9%
Net margin 33.5% 29.0%
Core net margin (non-GAAP) 43.5% 33.4%

Source(s): Company, ABCI Securities
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Exhibit 5: B2C e-commerce market share -3Q17
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Exhibit 6: Revenue growth — Alibaba vs. JD.com
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Exhibit 7: Third- party mobile payment market share
-2Q17
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Exhibit 8: Online advertising market share -3Q17

Others
39%

Tencent
12%

Source(s): iResearch, ABCI Securities

Source(s): iResearch, companies, ABCI Securities



1) S B

ABC INTERNATIONAL
ABCI SECURITIES COMPANY LIMITED

Consolidated income statement (FY16A-FY19E)

FY Ended Mar 31 (RMB mn
Core commerce

Cloud computing & Internet infrastructure
Others

Total revenue

Cost of sales

Gross profit

Product development expenses
Selling & marketing expenses
General & admin expenses
Amortization/Impairment

Operating Profits

Interest and investment income
Interest expenses

Other income

Share of results of equity investees
Profit before tax

Tax

Profit after tax

Minority interests

Profits attributable to shareholders
Non-GAAP profits attributable to shareholders

Growth

Total revenue (%)

Gross Profits (%)
Operating Profits (%)
Net profit (%)
Non-GAAP net profit (%)

Operating performance
Operating margin (%)
Net margin (%)

Core net margin (%)
ROAE (%)

ROAA (%)

Source(s): Company, ABCI Securities estimates

FY16A

92,335
3,019
5,789

101,143

34,355

66,788

13,788

11,307
9,205
3,386

29,102

52,254
1,946
2,058

-1,730

79,738
8,449

71,289

171

71,460

42,962

32.7
275
25.8
194.5
76.7

28.8
70.7
42.5
35.0
23.1

FY17A
133,880
6,663
17,730
158,273
59,483
98,790
17,060
16,314
12,239
5,122
48,055
8,559
2,671
6,086
-5,027
55,002
13,776
41,226
2,449
43,675
60,309

56.5
47.9
65.1

(38.9)
40.4

30.4
27.6
38.1
15.2
10.0

Alibaba (BABA US, BUY)
Internet Media and Consumer Commerce Sector

FY18E
211,601
13,326
22,163
247,090
98,836
148,254
23,474
24,709
17,296
8,648
74,127
29,000
3,400
3,500
-21,022
82,205
18,907
63,298
1,899
65,197
84,964

56.1
50.1
54.3
49.3
40.9

30.0
26.4
34.4
18.3
11.4

Feb 5, 2018

FY19E
295,156
21,322
28,811
345,289
143,295
201,994
32,802
34,529
24,170
12,085
98,407
9,000
3,400
2,000
500
106,507
21,301
85,206
2,556
87,762
115,385

39.7
36.2
32.8
34.6
35.8

285
254
334
20.4
12.2
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Consolidated balance sheet (FY16A-FY19E)
As of Mar 31 (RMB mn) FY16A FY17A FY18E FY19E
Fixed assets 16,505 24,897 24,897 24,897
Intangible assets 5,370 14,108 15,460 13,375
Investment in equity investees 91,461 120,368 149,346 199,846
Investment securities 29,392 31,452 31,452 31,452
Goodwill 81,645 125,420 175,420 225,420
Prepayments, deposits & other assets 5,837 8,051 8,051 8,051
Total non-current assets 230,210 324,296 404,626 503,041
Cash & equivalents 106,818 143,736 196,871 260,386
Restricted cash 1,346 2,655 2,655 2,655
Short-term investments 8,878 7,065 7,065 7,065
Other receivables and prepayments - - - -
Other current assets 16,993 29,060 29,060 29,060
Total current assets 134,035 182,516 235,651 299,166
Total assets 364,245 506,812 640,277 802,206
Accounts payable 27,334 47,186 67,696 94,600
Other payables & accruals 2,790 8,447 8,447 8,447
Borrowings and notes 4,304 14,897 14,897 14,897
Deferred revenue 10,297 15,052 24,709 34,529
Merchants deposits 7,314 8,189 8,189 8,189
Total current liabilities 52,039 93,771 123,938 160,662
Borrowings and notes 53,262 76,835 116,835 156,835
Deferred revenue 418 641 641 641
Other non-current liabilities 8,637 11,444 11,444 11,444
Total non-current liabilities 62,317 88,920 128,920 168,920
Total liabilities 114,356 182,691 252,858 329,582
Net current assets 81,996 88,745 111,713 138,504
Mezzanine equity 350 2,992 2,992 2,992
Equity attributable to shareholders 216,987 278,799 343,996 431,758
Non-controlling interests 32,552 42,330 40,431 37,875
Total equity 249,889 324,121 387,419 472,625

Source(s): Company, ABCI Securities estimates
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Disclosures

Analyst Certification

I, Steve Chow Sau Shing, being the person primarily responsible for the content of this research report, in whole or in part, hereby certify
that all of the views expressed in this report accurately reflect my personal view about the subject company or companies and its or their
securities. | also certify that no part of my compensation was, is, or will be, directly or indirectly, related to the specific recommendations or
views expressed in this report. | and/or my associates have no financial interests in relation to the listed company (ies) covered in this
report, and | and/or my associates do not serve as officer(s) of the listed company (ies) covered in this report.

Disclosures of Interests
ABCI Securities Company Limited and/or its affiliates may pursue financial interests to the companies mentioned in the report.

Steve Chow holds H-shares of Tencent (700 HK).

Definition of equity rating

Rating Definition

Buy Stock return = Market return rate

Hold Market return — 6% < Stock return < Market return rate
Sell Stock return < Market return — 6%

Stock return is defined as the expected % change of share price plus gross dividend yield over the next 12 months
Market return: 5-year average market return rate
Time horizon of share price target:12-month

Definition of share price risk

Rating Definition

Very high 2.6 <180 day volatility/180 day benchmark index volatility

High 1.5 <180 day volatility/180 day benchmark index volatility < 2.6
Medium 1.0 £180 day volatility/180 day benchmark index volatility < 1.5
Low 180 day volatility/180 day benchmark index volatility < 1.0

We measure share price risk by its volatility relative to volatility of benchmark index. Benchmark index: Hang Seng Index.
Volatility is calculated from the standard deviation of day to day logarithmic historic price change. The 180-day price volatility equals the
annualized standard deviation of the relative price change for the 180 most recent trading days closing price.

Disclaimers

This report is for our clients only and is for distribution only under such circumstances as may be permitted by applicable law. It has no
regard to the specific investment objectives, financial situation or particular needs of any specific recipient. It is published solely for
informational purposes and is not to be construed as a solicitation or an offer to buy or sell any securities or related financial instruments.
No representation or warranty, either expresses or implied, is provided in relation to the accuracy, completeness or reliability of the
information contained herein. This report should not be regarded by recipients as a substitute for the exercise of their own judgment. Any
opinions expressed in this report are subject to change without notice and may differ or be contrary to opinions expressed by other
business areas as a result of using different assumptions and criteria. The analysis contained herein is based on numerous assumptions.
Different assumptions could result in materially different results. The analyst(s) responsible for the preparation of this report may interact
with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market
information. ABCI Securities Company Limited is under no obligation to update or keep current the information contained herein. ABCI
Securities Company Limited relies on information barriers to control the flow of information contained in one or more areas within ABCI
Securities Company Limited, into other areas, units, groups or affiliates of ABCI Securities Company Limited. The compensation of the
analyst who prepared this report is determined exclusively by research management and senior management (not including investment
banking). Analyst compensation is not based on investment banking revenues, however, compensation may relate to the revenues of ABCI
Securities Company Limited as a whole, of which investment banking, sales and trading are a part. The securities described herein may
not be eligible for sale in all jurisdictions or to certain categories of investors. The price and value of the investments referred to in this
research and the income from them may fluctuate. Past performance is not necessarily indicative of future results. Foreign currency rates
of exchange may adversely affect the value, price or income of any security or related instrument mentioned in this report. For investment
advice, trade execution or other enquiries, clients should contact their local sales representative. Neither ABCI Securities Company Limited
nor any of its affiliates, directors, employees or agents accepts any liability for any loss or damage arising out of the use of all or any part of
this report. Additional information will be made available upon request.
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