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price oo US$190.33 A Promising 3Q w/ robust 11.11 GMV

Valuation us$ 25900 Conclusion

- Sum of Parts . .
12-month target Us$ 259.00 = We expect Alibaba to report strong 3QFY18 results in early Feb, supported by

12-month TSR % +36.1 successful Single Day sales and sustained strength in user traffic. We

GICS sector Software & forecast 57% yoy revenue growth in 3QFY18 to Rmb83.8bn, attributable to
Services the consolidation of Cainiao and a robust China Retail which we project to

Market cap US$m 486,463 grow 51% yoy to Rmb61.4bn. We foresee margin contraction from the

30-day avg turnover US$m 3,063.7 consolidation of Cainiao and drag from new retail and international business.

Number shares on issue m 2,556 Our earnings forecasts remain largely unchanged. We roll-over our SOTP

Investment fundamentals valuation from FY18 to FY19, and raise our TP to US$259 from US$245.

Year end 31 Mar 2017A 2018E 2019E 2020E |m paCt
Revene bn 188 T2 B %« Sustained strength in Tmall MAU and time spent. Our mobile traffic tracker
Reported profit En 43.7 67-‘71 127-4 129-5 shows sustained strength in Alibaba’s MAU and user time spent, albeit a
aueRen 0 B e 2 2 slow-down in overall online retail sales growth. According to NBS data, online
CFPS Rnlb 26.55 40.23 56.09 71.81 retail sales growth slowed to 23% yoy in Oct-Nov 2017 from 30% yoy in
FE 08 s e 29 3Q17. Nonetheless, we observe acceleration in both mobile MAU and time
EPS adj Rn;b 2346 34.27 47.22 59.97 spent on Alibaba’s Tmall & Taobao — MAU/time spent growth increased from
S Zgjj growth 0RS o s 2o 16%/17% yoy in Sep-17 to 20%/20% yoy in Nov-17, with Tmall’s metrics
Total DPS Rmb 000 000 0.0 0.00 growing faster than Taobao’s.
Total div yield % 00 00 00 00
Sg’é Zf ;j-g gé 282 ;g-g = Accelerating GMV growth on 11.11. Alibaba delivered another successful
EV/EBITDA X 649 328 234 180 Singles Day sales in 2017. With 140k brands participating in the Singles Day
E‘/eé\f/‘eb”eq”“y "/)‘2 'ﬁ-g -23.;1 '3g-§ '43-; event, GMV on 11.11 increased 39% yoy to Rmb168bn, beating the market's
' R ' expectation of Rmb150bn. The GMV growth also represented an acceleration
BABA US vs S&P 500, & rec history from 32% yoy in 2016.
000 — BAEBA S&FP 500 + Price Target 200.00 . i
' ' = 57% yoy revenue growth in core commerce and cloud computing. We
20.00 N forecast Alibaba’s China Retail to increase 51% yoy to Rmb61.4bn, thanks to
200.00 * o ]20000 the successful Singles Day promotion. We believe strong GMV and the
150.00 150.00 consolidation of Cainiao should support 57% yoy total revenue growth in
100.00 100.00 3QFY18 to Rmb83.8bn. We expect Cloud Computing revenue to rise 95% yoy
50.00 50.00 to Rmb3.4bn, with expansion in both the number of paying customers and
b & ARPU.
JuH1S Mars  Oct18  JunAT  Jan-18 = Margin contraction due to new business. We expect aggressive
Note: Recommendation timeline - if not a continuous line, then there was no . T . .
Macquarie caverage at the time or there was an embargo period. promotions, the development of new retail including Intime and Hema, as well
SOUIFBES [FEIEEEEE, [ EEGIEI @ (SRR, RN Ay as the consolidation of loss-making Cainiao to weigh on margins. We forecast

(all figures in Rmb unless noted, TP in USD) GPM to decline 3ppts yoy to 61% and non-GAAP OPM to contract 6.5ppts

yoy to 39% in the quarter.

Earnings and target price revision

= We trim our FY18/19 EPS by 1% each on margin drag from new retail
development and Cainiao consolidation. We roll-over our SOTP valuation
Analyst(s) from FY18 to FY19, and raise our TP to US$259 from US$245.
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= Catalyst: New Retail and Global expansion.

Action and recommendation
2> maintain our Outperform on BABA.

Please refer to page 10 for important disclosures and analyst certification, or on our website
www.macquarie.com/research/disclosures.
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3QFY18 preview

We project revenue to grow 57% yoy to Rmb83.8bn, 6% above consensus, driven by China retail.

= Core commerce. Alibaba increased its stake in Cainiao logistics to 51% in Sep 2017, and started

to consolidate Cainiao into its core commerce starting from 3QFY18. Including the contribution
from Cainiao, we forecast overall core commerce revenue to increase 59% yoy to Rmb74bn.

= We estimate China retail to increase 51% yoy to Rmb61.4bn, attributable to the successful
Singles Day sales. On 2017 Singles Day, Alibaba generated Rmb168bn in GMV, with the
growth rate accelerating to 39% yoy from 32% yoy last year.

»= Cloud computing. We expect Alibaba Cloud to continue to deliver strong growth of 95% yoy to

Rmb3.4bn.

= Digital Media and entertainment. Supported by continued investment in Youku, we project digital
media and entertainment to increase 32% yoy to Rmb5.4bn.

Due to the consolidation of loss-making Cainiao, coupled with margin drag from new retail (e.qg.

Hema) and international business (e.g. Lazada), we forecast non-GAAP OPM to contract 6.5ppts yoy
to 39% in 3QFY18.

We estimates non-GAAP EPADS to increase 26% yoy to Rmb11.36/share, 5% above consensus.

Fig1l 3QFY18 preview

Rmb m 3QFY17 2QFY18 3QFY18E QoQ YoY Consensus Variance
Revenues 53,248 55,122 83,819 52% 57% 79,401 5.6%
- China Commerce 42,316 41,271 63,142 53% 49%
- International Commerce 4,006 4,529 6,145 36% 53%
- Cloud Computing 1,764 2,975 3,432 15% 95%
- Digital media and entertainment 4,063 4,798 5,374 12% 32%
- Innovation initiatives and others 845 887 931 5% 10%
Gross profit 34,122 33,120 51,198 55% 50% 48,038 6.6%
Gross profit margin 64.1% 60.1% 61.1% 100 bps (300 bps) 60.5% 58 bps
Non-GAAP operating profit 24,408 21,270 32,997 55% 35%
Non-GAAP OPM 45.8% 38.6% 39.4% 78 bps (647 bps)
GAAP operating profit 20,664 16,584 28,411 71% 37% 26,099 8.9%
GAAP OPM 39% 30% 34% 381 bps (491 bps) 33% 103 bps
Non-GAAP net profit 23,189 22,346 29,665 33% 28% 27,143 9.3%
Non-GAAP diluted EPADS 9.02 8.57 11.36 33% 26% 10.84 4.9%
Source: Company data, Macquarie Research, January 2018
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Fig 2 Key assumptions

Rmb m FY15 FY16 FY17 FY18E FY19E FY20E
Total revenue 76,204 101,143 158,273 247,217 352,431 455,904
- China retail 59,732 80,033 114,109 177,151 227,799 272,181
- China wholesale 3,205 4,288 5,679 6,748 7,547 8,299
- International commerce 6,486 7,629 13,337 20,926 32,069 46,816
- Cainiao and others - 385 755 9,773 21,505 26,172
- Cloud computing 1,271 3,019 6,663 12,766 23,211 41,206
- Digital media and entertainment na 3,972 14,733 19,412 36,415 61,230
- Innovation initiatives and others na 1,817 2,997 3,441 3,885 4,270
Total GMV 2,443,582 3,091,933 3,767,000 4,782,141 5,731,252 6,548,633
Tmall GMV 846,834 1,215,000 1,565,000 2,258,397 2,847,281 3,369,257
Taobao GMV 1,596,832 1,877,000 2,202,000 2,523,745 2,883,970 3,179,376
YoY Growth 45% 33% 56% 56% 43% 29%
- China retalil 39% 34% 43% 55% 29% 19%
- China wholesale 39% 34% 32% 19% 12% 10%
- International commerce 34% 18% 75% 57% 53% 46%
- Cainiao and others na na 96% 1194% 120% 22%
- Cloud computing 64% 138% 121% 92% 82% 78%
- Digital media and entertainment na na 271% 32% 88% 68%
- Innovation initiatives and others na na 65% 15% 13% 10%
Total GMV 46% 27% 22% 27% 20% 14%
Tmall GMV 68% 43% 29% 44% 26% 18%
Taobao GMV 36% 18% 17% 15% 14% 10%
% of revenue
- China retalil 78% 79% 72% 2% 65% 60%
- China wholesale 4% 4% 4% 3% 2% 2%
- International commerce 9% 8% 8% 8% 9% 10%
- Cainiao and others 0% 0% 0% 4% 6% 6%
- Cloud computing 2% 3% 4% 5% 7% 9%
- Digital media and entertainment na 4% 9% 8% 10% 13%
- Innovation initiatives and others na 2% 2% 1% 1% 1%
Operating metrics
- PC take rate 2.89% 2.73% 2.97% 3.93% 4.09% 4.18%
- Mobile take rate 1.79% 2.51% 3.04% 3.68% 3.97% 4.15%
- Blended take rate 2.44% 2.59% 3.03% 3.61% 3.87% 4.06%
Source: Company data, Macquarie Research, January 2018
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Strong Tmall/Taobao despite slowdown in overall online sales growth
Online retail sales growth slowed in Oct and Nov

= According to NBS data, overall retail growth remained stable at 10% yoy in Oct and Nov 2017,
respectively. However, online retail sales growth slowed to 27% yoy in Oct and 21% yoy in Nov
from 30% yoy in 3Q17.

= Cumulative YTD Nov online retail sales rose 27.6% yoy, down from 28.8% yoy for YTD Oct
and 29.1% yoy for YTD Sep. This implies Nov monthly online retail sales growth of 21.2%,
declining from 26.6% yoy in Oct and 28.4% yoy in Sep.

Fig 3 Online retail sales, Dec-16 to Nov-17 Fig 4 Total retail sales, Dec-16 to Nov-17
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Source: NBS, Macquarie Research, January 2018 Source: NBS, Macquarie Research, January 2018
Alibaba generated strong growth in two months
= With a successful Singles Day promotion and active spending on branding, Alibaba enjoyed
strong MAU growth in the corresponding two months. More importantly, Tmall achieved a higher
growth rate in terms of both MAU and time spent in November, as shown in the two charts below.
= Together, Taobao & Tmall MAU growth accelerated to 17% yoy in Oct and 20% yoy in Nov
from 16% yoy in Sep. Taobao & Tmall time spent growth also accelerated, reaching 18% yoy
in Oct and 20% yoy in Nov from 17% yoy in Sep.
Fig5 MAU growth of Taobao & Tmall, YOY% Fig 6 Time spent growth of Taobao & Tmall, YoY%
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Estimates revision

= We trim FY18/FY19 EPS by 1% each on margin drag from new retail and continuous investment
for long-term growth.

Fig 7 Estimates revision

New Estimates

Rmb m 3QFY18E FY18E FY19E
Total revenue 83,819 247,217 352,431
COGS (32,621) (96,860) (142,269)
Gross profit 51,198 150,357 210,162
Total operating expenses (22,787) (75,060) (104,667)
Operating profit 28,411 75,296 105,495
Non-GAAP EBITDA margin 45% 44% 42%
Non-GAAP net profit to the company 29,665 92,807 123,925
Non-GAAP diluted EPS (Rmb) 11.36 34.26 47.22

Old Estimates

Rmb m 3QFY18E FY18E FY19E
Total revenue 79,945 243,449 341,366
COGS (29,915) (93,617) (133,797)
Gross profit 50,031 149,832 207,569
Total operating expenses (21,415) (74,436) (100,095)
Operating profit 28,616 75,396 107,474
Non-GAAP EBITDA margin 47% 45% 43%
Non-GAAP net profit to the company 29,921 94,520 125,547
Non-GAAP diluted EPS (Rmb) 11.46 34.67 47.83

Estimate revisions

3QFY18E FY18E FY19E
Total revenue 4.8% 1.5% 3.2%
COGS 9.0% 3.5% 6.3%
Gross profit 2.3% 0.4% 1.2%
Total operating expenses 6.4% 0.8% 4.6%
Operating profit -0.7% -0.1% -1.8%
Non-GAAP EBITDA margin (240 bps) (70 bps) (102 bps)
Non-GAAP net profit to the company -0.9% -1.8% -1.3%
Non-GAAP diluted EPS (Rmb) -0.9% -1.2% -1.3%

Source: Company data, Macquarie Research, January 2018
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SOTP valuation
Core Commerce (including Cainiao)

= We roll-over our SOTP valuation from FY18 to FY19.

= We value core commerce using 18x FY19E EV/EBITA (vs. 22x FY18E EV/EBITA previously). We
estimate core commerce revenue of Rmb289bn in FY19, and a 53% adjusted EBITA margin. We
forecast core commerce EBITA margin from 55% in FY18E and 62% in FY17, due to margin drag
from new retail, globalization and the consolidation of Cainiao. We reach a valuation of US$414bn

for Alibaba’s core commerce business.

Cloud Computing

= OQur valuation on cloud computing remains unchanged. We forecast Alibaba’s cloud business to
see 74% revenue CAGR over FY18E-21E and estimate Alibaba Cloud to achieve US$10bn in
revenue in FY21E, which is close to AWS’s 2016 revenue size. We value the Alibaba cloud using
20x FY21E P/S (a 23% discount to AWS’s 26x price to 2016 sales ratio), and discount it back.

This arrives at a valuation of US$158bn for the cloud computing business.
Fig 8 New SOTP valuation (based on FY19E)

Revenue Revenue Adjusted Adjusted EV/EBITA P/S  Valuation Valuation
(RMB bn) CAGR EBITA EBITA (RMB bn) (US$ bn)
FY19-22E margin (RMB bn)
Core commerce (including Cainiao) 289 21% 53% 153 18 10 2,756 414
Cloud computing 23 65% na 45 1,052 158
Digital media and entertainment 36 39% na 2 73 11
Innovation initiatives and others 4 7% na 2 8 1
Ant Financial (33% of US$150bn) 50
Major minority investments* 16
Net cash 27
Total 677
Per share (US$) 259
Source: Company data, Macquarie Research, January 2018
Note: Major minority investments include Weibo, Didi Chuxing, Koubei, Alibaba Picture, Momo, and Meituan
Fig 9 Old SOTP valuation (based on FY18E)
Revenue Adjusted Adjusted
Revenue CAGR EBITA EBITA Valuation Valuation
(RMB bn) FY18-21E margin  (RMB bn) EV/EBITA P/S (RMBbn) (US$bn)
Core commerce (including Cainiao) 207 27% 57% 118 22 13 2,601 391
Cloud computing 13 74% na 81 1,037 156
Digital media and entertainment 20 58% na 3 59 9
Innovation initiatives and others 4 18% na 3 11 2
Ant Financial (33% of US$150bn) 50
Major minority investments* 16
Net cash 17
Total 639
Per share (US$) 245

Source: Company data, Macquarie Research, November 2017
Note: *Major minority investments include Weibo, Didi Chuxing, Koubei, Alibaba Picture, Momo, and Meituan
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Fig 10 Ratio analysis

YE 31 March FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E 17-18E 18E-19E 19E-22E
Per ADR

EPADS, basic (USD) 1.67 451 2.58 3.82 5.70 7.53 48% 49% 32%
EPADS, diluted (USD) 1.57 4.33 2.50 3.88 5.58 7.37] 55% 44% 32%
EPADS, non-GAAP diluted (USD) 2.24 2.59 3.46 5.13 7.10 9.01 48% 38% 28%
BVADS, diluted (USD) 10.17 15.11 18.39 23.27 29.66 37.77] 27% 27% 28%
Net cash per ADR (USD) 3.59 2.97 2.98 5.73 10.30 16.36 92% 80% 53%
Value

EV/Revenue X 39.2x 30.7x 20.6x 13.0x 9.1x 7.0X - -- -
EV/EBITDA X 73.2x 59.8x 43.9x 28.8x 21.5x 16.8X - - -
EV/FCF X 78.9x 54.1x 38.8x 31.1x 23.1x 18.3X| - -- -
Price/ Sales X 114.2x 42.2x 73.7x 49.8x 33.4x 25.3x -- -- --
Price/ Book X 84.8x 73.4x 55.1x 37.1x 26.8x 21.1x - - -
P/E (basic) X 83.2x 72.2x 54.2x 36.0x 25.4x 19.3x] - - -
Non-GAAP P/E (diluted) X 40.4x 31.6x 21.3x 13.4x 9.4x 7.2X -- -- --
P/E (diluted, non-GAAP) ex-cash X 18.7x 12.6x 10.3x 8.2x 6.4x 5.0x - - -
Profit & loss

Net revenue (USD m) 12,291 15,686 23,326 36,982 52,971 68,523 59% 43% 27%
EBITDA (USD m) 6,573 8,047 10,973 16,697 22,429 28,605 52% 34% 28%
EBIT (USD m) 3,731 4,513 7,082 11,264 15,856 20,618 59% 41% 31%
Pretax profit (USD m) 5,214 12,635 8,847 12,936 18,567 24,355 46% 44% 32%
Net income (USD m) 3,895 11,083 6,437 10,130 14,644 19,467 57% 45% 33%
Non-GAAP Net Income (USD m) 5,633 6,643 8,890 13,883 18,626 23,798 56% 34% 28%
Profitability

Gross margin % 69% 66% 62% 61% 60% 59% (160 bps) (119 bps) (150 bps)
EBITDA margin % 53% 51% 47% 45% 42% 42% (189 bps) (281 bps) 151 bps
Operating margin % 30% 29% 30% 30% 30% 30% 10bps (52bps) 331 bps
Net margin % 32% 70% 26% 26% 27% 28% 25 bps 43 bps 448 bps
Non-GAAP Net margin % 46% 42% 38% 38% 35% 35% (57 bps) (238 bps) 152 bps
Cash Flow

Operating Cash Flow (USD m) 6,648 8,815 11,839 14,712 20,477 26,412 24% 39% 31%
Free Cash Flow : (USD m) 6,104 8,899 12,423 15,497 20,812 26,269 25% 34% 30%
Net debt (cash) (USD m) (8,968) (7,607) (7,664) (14,938) (27,040) (43,189) 95% 81% 54%
Net debt/ equity (USD m) cash cash cash cash cash cash -- -- --
Shareholders' equity (USD m) 25,389 38,700 47,328 60,685 77,852 99,729 28% 28% 29%
Efficiency

ROE (average) % 25.7% 35.1% 15% 19% 21% 22% 333 bps 246bps 213 bps
ROA (average) % 13% 23% 10% 12% 14% 15% 195bps 196 bps 295 bps
ROIC (average) % 16% 11% 13% 17% 19% 20%| 332bps 254bps 302 bps

Source: Company data, Macquarie Research, January 2018
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Fig 11 Financial statement

YE March FY2015 FY2016 FY2017 FY2018E FY2019E FY2020E| 17-18E 18E-19E 19E-22E
Consolidated income statement (Rmb m)
Gross revenue 76,204 101,143 158,273 247,217 352,431 455,904 56% 43% 27%
Cost of services (96,860)

(23,834) (34,355) (59,483) ’ (142,269) (186,302) 63% 47% 28%
Gross profit 52,370 66,788 98,790 150,357 210,162 269,601 52% 40% 26%
GP margin 69% 66% 62% 61% 60% 59%| (160 bps) (119 bps) (150 bps)
SG&A (75,060)

(29,060) (37,686) (50,735) ' (104,667) (132,425) 48% 39% 20%
Operating profit 23,135 29,102 48,055 75,296 105,495 137,176 57% 40% 31%
OP margin 30% 29% 30% 30% 30% 30% 10bps (52 bps) 331 bps
Pre-tax income 32,326 81,468 60,029 86,476 123,529 162,039 44% 43% 32%
Income taxes (Credit) (6,416)  (8,449) (13,776)  (17,778) (26,738) (34,207) 29% 50% 29%
Net income 24,320 71,289 41,226 65,024 94,198 125,639 58% 45% 33%
Non-GAAP net income 34,922 42,912 60,513 92,807 123,925 158,335 54% 34% 29%
Non-GAAP EBITDA 40,753 51,885 74,456 111,618 149,225 190,317 50% 34% 28%
Non-GAAP EBITDA margin 53% 51% 47% 45% 42% 42% (189 bps) (281 bps) 151 bps
Balance Sheet (Rmb m)
Current Assets 142,109 134,070 182,516 249,417 351,784 481,198 37% 41% 37%
Cash and cash equivalents 108,193 106,818 143,736 191,591 271,640 379,086 33% 42% 40%
Short-term investments 14,148 4,700 3,011 3,162 3,320 3,486 5% 5% 5%
Restricted cash 2,297 1,346 2,655 2,941 3,088 3,242 11% 5% 5%
Prepayment, receivables and other assets 12,978 21,206 33,114 51,723 73,736 95,385 56% 43% 27%
Fixed asset 113,325 230,380 324,296 374,308 422,070 475,127, 15% 13% 13%
Investment in equity investees 33,877 91,461 120,368 138,423 159,187 183,065 15% 15% 15%
Investment securities 14,611 29,392 31,452 34,597 38,057 41,863 10% 10% 10%
Prepayments, receivables and others 4,085 6,007 8,051 9,661 10,627 11,690 20% 10% 10%
PP&E 9,139 13,629 20,206 33,696 51,704 72,971 67% 53% 35%
Land use rights 3,105 2,876 4,691 6,779 6,779 6,779 45% 0% 0%
Intangible assets 6,575 5,370 14,108 20,955 25,520 28,563 49% 22% 8%
Goodwill 41,933 81,645 125,420 130,196 130,196 130,196 4% 0% 0%
Total asset 255,434 364,450 506,812 623,724 773,854 956,325 23% 24% 25%
Current Liabilities 39,672 52,039 93,771 127,606 165,434 202,351 36% 30% 23%
Current bank and secured borrowings 1,990 4,304 14,897 16,361 16,361 16,361 10% 0% 0%
Accrued expenses, accounts payable and others 19,834 27,334 47,186 76,836 112,858 147,788 63% A47% 28%
Other payables and merchant deposits 9,934 9,814 16,346 16,346 16,346 16,346 0% 0% 19%
Deferred revenue and customer advances 7,914 10,297 15,052 18,062 19,869 21,856 20% 10% 10%
Non-current liabilities 57,691 62,522 88,920 87,458 87,458 87,458 -2% 0% 0%
Unsecured senior notes 48,994 51,596 45,876 44,402 44,402 44,402 -3% 0% 0%
Non-current bank borrowings 1,609 1,871 30,959 30,971 30,971 30,971 0% 0% 0%
Other non-current liabilities 7,088 9,055 12,085 12,085 12,085 12,085 0% 0% 0%
Total liabilities 97,363 114,561 182,691 215,064 252,892 289,809 18% 18% 16%
Total mezzanine equity 658 350 2,992 2,992 2,992 2,992 0% 0% 0%
Capital 115,991 131,319 161,139 177,730 195,834 215,749 10% 10% 11%
Reserves and others 4,606 6,916 9,102 9,428 9,428 9,428 4% 0% 0%
Retained earnings 24,842 78,752 108,558 173,582 267,779 393,419 60% 54% 44%
Total liabilities and equity 255,434 364,450 506,812 623,724 773,854 956,325 23% 24% 250%
Cashflow statement(RMB m)
Operating cash flow 41,217 56,836 80,326 98,347 136,237 175,728 22% 39% 31%
Net income (loss) 24,320 71,289 41,226 65,024 94,198 125,639 58% 45% 33%
Depreciation and Amortisation 4,415 6,701 10,406 18,245 26,530 35,140 75% 45% 27%
Change in net working capital 3,139 18,741 30,205 15,079 15,510 14,948 -50% 3% 22%
Investing cash flow (53,454) (42,831) (78,364) (68,256) (74,292) (88,197) -13% 9% 18%
Capex (7,705) (10,845) (17,539) (24,722)  (35,243)  (45,590) 41% 43% 27%
Purchase of intangible assets (2,935) (5,407) (13,860) (13,860) (13,860) (13,860) 0% 0% 0%
Others (42,814) (26,579) (46,965)  (29,675) (25,189) (28,746) -37% -15% 14%
Financing cash flow 87,497 (15,846) 32,914 17,764 18,104 19,915 -46% 2% 10%
Capital 103,337 38,216 41,784 19,516 18,104 19,915 -53% -7% 10%
Debt increase (decrease) 14,601 4,523 29,040 (1,462) - . -105% -100% na
Net change in cash 75,260 (1,841) 34,876 47,855 80,049 107,446 37% 67% 37%
Cash at YE 108,193 106,818 143,736 191,591 271,640 379,086 33% 42% 40%
Source: Company data, Macquarie Research, January 2018
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Macquarie Quant View

The guant model currently holds a reasonably positive view on Alibaba A Attractive . 1 ovs where the
Group Holding. The strongest style exposure is Profitability, indicating this corr?pa):w’s ranked based on
stock is efficiently converting investments to earnings; proxied by ratios like © the fundamental cOnsensus
ROE or ROA. The weakest style exposure is Valuations, indicating this stock g : Price Target and
is over-priced in the market relative to its peers. cE: Macquarie’s Quantitative
176/803 § Alpha model.
. S Two rankings: Local market
Global ran.k n * (China) and Global sector
Software & Services > (Software & Services)
% of BUY recommendations 93% (43/46) Quant
. # Local market rank @ Global sector rank

Number of Price Target downgrades 1
Number of Price Target upgrades 14
Macquarie Alpha Model ranking Factors driving the Alpha Model
A list of comparable companies and their Macquarie Alpha model score  For the comparable firms this chart shows the key underlying styles and their
(higher is better). contribution to the current overall Alpha score.

Accenture Accenture -

MasterCard MasterCard -
Visa Visa
Oracle Oracle

salesforce.com salesforce.com

Alibaba Group Holding Alibaba Group Holding

1BM IBM
30 20 1o 30 100% -80% -60% -40% -20% 0%  20% 40% 60%  80% 100%
M vaiations M Growth .Profitability .Earnings Price .Quality
Momentum Momentum
Macquarie Earnings Sentiment Indicator Drivers of Stock Return

The Macquarie Sentiment Indicator is an enhanced earnings revisions Breakdown of 1 year total return (local currency) into returns from dividends, changes
signal that favours analysts who have more timely and higher conviction in forward earnings estimates and the resulting change in earnings multiple.
revisions. Current score shown below.

Accenture

Accenture
MasterCard

MasterCard
) Visa

Visa
Oracle Oracle

salesforce.com salesforce.com

Alibaba Group Holding Alibaba Group Holding

IBM IBM
-30 20 -10 10 20 30 -90% -40% " 10% 60%
M Dividend Return [l Multiple Return [l Earnings Outlook [l 1Yr Total Return
What drove this Company in the last 5 years How it looks on the Alpha model
Which factor score has had the greatest correlation with the company’s A more granular view of the underlying style scores that drive the alpha (higher is
returns over the last 5 years. better) and the percentile rank relative to the sector and market.
< Negatives Positives =
Normalized Percentile relative Percentile relative
Price to Sales NTM Score to sector(/803) to market(/412)
isi Alpha Model Score 0.77 | |
EBITDA Revisions 3 Month Valuation 056 — ]
Sales to EV NTM Growth 042 I I
Profitability 0.58 I I
ROIC FY1
Earnings Momentum 0.23 I I
Turnover (USD) 250 Day Price Momentum 047 I |
Return on Assets NTM Quality 0.02 ] I
) Capital & Funding 002 I I
Operating Leverage NTM liquidity 119 I S
Return on Assets FY1 Risk -0.01 ] ]
1 Technicals & Trading -1.32 1 1
-60% -40% -20% 0% 20% 40% 60% 0 50 100 0 50 100

Source (all charts): FactSet, Thomson Reuters, and Macquarie Research. For more details on the Macquarie Alpha model or for more customised analysis and
screens, please contact the Macquarie Global Quantitative/Custom Products Group (cpg@macguarie.com)
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Important disclosures:
Recommendation definitions

Macquarie - Australia/New Zealand

Outperform — return >3% in excess of benchmark return
Neutral — return within 3% of benchmark return
Underperform — return >3% below benchmark return

Benchmark return is determined by long term nominal
GDP growth plus 12 month forward market dividend
yield

Macquarie — Asia/Europe

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie — South Africa

Outperform — expected return >+10%

Neutral — expected return from -10% to +10%
Underperform — expected return <-10%

Macquarie - Canada

Outperform — return >5% in excess of benchmark return
Neutral — return within 5% of benchmark return
Underperform — return >5% below benchmark return

Macquarie - USA

Outperform (Buy) — return >5% in excess of Russell
3000 index return

Neutral (Hold) — return within 5% of Russell 3000 index
return

Underperform (Sell)- return >5% below Russell 3000
index return

Volatility index definition*

This is calculated from the volatility of historical
price movements.

Very high-highest risk — Stock should be
expected to move up or down 60—-100% in a year
— investors should be aware this stock is highly
speculative.

High — stock should be expected to move up or
down at least 40-60% in a year — investors should
be aware this stock could be speculative.

Medium — stock should be expected to move up
or down at least 30-40% in a year.

Low—medium — stock should be expected to
move up or down at least 25-30% in a year.

Low — stock should be expected to move up or
down at least 15-25% in a year.

* Applicable to Asia/Australian/NZ/Canada stocks
only

Recommendations — 12 months

Note: Quant recommendations may differ from
Fundamental Analyst recommendations

Recommendation proportions — For quarter ending 30 September 2017

Financial definitions

All "Adjusted" data items have had the following
adjustments made:

Added back: goodwill amortisation, provision for
catastrophe reserves, IFRS derivatives & hedging,
IFRS impairments & IFRS interest expense

Excluded: non-recurring items, asset revals, property
revals, appraisal value uplift, preference dividends &
minority interests

EPS = adjusted net profit / efpowa*

ROA = adjusted ebit / average total assets

ROA Banks/Insurance = adjusted net profit /average
total assets

ROE = adjusted net profit / average shareholders’
funds

Gross cashflow = adjusted net profit + depreciation
*equivalent fully paid ordinary weighted average
number of shares

All Reported numbers for Australian/NZ listed stocks
are modelled under IFRS (International Financial
Reporting Standards).

AU/NZ Asia RSA USA CA EUR
Outperform 50.38% 56.22%  40.70% 46.21% 63.85% 41.61% (for global coverage by Macquarie, 4.18% of stocks followed are investment banking clients)
Neutral 37.50% 28.16% 43.02% 47.52% 30.00% 39.51% (for global coverage by Macquarie, 2.68% of stocks followed are investment banking clients)
Underperform 12.12%  15.62% 16.28%  6.27% 6.15% 18.88% (for global coverage by Macquarie, 1.08% of stocks followed are investment banking clients)
BABA US vs S&P 500, & rec history
— BABA S&P 300 + Price Target
250.00 + 7250.00
200.00 «  1200.00
150.00 o 150.00
N
10000} A 100.00
W{w
50.00 50,00
O-I  — o
i i
May-15 Jan-16 Aug-16 Apr-17  HNow-17
(all figures in USD currency unless noted)
Note: Recommendation timeline — if not a continuous line, then there was no Macquarie coverage at the time or there was an embargo period.

Source: FactSet, Macquarie Research, November 2017

12-month target price methodology

BABA US: US$259.00 based on a Sum of Parts methodology

Company-specific disclosures:

Important disclosure information regarding the subject companies covered in this report is available at www.macguarie.com/research/disclosures.

Date Stock Code (BBG code)
17-Oct-2017 BABA US
18-Aug-2017 BABA US
12-Jun-2017 BABA US
20-May-2017 BABA US
06-Apr-2017 BABA US
25-Jan-2017 BABA US
03-Nov-2016 BABA US
12-Aug-2016 BABA US
06-May-2016 BABA US
03-Feb-2016 BABA US
17-Aug-2015 BABA US
09-Jun-2015 BABA US
10-Nov-2014 BABA US

Target price risk disclosures:

Recommendation Target Price
Outperform US$245.00
Outperform US$200.00
Outperform US$171.00
Outperform US$142.00
Qutperform US$126.00
Outperform US$123.00
Qutperform US$120.00
Qutperform US$110.00
Neutral US$76.00
Neutral US$71.00
Neutral US$80.00
Neutral US$92.00
Neutral US$105.00

BABA US: Any inability to compete successfully in their markets may harm the business. This could be a result of many factors which may include
geographic mix and introduction of improved products or service offerings by competitors. The results of operations may be materially affected by global
markets. The company is exposed to market risks, such as changes in interest rates,
~company will enter into transactions, including transactions in derivative instruments, to

VVE TIEIEDY CEIUly UIdL &l Ul LIE VIEWS expresseu i uns repurt accurately reflect our personal views about the subject company or companies and its or
their securities. We also certify that no part of our compensation was, is or will be, directly or indirectly, related to the specific recommendations or
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views expressed in this report. The Analysts responsible for preparing this report receive compensation from Macquarie that is based upon various
factors including Macquarie Group Ltd total revenues, a portion of which are generated by Macquarie Group’s Investment Banking activities.
General disclaimers:
Macquarie Securities (Australia) Ltd; Macquarie Capital (Europe) Ltd; Macquarie Capital Markets Canada Ltd; Macquarie Capital Markets North America
Ltd; Macquarie Capital (USA) Inc; Macquarie Capital Limited and Macquarie Capital Limited, Taiwan Securities Branch; Macquarie Capital Securities
(Singapore) Pte Ltd; Macquarie Securities (NZ) Ltd; Macquarie Equities South Africa (Pty) Ltd; Macquarie Capital Securities (India) Pvt Ltd; Macquarie
Capital Securities (Malaysia) Sdn Bhd; Macquarie Securities Korea Limited and Macquarie Securities (Thailand) Ltd are not authorized deposit-taking
institutions for the purposes of the Banking Act 1959 (Commonwealth of Australia), and their obligations do not represent deposits or other liabilities of
Macquarie Bank Limited ABN 46 008 583 542 (MBL) or MGL. MBL does not guarantee or otherwise provide assurance in respect of the obligations of any
of the above mentioned entities. MGL provides a guarantee to the Monetary Authority of Singapore in respect of the obligations and liabilities of Macquarie
Capital Securities (Singapore) Pte Ltd for up to SGD 35 million. This research has been prepared for the general use of the wholesale clients of the
Macquarie Group and must not be copied, either in whole or in part, or distributed to any other person. If you are not the intended recipient you must not use
or disclose the information in this research in any way. If you received it in error, please tell us immediately by return e-mail and delete the document. We do
not guarantee the integrity of any e-mails or attached files and are not responsible for any changes made to them by any other person. MGL has established
and implemented a conflicts policy at group level (which may be revised and updated from time to time) (the "Conflicts Policy") pursuant to regulatory
requirements (including the FCA Rules) which sets out how we must seek to identify and manage all material conflicts of interest. Nothing in this research
shall be construed as a solicitation to buy or sell any security or product, or to engage in or refrain from engaging in any transaction. In preparing this
research, we did not take into account your investment objectives, financial situation or particular needs. Macquarie salespeople, traders and other
professionals may provide oral or written market commentary or trading strategies to our clients that reflect opinions which are contrary to the opinions
expressed in this research. Macquarie Research produces a variety of research products including, but not limited to, fundamental analysis, macro-
economic analysis, quantitative analysis, and trade ideas. Recommendations contained in one type of research product may differ from recommendations
contained in other types of research, whether as a result of differing time horizons, methodologies, or otherwise. Before making an investment decision on
the basis of this research, you need to consider, with or without the assistance of an adviser, whether the advice is appropriate in light of your particular
investment needs, objectives and financial circumstances. There are risks involved in securities trading. The price of securities can and does fluctuate, and
an individual security may even become valueless. International investors are reminded of the additional risks inherent in international investments, such as
currency fluctuations and international stock market or economic conditions, which may adversely affect the value of the investment. This research is based
on information obtained from sources believed to be reliable but we do not make any representation or warranty that it is accurate, complete or up to date.
We accept no obligation to correct or update the information or opinions in it. Opinions expressed are subject to change without notice. No member of the
Macquarie Group accepts any liability whatsoever for any direct, indirect, consequential or other loss arising from any use of this research and/or further
communication in relation to this research. Clients should contact analysts at, and execute transactions through, a Macquarie Group entity in their home
jurisdiction unless governing law permits otherwise. The date and timestamp for above share price and market cap is the closed price of the price date.
#CLOSE is the final price at which the security is traded in the relevant exchange on the date indicated.
Country-specific disclaimers:
Australia: In Australia, research is issued and distributed by Macquarie Securities (Australia) Ltd (AFSL No. 238947), a participating organisation of the
Australian Securities Exchange. New Zealand: In New Zealand, research is issued and distributed by Macquarie Securities (NZ) Ltd, a NZX Firm. Canada:
In Canada, research is prepared, approved and distributed by Macquarie Capital Markets Canada Ltd, a participating organisation of the Toronto Stock
Exchange, TSX Venture Exchange & Montréal Exchange. Macquarie Capital Markets North America Ltd., which is a registered broker-dealer and member
of FINRA, accepts responsibility for the contents of reports issued by Macquarie Capital Markets Canada Ltd in the United States and sent to US persons.
Any US person wishing to effect transactions in the securities described in the reports issued by Macquarie Capital Markets Canada Ltd should do so with
Macquarie Capital Markets North America Ltd. The Research Distribution Policy of Macquarie Capital Markets Canada Ltd is to allow all clients that are
entitled to have equal access to our research. United Kingdom: In the United Kingdom, research is issued and distributed by Macquarie Capital (Europe)
Ltd, which is authorised and regulated by the Financial Conduct Authority (No. 193905). Germany: In Germany, this research is issued and/or distributed by
Macquarie Capital (Europe) Limited, Niederlassung Deutschland, which is authorised and regulated by the UK Financial Conduct Authority (No. 193905) and
in Germany by BaFin. France: In France, research is issued and distributed by Macquarie Capital (Europe) Ltd, which is authorised and regulated in the
United Kingdom by the Financial Conduct Authority (No. 193905). Hong Kong & Mainland China: In Hong Kong, research is issued and distributed by
Macquarie Capital Limited, which is licensed and regulated by the Securities and Futures Commission. In Mainland China, Macquarie Securities (Australia)
Limited Shanghai Representative Office only engages in non-business operational activities excluding issuing and distributing research. Only non-A share
research is distributed into Mainland China by Macquarie Capital Limited. Japan: In Japan, research is Issued and distributed by Macquarie Capital
Securities (Japan) Limited, a member of the Tokyo Stock Exchange, Inc. and Osaka Exchange, Inc. (Financial Instruments Firm, Kanto Financial Bureau
(kin-sho) No. 231, a member of Japan Securities Dealers Association). India: In India, research is issued and distributed by Macquarie Capital Securities
(India) Pvt. Ltd. (CIN: U65920MH1995PTC090696), 92, Level 9, 2 North Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai — 400 051,
India, which is a SEBI registered Research Analyst having registration no. INHO00000545. Malaysia: In Malaysia, research is issued and distributed by
Macquarie Capital Securities (Malaysia) Sdn. Bhd. (Company registration number: 463469-W) which is a Participating Organisation of Bursa Malaysia
Berhad and a holder of Capital Markets Services License issued by the Securities Commission. Taiwan: In Taiwan, research is issued and distributed by
Macquarie Capital Limited, Taiwan Securities Branch, which is licensed and regulated by the Financial Supervisory Commission. No portion of the report
may be reproduced or quoted by the press or any other person without authorisation from Macquarie. Nothing in this research shall be construed as a
solicitation to buy or sell any security or product. The recipient of this report shall not engage in any activities which may give rise to potential conflicts of
interest to the report. Research Associate(s) in this report who are registered as Clerks only assist in the preparation of research and are not engaged in
writing the research. Thailand: In Thailand, research is produced, issued and distributed by Macquarie Securities (Thailand) Ltd. Macquarie Securities
(Thailand) Ltd. is a licensed securities company that is authorized by the Ministry of Finance, regulated by the Securities and Exchange Commission of
Thailand and is an exchange member of the Stock Exchange of Thailand. The Thai Institute of Directors Association has disclosed the Corporate
Governance Report of Thai Listed Companies made pursuant to the policy of the Securities and Exchange Commission of Thailand. Macquarie Securities
(Thailand) Ltd does not endorse the result of the Corporate Governance Report of Thai Listed Companies but this Report can be accessed at:
http://www.thai-iod.com/en/publications.asp?type=4. South Korea: In South Korea, unless otherwise stated, research is prepared, issued and distributed by
Macquarie Securities Korea Limited, which is regulated by the Financial Supervisory Services. Information on analysts in MSKL is disclosed at
http://dis.kofia.or.kr/websquare/index.jsp?w2xPath=/wg/fundMgr/DISFundMgrAnalystStut.xml&divisionld=MDIS03002001000000&serviceld=SDIS03002001
000. South Africa: In South Africa, research is issued and distributed by Macquarie Equities South Africa (Pty) Ltd, a member of the JSE Limited.
Singapore: In Singapore, research is issued and distributed by Macquarie Capital Securities (Singapore) Pte Ltd (Company Registration Number:
198702912C), a Capital Markets Services license holder under the Securities and Futures Act to deal in securities and provide custodial services in
Singapore. Pursuant to the Financial Advisers (Amendment) Regulations 2005, Macquarie Capital Securities (Singapore) Pte Ltd is exempt from complying
with sections 25, 27 and 36 of the Financial Advisers Act. All Singapore-based recipients of research produced by Macquarie Capital (Europe) Limited,
Macquarie Capital Markets Canada Ltd, Macquarie Equities South Africa (Pty) Ltd and Macquarie Capital (USA) Inc. represent and warrant that they are
institutional investors as defined in the Securities and Futures Act. United States: In the United States, research is issued and distributed by Macquarie
Capital (USA) Inc., which is a registered broker-dealer and member of FINRA. Macquarie Capital (USA) Inc, accepts responsibility for the content of each
research report prepared by one of its non-US affiliates when the research report is distributed in the United States by Macquarie Capital (USA) Inc.
Macquarie Capital (USA) Inc.’s affiliate’s analysts are not registered as research analysts with FINRA, may not be associated persons of Macquarie Capital
(USA) Inc., and therefore may not be subject to FINRA rule restrictions on communications with a subject company, public appearances, and trading
securities held by a research analyst account. Information regarding futures is provided for reference purposes only and is not a solicitation for purchases or
’ o ’ o T " lacquarie Capital (USA) Inc. and wishing to effect a transaction in any security described
t disclosure information regarding the subject companies covered in this report is available
Jistered representative at 1-888-MAC-STOCK, or write to the Supervisory Analysts,
New York, NY 10019.
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Industrials, Transport and Infrastructure
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Peter Redhead (Global — Head)
Jake Lynch (Asia — Head)

David Gibson (Japan — Head)
Conrad Werner (ASEAN — Head)
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(44 20) 3037 4263
(852) 3922 3583
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Allen Yuan (China)
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(8621) 2412 9009
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Marcus Yang (Greater China)
David Gibson (Japan)
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Alankar Garude (India)
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