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Another strong quarter with all-round beat

Target Price USs$224.1
(Previous TP US$218.4)
Current Price US$166.0
SUMMARY. 1QFY20 achieved all-round beat, with strong core commerce and Up/Downside +35.0%

margin surprise. We view Alibaba as our top pick, backed by solid earnings
growth, reasonable valuation and multiple catalysts (incoming investor day, dual

. . . . . . . . China Internet Sector
listing in HK, share split, etc.). We slightly raised its adj. net profit by

1.2%/1.4%/2.6% in FY20/21/22E, and lifted SOTP-based TP to US$224. Sophie Huang
(852) 3900 0889
B  1QFY20 strong beat. 1QFY20 revenue surged 42% YoY, 3% above sophiehuang@cmbi.com.hk

consensus. Non-GAAP net profit grew 54% YoY, 22% above consensus,
for higher-than-expected core commerce margin, less loss from DME, and
other income. Alibaba will also see lighter sales pressure from Altaba (only Stock Data

: Mkt Cap (US$ mn) 432,115
22mn ADSs held as of 9 Aug, vs. 261mn disposed plan). Avg 3 mths tlo (US$ mn) 3.491.5
. ; ; . i . 52w High/Low (US$) 196/130
m Core commerce: solid CMR, with stepglng up _IOV\( tier .C|t|es Total Issued Shares (mn) 2 604
pepetratlon. 1QFY20 OMS revenue grew 26% YoY, .m.llne with our Source: Bloomberg
estimates. Customer management rev (CMR)/ commission rev grew _
27%/23% YoY, respectively. CMR was slightly above expectation, and Shareholding Structure _
commission deceleration has been anticipated by market for Tmall il(:;tt?:?rlfc ﬁ'goﬁ:
Supermarket 1P business. Market focus lies on recommendation feeds Ma Jack Yun 5.1%
monetization, low-tier cities competition and 1P business outlook. Source: HKEx

Recommendation feeds are yet to expand, for macro headwinds. We keep

. . . s . . Share Performance
confidence in Alibaba’s commerce secular growth and gain shares, mainly

Absolute Relative

on 1) stepping-up low-tier cities competition to acquire users; and 2) 1P 1-mth -4.3% 2.0%
business expansion as another topline driver (still small portion). 6-mth -6.5% -5.6%
12-mth -0.1% -3.6%
B More positive on its margin trend. 1QFY20 total adj. EBITA margin was Source: Bloomberg
30%, in which Core commerce/ Cloud/DME/Innovations EBITA margin was - )
. -mth Price Performance
41%/-5%/-35%/-153%. Margin beat on better-than-expected core —_—
commerce and narrowing DME net loss. Looking ahead, we turn more 2500 1 ——BABAUS —— CCMP (rebased)
positive on Alibaba’s margin outlook, for higher operating leverage, 2000
manageable investment in new initiatives and lower content spending. 150.0
B Maintain BUY. Given solid 1QFY20 results, we slightly raised its adj. net 100.0
profit by 1.2%/1.4%/2.6% in FY20/21/22E, and lifted SOTP-based TP to e
US$224.1 from US$218.4. Our new TP represents 35x/26x FY20/21E P/E. 00 e P s

Further catalysts: 1) incoming investor day; 2) feeds monetization update;

. S : Bl b
and 3) synergies from sub segments. ource: Bloomberg

. Auditor: PwC
Earnings Summary

(YE 31 Mar) FY18A FY19A FY20E FY21E FY22E Related Reports

Revenue (RMB mn) 250,266 376,844 506,599 652,181 814,903 1. 4QFY19 beat; Focusing on lower-
tier cities — 16 May 2019

YoY growth (%) 58.1 50.6 34.4 28.7 25.0 2. Solid 3QFY19 with margin surprise
Net income (RMB mn) 83,214 93,407 117,422 156,574 201,101 — 31 Jan 2019

EPS (RMB) 329 38.0 46.7 59.5 70.9 3. Guidance pressure on macro
YoY growth (%) 40.3 15.6 23.0 27.2 19.2 headwinds — 6 Nov 2018

P/E (X) 35.3 30.5 24.8 19.5 16.4

P/B (x) 6.9 49 43 3.7 3.1 Please cast your valuablc_e vote
Yield (%) 0.0 0.0 0.0 0.0 0.0 for CMBI research team in the
ROE (%) 19.5 16.2 17.3 18.9 19.0 2019 Asiamoney Brokers Poll:
Net gearing (%) Net cash Net cash Net cash Net cash Net cash https://euromoney.com/brokers

Source: Company data, CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 1
ACCESS KEY TO OUR REPORTS ON BLOOMBERG: CMBR
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Figure 1: Earnings revision

New

Rmb mn, Mar-YE FY20E
Revenue 506,599
Gross Profit 229,236
Operating Profit 83,143
Net profit 117,422
Adj. EPS (RMB) 46.74
Gross Margin 45.3%
Operating Margin 16.4%
Net Margin 23.2%

FY21E
652,181
296,742
108,338
156,574

59.46

45.5%

16.6%

24.0%

(0][]

FY20E FY21E

814,903 503,284 641,119
370,781 226,925 291,709
140,220 81,694 106,181
201,101 115,991 154,476
70.88 46.18 58.67
45.5% 45.1% 45.5%
17.2% 16.2% 16.6%
24.7% 23.0% 24.1%

787,914
358,501
134,822
195,973
68.97
45.5%
17.1%
24.9%

FY20E
0.7%
1.0%
1.8%
1.2%
1.2%

+0.2ppts
+0.2ppts
+0.1ppts

Diff (%)
FY21E

1.7% 3.4%
1.7% 3.4%
2.0% 4.0%
1.4% 2.6%
1.3% 2.8%
+0.0ppts +0.0ppts
+0.0ppts +0.1ppts
-0.1ppts -0.2ppts

Source: Company data, CMBIS estimates

Figure 2: CMBI estimates vs consensus

CMBI Consensus Diff (%)

Rmb mn, Mar-YE FY20E FY21E FY22E FY20E FY21E FY22E FY20E FY21E FY22E
Revenue 506,599 652,181 814,903 506,273 657,022 825,083 0.1% -0.7% -1.2%
Gross Profit 229,236 296,742 370,781 223,576 294,124 364,962 2.5% 0.9% 1.6%
Operating Profit 83,143 108,338 140,220 84,184 117,986 155,327 -1.2% -8.2% -9.7%
Net profit 117,422 156,574 201,101 117,948 154,166 196,625 -0.4% 1.6% 2.3%
EPS (RMB) 46.74 59.46 70.88 46.76 58.82 74.84 -0.1% 1.1% -5.3%
Gross Margin 45.3% 45.5% 45.5% 44.2% 44.8% 44.2% +1.1ppts +0.7ppts +1.3ppts
Operating Margin 16.4% 16.6% 17.2% 16.6% 18.0% 18.8% -0.2ppts -1.3ppts -1.6ppts
Net Margin 23.2% 24.0% 24.7% 23.3% 23.5% 23.8% -0.1ppts +0.5ppts +0.8ppts

Source: Company data, Bloomberg

Figure 3. SOTP valuation

USs$bn Valuation Methodology Multiple Applied Metrics

US$bn Per share(US$) FY20E FY20E

Core Commerce 456.1 173.0 [EVIEBITA 16.0 28.5

Cloud 48.5 18.4 |P/S 8.0 6.1

Others 86.2 32.7

Digital Entertainment 14.4 5.5 [P/S 35 4.1

Innovations 2.7 1.0 |P/s 3.0 0.9

Strategic Investments| 60.9 23.1 |SoTP for all investments

Net (Debt)/Cash 8.2 3.1 |Cash forecasted on Balance sheet

Equity Value 591 224.1

Source: CMBIS estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE



16 Aug 2019

ﬂéﬁ@ﬁ

D%

Figure 4: 1QFY20 review

Rmb mn, Mar-YE 4QFY18 1QFY19 2QFY19 3QFY19 4QFY19 1QFY20 QoQ YoY Consensus Diff %

Revenue 61,932 80,920 85,148 117,278 93,498 114,924 22.9% 42.0% 111,590 3%

Operating Profit 9,221 8,020 13,501 26,798 8,765 24,375 178.1% 203.9% 17,512 39%

Net profit 7,561 8,685 20,033 33,052 25,830 19,122 -26.0% 120.2% 14,933 28%

Adj Net profit 14,099 20,101 23,453 29,797 20,056 30,949 54.3% 54.0% 25,310 22%

Adj. EPS (RMB) 5.73 8.04 9.60 12.19 8.57 12.55 46.4% 56.1% 10.28 22%

Margin (%)

Gross Margin 47.5% 46.0% 45.1% 48.1% 40.5% 47.8% 44.2%

Operating Margin 14.9% 9.9% 15.9% 22.8% 9.4% 21.2% 15.7%

Adj. net Margin 22.8% 24.8% 27.5% 25.4% 21.5% 26.9% 22.7%

Growth (%)

Revenue (YoY) 60.5% 61.2% 54.5% 41.3% 51.0% 42.0% 37.9%

Revenue (QoQ) -25.4% 30.7% 5.2% 37.7% -20.3% 22.9% 19.4%

Operating Profit -64.5% -13.0% 68.3% 98.5% -4.9% 203.9% 118.4%

Adj. net Profit -47.8% 42.6% 16.7% 27.0% 42.3% 54.0% 25.9%

Source: Company data, Bloomberg

Figure 5. 1QFY20 revenue breakdown

Rmb mn, Mar-YE 4QFY18 1QFY19 2QFY19 3QFY19 4QFY19 1QFY20 QoQ YoY

Total revenue 61,932 80,920 85,148 117,278 93,498 114,924 23% 42%
Core commerce 51,287 69,188 72,475 102,843 78,894 99,544 26% 44%
Cloud computing 4,385 4,698 5,667 6,611 7,726 7,787 1% 66%
Digital media and entertainment 5,272 5,975 5,940 6,491 5,671 6,312 11% 6%
Innovation initiatives and others 988 1,059 1,066 1,333 1,207 1,281 6% 21%

Source: Company data

Figure 6: Annual active buyers trends

Figure 7: Mobile MAUs trends
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Figure 8: Customer management & commission trends
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Source: Company data, CMBIS

Figure 9: AliCloud revenue Figure 10: EBITA margin of core commerce
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Figure 11: AliCloud’s adjusted EBITA Figure 12: Adjusted EBITA of DME
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Financial Summary

Income statement

Cash flow summary

YE 31 Mar
Revenue
Core commerce
Cloud
DME
Others
COSsG

FY18A
250,266
214,020

13,390

19,564

3,292

FY19A
376,844
323,400

24,702

24,077

4,665

FY20E  FY21E FY22E
506,599 652,181 814,903
429,139 542,357 663,178

42,440 68,345 103,803

28,798 33,598 38,357

6,222 7,882 9,565

(107,044) (206,929) (277,363) (355,439) (444,122)

YE 31 Mar FY18A
Net income 61,412
D&A 34,316
Change in WC 38,936
Others (9,493)
Operating CF 125,171

FY19A
80,234
60,337
50,241

(39,837)

150,975

FY20E
100,400
60,668
23,542
(4,092)
180,519

FY21E
127,160
74,292
28,251
(3,987)
225716

FY22E
160,566
86,095
33,901
(4,140)
276,423

Gross profit 143,222 169,915 229,236 296,742 370,781 Capex (118,582) (215,995) (226,810) (238,707) (251,794)
Associates 38,529 67,212 0 0 0
R&D (22,754) (37,435) (48,127) (61,957) (77,416) Others (3,837) (2,277) 0 0 0
S&M (27,299) (39,780) (53,193) (68,479) (85,565) Investing CF (83,890) (151,060) (226,810) (238,707) (251,794)
Admin. Expense  (16,241) (24,889) (30,396) (39,131) (44,820)
Other income (7,614) (10,727) (14,378) (18,837) (22,761) Equity raised 0 0 0 0 0
Operating profit 69,314 57,084 83,143 108,338 140,220 Change of Debts (17,818) 31,548 0 0 0
Dividend paid 0 0 0 0 0
Interest exp (3,566) (5,190) (5,709) (6,280) (6,908) Others 38,177 (40,796) 0 0 0
Associates 30,495 44,106 52,927 63,513 76,215 Financing CF 20,359 (9,248) 0 0 0
Others 4,160 221 1,000 1,000 1,000
Pre-tax profit 100,403 96,221 131,361 166,571 210,527 Changein cash 61,640 (9,333) (46,292) (12,992) 24,628
Cash (beg of yr) 143,736 199,309 189,976 143,684 130,693
Equity investees  (20,792) 566 566 566 566 FX (6,067) 3,245 0 0 0
Tax (18,199) (16,553) (31,527) (39,977) (50,526) Cash (end of yr) 199,309 193,221 143,684 130,693 155,321
Net profit 61,304 79,948 100,400 127,160 160,566
Non-GAAP NI 83,214 93,407 17,022 29,415 40,535
Balance sheet Key ratios
YE 31 Mar FY18A FY19A FY20E FY21E FY22E YE 31 Mar FY18A FY19A FY20E FY21E FY22E
NC assets 460,269 694,803 883,439 1,073,385 1,266,491 Sales mix (%)
Fixed asset 66,489 92,030 160,179 196,630 229,738 Core commerce 85.5 85.8 84.7 83.2 81.4
Associates 139,700 84,454 84,454 84,454 84,454  Cloud 5.4 6.6 8.4 105 12.7
Land use-right 9,377 28,018 0 0 0 DME 7.8 6.4 5.7 5.2 4.7
Intangible assets 189,614 333,211 481,716 635,211 795,209  Others 1.3 1.2 1.2 1.2 1.2
Others 55,089 157,090 157,090 157,090 157,090 Total 100.0 100.0 100.0 100.0 100.0
Current assets 256,855 270,273 235,699 236,769 278,272 Profitability (%)
Cash 199,309 189,976 143,684 130,693 155,321  Gross margin 57.2 45.1 45.3 455 455
Account receivable 46,645 67,108 78,826 92,888 109,762  PreTax margin 40.1 25.5 25.9 25.5 25.8
Other 10,901 13,189 13,189 13,189 13,189 Taxrate -7.3 -4.4 -6.2 -6.1 -6.2
Adj. net margin 34.3 26.4 24.3 24.3 23.4
Current liabilities 135,810 207,669 231,211 259,462 293,363
Borrowings 6,028 22,466 22,466 22,466 22,466 Balance sheet
Trade & payables 84,218 125,961 149,503 177,754 211,655  Current ratio (x) 1.9 1.3 1.0 0.9 0.9
Income tax 13,689 17,685 17,685 17,685 17,685 Debtors turnover 52.7 49.3 46.4 43.3 41.6
Other 31,875 41,557 41,557 41,557 41,557  Creditors turnover 218.8 175.4 170.4 159.6 153.2
Net gearing (%) Net Cash Net Cash Net Cash Net Cash Net Cash
NC liabilities 141,875 142,005 142,005 142,005 142,005
Borrowings 34,1563 35,427 35,427 35,427 35,427 Returns (%)
Deferred taxation 19,312 22,517 22,517 22,517 22,517 ROE 19.5 16.2 17.3 18.9 19.0
Other 88,410 84,061 84,061 84,061 84,061 ROA 11.6 9.7 105 12.0 13.0
Mezzanine equity 3,001 6,819 6,819 6,819 6,819 Per share data
Total Equity 436,438 608,583 704,001 831,664 997,270 Adj. EPS (RMB) 32.9 38.0 46.7 59.5 70.9
MI 70,616 116,326 110,544 108,810 119,308 DPS (RMB) 0.0 0.0 0.0 0.0
S/H equity 365,822 492,257 593,457 722,854 877,963 BVPS (RMB) 168.4 234.6 269.6 314.9 373.4

Source: Company data, CMBIS estimates

Note: all financials data are recorded in Rmb mn

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE
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Disclosures & Disclaimers

Analyst Certification

The research analyst who is primary responsible for the content of this research report, in whole or in part, certifies that with respect to the
securities or issuer that the analyst covered in this report: (1) all of the views expressed accurately reflect his or her personal views about the
subject securities or issuer; and (2) no part of his or her compensation was, is, or will be, directly or indirectly, related to the specific views
expressed by that analyst in this report.

Besides, the analyst confirms that neither the analyst nor his/her associates (as defined in the code of conduct issued by The Hong Kong
Securities and Futures Commission) (1) have dealt in or traded in the stock(s) covered in this research report within 30 calendar days prior to the
date of issue of this report; (2) will deal in or trade in the stock(s) covered in this research report 3 business days after the date of issue of this
report; (3) serve as an officer of any of the Hong Kong listed companies covered in this report; and (4) have any financial interests in the Hong
Kong listed companies covered in this report.

CMBIS Ratings

BUY : Stock with potential return of over 15% over next 12 months

HOLD : Stock with potential return of +15% to -10% over next 12 months

SELL : Stock with potential loss of over 10% over next 12 months

NOT RATED : Stock is not rated by CMBIS

OUTPERFORM : Industry expected to outperform the relevant broad market benchmark over next 12 months
MARKET-PERFORM : Industry expected to perform in-line with the relevant broad market benchmark over next 12 months
UNDERPERFORM : Industry expected to underperform the relevant broad market benchmark over next 12 months

CMB International Securities Limited

Address: 45/F, Champion Tower, 3 Garden Road, Hong Kong, Tel: (852) 3900 0888 Fax: (852) 3900 0800

CMB International Securities Limited (“CMBIS”) is a wholly owned subsidiary of CMB International Capital Corporation Limited (a wholly owned subsidiary
of China Merchants Bank)

Important Disclosures

There are risks involved in transacting in any securities. The information contained in this report may not be suitable for the purposes of all
investors. CMBIS does not provide individually tailored investment advice. This report has been prepared without regard to the individual
investment objectives, financial position or special requirements. Past performance has no indication of future performance, and actual events
may differ materially from that which is contained in the report. The value of, and returns from, any investments are uncertain and are not
guaranteed and may fluctuate as a result of their dependence on the performance of underlying assets or other variable market factors. CMBIS
recommends that investors should independently evaluate particular investments and strategies, and encourages investors to consult with a
professional financial advisor in order to make their own investment decisions.

This report or any information contained herein, have been prepared by the CMBIS, solely for the purpose of supplying information to the clients of
CMBIS or its affiliate(s) to whom it is distributed. This report is not and should not be construed as an offer or solicitation to buy or sell any
security or any interest in securities or enter into any transaction. Neither CMBIS nor any of its affiliates, shareholders, agents, consultants,
directors, officers or employees shall be liable for any loss, damage or expense whatsoever, whether direct or consequential, incurred in relying
on the information contained in this report. Anyone making use of the information contained in this report does so entirely at their own risk.

The information and contents contained in this report are based on the analyses and interpretations of information believed to be publicly available
and reliable. CMBIS has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or
correctness. CMBIS provides the information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change
without notice. CMBIS may issue other publications having information and/ or conclusions different from this report. These publications reflect
different assumption, point-of-view and analytical methods when compiling. CMBIS may make investment decisions or take proprietary positions
that are inconsistent with the recommendations or views in this report.

CMBIS may have a position, make markets or act as principal or engage in transactions in securities of companies referred to in this report for
itself and/or on behalf of its clients from time to time. Investors should assume that CMBIS does or seeks to have investment banking or other
business relationships with the companies in this report. As a result, recipients should be aware that CMBIS may have a conflict of interest that
could affect the objectivity of this report and CMBIS will not assume any responsibility in respect thereof. This report is for the use of intended
recipients only and this publication, may not be reproduced, reprinted, sold, redistributed or published in whole or in part for any purpose without
prior written consent of CMBIS.

Additional information on recommended securities is available upon request.

For recipients of this document in the United Kingdom

This report has been provided only to persons (I)falling within Article 19(5) of the Financial Services and Markets Act 2000 (Financial Promotion)
Order 2005 (as amended from time to time)(“The Order”) or (Il) are persons falling within Article 49(2) (a) to (d) (“High Net Worth Companies,
Unincorporated Associations, etc.,) of the Order, and may not be provided to any other person without the prior written consent of CMBIS.

This report is intended for distribution in the United States to "major US institutional investors", as defined in Rule 15a-6 under the US, Securities
Exchange Act of 1934, and may not be furnished to any other person in the United States. Each major US, institutional investor that receives a
copy of this research report by its acceptance hereof represents and agrees that it shall not distribute or provide this research report to any other
person.

For recipients of this document in Singapore

This report is distributed in Singapore by CMBI (Singapore) Pte. Limited (CMBISG) (Company Regn. No. 201731928D), an Exempt Financial
Adviser as defined in the Financial Advisers Act (Cap. 110) of Singapore and regulated by the Monetary Authority of Singapore. CMBISG may
distribute reports produced by its respective foreign entities, affiliates or other foreign research houses pursuant to an arrangement under
Regulation 32C of the Financial Advisers Regulations. Where the report is distributed in Singapore to a person who is not an Accredited Investor,
Expert Investor or an Institutional Investor, as defined in the Securities and Futures Act (Cap. 289) of Singapore, CMBISG accepts legal
responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should contact CMBISG at +65
6350 4400 for matters arising from, or in connection with the report.

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 6



