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BUY (Maintain)

Decent 618 with moderate recovery ahead

Target Price US$151.0
(Previous TP US$150.6)
Up/Downside +26.8%
We expect BABA’'s 1QFY23E rev/inon-GAAP net profit -1% YoY/-38% YoY, 1%/7% Current Price US$119.1
below consensus. We expect China ecommerce rev -4% YoY, in which CMR
-11% YoY (ads resilient while commission affected by epidemic) with lower take China Internet Sector
rate. GMV in Apr & May declined low-teens YoY, but 618 GMV achieved positive
growth (narrowing gap with JD), better than buyside expectation. We expect Sophie Huang
moderate CMR recovery ahead and to achieve positive growth in 2HFY23E. (852) 3900 0889
Narrowing loss of Taocaicai and Taobao Deals would continue in Jun quarter, sophiehuang@cmbi.com.hk
resulting in segment EBITA margin at 28.5%. Cloud deceleration (forecasting +10%
YoY in 1QFY23E) was well anticipated by the market. We believe BABA would Eason Xu
benefit from both lockdown & regulatory relaxation. We keep our FY22-24E (852) 3900 0849
earnings forecast barely changed, with TP at US$151.0. easonxu@cmbi.com.hk
B Expecting acceptable 1QFY23E. We expect 1QFY23 rev -1% YaY, in
which China commerce /international commerce/ local service/ Cainiao/ ASIAMONEY
Cloud/ DME -4%/+5%/+5%/+5%/+10%/+3% YoY. Non-GAAP net prOflt was Please cast(hzozl:)rz;all‘usai::ov"t:tyeg:rofel\:lflpsoll'lesearch team in
estimated at -38% YoY. We estimate adj. EBITA margin at 13% (-7ppts
YoY, +5ppts QoQ), in which China commerce /international commerce/ local
service/ Cainiao/ Cloud/ DME adj. EBITA margin were at +28.5%/-16.5%/ Stock Data
-46%/-3%/+1.5%/-13%. MKkt Cap (US$ mn) 314,466
B Solid momentum in 618, to partly offset Apr & May decline. We expect g\;\?\,ig:}ﬂ/\,\?ﬁ%mn) 216_268,%:;2
1QFY23 CMR -11% YoY (vs. 0% in 4QFY22), largely in line. GMV would Total Issued Shares (mn) 2,711
decline 10% YoY, in which Apr & May GMV declined low-teens YoY and 618 Source: Bloomberg
GMV achiev_ed pqsitive growth. 618 outperformed on recovering dem:?md S Seue
from reopening, with strong momentum of outdoors and healthcare vertical Goldman Sachs 0.8%
(despite soft apparel). We expect narrowing loss from TCC & Taobao Deals Primecap Management 0.6%
to continue (loss peaked in Dec 2021). Cloud +10% YoY, in our estimate, S&i&:‘;ﬁ?ﬂr‘bg" FundJap _ 0.6%
mainly on macro pressure, internet clients headwinds and strategy ' g
adjustment (shrinking CDN products). Local life would see more epidemic Share Performance
impact than peers, given higher exposure in SH. We expect local life rev +5% — Abzsd?lgg/e R;Lag\é/e
ith i i i -m 0% 3%
YoY, with improving margin. et o s
B Maintain BUY. We keep our FY22-24E earnings barely changed, with 6-mth -3.6% 37.1%
SOTP-based TP at US$151.0 (21x FY23E P/E). Valuation is attractive, Source: Bloomberg
considering its upcoming GMV gradual recovery, better margin outlook and 12-mth Price Performance
already-low financials expectation. (USS) ——BABAUS  —— CCMP (rebased)
Earnings Summary =
EEED) FY21A FY22A FY23E FY24E FY25E 200 1
Revenue (RMB mn) 717,289 853,062 908,768 1,007,429 1,129,809 |
YoY growth (%) 40.7 18.9 6.5 10.9 121 10 |
Adj. net profit (RMB mn) 178,954 146,892 132,263 152,056 179,697
Adj. EPS (RMB) 65.2 56.2 47.4 54.0 63.2 4
YoY growth (%) 26.6 17.9) (10.0) 15.0 18.2 0 : : ;
Consensus EPS (RMB) NA NA 50.2 59.3 66.0 Juk2t o Oct2l - Jan-2z Apr22
P/E (x) 12.2 14.2 16.8 14.8 12.6 Source: Bloomberg
P/B (x) 3.0 25 2.3 21 1.9
Yield (%) 0.0 0.0 0.0 0.0 0.0 Auditor: PwC
ROE (%) 18.7 19.1 14.3 11.4 11.6 Related Reports
Net gearing (%) Net cash Net cash Net cash Net cash Net cash 1. Moderate recovery insight with
Source: Company data, Bloomberg, CMBIGM estimates cost efficiency— 27 May 2022
2. Factoring in epidemic impact — 19

Apr 2022
3. New initiatives net loss to narrow —
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Figure 1: 1QFY23E financial preview

RMB mn 1QFY21 2QFY21 3QFY21l 4QFY21 1QFY22 2QFY22 3QFY22 4QFY224QFY23E  QoQ  YoY Consensus  Diff %
Revenue 153,751 155,059 221,084 187,395 205,740 200,690 242,580 204,052 203,543 -02% -1.1% 205,430 1%
Operating Profit 34,705 13,634 49,002  (7,663) 30,847 15006 7,068 16,717 17,411 | 42% -43.6% 19,181 9%
Net profit 46,437 26524 79,427  (5479) 42,835 3,377 20429 (16,241) 21,305 |-231.2% -50.3% 16,800 27%
Adj. net profit 39,494 47,088 60,630 26216 43,441 28524 45803 19,799 27,006 36.4% -37.8% 29,095 7%
Adj. EPS 1482 1797 2203 1032 1660 1120  16.87 7.95 1043 | 31.2% -37.2% 10.57 -1%

Margin (%)

Gross Margin 45.0% 42.0% 45.1% 33.1% 39.7% 35.3% 39.5% 31.9% 32.9% 35.8%
Operating Margin 22.6% 8.8% 22.2% -4.1% 15.0% 7.5% 2.9% 8.2% 8.6% 9.3%
Adj. net margin 25.7% 30.4% 27.4% 14.0% 21.1% 14.2% 18.9% 9.7% 13.3% 14.2%

Growth (%)

Revenue (YoY) 33.8% 30.3% 36.9% 63.9% 33.8% 29.4% 9.7% 8.9% -1.1% -0.2%
Revenue (QoQ) 34.5% 0.9%  42.6% -15.2% 9.8% -2.5% 20.9% -15.9% -0.2% 0.7%
Operating Profit 42.4%  -33.0% 23.9% -207.5% -11.1% 10.1% -85.6% NA  -43.6% -37.8%
Adj. net profit 27.6% 43.8% 30.4% 17.6% 10.0% -39.4% -245% -245% -37.8% -33.0%

Source: Company data, CMBIGM estimates, Bloomberg

Figure 2: Revenue breakdown
RMB mn 1QFY21 20QFY21 3QFY21 4QFY21 1QFY22 2QFY22 3QFY22 4QFY224QFY23E| QoQ YoY

Total revenue 153,751 125,447 221,084 187,395 205,740 200,690 242,580 204,052 203,543 0% -1%
China Commerce 107,985 102,043 161,328 130,391 144,029 136,120 172,226 140,330 138,480 -1% -4%
International Commerce 10,216 11,299 13,920 13,416 15,202 15,092 16,449 14,335 16,038 12% 5%
Local Consumer Services 7,892 9,824 9,536 8,123 10,099 10,806 12,141 10,445 10,604 2% 5%
Cainiao 7,713 8,226 11,360 9,959 11,601 9,846 13,078 11,582 12,181 5% 5%
Cloud 12,437 15,029 16,227 16,865 16,051 20,007 19,539 18,971 17,656 -7% 10%
Digital media and entertainment 6,994 8,066 8,079 8,047 8,073 8,081 8,113 8,005 7,831 -2% -3%
Innovation initiatives and others 514 572 634 594 685 738 1,034 384 754 96% 10%

Source: Company data, CMBIGM estimates

Figure 3: Earnings revision

Old Diff (%)
RMB mn, Mar-YE FY23E FY23E FY24E FY24E
Revenue 908,768 1,007,429 1,129,809 913,552 1,012,828 1,135,742 -0.5% -0.5% -0.5%
Gross profit 283,260 321,229 372,088 284,238 321,991 373,158 -0.3% -0.2% -0.3%
Operating profit 82,334 107,130 139,180 82,184 106,650 138,916 0.2% 0.4% 0.2%
Adj. net profit 132,263 152,056 179,697 132,375 151,807 179,663 -0.1% 0.2% 0.0%
EPS (RMB) 47.42 53.98 63.16 47.46 53.89 63 -0.1% 0.2% 0.0%
Gross margin 31.2% 31.9% 32.9% 31.1% 31.8% 32.9% @ +0.1ppts +0.1ppts  +0.0ppts
Operating margin 9.1% 10.6% 12.3% 9.0% 10.5% 12.2% | +0.1ppts  +0.1ppts +0.1ppts
Adj. net margin 14.6% 15.1% 15.9% 14.5% 15.0% 15.8% | +0.1ppts  +0.1ppts  +0.1ppts

Source: Company data, CMBIGM estimates

Figure 4: CMBIGM estimates vs. consensus

CMBIGM Consensus Diff (%)
Rmb mn, Mar-YE FY23E FY24E FY23E FY24E FY24E
Revenue 908,768 1,007,429 1,129,809 922,356 1,040,278 1,159,743 -1.5% -3.2% -2.6%
Gross profit 283,260 321,229 372,088 323,638 368,496 409,345 -12.5% -12.8% -9.1%
Operating profit 82,334 107,130 139,180 92,075 114,594 143,986 -10.6% -6.5% -3.3%
Adj. net profit 132,263 152,056 179,697 132,090 158,530 185,331 0.1% -4.1% -3.0%
EPS (RMB) 47.42 53.98 63.16 50.23 59.34 66.01 -5.6% -9.0% -4.3%
Gross margin 31.2% 31.9% 32.9% 35.1% 35.4% 35.3% | -3.9ppts -3.5ppts  -2.4ppts
Operating margin 9.1% 10.6% 12.3% 10.0% 11.0% 12.4% | -0.9ppts -0.4ppts -0.1ppts
Adj. net margin 14.6% 15.1% 15.9% 14.3% 15.2% 16.0% | +0.2ppts -0.1ppts  -0.1ppts

Source: Company data, Bloomberg, CMBIGM estimates
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Figure 5: SOTP valuation

Valuation Methodology Multiple Applied Metrics

US$bn  Per share(US$) FY22A FY23E FY22A FY23E
Core Commerce 285.4 103.4 |EVIEBITA 9.9 12.0 28.9 23.8
Cloud 53.2 19.3 |P/S 4.6 4.0 11.5 13.3
Others 78.4 28.4
Digital Entertainment 10.0 3.6 |P/S 2.0 2.0 5.0 5.0
Innovations 1.0 0.4 |PIS 3.0 2.0 0.4 0.5
Strategic Investments 36.2 13.1 |SoTP for all investments
Net (Debt)/Cash 311 11.3 [Cash forecasted on Balance sheet
Equity Value (US$) 417 151.0
TP (HK$)

Source: CMBIGM estimates

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 3
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Financial Summary

Income statement

Cash flow summary

YE 31 Mar (RMB

YE 31 Mar (RMB

mn) FY21A  FY22A  FY23E FY24E FY25E mn) FY21A FY22A FY23E FY24E FY25E
Revenue 717,289 853,062 908,768 1,007,429 1,129,809 Net income 143,284 57,583 91,799 111,489 140,196
China Commerce 501,683 592,705 613,347 670,614 731,575 D&A 47,909 39,347 39,137 39,602 40,310
International 48,851 61,078 70,240 80,776 101,106 Change in WC 50,508 34,047 13,0563 22,063 19,677
Local Services 35,442 43,491 49,797 54,375 57,928 Others (9,915) 22,920 31,472 29,707 19,291
Cainiao 37,258 46,107 53,023 62,042 69,487 Operating CF 231,786 153,897 175,460 202,862 219,473
Cloud 60,558 74,568 86,499 103,042 132,409
DME 31,186 32,272 32,595 32,921 33,250 Capex (43,185) (59,532) (75,029) (83,176) (93,190)
Innovation 2,311 2,841 3,267 3,659 4,054 Associates (16,123) 4,351 0 0 0
COSG (421,205) (539,450) (625,508) (686,199) (757,722) Others (204,614) (66,403) (50,000) (50,000) (50,000)
Gross profit 296,084 313,612 283,260 321,229 372,088 Investing CF (263,922) (121,584) (125,029) (133,176) (143,190)
R&D (57,236) (55,465) (60,809) (65,321) (70,959) Equity raised 175 0 0 0 0
S&M (81,519) (119,799) (97,486) (105,788) (116,091) Change of Debts (659) (11,175) 0 0 0
Admin. expense (55,224) (31,922) (35,569) (37,831) (40,658) Dividend paid 0 0 0 0 0
Other income (12,427) (35,985) (7,063) (5,160) (5,200) Others 30,566 (2,757) 0 0 0
Operating profit 89,678 70,441 82,334 107,130 139,180 Financing CF 30,082 (13,932) 0 0 0
Interest exp 72,794  (9,052) 12,969 14,309 15,309 Changein cash (9,241) 18,381 50,431 69,686 76,283
Associates (4,476)  (4,977) (4,733) (4,733) (4,733) Cash (beg of yr) 330,503 321,262 339,643 390,074 459,759
Others 7,582 12,000 12,000 12,000 10,000 FX (7,187) 0 0 0 0
Pre-tax profit 165,578 68,413 102,570 128,706 159,756 Cash (end of yr) 321,262 339,643 390,074 459,759 536,042
Tax (29,278) (21,892) (30,771) (39,217) (42,060)
Net profit 150,308 65,987 99,708 120,286 148,400
Non-GAAP NI 178,954 146,892 132,263 152,056 179,697
Balance sheet Key ratios
:;Ii)?’ 1 Mar (RMB FY21A  FY22A  FY23E FY24E FY25E YE 31 Mar FY21A FY22A FY23E FY24E FY25E
NC assets 1,046,858 1,089,252 1,172,884 1,272,092 1,384,362 Sales mix (%)
Fixed asset 147,412 168,536 191,587 220,416 258,591 China Commerce 69.9 69.5 67.5 66.6 64.8
Associates 200,189 206,900 226,900 248,900 271,400 International 6.8 7.2 7.7 8.0 8.9
Land use-right 0 0 0 0 0 Local Services 4.9 5.1 5.5 5.4 5.1
Intangible assets 292,771 267,630 267,630 267,630 267,630 Cainiao 5.2 5.4 5.8 6.2 6.2
Others 406,486 446,186 486,767 535,146 586,740  Cloud 8.4 8.7 9.5 10.2 11.7
DME 4.3 3.8 3.6 3.3 2.9
Current assets 643,360 741,241 847,151 964,806 1,092,265 Innovation 0.3 0.3 0.4 0.4 0.4
Cash 321,262 339,643 390,074 459,759 536,042 Total 100.0 100.0 100.0 100.0 100.0
Account receivable 124,708 159,717 185,197 203,166 224,342
Other 197,390 241,881 271,881 301,881 331,881 Growth rate (%)
Revenue 40.7 18.9 6.5 10.9 12.1
Current liabilities 377,358 454,502 500,433 553,571 610,679 Gross profit 30.2 5.9 -9.7 13.4 15.8
Borrowings 3,606 3,490 3,490 3,490 3,490 EBIT -1.9 -21.5 16.9 30.1 29.9
Trade & payables 261,140 342,402 375540 411,407 453,939  Net profit 26.6 -17.9 -10.0 15.0 18.2
Income tax 25,275 18,899 26,564 33,855 36,309
Other 87,337 89,710 94,839 104,818 116,940 P&L ratios (%)
Operating margin 125 8.3 9.1 10.6 12.3
NC liabilities 229,226 210,804 229,123 246,750 253,076  Pre-tax margin 231 8.0 11.3 12.8 14.1
Borrowings 38,335 37,107 37,107 37,107 37,107 Adj. net margin 24.9 17.2 14.6 15.1 15.9
Deferred taxation 59,598 44,563 62,637 79,829 85,617 Effective tax rate a7.7) (32.0) (30.0) (30.5) (26.3)
Other 131,293 129,134 129,379 129,813 130,352
Mezzanine equity 8,673 8,673 8,673 8,673 8,673 Returns (%)
ROE 18.7 19.1 143 11.4 11.6
Total equity 1,074,961 1,156,515 1,281,806 1,427,905 1,604,199 ROA 10.8 10.6 8.0 6.5 6.8
MI 137,491 128,816 120,637 111,571 103,097
S/H equity 937,470 1,027,698 1,161,169 1,316,335 1,501,102 Per share data
Adj. EPS (RMB) 65.2 56.2 47.4 54.0 63.2
DPS (RMB) 0.0 0.0 0.0 0.0 0.0
BVPS (RMB) 341.2 3721 416.3 467.3 527.6

Source: Company data, CMBIGM estimates
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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.

CMBIGM or its affiliate(s) have investment banking relationship with the issuers covered in this report in preceding 12 months.

CMBIGM 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 CMBIGM

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 Global Markets Limited

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

CMB International Global Markets Limited (“CMBIGM”) 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. CMBIGM 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. CMBIGM 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 CMBIGM, solely for the purpose of supplying information to the clients of CMBIGM 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 CMBIGM 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.
CMBIGM has exerted every effort in its capacity to ensure, but not to guarantee, their accuracy, completeness, timeliness or correctness. CMBIGM provides the
information, advices and forecasts on an "AS IS" basis. The information and contents are subject to change without notice. CMBIGM 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.
CMBIGM may make investment decisions or take proprietary positions that are inconsistent with the recommendations or views in this report.

CMBIGM 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 CMBIGM 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 CMBIGM may have a conflict of interest that could affect the objectivity of this report and CMBIGM 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 CMBIGM.

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 (l)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 CMBIGM.

For recipients of this document in the United States
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any other person in the United States. Each major US institutional investor that receives a copy of this report by its acceptance hereof represents and agrees that it
shall not distribute or provide this report to any other person. Any U.S. recipient of this report wishing to effect any transaction to buy or sell securities based on the
information provided in this report should do so only through a U.S.-registered broker-dealer.
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