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Alibaba Group 3Q15 GMV Might Slow Down Further
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° China's E-commerce growth was slowing down in 3Q15. Accoridng to .
NBSC, China commodity and service E-commerce GMV in 3Q15 reached Rating: ) B_uy
RMB946 bn, up 31.2% yoy. China commodity E-commerce GMV in 3Q15 Marntained
reached RMB775 bn, only up 28.3% yoy, lower than 41.0% in 1Q15 and 4% . I ()
36.6% in 2Q15. In 9M15, commodity E-commerce GMV reached RMB286
N, up 29.1% yoy. | | | 6-18m TP Hifi- US$90.00
° Key points: 1) Alibaba Group’s GMV growth in 3Q15 might slow down US$100.00
further. We revise down our Taobao and Tmall GMV forecasts in 3Q15 to
RMB456 bn and RMB255 bn, only up 20.1% and 45.0% yoy, respectively. ADS ffr: US$71.790
Due to the counterfeit trade impact in 4Q14, we expect GMV in Tmall Duel
11 to. re.ach RMB70 bn to RMB75 bn, .only up 22:6% to 31.6%.. 2) Stock performance
Acquisition of Youku was a key strategic move. Alibaba Group might HEH B
take 1~2 years to deeply intergrate its mobile media assets, to enhance
synergies and economies of scale. 3) The combination of Meituan and = ¥ change
Dianping was neutral to Alibaba Group. The new giant Meituan-Dianping
will be the major competitor of Alibaba Group’s Koubei. If Alibaba Group can s
not participate in the new financing of Meituan-Dianping, it would be very
negative to Alibaba Group. o ’
° Cut TP to USD90.00 and maintain ‘Buy’ investment rating. Alibaba w
Group still has lots of hidden assets not priced into its valution. Our 18
FY16-18 Non GAAP net profit estimates are RMB41.7bn, RMB49.9bn and .
RMB63.4bn. Our TP of USD90.00 represents 29.7x FY17 Non GAAP PE. G5 Aets Map1s i dunds Gt wpds feps  Deis g
° 3Q15 M E B FHEME. WIEER G REEE, 3Q15 S IR AR R 22 5 ik F HASDA COMP ndex Hibat Group é
AR 9,460 1278, FILLIGK 31.2%., Hehaeyipisc HEEHART 7,750 27T, [ @
LEHE K 28.3%, {&T 1Q15 [ 41.0%H1 2Q15 K 36.6%. L OM15 KIS FAs 5 & =
AR 2,860 1L78, FIHHIK 29.1%. Change in ADR Price im 3M 1Y 5/
° B D FMEEE 3Q15 Y@ R HE. AT 3Q15 =M RN 5 & ADR %3] 14H 34 H 14 gJ
ZNRM 4,560 2o AR T 2,550 1270, 43 5lAELLIEK 20.1%F1 45.0%. % 4Q14 il ng;;/\;ﬁ . 12.35 13.02) 21.02) :E
B, RATHEIR M — e HEENRT 700 12782 750 1278, RIHAUEK Rel. % 1o N;SDAQ index 2
22.6%% 31.6%. 2) WUARERER MMRMATE. bl TS FEAE 1-2 (F ORI A % 9.10 ©8) (2569 s
AR RSN BE =, ST SRR . 3) SERIK AR A& R B L O A 6493 6999 8678 s
Beﬁqjﬁs %lﬁl*ﬂjﬁﬁ51?%#!54%!527’3@%5EDﬁ?E@ﬁEﬁ%Xﬂrig ZZH%IWEE Source: Bloomberg, Guotai Junan International. ré
ERAES 5 B4 I IR A T IR, HBoh T .
L] B H AR 2 90.00 276, ERFBFPEAN “EIN” . R E EAEBLREHE =KE
BEAEE. TRA112016-2018 I 4EAE GAAP (A1 2 A R M 417 278, AR 499
{¢56, FINRT 634 1478, HERA 90.00 37T, 14T 29.7 519 2017 M4EE GAAP
TR E.
Mar End Turnover Net Profit Earnings /ADS Earnings /ADS PER BV/ADS PBR DP/ADS Yield ROE
4 [ION & ez £ ADS {§Fl B ADS RIS WEE 1 ADS K iR BRI E R R
3/31 (RMB m) (RMB m) (RVB) (A%) () (RVB) () (RVB) (%) (%)
2014A 52,504 23,076 10.610 189.9 42.0 13.985 318 0.000 0.0 149.2
2015A 76,204 24,149 10.330 (2.6) 43.1 67.335 6.6 0.000 0.0 25.7
2016F 99,628 50,350 19.511 88.9 22.8 80.538 55 0.000 0.0 27.6
2017F 131,466 32,628 12.275 (37.1) 36.3 90.531 4.9 0.000 0.0 14.6
2018F 176,961 42,482 15.517 26.4 28.7 103.491 4.3 0.000 0.0 24.8
Share in issue (m) &HEEC (m) 2,512.4 Major shareholder K%< SoftBank 31.9% =
Market cap. (US$ m) Hift (US$ m) 180,365.2 Free float (%) H HELE (%) 17.5 s
3 month average vol. 3 > H P52 % (‘000) 13,288.3 FY16 Net gearing FY16 £ i/l R 5 & (%) Net cash | @
52 Weeks high/low (US$) 52 J& #/i% 120.000 / 57.200 FY15-17 PEG FY15-17 7% FAHX & R 1K L% 25 %
Source: the Company, Guotai Junan International. g
8
See the last page for disclaimer Page 1 of 14 l



O Bk B L EE

GUOTAI JUNAN INTERNATIONAL

E-commerce

Weaker than expected E-commerce GMV growth in 3Q15. According to National Bureau of Statistics of
China (NBSC), China commodity E-commerce GMV reached RMB286 billion in 9M15, only up 29.1% yoy,
much lower than the 47.4% in 1-2M15, perhaps due to weaker than expected economic growth in 3Q15, but
up 1.9ppt from the 27.2% in 8M15. In 3Q15, total commodity E-commerce GMV reached RMB775bn, up
28.3% yoy, and total commodity & service E-commerce GMV reached RMB946bn, up 31.2% yoy. We have
observed that Taobao & Tmall GMV growth in 1Q15 and 2Q15 were 2~3ppt lower than that of total
commodity & service E-commerce GMV released by NBSC. However, according to State Post Bureau of
China, the packages delivered in 9M15 reached 1.9 billion, up 55.6% yoy. The strong results might suggest
that online buyers were gradually cutting their spending per order despite maintaining the highly frequent
online shopping habits, perhaps due to the weak economy, which would be a bad news to China
ecommerce players. Other potential obstacles might include low penetration potential in traditional 3C&
White Goods, apparel, and food categories and Taobao’s severe crack down on counterfeit trading. We are
concerned that both Alibaba Group and JD might deliver worse than expected 3Q15 results. Taobao GMV
growth might be around 20% in 3Q15.

Table- 1: China E-commerce GMV in 9M15

plopil Commodi Service Sliese Package
y data China Retail Growth E-commertge Growth T — Growth Commodity+Service Growth Industry ~ Growt DeIive?e Growt
éRr;/IB yoy Y yoy Y yoy E-commerce GMV yoy Revenu h yoy i h yoy
n e
bn RMB % bn RMB % bn RMB % bn RMB % bn RMB % bn Units %
1-2M15 4,799 10.7% 399 47.4% 76 31.4% 475 44.6% 35 35.0% 2.3 43.4%
3M15 2,212 10.2% 232 31.2% 54 63.4% 286 36.2% 20 26.0% 14 39.0%
4M15 2,239 10.0% 238 38.5% 45 46.6% 283 39.7% 21 35.6% 15 43.7%
5M15 2,420 10.1% 246 32.5% 46 42.0% 292 33.9% 21 29.2% 1.6 44.2%
6M15 2,428 10.6% 261 39.0% 49 35.1% 310 38.4% 23 39.3% 1.6 45.7%
7M15 2,434 10.5% 238 28.4% 52 36.5% 290 29.8% 22 35.5% 1.6 47.4%
8M15 2,489 10.8% 251 21.2% 53 41.7% 304 29.5% 22 30.8% 17 48.2%
9M15 2,522 10.9% 286 29.1% 66 59.8% 351 33.9% 19 33.2% 1.9 55.6%
1Q15 7,072 10.6% 631 41.0% 130 43.0% 761 41.3% 54 31.6% 37 41.7%
2015 7,086 10.2% 745 36.6% 140 40.9% 885 37.3% 65 34.7% 48 44.6%
3015 7,445 10.6% 775 28.3% 170 46.4% 946 31.2% 63 33.1% 5.2 50.6%
Tmall&Taobao Growth Taobao GMV Growth Tmall GMV Growth 1D GMV Growth
GMV yoy yoy yoy yoy
bn RMB % bn RMB % bn RMB % bn RMB %
1Q15 600 39.5% 381 29.2% 219 62.2% 87.8 99.0%
2015 673 34.3% 427 24.9% 245 54.7% 1145 8L.7%

Source: China Statistic Bureau, China State Post Bureau, Guotai Junan Interntaional.

We have revised down our estimates for Alibaba Group in the next several quarters. We have revised
down Taobao GMV in 3Q15 by 3.3% to RMB456bn, only up 20.1% yoy. We also revised down Tmall GMV
estimates in 3Q15 by 5.1% to RMB255bn, only up 45.0% yoy. Total GMV estimates in 3Q15 reached
RMB711bn, only 28.0% yoy, much lower than the 48.7% in 3Q14. However, we expect 4Q15 GMV growth
might be higher than that in 3Q15 due to Tmall Dual 11 Promotion. Our 4Q15 Taobao & Tmall GMV
estimates reached RMB1,023bn, up 30.0% yoy. The acquisition of Youku might boost Alibaba Group’s
revenue but might lower its profit margins, as Youku might make losses of RMB1.5bn~RMB2.0bn annually.
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Table- 2: Key Assumption Revision

2QFY16 3QFY16 4QFY16 1QFY17 2QFY17 3QFY17
3Q15E 4Q15E 1Q16E 2Q16E 3Q16E 4Q16E

NEW
China Retail GMV bn RMB 711 1,023 768 848 882 1,248
Taobao marketplace bn RMB 456 592 450 496 522 649
Tmall bn RMB 255 431 318 352 359 599
Revenue mn RMB 21,531 34,636 23,216 27,233 28,491 45,155
Operating profi mn RMB 5,630 11,686 5,819 8,792 8,866 16,099
Net profit mn RMB 5,071 9,806 4,630 6,902 6,964 12,580

oLD
China Retail GMV bn RMB 735 1,038 779 860 925 1,285
Taohao marketplace bn RMB 467 593 451 497 534 646
Tmall bn RMB 269 445 328 363 391 639
Revenue mn RMB 22,052 35,017 23,457 27,534 29,449 46,148
Operating profit mn RMB 5,783 11,823 5,891 8,898 9,196 16,476
Net profit mn RMB 5,190 9,913 4,690 6,977 7,212 12,865

Change

China Retail GMV % -3.3% -1.4% -1.4% -1.4% -4.7% -2.8%
Taohao marketplace % -2.2% -0.1% -0.1% -0.1% -2.2% 0.6%
Tmall % -5.1% -3.1% -3.2% -3.2% -8.1% -6.3%
Revenue % -2.4% -1.1% -1.0% -1.1% -3.3% -2.2%
Operating profit % 2.7% -1.2% -1.2% -1.2% -3.6% -2.3%
Net profit % -2.3% -1.1% -1.3% -1.1% -3.4% -2.2%

Source: the Company, Guotai Junan International.

Tmall Dual 11 Promotion growth might be moderate. In 4Q15, we believe Tmall Dual 11 Promotion
might be a catalyst to its stock price but we are very cautious about the GMV growth, as Alibaba Group has
begun to crack down on counterfeit traders in 1Q15, which means there might be a large number of
counterfeit traders in last year’s Tmall Dual 11 Promotion in 4Q14. However, Alibaba Group is still upgrading
its Tmall Dual 11 Promotion: 1) Make Tmall Dual 11 a global online purchase holiday by inviting more global
branded sellers. 2) Invite offline retailers Suning and Yintai to join its Tmall Dual 11 Promotion. 3) Cooperate
with Hunan TV to hold a Tmall Dual 11 Evening Party in China Water Cubic Centre. In 2014 Tmall Dual 11
has created GMV of RMB57.1bn, up 63.1% yoy, 7.3% of its GMV in 4Q14. In 2015, we expect Tmall Dual
11 to create GMV of RMB70.0bn~RMB75.0bn, up 22.6%~31.6% yoy, 6.8% ~ 7.3% of our estimated GMV in
4Q15.

Acquisition of Youku

Alibaba Group announced that it will acquire the remaining shares of Youku at total consideration of
USD4.5bn, or USD26.6 per ADS. In 2Q15, Alibaba Group has owned 18.7% of Youku's shares, or 639mn
shares. In 2Q15, Youku's cash, restricted cash, and short term investment reached USD1.34bn in total. If
we exclude Youku’s cash related assets, total consideration reached USD3.16bn. According to the terms,
Victor Koo will still be CEO of Youku in next 2 years. Markets rumours told that all the founders of Youku
Tudou have already agreed this acquisition. We expect Youku to get revenue of RMB6.582bn in 2015 and
might increase to RMB9.634bn in 2016, up 46.4% yoy. We also expect Youku to make losses of
RMB1.584bn in 2015 (non GAAP net losses of RMB1.116bn) and net losses of RMB1.316bn (Non GAAP
net losses of RMBO0.769bn) in 2016. After the acquisition, Youku will boost Alibaba Group’s revenue by
RMB10.0bn after 2016 but might cause net losses of around RMB1.5bn to RMB2.0bn annually.
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Figure- 1: China Video Industry Monthly Time

Figure- 2: Content Cost Comparison of Youku
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Source: the Company, Guotai Junan International. . Source: the Company, Guotai Junan International.
Table- 3: China Online Ad Market
RMB mn 1Q13 2Q13 3013 4Q13 1Q14 2Q14 3Q14 4Q14 1Q15 2Q15
China Online Ad mn RMB 20,131 25,430 28,640 35,800 217,720 36,260 40,520 49,490 37,870 48,226
Growth yoy % 36.0% 36.7% 34.9% 55.4% 37.7% 42.6% 41.5% 38.2% 36.6% 33.0%
Baidu mn RMB 5,953 7,539 8,848 9,462 9,378 11,837 13,427 13,845 12,519 16,227
Alibaba Group ecosystem mn RMB 5,727 7,614 7,481 12,499 7,274 10,072 10,405 15,868 9,937 13,077
Taobao Ad mn RMB 5,070 6,514 6,228 11,015 5972 8,400 8,276 13,186 7,740 10,469
Alibaba Media (UCWeb, Alimama, AutoNavi) mn RMB 112 188 237 335 358 388 739 1,036 813 783
Weibo ad mn RMB 116 186 271 347 321 369 405 545 491 545
Yoku ad mn RMB 429 727 745 801 623 915 985 1,100 893 1,280
Tencent ecosystem mn RMB 1,252 1,871 2,032 2,302 1,908 3,109 3,619 4,057 4,032 5,951
Tencent Ad mn RMB 850 1,297 1,390 1,497 1177 2,064 2,440 2,627 2,724 4,073
Sogou mn RMB 242 310 353 434 433 563 657 738 719 911
58 ad mn RMB 52 88 106 117 127 182 216 250 275 553
Bitauto ad mn RMB 110 177 182 254 171 301 306 443 314 413
Independent medium ad players mn RMB 2,183 2,820 3,493 3,788 3,077 3,994 4,496 4,879 4,049 5,070
360 ad mn RMB 393 562 749 883 868 1,062 1,252 1,508 1521 1,822
Sina ad excl. Weibo mn RMB 468 563 669 642 520 597 629 582 442 548
Sohu brand ad mn RMB 496 620 75 763 692 828 924 918 831 936
Netease ad mn RMB 166 272 299 358 245 389 478 440 333 478
iFeng ad mn RMB 166 210 224 264 235 291 326 339 268 312
Sofun ad mn RMB 345 365 536 602 291 461 502 572 252 376
Autohome ad mn RMB 149 228 241 217 226 366 386 522 403 597
Growth%
Baidu % 39.7% 38.3% 41.7% 50.5% 57.5% 57.0% 51.8% 46.3% 33.5% 37.1%
Alibaba Group ecosystem % 27.0% 32.3% 39.1% 27.0% 36.6% 29.8%
Tencent ecosystem % 60.4% 52.0% 42.7% 62.4% 52.4% 66.1% 78.1% 76.3% 111.3% 91.4%
Independent medium ad players % 41.0% 41.6% 28.7% 28.8% 31.6% 26.9%
Other small ad players % 27.2% 33.8% 27.1% 36.3% 24.3% 18.6%
Market shares%
Baidu mn RMB 29.6% 29.6% 30.9% 26.4% 33.8% 32.6% 33.1% 28.0% 33.1% 33.4%
Alibaba Group ecosystem mn RMB 28.4% 29.9% 26.1% 34.9% 26.2% 27.8% 25.7% 32.1% 26.2% 26.9%
Tencent ecosystem mn RMB 6.2% 7.4% 7.1% 6.4% 6.9% 8.6% 8.9% 8.2% 10.6% 12.2%
Independent medium ad players mn RMB 10.8% 11.1% 12.2% 10.6% 11.1% 11.0% 11.1% 9.9% 10.7% 10.4%
Other small ad players mn RMB 35.8% 33.1% 35.9% 32.2% 33.0% 31.0% 32.3% 31.8% 30.1% 27.4%
Source: the Companies’ Financial Reports, Guotai Junan International.
See the last page for disclaimer Page 4 of 14

21 October 2015

(BABA US)

AR A

Alibaba Group F

- Company Report



2 3= B = = PR

GUOTAI JUNAN INTERNATIONAL

O

Figure- 3: Youku’s Total Revenue Projection

Figure- 4: Youku’s Total Net Revenue Projection
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Figure- 5: Youku’s Total Revenue Projection Figure- 6: Youku’s Total Net Revenue Projection
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Source: the Company, Guotai Junan International.

Figure- 7: Youku’s Consumer Revenue Projection

Source: the Company, Guotai Junan International.

Figure- 8: Youku’s Daily Video Views at
Quarter End
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Table- 4: China Video Industry

2010 2011 2012 2013 2014 2015E 2016E 2017E 2018E
Online ad market mn RMB 32,550 51,300 77,310 110,000 154,000 209,300 272,400 332,700 393,000
growth YoY % 57.6% 50.7% 42.3% 40.0% 35.9% 30.1% 22.1% 18.1%
Online Video ad as % of total online ad market % 6.6% 8.3% 8.6% 8.9% 9.9% 10.9% 11.8% 12.8% 13.8%
Online Video market mn RMB 3,140 6,270 9,180 13,590 23,970 36,310 51,660 69,530 89,980
growth YoY 99.7% 46.4% 48.0% 76.4% 51.5% 42.3% 34.6% 29.4%

Breakdown%
Ad revenue % 68.4% 67.8% 72.5% 72.1% 63.4% 62.9% 62.4% 61.4% 60.1%
Copyrights distribution % 6.4% 13.1% 11.0% 8.6% 5.7% 4.6% 3.9% 3.5% 3.3%
Video VAS % 3.8% 3.4% 4.3% 5.1% 5.1% 5.4% 5.6% 5.9% 6.2%
Others % 21.4% 15.7% 12.1% 14.2% 25.8% 27.1% 28.1% 29.2% 30.4%
Online Video ad market mn RMB 2,148 4,251 6,656 9,798 15,197 22,839 32,236 42,691 54,078
97.9% 56.6% 47.2% 55.1% 50.3% 41.1% 32.4% 26.7%

Breakdown

Online in-video ad % 48.5% 56.7% 72.0% 80.8% 81.1% 78.8% 77.7% 75.6% 74.1%
Spornsor Ads, Banner Ads and other % 51.5% 43.3% 28.0% 19.2% 18.9% 21.2% 22.3% 24.4% 25.9%
Mobile video ad % 2.9% 4.9% 21.1% 31.7% 41.8% 51.3% 58.8%
PC video ad % 97.1% 95.1% 78.9% 68.3% 58.2% 48.7% 41.2%
Online in-video ad mn RMB 1,042 2,411 4,793 7,920 12,320 18,000 25,061 32,272 40,086
growth YoY % 131.5% 98.8% 65.2% 55.6% 46.1% 39.2% 28.8% 24.2%
Mobile video ad mn RMB 190 480 3,210 7,250 13,470 21,920 31,810
growth YoY % 152.6% 568.8% 125.9% 85.8% 62.7% 45.1%
PC video ad mn RMB 6,466 9,318 11,987 15,589 18,766 20,771 22,268
growth YoY % 44.1% 28.6% 30.0% 20.4% 10.7% 7.2%

Source: iResearch, Guotai Junan International.

Media Asset Integration

Alibaba Group has to integrate its media assets as soon as possible to achieve 3 new strategic
targets: 1) Help Youku to fix its current problems; 2) Upgrade its IP (Intellectual property) operation
to a higher level; 3) Enhance traffic exchange in different media assets. After integration, Alibaba
Group could increase their bargaining powers to both upstream content producers and downstream ad
clients. Moreover, to complete its media ecosystem, Alibaba Group has to reposition Alibaba
Pictures, control Weibo, and acquire a China mobile game company.

Alibaba Group needs to integrate its media assets as soon as possible. Since 2013, Alibaba Group
has spent around RMB50bn to acquire mobile media assets, such as Weibo, Youku, Momo, Xiami Music,
Ttpod Music, and UC 9 Game. Alibaba Group also established Alibaba Pictures (1060 HK), Alibaba
Literature, Alibaba Sports, and Tmall Home Box Office, to enhance its content production. Alimama has
played a key role in improving traffic conversion rate in its media assets. But the synergies in its media
assets were far less than the synergies in Tencent’s media assets.

Alibaba Group is in urgent need of a new leader to manage its Film & TV media content creation.
Before acquisition, Alibaba Group has established Tmall Box Office to build up TV content library, to support
Tmall TV Box and Tmall TV OS. Recently, Tmall Box Office has created original documentary video content
with NBA Star Kobe Briant. Alibaba Pictures also focuses on film content production. Alibaba Music also has
tight connection to Film & TV media as many popular songs come from films. Newly established Alibaba
Literature is positioned to be a connection between online literature portals, Shugi Novel and UC e-Book
Store, under UCWeb and Alibaba Pictures, to find more high quality IPs. Alibaba Sports, in which Alibaba
Group has around 50% shares, is positioned to create more sport content in people’s daily life. We think
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Victor Koo and his team have proved themselves in producing mini-TV dramas-Surprise series (/7 /7 5 8%l)),
the first successful grass-root online mini-TV drama brand shared by Youku and Uni-Media (5 &KH).
Youku’s team has been the producers of this series since the beginning. Alibaba Group indeed needs Victor
and his team to manage its media content creation, especially in Tmall Box Office and Alibaba Literature,
and to coordinate with Alibaba Pictures, Alibaba Sports and Alibaba Music. Victor and his team will have
much more budgets and larger platforms to create more high quality contents. It's possible that Victor might
lead Alibaba Pictures in the future.

Figure- 9: Alibaba Group and Tencent’'s Media Ecosystem
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Source: the Companies’ Financial Reports, Guotai Junan International.

Currently, video competition has become more intensified. In 7M15, Youku’'s monthly time spent
reached a record high level of 2.0 billion hours and 668 minutes per user per month (22 minutes per user
per day). We think Youku's user time spent per day might reach at least 1 hour in the long run. However,
iQiyi and Tencent are narrowing down the gap with Youku by increasing content spending. Tencent video
has spent USD500 million in NBA air rights in China in next 5 years, while iQiyi’s content costs in 2Q15 have
reached RMB840 million, more than Youku's content cost of RMB744 million. In the near future, 2 factors
are important: 1) China auto industry might cut ad spending in 2H15 and 2016. China auto industry was in
very tough environment in 1H15 as China auto sales growth has slowed down to low single digit. 2) Tencent
began to monetize its WeChat and video through ads. Tencent might gain more market share in China
internet ad market in the future.

Youku has many problems to fix to regain its competitive edges. First, Youku has to increase its
content spending to buy all the hot Chinese TV dramas to compete with Tencent video and Baidu
iQiyi. As SARFT has banned most of new imported TV dramas from Korea and US, China TV dramas have
become the largest traffic source in video. Currently, Youku only purchased 60%~70% China TV dramas, far
less than its two key competitors. And Youku should learn from iQiyi to increase its spending in in-house
production of variety shows and professional TV dramas. Second, Youku needs to fuel up its live video
streaming as soon as possible. Twitch, with DAU of 100mn in 2Q15, acquired by Amazon, has become
the 3" largest video streaming portal after Netflix and Youtube. Amazon has made a great move in video
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industry. Last year, Youku has established its live brand- Laifeng Video (X B #%) to target at live concert,

live variety show, live music show and live gaming show. However, its traffic was far less than YY Live and
Douyu Live. Moreover, Wang Sicong, the heir of Wanda Group, has newly established Panda Live TV to

gain market shares. Live video streaming might be a key competitor to video-on-demand (VOD) in the future.

If Youku missed the trend, the results might be catastrophic. Third, Youku should restructure its small
new business. After acquisition, it would be unnecessary for Youku to develop its hardware business and
film tickets sales. Youku could sell its hardware business to Meizu and cooperate with Taobao film ticket
sales. In the medium term, Heyi Pictures might be independent to develop IPs inside Youku's PGC and
UGC content library. In the long run, it's possible to combine Heyi Pictures and Alibaba Pictures.

Upgrade IP operation to a new level. High quality IPs will become more and more expensive and the
media companies are finding more and more ways to monetize the IP. Currently, many high quality IPs in
China are monetized through TV dramas, Films, and mobile games at the same time, in which TV drama
are the nature ads for its mobile games, such as the hot TV drama- Journey of Flowers({iT&). Alibaba
Group should acquire IP in group level and then monetize IP through different types of media. In this respect,
Alibaba Group needs to acquire a mobile game developer. The economies of scale in China media industry
will strengthen in the future. Both the ability to monetize IP in different media types and economies of scale
will enhance bargaining powers to upstream content producer and downstream ad customers. Only if the
media group has more bargaining powers, could it operate more expensive and higher quality IPs. The
industry entry barrier will become much higher in the future.

Alibaba Group needs to create strong traffic exchange in media assets to increase its MAU. Alibaba
Group’s media ecosystem is very complicated, mainly including the key value chain: Social —Video —
Search- Ad Exchange — Content Creation, or Weibo- Youku- UCWeb- Alimama — Alibaba Pictures. Unlike
Tencent's media ecosystem in which WeChat and QQ have played as fast growing traffic centres and
drivers, Alibaba Group’s media ecosystem is in loose structure and there are many overlapped business
units in this ecosystem, resulting in low efficiency and low synergies. 1) Youku, Weibo and UCWeb are the
3 most important mobile traffic pillars. In the past, as Youku missed many hot China TV dramas due to
tight budgets, UCWeb had to sell its front video page exhibition of hot China TV dramas to other video
portals, such as Letv, Sohu video, and PPS, to enhance user experiences. In the future, UCWeb should
conduct more traffic to Youku, if Youku bought the same China TV dramas. Moreover, Weibo has very hot
Star-Fan social ecosystem, connecting to Youku’s users, but Weibo's video has been far behind market
leaders. Weibo and Youku should work out in both professional videos (TV drama trailers, Film trailers) and
short UGC videos to increase their mutual traffics. 2) Integrate the membership among these media
assets. Alibaba Group should consider “Amazon Prime” as a successful way to enhance user experiences
in diversified services. If Alibaba Group’s media segments are confident that their media products could
deliver top user experiences, it could try to combine their membership, even with Tmall membership, to
create more stickiness and loyalties among online users. 3) Alibaba Group should build up its own game
developer teams. Alibaba Group’s game segment is UC 9 game, a leading game distribution platform.
Alibaba Group needs to establish its own game developer team to serve the IP development.

Alibaba Group should reposition Alibaba Pictures. Alibaba Pictures CEO Zhang Qiang has set up
targets to serve China film producers through big data, new technologies, and investment. 1) We think
Alibaba Pictures’ position is too conservative. First, the film and TV drama technology market is very
small, far smaller than Box Office. The value created by film technologies, such as post production, is a
small part of Box Office. 2) Alibaba Group should build up its own film & TV drama production teams.
The hot film IPs could attract plenty of funds in China and they don’t need participants who could only
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provide with funds. If Alibaba Pictures could not establish its own film and TV drama production centre with
its empirical teams, including veteran directors, screenwriters, and post-production teams, and could not get
any film and TV drama distribution market shares, it would be very difficult for Alibaba Pictures to attract hot
film IP owners and film producers. If Alibaba Group could not deeply participate in film and TV drama
production, it will be very difficult for Alibaba Group to develop the derivative markets of these film and TV

drama IPs.

Alibaba Group should increase stake in Weibo. We think Alibaba Group should increase its stakes in
Weibo to more than 50%. Weibo has the largest Star-Fan social ecosystem but its news flows are not good.
Weibo has its own online payment, mobile game distribution centres, and online videos. It's urgent for
Weibo to reduce its low efficiency segments and connect more high quality media recourses from UCWeb
and Youku to enhance overall user experiences, such as UC top news and Youku PGC/UGC videos. Weibo
needs to increase its user experiences as soon as possible to compete against WeChat and QQ.

Combination of Meituan and Dianping

Figure- 10: China O20 E-commerce Competition
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A new internet giant, Meituan-Dianping, came out. Meituan and Dianping announced to merge in 10M15.

Market rumours told that the new internet giant’s valuation reach USD15bn~ USD17bn. The merger will
have around 85% market shares in O20 group purchase market in 1H15, 70% of the online film ticket sales
market, and more than 50% of catering E-commerce take-away market. The new 020 ecommerce giant,
Meituan-Dianping, might be a very strong competitor to Koubei and JD Home. In 2Q15, Alibaba Group and
Ant Financial have set up Koubei (I"15%[4), an O20 E-commerce business in Alipay, which mainly focuses
on 020 catering and entertainment E-commerce. The E-commerce penetration rate in catering industry is
still less than 10% and they expect Koubei to create GMV of RMB300 billion by the end of year. In 3Q15,
Alipay has encouraged local small businesses to open shops in Alipay. JD also launched JD Home (5 7R %]
%), an 020 E-commerce entrances which focuses on fast delivery supermarket and take-away. Alibaba
Group also confirmed to invest in 58 home, an E-commerce business unit under 58 Group. We think the
reason Meituan chose to merge with Dianping instead of Koubei is to increase its potential in consumer
finance in the future. It's possible that Meituan-Dianping will start its own online payment and consumer
credit services. We think the competition in 020 ecommerce will become far more intensified in next 3
years.

Table- 5: China O20 E-commerce Projection

2011 2012 2013 2014 2015E 2016E 2017E 2018E 2019E 2020E
Target Market

Catering bn RMB 2,054 2,328 2,539 2,786 3,092 3413 3,748 4,098 4,460 4,831
growth yoy % 13.3% 9.1% 9.7% 11.0% 10.4% 9.8% 9.3% 8.8% 8.3%
Supermarket 599 714 762 800 832 857 883 910 937 965
growth yoy 19.1% 6.8% 5.0% 4.0% 3.0% 3.0% 3.0% 3.0% 3.0%
China Travel industry revenue 2,244 2,587 2,950 3,380 3,879 4,460 5,129 5,848 6,608 7,401
growth yoy 15.3% 14.0% 14.6% 14.8% 15.0% 15.0% 14.0% 13.0% 12.0%
Bank Credit Card bn RMB 813 1,137 1,846 2,340 2,919 3,583 4,327 5,138 5,999 6,883
growth yoy % 39.9% 62.3% 26.8% 24.8% 22.8% 20.8% 18.8% 16.8% 14.8%

020 Ecommerce
020 Group Buy bn RMB 111 214 359 74.8 209.3 334.9 468.8 632.9 822.8 1028.5
growth yoy % 93.1% 67.7% 108.3% 180.0% 60.0% 40.0% 35.0% 30.0% 25.0%
Catering bn RMB 4.1 9.6 18.8 44.1 132.0 2212 319.1 443.4 592.9 761.7
Entertainment bn RMB 21 4.8 8.6 15.1 36.0 50.8 61.8 73.9 87.9 99.6
Travel and Hotel bn RMB 0.5 1.8 36 78 225 327 48.1 65.0 77.9 88.1
Life service bn RMB 15 26 32 6.1 15.7 25.1 352 475 61.7 77.1
Commodity other bn RMB 29 2.2 17 1.6 31 5.0 4.7 32 25 21
020 Take-out bn RMB 0.5 14 4.2 9.5 36.5 73.0 131.4 210.2 3154 4415
growth yoy % 213.0% 193.8% 124.8% 283.8% 100.0% 80.0% 60.0% 50.0% 40.0%
OTA excluding flight tickets 61.0 79.7 108.1 148.1 196.2 252.7 3173 425.3 524.6
growth yoy % 30.6% 35.7% 36.9% 32.5% 28.8% 25.6% 34.0% 23.4%
Hotel bn RMB 39.8 49.4 63.3 85.0 109.0 135.0 162.0 194.4 229.4
Package Tour bn RMB 212 303 44.9 63.1 87.2 117.7 155.3 230.9 295.3
Online Box Office bn RMB 0.5 1.9 4.8 13.6 239 36.5 51.8 704 92.0 110.4
growth yoy % 251.9% 157.2% 180.1% 76.7% 52.5% 41.7% 36.1% 30.6% 19.9%
Total 020 Ecommerce GMV bn RMB 85.7 124.7 205.9 417.8 640.6 904.6 1,230.9 1,655.5 2,105.0
growth yoy % 157.2% 180.1% 76.7% 52.5% 41.7% 36.1% 30.6% 19.9%

Source: iResearch, eGuan, Guotai Junan International.
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Figure-10: China O20 Group Buy Market Figure-11: China O20 Group Buy Market Share
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Meituan-Dianping could strengthen its leading position in online tickets sales. According to eGuan
and SARFT, China Box Office surged to a record high level of RMB12.6bn in 3Q15, up 54.1% yoy, faster
than last several quarters. Moreover, online film ticket sales, including sales with seats and group buy,
accounted for around 70% of total film tickets sales, an amazing high level. However, in 3Q15, both SMI
holdings (198.HK) and Wanda Cinema announced to cease its operation with Meituan’s Cat Eye (<1 HR)
film ticket sales platform and Dianping also launched its own online ticket sales platform. SMI holdings
chose to work with Baidu film tickets and Wanda has acquired 20% of mtime.com’s shares and also
invested in WeChat ticket sales. Wanda and and Mtime online ticket sales together have around 5% of total
ticket sales market shares. If Meituan and Dianping could work together in the film ticket sales market, we
expect Meitian could maintain its online film ticket sales market sales at around 50%. Meituan-Dianping
might be a new force in China film distribution.

Figure- 11: China Box Office in 2015 Figure- 12: China Online and Offline Film
Tickets Sales
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However, It would be bad news if Alibaba Group loses its influence in the new Meituan-Dianping.
Market rumors told that before this combination, Alibaba Group has 10%~15% shares in Metiuan, while
Tencent has 20% shares in Dianping. And recently, Meituan-Dianping has begun another round of financing
of USD20bn~30bn. Tencent has intended to invest and increase its stake in the new Meituan-Dianping.
However, as Koubei is one of the largest competitors against Meituan-Dianping in 020 E-commerce, it's
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possible that Meituan-Dianping might exclude Alibaba Group in the new round of financing, which means
Alibaba Group might lose its influence in the new giant. If this is true, it would be very bad news for Alibaba
Group. Alibaba Group’s leaders should focus on alleviating the tension with Meituan-Dianping and

maintaining its influence in Meituan-Dianping by increasing more stakes.

Cut Target Price to USD90.00 with ‘Buy’ investment rating. We think both video and E-commerce
industry growth were slowing down in 3Q15 due to weaker than expected economy and more intensified
competition. We think it's not a good option to bet before their 3Q15 results. However, there are lots of
underlying assets for Alibaba Group, such as Ant Financial, Aliyun, Koubei, and Alibaba Pictures (1060.HK).
The Duel 11 Promotion might be a short run catalyst for Alibaba Group. Our investment grade for Alibaba
Group (BABA US) is “BUY”. We cut TP to USD90.0, representing 29.7x and 24.1x non GAAP FY16 PE and

FY17 PE.

Table 1: Peers Comparison

Non
GAAP
Company Market Cap Non GAAP PE GAAP PE EV/EBITDA PEG
Curr Last

StockCode _ency price mn HKD FY14F FY15F FY6F  FYL7F FY14F FY15F FYI6F  FYLTF  FYISF  FYL6F  FYL7F FY15-17
Global Large Ecommerce Conglomerate
Alibaba Group Holding-Sp Adr BABAUS usb 7179 1,397,863.6 41.4 32.9 28.0 217 na. 44.6 23.0 315 26.7 214 163 12
EBay Inc EBAY US usb 24.42 230,558.7 83 137 127 16 (473.0) 17.2 15.0 138 9.0 6.7 na. 14
Amazon.Com Inc AMZN US usb 560.88 2,033,078.4 259.7 105.3 65.5 41.2 (728.1) 354.6 1124 55.7 24.7 19.0 133 11
Yahoo Japan Corp 4689 JT JpY 501 184,476.0 22.3 21.8 19.6 19.4 22.8 21.8 19.9 194 109 9.9 9.1 32
Rakuten Inc 475507 JPY 1706 157,742.2 259.7 333 25.4 214 417 34.4 25.6 217 16.0 127 105 10
Simple Average 1183 41.4 30.2 231 (284.2) 94.5 39.2 284 175 139 123 16
Weighted Average 158.0 68.1 457 30.9 (394.3) 199.0 67.9 41.8 235 184 133 12
China Vertical Ecommerce
Jd.Com Inc-Adr JpUs usb 26.53 284,396.8 2,947.8 na. 1327 56.9 na. (110.0) 4,265.9 734 na. 110 345 na.
Vipshop Holdings Ltd - Ads VIPS US usb 18.79 84,452.0 61.2 32.9 22.5 16.2 14.9 6.3 4.0 na. 21.1 16.0 10.4 05
Jumei Intemational-Adr JMEIUS usb 10.22 11,336.6 18.6 231 15.3 10.7 na. 24.4 15.3 na. 195 9.5 5.8 0.3
Dangdang Ecommerce Dang US usD 6.77 4,237.5 33.0 na. na. 8.0 6.1 (26.6) 313 na. na. 101 43 na.
Ctrip.Com Intemational-Adr CTRPUS usb 7331 79,876.4 107.3 92.2 39.4 234 364.9 361.6 57.8 282 83.6 29.6 151 04
Simple Average 633.6 49.4 52.4 231 1286 511 874.9 50.8 434 35.2 14.0 04
Weighted Average 1,836.0 224 92.5 422 65.6 164.4 2,624.3 49.8 198 76.3 258 0.2
China Internet Conglomerate
Tencent Holdings Ltd 700 HK HKD 146.9 1,381,078.7 46.1 36.1 21.9 22.0 57.6 36.6 28.3 22.0 25.1 19.3 14.8 10
Baidu Inc - Spon Adr BIDU US usb 153.21 417375.1 23.6 21.9 224 15.9 24.6 30.3 233 158 217 16.2 106 0.7
Simple Average 34.9 32.0 25.1 15.9 411 334 25.8 18.9 234 178 127 0.8
Weighted Average 40.9 34.2 26.6 15.9 50.0 35.1 21.1 20.6 243 186 139 0.9
Global Internet Conglomerate
Apple Inc AAPL US usb 1377 5,028,254.8 175 125 1n7 10.6 16.4 122 1.9 1 6.2 5.7 5.2 14
Google Inc-Cl C GOOG US usb 650.28 3,538,699.0 25.3 225 19.3 16.7 32.9 285 235 20.2 134 109 8.8 12
Microsoft Corp MSFT US usb 41771 2,956,843.2 17.8 184 17 155 17.0 314 23.6 18.2 9.2 9.2 82 20
Face book Inc-A FBUS usb 97 2,119,268.0 57.4 46.8 35.4 215 94.2 90.3 56.2 38.2 239 172 129 12
SoftBank Corp. 9984 JT JpY 6443 500,155.6 14.6 11 127 131 15.1 11 127 132 7 73 6.9 (1.6)
Samsung Electronics Co Ltd 005930 KS KWR 1268000 1,281,555.9 9.1 9.1 9.0 83 8.6 8.7 85 79 28 24 21 19
Simple Average 23.6 20.1 17.6 15.3 30.7 30.4 2.7 181 10.5 88 74 10
Weighted Average 24.1 20.3 17.6 15.1 30.3 30.0 22.6 181 106 8.9 75 14
Simple Average 220.6 337 30.4 20.0 (32.3) 54.3 264.3 26.0 205 186 1 11
Weighted Average 89.0 30.3 25.2 19.1 (45.7) 60.9 87.1 233 143 12.9 95 13

Source: Bloomberg, Guotai Junan International, 2015 Oct 217
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Income Statement (Mar End Fiscal Year mn RMB) FY14A FY15A FY16E FY17E FY18E Balance Sheet FY14A FY15A FY16E FY17E FY18E
Revenues 52,504 76,204 99,628 131,466 176,961 Current Assets
Cost of Revenues (13369) (383 (79 (5759  (62529)  Cashand Cash Equivalents 33,045 108193 100501 131466 176,961
Gross Profit 39135 52370 66831 85710 14432  jyesment Secuities 1492 3658 4024 4426 4869
Sales and Marketing Expenses (4545) (9.764) (10,876) (14,010) (18.281)  Short-term Investments 10,587 14,148 15,563 17,119 18,831
General and Administrative Expenses (4,218) (7.854) (11,208) (13,307) (18849) | oans Receivable, net 13,159 835 0 0 0
Product Development Expenses (5,093) (9,353) (13,164) (12,868) (18,865)  prepayments, Receivables and Other Assets 4679 12,978 15,251 18,713 25,537
Amortization of Intangible Assets (315) (2,089) (3,288) (3,943) (3942)  Restricted Cash and Escrow Receivables 4,921 2,297 2521 2779 3,057
Impairment of Goodwill, intangible Assets (44 (175) 0 0 0 Total Current Assets 67,833 142,109 146,961 174,504 229,255
Operating Profit 24,920 23,135 28,295 41,583 54,495
Interest Expense (2195) (2,750) (2879) (3,162) (4914)  Non Current Assets
Interest and Investment Income/(Loss), Net 1648 9455 30,046 208 259 property and Equipment, net 5581 9139 15,536 23,304 30,296
Other Income, Net 2429 2486 2293 3417 4904 vesiment Securities 3023 14,611 17,533 2,00 25248
Earnings before Taxes 26802 32,3% 57755 42046 SAT5  jesmentinEquiy Investee 17,666 33,877 62,927 83504 111,847
Provision for Income Tax (3,196) (6,416) (6,422) (8,409) (10,949) Goodwill 11,793 41,933 42,352 42,776 43,204
Share of Results of Equity Investees (203) (1,590) (910) (841) (L0%)  Land Use Rights 1,660 3105 3833 4,544 5238
Minoriy Iterest (After Tax) 89) (59) (74) (169) (@19 nangble Assets 1,006 6575 9857 13141 17,148
Net income attributable to Alibaba Group 23315 24,261 50,350 32,628 42,482 Prepayments, Receivables and Other Assets 2,087 4,085 4802 5890 8,038
Dividends on Preferred Stock (208) 97) 0 0 0 Total Non Current Assets 43716 113325 156841 199199 241,019
Preferred Stock Adjustments (31 (15) 0 0 0 Total Assets 111,549 255,434 303,802 373,703 470,274
Net Income Available to Common Shareholders 23,076 24,149 50,350 32,628 42,482
Non GAAP net income 27,610 34,981 41,735 49,885 63,454 Current Liabilities
BasicEPS 10610  10.330 10511 12215 15517 gfﬁ;‘ﬁ;;;l’i‘t‘i’::m' Accounts Payable, and 1887 19,8 28211 31369 46,660
Diluted EPS 10.000 9700 18321 157 WS seqyedBormomings 9,264 0 0 0 0
Non GAAP Dillted EPS 11840 14051 15.186 1768 2074 Cyrent Bank Borrowings 1,100 1,090 1354 2318 3388
Numbers of Basic Shares mn 2175 2338 2581 2,658 2738 ncome Tax Payable 1,267 2733 3280 39% 4723
Numbers of Diluted Shares mn 2332 2490 2,748 2831 2916 Deferred Revenue-customer Advances 6,496 7,914 10176 11,649 14,974
Merchant Deposits 4711 7,201 9,191 13677 17,574
Escrow Money Payable 2,659 0 0 0 0
(CMa;*‘EFr:Z";é‘Ca;{;‘;’:‘mn o FYUA  FYI5A FY16E FYITE  FYIBE o Lisbilites 37,38 39,672 52,210 62948 87,320
Operating Activities
Net Income 23,403 24,320 50,424 32,79 42,701 Non Current Liabilities
Depreciation and Amortization 1654 4415 7929 11,800 15700 Non-current Bank Borrowings 30,711 50,603 34,421 58,953 86,162
Share-based Compensation Expense 2,844 13,028 3541 4673 629 Deferred Revenue 428 445 572 655 842
Share of Results of Equity Investees 203 1590 910 841 109 Deferred Tax Liabilities 2136 4493 5392 6470 7,764
Income Tax Payable 1,008 1410 547 656 8 Other Liabilties 1,079 11974 12,048 12216 12,435
Deferred Income Taxes 1,466 1,659 1,605 2,102 2,737 Total Non Current Liabilities 34,354 67,515 52,433 78,294 107,203
Loan Receivahle (9,175) (11,674) 0 0 0 Total mezzanine equity 10,401 658 790 948 1137
Other non cash gains or loss 1,302 (5,649) (26,582) 0 0 Noncontroling Interest 1,079 11974 12,048 12,216 12,435
Working Capital Change 3,674 12,118 9,613 4434 13,603 Zﬁ‘;‘eﬁgﬁé’rﬁmg”"“i”g Limited 20338 145439 195789 228417 270,899
Deferred Revenue and Customer Advances 1,606 1317 2,389 1,556 3512 Total Shareholders’ Equity 30,417 157,413 207,837 240,633 283,334
Merchant Deposits 1628 249 199 4,486 3897 g‘;{;‘;ﬁgzgﬁ;ﬁs“”e & 11549 255434 303802 373703 470274
Prepayments, Receivables and Other Assets (3567) (2.253) (2,9%) (4,545) (8972)
Liabfl\i;gsueu Expenses, Accounts Payable and Other 3902 10578 8460 3189 15,444
Restricted Cash and Escrow Receivables (1,329) (851) (230) (253) (278) Key Indicators FY14A FY15A FY16E FY17E FY18E
Escrow Money Payable 1,344 837 0 0 0 Non-GAAP gross profit 40,289 56,546 69,906 88,340 117,086
Cash Flow from Operating Activities %379 41217 47987 57,302 82913  Non-GAAP operating profit 28167 37,00 45568 58673 75248
Investing Activities Non-GAAP EBITDA 30,731 40,699 49,960 66,530 87,006
Capital Expenditure (4,776) (7,705) (17,536) (22,763) (26,593) Non-GAAP net profit 27,610 34,981 41,735 49,885 63,454
Investment (27,692) (35,221) (50,430) (54,591) (59,192) Stock-Based compensation 2,844 5,543 3,541 4,673 6,290
Disposals of PPE, intangible assets and investment 415 (@33) 500 550 605  Growth YoY
Others (944) (10,295) 11,064 402 (1,803) Revenue 52.1% 45.1% 30.7% 32.0% 34.6%
Cash Flow from Investing Activities (32,997) (53,454) (56,403) (76,403) (86,983) Non-GAAP Gross Profit 60.0% 40.4% 23.6% 26.4% 32.5%
Financing Activities Non-GAAP Operating profit 76.3% 31.5% 23.0% 28.8% 28.3%
Net Bank Borrowings 5623 19,891 (16,818) 25,497 28,279 Non-GAAP EBITDA 85.0% 32.4% 22.8% 33.2% 30.8%
Net Secured Borrowings 7,166 6,153 0 0 0 Non-GAAP Net profit 99.1% 26.7% 19.3% 19.5% 21.2%
Share issuance or repurchase (3,297) 61,453 0 0 0 Margin% (GAAP)
Others (128) 0 26,632 15,478 21,287 Non-GAAP Gross margin 76.7% T4.2% 70.2% 67.2% 66.2%
Cash Flow from Financing Activities 9364 87,97 9814 40975 49566  Non-GAAP Operating margin 53.6% 8% 45.7% w425
Other Adjustments Non-GAAP EBITDA margin 58.5% 53.4% 50.1% 50.6% 49.2%
Foreign Exchange Rate Effect 97) (112) 0 0 0 Non-GAAP Net margin 52.6% 45.9% 41.9% 37.9% 35.9%
Cash Flow Net Changes in Cash 2609 75148 1398 21,875 45495  Monetization Rate 255% 24% 236% 240  268%
BB 30,396 33,045 108,193 109,591 131,466 monetization rate in Desktop Retail GMV 2.94% 2.89% 2.58% 2.28% 2.13%
EB 33,045 108,193 109,591 131,466 176,961 monetization rate  in Mobile Retail GMV 0.91% 17% 2.22% 2.51% 2.81%
Ad monetization rate in Retail GMV 17% 1.54% 153% 153% 1.6%
Commission monetization rate in Retail 072% 0.87% 0.80% 0.8%% 0.97%

GMV

Source: the Company, Guotai Junan International.
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Company Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition
Buy Relative Performance >15%;

or the fundamental outlook of the company or sector is favorable.
Accumulate Relative Performance is 5% to 15%;

or the fundamental outlook of the company or sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the company or sector is neutral.

Reduce Relative Performance is -5% to -15%;
or the fundamental outlook of the company or sector is unfavorable.

Sell Relative Performance <-15%;
or the fundamental outlook of the company or sector is unfavorable.

Sector Rating Definition
The Benchmark: NASDAQ Composite Index
Time Horizon: 6 to 18 months

Rating Definition

Outperform Relative Performance >5%;
or the fundamental outlook of the sector is favorable.

Neutral Relative Performance is -5% to 5%;
or the fundamental outlook of the sector is neutral.

Underperform Relative Performance <-5%;
or the fundamental outlook of the sector is unfavorable.

DISCLOSURE OF INTERESTS

(1) The Analysts and their associates do not serve as an officer of the issuer mentioned in this Research Report.

(2) The Analysts and their associates do not have any financial interests in relation to the issuer mentioned in this Research Report.

(3) Except for SMI Holdings Group Limited (00198), China Fire Safety Enterprise Group Limited (00445), Guangshen Railway Company
Limited-H shares (00525), China All Access (Holdings) Limited (00633), Guotai Junan International Holdings Limited (01788) and Binhai
Investment Company Limited (02886), Guotai Junan and its group companies do not hold equal to or more than 1% of the market
capitalization of the issuer mentioned in this Research Report.

(4) Guotai Junan and its group companies have not had investment banking relationships with the issuer mentioned in this Research Report
within the preceding 12 months.

DISCLAIMER

This Research Report does not constitute an invitation or offer to acquire, purchase or subscribe for securities by Guotai Junan Securities
(Hong Kong) Limited ("Guotai Junan"). Guotai Junan and its group companies may do business that relates to companies covered in
research reports, including investment banking, investment services and etc. (for example, the placing agent, lead manager, sponsor,
underwriter or invest proprietarily).

Any opinions expressed in this report may differ or be contrary to opinions or investment strategies expressed orally or in written form by sales
persons, dealers and other professional executives of Guotai Junan group of companies. Any opinions expressed in this report may differ or
be contrary to opinions or investment decisions made by the asset management and investment banking groups of Guotai Junan.

Though best effort has been made to ensure the accuracy of the information and data contained in this Research Report, Guotai Junan does
not guarantee the accuracy and completeness of the information and data herein. This Research Report may contain some forward-looking
estimates and forecasts derived from the assumptions of the future political and economic conditions with inherently unpredictable and
mutable situation, so uncertainty may contain. Investors should understand and comprehend the investment objectives and its related risks,
and where necessary consult their own financial advisers prior to any investment decision.

This Research Report is not directed at, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located
in any jurisdiction where such distribution, publication, availability or use would be contrary to applicable law or regulation or which would
subject Guotai Junan and its group companies to any registration or licensing requirement within such jurisdiction.

© 2015 Guotai Junan Securities (Hong Kong) Limited. All Rights Reserved.

27/F., Low Block, Grand Millennium Plaza, 181 Queen’s Road Central, Hong Kong.
Tel.: (852) 2509-9118 Fax: (852) 2509-7793

Website: www.gtja.com.hk
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