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Ant Technology: Developing more
competitive advantages
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Diversify services, engage users along a “super-app” path
The leading digital payment/ fintech platforms, Ant and Tencent, established entry
barriers by connecting to a large number of users, merchants, service providers, and
financial institutions. However, the segment penetration among Internet users is getting
high at 80%+ and regulation such as the creation of NetsUnion and QR Code inter-
operability has lowered some of these entry barriers. Hence, Ant and Tencent need to
maintain their competitive advantages in (1) user engagement, (2) service portfolio. Both
have the largest user reach among mobile apps in China (Chart 2). Alipay, with 600m+
monthly users, announced the move to be a digital life open platform, revamped its
interface, added mini-programs and aggressively expanded high-frequency services such
as local services, new retail, transportation, public utilities and personal assistant (Table
1). There is more cooperation with Alibaba’s eco-system, acting as a key traffic gateway,
a transaction enabler and a customer management channel. The value of Ant to Alibaba
can go beyond the market value of Ali’s equity stake and come from operating synergies,
thus supporting our Buy rating on Ali. As for Ant, we expect the strategy to increase daily
activeness and potential biz opportunities, partially mitigating the risk of being overly
dependent on services subject to frequent policy changes.

Driving monetization as a service platform

Ant continues to focus on a platform approach to drive revenue, upselling services/
products such as funds, insurance and loans for partnered financial institutions in
exchange for tech-enabled services fees. CEO expects that 80% of Ant’s revenues in the
coming five years to come from tech-enabled services fees, according to Sina, There are
also emerging opportunities in Cloud-based solutions, mini-programs and blockchain
applications. We estimate that payment and the upselling services fees each accounted
for 40-50% of Ant’s revenue in FY19, with the latter outgrowing the former in FY20.
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Estimates (Mar)

(CNY) 2019A 2020A 2021E 2022E 2023E
Net Income (Adjusted - mn) 89,215 149,263 107,063 142,345 174,499
EPS 34.01 55.94 39.15 51.85 63.32
EPS Change (YoY) 38.0% 64.5% -30.0% 32.4% 22.1%
Dividend / Share 0 0 0 0 0
Free Cash Flow / Share 97.79 51.47 58.39 67.70 84.36
Common EPS (CNY) 4.25 6.99 4.89 6.48 791
Common Dividend / Share (CNY) 0 0 0 0 0

Valuation (Mar)
2019A 2020A 2021E 2022E 2023E

PIE 52.34x 33.59x 47.04x 35.52x 29.09x
Dividend Yield 0% 0% 0% 0% 0%
EV / EBITDA* 48.90x 34.45x 27.75x 22.52x 18.96x
Free Cash Flow Yield* 5.02% 2.69% 3.12% 3.63% 4.54%

* For full definitions of /@method*" measures, see page 12.

>> Employed by a non-US affiliate of BofAS and is not registered/qualified as a research analyst under
the FINRA rules.

Refer to "Other Important Disclosures" for information on certain BofA Securities entities that take
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factor in making their investment decision.
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iQprofile” Alibaba Group

Key Income Statement Data (Mar) 2019A 2020A 2021E 2022E 2023E Company Sector
(CNY Millions)
Sales 376,844 509,711 653,597 837,581 1,022,145 Internet/e-Commerce
Gross Profit 169,915 227,344 288,184 352,608 401,694
Sell General & Admin Expense (64669)  (78870)  (106227)  (129,276)  (137,931) Company Description
Operating Profit 57,084 91,430 114,903 143,000 172,738
Net Interest & Other Income 40,752 75,215 3,064 3,920 4,861 Alibaba Group runs |ead]ng online marketplaces
Associates NA NA NA NA NA (Taobao, TMall, Ele.Me) and B2B sties in China, and
Pretax Income 97,836 166,645 117,967 146,919 177,599 Lazada in SEA. It collects revenues mainly from
Tax (expense) / Benefit (16,553) (20,562) (25,065) (27,856) (31,440) )
Net Income (Adjusted) 89,215 149,263 107,063 142,345 174,499 commissions, marketing services, subscription
Average Fully Diluted Shares Outstanding 2,623 2,668 2,734 2,745 2,756 fees, cloud computing and software, and logistics
Key Cash Flow Statement Data platform services. It also owns media and store
Net Income 89,501 149,433 107,295 142 577 174,731 chains, and partners with logistics and payment
Depreciation & Amortization 40,187 46,628 56,523 68,246 78,173 companies to offer delivery, warehousing, payment
Change in Wor!dng Capital 183,225 21,418 25,304 17,063 31,558 & financing services for its users and merchants. It
Deferred Taxation Charge NA NA NA NA NA . .
Other Adjustments, Net (10963)  (36872) 29,190 29,262 20,872 has a stake and cooperation agreement with Ant
Cash Flow from Operations 301,950 180,607 218,311 257,148 314,334 Technology.
Capital Expenditure (49,643) (45,386) (61,466) (74,580) (85,904)
(Acquisition) / Disposal of Investments (101,424) (75,299) (40,053) (41,053) (42,053)
Other Cash Inflow / (Outflow) (156,069) 5,652 0 0 0 Investment Rationale
Cash Flow from Investing (307,136)  (115,033)  (101,519)  (115,633)  (127,957)
Shares Issue / (Repurchase) (11,641) 60,306 0 0 0 We expect Alibaba to remain the leading
Cost of Dividends Paid NA NA NA NA NA eCommerce company. Its leadership position
Cash Flow from Financing (7,392) 70,853 21,888 41,976 67,873 enables it to benefit from industry growth and
Free Cash Flow 252,307 135,221 156,845 182,568 228,430 economies of scale. Alibaba has industry-leading
Net Debt (70,786) (205,073) (343,753) (527,243) (781,493) ) ] N )
Change in Net Debt 5102 (140682  (138,680)  (183490)  (254,250) investment in R&D to facilitate cross-selling and
Key Balance Sheet Data targeting. Hence there should be room for
Property, Plant & Equipment 92,030 103,387 108,330 114,665 122,396 customer management growth. It also runs
Other Non-Current Assets 602,773 746,675 749,339 752,858 757,320 industry leading B2B and cloud services, and has
Trade Receivables 21,216 30,815 39,485 50,604 59,337 initiatives targeting large addressable markets
Cash & Equivalents 189,976 330,503 469,183 652,673 906,923 such as overseas eCommerce, new retail, 020 and
Other Current Assets 59,081 101,605 101,706 102,047 102,149 an affiliate, Ant Technology
Total Assets 965,076 1,312,985 1,468,043 1,672,848 1,948,125 ’ ’
Long-Term Debt 111,834 120,276 120,276 120,276 120,276
Other Non-Current Liabilities 30,171 71,186 71,186 71,186 71,186
Short-Term Debt 7,356 5,154 5,154 5,154 5,154
Other Current Liabilities 200,313 236,718 270,793 299,316 339,709
Total Liabilities 349,674 433,334 467,409 495,932 536,325 Stock Data
Total Equity 615,402 879,651 1,000,634 1,176,916 1,411,799
Total Equity & Liabilities 965,076 1,312,985 1,468,043 1,672,848 1,948,125
Shares / Common 0.13

i@method™ - Bus Performance* )

- Price to Book Value 5.0x
Return On Capital Employed 12.4% 16.4% 8.6% 9.6% 10.1%
Return On Equity 16.9% 20.0% 11.4% 13.1% 13.5%
Operating Margin 15.1% 17.9% 17.6% 17.1% 16.9%
EBITDA Margin 25.8% 27.1% 26.2% 25.2% 24.5%
iQmethod® - Quality of Earnings*
Cash Realization Ratio 3.4x 1.2x 2.0x 1.8x 1.8x
Asset Replacement Ratio 1.2x 1.0x 1.1x 1.1x 1.1x
Tax Rate (Reported) 16.9% 12.3% 21.2% 19.0% 17.7%
Net Debt-to-Equity Ratio -11.5% -23.3% -34.4% -44.8% -55.4%
Interest Cover 11.0x 7.1x 19.5x 24.3x 29.3x
Key Metrics

* For full definitions of i@method*" measures, see page 12.
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Evolving along a super-app path

Expanding use cases & service categories to engage users
Traditionally the leading digital payment/ fintech platforms (Chart 1), Ant and Tencent,
established entry barriers by connecting to (1) a large number of users: each with
roughly 900m domestically; (2) a large number of merchants: each with 50m+ of
domestic monthly active merchants; (3) a wide range of financial institutions that
provide various products including but not limited to clearing, financing, investment and
insurance. These three pillars create material network effect for the platforms. However,
regulation in the recent couple of years has lowered some of these entry barriers.
NetsUnion provides one-stop clearing connection for payment providers, removing the
needs to deal with multiple banks. QR Code inter-operability allows some online banking
apps to serve a vast amount of offline merchants already educated by the two platforms.
Connection with PBoC’s centralized credit reporting system would offer more info of
customer credit history with online finance companies. Hence, Ant and Tencent need to
build on their competitive advantages in their user base and service portfolio.

Chart 1: Payment market share by transaction value
60% 1

50% -
40% A
30%

20% A

10%

0% ]
4Q16 1Q17 2Q17 3Q17 4Q17 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19 1Q20
mAlipay = Tenpay ®Others

Source: Analysys, BofA Global Research

Ant’s mobile app has a large base of 600m+ monthly users (Chart 2), among the top
mobile apps in China. This enables it to follow a super-app strategy (for more on this
subject please see the report: Deep Dive on Super-Apps in Asia dated 29 Apr 20) to drive
user engagement and improve data insights via more features and services. It
announced its vision as a digital life open platform, revamped its interface, added mini-
programs (Chart 4) and aggressively expanded its service categories, most notably in the
areas of local services, new retail, transportation, public utilities and personal assistant
(Table 1). A recent example is its search results giving preferences to about 400 branded
chains like KFC, McDonald’s, Uniglo and Watson’s mini-programs, a lot of which support
transactions. This could stimulate usage frequency, which Tencent’s Weixin Pay has been
known for.

There is also more cooperation with Alibaba’s eco-system incl. investees, acting as a key
traffic gateway (e.g. accounting for 40%-+ of Ali’s new users in local services), a
transaction enabler (e.g. payment, financing, mini-program functions, consumption
membership/ credit score) and a customer management channel. The value of Ant to
Alibaba can go beyond the market value of Ali’s equity stake and come from operating
synergies, especially in the local services area. CEO of Ant is reported by media including
Sina to also take up the chairman post of Alibaba’s local services business for better
coordination between the two entities. As for Ant, we expect the strategy to increase
daily activeness and potential biz opportunities, partially mitigating the risk of being
overly dependent on services subject to frequent policy changes.

o Alibaba Group | 06 August 2020 3
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Chart 2: Super-app level of user reach
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Chart 3: Daily user engagement gradually improving as more features included
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Chart 4: Mini-programs bringing in more categories of services and merchants
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Table 1: Expanding services to drive user stickiness

Daily life services

Top-up Charge

Card Repayment
Utilities

City Services
Packages/ Logistics
Healthcare Services
Bookkeeping
E-Invoice

Car Services

Public Transportation
Sports Services
Security

Health Code

Wealth management/ Fortune

Yu'E Bao (money market funds)

Huabei (installment loan)
Jiebei (cash loan)

Stocks

Funds

Gold

Insurance

XiangHuBao (crowd insurance)

Fortune+

Transfer
Money transfer
Red Packet

Go Dutch
Family Center

BangNiTou (system-asset allocation investment)

BeiYonglin (credit line)

Zhima Credit (Sesame Credit)

Foreign Currencies

Source: Company, BofA Global Research

Shopping &
Entertainment
Coupon

Lottery
Bonus
Global Fun
Koubei

Education & Public
welfare
Ant Forest

Ant Farm

K12

Campus Life
Alipay Love
Sports

Kids Wallet
3-hour Charity

Third party services

Ele.Me (delivery, local
services)

TaoXianDa (fresh produce)
Tmall Supermarket
Freshippo/ Hema
Tmall

Taobao

Amap (car hailing)
Hellobike

Air & Rail

Didi (car hailing)
Fliggy

Youku

Taopiaopiao (tickeing)
Mini-programs

ZAO (crowd funding)

Another competitive advantage of Ant and Tencent is their overseas presence (Chart 6),

supporting services such as cross-border payment, remittances, tax refunds, trade,
consumption and local services. However, the pandemic and geopolitical uncertainty

could hinder the speed of expansion. We expect more biz and investment opportunities
in Eurasia, Southeast Asia, and other emerging/ frontier markets.

Chart 5: Payment: Ant with bigger ticket items while Tencent with higher usage frequency
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Chart 6: Top two’s overseas presence unmatched by others
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Monetization: continuous shift to a platform approach

On monetization, we have seen (1) a smaller need for heavy subsidies as penetration of
digital payment among users and merchants has improved (Chart 7); (2) a continuous
shift to a platform business model, upselling services/ products such as funds, insurance
and loans for partnered financial institutions in exchange for tech-enabled services fees
(Table 2); (3) emerging/ future opportunities in areas such as Cloud-based smart industry
solutions, mini-programs and blockchain applications. We estimate that each of the
payment business and the upselling services fees accounted for 40-50% of Ant’s
revenue in FY19, with the latter outgrowing the former in FY20. The remaining came
from various sources incl. its own lending business, which is estimated at low-double-
digit % of its loan balance, based on its legacy micro-loan licenses but no longer a
growth focus.

CEO expects that 80% of Ant’s revenues in the coming five years will come from tech-
enabled services fees, according to Bloomberg and Sina, leveraging its large network of
product partners (Chart 9), including but not limited to banks, insurance companies,
trusts, micro-finance companies, and asset management companies. For example,
funding partners of consumer installment or unsecured lending typically involve banks
and trusts in the securitization market, while small-and-mid-size loans can be provided
by MyBank. Regarding the newer initiatives such as industry solutions and blockchain
services, we have already seen multiple projects implemented but expect revenue
contribution to take multiple years to grow to a more material level.

Chart 7: Rising user penetration reducing the need for high consumer incentives
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Table 2: Select business indicators

Upselling: main financial product categories Typical platform take-rate Est. revenue contribution
range ranking*

Insurance 8-25% #6

Financing (service fees, net) <10%** #1/2

Payment 0.1-0.6% #1/2

Investment/ funds <1% #5

Consolidated subsidiaries of financial services Annualized interest rate

Financing (micro-loan licensees) 12-20% #3

Asset management firm <1% #4

Select scale indicators 2019E*

Financing facilitated RMB1-1.5trn

Payment value (incl. non-revenue generated) RMB117-132trn***

Investment AUM facilitated RMB2.5-3trn

*: BofA Global Research estimates; classification not same as Co's own segmentation; ** typically mid-single digit % if no risk taken including
the case of using credit enhancement (and net of credit enhancement costs); *** different estimates from Analysys, iResearch
Source: Company, Analysys, iResearch, Donews, Lexin, Sina News, TMT Post, BofA Global Research
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Chart 8: Shareholding structure
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Exhibit 1: Comprehensive eco-system to support monetization
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Chart 9: Financial institution partners (product sources) Chart 10: Selection of funds for wealth management users
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Regulation to remain a risk to the leaders

Policies will remain a risk to the monetization of Ant and Tencent Pay. The recent
evaluation of lowering the interest rate cap with legal protection for the civilian lenders
by the Supreme People’s Court from 24% is an illustration of on-going regulation risks.
The annual percentage rate (APR) of loans available on Ant usually ranges between 14
and 18%, compensating for an average delinquency rate of 1.3-1.5% and supporting a
mid-single-digit take-rate that Ant charges its funding partners. Lowering the legal
protection cap to, for instance, 4x of the 1-year loan prime rate (which currently implies
15-16%) as in one of the proposals, according to China Times, could reduce lenders’
appetite to provide funding to less prime users, and might affect the amount of services
fee revenue earned by the matching platforms like Ant. However, there are different
proposals and the outcome of a significant cut in the interest cap is probably too
disruptive to the money supply and thus consumption and SMEs.

The small loan size of Ant’s eC installment and cash credit loan products, which we
estimate averaging <RMB1K and 3K, respectively, implies that litigation against
defaulters has been more as a deterrence tool rather than a common procedure currently
due to relatively high admin costs. More connection with the centralized credit reporting
system of PBoC might help mitigate the risk of moral hazard in case of implementation
of the proposal of a lowered interest rate cap.

Anti-trust regulation has also been another evolving area in the online sector. There
were occasional calls for investigation into market dominance in segments like
eCommerce, food delivery, and digital payment by academics, industry participants and
media. However, there have not been substantial precedents of subsequent litigation.
We expect more constant comments and directives from the authority when aggressive
competitive approaches draw public attention. Major administrative measures that will
cause significant, prolonged disruption to these segments will be less likely as smooth
functioning of these segments will serve some of the strategic objectives of the
authority such as a consumption-led economy and proliferation of a digital currency.

The adoption of digital currency (for more on this subject please see the report: PBoC
Digital Currency dated 18 May 20) in China could incentivize mobile banking apps to
strengthen payment features for end users, leveraging the publicity generated and
contactless payment tech supported by this government initiative. Ant and Tencent have
been expanding services and features to drive user engagement and hold on to their
large online user traffic. We do not expect the change of the underlying payment
currency to digital RMB based on blockchain to take away the role of payment tools.

In general, we expect Ant to see more frequent regulation proposals and possibly policy
changes and to mitigate the risk by diversifying services and products. We also think

8 Alibaba Group | 06 August 2020
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destructive measures are unlikely, partially due to its capability to facilitate consumption
growth for the economy, which has been an important goal of the authorities; and a
representative shareholder base including Social Security Fund, several sovereign and
statutory pension funds from Canada, China, Malaysia and Singapore via investment
vehicles, and most of the large insurance groups in China, according to Tianyancha.

Alibaba Group | 06 August 2020
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Price objective basis & risk

Alibaba Group (BABA / BABAF)

We use a multi-year DCF to capture the impact from the long-term growth profile of the
eCommerce business, capex, and investments of the company. Our PO is US$301
(HK$293/HK share): 1) US$256 from our DCF valuation of the Alibaba operations
(already reflecting cash outflow for new initiatives such as Ele.Me, Kaola and Cloud, net
cash & liquid assets of US$13, discount rate of 9%, mid-term FCF FY19-26E CAGR of
6%, 4% terminal growth), 2) US$18 from its LT investments based on the reported value
on balance sheet, 3) US$27 from Ali's stake in Ant Technology, which is valued at
US$220b based on about 45x FY21E, comparable to large listed domestic Internet
finance and insurance platforms and fintech software

Risks: 1) value-destructive investments causing repeat funding needs and impairment, 2)
costs from overseas expansion, 3) regulation regarding privacy, anti-trust, ANT, trade,
VAT, listing, restriction by US and audit inspections by PCAOB, though revenue exposure
to US is immaterial, 4) reputational risk related to IP protection, 5) increasing service
demand from customers, 6) industry competition in lower-tier cities, 020 or video, 7)
industry deceleration off a large base, 8) operation complexity, 9) overhang of stakes of
pre-IPO strategic investors, 10) macro or external shocks like epidemics. Upside risks: 1)
a higher than expected valuation of Ant Technology in the VC market, 2) cloud
profitability better-than-expected, 3) private market valuation of its new initiatives

Analyst Certification

I, Eddie Leung, hereby certify that the views expressed in this research report accurately
reflect my personal views about the subject securities and issuers. | also certify that no
part of my compensation was, is, or will be, directly or indirectly, related to the specific
recommendations or view expressed in this research report.

Special Disclosures

BofA Securities is acting as financial advisor to MegaFon P)SC in connection with its
proposed joint venture with Alibaba Group Holding Ltd, Mail.Ru Group Ltd and Russian
Direct Investment Fund Management Co, which was announced on 5 June 2019.
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APR - Internet, Media and Software Coverage Cluster

Investment rating Company BofA Ticker Bloomberg symbol  Analyst
BUY
AfreecaTV WNTHF 067160 KS Paul Dewberry
Afterpay Limited AFTPF APT AU Sameer Chopra
Agora API APIUS Emerson Chan, CFA
Alibaba Group BABA BABA US Eddie Leung
Alibaba Group BABAF 9988 HK Eddie Leung
Appen Ltd APPEF APX AU Lucy Huang
Autohome ATHM ATHM US Miranda Zhuang, CFA
Baidu.com BIDU BIDU US Eddie Leung
Bilibili BILI BILIUS Lei Zhang
Dada Nexus DADA DADA US Eddie Leung
Douyu DOYU DOYU US Lei Zhang
East Money XEQTF 300059 CH Eddie Leung
Huya HUYA HUYA US Lei Zhang
JD.com JD JD US Eddie Leung
Kakao Corp. DAUCF 035720 KS Susie Lee
Kingdee KGDEF 268 HK Emerson Chan, CFA
Lexin Fintech LX LXUS Eddie Leung
Maoyan Entertainment XMEEF 1896 HK Emerson Chan, CFA
Meituan Dianping MPNGF 3690 HK Eddie Leung
Momo MOMO MOMO US Lei Zhang
Naver Corporation NHNCF 035420 KS Susie Lee
NCSOFT NCSCF 036570 KS Susie Lee
NetEase XPURF 9999 HK Eddie Leung
NetEase, Inc NTES NTES US Eddie Leung
Nine Entertainment Company NNMTF NEC AU Lucy Huang
OneConnect OCFT OCFT US Emerson Chan, CFA
REA Group RPGRF REA AU Lucy Huang
Sea Limited SE SEUS Paul Dewberry
Sohu.com Ltd SOHU SOHU US Eddie Leung
Tencent Holdings TCTZF 700 HK Eddie Leung
Tencent Music TME TME US Eddie Leung
Trip.com Group TCOM TCOM US Joyce Ju
VGI Public Company Limited XVGMF VGITB Thitithep Nophaket
Vipshop Holdings VIPS VIPS US Joyce Ju
Weibo Corporation WB WB US Miranda Zhuang, CFA
Weimob WEMXF 2013 HK Emerson Chan, CFA
WiseTech Global Limited WTCHF WTC AU Lucy Huang
YY YY YY US Lei Zhang
Zip Co Limited ZIZTF Z1P AU Sameer Chopra
NEUTRAL
Altium Limited ALMFF ALU AU Lucy Huang
Baozun BZUN BZUN US Joyce Ju
Carsales CSSSF CAR AU Lucy Huang
CooTek CTK CTKUS Emerson Chan, CFA
IMAX China IMXCF 1970 HK Emerson Chan, CFA
iQIYI 1Q IQ US Eddie Leung
Pinduoduo Inc. PDD PDD US Joyce Ju
Yonyou XYNIF 600588 CH Emerson Chan, CFA
UNDERPERFORM
China Literature CHLLF 772 HK Eddie Leung
CJENM CJHOF 035760 KS Susie Lee
Hithink Royalflush XHIFF 300033 CH Eddie Leung
Huace Film & TV XZHEF 300133 CH Emerson Chan, CFA
Huayi Brothers XHIIF 300027 CH Emerson Chan, CFA
Info Edge IFOEF INFOE IN Sachin Salgaonkar
Makemytrip Limited MMYT MMYT US Sachin Salgaonkar
Netmarble XLGHF 251270 KS Susie Lee
PearlAbyss Corp XEPAF 263750 KS Susie Lee
Seek Limited SKLTF SEK AU Lucy Huang
Seven West Media WANHF SWM AU Lucy Huang
Xero Limited XROLF XRO AU Sameer Chopra
RSTR
Bitauto BITA BITA US Miranda Zhuang, CFA
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APR - Internet, Media and Software Coverage Cluster

Investment rating

Company

Bloomberg symbol  Analyst

iQmethod " Measures Definitions

Business Performance

Return On Capital Employed

Return On Equity
Operating Margin
Earnings Growth
Free Cash Flow

Quality of Earnings
Cash Realization Ratio
Asset Replacement Ratio
Tax Rate

Net Debt-To-Equity Ratio
Interest Cover

Valuation Toolkit

Price / Earnings Ratio
Price / Book Value
Dividend Yield

Free Cash Flow Yield
Enterprise Value / Sales

EV /EBITDA

Numerator

NOPAT = (EBIT + Interest Income) * (1 - Tax Rate) + Goodwill Amortization

Net Income
Operating Profit

Expected 5-Year CAGR From Latest Actual
Cash Flow From Operations — Total Capex

Cash Flow From Operations
Capex
Tax Charge

Net Debt = Total Debt, Less Cash & Equivalents

EBIT

Current Share Price
Current Share Price

Annualised Declared Cash Dividend
Cash Flow From Operations — Total Capex
EV = Current Share Price * Current Shares + Minority Equity + Net Debt +

Other LT Liabilities
Enterprise Value

Denominator

Total Assets — Current Liabilities + ST Debt + Accumulated Goodwill
Amortization

Shareholders’ Equity

Sales

N/A

N/A

Net Income
Depreciation
Pre-Tax Income
Total Equity
Interest Expense

Diluted Earnings Per Share (Basis As Specified)
Shareholders’ Equity / Current Basic Shares

Current Share Price

Market Cap. = Current Share Price * Current Basic Shares
Sales

Basic EBIT + Depreciation + Amortization

i@method*"is the set of BofA Global Research standard measures that serve to maintain global consistency under three broad headings: Business Performance, Quality of Earnings, and validations. The key features of
iQmethod are: A consistently structured, detailed, and transparent methodology. Guidelines to maximize the effectiveness of the comparative valuation process, and to identify some common pitfalls.
iQdatabase”® is our real-time global research database that is sourced directly from our equity analysts’ earnings models and includes forecasted as well as historical data for income statements, balance sheets, and cash
flow statements for companies covered by BofA Global Research.
iQprofile™, i@method* are service marks of Bank of America Corporation.i@database “is a registered service mark of Bank of America Corporation.
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Disclosures

Important Disclosures

Alibaba (BABA) Price Chart

6-Aug B
Leung 16-Oct 2-Feb 6-May 24-Aug
PO:US$180 PO:US$200 P0:US$220 PO:US$231 PO:US$230
US$400 18-Aug [3-Nov | [ 18un | 19-Sep
PO:US$193  PO:US$218 PO:US$235 PO:US$221
US$300

Us$200

US$100

1-Jan-18 7
PO
B: Buy, N: Neutral, U: Underperform, PO: Price Objective, NA: No longer valid, NR: No Rating

BABA

31-Jan
PO:US$215

1-Jan-19

16-May 16-Aug 4-Nov 13-Jan 18-May
PO:US$219 PO:US$231  PO:US$234 PO:US$240 PO:US$250
| | 6-Sep | | 14-Feb 25-May
P0:US$233 PO:US$249 PO:US$241
14-Jul

PO:US$301

1-Jan-20

The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark grey shading indicates the security is restricted with the opinion suspended. Medium grey
shading indicates the security is under review with the opinion withdrawn. Light grey shading indicates the security is not covered. Chart is current as of a date no more than one trading day prior to the date of the report.

Alibaba (BABAF) Price Chart

HK$300
HK$250
HK$200
HK$150
1-Jan-18
BABAF No Coverage PO

1-Jan-19

B: Buy, N: Neutral, U: Underperform, PO: Price Objective, NA: No longer valid, NR: No Rating

The Investment Opinion System is contained at the end of the report under the heading "Fundamental Equity Opinion Key". Dark grey shading indicates the security is restricted with the opinion suspended. Medium grey
shading indicates the security is under review with the opinion withdrawn. Light grey shading indicates the security is not covered. Chart is current as of a date no more than one trading day prior to the date of the report.

Equity Investment Rating Distribution: Technology Group (as of 30 Jun 2020)

13-Jan B
Leung 18-May
PO:HK$234 PO:HK$244
25-Jan 25-May
eung PO:HK$235
14-Feb 14-Jul
PO:HK$293

PO:HK$243

Wik

1-Jan-20

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 176 64.00% Buy 107 60.80%
Hold 43 15.64% Hold 28 65.12%
Sell 56 20.36% Sell 28 50.00%
Equity Investment Rating Distribution: Global Group (as of 30 Jun 2020)

Coverage Universe Count Percent Inv. Banking Relationships* Count Percent
Buy 1632 52.21% Buy 1031 63.17%
Hold 711 22.74% Hold 444 62.45%
Sell 783 25.05% Sell 407 51.98%

* Issuers that were investment banking clients of BofA Securities or one of its affiliates within the past 12 months. For purposes of this Investment Rating Distribution, the coverage universe includes only stocks. A stock

rated Neutral is included as a Hold, and a stock rated Underperform is included as a Sell.
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FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating. VOLATILITY RISK RATINGS, indicators of potential
price fluctuation, are: A - Low, B - Medium and C - High. INVESTMENT RATINGS reflect the analyst’s assessment of a stock’s: (i) absolute total return potential and (ii)
attractiveness for investment relative to other stocks within its Coverage Cluster (defined below). There are three investment ratings: 1 - Buy stocks are expected to have a total
return of at least 10% and are the most attractive stocks in the coverage cluster; 2 - Neutral stocks are expected to remain flat or increase in value and are less attractive than
Buy rated stocks and 3 - Underperform stocks are the least attractive stocks in a coverage cluster. Analysts assign investment ratings considering, among other things, the 0-12
month total return expectation for a stock and the firm’s guidelines for ratings dispersions (shown in the table below). The current price objective for a stock should be
referenced to better understand the total return expectation at any given time. The price objective reflects the analyst’s view of the potential price appreciation (depreciation).

Investment rating Total return expectation (within 12-month period of date of initial rating) Ratings dispersion guidelines for coverage cluster*
Buy >10% <70%
Neutral = 0% <30%
Underperform N/A 2> 20%

* Ratings dispersions may vary from time to time where BofA Global Research believes it better reflects the investment prospects of stocks in a Coverage Cluster.

INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure), 8 - same/lower (dividend not considered to be secure) and 9 - pays
no cash dividend. Coverage Cluster is comprised of stocks covered by a single analyst or two or more analysts sharing a common industry, sector, region or other classification(s). A stock’s
coverage cluster is included in the most recent BofA Global Research report referencing the stock.

Price charts for the securities referenced in this research report are available at https://pricecharts.baml.com, or call 1-800-MERRILL to have them mailed.

BofAS or one of its affiliates acts as a market maker for the equity securities recommended in the report: Alibaba.

BofAS or an affiliate has received compensation from the issuer for non-investment banking services or products within the past 12 months: Alibaba.

The issuer is or was, within the last 12 months, a non-securities business client of BofAS and/or one or more of its affiliates: Alibaba.

BofAS or one of its affiliates is willing to sell to, or buy from, clients the common equity of the issuer on a principal basis: Alibaba.

BofA Global Research personnel (including the analyst(s) responsible for this report) receive compensation based upon, among other factors, the overall profitability of Bank of America
Corporation, including profits derived from investment banking. The analyst(s) responsible for this report may also receive compensation based upon, among other factors, the overall
profitability of the Bank's sales and trading businesses relating to the class of securities or financial instruments for which such analyst is responsible.

Other Important Disclosures

From time to time research analysts conduct site visits of covered issuers. BofA Global Research policies prohibit research analysts from accepting payment or reimbursement for travel
expenses from the issuer for such visits.

Prices are indicative and for information purposes only. Except as otherwise stated in the report, for the purpose of any recommendation in relation to: (i) an equity security, the price
referenced is the publicly traded price of the security as of close of business on the day prior to the date of the report or, if the report is published during intraday trading, the price referenced is
indicative of the traded price as of the date and time of the report; or (ii) a debt security (including equity preferred and CDS), prices are indicative as of the date and time of the report and are
from various sources including BofA Securities trading desks.

The date and time of completion of the production of any recommendation in this report shall be the date and time of dissemination of this report as recorded in the report timestamp.

Recipients who are not institutional investors or market professionals should seek the advice of their independent financial advisor before considering information in this report in connection
with any investment decision, or for a necessary explanation of its contents.

Officers of BofAS or one or more of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments.

BofA Global Research policies relating to conflicts of interest are described at https://rsch.baml.com/coi

"BofA Securities" includes BofA Securities, Inc. ("BofAS*) and its affiliates. Investors should contact their BofA Securities representative or Merrill Global Wealth Management
financial advisor if they have questions concerning this report or concerning the appropriateness of any investment idea described herein for such investor. "BofA Securities” is a
global brand for BofA Global Research.

Information relating to Non-US affiliates of BofA Securities and Distribution of Affiliate Research Reports:

BofAS and/or Merrill Lynch, Pierce, Fenner & Smith ("MLPF&S') may in the future distribute, information of the following non-US affiliates in the US (short name: legal name, regulator): Merrill
Lynch (South Africa): Merrill Lynch South Africa (Pty) Ltd,, regulated by The Financial Service Board; MLI (UK): Merrill Lynch International, regulated by the Financial Conduct Authority (FCA) and
the Prudential Regulation Authority (PRA); BofASE (France): BofA Securities Europe SA is authorized by the Autorité de Controle Prudentiel et de Résolution (ACPR) and regulated by the ACPR
and the Autorité des Marchés Financiers (AMF); BAMLI DAC (Milan): Bank of America Merrill Lynch International DAC, Milan Branch, regulated by the Bank of Italy, the European Central Bank
(ECB) and the Central Bank of Ireland (CBI); BAMLI DAC (Frankfurt): Bank of America Merrill Lynch International DAC, Frankfurt Branch regulated by BaFin, the ECB and the CBI; Merrill Lynch
(Australia): Merrill Lynch Equities (Australia) Limited, regulated by the Australian Securities and Investments Commission; Merrill Lynch (Hong Kong): Merrill Lynch (Asia Pacific) Limited,
regulated by the Hong Kong Securities and Futures Commission (HKSFC); Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd, regulated by the Monetary Authority of Singapore (MAS);
Merrill Lynch (Canada): Merrill Lynch Canada Inc, regulated by the Investment Industry Regulatory Organization of Canada; Merrill Lynch (Mexico): Merrill Lynch Mexico, SA de CV, Casa de Bolsa,
regulated by the Comision Nacional Bancaria y de Valores; Merrill Lynch (Argentina): Merrill Lynch Argentina SA, regulated by Comisién Nacional de Valores; Merrill Lynch (Japan): Merrill Lynch
Japan Securities Co,, Ltd, regulated by the Financial Services Agency; Merrill Lynch (Seoul): Merrill Lynch International, LLC Seoul Branch, regulated by the Financial Supervisory Service; Merrill
Lynch (Taiwan): Merrill Lynch Securities (Taiwan) Ltd., regulated by the Securities and Futures Bureau; DSP Merrill Lynch (India): DSP Merrill Lynch Limited, regulated by the Securities and
Exchange Board of India; Merrill Lynch (Indonesia): PT Merrill Lynch Sekuritas Indonesia, regulated by Otoritas Jasa Keuangan (OJK); Merrill Lynch (Israel): Merrill Lynch Israel Limited, regulated by
Israel Securities Authority; Merrill Lynch (Russia): 000 Merrill Lynch Securities, Moscow, regulated by the Central Bank of the Russian Federation; Merrill Lynch (DIFC): Merrill Lynch International
(DIFC Branch), regulated by the Dubai Financial Services Authority (DFSA); Merrill Lynch (Spain): Merrill Lynch Capital Markets Espana, SAS.V.,, regulated by Comisién Nacional del Mercado De
Valores; Merrill Lynch (Brazil): Merrill Lynch S.A. Corretora de Titulos e Valores Mobiliarios, regulated by Comisséo de Valores Mobiliarios; Merrill Lynch KSA Company: Merrill Lynch Kingdom of
Saudi Arabia Company, regulated by the Capital Market Authority.

This information: has been approved for publication and is distributed in the United Kingdom (UK) to professional clients and eligible counterparties (as each is defined in the rules of the FCA
and the PRA) by MLI (UK), which is authorized by the PRA and regulated by the FCA and the PRA - details about the extent of our regulation by the FCA and PRA are available from us on request;
has been approved for publication and is distributed in the European Economic Area (EEA) by BofASE (France), which is authorized by the ACPR and regulated by the ACPR and the AMF; has
been considered and distributed in Japan by Merrill Lynch (Japan), a registered securities dealer under the Financial Instruments and Exchange Act in Japan, or its permitted affiliates; is issued
and distributed in Hong Kong by Merrill Lynch (Hong Kong) which is regulated by HKSFC; is issued and distributed in Taiwan by Merrill Lynch (Taiwan); is issued and distributed in India by DSP
Merrill Lynch (India); and is issued and distributed in Singapore to institutional investors and/or accredited investors (each as defined under the Financial Advisers Regulations) by Merrill Lynch
(Singapore) (Company Registration No 198602883D). Merrill Lynch (Singapore) is regulated by MAS. Merrill Lynch Equities (Australia) Limited (ABN 65 006 276 795), AFS License 235132
(MLEA) distribute this information in Australia only to 'Wholesale' clients as defined by s.761G of the Corporations Act 2001. With the exception of BANA Australia, neither MLEA nor any of its
affiliates involved in preparing this information is an Authorised Deposit-Taking Institution under the Banking Act 1959 nor regulated by the Australian Prudential Regulation Authority. No
approval is required for publication or distribution of this information in Brazil and its local distribution is by Merrill Lynch (Brazil) in accordance with applicable regulations. Merrill Lynch (DIFC)
is authorized and regulated by the DFSA. Information prepared and issued by Merrill Lynch (DIFC) is done so in accordance with the requirements of the DFSA conduct of business rules. BAMLI
DAC (Frankfurt) distributes this information in Germany and is regulated by BaFin, the ECB and the CBI. BofA Securities entities, including BAMLI DAC and BofASE (France), may
outsource/delegate the marketing and/or provision of certain research services or aspects of research services to other branches or members of the BofA Securities group. You may be
contacted by a different BofA Securities entity acting for and on behalf of your service provider where permitted by applicable law. This does not change your service provider. Please use this

=~
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link http://www.bankofamerica.com/emaildisclaimer for further information

This information has been prepared and issued by BofAS and/or one or more of its non-US affiliates. The author(s) of this information may not be licensed to carry on regulated activities in your
jurisdiction and, if not licensed, do not hold themselves out as being able to do so. BofAS and/or MLPF&S is the distributor of this information in the US and accepts full responsibility for
information distributed to BofAS and/or MLPF&S clients in the US by its non-US affiliates. Any US person receiving this information and wishing to effect any transaction in any security
discussed herein should do so through BofAS and/or MLPF&S and not such foreign affiliates. Hong Kong recipients of this information should contact Merrill Lynch (Asia Pacific) Limited in
respect of any matters relating to dealing in securities or provision of specific advice on securities or any other matters arising from, or in connection with, this information. Singapore recipients
of this information should contact Merrill Lynch (Singapore) Pte Ltd in respect of any matters arising from, or in connection with, this information.

General Investment Related Disclosures:

Taiwan Readers: Neither the information nor any opinion expressed herein constitutes an offer or a solicitation of an offer to transact in any securities or other financial instrument. No part of
this report may be used or reproduced or quoted in any manner whatsoever in Taiwan by the press or any other person without the express written consent of BofA Securities.

This document provides general information only, and has been prepared for, and is intended for general distribution to, BofA Securities clients. Neither the information nor any opinion
expressed constitutes an offer or an invitation to make an offer, to buy or sell any securities or other financial instrument or any derivative related to such securities or instruments (e.g,
options, futures, warrants, and contracts for differences). This document is not intended to provide personal investment advice and it does not take into account the specific investment
objectives, financial situation and the particular needs of, and is not directed to, any specific person(s). This document and its content do not constitute, and should not be considered to
constitute, investment advice for purposes of ERISA, the US tax code, the Investment Advisers Act or otherwise. Investors should seek financial advice regarding the appropriateness of
investing in financial instruments and implementing investment strategies discussed or recommended in this document and should understand that statements regarding future prospects
may not be realized. Any decision to purchase or subscribe for securities in any offering must be based solely on existing public information on such security or the information in the
prospectus or other offering document issued in connection with such offering, and not on this document.

Securities and other financial instruments referred to herein, or recommended, offered or sold by BofA Securities, are not insured by the Federal Deposit Insurance Corporation and are not
deposits or other obligations of any insured depository institution (including, Bank of America, N.A.). Investments in general and, derivatives, in particular, involve numerous risks, including,
among others, market risk, counterparty default risk and liquidity risk. No security, financial instrument or derivative is suitable for all investors. In some cases, securities and other financial
instruments may be difficult to value or sell and reliable information about the value or risks related to the security or financial instrument may be difficult to obtain. Investors should note that
income from such securities and other financial instruments, if any, may fluctuate and that price or value of such securities and instruments may rise or fall and, in some cases, investors may
lose their entire principal investment. Past performance is not necessarily a guide to future performance. Levels and basis for taxation may change.

This report may contain a short-term trading idea or recommendation, which highlights a specific near-term catalyst or event impacting the issuer or the market that is anticipated to have a
short-term price impact on the equity securities of the issuer. Short-term trading ideas and recommendations are different from and do not affect a stock's fundamental equity rating, which
reflects both a longer term total return expectation and attractiveness for investment relative to other stocks within its Coverage Cluster. Short-term trading ideas and recommendations may
be more or less positive than a stock's fundamental equity rating.

BofA Securities is aware that the implementation of the ideas expressed in this report may depend upon an investor's ability to "short" securities or other financial instruments and that such
action may be limited by regulations prohibiting or restricting "shortselling" in many jurisdictions. Investors are urged to seek advice regarding the applicability of such regulations prior to
executing any short idea contained in this report.

Foreign currency rates of exchange may adversely affect the value, price or income of any security or financial instrument mentioned herein. Investors in such securities and instruments,
including ADRs, effectively assume currency risk.

UK Readers: The protections provided by the UK. regulatory regime, including the Financial Services Scheme, do not apply in general to business coordinated by BofA Securities entities located
outside of the United Kingdom.

BofAS or one of its affiliates is a regular issuer of traded financial instruments linked to securities that may have been recommended in this report. BofAS or one of its affiliates may, at any time,
hold a trading position (long or short) in the securities and financial instruments discussed in this report.

BofA Securities, through business units other than BofA Global Research, may have issued and may in the future issue trading ideas or recommendations that are inconsistent with, and reach
different conclusions from, the information presented herein. Such ideas or recommendations may reflect different time frames, assumptions, views and analytical methods of the persons
who prepared them, and BofA Securities is under no obligation to ensure that such other trading ideas or recommendations are brought to the attention of any recipient of this information.
In the event that the recipient received this information pursuant to a contract between the recipient and BofAS for the provision of research services for a separate fee, and in connection
therewith BofAS may be deemed to be acting as an investment adviser, such status relates, if at all, solely to the person with whom BofAS has contracted directly and does not extend beyond
the delivery of this report (unless otherwise agreed specifically in writing by BofAS If such recipient uses the services of BofAS in connection with the sale or purchase of a security referred to
herein, BofAS may act as principal for its own account or as agent for another person. BofAS is and continues to act solely as a broker-dealer in connection with the execution of any
transactions, including transactions in any securities referred to herein.

Copyright and General Information:

Copyright 2020 Bank of America Corporation. All rights reserved. iQprofile®, iQmethod* are service marks of Bank of America Corporation. iQdatabase® is a registered service mark of Bank of
America Corporation. This information is prepared for the use of BofA Securities clients and may not be redistributed, retransmitted or disclosed, in whole or in part, or in any form or manner,
without the express written consent of BofA Securities. BofA Global Research information is distributed simultaneously to internal and client websites and other portals by BofA Securities and
is not publicly-available material. Any unauthorized use or disclosure is prohibited. Receipt and review of this information constitutes your agreement not to redistribute, retransmit, or disclose
to others the contents, opinions, conclusion, or information contained herein (including any investment recommendations, estimates or price targets) without first obtaining express
permission from an authorized officer of BofA Securities.

Materials prepared by BofA Global Research personnel are based on public information. Facts and views presented in this material have not been reviewed by, and may not reflect information
known to, professionals in other business areas of BofA Securities, including investment banking personnel. BofA Securities has established information barriers between BofA Global Research
and certain business groups. As a result, BofA Securities does not disclose certain client relationships with, or compensation received from, such issuers. To the extent this material discusses
any legal proceeding or issues, it has not been prepared as nor is it intended to express any legal conclusion, opinion or advice. Investors should consult their own legal advisers as to issues of
law relating to the subject matter of this material. BofA Global Research personnel’s knowledge of legal proceedings in which any BofA Securities entity and/or its directors, officers and
employees may be plaintiffs, defendants, co-defendants or co-plaintiffs with or involving issuers mentioned in this material is based on public information. Facts and views presented in this
material that relate to any such proceedings have not been reviewed by, discussed with, and may not reflect information known to, professionals in other business areas of BofA Securities in
connection with the legal proceedings or matters relevant to such proceedings.

This information has been prepared independently of any issuer of securities mentioned herein and not in connection with any proposed offering of securities or as agent of any issuer of any
securities. None of BofAS any of its affiliates or their research analysts has any authority whatsoever to make any representation or warranty on behalf of the issuer(s). BofA Global Research
policy prohibits research personnel from disclosing a recommendation, investment rating, or investment thesis for review by an issuer prior to the publication of a research report containing
such rating, recommendation or investment thesis.

Any information relating to the tax status of financial instruments discussed herein is not intended to provide tax advice or to be used by anyone to provide tax advice. Investors are urged to
seek tax advice based on their particular circumstances from an independent tax professional.

The information herein (other than disclosure information relating to BofA Securities and its affiliates) was obtained from various sources and we do not guarantee its accuracy. This
information may contain links to third-party websites. BofA Securities is not responsible for the content of any third-party website or any linked content contained in a third-party website.
Content contained on such third-party websites is not part of this information and is not incorporated by reference. The inclusion of a link does not imply any endorsement by or any affiliation
with BofA Securities. Access to any third-party website is at your own risk, and you should always review the terms and privacy policies at third-party websites before submitting any personal
information to them. BofA Securities is not responsible for such terms and privacy policies and expressly disclaims any liability for them.

All opinions, projections and estimates constitute the judgment of the author as of the date of publication and are subject to change without notice. Prices also are subject to change without
notice. BofA Securities is under no obligation to update this information and BofA Securities ability to publish information on the subject issuer(s) in the future is subject to applicable quiet
periods. You should therefore assume that BofA Securities will not update any fact, circumstance or opinion contained herein.

Subject to the quiet period applicable under laws of the various jurisdictions in which we distribute research reports and other legal and BofA Securities policy-related restrictions on the
publication of research reports, fundamental equity reports are produced on a regular basis as necessary to keep the investment recommendation current.
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Certain outstanding reports or investment opinions relating to securities, financial instruments and/or issuers may no longer be current. Always refer to the most recent research report
relating to an issuer prior to making an investment decision.

In some cases, an issuer may be classified as Restricted or may be Under Review or Extended Review. In each case, investors should consider any investment opinion relating to such issuer (or
its security and/or financial instruments) to be suspended or withdrawn and should not rely on the analyses and investment opinion(s) pertaining to such issuer (or its securities and/or
financial instruments) nor should the analyses or opinion(s) be considered a solicitation of any kind. Sales persons and financial advisors affiliated with BofAS or any of its affiliates may not
solicit purchases of securities or financial instruments that are Restricted or Under Review and may only solicit securities under Extended Review in accordance with firm policies.

Neither BofA Securities nor any officer or employee of BofA Securities accepts any liability whatsoever for any direct, indirect or consequential damages or losses arising from any use of this
information.
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