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Consensus ratings*: Buy 26 Hold 18 Sell 1
Current price: US$33.55
Target price: US$41.70
Previous target: US$36.10
Up/downside: 24.3%
CGI / Consensus: 14.7%
Reuters: JD.O
Bloomberg: JD US
Market cap: US$48,781m
US$48,781m
Average daily turnover: US$346.6m
US$346.6m
Current shares o/s: 82,817m
Free float: 50.0%

*Source: Bloomberg

Key changes in this note
» FY19F non-GAAP EPS increased by

35.9%.
» FY20F non-GAAP EPS increased by
27.3%.
®» FY21F non-GAAP EPS increased by
26.8%.
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JD.com Inc

Strong 3Q19 indicative of a promising future

= 3Q19 non-GAAP operating profit of Rmb2,957m strongly beat our expectation.

m The strong performance reflected good execution to penetrate into lower-tier cities
and efficient cost control.

m We also expect strong growth of JD Logistics to continue.

= We now expect JD.com’s strong operating leverage to continue to drive margin
expansion in FY20F. We raised our non-GAAP EPS for FY19F-21F by 27%—36%.

m Maintain ADD with updated DCF-based TP of US$41.70

Strong 3Q19 non-GAAP operating profit on operating leverage

In 3Q19, revenue was up 28.7% yoy to Rmb134,843m. Although the GPM contracted
0.5ppt yoy to 14.9%, with strong operating leverage, non-GAAP operating profit was up
363% yoy to Rmb2,957m. This reflected JD.com’s economies of scale, especially for its
in-house logistics, which has achieved critical mass. The 3Q19 results exceeded both our
and consensus expectations, as revenue and profit growth both accelerated goq. Other
operating metrics also indicated strong performance, such as 35% yoy growth in daily
active users (DAU) during the quarter.

Successful penetration into lower-tier cities

Lower-tier cities contributed much of the growth in 3Q19. According to JD.com, more
than 70% of the new customers in 3Q19 were from lower-tier cities. Surprisingly, these
customers also had strong spending power compared to some consumers in Tier 1-2
cities, thanks to lower housing costs. As a result, currently more than 50% of JD.com’s
orders come from Tier 3—-6 cities, and these cities also contribute about 50% of total
GMV. In Oct 2019, JD.com introduced a platform called Jingxi, which allows third-party
sellers to sell genuine goods specifically targeting consumers in lower-tier cities. The core
competitive advantage JD.com has in lower-tire cities is its in-house division, JD
Logistics, which covers 99% of the counties and districts in China and can provide certain
major town areas in the most-populated lower-tier cities with 24-hour delivery, as in
Tierl-2 cities. This allows JD.com to be very competitive with other platforms targeting
lower-tier cities.

Good progress for new business as well

JD.com’s C2M (customer to manufacturer) model, introduced 2-3 years ago is well-
perceived by customers. Currently, over 70% of its IT products are sold under the C2M
model. This provides JD with a unique product profile and competitive pricing to attract
more customers. JD Logistics also achieved good performance in 3Q19. Currently, more
than 40% of the overall logistics revenue is from third-party orders, reflecting the maturity
of this business segment. As JD.com will continue to expand its logistics network, we
expect the margins of this part of the business to improve gradually. It may turn profitable
at the operating profit level in FY20F.

Maintain ADD: strong earnings growth thanks to operating leverage
In 4Q19F, JD.com expects revenue growth of 21-25% yoy, and provided full-year FY19F
non-GAAP net income guidance of Rmb9.8bn-10.5bn, which is quite positive, in our
view. We raised our non-GAAP EPS forecast by 36%/27%/27% for FY19F/20F/21F,
respectively, mainly to reflect JD.com’s strong turnaround in FY19F. For the “Double-11"
event, JD.com achieved GMV of Rmb70.5bn on 11 Nov 2019 alone, up 30% yoy. We
believe this is evidence that JD.com’s sales momentum can be sustained, and pave the
way for improved operating leverage. Maintain ADD. Our TP is revised up to US$41.70
(WACC:13.40%), which is equivalent to 22.6x FY20F P/E. Key downside risks include
intensified competition among e-commerce companies, and a slowdown in the macro
economy.

Financial Summary Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue (Rmbm) 362,332 462,020 571,422 672,279 766,930
Operating EBITDA (Rmbm) 8,102 8,688 17,762 22,428 29,574
Net Profit (Rmbm) 4,968 3,460 11,579 14,324 19,362
Core EPS (Rmb) 6.72 6.39 11.25 12.89 15.80
Core EPS Growth 57.3% (4.8%) 75.9% 14.6% 22.6%
FD Core P/E (x) 34.12 35.96 20.45 17.83 14.55
DPS (Rmb) - - - - -
Dividend Yield 0% 0% 0% 0% 0%
EV/EBITDA (X) 40.68 38.55 17.94 13.24 9.07
P/FCFE (x) NA NA 15.49 12.82 10.51
Net Gearing (27.8%) (36.7%) (60.2%) (80.7%) (97.4%)
P/BV (x) 6.44 5.66 4.71 3.94 3.26
ROE 22.9% 16.8% 25.5% 24.4% 24.8%
% Change In Core EPS Estimates

CGl/consensus EPS (x) 1.18 1.04 0.99
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Strong 3Q19 indicative of a

promising future

Figure 1: Earnings revisions

FY19F FY20F FY21F
Rmb m Oold New % change Oold New % change Old New % change
Sales 563,866 571,422 1.3% 659,734 672,279 1.9% 752,802 766,930 1.9%
GP margin 15.0% 15.0% 0.0% 14.8% 15.0% 0.2% 15.0% 15.2% 0.2%
Operating margin (Non-GAAP) 1.4% 1.8% 0.4% 1.5% 1.9% 0.4% 1.9% 2.4% 0.5%
Net income (Loss) (GAAP) 3,053 6,111 100.1% 5,445 8,519 56.4% 9,220 13,307 44.3%
Net income (Loss) (Non-GAAP) 8,521 11,579 35.9% 11,251 14,324 27.3% 15,275 19,362 26.8%
EPS (GAAP) (Rmb) 1.03 2.06 100.1% 1.78 2.79 56.4% 2.93 4.23 44.3%
EPS (Non-GAAP) (Rmb) 2.87 3.91 35.9% 3.68 4.69 27.3% 4.86 6.16 26.8%
Figure 2: Quarterly results review
(Rmb m) 1Q18 2Q18 3Q18 4Q18 1Q19 2Q19 3Q19 4Q19F FY18 FY19F
Total revenue 100,128 122,291 104,768 134,833 121,081 150,281 134,843 165,217 462,020 571,422
Cost of sales (85,970) (105,777) (88,659) (115,661) | (102,897) (128,156) (114,729) (140,208) | (396,066) (485,990)
Gross profit 14,158 16,514 16,110 19,172 18,184 22,125 20,114 25,009 65,954 85,432
GPM 14.1% 13.5% 15.4% 14.2% 15.0% 14.7% 14.9% 15.1% 14.3% 15.0%
Fulfillment expenses (7,048) (8,060) (7,591) (8,724) (8,235) (9,830) (9,635) 9,450) | (31,423) (37,150)
As % of revenue 7.0% 6.6% 7.2% 6.5% 6.8% 6.5% 7.1% 5.7% 6.8% 6.5%
Marketing expenses (3,153) (4,903) (3,768) (5,990) (4,669) (6,176) (4,985) (4,489) (17,814)  (20,318)
As % of revenue 3.1% 4.0% 3.6% 4.4% 3.9% 4.1% 3.7% 2.7% 3.9% 3.6%
Technology and content expense (2,213) (2,465) (3,077) (3,128) (2,852) (3,381) (3,371) (3,856) (10,883)  (13,460)
As % of revenue 2.2% 2.0% 2.9% 2.3% 2.4% 2.3% 2.5% 2.3% 2.4% 2.4%
General and administration expense (673) (746) (814) (803) (796) (917) (1,048) (995) (3,036) (3,755)
As % of revenue 0.7% 0.6% 0.8% 0.6% 0.7% 0.6% 0.8% 0.6% 0.7% 0.7%
Total operating expenses (non-GAAP) (13,087) (16,175) (15,250)  (18,645) | (16,551) (20,303) (19,039) (18,789) | (63,157) (74,683)
Operating income/(loss) 4 (1,034) (651) (939) 1,226 2,267 4,973 (435) (2,619) 4,960
Operating income/(loss) (non-GAAP) 848 113 638 313 1,972 3,217 2,957 1,881 1,913 10,028
EBIT margin (Non-GAAP) 0.8% 0.1% 0.6% 0.2% 1.6% 2.1% 2.2% 1.1% 0.4% 1.8%
Share-based compensation (SBC) 634 938 1,051 1,037 618 1,021 1,025 1,362 3,660 4,026
Amortisation of intangible assets 446 450 457 452 444 148 146 1,104 1,806 1,842
Total other income 1,624 (1,080) 3,579 (3,878) 6,294 (1,282) (3,818) 636 245 1,830
Net income/(loss) (GAAP) 1,525 (2,212) 3,001 (4,805) 7,319 620 612 631 (2,492) 6,111
Net income/(loss) to shareholders (Non-GAAP) 1,047 478 1,184 750 3,294 3,560 1,683 6,326 3,460 11,579
NPM (Non-GAAP) 1.0% 0.4% 1.1% 0.6% 2.7% 2.4% 1.2% 3.8% 0.7% 2.0%
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Figure 3: 3Q19 results comparison

(Rmb m) 3Q18 3Q19 yoy change Prev. 3Q19F
Total revenue 104,768 134,843 28.7% 127,714
Cost of sales -88,659 -114,729 29.4% -107,566
Gross profit 16,110 20,114 24.9% 20,149
GPM 15.4% 14.9% -0.5% pts 15.8%
Fulfillment expenses -7,591 -9,635 26.9% -9,126

As % of revenue 7.2% 7.1% -0.1% pts 7.1%
Marketing expenses -3,768 -4,985 32.3% -4,721

As % of revenue 3.6% 3.7% 0.1% pts 3.7%
Technology and content expense -3,077 -3,371 9.6% -3,193

As % of revenue 2.9% 2.5% -0.4% pts 2.5%
General and administration expense -814 -1,048 28.7% -992

As % of revenue 0.8% 0.8% 0.0% pts 0.8%
Total operating expenses (non-GAAP) -15,250 -19,039 24.8% -18,032
Operating income/(loss) -651 4,973 -864.2% 516
Operating income/(loss) (non-GAAP) 638 2,957 363.3% 1,938
EBIT margin (Non-GAAP) 0.6% 2.2% 1.6% pts 1.5%
Share-based compensation (SBC) 1,051 1,025 -2.5% 1,156
Amortisation of intangible assets 457 146 -68.0% 466
Total other income 3,579 -3,818 -206.7% 484
Net income/(loss) (GAAP) 3,001 612 -79.6% 901
Net income/(loss) to shareholders (Non-GAAP) 1,184 1,683 42.1% 2,423
NPM (Non-GAAP) 1.1% 1.2% 0.1% pts 1.9%
Figure 4. DCF Valuation
DCF computation (Rmb m) FY18  FY19F FY20F FY21F FY22F FY23F FY24F FY25F FY26F FY27F FY28F FY29F FY30F FY31F
EBIT (non-GAAP) 1,913 10,028 13,014 18,562 20,728 23,238 26,154 29,548 33,505 38,127 43,538 49,885 57,345 66,128
Taxes -427 -679 -947  -1,479 -1,797 -2,178 -2,635 -3,185 -3,847 -4,646 -5612 -6,781 -8,198 -9,919
NOPAT 1,486 9,349 12,068 17,084 18,931 21,060 23,519 26,363 29,657 33,481 37,926 43,104 49,146 56,209
NOPAT growth 529.3% 29.1% 41.6% 10.8% 11.2% 11.7% 12.1% 125% 12.9% 13.3% 13.7% 14.0% 14.4%
D&A 5,574 7,335 9,014 10,612 10,930 11,258 11,596 11,944 12,302 12,671 13,051 13,443 13,846 14,262
Funds from operation 7,059 16,683 21,082 27,696 29,861 32,319 35115 38,307 41959 46,152 50,978 56,547 62,992 70,470
Change in net working Capital 12,356 22,262 23,377 24,069 24,791 25534 26,300 27,089 27,902 28,739 29,601 30,489 31,404 32,346
Cash flow from operation 19,416 38,945 44,459 51,764 54,652 57,853 61,415 65396 69,862 74,891 80,579 87,037 94,397 102,816
Capex -21,239 -16,623  -16,480 -16,551 -17,130 -17,729 -18,350 -18,992 -19,657 -20,345 -21,057 -21,794 -22,557 -23,346
Free cash flow from operation -1,823 22,322 27,978 35214 37,522 40,123 43,065 46,404 50,205 54,546 59,522 65,243 71,840 79,470
FCF growth NA 253% 259% 66% 69% 7.3% 7.8% 82% 86% 91% 9.6% 10.1% 10.6%
Terminal free cash flow 785,248
Total discounted free cash flow 232,991
Present value of terminal free cash flow 155,941
Total present value of forecasted free cash flows 388,932
Less: Net Debt -59,214
Equity Value 448,146
No. of ADS (millions) 1,472
Per ADS Equity Value (Rmb) 304.5
Exchange rate 7.3
Target price (US$) 41.70
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Figure 5: WACC assumptions

WACC assumptions
Cost of equity
Risk free rate
Market Risk Premium
Beta

Cost of debt
Kd (after tax)

Target Debt / (Debt + Equity)
Target Equity / (Debt + Equity)

WACC

Terminal growth

)
13.4%
4.0%
7.6%

1.2

6.0%
4.5%

0%
100%

13.4%

5.0%
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BY THE NUMBERS

P/BV vs ROE 12-mth Fwd FD Core P/E vs FD Core EPS
1 27% 54 Growth 510%
10 26% 49 443%
9 24% 44 377%
s \I\ 23% 39 310%
34 243%
0
7 \ 2 OA’ 29 177%
6 20% 24 110%
5 18% 19 43%
4 \/w 17% 14 2 ad -23%
34 . . . ; . b 15% 9 . . . ; . + -90%
Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F Jan-15A Jan-16A Jan-17A Jan-18A Jan-19F Jan-20F
@ Rolling P/BV (x) (Ihs) ROE (rhs) @ 12-mth Fwd Rolling FD Core P/E (x) (lhs)

FD Core EPS Growth (rhs)

Profit & Loss

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Net Revenues 362,332 462,020 571,422 672,279 766,930
Gross Profit 54,901 71,309 92,766 110,039 126,955
Operating EBITDA 8,102 8,688 17,762 22,428 29,574
Depreciation And Amortisation (4,086) (5,356) (7,335) (9,014) (10,612)
Operating EBIT 4,016 3,332 10,428 13,414 18,962
Financial Income/(Expense) 1,567 1,263 1,388 1,361 1,332
Pretax Income/(Loss) from Assoc. (1,927) (1,113) (1,057) (1,005) (954)
Non-Operating Income/(Expense) 1,316 95 1,500 1,500 1,500
Profit Before Tax (pre-El) 4,973 3,578 12,258 15,271 20,840
Exceptional Items

Pre-tax Profit 4,973 3,578 12,258 15,271 20,840
Taxation (140) (427) (679) (947) (1,479)
Exceptional Income - post-tax

Profit After Tax 4,833 3,151 11,579 14,324 19,362
Minority Interests 135 309 0 0 0

Preferred Dividends
FX Gain/(Loss) - post tax
Other Adjustments - post-tax

Net Profit 4,968 3,460 11,579 14,324 19,362
Recurring Net Profit 9,820 9,411 17,047 20,130 25,417
Fully Diluted Recurring Net Profit 9,820 9,411 17,047 20,130 25,417
Cash Flow

(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
EBITDA 8,102 8,688 17,762 22,428 29,574
Cash Flow from Invt. & Assoc.

Change In Working Capital 16,285 12,356 22,262 23,377 24,069

(Incr)/Decr in Total Provisions
Other Non-Cash (Income)/Expense

Other Operating Cashflow 434 (163) (291) (668) (1,217)
Net Interest (Paid)/Received 0 0 0 0 0
Tax Paid

Cashflow From Operations 24,821 20,881 39,734 45,137 52,426
Capex (6,562) (17,102) (13,197) (13,226) (13,459)
Disposals Of FAs/subsidiaries

Acg. Of Subsidiaries/investments

Other Investing Cashflow (30,937) (8,977) (4,485) (4,400) (4,340)
Cash Flow From Investing (37,498) (26,079) (17,683) (17,626) (17,799)
Debt Raised/(repaid) 3,954 2,870 454 500 550
Proceeds From Issue Of Shares 0 3,532 0 0 0
Shares Repurchased 0 (206) 0 0 0
Dividends Paid 0 0 0 0 0
Preferred Dividends

Other Financing Cashflow 15,281 5,024 4,141 4,348 4,565
Cash Flow From Financing 19,235 11,220 4,595 4,848 5,115
Total Cash Generated 6,558 6,022 26,646 32,359 39,743
Free Cashflow To Equity (8,723) (2,328) 22,506 28,011 35,177

Free Cashflow To Firm (12,677) (5,198) 22,051 27,511 34,627
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Balance Sheet
(Rmbm) Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Total Cash And Equivalents 38,386 39,538 66,656 99,569 139,966
Total Debtors 21,886 16,720 16,682 16,724 16,849
Inventories 41,700 44,030 48,433 53,276 58,604
Total Other Current Assets 13,055 4,568 4,743 4,932 5,137
Total Current Assets 115,029 104,856 136,514 174,502 220,555
Fixed Assets 12,574 21,083 26,968 30,648 32,235
Total Investments 28,579 47,258 47,731 48,208 48,690
Intangible Assets 20,394 22,131 23,749 25,158 26,367
Total Other Non-Current Assets 7,479 13,837 16,167 19,106 22,830
Total Non-current Assets 69,026 104,309 114,614 123,120 130,122
Short-term Debt 12,885 4,545 4,999 5,499 6,049
Current Portion of Long-Term Debt
Total Creditors 87,943 93,003 116,904 141,977 167,774
Other Current Liabilities 17,423 23,314 26,644 30,470 34,869
Total Current Liabilities 118,251 120,862 148,548 177,947 208,692
Total Long-term Debt 10,923 6,786 6,786 6,786 6,786
Hybrid Debt - Debt Component
Total Other Non-Current Liabilities 2,493 4,689 4,689 4,689 4,689
Total Non-current Liabilities 13,416 11,475 11,475 11,475 11,475
Total Provisions 0 0 0 0 0
Total Liabilities 131,666 132,337 160,022 189,422 220,167
Shareholders' Equity 52,041 59,771 74,049 91,143 113,454
Minority Interests 348 17,057 17,057 17,057 17,057
Total Equity 52,389 76,828 91,106 108,200 130,511
Key Ratios

Dec-17A Dec-18A Dec-19F Dec-20F Dec-21F
Revenue Growth 40.3% 27.5% 23.7% 17.7% 14.1%
Operating EBITDA Growth 38% % 104% 26% 32%
Operating EBITDA Margin 2.24% 1.88% 3.11% 3.34% 3.86%
Net Cash Per Share (Rmb) 10.23 19.60 37.02 57.18 80.85
BVPS (Rmb) 36.53 41.54 49.96 59.70 72.15
Gross Interest Cover N/A N/A N/A N/A N/A
Effective Tax Rate 2.8% 11.9% 5.5% 6.2% 7.1%
Net Dividend Payout Ratio NA NA NA NA NA
Accounts Receivables Days 16.37 10.85 6.92 5.60 4.65
Inventory Days 41.92 40.04 35.25 33.10 31.90
Accounts Payables Days 71.46 72.08 68.62 71.59 73.90
ROIC (%) 15% 28% 172% (197%) (84%)
ROCE (%) 8.1% 5.6% 12.4% 13.2% 15.4%
Return On Awerage Assets 1.90% 0.96% 4.43% 4.72% 5.56%
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