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GROUP	  WORK	  ASSIGNMENT	  	  
	  

GESTÃO	  FINANCEIRA	  II	  /	  CORPORATE	  FINANCE	  II	  
	  

UNDERGRADUATE	  PROGRAMS	  –	  1st	  SEMESTER	  2014-‐2015	  
	  

The	  Group	  Work	  Assignment	   of	  Gestão	   Financeira	   II	   involves	   solving	   a	   practical	   corporate	  
finance	  and	  investment	  case.	  The	  subject	  of	  the	  case	  study	  is	  the	  Chinese	  company	  ALIBABA	  
Group	  (NYSE	  ticker:	  BABA),	  currently	  listed	  on	  the	  New	  York	  Stock	  Exchange.	  	  

The	   case	   study	   requires	   from	   the	   students	   a	   sound	   knowledge	   of	   cash	   flow	   forecasting,	  
determining	   the	   cost	  of	   capital	   (i.e.,	   debt	   and	  equity),	  making	   credible	   assumptions	   about	  
different	  scenarios,	  and	  decision-‐making.	  

	  

Please	  read	  first	  the	  rules	  of	  the	  case	  study.	  
	  

Case	  Study’s	  Rules:	  
	  

1. Important	  Dates:	  
Group	   Composition	   by	   30	  October	   2014:	  Each	  group	  must	   give	   to	  one	  of	   the	   course	  
instructors	  (in	  the	  practical	  classes)	  a	  sheet	  of	  paper	  containing	  –	  for	  each	  member	  of	  
the	  group:	  name,	  student	  number,	  photograph,	  and	  class	  (turma)	  attended.	  
Deadline	  Date	   is	   11	  December	   2014:	  You	  can	  hand	   in	  your	  assignments	   to	  your	  class	  
instructor	  (during	  any	  class	  before	  the	  deadline)	  or	  address	  it	  to	  Professor	  Clara	  Raposo	  
(Gabinete	  616)	  –	  at	  the	  reception	  of	  the	  ISEG	  building	  in	  Rua	  Miguel	  Lupi,	  No.	  20;	  

	  
2. Each	  group	  must	  be	  of	  4	  students	  ±	  1.	  If	  anyone	  has	  a	  problem	  in	  finding	  partners,	  let	  

your	  class	  instructor	  know	  as	  soon	  as	  possible,	  and	  a	  solution	  will	  be	  found.	  
	  
3. The	  assignment	  involves	  producing	  three	  elements:	  

A	   printed	   Report	   written	   in	   Microsoft	   Office	   word,	   discussing	   your	   choice	   of	  
methodology,	   assumptions,	   computations,	   tables,	   and	   conclusions	   (MAXIMUM	   10	  
pages	  A4);	  
A	  printed	  powerpoint	  Presentation	   as	  well	   as	   the	  Microsoft	  Office	  powerpoint	   ‘s	   file	  
included	  in	  a	  cd-‐room	  (or	  USB	  pen);	  
A	  Spreadsheet	  in	  Microsoft	  Office	  excel	  included	  in	  the	  cd-‐rom,	  supporting	  your	  written	  
report.	  

	  
4. Any	  group	  and	  group	  member	  may	  be	  asked	  by	  the	  course	  instructors	  to	  present	  their	  

assignment.	  
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Case	  Study:	  
	  

	  
	  

	  
ALIBABA	  Group	  identifies	  itself	  the	  following	  way	  (source:	  initial	  public	  offering	  prospectus):	  
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For	  the	  complete	  information	  of	  the	  prospectus	  have	  a	  look	  at	  the	  U.S.	  Securities	  &	  
Exchange	  Commission’s	  website:	  
	  
http://www.sec.gov/Archives/edgar/data/1577552/000119312514184994/d709111df1.htm
#toc709111_1	  
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Case	  Study’s	  Questions:	  
	  
1. Without	  making	  any	  computations,	  what	   is	  your	  best	  estimate	  for	  the	  ALIBABA	  Group	  

equity	  value	  on	  the	  evening	  of	  18th	  September?	  Explain.	  
	  

2. Estimate	  the	  ALIBABA	  Group’s	  FCFs	  for	  the	  next	  few	  years.	  Explain	  your	  assumptions.	  
	  
3. Perform	  reasonable	  sensitivity	  and/or	  scenario	  analysis	  to	  your	  FCFs’	  estimates.	  Explain.	  
	  
4. Assume	  the	  ALIBABA	  Group	  is	  financed	  exclusively	  through	  equity	  (i.e.	  unlevered).	  How	  

does	  it	  compare	  with	  the	  Alibaba	  Group	  equity	  value	  on	  30th	  September	  2014?	  Explain	  
your	  answer.	  

	  
5. Assume	  the	  ALIBABA	  Group	  uses	  a	  target	  capital	  structure,	  which	  is	  equal	  to	  the	  firm’s	  

average	  capital	  structure	  since	  2012.	  
a. Compute	  the	  WACC	  rate.	  
b. Re-‐evaluate	  the	  company’s	  value.	  Comment.	  

	  
6. Now	  imagine	  that	  the	  ALIBABA	  Group	  wants	  to	  be	  financed	  with	  a	  target	  debt-‐to-‐equity	  

ratio	  of	  1.	  Would	  you	  invest	  in	  the	  company	  in	  that	  case?	  Explain.	  
	  
	  
	  
Examples	  (other	  than	  the	  usual	  ones)	  on	  how	  to	  get	  more	  information:	  
	  
• For	  the	  cost	  of	  debt,	  go	  to	  NasdBondInfo.com	  

http://cxa.marketwatch.com/finra/BondCenter/Default.aspx	  
and	  click	  to	  search	  by	  symbol.	  	  

	  	  
• For	   the	   cost	   of	   equity	   you	   can	   get	   the	   yield	   on	   U.S.	   Treasury	   Bonds	   from	   Yahoo!	  

Finance.com.	   If	  you	  scroll	  down	  to	   the	  Market	  Data,	  on	   the	   right	  hand	  side	  you	  select	  
“Bonds”	  and	  then	  you	  have	  information	  on	  the	  yield	  to	  maturity.	  Enter	  that	  yield	  as	  the	  
risk-‐free	  rate.	  	  

	  
• Industry	   betas	   available	   from	   http://pages.stern.nyu.edu/~adamodar/	   by	   selecting	  

Updated	  Data/	  Levered	  and	  Unlevered	  Betas	  by	  Industry.	  
	  
• Use	  a	  reasonable	  market	  risk	  premium.	  
	  
• To	  compute	  the	  net	  debt,	  add	  the	  long-‐term	  debt	  and	  the	  short-‐term	  debt	  and	  subtract	  

cash	  and	  cash	  equivalents	  for	  each	  year	  on	  the	  balance	  sheet.	  
	  
Always	  list	  your	  data	  sources.	  

	  
	  
	  
	  
	  


