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Key Stock Statistics

52-Week Price Range $34.68-91.25
Market Capitalization (B) $33.54
Shares Outstanding (M) 428.58
Institutional Ownership 73.90%
60-Month Beta 1.44
Dividend Yield 0%
Price/Earnings (ttm) 52.4
Price/Book 11.77
Price/Sales 1.64
ROA (ttm) 6.66%
ROE(ttm) 33.34%
Projected 5-Year Growth 20%
EPS ($)

Year 2007 2008 2009E 2010E 2011E  2012E

EPS 1.12 1.49 1.43 1.29 1.52 1.72

All earnings represent earnings from operations and have been filtered
from net nonrecurring gains.

Valuation Models

Discounted Cash Flow 70.99
Economic Profit 70.99
Relative PEG 99.06

INVESTMENT THESIS

We expect that the e-commerce growth will slow down
in 2009 due to recession, however the stability of
revenue flows from Amazon’s budget-priced
merchandise combined with the promise of its Kindle
device will make Amazon achieve double-digit annual
revenue growth in 2009.

P (+) Currently, U.S. Supreme Court decisions restrict
the imposition of obligations to collect state and
local sales made over the Internet. Thus, Amazon
does not collect sales or other taxes on shipments
of most of their goods into most states in the U.S.,
which gives Amazon as well as other online
retailers a competitive advantage over traditional
retailers.

¥ (+) Amazon recently released a new version of e-
book reader, Kindle 2.0, which has been selling
well. The success of Kindle generates revenue not
only from the device itself but also from book sales.

¥ (+) Amazon has very high customer satisfaction. A
survey conducted by Piper Jaffray showed 81% of
Amazon's customers are satisfied with the retailer
and 94% would recommend the site to a friend.

¥ (+) Amazon is now pushing into cloud computing,
allowing third parties to outsource their IT and data-
sourcing operations through Amazon. The market
for cloud computing is projected to reach $150B in
2013. These services could eventually generate
hundreds of millions of dollars annually.

P () A number of states, as well as the U.S.
Congress, have been considering or have adopted
initiatives that could limit or supersede the Supreme
Court’s position regarding sales and taxes on
Internet sales. If these initiatives are successful,
Amazon could be required to collect sales and use
taxes in most states, which will impact Amazon’s
profit margin.

» (-) Amazon’ stock is selling at a high P/E ratio
around 50. In the meantime, net income growth is
going to be zero to negative in 2009 due to the bad
economy.

Important disclosures appear on the last page of this report.
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EXECUTIVE SUMMARY

Amazon has provided customers more selection, less
hassle, faster checkout, and competitive pricing. We
believe that the benefit of the company's business
model is even more apparent during current recession.
With less than 5% of all retail sales done over the
Internet, there's huge upside for e-commerce business.
As the largest player in the online retail segment, We
believe that Amazon has huge growth room for its
online retail business. However, at the time the report
was written, Amazon’s stock was trading at a very high
P/E ratio of 50. We believe its share price is fair-valued
and recommend a “HOLD” for the stock.

COMPANY DESCRIPTION

Amazon.com, Inc. was incorporated in 1994 in the state
of Washington and reincorporated in 1996 in the state
of Delaware.™ Amazon.com opened their virtual doors
on the World Wide Web in July 1995 and seek to be
Earth’s most customer-centric company.

Amazon’s primary source of revenue is the sale of a
wide range of products and services to customers
through its website: www.amazon.com.™? the products
include merchandise and content the company has
purchased for resale from vendors and products offered
by third-party sellers. In addition, the company
generates revenue through co-branded credit card
agreements and other marketing and promotional
services, such as online advertising.

Amazon’s business is affected by seasonality, which
historically has resulted in higher sales volume during
the fourth quarter, which ends December 31. Amazon
recognized 35%, 38%, and 37% of its annual revenue
during the fourth quarter of 2008, 2007, and 2006.
Amazon’s customer sets include consumer customers
(direct sales) and seller customers (third-party sales).

Consumer Customers

Consumer  customers  were served through
Amazon.com retail websites and focus on selection,
price, and convenience. Amazon designs its website to
enable millions of unique products to be sold by
themselves and by third parties across dozens of
product categories. Amazon strives to offer its
customers the lowest prices possible through low
everyday product pricing and free shipping offers,
including Amazon Prime, and to improve its operating
efficiencies.

The ways that Amazon fulfills customer orders include
the U.S. and international fulfilment centers and
warehouses that the company operates and through

co-sourced and outsourced arrangements in certain
countries.

Seller Customers

Amazon offers programs that enable sellers to sell their
products on Amazon’s websites and their own branded
websites and to fulfill orders through Amazon. Amazon
is not the seller of record in these transactions, but
instead earns fixed fees, revenue share fees, per-unit
activity fees, or some combination thereof. It is
estimated that the company's third-party sales are
rising by 30% to 35% in 2008 while Amazon's total
2008 revenue rose 29% and about 40% of Amazon's
transaction volume now involves third-party sellers. The
booming of Amazon's business from third-party sellers
heightens competition for eBay.
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Figurel: Amazon.com unit growth comparison:
customers vs. seller customers™

consumer

The benefit of doing business to both consumer and
seller customers gives Amazon unprecedented and
unequaled effects in ecommerce networks. If times are
tough for pricing competition, Amazon can rely on
partners to compete on price against other retailers
without losing customers. When times are good (as
shown in Figure 1, 2Q07), they can change direction
and surge on the retail part of the business.

Amazon’s revenue increased 29%, 39%, and 26% in
2008, 2007, and 2006, reflecting revenue growth in
both North America and international segments. The
increase in revenue in each year primarily reflects
increased unit sales driven largely by the company’s
continued efforts to reduce prices for customers,
including from Amazon’s free shipping offers and
Amazon Prime, a larger base of sales in faster growing
categories such as electronics and other general
merchandise, increased in-stock inventory availability,
and increased selections of product offerings.

Performance by Geographic Segment

As shown in Figure 2, the North America revenue
growth rate was 26%, 38%, and 25% in 2008, 2007,
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and 2006. The international revenue growth rate was
33%, 39%, and 28% in 2008, 2007, and 2006.

Changes in currency exchange rates positively affected
international net sales by $131 million, $390 million,
and $18 million in 2008, 2007, and 2006.

Geographic Breakdown of Revenue

$5,000 (Dollarsin Millions)

$4,000

$3,000

$2,000

$1,000

2006
= North America

2007
® |nternational

2008

dvemae by gebgraphic segmentl’ 2

It is expected that within 5 years, Amazon’s
international segment will represent 50% or more of
Amazon’s consolidated net sales." 2

Figure 2:

Revenue by Major Operating Segment

Two major operating segments—media, electronics and
other general merchandise—represented more than
95% of Amazon’ total revenue in 2006, 2007, and 2008.

Revenue by Major Operating Segments
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As shown in Figure 3, Amazon’s largest operating
segment is the media segment, which accounted for
66%, 62%), and 58% of Amazon’s total revenue in 2006,
2007, and 2008. We expect that Amazon will grow 20%
annually for the next two years in the media segment.
However, the growth of Amazon’s revenue is largely
driven by sales in faster growing electronics and other
general merchandise categories. The revenue from
electronics and other general merchandises increased
yearly from 2006 to 2008 and represented 31%, 35%,
and 39% of revenue in 2006, 2007, and 2008."* We
expect that Amazon will grow 35% annually for the next

two years in the electronics and other
merchandise segment.

ECONOMIC OUTLOOK

The real estate crash, financial crisis affecting the
banking system, and the continuing concern of threat to
financial institutions have nearly brought the U.S.
economy to a depression. Volatility will continue to
persist into 2009 and global businesses remain darkly
pessimistic.
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Figure 4: Federal Funds Target Rate*

In hopes of jump-starting the economy and providing
liquidity in the market, the U.S. Federal Reserve has cut
its target rate to 0.25%. We anticipate interest rates to
remain between 0% and 0.25% throughout the 2009.
Aggressive stimulus plans have been passed and
massive amount of funds have been provided to banks
in order to relieve the soured assets.

U.S. GDP Growth

Gross domestic product (GDP) encompasses four
major expenditure categories: consumption,
investment, government purchases of goods and
services, and net exports of goods and services.
Consumption, or spending by domestic households on
final goods and services, is the largest component of
expenditures in U.S.
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Figure 5: Quarter-to-Quarter Growth in U.S. Real GDP*
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The U.S. economy depends heavily on consumer
spending on goods and services, which accounts for
about 70% of the U.S. GDP. Consumer spending, in
turn, is influenced by the economy’s health. During the
4th quarter of 2008, U.S. real GDP declined 6.2%. In
our opinion, U.S. GDP will continue to decline
throughout out the first three quarters of 2009 and will
recover during the 4" quarter.

The health of the overall economy affects the
performance of Internet-related industries as well. The
government stimulus package will likely be important in
the long run, but will not be able to offset the gloomy
near-term outlook.

Consumer Confidence and Retail Sales
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Figure 6: Consumer confidence vs. Retail sales*

As shown in Figure 6, consumer confidence numbers
have recently fallen to historic lows, as consumers
have grown increasingly concerned about
unemployment levels and the job market. In addition,
significant declines in home prices and equity
portfolios over the past year have substantially
diminished consumers’ net worth. These factors will
likely cause consumers to rein in their spending
throughout 2009. As shown in Figure 7, in February
2009, both real disposable personal income and real
consumer spending growth rate turned negative.

In  March 2009, a survey conducted by
PriceGrabber.com indicated that 50% of online
consumers have made recent efforts to cut back
spending because of the weakening U.S. economy.
This represents a decrease from a similar survey
conducted in October 2008, when 59% of all
consumers surveyed answered the same question
affirmatively. We believe that consumers’s restraint on
spending will negatively affect Amazon’s online retail

revenue in 2009. We believe that a resumption of sales
growth will depend in part on the effectiveness of
various measures now by the federal government to
restore consumer confidence, improve liquidity, and
stimulate economic growth.
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Real Consumer Spending
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Figure 7: Real Disposable Personal Income and Real Consumer
Spending”

We believe that the recent tax cut will boost retail sales
in the short term, but in the long run it will take at least
another two years before the economy improves
enough for consumers to be able to resume their level
of pre-recession retail spending.
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Figure 8: Consumer confidence vs. Retail sales from 1999 to

2009* (Source: http://iwww.exchange-rates.org/

Recent strength of the U.S. dollar will hurt Amazon
because Amazon derives 53% of its revenues from
outside the U.S. Although there are worries about
continued massive U.S. deficit spending being a
devaluation of U.S. Treasuries, we expect that within 10
years, the U.S. dollar's status as the world’s reserve
currency is unlikely to be changed.
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RECENT DEVELOPMENTS

Retail sales were generally slow in 2008 and have
dropped nearly 10% for the period December 2008
through February 2009 over the same period a year
earlier. With the exception of Wal-Mart, drugstores, and
warehouse clubs, just about every retail business is off.
However, Amazon had a strong Christmas season and
free cash flow that rose 16% for 2008.%2

In January 2009, Amazon reported a 2008 profit of
$1.49 a diluted share or $645 million, up 36% from the
prior year on $19.17 billion in revenue for fiscal 2008,
which was up 28% from 2007.%*

INDUSTRY TRENDS

Consumers May Change Spending  Style
Permanently

Consumers plan to implement recession-savings

strategies permanently. Nearly three-quarters (71%) of
consumers have implemented savings strategies and
plan to continue to use them once the economy
recovers, which is a negative signal to the whole retail
sector.’

Retail Sales Drop While E-Commerce Sales
Increase
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Figure 9: Percentage of e-commerce sales as of total U.S retail
sales”
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According to the Census Bureau of the Department of
Commerce, U.S. retail e-commerce sales for the fourth
quarter of 2008, adjusted for seasonal variation, but not
for price changes, was $31.9 billion, a decrease of
5.7% (£2.1%) from the third quarter of 2008. Total retail
sales for the fourth quarter of 2008 were estimated at
$938.1 billion, a decrease of 7.8% (+0.4%) from the
third quarter of 2008. The fourth quarter 2008 e-
commerce estimate decreased 5.5% (+2.1%) from the
fourth quarter of 2007 while total retail sales decreased
9.1% (+0.5%) in the same period. E-commerce sales in
the fourth quarter of 2008 accounted for 3.4% of total
sales.

Total e-commerce sales for 2008 were estimated at
$133.6 billion, an increase of 4.6% (+1.8%) from 2007.
Total retail sales in 2008 decreased 0.6% (+0.4%) from
2007. E-commerce sales in 2008 accounted for 3.3% of
total sales. E-commerce sales in 2007 accounted for
3.2% of total sales.”

Huge Upside for Online Retail Business

Though online retail grew by 17% year over year, it still
represents just 7% of the total retail market, leaving a
tremendous amount of upside. Online sales started to
pick up after 2008 when measured as a percentage of
total U.S. retail sales. Forrester Research predicts that
online sales will account for 6% of total U.S. retail sales
in 2009 and 2010, 7% in 2011, and 8% in 2012 and
2013."

US ONLINE RETAIL SALES, BY CATEGORY
(in billions of dollars)

CATEGORY 2007 F2012
Apparel, accessories and footwear 22.7 41.8
Appliances and tools 75 16.9
Auto/auto parts 16.8 30.9
Baby products 1.8 31
Books 7.6 9.5
Computer hardware/software/peripherals 20.7 37.1
Consumer electronics 135 295
Cosmetics/fragrances 1 2
Event tickets 5.7 9.7
Flowers/cards 33 6.4
Food beverage 6.2 13.7
Gift cards/gift certificates 7.3 15.4
Home furnishings 12.3 26.7
Jewelry/luxury goods 6.4 12.6
Movie tickets 1.2 2.8
Music/video 8.2 11.7
Office supplies 7.7 17.1
OTC medicines/personal care 1.8 4.2
Pet supplies 11 34
Sporting goods/apparel 6.9 13.9
Toys video games 6.7 13.2
Other 8.3 134

TOTAL US ONLINE RETAIL SALES 174.7 335.0

Forrester projects that Web revenues will accelerate by
2010, with sales increasing 13%. Sales growth is
expected to slow again starting in 2011, when the
increase will be 10%. In 2012, Forrester predicts a 9%
gain and, in 2013, an 8% gain.' It is expected that U.S.
online sales will account for as much as 20% of total
retail sales within the next 10 years, which accounts for
a market size of about $2 trillion. As the king of e-tail,
Amazon will benefit from this trend.

People Spend More Time on Internet

Recession

During

According to the latest Consumer Behavior Report from
PriceGrabber.com, more than half (53%) of online
Americans say the recession is causing them to spend
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more time on the Internet, where they are increasingly
researching purchases to suppress impulse buying and
shoEping for deals that do not include shipping or sales
tax.

Increased time on the Internet is helping consumers
pass the time in more cost effective ways. In terms of
the allocation of increased time spent online, the largest
percentage (40%) of consumers say they are spending
more time comparing prices. Other activities that have
seen increases: 26% are spending more time searching
for coupons; 26% are spending more time shopping
online.’

Online Co n s u meHfferd to Cut Back May Have
Plateaued

Surveys show that online consumers’ efforts to cut back
have reached a plateau, possibly because they have
implemented savings strategies and re-assessed their
budgets.9 Mindsets have changed from “cutting back” to
“spending cautiously.”

CATALYST FOR GROWTH

More and more consumers turn to the Web for
shopping, with Amazon often the first destination. A
survey conducted by Forrester showed that while 47%
of consumers said they plan to shop less overall, 17%
said they will shop more online rather than offline.

Amazon is grabbing a greater share of online
commerce as consumers realize that it is routinely
price-competitive, delivers in a timely fashion, and now
has arguably the greatest selection of merchandise
assembled in one place.

Overseas Market is Growing

Amazon is growing overseas. It now ships in six foreign
countries, including Germany, Japan, and China. For
the fourth quarter, Amazon’s international sales of
$3.07 billion were 46% of total revenue. Within 5 years,
Amazon’s international segment will represent 50% or
more of Amazon’s consolidated net sales.'

Lower Shipping Costs Improve Customer's
Experience
Amazon’s "Prime Program" is designed to keep

shipping costs down while spurring more sales. For $79
a year, Amazon customers get guaranteed "all-you-
can-eat" free shipping on two-day deliveries for most
merchandise (excluding bulky items like furniture). Or
they can pay $3.99 extra for one-day delivery. Only
Amazon can afford to offer those terms and still make a

profit because of its huge volume and efficient inventory
and shipping operations.

A survey conducted by Piper Jaffray in early March
2009 showed 81% of Amazon's customers are satisfied
with Amazon’s service, compared to 71% for eBay.
More important, 94% of the respondents said they
would recommend Amazon to their friends.

Kindle, the Next Generation of Digital-Reading
Device

Amazon recently released its 2.0 edition of Kindle, a
new generation of digital-reading device. Kindle allows
people to carry entire libraries of digital books on one
device, and it focuses their selections on Amazon's list
of offerings.

It is estimated that so far Amazon has sold 350,000 of
the devices at $359 and Amazon may double or triple
Kindle sales to 1 million units in 2009. The demand of
Kindle is built by an increasingly broad range of book
titles, and additional sales to overseas markets such as
Germany and Japan. Based on Citi Investment
research (Table 1), Amazon will recognize $430 million
of revenue from both Kindle unit sales and Kindle book
sales in 2009. In 2010, the total reveune from Both
Kindle unit sales and Kindle book sales will account
4.4% of Amazon'’s total revenue.

Table 1: Kindle Revenue Drivers And Estimates (in Thousands)
(source: Citi Investment Research)

Kindle Unit Sales (thousands) 2008 2009E 2010E
Unit Sold 500 1027 3533
Price $ 350 $ 298 % 253
Cash Revenue $175,000 $306,046 $893,849
Annual Revenue Recognition 50%  AMZN recognizes Kindle revenue ov
Recognized Unit Revenue  $ 87,500 $ 240,326 $ 599,504
Kindle Book Sales

Units In Circulation 550 1577 5110
Attach Rate (Books Per Month) 1

Perice Per Book $ 9.99

Book Sale Revenue $ 65,934 $ 189,099 $ 612,611

Total Revenue
Current Est. AMZN revenue $ 19,166,000 $ 22,184,589 $ 27,582,852
Kindle As % of AMZN Rev. 0.80% 1.90% 4.40%

Cloud Computing

Cloud computing means the outsourcing of information-
technology and data-center operations to third parties,
mostly by small- and medium-sized companies that
choose not to spend their resources to deal with these
tasks themselves. Gartner Research forecasts that,
industry wide, this category will reach $56.3 billion in
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revenue in 2009, a 21.3% gain over 2008. The market
is projected to reach $150 billion in 2013."

Amazon is well prepared for this market. Amazon has
spent more than $2 billion on its systems in the last
decade and has divided these services into several
parts, including Amazon Simple DB (databases),
Amazon Elastic Compute Cloud (computing capacity),
and Amazon Simple Storage (data storage).

Start-up software companies are among Amazon's
biggest Web-services clients. They can develop code
and deliver software using Amazon's delivery
infrastructure, paying only for the computing power they
use and leaving the data center headaches to Amazon.
This allows start-ups to build their businesses without a
lot of upfront cost, which is especially attractive during
this period of tight capital.

According to Tech Crunch, an online-technology
publication, 60,000 corporate customers are using
Amazon Web Services. We believe that these services
could eventually generate hundreds of millions of
dollars annually.

MARKETS AND COMPETITION

Amazon.com's growth surpassing-commerce & retail growth
50.00%
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As shown in Figure 10, since the 3" quarter of 2006,
Amazon growth has been consistently surpassing U.S.
e-commerce and retail growth. That means Amazon
has been gaining shares from its competitors.

Table 2: Comparison between Amazon and its competitors

Market Cap (B)
33.54
217
30.51
131
0.36
0.26

ROE%
24.10%
16.10% 0.09
16.10% 1.37

8.20% 0]

-82.00% 1.58

-3.50% 1.05]

Price/Earnings
52.4
10.61
14.16
17.92
N/A
N/A

Gross Margin
23.80%
79.60%
32.00%
30.90%
35.10%
19.90%

Debt to Equity
0.18

AMZN
EBAY
TGT
BKS
HSNI
OSTK

Consumer Customers Segment

In the consumer customers segment, Amazon’s major
competitors include traditional retailers such as Sears,
Target, Wal-Mart, Best Buy, Barnes and Noble, etc.

Compared to traditional retailers, Amazon’s online retail
business model has many advantages: (1) Amazon
does not have brick and mortar stores, which means
fewer layers of expense for real estate, employees,
inventory, and utilities; (2) For now, Amazon does not
collect sales or other taxes on shipments of most of its
goods into most states in the U.S. (However, Amazon
may loss this advantage if it is required to collect sales
taxes by law in the future.) In addition, Amazon's highly
automated and centralized operations run at a lower
cost than those of traditional retailers, allowing the
company to pass on significant savings to its
customers. Rather than truck merchandise to
thousands of stores from myriad distribution centers,
Amazon picks and packs its items from computerized
warehouses where they are shipped direct to a
customer's house.

A survey showed 75% of online consumers look to
purchase from merchants that offer free shipping or do
not charge sales tax.’

Furthermore, Amazon's business model for billing,
inventory, and delivery gives the company some unique
financial advantages over other retailers. It can carry
customer payments on the balance sheet for up to 26
days before it must pay suppliers. The float on that
money can help to lower pricing and gives Amazon still
more power to grab market share. Amazon has a
negative operating cycle; they generate cash from
working capital as they grow.

Because of its many advantages, Amazon tends to
follow others' prices without necessarily trying to beat
them. In addition to offering low prices every day,
Amazon provides a wide range of selections, either
through its own online business operations or third-
party retailers on the site.

Seller Business Segment

In the seller business segment, Amazon’s major
competitor is eBay.com. Gross merchandise volume, or
GMV, is an important indicator in this sector. GMV
measures the total value of all successfully closed
items between users on the marketplaces trading
platform websites during the period, regardless of
whether the buyer and seller actually consummated the
transaction.
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Currently, eBay has a significantly larger share than
Amazon in this sector. However, eBay’s year-over-year
GMV growth rate is decreasing while Amazon had a
huge growth rate in the last two years. From 2007 to
2008, eBay’s year-over-year GMV (nhon-motors)
decreased 12% while Amazon’s seller business
increased 36%. Based on a model provided by Scot
Wingo,12 as shown in Figure 11, Amazon’s GMV would
catch up with eBay’s GMV as early as the 3" Quarter of
2011.

Other Segments

In the online music market, 87% of digital-music buyers
used iTunes to download music. Amazon ranks second
in this market. In 2008, 16% of digital-music buyers in
the U.S. used Amazon's MP3 store to purchase tracks,
according to NPD market research group. Other
competitors, including Napster and Wal-Mart, have less
than 5% market share.

In the cloud computing market, Amazon is competing
against technology giants such as IBM, Google, and
Microsoft.

INVESTMENT POSITIVES

W (+) Currently, U.S. Supreme Court decisions restrict
the imposition of obligations to collect state and
local sales and use taxes with respect to sales
made over the Internet. Thus, Amazon does not
collect sales or other taxes on shipments of most of
their goods into most states in the U.S, which gives
Amazon a competitive advantage against traditional
retailers.

(+) Amazon recently released a new version of e-
book reader, Kindle 2.0, which has been selling
well. The success of Kindle generates revenue not
only from the device itself but also from book sales.

(+) Amazon has very high customer satisfaction. A
survey conducted by Piper Jaffray showed 81% of

Amazon's customers are satisfied with the retailer,
and 94% would recommend the site to a friend.

(+) Amazon is now pushing into cloud computing,
allowing third parties to outsource their IT and data-
sourcing operations through Amazon. The market
for cloud computing is projected to reach $150B in
2013. These services could eventually generate
hundreds of millions of dollars annually.

INVESTMENT NEGATIVES

” (-) A number of states, as well as the U.S.
Congress, have adopted or considered initiatives
that could limit or supersede the Supreme Court’s
position regarding sales and use taxes on Internet
sales. If these initiatives are successful, Amazon
could be required to collect sales and use taxes in
additional states.

(-) Discovery Communications (DISCA) alleged
Amazon's Kindle book reader violates a patent it
registered in 2007. It plans to sue for damages and
future royalties, but won't seek an injunction to halt
Kindle sales.

(-) Amazon’ stock is selling at a high P/E ratio
around 50. In the meantime, net income growth is
going to be zero to negative in 2009 due to the bad
economy.

VALUATION

Our fundamental analysis of the company, based on
our projection of future growth and profitability,
calculated a value of roughly $71 per share for
Amazon.com, Inc. The following valuation techniques,
DCF/EP, dividend model, and relative P/E separately
generated the $71 share price. This analysis indicated
the market is likely valuing the company fairly. A
number of factors might have caused this situation.
Investors have high confidence in the future growth of
Amazon. Also, investors have associated the stock with
other online retailers or discount stores, an association
that reflects the market’s expectations of future growth
and profitability.

In our model, we assumed that the company would be
able to maintain its historical gross margin of roughly
23%. Given the company’s significant market share, the
barriers to entry for a competitor to increase
competition to the point of reducing its gross margin
appear unlikely over the next 5 to 10 years. However,
the sale of low-end processors may possibly decrease
Intel’s overall margin, or other unforeseen events may
occur that prevent the company from continuing to
operate with a 22% margin; thus, earnings would likely
be significantly lower than expected.

Our forward sales forecast predicted that Amazon’s
sale would decrease its growth rate from 30% to 23% in

';'I
]
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2009 due to the global recession and would grow 20%
over the next 5 years. This trend should occur as the
world economy recovers during that time and consumer
spending picks up. However, different geographic
segments will have different growth rates. We believe
that the Asia-Pacific region will be the fastest growth
area, followed by North America and Europe.

Buy/Sell discipline

The possible new rules that require Amazon to collect
sale taxes on Internet sales will decrease Amazon’s
competitive advantage against traditional competitors.
If that really happens, then we recommend selling the
stock. Increasing oil price will also decrease Amazon’s
profit margin, assuming that Amazon will not pass
higher shipping costs to its customers. Currently,
Amazon’ stock is selling at a high P/E ratio around 50,
which is based on the assumption that Amazon will
grow 20% over the next 5 years. In our opinion, the
stock should be sold when an event, either globally or
economically, causes a material revaluation of the
company’s future growth and profitability.
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(1) Amazon.com, Inc. 2008 Annual Report
(2) Amazon.com, Inc. 2007 Annual Report

(3) U.S. Census Bureau, www.census.qgov

(4) U.S. Bureau of Economic Analysis, www.bea.gov
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This report was created by a student(s) enrolled in the Applied
Securities Management (Henry Fund) program at the University of
lowa’s Tippie School of Management. The intent of these reports is
to provide potential employers and other interested parties an
example of the analytical skills, investment knowledge, and
communication abilities of Henry Fund students. Henry Fund
analysts are not registered investment advisors, brokers or officially
licensed financial professionals. The investment opinion contained in
this report does not represent an offer or solicitation to buy or sell any
of the aforementioned securities. Unless otherwise noted, facts and
figures included in this report are from publicly available sources. This
report is not a complete compilation of data, and its accuracy is not
guaranteed. From time to time, the University of lowa, its faculty,
staff, students, or the Henry Fund may hold a financial interest in the
companies mentioned in this report.
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Amazon.com, Inc.

Key Assumptions

Date 3/30/2009

Current Stock Price $ 77.44 Date Provided by Yahoo! Finance
Market Cap of Stock (B) $ 33.19 Date Provided by Yahoo! Finance
Marginal Tax Rate 35% Intel Corporation 2007 Annual Report
Shares Outstanding (M) 428.58 Date Provided by Yahoo! Finance
Risk-free Rate 3.60% 30 Year treasure Bond 3/30/2009
Market Risk Premium 5.00% 1928-2007 Geometric Average Reture
Beta 1.46 2 year monthly Beta

Inflation rate 3.00%

Debt Rating BB+ S&P rating

Spread 2.55% www.bondsonline.com 10year spead
Pretax Cost of Debt 6.15% Data Provided by bondonline.com
Current Dividend Yield 0.00% Date Provided by Yahoo! Finance
Long Term Growth Rate (CV) 3.00% Best guess conservative estimate
After Tax Cost of Debt 4.00% Calcualted on the WACC page

Cost of Equity 10.90% Calcualted on the WACC page

WACC 10.80% Calcualted on the WACC page
Normal Cash as % of Sales 14% Estimated Based on prior years

DCF Target $ 70.99

EP Target $ 70.99

Relative P/E $ 21.63

Relative PEG $ 99.06

CV growth rate

$ 70.99 0.0% 0.5% 1.0% 1.5% 2.0% 2.5% 3.0% 3.5% 4.0% 4.5%
35% $ 98.03 $ 9826 $ 9848 $ 9870 $ 9893 $ 99.15 $ 9937 $ 99.60 $ 99.82 $ 100.04
36% $ 9551 $ 9573 $ 9595 $ 9616 $ 9638 $ 9659 $ 9681 $ 97.02 $ 9724 $ 97.46
37% $ 9312 $ 9333 $ 9354 $ 9374 $ 9395 $ 9416 $ 9437 $ 9458 $ 9479 $ 95.00
38% $ 9084 $ 91.04 $ 9124 $ 9144 $ 9165 $ 9185 $ 9205 $ 9225 $ 9245 $ 92.66

MRP 39% $ 88.67 $ 8886 $ 89.06 $ 8925 $ 8945 $ 8964 $ 8984 $ 90.03 $ 90.23 $ 90.43
40% $ 8659 $ 86.78 $ 8697 $ 87.16 $ 8735 $ 8754 $ 8773 $ 8792 $ 8811 $ 88.30
41% $ 8461 $ 8480 $ 8498 $ 8517 $ 8535 $ 8553 $ 8572 $ 8590 $ 86.08 $ 86.27
42% $ 8272 $ 8290 $ 83.08 $ 8326 $ 8343 $ 8361 $ 8379 $ 8397 $ 8415 $ 84.32
43% $ 8091 $ 81.08 $ 8126 $ 8143 $ 8160 $ 8178 $ 8195 $ 8212 $ 8229 $ 8247
44% $ 79.18 $ 7935 $ 7951 $ 7968 $ 7985 $ 8002 $ 80.18 $ 8035 $ 8052 $ 80.69
45% $ 7752 $ 7768 $ 7784 $ 7800 $ 7817 $ 7833 $ 7849 $ 7866 $ 7882 $ 78.98
46% $ 7592 $ 76.08 $ 7624 $ 7640 $ 7655 $ 7671 $ 7687 $ 77.03 $ 7719 $ 7734
47% $ 7439 $ 7454 $ 7470 $ 7485 $ 7501 $ 7516 $ 7531 $ 7547 $ 7562 $ 75.77
48% $ 7292 $ 73.07 $ 7322 $ 7337 $ 7352 $ 7367 $ 7382 $ 7397 $ 7412 $ 74.27
49% $ 7151 $ 7165 $ 7180 $ 7194 $ 7209 $ 7223 $ 7238 $ 7252 $ 7267 $ 7281

Important disclosures appear on the last page of this report.
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Amazon.com, Inc.

Key Assumptions
in millions
2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E Ccv
North America
Media $ 3582 $ 4630 $ 5350($ 5992 $ 6891 $ 7,718 $ 8489 $ 9254 $ 9994 $ 10693 $ 11,335 $ 11,675
% Sales Growth 18% 29% 16%| 12.00%  15.00%  12.00%  10.00% 9.00% 8.00% 7.00% 6.00% 3.00%

Electronics and other general merchandise $ 2,024 $ 3,139 $ 4430($ 5981 $ 8373 $10,885 $ 13061 $ 15021 $ 17274 $ 19,001 $ 20521 $ 21,137

% Sales Growth 40% 55% 41%| 35.00%  40.00%  30.00%  20.00%  15.00% 15.00% 10.00% 8.00% 3.00%
Other (1) $ 263 % 326 $ 448|$ 582 $ 786 $ 943 $ 1094 $ 1248 $ 1397 $ 1537 $ 1660 $ 1,710
% Sales Growth 18% 24% 37%| 30.00% 35.00% 20.00% 16.00%  14.00% 12.00% 10.00% 8.00% 3.00%

International
Media $ 3485 $ 4612 $ 5734($ 6831 $ 8601 $ 9891 $11375 $12,967 $ 14523 $ 15976 $ 17,254 $ 17,771
% Sales Growth 21% 32% 24%| 20.00% 25.00% 15.00%  15.00%  14.00% 12.00% 10.00% 8.00% 3.00%

Electronics and other general merchandise $ 1,337 $ 2071 $ 3,110|$ 4,199 $ 5878 $ 7,935 $10316 $12173 $ 14120 $ 16,097 $ 17,707 $ 18,238

% Sales Growth 51% 55% 50%| 35.00%  40.00%  35.00%  30.00%  18.00% 16.00% 14.00% 10.00% 3.00%

Other (1) $ 20 $ 57 $ 941% 150 $ 226 $ 327 $ 458 $ 641 $ 898 $ 1167 $ 1284 $ 1322
% Sales Growth 151% 185% 65% 60% 50% 45% 40% 40% 40% 30% 10% 3.00%
Total revenue $ 10,711 $ 14,835 $ 19,166 [ $ 23,785 $ 30,754 $ 37,699 $ 44,794 $51,303 $ 58206 $ 64471 $ 69,760 $ 71,853
% Total Sales Growth 26% 39% 29% 24% 29% 23% 19% 15% 13% 11% 8% 3%

(1) Includes non-retail activities, such as other seller sites, co-branded credit card agreements, and miscellaneous marketing and promotional activities.
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Amazon.com, Inc.
Income Statement

in millions
2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E cv

Total sales $ 10,711 $ 14,835 $ 19,166|$ 23,785 $ 30,754 $ 37,699 $ 44,794 $ 51303 $ 58,206 $ 64471 $ 69,760 $ 71,853

Cost of sales 8,255 11,482 14,896| $ 18408 $ 23803 $ 29178 $ 34669 $ 39707 $ 45049 $ 49898 $ 53,992 $ 55612
Gross Profit 2,456 3,353 4270$ 5376 $ 6,952 $ 8521 $ 10,125 $ 11,596 $ 13,157 $ 14,573 $ 15768 $ 16,241
Gross margin 22.93% 22.60% 22.28% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60%
Operating expenses 2,067 2,698 3,424 4,390 5,676 6,958 8,268 9,469 10,743 11,899 12,876 13,262
% of total sales 19% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18% 18%

Fulfillment 937 1,292 1,658 2,068 2,674 3,277 3,894 4,460 5,060 5,605 6,065 6,246
Marketing 263 344 482 579 749 918 1,001 1,250 1,418 1,570 1,699 1,750
Technology and content 662 818 1,033 1,337 1,729 2,119 2,518 2,883 3,271 3,624 3,921 4,038
General and administrative 195 235 279 377 488 598 710 814 923 1,022 1,106 1,139
Other operating expense 10 9 -24 -3 -3 -4 -5 -6 -7 -7 -8 -8
Operating income 389 655 842 986 1,275 1,563 1,857 2,127 2,414 2,673 2,893 2,980
Income (loss) before interest and taxes 389 655 842 986 1,275 1,563 1,857 2,127 2,414 2,673 2,893 2,980
Interest Income 59 90 83 139 179 229 279 330 377 427 472 511
Interest Expense -78 =77 -71 -180 -583 -745 -902 -1,051 -1,197 -1,349 -1,485 -1,602
Other income (expense), net 7 -8 47 15 18 27 20 22 23 22 22 22
Total non-operating income (expense) -12 5 59 -25 -386 -488 -603 -699 -796 -900 -991 -1,069
Income (loss) before taxes 377 660 907 961 889 1,075 1,255 1,428 1,617 1,774 1,902 1,911
provision for income taxes 187 184 247 336 311 376 439 500 566 621 666 669
Effective Tax rate 50% 28% 279 35% 35% 35% 35% 35% 35% 35% 35% 35%

Equity-method investment activity, net of tax - - -9) - - - - - - - - -
Net income (loss) 190 476 645 625 578 699 816 928 1,051 1,153 1,236 1,242
Average Shares Outstanding 424 424 432 430 431 431 430 427 424 420 416 413
Diluted Earnings Per Share 0.45 1.12 1.49 1.45 1.34 1.62 1.90 217 2.48 2.75 2.97 3.01
Retained Earnings Beginnings -2,027 -1,837 -1,361 -716 -414 -148 261 728 1248 1835 2462 3122
Less Dividend Payments 0 0 0 0 0 0 0 0 0 0 0 0
Change in accounting principle 0 -14 0 0 0 0 0 0 0 0 0 0
Common Stock Purchases 0 0 0 323 312 289 349 408 464 526 576 618
Ending Retained Earnings -1,837 -1,361 -716 -414 -148 261 728 1,248 1,835 2,462 3,122 3,746

Amazon.com, Inc.

Common Sized Income State
2006 2007 2008 :2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E Ccv

North America

Media 33.44%  31.21% 27.91% 25.19% 2241%  20.47% 18.95%  18.04% 17.17%  16.59%  16.25%  16.25%
Electronics and other general merchandise 18.90%  21.16%  23.11%  25.14%  27.22%  28.87% 29.16%  29.28%  29.68%  29.47%  29.42%  29.42%
Other 2.46% 2.20% 2.34% 2.45% 2.56% 2.50% 2.44% 2.43% 2.40% 2.38% 2.38% 2.38%
International
Media 3254%  31.09%  29.92%  28.93% 27.97%  26.24%  25.39% 25.28% 24.95% 24.78% 24.73%  24.73%
Electronics and other general merchandise 12.48%  13.96%  16.23%  17.65%  19.11%  21.05% 23.03% 23.73% 24.26% 24.97% 25.38%  25.38%
Other 0.19% 0.38% 0.49% 0.63% 0.73% 0.87% 1.02% 1.25% 1.54% 1.81% 1.84% 1.84%
Total revenue 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
Cost of Goods Sold 77.07%  77.40%  77.72%  77.40%  77.40%  77.40% 77.40% 77.40% 77.40%  77.40%  77.40%  77.40%
Gross Profit 22.93%  22.60% 22.28%  22.60% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60% 22.60%  22.60%
Operating expenses 19.30%  18.19%  17.89%  18.46%  18.46%  18.46%  18.46%  18.46%  18.46%  18.46%  18.46%  18.46%
Fulfillment 8.75% 8.71% 8.65% 8.69% 8.69% 8.69% 8.69% 8.69% 8.69% 8.69% 8.69% 8.69%
Marketing, general and administrative 2.46% 2.32% 2.51% 2.44% 2.44% 2.44% 2.44% 2.44% 2.44% 2.44% 2.44% 2.44%
Amortization and other costs 0.09% 0.06% -013%  -0.01%  -0.01%  -0.01% -0.01% -0.01% -0.01% -0.01% -0.01%  -0.01%
Operating income 3.63% 4.42% 4.39% 4.15% 4.15% 4.15% 4.15% 4.15% 4.15% 4.15% 4.15% 4.15%
Total non-operating income(expense) -0.11% 0.03% 0.31% -0.11% -1.26% -1.30% -1.35% -1.36% -1.37% -1.40% -1.42% -1.49%
Income (loss) before taxes 3.52% 4.45% 4.70% 4.04% 2.89% 2.85% 2.80% 2.78% 2.78% 2.75% 2.73% 2.66%
provision for taxes 1.75% 1.24% 1.29% 1.41% 1.01% 1.00% 0.98% 0.97% 0.97% 0.96% 0.95% 0.93%

Net income (loss) 1.77% 3.21% 3.37% 2.63% 1.88% 1.85% 1.82% 1.81% 1.81% 1.79% 1.77% 1.73%
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Amazon.com, Inc.
Balance Sheet (in Millions)

2006 2007 2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E

Assets
Current Assets:

Cash & cash equivalents 1,022 2,539 2,769 3,330 4,306 5278 6,271 7,182 8,149 9,026 9,766 10,059

Short-term investments 997 573 958| 1,440 1,863 2,283 2,713 3,107 3,525 3,905 4,225 4,352

Accounts receivable, net 399 705 827 1,014 1,311 1,608 1,910 2,188 2,482 2,749 2,975 3,064

Inventories 877 1,200 1,399 1,849 2,391 2,931 3,482 3,988 4,525 5,012 5,423 5,586

Deferred tax assets 78 147 204 143 165 171 159 165 165 163 164 164
Total current assets 3,373 5,164 6,157 7,777 10,035 12,270 14,536 16,630 18,846 20,855 22,554 23,225
Fixed assets, gross 824 1,023 1,409 1,732 2,240 2,745 3,262 3,736 4,239 4,695 5,080 5,232

Less accumulated depreciation 367 480 555 746 964 1,182 1,405 1,609 1,825 2,022 2,187 2,253

Fixed assets, net 457 543 854 986 1,275 1,563 1,857 2,127 2,414 2,673 2,893 2,979
Deferred tax assets 199 260 145 201 202 183 195 193 191 193 192 192
Goodwill 195 222 438| 285 315 346 315 325 329 323 326 326
Other assets 139 296 720 385 467 524 459 483 489 477 483 483
Total assets 4,363 6,485 8,314 9,634 12,294 14,886 17,363 19,760 22,268 24,521 26,447 27,205
Liabilities and stockholder' equity
Current liabilities

Accounts payable 1,816 2,795 3,594 4,365 5,644 6,918 8,220 9,414 10,681 11,831 12,802 13,186

Accrued compensation & benefits 716 902 1,093 1,442 1,865 2,286 2,716 3,111 3,529 3,909 4,230 4,357

Current portion of long-term debt 0 17 59 38 49 59 69 78 88 97 105 108
Total current liabilities 2,532 3,714 4,744 5,845 7,557 9,263 11,005 12,603 14,299 15837 17,136 17,650
Long-term debt 1,247 1,282 409 1,477 1,885 2,282 2,662 3,030 3,414 3,760 4,055 4,171
Other long-term liabilities 153 292 487 469 598 724 844 961 1,083 1,193 1,286 1,323
Stockholder's equity

Common stock & Additional paid-in capital 2,521 3,067 4,125 3,243 3,719 3,979 4,116 4,335 4,536 4,712 4,880 4,971

Treasury stock -252 -500 -600 -923 -1,235 -1,524 -1,873 -2,281 -2,745 -3,271 -3,847 -4,465

Accumulated other income (loss) -1 5 -123] -63 -82 -100 -119 -137 -155 -172 -186 -191

Retained earnings (accumulated deficit) -1,837 -1,375 -730) -414 -148 261 728 1,248 1,835 2,462 3,122 3,746
Total stockholders' equity 431 1,197 2,673 1,843 2,254 2,617 2,851 3,166 3,472 3,732 3,970 4,061
Total Liabilities and stockholders' equity 4,363 6,485 8,314 9,634 12,294 14,886 17,363 19,760 22,268 24,521 26,447 27,205
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Amazon.com, Inc.
Common Sized Balance Sheet

2006 2007 2008 1 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E Ccv

Assets
Current Assets:
Cash & cash equivalents 23.42%  39.15%  33.31%  3456% 35.02% 35.46% 36.12% 36.35% 36.60% 36.81% 36.93%  36.98%
Marketable securities 22.85% 8.84%  11.52%  14.95%  15.15% 15.34% 15.62% 15.72% 15.83% 15.92% 15.97%  16.00%
Accounts receivable, net 9.15% 10.87% 9.95% 10.53% 10.67% 10.80% 11.00% 11.07% 11.15% 11.21% 11.25% 11.26%
Inventories 20.10%  1850%  16.83%  19.19%  19.45%  19.69%  20.06%  20.18%  20.32%  20.44%  20.51%  20.53%
Deferred tax assets 1.79% 2.27% 2.45% 1.48% 1.34% 1.15% 0.92% 0.83% 0.74% 0.67% 0.62% 0.60%
Total current assets 77.31%  79.63% 74.06% 80.72% 81.62%  82.43% 83.72% 84.16% 84.63% 85.05% 85.28%  85.37%
Property, plant & equipment, at cost 18.89%  15.77%  16.95%  17.98%  18.22%  18.44%  18.79%  18.91%  19.04%  19.15%  19.21%  19.23%
Less accumulated depreciation 8.41% 7.40% 6.68% 7.74% 7.84% 7.94% 8.09% 8.14% 8.20% 8.24% 8.27% 8.28%
Property, plant & equipment, net 10.47% 837% 10.27%  10.24%  10.37%  10.50%  10.70%  10.77%  10.84%  10.90%  10.94%  10.95%
Other long term investments 4.56% 4.01% 1.74% 2.09% 1.64% 1.23% 1.13% 0.98% 0.86% 0.79% 0.73% 0.71%
Goodwill 4.47% 3.42% 5.27% 2.96% 2.56% 2.32% 1.82% 1.65% 1.48% 1.32% 1.23% 1.20%
Other long-term assets 3.19% 4.56% 8.66% 4.00% 3.80% 3.52% 2.64% 2.45% 2.19% 1.94% 1.83% 1.77%
Total assets 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%

Liabilities and stockholder' equity
Current liabilities

Accounts payable 41.62%  43.10%  43.23%  4530% 45.90%  46.47%  A47.34%  47.64%  47.97%  48.25%  48.40%  48.47%
Accrued compensation & benefits 16.41%  13.91%  13.15%  14.97% 15.17%  15.36%  15.64%  15.74%  15.85%  15.94%  15.99%  16.01%
Current portion of long-term debt 0.00% 0.26% 0.71% 0.40% 0.40% 0.40% 0.40% 0.40% 0.40% 0.40% 0.40% 0.40%
Total current liabilities 58.03% 57.27% 57.08% 60.67% 61.47% 62.23% 63.38% 63.78% 64.21% 64.59% 64.79%  64.88%
Long-term debt 28.58%  19.77% 492% 1533% 15.33% 15.33% 15.33% 15.33% 1533% 15.33% 15.33%  15.33%
Other long-term liabilities 3.51% 4.50% 5.86% 4.86% 4.86% 4.86% 4.86% 4.86% 4.86% 4.86% 4.86% 4.86%
Stockholder's equity 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00% 0.00%
Common stock 57.78%  47.29%  49.62%  33.66% 30.25%  26.73%  23.70% 21.94% 20.37% 19.21%  18.45%  18.27%
Treasury stock -5.78%  -7.71%  -7.22%  -9.58% -10.04% -10.24% -10.79% -11.54% -12.33% -13.34% -14.55% -16.41%
Accumulated other income (loss) -0.02% 0.08%  -148%  -0.66%  -0.67%  -067%  -0.69% -0.69%  -0.70%  -0.70%  -0.70%  -0.70%
Retained earnings (accumulated deficit) -42.10%  -21.20% -8.78% -4.30% -1.21% 1.76% 4.19% 6.32% 8.24%  10.04%  11.81% 13.77%
Total stockholders' equity 9.88%  18.46%  32.14% 19.13%  18.34% 17.58%  16.42%  16.02% 15.59% 15.22% 15.01%  14.93%

Total Liabilities and stockholders' equity 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00% 100.00%
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Amazon.com, Inc.
Cashflow Statement

2006 2007 2008 |2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E cv
Cash & cash equivalents, beginning of year $ 1,013% 1,022% 25399% 2,769 $ 3330 $ 4306 $ 5278 % 6271 $ 7,182 8,149 $ 9,026 $ 9,76¢
Cash flows provide by(used for) operating activities
Net income (loss) $ 190 $ 476 $ 645( $ 625 $ 578 $ 699 $ 816 $ 928 $ 1051 $ 1,153 $ 1236 $ 1,242
Adjustment to net income
Depreciation and Amortization $ 205 $ 246 $ 287 $ 393 $ 508 $ 622 $ 739 $ 847 $ 91 $ 1064 $ 1151 $ 1,186
Deferred taxes $ 2% (99) $ G|$ @4 $ (56)$ (69 $ (82 $ (94 $ (107) $ (118) $ (128) $ (132)
Stock-based compensation $ 101 $ 185 $ 275($ 187 $ 216 $ 226 $ 210 $ 217 $ 217 $ 215 $ 216 $ 216
Other operating expense (income), net $ 10 $ 9% (24) $ 3) $ Q) $ @) $ (5) $ ®) $ 7 $ 7 $ @8 $ ®)
Losses (gains) on sales of marketable securities, net $ 2 $ 18 ) $ 2 $ 2 $ Q) $ 3) $ @) $ 4) $ @) $ (5) $ (5)
Other expense (income), net $ ® $ 12 $ B4$ @5 % (19 % (4% (28 $ (320 (36) $ (400 $ (44 $ (45
Excess tax benefits from stock-based compensation $ (102) $ (257) $ (159) $ - 8 - % - % - 8 - 8 - % -3 -3 -
Changes in operating assets & liabilities:
Accounts receivable $ (103 $ (255) $  (218)[$ (187) $ (297) $ (296) $ (303) $ (278) $ (294) $ (267) $ (226) $  (89)
Inventories $ (282 $ (303) $  (232)[$ (450) $ (542) $ (540) $ (552) $ (506) $ (537) $ (487) $ (411) $ (163)
Accounts payable $ 402 $ 928 $ 812([$ 771 $ 1473 $ 1806 $ 2,146 $ 2458 $ 2,788 $ 3,089 $ 3342 $ 3,442
Accrued compensation & benefits $ 241 % 429 $ 247|$ 349 $ 423 $ 421 $ 430 % 395 $ 419 $ 380 $ 321 $ 127
Additions to unearned revenue $ 206 $ 244 $ 449( $ - 8 -8 - 8 - 8 $ - $ $ -3 -
Amortization of previously unearned revenues $ (180) $ (211) $ (344)| $ -3 -3 -3 -3 -3 -8 - 8 - 8 -
Total adjustments $ 512 $ 929 $ 1,052 $ 999 $ 1699 $ 2140 $ 2553 $ 2997 $ 3401 $ 3823 $ 4,210 $ 4530
Net cash flows from operating activities $ 702$% 1,405% 1697$ 1624 $ 2277 $ 2838$% 3368% 3925% 4452% 4976 $ 5446 $ 577:
Cash flows provide by (used for) investing activities
Purchases of fixed assets $ (216) $ (224) $ (333)|$ (323) $ (508) $ (506) $ (517) $ (474) $ (503) $ (456) $ (385) $ (152)
Acquisitions, net of cash acquired $ 32 $ (75) $ (499)| s -8 - % - 0% - 8 - 8 - % -3 - 8 -
Purchases of available-for-sale investments $  (1,930) $ (930) $ (1677)|$ (482) $ (422) $ (421) $ (430) $ (394) $ (418) $ (379 $ (3200 $ (127)
Matures & sales of available for sale invests $ 1845 $ 1271 $ 1,305/ $ - $ - $ -3 - $ $ - $ - $ - $ -
Net cash flows from investing activities $ (333)$% 43 (1,199 (806)$ (930)$ (926)$ (946)$ (868)$  (921)$ (836)$ (705)$ (279
Cash flows provide by (used for) financing activities
Increase (decrease) in long-term debt, net $ 98 $ 24 3 87|$ 112 8 (16) $ (597) $ (1,026) $ (1,691) $ (2,048) $ (2,687) $ (3,373) $ (4,530)
Proceeds from exercises of stock options $ 3B $ 91 $ 11($ 51 § 31 $ 41 3 36 $ 39 $ 37 $ 38 $ 38 $ 38
Excess tax benefit from share-based payment arrangements $ 102 $ 257 $ 159|$ 173 $ 196 $ 176 $ 182 $ 185 $ 181 $ 182 $ 183 $ 182
Repayment of long-term debt and capital lease obligations $ (383) $ (74) $ B55)[$ (271) $ (271) $ (271) $ (271) $ (271) $ (271) $ (271) $ (271) $ (271)
Repurchase & retirement of common stock $ (252) $ (248) $ (100)[$ (323) $ (312) $ (289) $ (349) $ (408) $ (464) $ (526) $ (576) $ (618)
Payment of dividends to stockholders $ - $ - $ - $ - $ - $ - 3 -3 - $ - $ - $ - $ -
Net cash flows from financing activities $ (400)$ 5% (1988 (254)$ (354)$ (909)$ (1,412) $ (2,124) $ (2,541) $ (3,242) $ (3,978) $ (5,178
Foreign-currency effect on cash and cash equivalents $ 40 $ 20% (70)| $ B $ (18$ ERYS$S @1NS$S (223% (% @S (2% (22
Net incr (decr) in cash & cash equivalents $ 9 8 1517 $ 230l $ 561 $ 976 $ 972 $ 993 $ 911 $ 966 $ 877 $ 740 $ 293
Change of Cash $ 9 $ 1517 $ 230[ $ 561 $ 976 $ 972 $ 993 $ 911 $ 966 $ 877 $ 740 $ 293
Cash & cash equivalents, end of year $ 1,022% 2,539% 2,799% 3330 % 4306% 5278 6271 $ 7,182 % 8,149 $ 9,026 $ 9,766 $ 10,05¢
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Amazon.com, Inc.

WACC
(in Millions)
Percentage Cost

Market Values of Equity 33,189 98.61% 10.90%
Book Value of Debt 468 1.39% 4.00%
Total Values of Capital 33,657 100.00%
WACC 10.80%
Risk Free Rate 3.60%
Mkr Risk Premium (LT Ave, geo.) 5.00%
Beta 1.46
Cost of Equity 10.90%
Debt Rating BB+ S&P 500 rating
Pre-tax Cost of Debt 6.15%
Marginal Tax Rate 35%
After-tax Cost of Debt 4.00%

N
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Henry Fund Research Henry B. Tippie School of Management
Amazon.com, Inc.
Driver
2008 2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E CcV
EBITA 842 986 1,275 1,563 1,857 2,127 2,414 2,673 2,893 2,980
Less: Taxes on EBITA
Marginal Tax Rate 27% 35% 35% 35% 35% 35% 35% 35% 35% 35%
Total Income Tax Provision 247 336 311 376 439 500 566 621 666 669
Plus: Tax Shield on Interest Expense -19 -63 -204 -261 -316 -368 -419 -472 -520 -561
Less: Tax on Interest Income 23 49 63 80 98 116 132 149 165 179
Less: Tax on Nonoperating Income 0 49 63 80 98 116 132 149 165 179
Taxes on EBITA 205 176 -18 -45 -71 -100 -117 -150 -185 -249
Plus: Change in Deferred Taxes 57 -61 22 6 -11 5 0 -2 1 0
NOPLAT 694 750 1,315 1,614 1,918 2,232 2,531 2,822 3,079 3,229

INVESTED CAPITAL

Operating Working Capital:
Plus: Normal Cash 2,769 3,330 4,306 5,278 6,271 7,182 8,149 9,026 9,766 10,059
Plus: Receivables 827 1,014 1,311 1,608 1,910 2,188 2,482 2,749 2,975 3,064
Plus: Inventory 1,399 1,849 2,391 2,931 3,482 3,988 4,525 5,012 5,423 5,586
Less: Accounts Payable 3,594 4,365 5,644 6,918 8,220 9,414 10,681 11,831 12,802 13,186
Less: Accrued Expenses: Other 1,093 1,442 1,865 2,286 2,716 3,111 3,529 3,909 4,230 4,357
Less: Income Taxes Payable 0 0 0 0 0 0 0 0 0 0
Net Operating Working Capital 308 386 500 612 728 833 945 1,047 1,133 1,167
Net Property, Plant and Equipment 854 986 1,275 1,563 1,857 2,127 2,414 2,673 2,893 2,979
Other Operating Assets 720 385 467 524 459 483 489 477 483 483
NET INVESTED CAPITAL 1,882 1,758 2,242 2,700 3,044 3,444 3,848 4,197 4,509 4,629

ROIC (NOPLAT/Invested Capital)

NOPLAT 694 750 1,315 1,614 1,918 2,232 2,531 2,822 3,079 3,229
Invested Capital (Beginning) - 1,882 1,758 2,242 2,700 3,044 3,444 3,848 4,197 4,509
ROIC (NOPLAT/Invested Capital) - 39.83%  74.84%  72.00%  71.04%  73.35%  73.49%  73.34%  73.35%  71.61%

FREE CASH FLOW

NOPLAT 694 750 1,315 1,614 1,918 2,232 2,531 2,822 3,079 3,229
Net Investment (change in invested capital) - -124 484 458 344 400 404 350 311 121
Free Cash Flow (NOPLAT - Net Investment) 874 831 1,156 1,574 1,832 2,127 2,472 2,767 3,108

ECONOMIC PROFIT

Invested Capital (Beginning) 1,882 1,758 2,242 2,700 3,044 3,444 3,848 4,197 4,509
ROIC 39.83% 74.84% 72.00% 71.04% 73.35% 73.49% 73.34% 73.35% 71.61%
WACC 10.80% 10.80% 10.80% 10.80% 10.80% 10.80% 10.80% 10.80% 10.80%
EP (Invested Capital*(ROIC-WACC)) 546 1,125 1,372 1,626 1,904 2,159 2,406 2,625 2,742

NON-OPERATING ASSETS

Cash on Hand 2,769 3,330 4,306 5,278 6,271 7,182 8,149 9,026 9,766 10,059
"Normal" Cash 2,683 3,330 4,306 5,278 6,271 7,182 8,149 9,026 9,766 10,059
Excess Cash 86 0 0 0 0 0 0 0 0 0
Short-Term Investments 958 1,440 1,863 2,283 2,713 3,107 3,525 3,905 4,225 4,352
Long-Term Investments 199 260 145 201 202 183 195 193 191 193

Non-Operating Assets 1,243 1,700 2,008 2,485 2,915 3,290 3,721 4,098 4,416 4,545
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Amazon.com, Inc.
Valuation

Valuation Calculations

DCF Model
FCF
PV(FCF)
PV(FCF)
+ PV(Non-Oper)
- PV(Debt)
- PV(ESOP)
PV(Equity)
Shares Outst.
Target Price
Target Price

EP Model
ROIC
EP
PV(EP)
PV(EP)
Invested Capital
PV(Operations)
+ PV(Non-Oper)
- PV(Debt)
- PV(ESOP)
PV(Equity)
Shares Outst.
Target Price
Target Price

R R T

*

AP A H AP A

© &

25,475
1,700
468
104

26,603

429
62.07
70.99

23,593
1,882

25,475

1,700
468
104

26,603

429
62.07
70.99

WACC 10.80%
CV Growth Rate 3.00%
CV ROIC 71.61%
Cost of Equity 10.90%
2009E 2010E 2011E 2012E 2013E 2014E 2015E 2016E cV
874 831 1156 1574 1832 2127 2472 2767 39639
789 677 850 1044 1097 1149 1206 1218 17445
As of Last FY End
As of 4/19/2009 (growth at cost of capital)
39.83% 74.84%  72.00%  71.04%  73.35% 73.49% 73.34% 73.35% 71.61%
546 1125 1372 1626 1904 2159 2406 2625 35130
493 917 1008 1079 1140 1166 1173 1155 15461
As of Last FY End
As of 4/19/2009 (growth at cost of capital)
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VALUATION OF OPTIONS GRANTED IN ESOP

Ticker Symbol AMZN
Current Stock Price 77.44
Risk Free Rate 3.60%
Current Dividend Yield 0.00%
Annualized St. Dev. of Stock Returns 25.00%
Average Average B-S Value
Range of Number  Exercise Remaining Option of Options
Outstandin  of Shares Price Life (yrs) Price Granted
Range 1 1,900,000 25.44 3% 5456 $ 103,655,259
Range 2
Range 3
Range 4
Range 5
Range 6
Range 7
Range 8
Total 1,900,000 $ 25.44 3.00 $ 5456 | $ 103,655,259

This spreadsheet computes the value of shares granted through an ESOP plan.
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Amazon.com, Inc.
Relative P/E

Valuation Calculations

Company

5-yr growth P/E 08

P/E 09

P/E 10 PEG08 PEG09 PEG10

Ebay.com (EBAY)
Barnes and Noble, Inc. (BKS)
Walmart Inc. (WMT)

9
16
15

13
18
15

14 0.759137 0.70952 0.665991
20 5.279012 4.994277 9.239412
16 1.276179 1.15759 1.125756

Peer average

Amazon.com, Inc.

Fair Market Price

$ 21.63 Average

13.59

49

15.33

16.67 2.44 2.29 3.68

2.074672 2.13193 2.313244




