
This morning (6/28) Amazon announced the launch of its latest initiative to expand
its delivery network and improve last-mile logistics. The initiative invites US
entrepreneurs to establish businesses delivering Amazon packages, with
comprehensive support from the company, as part of its plans to scale up and
increase control over its last-mile delivery network. Currently, this stage of the
delivery is handled mostly by third-parties including USPS, FedEx, UPS, regional
providers, and independent contractors (Amazon Flex). We believe this new initiative
could help mitigate the risk of reliance on current major delivery partners and
higher shipping costs (+38% yoy in 1Q vs. 31% in 4Q17) as well as enable Amazon
to more efficiently handle surges in package volumes during periods of high
demand.

The latest delivery service partner program will provide technological and operational
support to help entrepreneurs kickstart and manage their delivery businesses. In
addition, to keep startup costs low, Amazon will provide discounts on
Amazon-branded delivery vans, branded uniforms, fuel, vehicle insurance
coverage, and other resources. Amazon believes these delivery businesses can earn
~$300k in annual profit operating a fleet of up to 40 vehicles. The latest offering
provides an opportunity for the company to diversify its delivery network, build
capacity to meet growing demand, and gain increased control over the delivery
experience without owning additional delivery assets.

This model is not uncommon globally. FedEx runs a similar structure at a fraction of
the cost vs. competitors which rely on unionized labor (UPS, USPS). In China, ZTO
Express runs a last-mile franchise model that handled 18mn packages per day in
1Q18 vs. 16mn for UPS in the US.

Valuation & key risks
Our $2,000 price target (12-month) is based on SOTP, implying 28x 2019E
EV/EBITDA. AMZN currently trades at 23x 2019E EV/EBITDA with a 32% 3-yr
EBITDA CAGR versus the Internet sector median of 16x on 22% growth.

Key risks. (-) Competition, margin pressures from investment, and valuation.
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Source: Company data, Goldman Sachs Research estimates, FactSet. Price as of 27 Jun 2018 close.
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recommendations or views expressed in this report.
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The Goldman Sachs Factor Profile provides investment context for a stock by comparing key attributes to the market (i.e. our coverage universe) and its
sector peers. The four key attributes depicted are: Growth, Financial Returns, Multiple (e.g. valuation) and Integrated (a composite of Growth, Financial
Returns and Multiple). Growth, Financial Returns and Multiple are calculated by using normalized ranks for specific metrics for each stock. The
normalized ranks for the metrics are then averaged and converted into percentiles for the relevant attribute. The precise calculation of each metric may
vary depending on the fiscal year, industry and region, but the standard approach is as follows:

Growth is based on a stock’s forward-looking sales growth, EBITDA growth and EPS growth (for financial stocks, only EPS and sales growth), with a
higher percentile indicating a higher growth company. Financial Returns is based on a stock’s forward-looking ROE, ROCE and CROCI (for financial
stocks, only ROE), with a higher percentile indicating a company with higher financial returns. Multiple is based on a stock’s forward-looking P/E, P/B,
price/dividend (P/D), EV/EBITDA, EV/FCF and EV/Debt Adjusted Cash Flow (DACF) (for financial stocks, only P/E, P/B and P/D), with a higher percentile
indicating a stock trading at a higher multiple. The Integrated percentile is calculated as the average of the Growth percentile, Financial Returns
percentile and (100% - Multiple percentile).

Financial Returns and Multiple use the Goldman Sachs analyst forecasts at the fiscal year-end at least three quarters in the future. Growth uses inputs
for the fiscal year at least seven quarters in the future compared with the year at least three quarters in the future (on a per-share basis for all metrics).

For a more detailed description of how we calculate the GS Factor Profile, please contact your GS representative. 

M&A Rank
Across our global coverage, we examine stocks using an M&A framework, considering both qualitative factors and quantitative factors (which may vary
across sectors and regions) to incorporate the potential that certain companies could be acquired. We then assign a M&A rank as a means of scoring
companies under our rated coverage from 1 to 3, with 1 representing high (30%-50%) probability of the company becoming an acquisition target, 2
representing medium (15%-30%) probability and 3 representing low (0%-15%) probability. For companies ranked 1 or 2, in line with our standard
departmental guidelines we incorporate an M&A component into our target price. M&A rank of 3 is considered immaterial and therefore does not
factor into our price target, and may or may not be discussed in research.

Quantum
Quantum is Goldman Sachs’ proprietary database providing access to detailed financial statement histories, forecasts and ratios. It can be used for
in-depth analysis of a single company, or to make comparisons between companies in different sectors and markets. 

GS SUSTAIN
GS SUSTAIN is a global investment strategy focused on the generation of long-term alpha through identifying high quality industry leaders. The GS
SUSTAIN 50 list includes leaders we believe to be well positioned to deliver long-term outperformance through superior returns on capital, sustainable
competitive advantage and effective management of ESG risks vs. global industry peers. Candidates are selected largely on a combination of
quantifiable analysis of these three aspects of corporate performance.
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All research reports are disseminated and available to all clients simultaneously through electronic publication to our internal client websites. Not all
research content is redistributed to our clients or available to third-party aggregators, nor is Goldman Sachs responsible for the redistribution of our
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