Alibaba and Corporate
Governance



Alibaba

Founded in 1999

Consumer-to-consumer (Taobao), business-to-
consumer (Tmall), business-to-business portals

Also have payment services (Alipay), search
engines, cloud computing

Operates mostly in China, accounting for 80% of
country’s online sales (60% of parcels delivered!)

279 million active users



Alibaba.com®

Global trade starts here.”™

About Alibaba Group
Sign In | Join Free My Alibaba ~ For Buyers ~ For Suppliers ~ Help ~

Products~ = What are you looking for... AifsourcePro
The most effective

+— CATEGORIES

Apparel, Textiles & Accessories
Auto & Transportation
Electronics

Machinery, Hardware & Tools
Gifts, Sports & Toys

Home, Lights & Construction
Health & Beauty

Jewelry, Bags & Shoes

Electrical Equipment,
Components & Telecom

Agriculture & Food
Packaging, Advertising & Office

Metallurgy, Chemicals, Rubber &
Plastics

All Categories »

OEM/ODM & multi-
I category sourcing
Bestselling i
Korean Styles
Shoes, Bags " Simple
Fashion & Beauty Accessories i}ﬁtlan?m]eg Request in

~ Efficient

Get multiple quotations

Source Now » S within 24 hours

i All-In-One

A " Comparison, sampies and
deals

Get Quotations Now

A

Apparel Major Production Centers $
o ) Hot Products for USA B

Flexible MOQs Core cities and regions Top-selllng products -,

Customization available Verified suppliers Manufacturers only ". |

9 US export experienced

9 Source Now »
Visit Now » \/ Visit Now > i
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Alibaba.com’

Global trade starts here.™"

Categories

< Apparel
Dresses
Prom Dresses (67788)
Cocktail Dresses (54294)
Club Dresses (16646)
Career Dresses (5976)
Other Dresses (11096)
Homecoming Dresses (5370)

Feature

Anti-Static (609814)
Anti-Wrinkle (623335)
Breathable (733110)
Eco-Friendly (572338)
View more v

Supply Type
‘OEM Service (589747)
In-Stock Items (261727)

Material

100% Polyester (317659)
Polyester / Cotton (102273)
Spandex / Polyester (140089)
Polyester (2121)

View more v

Technics

Beaded (143731)
Plain Dyed (149823)
Appliqued (57194)
Printed (118146)

View more ¥

Design

Sleeveless (273716)
Long Sleeve (115673)
Short Sleeve (96915)
Off-Shoulder (46276)
View more v

Fabric Type
Chiffon (211100)
Satin (84846)
Worsted (23711)
Woolen (14524)
View more v

Transactions

conducted via Alibaba.com

Suppliers by Area
East Asia (843202)
South Asia (3523)
Southeast Asia (2509)
North America (1347)

View more v

Suppliers by Country/Region
China (Mainland) (840885)  »
India (2704)
Thailand (2443)

Hong Kong (1339)
Australia (34)
Cambodia (1)
Canada (243)

Products ~

Products > Apparel > Dresses >

Products

Sortby: [7] @ Gold Supplier [7] (& Onsite Check v

Minimum Order:

What are you looking for.

Get Quotations v

851,590 Product(s)

Suppliers

(@ Assessed Supplier ESCROW > @ eCredit Line
@ online View as:
new islamic dress hijab,Muslim scarf whoelsae price ,2014 % Favorites 4+ Compare
new style for girl women
@™  Xuzhou Mi Yi Trading Co,, Ltd -

Age Group: Adults
Place of Origin: CN;JIA
Color: 10 colors

Dress Type: Evening / F.
Brand Name: miyi
Feature: Anti-Static;Plu

China (Mainland) Contact Details »

-ontact Supplier

2013 Evening Dress Knee length Party Dresses Sexy Prom # Favorites 4+ Compare
Dresses Strapless Gold Mini Short Sequins Purple Cocktail &
Homecoming D

i @™ Ssuzhou Babyonline Co, Ltd -
Dress Type: Homecomi. Place of Origin: CN;JIA
Brand Name: Features Anti.StaticA China Contact Details »

Fabric Type: Crepe Material: 100% Polyester

4\ 81.1% Response Rate

ontact Supj

Leave Messages

3# lace tape closed end invisible zippers # Favorites 4+ Compare

US $0.06-0.8/ Piece ( FOE Price) @™ Jiangsu Hongda Zipper Manufacturin...~

2000 Meters (Min. Order) China (Mainland) | Contact Details »

Age Group: Adults
Brand Name: YHD
Supply Type: OEM Servi

Place of Origin: CN;JIA
Model Number. 3#/5#/8#

Dress Type: Other D Leave Messages

ontact Supplier

2014 New Design Maxi Long Dress For Women Chiffon
Sleeveless Evening Dress

W Favorites 4+ Compare

@Bm Guangzhou Domin Trading Co,, Ltd.  ~
China (Mainland) Con

US $7-10.6 / Piece ( FOB Price)

200 Pieces (Min. Order) act Details »

Dress Type: Casual Dre
Place of Origin: CN;GUA
Feature: Anti-Wrinkle;Br

Age Group: Adults
Brand Name: Domin
Fabric Type: Chiffon

. 80.6% Response Rate

ontact Supplier @ Leave Messages

Ladies latest designs striped midi bodycon dress model # Favorites <+ Compare

clothes for ladies

US $8.8-10.8/ Piece ( FOB Price)
100 Pieces (Min. Order)

@™ Dongguan City Hui Lin Apparel Co., Ltd ~
China (Mainland) | Contact Details »
Dress Type: Casual Dre.
Place of Origin: CN;GUA
Feature: Anti-StaticAnt

Age Group: Adults;adults
Brand Name: HL model
Technics: Printed

. 86.2% Response Rate

ontact Supplier [ ReEAN

SHT
Sexy women dress wholesale, customize fashion lady dress ~ # ravorites 4 Compare

US $6.9-14.9/ Piece ( FOB Price)
300 Pieces (Min. Order)

@™ Guangzhou Runde Garments Co, Ltd. ~
China (Mainiand) | Contact Details »

Material: 100% Polyest Fabric Type: Chiffon
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Alibaba’s IPO

September 18, 2014: shares were initially offered
at $68, raising $21.8 billion

September 19, 2014: shares (BABA) started
trading on the NYSE at an opening price of $92.70

Largest IPO in US history

China forbids foreign ownership, so shares are in
a shell corporation in the Cayman Islands, which
has a contractual claim on Alibaba’s profits




Issues

 What kinds of investor protections exist in the
Cayman Islands?

e What is the nature of the contract between
Alibaba and the shell corporation?

* |s that contract legally enforceable?



What is a corporation?

Lawyers: a corporation is a legal business structure
that establishes the business as being a separate entity
from the owners.

Economists: a corporation is a bundle of contracts.

Essential characteristics: limited liability for investors,
free transferability of investor interests, legal
personality, centralized management

Important legal form starting, especially, in 19" century
(technological advances brought economies of scale
and need for capital investment)



e Corporate governance deals with the
mechanisms for aligning the interests of
managers with those of (controlling)
shareholders while protecting the interests of
minority shareholders, debt holders, financial
markets, employees, customers, supplier, and
society at large.

* |n short, good corporate governance prevents
expropriation of outside investors.



Lots of ways to steal

Excessive executive perks
Excessive executive pay
Empire building
Risk-shifting

Self-dealing

“CEO and COO Disappeared, Most of the
Company’s Cash Missing.” Ultrasonic. September
12, 2014.



http://www.ultrasonic-ag.de/en/ad-hoc-news/121-ceo-and-coo-disappeared-most-of-the-companys-cash-missing.html
http://www.ultrasonic-ag.de/en/ad-hoc-news/121-ceo-and-coo-disappeared-most-of-the-companys-cash-missing.html

How is stealing prevented?

Enforcement of accounting laws, conflict of
interest laws, reporting regulations

Power of shareholders to replace directors

A functioning legal system that allows
shareholders to file lawsuits against directors for
breach of fiduciary duty

Legal structure (common versus civil law) and
financial structure (market versus bank-based)
have been shown to be important in protecting
investor rights



Alibaba

* According to the Alibaba perspectus:

— The “Partnership” will nominate a simple majority of
the board of directors.

— The board of directors will make decisions on
compensation, management succession, acquisition
strategy, business and financial strategy.

— If our contractual arrangement is found to violate
current or future laws of the PRC, PRC authorities
would have broad discretion to amend or discontinue
the arrangement.

— Conflicts of interest may arise.



SEC

* These “contracts are only binding and enforceable if
Chinese courts are willing to uphold them. For US
investors, a major risk is that the Chinese
shareholder...will steal the entity, ignoring the legal
arrangements on which the system is based.”



Additional issue with Alibaba

* Crovitz, L. Gordon. “Alibaba: Too Big to

Expropriate?” The Wall Street Journal.
September 21, 2014.



http://www.wsj.com/articles/gordon-crovitz-alibaba-too-big-to-expropriate-1411339239
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