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Recommendation: BUY    Current Price:   $223 (2021.4.09) 

Target Price:       $286       Upside:          28% 

Key statistics 

First Trading Date 2014.9.19 

52 Week Range $189.53 - $319.32 

EV (Bill) $555.78 

Market Cap (Bill) $608.28 

3-Mo Avg Daily Vol (Mil) 17.53 

Basic Shares (Bill) 2.71 

Diluted EPS (TTM) $8.84 

Institutional 39.86% 

Top 10 Inst Hldrs 11.52% 

Beta (5Y Monthly) 0.82 

Div. Yield (TTM) 0% 

ROE (6yr average) 15%+ 

Rev Growth (6yr CAGR) 30%+ 

Valuation 

Business Lines Calculate

d value 

Valuation 

weight 

Core business ￥3574 69.98% 

Cloud computing ￥588 11.52% 

Digital media and 

entertainment 

￥139 2.72% 

Innovation initiatives 

and others 

￥34 0.66% 

Ant Group ￥314 6% 

Net cash ￥950 9% 

Total equity value ￥5108 100% 

Diluted shares outs. (Mil) 2750 

Target price (USDCNY=6.5) $286 

Performance 

Name 1yr 

Performance 

2021YTD 

Performance 

BABA 12.16% 4.71% 

SPY 49.56% 13.14% 

KWEB(China 

Internet) 

53.06% -2.4% 

MGK 59.15% 11.36% 

Market leader in 3 fast-growing industries 
E-commerce, cloud computing, and fintech are all the fastest 

growing industries in China, with a growth rate of up to 20%. 
Alibaba is the market leader in these three industries, and has a 
CAGR of at least 30% since 2014 IPO. 
Margin of safety (Attractive valuation + Wide moat + high ROE) 

After a huge sell-off, driven by certain bad events including new 
threats in E-commerce and suspension of IPO of Ant Group, this is 
the time to buy Alibaba (BABA) with a significant margin of safety. It 
is traded at lower P/E multiples compared to Chinese tech giants 
(Tencent, JD, PDD) and US tech giants (FAANG). In addition, it has 
a strong network effect among SMEs in China, and maintained a 
ROE of at least 15% since 2014 IPO. 
Catalyst (Bad news gradually realized) 

The founder of Alibaba reappeared after giving a speech. 
According to relevant media reports, Ant Financial has passed the 
three-month rectification and the China Securities Regulatory 
Commission has approved it. Ant Financial will be listed before the 
end of the year according to former Alibaba executives. In addition, 
Alibaba accepted the anti-monopoly fine of US$2.8 billion in April. 
Investment recommendation: Buy rating, target price of $286 

With the conclusion of the anti-monopoly regulatory 
investigation, short-term risks have been eliminated. The company is 
a leader in China's e-commerce and cloud computing industries with 
sustained high growth potential, and its current valuation is relatively 
attractive. Besides, Charlie Munger’s invested heavily in Alibaba 
(19% portfolio weight) in 2021 first quarter. Based on the SOTP (Sum 
of the Parts) valuation, the target price is $286, which corresponds to 
22x forward P/E ratios. The expected upside is 28%. 
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1. Executive summary  
Market leader in China's e-commerce, cloud computing, and fintech industry 

E-commerce, cloud computing, and financial technology are all the fastest growing industries in China, 
with a growth rate of up to 20%. Alibaba is the market leader in these three industries. In 2020, the e-
commerce business line accounts for nearly 85% of its revenue, and cloud computing accounts for nearly 8% 
of its revenue. Alibaba holds 33% of Ant Group's shares and is not included in the statement. Therefore, the 
main business is still based on e-commerce, and cloud computing infrastructure and payment financial 
technology services have laid the foundation for e-commerce. 
Attractive valuation + Wide moat + High ROE—— margin of safety  

After a huge sell-off, driven by certain bad events including new threats in e-commerce and suspension 
of IPO of Ant Group, this is the time to buy Alibaba (BABA) with a significant margin of safety. It is traded at 
lower multiples compared to Chinese tech giants (Tencent, JD, PDD) and US tech giants (FAANG).At the 
current price, BABA’s wide moat and its leadership position within China's e-commerce, cloud computing, 
and fintech areas represent a rare opportunity for reverse investment. In addition, it has a strong network effect 
among SMEs in China, and maintained a ROE of at least 15% since 2014 IPO. 
Jack Ma reappeared + Ant Group’ IPO + Execution of Antitrust—— catalyst (bad news already price in) 

The founder of Alibaba reappeared after giving a speech. According to relevant media reports, Ant 
Financial has passed the three-month rectification and the China Securities Regulatory Commission has 
approved it. Ant Financial will be listed before the end of the year according to former Alibaba executives. In 
addition, the anti-monopoly law imposed a fine of US$2.8 billion on Alibaba in April. 
Investment recommendation: Buy rating, target price of $286 

With the conclusion of the anti-monopoly regulatory investigation, short-term risks have been eliminated. 
The company is a leader in China's e-commerce and cloud computing industries with sustained high growth 
potential, and its current valuation is relatively attractive. Besides, Charlie Munger’s invested heavily in 
Alibaba (19% portfolio weight) in 2021 first quarter. Based on the SOTP (Sum of the Parts) valuation, the 
target price is $286, which corresponds to 22x FY22E P/E ratios.  
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2. Company overview 
2.1 History  

Alibaba was founded in 1999 by 18 individuals with different background, led by a former English teacher 
Jack Ma who hold a vision to empower small businesses with technology and innovation, so they can sell 
their products domestically and globally.  
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2.2 Business overview  

 
Alibaba business are comprised of 4 

main categories and 1 unconsolidated 
party: 
 Core commerce 
 Cloud computing 
 Digital media and entertainment 
 Innovation initiatives  
 Ant Group 
 
 
 
 

 
 

Alibaba digital economy generated 
RMB 7053 billion(US$1 trillion) in GMV in 
the twelve months ended March 31, 2020, 
which mainly included GMV of RMB6,589 
billion (US$945 billion) transacted through 
our China retail marketplaces. 
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a) Core Commerce  
1. Retail commerce -china  
 Largest retail commerce business in the world in terms of GMV in the twelve months ended March 31, 

2020 --- Analysys  
1.1 Taobao Marketplace, China’s largest mobile commerce destination for social community  
1.2 Tmall, the world’s largest third-party online and mobile commerce platform for brands and retailers. In 

fiscal year 2020, 65% of our revenue comes from our retail commerce business in China 
1.3 Freshippo (盒马 ), Alibaba proprietary grocery retail chain, provides a new shopping experience 

through the convergence of online and offline activities by using retail stores to warehouse and fulfill 
online orders 

2. Wholesale commerce -china 
2.4 1688.com, China’s leading integrated domestic wholesale marketplace in 2019 by revenue, connects 

wholessale buyer and seller --- Analysys 
2.5 Lingshoutong (零售通) connects FMCG brand manufacturers and their distributors directly to small 

retailers in China 
3. Retail Commerce – Cross-border and Global  

3.6 Lazada, a leading and fast-growing e-commerce platform in Southeast Asia for SMEs, regional and 
global brands,is serving over 70 million unique consumers in the twelve months ended March 31, 2020 

3.7 AliExpress, one of our global retail marketplaces, enables consumers from around the world to buy 
directly from manufacturers and distributors in China and around the world. 

3.8 Kaola, an import e-commerce platform in China, it operates Trendyol, a leading e-commerce platform 
in Turkey, and Daraz, a leading e-commerce platform across South Asia with key markets in Pakistan 
and Bangladesh. 

4. Wholesale Commerce – Cross-border and Global 
4.9 Alibaba.com, China’s largest integrated international online wholesale marketplace in 2019 by 

revenue --- Analysys 
5. Logistics Services 

5.10 Cainiao Network, a logistics data platform and global fulfillment network that primarily leverages 
the capacity and capabilities of logistics partners. 

6. Consumer Services  
6.11 Ele.me(饿了吗), a leading on demand delivery and local services platform, to enable consumers to 

order food and groceries anytime and anywhere 
6.12 Koubei(口碑), a leading restaurant and local services guide platform for in-store consumption 
6.13 Fliggy(飞猪), a leading online travel platform, provides comprehensive services to meet consumers' 

travel needs. 
6.14 Alibaba Health, internet healthcare platforms, engages in pharmaceutical and healthcare product 

sales business, establishes and explores digital health using cloud computing and big data 
technologies. 
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b) Cloud Computing  
7. Internet infrastructure 

7.15 Alibaba Cloud, offers a complete suite of cloud services, including elastic computing, database, 
storage, network virtualization services, large-scale computing, security, management and application 
services, big data analytics, a machine learning platform and IoT services, serving our digital economy 
and beyond. 
 Alibaba Cloud is the world’s third largest and Asia Pacific’s largest Infrastructure as a Service 

provider by revenue in 2019 in U.S. dollars --- Gartner 
 Alibaba Cloud is also China’s largest provider of public cloud services by revenue in 2019, including 

Platform as a Service, or PaaS, and IaaS services --- IDC 
c) Digital Media and Entertainment 
8. Media and Entertainment 

8.16 Youku, an long-form video platform in China, serves as a key distribution platform for digital media 
and entertainment content. 

8.17 Alibaba Pictures, an Internet-driven integrated platform that covers content production, promotion 
and distribution, intellectual property licensing and integrated management, cinema ticketing 
management and data services for the entertainment industry 

d) Innovation Initiatives 
9. Efficiency tools 

9.18 Amap, the largest provider of mobile digital map, navigation and real-time traffic information in China 
by monthly active users 

9.19 DingTalk, a digital collaboration workplace that offers new ways of working, sharing and 
collaborating for modern enterprises and organizations.  

e) Ant Group   
10. Financial Technology Services 

10.20 Ant Group, provide digital payment services and digital financial services through its Alipay app. 
 2019, Alibaba held a 33% stake in Ant Financial. 2020, IPO attempt of its Ant Group was failed. 
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3. Industry analysis 
Alibaba is a comprehensive Internet company in China, whose business involves different industries, including 

e-commerce, cloud computing, financial technology, and entertainment. Here, considering the degree of impact 
on revenue and net profit, only the first three industries in China will be discussed. 

 

3.1 E-commerce  
3.1.1 Global E-commerce 

New studies projected that worldwide retail e-commerce sales will reach a new high by 2021. E-commerce 
businesses should anticipate a 29% compounded annual growth rate, from $298B in 2014 to $872B in 2021. 
However, the future CAGR is projected to be lower at 12% from 2020E-2024E. 

For the first time in a century in 2020, China has surpassed the United States to become the largest retail 
market, because this year China’s retail market reached $5.072 trillion, while the US’s $4.894 trillion. 
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3.1.2 China E-commerce 
3.1.2.1 Past: Monopoly by tech giants 

Higher growth rate than global 
 
China’s retail e-commerce sales in 2019 will 

grow much faster than total retail, increasing 
27.3% year over year to $1.935 trillion. By 2023, 
retail e-commerce sales will represent 63.9% of 
total retail sales. 
 
 
 
 
 
 

 
 
 
 
 
 

 
Over 50% of the GMV from 5 companies 
 
The biggest digital commerce companies   

(percentage of the global e-commerce market): 
1) Taobao.com+TMall.com: 14%+15%=29% 
2) Amazon: 13% 
3) JD.com: 9% 
4) Pinduoduo: 4% 
5) eBay: 3% 
 
 
 

 
Three kings’ monopoly in E-commerce 
 
As of May 2019, Alibaba, JD.com and 

Pinduoduo together accounted for 80% of the 
market share. Alibaba’s e-commerce business 
has a market share of 56%, surpassing the total 
of other companies 
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3.1.2.2 Future: Centralization to decentralization of user traffic 
China's e-commerce industry has gone from 

centralization to decentralization of traffic by 
giants  

From the perspective of the competitive 
landscape, the industry has gone through 4 
stages:  
1) Alibaba                                                                
2) Alibaba, JD                                                               
3) Alibaba, JD, Pinduoduo                                                    
4) Alibaba, JD, Pinduoduo, social commerce 

 
 

The number of active buyers of Chinese online retailer Pinduoduo surpassed Alibaba for the first time in 2020. 
Pinduoduo reports that the number of active buyers in 2020 is 788.4 million, and Alibaba reports 779 million. 

At the same time, short video software (Douyin,Kuaishou) and community group buying are on the rise, which 
may become a new threat to Alibaba. 

 
3.1.2.2.1 Alibaba VS PDD& social e-commerce  

 
Pinduoduo has adopted a differentiated 

development strategy and redefines an e-
commerce: to provide customers with the most cost-
effective products. In terms of implementation, by 
directly connecting users and factories, a large 
amount of traffic is collected into a limited number of 
products, creating explosive models to achieve 
"small profits but quick turnover". 

 
 
On March 26, 2020, Taobao officially 

released Taobao special edition. Taobao special 
edition will usher in major adjustments. The core of 
the revision will be on the supply side. In the future, 
Taobao special edition products will get rid of the 
dependence on Taobao’s original store products. 

 
Since its launch in 2016, [Taobao Live] has 

steadily accounted for half of the live broadcast 
marketing; for Alibaba itself, from the disclosure of 
Double Eleven data in 2019, it can be seen that the 
total transaction volume of Tmall is 268.4 billion 
yuan, which is brought by [Taobao Live]. Close to 
20 billion transactions, up to 7.45%. Alibaba 
continues to invest through Taobao live broadcast, 
sign live broadcast, in order to deal with the 
competitors of social e-commerce 
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3.1.2.2.2 Occupation of user mind  
 

For a centralized platform, there 
are two most important points:  

1. Occupy users' minds.  
2. Control flow distribution.  
 
 
These two points match each 

other. Centralized platforms use 
traffic distribution to shape different 
user minds in consumers' minds, 
which in turn influences consumers' 
buying behavior to a large extent. 

 
 
 

The minds that each platform ultimately brings to users are different, and it is difficult to achieve how fast and 
easy it is to occupy at the same time. Even if it is as powerful as Taobao, it is difficult to do it at the same time, so 
a separate App is needed to compete with Pinduoduo. In order to control traffic, Taobao prevents sellers from 
opening stores on multiple platforms. This measure therefore violates the anti-monopoly law 

 
3.1.2.2.3 How to recentralize and break the flow logic? (Future prediction) 

 
There could be some inspiration from the Amazon e-commerce model: customer-centric, self-built logistics 

with heavy assets, monthly subscription payment together build the moat of Amazon. 
In the United States, where labor costs are high, the delivery service is unexpectedly implemented next day, 

and offline leading mid-to-high-end supermarkets and streaming media businesses are bound to ensure the 
retention of paid members. 

Simply put, in the highly competitive domestic e-commerce market, to break the flow logic and make a 
differentiated moat, it may require JD’s logistics and service quality + Ali's rich SKU + other value-added services 
(local service, entertainment, etc.) . 

At this stage, Alibaba e-commerce has established differentiated competitiveness based on efficiency and 
service. The new entrants in the e-commerce industry, live broadcasts, community group purchases, and WeChat 
ecology will become new threats. 
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3.2 Cloud computing 
Cloud computing (IAAS/PAA/SAAS)  
Cloud computing is divided into IAAS, PAAS, SAAS. Alibaba Cloud focuses on IAAS and PAAS, which are the 

basis of information technology. The following mainly discusses IAAS and PAAS  

 

 

3.2.1 Global cloud computing  
 

By the fourth quarter of 2020, Amazon's market share 
in the global cloud infrastructure market will reach 32%, still 
exceeding the total market share of its two biggest 
competitors, Microsoft and Google. 

Alibaba Cloud ranked 4th globally, while ranked 1st 
domestically. It occupied 42% of market share in 
IAAS+PAAS. 
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3.2.2 Higher growth & Greater IT spending in China  
 

In China, the cloud computing industry has been growing at over 30% every year from 2015 to 2019 and the 
trend will likely continue into the near future. Cloud computing services provide customers flexible computer 
processing resources – especially data storage and computing power – based on the need of the customers. 

In the past, the development of cloud in the United States was ahead of China. The important reason is the 
high labor cost in the United States and the low labor cost in China. Therefore, American companies pay more 
attention to saving labor costs. As China's labor costs increase, the digital transformation of enterprises has 
become a major trend, and more and more enterprises will incur higher IT expenditures. 
3.2.3 Ali cloud  
3.2.3.1 Ali Cloud (First quarter turn losses into profits) 

A particular reason for the bullishness is Alibaba's cloud computing department. Last quarter, cloud revenue 
increased by 50%, and the department just recorded its adjusted EBITA for the first quarter. Most people believe 
that cloud technology is still in its early stages, especially in China, so the sector may have considerable value in 
the future, but it has not yet made any contribution to the company's overall operating profit. 

 

 
3.2.3.2 Strong moat for Ali cloud in China (Regulation moat) 

Because information construction belongs to the national infrastructure, foreign giants such as AWS cannot 
get a fair opportunity to compete in China. Because of Chinese government’s regulation, it has become Alibaba 
Cloud's powerful means to resist attacks from foreign cloud computing giants. 
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3.2.3.3 Comparison of Microsoft team & Dingtalk:  
On 2020.9.27, Alibaba announced a new 

round of strategic deployment: upgrading 
DingTalk to Dingding Business Unit, fully 
integrating with Alibaba Cloud, and 
integrating all related forces of the group to 
ensure the full implementation of the "cloud 
and nailing integration" strategy. 

In fact, Ali is a bit similar to Microsoft a 
few years ago, not only in today's 2B 
business (enterprise office + cloud 
intelligence), but also in similar doubts by 
investors.  

Microsoft, which is re-founding the global 
smart economy infrastructure of the next era, 
closed the store and focused more on 
enterprise services. Driven by Azure and the 
SaaS-based Office section, Microsoft’s stock 
price rose by 6 times more during Nadella’s 
tenure from 2014.  

 
On 2021.4.25, on the press conference, 

management team further discussed their 
plans to expand their business in healthcare 
sector by digitalizing the healthcare system 
with Ali cloud and Dingding 

 
 
 
 

 
SaaS flywheel + free model  

Microsoft's Teams, like Ali Dingding, is 
also completely free. This is the core 
reason why they can surpass Slack in the 
short term. Teams is actually just a free 
module of Office 365. Although they are 
also open to the public as a free 
independent app, DingTalk integrated in 
Alibaba Cloud is the same as Teams 
integrated in Office 365. 

 
 

Now, DingTalk’s 15 million organizations and 300 million users constitute Alibaba Cloud’s business flywheel, 
and Teams’ 75 million daily activities have also made Office 365 and Microsoft Azure clouds extremely successful, 
and Microsoft’s competitor Slack has also been hit hard. 
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Teams does not charge, Dingding does not charge, Android does not charge, and the operating system does 
not charge. The latter services are the main sources of revenue. 
 
SaaS Ecosystem Creation: The Similarities between Microsoft and Ali 

 
Dingding has exactly the same model as Teams, 

which solves the needs of flexible customers in the digital 
age, solving the problems of corporate finance, CRM, 
government affairs, taxation, finance, employee medical 
care, and salary problems. 

 
You will be working, studying, and meeting at 

Dingding, which is exactly the existence of an operating 
system in the digital service era 

 
 

 
 
 
 
 
 
 
 

 

3.3 Fintech  
 

Fintech companies mainly 
provide services to the retail end 
(including small business 
customers): 

 
 

1) Transaction services,  
2) Asset management,  
3) Consumer finance,  
4) Insurance  
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Transaction services 
 
China’s mobile payments users 

reached 87.2% of the total mobile 
Internet population in China in 2019, 
according to iResearch. 

 
It is projected to grow at a CAGR 

about 22% from 2019 to 2025. 
 
 
 
 
 

 
Asset management 

According to Oliver Wyman 
Consulting, the scale of Chinese 
personal investable assets is expected 
to grow from 160 trillion yuan in 2019 to 
287 trillion yuan in 2025, with a 
compound annual growth rate of 10.3% 
during the period. 

 
 
 
 
The disposable income of Chinese 

residents is growing steadily, and the 
products provided by existing asset 
management and wealth management 
institutions cannot meet the changes in 
residents’ allocation needs.  

 
According to government reports, 

"Our country's household assets are 
dominated by physical assets, housing 
accounts for nearly 70%, and the home 
ownership rate reaches 96%; at the 

same time, financial assets account for a relatively low proportion of only 20%, and households prefer risk-free 
financial assets." In this context, fintech companies fill the gaps in traditional bank wealth management by building 
online wealth management platforms. 
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Consumer finance 
 

According to the prospectus 
of Ant Group, the scale of online 
consumer credit in my country is 
expected to grow from 6 trillion 
yuan in 2019 to 19 trillion yuan in 
2025, with an average annual 
compound growth rate of 20.4% 
during the period. 

Consumer finance is the 
fastest-growing financial sub-
industry since 2017. 

 
 

At present, only the balance of consumer loans (excluding housing loans and business loans) on the bank’s 
table is about 14 trillion yuan. Taking 26 independent consumer finance companies as an example, the current 
industry scale is nearly 500 billion yuan, and the annualized growth in recent years is about 35%. 

 
Insurance 

 
 
The scale of China's online 

insurance premiums in 2019 is 
0.3 trillion. Driven by digital 
technology, it is expected to reach 
a scale of 1.9 trillion in 2025, with 
an average annual compound 
growth rate of 38.1% during the 
period. 

 
 
 

 
The accumulation of personal wealth, the improvement of insurance awareness and the trend of population 

aging will promote the continued rapid growth of the insurance market, which is expected to drive a premium of 
1.4 trillion by 2022, a compound annual growth rate of 9.7%. In 2019, China’s premiums amounted to 4.3 trillion 
yuan, accounting for 4% of GDP, but still significantly lower than the United States (11%), Japan (8%) and Germany 
(6%). 
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4. Financial statement analysis 
4.1  Alibaba FSA 
4.1.1 Revenue & Future Growth 

Alibaba had a steadily growing sales revenue in the past five years, where the number nearly doubled from 

2018 to 2020. Around 77% of the total revenue came from local China e-commerce. Until 2020, Alibaba has 

possessed 779 million annual active customers shopping on its platform, which is the highest number in the global 

market. The increasing popularity of short videos and live streaming on social media in China has already and will 

continue contributing to Alibaba’s future revenue growth. At the same time, there is more competition in the market 

since new businesses keep entering into the e-commerce market. Though, we can expect Alibaba to maintain the 

leading position in the market because of its effective business model and existing loyal clients. 

 

In addition to e-commerce, Alibaba has also extended its services to cloud computing in 2009, including elastic 

compute, data storage, relational databases, big-data processing, anti-DDoS protection and content delivery 

networks. As data privacy has become the trend of the digital world, Alibaba upholds its core value to provide 

clients with their services under the assurance of absolute security. The revenue generated from cloud computing 

services has been growing significantly in the past three years. 
 

Acquisitions 
Alibaba’s acquisitions in the recent three years also add value to its future growth. In 2018, Alibaba acquired 

full ownership of China online delivery platform Ele.me, with which it could provide a seamless online and offline 

consumer experience in the local services sector. In 2020, it acquired Kaola, an e-commerce platform from 

NetEase that focuses on cross-border transactions. Although it has a slow growth before the acquisition, Kaola is 

going to adopt membership model similar to Costco that can effectively drive user engagement and retention. This 

acquisition, along with Alibaba-owned Taobao Global, is a source of competition for its key competitors in the 

cross-border e-commerce sector, such as JD, VIP, and Suning Global. 
 
Company Strategy & Future Trend 
“To make it easy to do business anywhere” is the mission statement of Alibaba. In the April 12th, 2021 

conference call, Alibaba has expressed its positive attitude toward the RMB18.23 billion fine from the anti-

monopoly investigation. They believe this is an affirmation from the authority that their business model has 

succeeded, and they will further improve their consumer & client services in the future, in compliance with the law. 

In the long run, stated by Alibaba, there will be lower entry cost for merchants who want to open their business on 

the platform, and more free matured services, tools, and training available to them. In the near future, Alibaba 

indicated that they do not see any potential investigation coming. 



Applied Portfolio Management  
Kingsley Ye 

The recent trends in the e-commerce market do provide Alibaba with a likely chance for future sales growth. 

As China’s cross-border e-commerce grows rapidly in the recent 5 years, Alibaba has set its goal to expand 

globalization in the next 5 years. The acquisition of Kaola in 2019 has reflected Alibaba’s resolution to further 

expand its market share in the cross-border e-commerce sector. On the top of that, the social commerce which 

combines the social media and e-commerce platform has brought a hot new trend into China and is believed to 

be the key in 2021. Combining the positive market trend of e-commerce and Alibaba’s resolution to expand and 

improve its services, we could reasonably expect it to have a stable sales revenue growth in the next 5 years. 
 

4.1.2 Profitability Analysis 
ROA&ROE (economic moat) 

 
Alibaba’s ROA in the past three years maintained at a much higher value than the industry average, indicating 

that its management has effective capital controls to ensure profitably reinvested earnings. The acquisitions of 

Ele.me and Kaola have added value to Alibaba’s strategy on investments. As stated above, Alibaba acquired full 

ownership of Kaola and plans to upgrade it with the membership-based-model that brings cross-border brands 

into China with relatively low prices. The upward trend of ROA indicates Alibaba’s strong potential for capitalizing 

on future growth with a low financial risk. 

 
“ROE is one the most important indicators in the investment process. If a company has a 

higher ROE than industry average, it reflects the company has a higher competitive edge” --- 
Buffett 
 

An ROE between 15% and 25% is also relatively high in the industry, indicating the high profit Alibaba 

generated with the money shareholders have invested. Alibaba maintains the value that “customer first, employees 

second, shareholders third”. The premium customer services, along with the high employee embracement is able 

to assure Alibaba’s sustainability in earning profit for its shareholders. 
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Margins

 
In the past three years Alibaba had fairly high gross profit margins in the range between 40% - 60%, which is 

much higher than that of its biggest competitor, JD. This suggests that Alibaba is a highly valued company and 

possesses strong liquidity in cash to pay other indirect costs or one-time expenses. In April 2021, Alibaba was 

fined RMB18.23 billion for anti-monopoly investigation, and they stated that they have more than sufficient liquidity 

to cover the penalty, showing its ability to survive under catastrophe. Although the historical trend of the margin is 

downward in the past three years, we could expect it to become positive soon and maintain a steady pace because 

of its strong profitability. The downward trend could be possibly attributed to losses from other investments or 

initiatives. 

 

The operating profit margin of Alibaba maintained a high value which ensures the company’s profitability. 

However, there was a plummet from 2018 to 2019 where the EBIT margin has decreased by 17.6%, suggesting 

potential volatility in the long run. Though, we could still expect the margin to increase and maintain a competitive 

number because of Alibaba’s steadily growing revenue and relatively lower operating expenses under its 

innovative business model. Since Alibaba’s e-commerce platform works as a middleman who connects the buyers 

and the sellers, they do not need physical warehouses or products; moreover, they could earn profit by selling 

advertising spaces to merchants with a rather low cost. 
 

4.1.3 Safety (Liquidity & Financial Leverage Analysis) 
On the one hand, Alibaba has a lot of cash on its balance sheet and owns a lot of shares in private companies 

such as Ant Group and listed companies. As of December 31, 2021, its balance sheet includes US$47.8 billion in 

cash, US$22.1 billion in short-term securities, US$36.8 billion in other publicly traded equity securities, and another 

US$28.4 billion in equity investment objects such as Ant Group. These assets add up to US$135.1 billion, while 

short-term and long-term debt is only around US$18 billion. 
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Leverage Ratios 

Alibaba held a healthy current ratio between the range of 1.3x to 2.00x, a Debt-to-Equity ratio lower than 0.5x, 

and a debt-to-assets ratio lower than 0.5x. This highlights the company’s ability to pay short-term obligations and 

reflects that Alibaba is appropriately financing with shareholder’s equity and debt in a low-risk way. In 2021, Alibaba 

holds a debt-to-equity ratio of 13.8%, this may suggest that the company is not taking enough advantage from the 

borrowing. 
 

4.2 Comparison of BABA, JD, PDD (Financial perspective) 
4.2.1 Growth 

 
 

Conclusion: Alibaba has a declining growth rate while JD and PDD are growing at a faster rate, 
which could be one of the reasons that Alibaba is trading at a lower multiple. 
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4.2.2 Profitability  
ROIC and ROE are the 2 most important metrics for Buffett to determine the strength of economic moat of the 

target company.  

 

4.2.2.1 ROE, ROIC 
 

 
4.2.2.2 Gross margin & EBITDA margin  

 
 

Conclusion: Alibaba has a higher ROE and EBITDA margin compared to other e-commerce giants. 
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4.2.3 Safety (Liquidity & leverage analysis) 

 

 BABA has the lowest Debt/equity ratio  
 BABA has the highest current ratio and quick ratio   
 BABA has the highest Altman Z-score above 3 

 
 
 
 
 
 

Conclusion: It is pretty safe from liquidity and solvency prospective 
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4.3 Comparison of BABA, JD, PDD (Operating perspective) 
GMV 

 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 

 

MAU 
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ARPU 
 

 
 
 
 
 
 
 
 
 
 
 
 

Valuation (operating metrics): 
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Conclusion: 
Business model difference: 
 

Amazon = Prime members * (Online retail + Logistic system + Cloud service) 
JD.com = Online retail + Logistic system 
Alibaba = Online retail + Cloud service + Financial service (Square) 
PDD = Online retail + Amazon fresh (agriculture food) 

----------------------------------------------------------------------------------------------------------------------------------------------------- 
The business models of the e-commerce industry can be divided into two categories:  

1. e-commerce platforms (commodity malls)  
2. self-operated e-commerce (department stores) 
 
Alibaba and Pinduoduo are typical representatives of the platform model. They mainly provide online sales 

services and traffic for merchants, and they do not buy or sell goods themselves. 
Ali is similar to a shopping mall, it is a commercial real estate business that sells traffic, and it charges 

merchants advertising fees and commissions; 
Pinduoduo is similar to small commodity City, and its business model is similar to Taobao. The difference is 

that it uses Tencent to take away the sinking market traffic pool that Ali can't reach; 
JD.com is a typical representative of the self-operated model. It purchases goods from merchants and sells 

directly to consumers. 
 
Comparison to US grocery stores: 

 
Pinduoduo —— refined recommendation (Demand drives supply)  --- Costco  
Alibaba    —— multi-product search (Supply drives demand)     --- Walmart 
JD        —— national logistics system                       --- Amazon Prime delivery  
 

 
Pinduoduo is like the online version of Costco, providing users with refined recommendations; Alibaba, like 

Walmart, gathers a large number of new products and brands, with a relatively large traffic pool; JD.com 
guarantees brand quality through strong quality control and logistics experience to gain market share; 

 
Future expectation: 
 

The e-commerce industry is facing a stage from traffic concentration to decentralization. 
Alibaba will increase its information infrastructure, Pinduoduo will go to the upstream agricultural product life 

sciences field, and JD.com will continue to improve its logistics system in China. 
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5. Valuation 
Instead of using DCF valuation method, internet giants are used to be valued with SOTP method, since they 

have a higher growth rate, more diversified businesses and constantly reinvested their free cash flow to expand 
their market share. Alibaba group can be treated as a combination of 3 main businesses and 2 less-important 
businesses. In this SOTP valuation, enterprise value is considered to be the metric of each business lines.  

 
"It is better to be roughly right than precisely wrong." Warren Buffett & Charlie Munger can constantly come 

up with an easy-to-calculate price.   

5.1 SOTP 
 

 
 

 
 
Conclusion: Target price is $286. Expected return is 28%. 
 
 
 
 
 
 
 
 
 
 
 
 



Applied Portfolio Management  
Kingsley Ye 

Assumption:  
1. Core commerce  
 

Financial result assumption: 
 Considering high growth of revenue above 30% in the past few years, I assume it will continue to grow at 

least for 30% for FY22. Product development expense/SG&A/D&A will grow proportionally. Therefore, FY2022 
EBIT = 178,711million is obtained. 
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Multiples assumption: 

 
The decreasing market share of Alibaba is one of the reasons why it is trading at a low multiple. 

Since e-commerce is the major profitable business and it is used as a sauce of fund to support other business 
lines, it is common to use P/E from a shareholder equity’s perspective and EV/EBITA from a enterprise perspective. 
As we can see the price multiples above, for Chinese internet-giant, their P/E, EV/EBIT and EV/EBITDA are in a 
range of [22,30]. 

 The other way is to use PEG metric which balance the value(growth) and price(P/E). Traditionally, an PEG=1 
is considered to be a fair value. Last 5yr revenue CAGR, EBIT CAGR, EPS CAGR median number are at range 
of [25,32], which imply the P/E range of [25,32]  

 
 Conclusion: Choosing the lower band of these 2 methods, EV/EBIT=22 is used. To gain more margin of 

safety, I will discount it to EV/EBIT = 20. This is a margin safety of 10%. 
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2. Cloud computing 
Cloud computing has been growing rapidly and will continue this trend for next few years as we discussed in 

industry analysis. 

In 2020, cloud computing companies are on the fire, especially most of the SaaS stocks are trading at around 
PS is around 10. Companies focusing on IaaS+PaaS usually traded in a lower PS at around [6,8]. As we can see 
from these US cloud computing giants, they are traded at a range of [6,10] and this number includes other lower 
growth business lines. 

 
 
 
 
 
 
 
 

Since BABA is a more mature company and it is experiencing the lowest revenue growth rate this year at 
around 35%. According to Peter Lynch, a PEG=1 can be treated as a fair price for most companies. However, in 
my opinion, it is a bargain given the fact that Alibaba is a great company dominating the e-commerce market in 
China and has high growth potential in the cloud industry in the future, let alone many mature companies in the 
cloud industry in trading at around 40P/E(LTM) and 10 P/S. 

 
From historical data, under normal circumstances, a software company with strong productization capabilities 

has a net profit margin of about 30% (except for individual companies, such as Microsoft Office), which is E/S=30%. 
The conversion between PE and PS is P/S=(P/E)*(E/S), we can get 10 times P/S which is approximately equivalent 
to 33 times P/E. 

 
Conclusion:  
Since Alibaba is the cloud computing market leader which growing at an increasing growth rate, I would prefer 

to pay EV/Sales = 7 for this business. Alibaba is considered to be expand its SaaS production line, and it should 
be traded above median number EV/Sales=10. This is a margin safety of 30%. 
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3. Digital media and entertainment / Innovation initiatives and others 

 
For 3,4 business lines, they are less-important businesses. They are mostly unprofitable business. For 

entertainment giants, such as Tencent and NetEase in China, they are trading at EV/Sales = 11 and 6 respectively. 
For other small media or collaborative software subsidiaries, they are experiencing fierce competitions and have 
no economic moat. Therefore, I would prefer to pay EV/Sales= 4 for digital media and EV/Sales= 3 for innovation 
initiatives and others. This is a margin safety of 0%. 

 
Conclusion:  

Since these 2 business lines are TO-C services which are dominated by Tencent, Alibaba does not have a 
competitive edge in this area and were extremely unprofitable. Therefore, my assumption can be regarded as a 
fair value in this section.  

 
4. Ant group 
Ant Group is an affiliate company of Alibaba. After the failed IPO in November 2020, this fintech company is 

transforming into a financial holding company structure. Prior to this, regulators put pressure on the company to 
comply with regulations and capital requirements similar to those of banks. Ant's valuation may be affected as a 
result, because the valuation of technology companies is much higher than that of financial companies. The Ant 
Group IPO valued the company at approximately US$315 billion (￥2184 billion), which is equivalent to more than 
31 times its expected net profit in 2021. 

According to Ant's 2020 profit and analysis of comparable companies, Warburg Pincus of the United States 
valued Ant at the end of last year (2020) at slightly more than US$200 billion. Other sources said that Warburg 
Pincus had privately sold part of its holdings in Ant based on a valuation of US$190 billion(￥1330 billion) in early 
2020. 

 
Ant once raised US$14 billion in 2018, the single largest financing in the world. At that time, it was regarded 

as a technology company and it was valued at approximately US$150 billion(￥1050 billion). 
 

Conclusion:  
Under the circumstances that the impact of corporate restructuring on profitability is still unclear, I would use 

the last-round transaction with a 10% discount (￥950 billion) as the value of Ant group, which is equivalent to 
about 15 times its expected net profit in 2021. This number is between the US banks and Chinese banks valuation 
metrics. This is a margin safety of 10%. 
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5. Valuation summary:  
 
Total margin of safety of 11% for the target price $286 
Current price : $236 (2021.4.09) ,  Upside: 28% 
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5.2 Football field  
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5.2.1 Comparison of BABA, JD, PDD, AMZN (Valuation) 

 

 BABA has the lowest P/E (LTM, NTM)  
 BABA has the lowest P/B  
 BABA has the lowest P/C  
 BABA has the lowest P/FCF.  

 
Conclusion: 

As we can see from the graph above, Alibaba is trading below the median multiples of Chinese tech-giants in 
terms of Forward P/E, P/E, EV/EBIT, Forward EV/EBITDA, EV/EBITDA and around the median multiples for 
Forward EV/EBIT, Forward EV/REV, EV/Rev.  

Besides, we can see BABA is relatively cheaper than other e-commerce giants in terms of P/E (LTM, NTM), 
P/B, P/C, P/FCF. They have a huge deviation in P/S because of their differences in a business model which leads 
to differences in revenue recognition. Among the four e-commerce companies, Alibaba and Pinduoduo are 
platform-based companies that have a light asset, while JD and Amazon are mostly self-operated businesses that 
have a heavy asset.  

 Overall, Alibaba is undervalued compared with other Chinese and US technology companies. 
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6. Risk 
6.1 New threats in E-commerce & Cloud-computing 
Pingduoduo & Private domain traffic (Douyin, Kuaishou, community group buying) 

Based on China’s national conditions, Pinduoduo takes a differentiated route and uses low-cost and refined 
recommendations to consumers in third- and fourth-tier cities. The number of active buyers of Chinese online 
retailer Pinduoduo surpassed Alibaba for the first time in 2020. Pinduoduo reports that the number of active buyers 
in 2020 is 788.4 million, and Alibaba reports 779 million. At the same time, short video software (Douyin,Kuaishou) 
and community group buying are on the rise, which may become a new e-commerce shopping method. 
Threat in China: Huawei Cloud  

Huawei Is the world's leading provider of ICT (information and communication) infrastructure and smart 
terminals, and Huawei Cloud is growing at a fast speed. Huawei's business is more extensive, with overseas 
communication business accounting for 50% of total revenue; while 90% of Alibaba's business is in China 
Threat in global: AWS Cloud 

Amazon AWS and Alibaba Cloud are the largest IaaS & PaaS vendors in the global and Chinese markets, 
respectively. Alibaba has more advantage in the South-east area, while Amazon is better in Europe. However, 
India will become a key area in the battle between Alibaba Cloud and AWS Cloud 
 

6.2 Spinoff of Ali cloud 
From rumors in media in China, Alibaba Cloud may be independent. (Alibaba entrepreneur) said that after 

Ant’s listing was frustrated, he heard the news that Alibaba Cloud would merge into Ant, similar to the way JD 
Cloud merged into JD Technology (formerly JD Digital). 

Another former Alibaba Cloud executive said that he has heard rumors of Alibaba Cloud's independence, but 
no exact information has been obtained, but he believes that it will definitely be split. He has not heard of the 
rumors of Alibaba Cloud being merged into Ant. 

If it becomes reality in the following year, the spinoff of Ali Cloud will decrease the valuation of Alibaba Group 
significantly. 

 

6.3 Regulatory issue (Antitrust) 
China fines Alibaba $2.8 Billion in landmark Antitrust case 

The party’s market share exceeds 50%. One is from the perspective of platform service revenue. From 2015 
to 2019, the party's online retail platform service revenue accounted for 86.07%, 75.77%, 78.51%, 75.44%, and 
71.17% of the total service revenue of 10 major online retail platforms in China. The second is from the perspective 
of platform commodity transaction volume. Platform commodity transaction volume refers to the commodity 
transaction value on the online retail platform, which is a comprehensive reflection of the operating status of all 
operators on the platform and the consumption status of consumers. From 2015 to 2019, the parties’ online retail 
platform merchandise transactions accounted for 76.21%, 69.96%, 63.58%, 61.70%, and 61.83% of the total 
domestic online retail merchandise transactions in China. 

Related markets are highly concentrated. According to the market share of platform service revenue, from 
2015 to 2019, the HHI index (Herfindahl-Hirschman index) of China's domestic online retail platform service market 
was 7408, 6008, 6375, 5925, 5350, and CR4 index (market concentration Index) are respectively 99.68, 99.46, 
98.92, 98.66, 98.45, indicating that the relevant market is highly concentrated and the number of competitors is 
small. In the past five years, the market share of the parties has been relatively stable, and the parties have 
maintained a strong competitive advantage for a long time. Other competitive platforms have limited competition 
constraints on the parties. 
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6.4 Political issue  
Ants threaten the ruling party 

In addition to concerns about financial system risks and anger at Jack Ma’s critical remarks, there is another 
important reason why Ant’s IPO was suspended: an investigation by the central government found that behind the 
layers of opaque investment vehicles that hold shares of Ant Group, It is a small circle of well-connected Chinese 
dignitaries, some of whom are connected to political families that pose potential challenges to the Chinese 
president. 

Ant Group will now undergo rectification and will become a financial company that needs to comply with the 
capital requirements of the banking industry. Stricter regulations mean that the company may have to raise funds 
to strengthen its capital base, opening the door for large state-owned banks or other types of government-
controlled entities to purchase equity. The equity of existing shareholders may be diluted as a result.   
                       --- WSJ 
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7. Why Buffett like it?   
7.1 Charlie Munger Bought Alibaba 

Charlie Munger (Warren Buffett's longtime partner) is the chairman of the Daily Journal Corporation. Daily 
Journal, historically published a legal newspaper and more recently began selling courthouse software. 

It takes cash flow from its core businesses and reinvests it into equities, mostly large U.S. banks. 
 
The company that the Daily Journal acquired shares of was Alibaba Group (NYSE: BABA). At the end of 

March, the holding company reportedly owned 165,320 shares in the Chinese tech company, giving it a 19% 
portfolio weight. The position was worth around $37.5 million, making it the company's third-largest position 
behind Bank of America and Wells Fargo. 

 

7.2 Valuation is cheaper than all of the FAANG stocks in the U.S.  
Buffett once said, "You pay a high price for a cheery consensus."  
It is because of many disputes and short-term disadvantages that have brought reverse investment 

opportunities. 
 
Sufficient high liquidity assets  
On the one hand, Alibaba has a lot of cash on its balance sheet and owns a lot of shares in private companies 

such as Ant Group and listed companies. As of December 31, 2021, its balance sheet includes US$47.8 billion in 
cash, US$22.1 billion in short-term securities, US$36.8 billion in other publicly traded equity securities, and another 
US$28.4 billion in equity investment objects such as Ant Group. These assets add up to US$135.1 billion, while 
short-term and long-term debt is only around US$18 billion. 

 
Cheaper than FAANG, higher growth rate  
BABA is cheaper than FAANG stock in terms of PE-TTM and PE-NTM, with 5-year revenue and EBIT CAGR 

about 2 times higher than the median. 

  
 

7.3 Powerful economic moat  Wide economic moat  Strong Roe=15%+ since 2014 
As a Chinese Internet giant, Alibaba is the leader in corporate services. With strong IT infrastructure 

construction capabilities and extensive network effects, it has maintained a 30% growth rate of operating income 
and 15%+ ROE since ipo. 

“ROE is one the most important indicators in the investment process. If a company has a 
higher ROE than industry average, it reflects the company has a higher competitive edge(wide 
moat)” --- Buffett 
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Source  
 

External source: 
https://app.koyfin.com/ 
https://www.statista.com/ 
https://www.alibabagroup.com/cn/global/home 
https://www.forbes.com/sites/johnkoetsier/2020/10/21/44-of-global-ecommerce-is-owned-by-4-chinese-
companies/?sh=7c24dbc21645 
https://www.motaword.com/blog/ecommerce-market-in-
china#:~:text=China's%20eCommerce%20market%20size%20is,for%202020%20is%20at%2020.1%25. 
https://www.clsa.com/idea/china-cloud-growth/ 
https://www.microsoft.com/investor/reports/ar20/index.html 
https://cn.wsj.com/ 
https://finance.yahoo.com/news/charlie-mungers-daily-journal-buys-162550289.html 
https://investor.pinduoduo.com/investor-relations 
https://corporate.jd.com/ 
https://ir.aboutamazon.com/overview/default.aspx 
https://www1.hkexnews.hk/listedco/listconews/sehk/2020/1026/2020102600165.pdf 
https://cn.reuters.com/article/exclusive-ant-group-valuation-sources-03-idCNKBS2B80QU 
 

Internal source: 
 
Email: jy646@rutgers.edu 
Phone: 2013499929 
Wechat: shininye 
 
 

Welcome to inquiry or networking 😊😊 
 
 
 
 
 

Disclaimer 
 
The copyright of this article belongs to the original author.  
The content only represents the author's personal views. 
This content has nothing to do with Golden Meadow Investments LLC. 
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Appendix 
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Financial statement analysis 
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SOTP Valuation 
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Football field valuation 
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DCF for fun 
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