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Company Overview: 

Alibaba Group Holding Limited is a $600 billion USD holding company that possesses 

industry-leading entities which operate in the cloud computing, retail and commerce, 

entertainment, and innovation sectors. Some of these businesses are digital retail kings 

AliExpress, Taobao and Tmall, China’s YouTube – Youku, cloud computing giant – 

Aliyun, and a variety of other businesses that focus on services such as payments, travel 

advisory, and delivery.   

 

Recommendation: 

I recommend buying Alibaba at $222.36 with a target price of $369.84 – $371.83 and a 

potential upside of 66.3% – 67.2% that will result from the company’s growth prospects. 

Originating from one of the world’s largest ecommerce markets as well as being 

equipped with a growing international presence – it is clear that there is still plenty of 

room for the company to evolve. The recent drop in the share price due to Chinese 

regulators launching an official investigation provides an excellent opportunity for 

investors to own a piece of the technology titan at a discount.  

 

Industry Outlook 

Alibaba operates within a region and industry that is at the forefront of growth 

and evolution. In the company’s home – China, resides the largest e-commerce market 

with a volume of $1.8 trillion USD and is expected to grow at over 20% annually.  

Alibaba currently occupies about 50% of the 

ecommerce market in China with its competitor, 

Jingdong (JD) lagging far behind – occupying only 

17% of the market and Pinduoduo taking up 7.3% 

of the market. With digital retail titans such as 

AliExpress, Taobao, and Tmall, Alibaba has 

fortified its position in the Chinese ecommerce 

market. Additionally, they are able to capitalize on 

the growing online shopping industry in China 

which is set to increase at an annualized rate of 

17.1% from 2020 to 2025 to $3.9 trillion USD. 

Zooming out, China’s consumer market is expected 

to expand by 12% every year to an approximate $8.4 

trillion by 2022 and the economy as a whole is 

expected to expand by 8.2% in 2021. With 84% of 

Alibaba’s revenue coming from its core commerce 

operations, they are sure to reap a prosperous future 

in line with the behaviour of China’s economy.  

Their service is accessible from anywhere at anytime. As brick-and-mortars crumble 

in the wake of the novel COVID-19, digital platforms continue to thrive – with more 

demand than ever. Global digital sales grew over 45% YOY this year and sales in the 

USA grew 36% YOY. As Alibaba’s virtual platform allows accessibility from 

Pricing: 

Target Price: $369.84 – $371.83  

Price at Writing: $222.36 

Implied Upside: 66.3% – 67.2% 

 

Financial Summary: 

Equity Value: $601.63B 

Enterprise Value: $579.37B 

Total Debt: $22,030.1MM 

 

Market Data: 

52 Week Range: $169.95 – $319.32 

Shares Outstanding: 2,705.6MM 

 

Financial Performance: 

 

 

Price Performance (1YR):  
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anywhere, their operations are able to seamlessly cross borders. Alibaba has started to expand beyond the breadth of China with the 

acquisition of digital retail giant Lazada. Through Lazada, Alibaba is able to capture the audience of the ASEAN region.  

Furthermore, Alibaba is starting to gain traction in America as well with revenues in that region increasing YOY by 17% in the fiscal 

year of 2020. The company’s prospects in America also look promising as ecommerce sales in Q3 2020 jump 37.1% from Q3 2019 

and annual ecommerce sales are expected to increase from $795 billion USD to around $1.2 trillion USD by 2024.  

Cloud computing is a rising industry. Currently, the industry is worth $371.4 billion USD, however, it has the potential to reach 

$832.1 billion USD by 2025 at a CAGR of 17.5%. Furthermore, the APAC region is expected to experience the most growth with 

China leading this advancement. As Alibaba’s Aliyun is the largest cloud computing and IaaS provider in the APAC region and the 

third largest in the world, it will be at the front of China’s accelerating growth.  

 

Investment Thesis 

A unique and efficient business model paired with a wide breadth of services. Alibaba’s dominant size makes 

itself the be-all and end-all of digital innovation. Aside from it 

is leading size, the company offers a variety of services. Retail 

and wholesale commerce, logistics, delivery, video streaming 

and live streaming, digital infrastructure, navigation, 

payments, and communication platforms – Alibaba is either a 

leader or an emerging threat. Unlike its American counterparts, 

Alibaba operates in a cost-efficient manner that fosters 

entrepreneurship from its customers. The company is light on 

inventory and PPE, and acts as a mere facilitator of 

transactions between merchants and consumers. This allows 

them to save on heavy investing activities as well as provide 

an opportunity for entrepreneurship through their massive 

ecommerce platform.  

Alibaba is in the vanguard of China’s economic 

development. China’s rapid evolution of digitization paired 

with optimistic demographics and urbanization put Alibaba in 

a favourable position. Alibaba leverages the immense amount of data from its users to enhance the digital experience that it provides 

through predictive algorithms and augmented reality platforms. Furthermore, Alibaba can capitalize on the emergence of 5G 

technologies and offer new and improved solutions for businesses. Alibaba’s Tmall – which sells brands such as Nike to luxury 

brands such as Burberry will also benefit from rapid urbanization as the middle-class population in China reaches 300 million – 

almost the entire U.S. population. There is also a collection of smaller cities in China, where 500 million people contribute $2.3 
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trillion in consumption to the economy. In the next 10 years, these smaller cities are forecasted to triple their consumption to almost 

$7 trillion, with a CAGR of more than 10% in the long-term.  

Recent sell-off puts the company in a valuable position. Currently Alibaba is under investigation by the Chinese government for 

anti-competitive practices. The fine attached to this investigation could be 

billions as antimonopoly laws allows the government to fine up to 10% of 

a company’s previous year’s sales. It is expected that this fine would be 

the maximum amount of damage that the company would suffer from. 

Any further punishment would not only result in damage to the company 

but would also have a detrimental effect on their employees and the digital 

ecosystem that they facilitate. Furthermore, the company’s robust balance 

sheet with a consistently low debt/equity ratio and a cash balance of $44 

billion USD shows that they can weather the storm. Looking at the 

company’s valuation metrics, the sell-off put the P/E, P/B, P/S, and P/CF 

in attractive positions below their 5-year average. All in all, the price crash 

presents an excellent buying opportunity for Alibaba even when 

considering the potential consequences that the government may impose.  

 

Risks 

Alibaba faces constant regulatory risk. China’s controlling government poses an imminent threat to many of the country’s 

successful businesses because they want to maintain political control and decrease the influence these companies have on China. 

Being an industry leader, Alibaba is a company that the Chinese government watches closely. Should the company operate in a way 

that increases its monopolistic stance or disobey any of the nation’s limiting laws – the government is sure to act and implement 

consequences. The current investigation is a perfect example of the government exercising their power due to Alibaba engaging in 

anti-competitive practices where they are asking merchants to only choose 1 platform to sell on – deterring merchants from selling 

through competing ecommerce companies.  

Market Saturation and Tencent. China is the most populous country in the world – with almost 1.4 billion people, there is an 

enormous market. Regardless, Alibaba is running out of room to expand. In the past year, the ecommerce giant already impacted 

over 750 million people – essentially more than half of the country’s entire population. At their pace of growth, they must start to 

focus on developing their business outside of China as the Chinese market is becoming more and more saturated. Alibaba is also not 

a monopoly in every aspect – technology giant Tencent is starting to develop businesses in the cloud and fintech sector – directly 

competing with Alibaba’s Aliyun and AliPay. Alibaba’s cloud business is still larger than Tencent’s however, Tencent’s cloud 

business is growing at a quicker rate. WeChat Pay is also neck-and-neck with AliPay – if WeChat Pay is able to gain an advantage, 

Alibaba’s position in the market may become less dominant.  

 

Conclusion 

Alibaba – a goliath at home and an emerging threat outside. The recent price crash presents an excellent opportunity for investors 

looking to pick the company up at an attractive price. With a balance sheet that protects them from the heaviest of fines, an efficient 

business model, and their leadership in an evolving market, it is highly unlikely that the current investigation would have much 

impact on the company in the long term. As a company that is able to combine the entire ecosystem of digital commerce into one 

platform and impact almost a billion people annually, they are truly a one-of-a-kind business that is destined for greatness. To buy at 

$222.36 would cast a wide margin of safety as well as provide incredible returns in the future.   
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Disclaimer 

The contents of this report are written with careful research and sound estimates; however, it is only for informative purposes. None 

of the recommendations, information or numbers should be taken as financial advice or instructions on whether to invest. The author 

makes no promises in terms of any results gained from reading this report. In general, investments should not be derived based off 

only one source or without the aid of a financial advisor or without one’s own research. The author of this report does not claim any 

liability for any of the results that are achieved from the use of this report. The reader may use the information in this report at their 

own risk. 
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Appendices 

Discounted Cash Flow Analysis 

 

 

 

 

 

 

 

 

Precedent Transactions 

 

China’s average GDP growth from 2011 to 
2025 was 6.6%, I rounded it down to 6% 

Median EV/EBITDA is the median FY22 
EV/EBITDA on the Comparable Companies 
Analysis below. 
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WACC 

Sensitivity Analyses 

 

 

Calculated with a risk-free rate of 0.93%, equity risk premium of 9%, and a pre-tax cost of debt of 3.6% 
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Comparable Companies  

 

Revenue and Operating Margin Projections 

 

 

 


