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Abstract 

 

In this report, we are going to research on one of the largest companies in terms of 

market capitalization in the world, Alibaba Group. Under its huge size, Alibaba is also 

growing rapidly, especially in cloud computing and other new business segments. We 

will forecast its revenues, costs and other relevant elements that have an influence on 

the company’s valuation, for a period from 2020 to 2029. We evaluate that the stock 

price of Alibaba in March 2021 will be around $233, 6% higher than its current price, 

so we would like to suggest a “Hold” strategy.  

 

 

Keywords 

Alibaba, Retail, IT, growth 

 

 

 

 

 

 

This work used infrastructure and resources funded by Fundação para a Ciência e a 
Tecnologia (UID/ECO/00124/2013, UID/ECO/00124/2019 and Social Sciences 
DataLab, Project 22209), POR Lisboa (LISBOA-01-0145-FEDER-007722 and Social 
Sciences DataLab, Project 22209) and POR Norte (Social Sciences DataLab, Project 
22209). 

 



          MASTER IN FINANCE 

 
THIS REPORT WAS PREPARED EXCLUSIVELY FOR ACADEMIC PURPOSES BY PEDRO LEÃO AND ZHOU YATING, MASTER IN FINANCE 

STUDENTS OF THE NOVA SCHOOL OF BUSINESS AND ECONOMICS. THE REPORT WAS SUPERVISED BY A NOVA SBE FACULTY 
MEMBER, ACTING IN A MERE ACADEMIC CAPACITY, WHO REVIEWED THE VALUATION METHODOLOGY AND THE FINANCIAL MODEL.  

 (PLEASE REFER TO THE DISCLOSURES AND DISCLAIMERS AT END OF THE DOCUMENT) 
  
       Page 1/23 
 

 

 

� Alibaba has continued to grow its business with a solid 

increase in revenues, especially for its core activities such as 
e-commerce sales and cloud computing. Total revenue grows 

at more than 50% since 2017. 

� Alibaba has been benefiting from the economic development 

of the Chinese affluent and middle classes, as well as the 

increase in online shopping in the country, and is expected to 

benefit from this going forward 

� Its cloud computing business was incorporated in 2018 and is 
expected to grow drastically inside China given the country’s 

large population and technology development. Alibaba now 

holds an almost 50% stake in the Chinese market. 

� When it comes to the international cloud business, Alibaba 

still has a small stake of 5%, but it is already among the top 5 

cloud service providers worldwide.  

� Its business advantages are its size when it comes to 

international markets, with Amazon being the largest 
competitor, and its geographical advantage in terms of access 

to the Chinese market where International players have 

trouble getting in, competing mostly with Tencent there. A 

major factor in a country with +1bn potential consumers. 

Company description 
Alibaba Group Holdings Limited is a Chinese holding company 
with subsidiaries and core business operating mainly in retail and 
e-commerce, cloud computing, entertainment and media, and 
innovation initiatives. It is currently the 6th largest company in the 
world by market cap and it achieved revenues of RMB 377bn in 
FY2019. Its main competitors include companies such as Amazon, 
Walmart, JD.com, eBay and Tencent. 
 

 ALIBABA GROUP HOLDING COMPANY REPORT  
 IT 03 JANUARY 2020  

 STUDENT:  PEDRO LEÃO, ZHOU YATING 22028@novasbe.pt, 25508@novasbe.pt  

BABA Equity Research Report 
A Chinese giant planning to take on the world of 

retail, cloud computing and others 

Recommendation: HOLD 

Vs Previous Recommendation HOLD 

Price Target March 2021: 233.08 $ 

Vs Previous Price Target -  $ 

Price (as of 6-Jan-20) 219.73 $ 

Reuters: BABA.N, Bloomberg: BABA 

  
52-week range ($) 129.77-195.72 

Market Cap ($m) 569,000 

Outstanding Shares (m) 2,603.53 

Source:  Alibaba SEC Filings 

  
BABA vs INDEXNASDAQ (6M range) 

 
Source: Yahoo Finance 

  
(Values in RMB millions) 2019 2020F 2021F 

Revenues 376,844 506,977 666,025 

EBITDA 82,773 110,606 142,605 

EBIT 57,084 76,557 97,873 

Net Profit 80,234 83,212 104,117 

EPS 30.59 31.72 39.69 

Source: Company data; authors estimates 

 
 
 
 
 
 



 

 
ALIBABA GROUP HOLDING LIMITED (BABA) COMPANY REPORT 

 
 

 
  PAGE 2/23 
 
 

 

 

Table of Contents 
 

EXECUTIVE SUMMARY ............................................................................ 3�

EXECUTIVE SUMMARY ........................................................................................... 3�
§� Sector expectations breakdown ................................................. 3�

COMPANY OVERVIEW ............................................................................. 3�

COMPANY DESCRIPTION ........................................................................................ 4�
SHAREHOLDER STRUCTURE .................................................................................. 5�

SECTOR ..................................................................................................... 5�

RETAIL AND E-COMMERCE .................................................................................... 6�
§� Drivers ............................................................................................ 7�

CLOUD COMPUTING .............................................................................................. 7�
§� Drivers ............................................................................................ 8�

COMPARABLES ...................................................................................................... 8�
§� Amazon .......................................................................................... 8�
§� JD.com ........................................................................................... 8�
§� Walmart .......................................................................................... 9�
§� Ebay ................................................................................................ 9�
§� Tencent ........................................................................................... 9�
§� Geography and size considerations ........................................ 10�

VALUATION ............................................................................................. 11�

DCF MODEL ........................................................................................................ 11�
REVENUE FORECASTS ........................................................................................ 11�
OPERATIONAL COSTS FORECAST ...................................................................... 13�
TAX RECONCILIATION FORECAST ....................................................................... 14�
CAPITAL EXPENDITURE ....................................................................................... 15�
NET WORKING CAPITAL AND OTHER ASSETS .................................................... 15�
WACC CALCULATION ......................................................................................... 16�
VALUATION RESULT ............................................................................................ 16�

FINANCIALS ............................................................................................ 17�

APPENDIX ............................................................................................... 19�

FINANCIAL STATEMENTS ..................................................................................... 19�
REPORT  RECOMMENDATIONS ............................................................................ 21�

 

 

 

 

 



 

 
ALIBABA GROUP HOLDING LIMITED (BABA) COMPANY REPORT 

 
 

 
  PAGE 3/23 
 
 

 
 

Executive summary 

Executive summary 

Alibaba ADSs are currently trading at USD 219.73 and we expect them to 

increase in value to 233.08 by March 2021. We expect investors will collect their 

returns from price appreciation as the company states in their financial 

statements that it does not intend to distribute dividends over the next couple of 

years. Revenues in FY2019 were of RMB 377bn and we expect them to be at 

RMB 1,230bn in FY2024 and RMB 2,284bn in FY2029, growing at a CAGR of 

19.7% in the 2020-2029 period. A slowing down of the business when compared 
to the CAGR of the 2015-2018 period of 49.1% but still a high growth rate for a 

business of its size and that has already 20 years of existence. 

§ Sector expectations breakdown 

The international retail market grew at a CAGR of 20% in the 2014-2018 period 

and the e-commerce retail market grew at a CAGR of 22%1 in the same period, 

with Alibaba being well positioned to continue to benefit from this trend. Its China 

commerce retail business grew from RMB 60bn in revenues in FY2015 to RMB 

248bn in FY2019 (at a CAGR of  42.7%), we expect it to reach RMB 1121bn by 

2029 (growing at a CAGR of 16.3% in the 2020-2029 period) and its international 

retail business grew from 1.8bn in 2015 to 19.6bn in 2018 (at a CAGR of 82.4%), 

and we expect it to reach 146.4bn in 2029 (growing at a much inferior CAGR of 
22.3% for the 2020-2029 period as competition with international players 

intensifies and expansion to new countries becomes more challenging).  

In the international cloud computing business that grew at a CAGR of 25% over 

the last 5 years2 we expect Alibaba to increase its current share of the market of 

5% and maintain its dominance of the Chinese market in which it currently holds 

approximately 47%. Its revenues in the cloud computing business grew from 

RMB 1.3bn in FY2015 to RMB 24.7bn in FY2019 (at a CAGR of 110% for the 

period), and we expect them to reach 237bn by 2029 (growing at a CAGR of 
25.4% for the period). 

Company overview 

 
1 https://fesrvsd.fe.unl.pt:2099/statistics/379046/worldwide-retail-e-commerce-sales/ 
2 https://fesrvsd.fe.unl.pt:2099/statistics/510350/worldwide-public-cloud-computing/ 

Figure 1 – Growth rates table 
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Company description 

Alibaba Holdings Limited is a holding company based in Hangzhou and registered 
in the Cayman Islands since June 28, 1999, that has its ADSs listed in the 

NASDAQ stock exchange since September 19th, 2014 under the symbol “BABA”. 

Since November 2019, Alibaba also has been listed on Hong Kong stock exchange 

under ticker symbol “9988”. It conducts business activities through its subsidiaries 

in the People’s Republic of China and Internationally, operating mainly in the 

following sectors: e-commerce, retail and logistics; cloud-computing; digital media 

and entertainment; and innovation initiatives and others.  

With 2,603,531,693 shares outstanding and ADSs (corresponding to 8 shares each) 
traded publicly in the NASDAQ at USD 219.73 and a corresponding market cap of 

USD 569bn, it is currently the 6th largest company in the world and it has the 

second largest retail/e-commerce business (just behind Amazon). The company 

stock has been rising steadily displaying an appreciation of 18% in the past 12 

months and 97% since its IPO in September 14th, 2014. In the year ending in 

March 2019 it had RMB 377bn in revenues, the majority of those revenues coming 

from its core commerce business (see figure 2).  

Some of its businesses include the following: Alibaba.com, a wholesale B2B e-
commerce platform; Alibaba Health Information and Technology, a pharmaceutical 

consumer healthcare e-commerce platform that uses advanced technologies such 

as Artificial Intelligence to improve its products and services; AliExpress, a B2C e-

commerce platform made up of small businesses in China that sell their products to 

buyers all over the world; Taobao Marketplace, one of the largest C2C e-commerce 

platforms for individual entrepreneurs catering to Chinese-speaking regions (RMB 

3.1bn in revenues); Tmall Global, one of the largest cross-border e-commerce 
platforms in the world, that allows international businesses to sell their products 

directly to Chinese consumers (RMB 2.6bn in revenues); Cainiao Logistics Network, 

the logistics network of Alibaba providing freight, transportation, tracking and 

warehousing services to its affiliate companies (RMB 8.2bn in revenues); Ling 

Shou Tong, a disruptive retail inventory management platform for product 

procurement and sales optimization by shop owners; Alimama, a marketing 

technology and big data platform; Taobao Ad Network and Exchange, an online 

marketing bidding platform that automates transactions of media impressions; 
Lazada, one of the largest online shopping platforms in Southeast Asia; Fliggy, an 

online travel agent platform; Ele.me, an online platform for food delivery services; 

Koubei, a restaurants and entertainment guide with guest reviews and local search 

services; and others. 

Figure 2 – Alibaba Revenue Split 
Source: Company data 
 

Figure 3 – Stock Price Evolution 
Source: Yahoo Finance 
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Exhibit 4���Brands map 
Source: Alibaba Group Holdings Limited 2018 Annual Report 

 

Shareholder structure 

� SoftBank: 25.6%, corresponding to 673,758,371 ordinary shares beneficially 

owned, of which 490,934,571 are owned by SoftBank Group Corp., 

12,823,800 are owned by West Raptor Holdings, LLC, and 170,000,000 are 

owned by Skywalk Finance GK. 

� Altaba: 9.4% 

� All directors and executive officers as a group Greater than 5% Beneficial 

Owners: 9.3% 

o Jack Ma: 6.2% 

o Joseph Tsai: 2.2% 

o Other directors and executives: 0.9% 

�  Others: 55.7% 

 

Sector 
As a business conglomerate Alibaba has subsidiaries operating in many different 

segments. The company splits its business operations into 4 core business 

segments: retail and e-commerce; cloud computing; media and entertainment; 

innovation and others. Of these, the two most important business segments right 
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now as well as in the future are retail and e-commerce, and cloud computing, that 

together account for more than 80% of Alibaba’s revenues. 

Retail and E-commerce 

International retail commerce has been growing steadily in the past decade and 

since 2014 has experienced a CAGR of 20% and is expected to continue at a 

similar rate for the next couple of years. Global B2B wholesale gross 

merchandise volume has grown at a CAGR of 8% for the past 5 years and is 

expected to continue to grow at a similar rate. As far as the Chinese economy is 

concerned, retail has been playing an increasingly more important role in its GDP, 

contributing 36% to its economy in 2015 and estimated to be increasing since that, 
given that from 2016 to 2017 the retail trade revenue for consumer goods grew at 

least 10% YoY in every month during that period. More recently, China commerce 

retail growth in 2018 was of 23% and Alibaba’s retail business has been growing 

at a significantly higher pace than that for the past couple of years. More 

significant to Alibaba’s retail business is the shift in consumers preferences in 

terms of the shopping platform. Retail online consumption of consumer goods in 

China has increased from 0.6% in 2007 to 12.4% in 2017. Unfortunately for 

Alibaba it is still a high fragmented market, and as recent as 2015, the 100 
largest retail companies in the country only accounted for a 7% share of the whole 

market3. Nonetheless, we expect this trend to shift with more people adopting 

online shopping as their preferred mean of shopping, more people being 

constantly connected to the internet, a more generalized used of platforms such 

as Alibaba, Aliexpress, Tmall and other Alibaba subsidiaries and an increase in 

efficiency and decrease in prices due to technology innovation and economies of 

scale by large retail companies such as some of Alibaba’s subsidiaries. These 
companies are well positioned in terms of market share and financial and 

technological backing to become the dominant players in the local Chinese retail 

market and slowly increase their penetration in international markets. Nonetheless 

Alibaba’s share is still small in other giant economies such as the US, where 

Amazon dominates the market with almost 50% of the E-commerce market 

(representing 5% of the US retail market) and the current risks of a US-China 

trade war do not accelerate Alibaba’s businesses’ penetration into such 

economies. 

 

 

 

 
3 https://www.statista.com/topics/1839/retail-in-china/ 

Figure 5 – Economic Classes in 
China 
Source: McKinsey 

Figure 6 – Disposable Income 
Source: CEIC 
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§ Drivers 

There are several factors behind the increase of the retail and e-commerce 

business of Alibaba over the past few years, and that will also play an important 

role in the future. First, the Chinese upper middle class and affluent class are 

both growing significantly (see Figure 4), and moreover China’s Disposable 

Income per Capita has increased approximately 40% over the past 4 years (see 

Figure 5), and this trend is not expected to be reversed soon, while the 
percentage of online shoppers in China rose almost 70% over the last 5 years 

(see figure 6) which summarizing means that there are more money per person in 

China, the classes that are responsible for most of the consumption (upper class 

and affluent4) are increasing significantly, and the number of online shoppers is 

also increasing significantly, all factors that will support and drive the gross of the 

retail and e-commerce business of Alibaba. 

 

Cloud Computing 

The global cloud computing market has been rapidly expanding in the past 

decade, growing at a CAGR of 40% in the 2008-2018 period, reaching a value of 

USD 178bn in 2018. More recently, the market has been growing at a CAGR of 

25% in the last 5 years5. This high growth rate is expected to be maintained going 

forward and estimates for 2019 place the global cloud computing market value 
around USD 210bn. This value is expected to grow to around USD 340bn over 

the next 5 years. In the Asia-Pacific Market, the public cloud computing market 

has grown in revenues from USD 3.6bn in 2014 to an estimated USD 10.7bn in 

2019, with Software as a Service (Saas), Platform as a Service (Paas) and 

Infrastructure as a Service (Saas) growing in the same period at a CAGR of 18% 

(from USD 1.9bn in 2014 to USD 4.4bn in 2019), 24% (from USD 0.2m in 2014 to 

0.6m in 2019) and 30% (from USD 1.5bn 2014 to 5.6bn) respectively6.  

In the Chinese cloud market, Alibaba is the dominant player with a share of 
almost 50% of the market, distantly followed by Tencent and Amazon Web 

Services with 15% and 9% respectively. Nonetheless, when it comes to 

international markets Alibaba only recently made it to the list of the top 5 cloud 

services providers, led by Amazon Web Services with 33% of the market, and 

followed by Microsoft Azure (16%), Google Cloud (8%) and IBM (6%). Alibaba 

currently holds a 5% share in this market. Tencent currently holds 2%7. 

 
4 https://www.mckinsey.com/industries/retail/our-insights/mapping-chinas-middle-class 
5 https://fesrvsd.fe.unl.pt:2099/statistics/510350/worldwide-public-cloud-computing/ 
6 https://fesrvsd.fe.unl.pt:2099/statistics/270817/projected-cloud-computing-revenue-in-asia-since-2008/ 

Figure 7 – Online Shopping in 
China 
Source: Statista 

Figure 8 – Cloud computing 
market 
Source: Statista 
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§ Drivers 

The growth in recent years has been fuelled by the increasing number of 

companies that utilize cloud services as a safe and efficient alternative to store its 

data and run computer-heavy tasks in cloud servers, renting storage and 

computing power instead of spending money on their own technological 

infrastructures, hardware devices and hired professionals that can manage both. 

These services are growing in popularity specially among small and medium 
enterprises, given the flexibility that cloud services provide to companies who 

cannot afford to invest heavily in technological resources. The adoption and 

usage of cloud-connect devices by most companies’ employees has been helping 

sustain this trend, as anyone with a smartphone or laptop can easily access its 

company cloud storage to access any documents they need. 

 

Comparables 

§ Amazon 

Amazon is currently the 4th largest company in the world by market capitalization8 

and is probably the most similar comparable that Alibaba has in terms of its main 

businesses. Amazon main business are its retail and e-commerce business, 

competing directly with Aliexpress and Alibaba in the Western Markets such as 

the US and Europe; its cloud computing business, likely to compete directly with 

Alibaba Cloud Computing Business as both companies expand and their cloud 
businesses mature; its fresh food service system through AmazonFresh, similar to 

some of the business owned by Alibaba, but without competition given the local 

nature of fresh food and products businesses; its streaming services of video and 

audiobooks through Amazon Prime Video and Audible services; its hardware 

business selling Fire tablets, Kindle E-readers and Fire TVs, and intelligent 

devices such as Echo smart speakers and digital assistant Alexa. Similar to 

Alibaba, Amazon is a company that relies heavily on technology development, 

data collection and analysis, and artificial intelligence and machine learning to 
improve all of its products and services, developing in-house many of the ground-

breaking technologies the company uses to improve its businesses. 

 

§ JD.com 

 
7 https://www.parkmycloud.com/blog/alibaba-cloud-market-share/ 
8 https://www.dogsofthedow.com/largest-companies-by-market-cap.htm 

Figure 9 – Comparables Market 
Cap 
Source: Yahoo Finance 

Figure 10 – Comparables 
Revenues 
Source: Companies Data 
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Headquartered in Beijing and listed on the NASDAQ with a market capitalization 

of USD 47.6bn, JD.com is the largest retail B2C competitor in China of Tmall 

(one of Alibaba’s subsidiaries). Although its businesses are mostly focused on 

retail, JD.com is one of the biggest local competitors that Alibaba has, since the 
core business of Alibaba is also retail, and given the geographical overlapping 

nature of the two businesses. Amazon is also a giant in the retail market, but its 

presence in China is non-existent. The implication of this being that in the short-

run JD.com is a much more serious threat to Alibaba’s core business, although 

Amazon will continuously increase in importance as Alibaba expands worldwide 

and its penetration internationally increases and the market approaches maturity.  

§ Walmart 

Walmart is a giant chain of hypermarkets, retail, grocery and discount stores 

across the United States. It also operates e-commerce websites such as 

Walmart.com although on a much smaller scale than Alibaba’s or Amazon’s 

platforms. Nonetheless, it is the company with the largest annual revenue 
worldwide with an annual revenue in 2018 of more than USD 500bn, and a 

current market cap of USD 341bn. Although the company is present 

internationally in approximately 30 countries with more than 10,000 stores 

through its Walmart International Business, it does not pose a huge threat to 

Alibaba’s core businesses since WalMart (China) number of retail stores in the 

country has been stagnant at 420 for the 4th consecutive year now, and 

wholesale stores have been growing steadily but are still under 25 stores9, a very 
small number for such a large economy.  

§ Ebay 

Ebay is an e-commerce B2B, B2C and C2C retail platform with a strong brand 
name and international presence and recognition, but with a market capitalization 

of just USD 28.5bn it does not pose a significant threat to Alibaba. Ebay is likely 

to be the one of the most close comparables to some of Alibaba’s businesses 

such as Alibaba.com, Aliexpress and Tmall, but its scale and lack of technology, 

logistics and cloud development (when compared to Alibaba and Amazon) 

makes it a small player in a difficult position in the online/e-commerce retail 

market. The stock price reflects this trend, with Ebay shares trading in the 

Nasdaq at approximately the same level that they were trading two years ago in 
November 2017. 

§ Tencent 

 
9 https://fesrvsd.fe.unl.pt:2099/statistics/752119/china-walmart-store-number/ 
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Similar to Alibaba, Tencent is a Chinese conglomerate holding company, with 

various subsidiaries operating in different core businesses. Listed in the Hong 

Kong Stock Exchange, it was the first Chinese company to surpass a market 

value of 500bn, although it is currently worth approximately USD 410bn. Given its 
market capitalization and nature of the company (being a Chinese holding 

company of various different businesses, many of which focused mostly in the 

Chinese market) it is the largest direct competitor to Alibaba of all the companies 

mentioned in this report. Where it differs significantly from Alibaba is in its actual 

businesses. Although Tencent is also a very technological firm that invests 

heavily in operational efficiency and business development through artificial 

intelligence, big data and technological innovation, the core focus of its business 

deviates from Alibaba’s core businesses, with a focus in communications and 
social media, through platforms such as QQ and WeChat. An area where there is 

a strong indirect competition between the two companies is in the financial 

payments and transactions sector, where Alipay services (owned by Ant 

Financial - in which Alibaba has a 33% stake) are the biggest competitor to 

Tencent financial transactions business. 

§ Geography and size considerations 

Some of Alibaba’s competitors mentioned above illustrate a couple of important 

points that will play a major role in the development of Alibaba’s future. The first 

is that all these companies are still very focused on their specific Western and 

Eastern parts of the globe (Walmart China number of stores is not increasing; 
Amazon is shutting down its marketplace business in China10; while Amazon 

dominates the global cloud computing market, Alibaba only has a 5% stake in 

that market, despite having almost a 50% stake in China; and even other 

international big name companies that are not competitors such as Apple are 

having trouble selling in the Chinese market and not being able to compete with 

Chinese counterparties such as Huawei, seeing their sales in China slow down11). 

With the constant US-China trade war being referred on the news, it does not 

seem likely that over the next couple of years this trend will shift and that 
suddenly US businesses will have an easy entry or expansion in Chinese 

markets and the same about Chinese companies in US (or US-allies’) markets. 

This does not represent so far an existential threat to Alibaba’s businesses since 

most of its business sectors are focused in the Chinese market (although the 

exact breakdown of revenues by geography is not available on Alibaba’s Annual 

Reports) but moving further into the future it can put a cap on Alibaba’s growth in 

 
10 https://www.cnbc.com/2019/04/18/amazon-china-marketplace-closing-down-heres-why.html 
11 https://www.forbes.com/sites/zakdoffman/2019/11/24/apple-warned-over-new-huawei-threat-in-china-despite-iphone-
11-sales-success/#5cda809f1875 
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international markets. The bottom line is that although Amazon is the most similar 

company to Alibaba in terms of their main businesses, they are not likely to pose 

a huge threat in the short-term, and the short-terms threats will come from local 

players, being Tencent the largest. Small players like JD and Ebay may compete 
directly with Alibaba in some segments but do not have the size to compete 

directly with the Chinese conglomerate in the long run. Size, demography and 

geographical advantages are the biggest contributing factors to Alibaba’s 

success, but geography can also be one of the main drawbacks when investing 

heavily in the expansion to international markets in a couple of years from now.  

Valuation 

DCF Model 

In order to evaluate Alibaba, we choose to use discounted cash flow model 

(DCF). Our valuation time period is fiscal year 2020 to 2029, after that we 

assume that the company grows at a certain rate until perpetuity. We assume in 
our forecast horizon that from 2020 to 2024 the company will continue its high 

growth and after that (2025-2029) the growth rate will have to slow down. 

Revenue Forecasts 

Alibaba operates mainly in the IT industry, however, offers a variety of products 

or services in different geographies. The nature of its products/services differ one 
from the other, capturing different growth rates and market shares. 

 
Figure 11���Revenue by segment (in millions of RMB) 
Source: Company data 
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Same as what the company did in its annual report disclosures, we divide its total 

revenue into ten business segments to better evaluate and forecast their growths. 

Research into all of these markets allowed us to determine the expected growth 

and size of each market, and since Alibaba is expanding at a faster growth rate in 
all of them, we expect Alibaba to steadily but surely converge from its high 

growth rates to these markets’ individual growth rates over the next couple of 

years.  

Regarding China commerce retail, we deeper estimate that its revenue equals 

Gross Merchandise Volume (GMV) times monetization rate. GMV is the value of 

confirmed orders of products and services on Chinese retail marketplaces, 

regardless of how or whether the buyer and seller settle the transaction. 

Monetization rate refers to revenue expressed as a percentage of GMV for a 
given period. During 2015 and 2019, both Alibaba’s GMV and monetization rate 

went through constant growth, leading to significant growth of its China 

commerce retail revenues. As the past GMV data can be well explained by a 

linear regression (R^2=0.948), we forecast future GMV based on that, meaning 

that it will grow steadily every year. As for monetization rate, we assume that the 

growth rate will go through a linear reduction from 18% in 2019 to 3% in 2025 

and will keep stable until 2029. 

Another segment that drives our attention is cloud computing. Alibaba’s cloud 
computing service has grown rapidly since 2017 and is now one of the most 

important players in Asia-Pacific, even globally. Alibaba mainly operates in 

Infrastructure as a Service (IaaS) and Platform as a Service (PaaS) markets, and 

among them IaaS revenue accounts for approximately 96% of overall cloud 

computing revenue in 2018. We assume that the weight of IaaS and PaaS will 

not significantly change until 2025. Further, we assume that due to the rapid 

market change and the entry of new and well-funded competitors, every year 
Alibaba will find it harder to grow and extend its market share thus both its IaaS 

and PaaS revenue growth rates will drop to 2025 global vendor revenue growths 

respectively and will keep those rates until 2029. 

Figure 12 – Alibaba 2015-2019 
China commerce retail GMV 
Source: Company Data 
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2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E 2028E 2029E
(in RMB millions, except per share data) High growth period Low growth period
Core business
Revenue 506,977              666,025              846,678              1,039,096          1,230,541          1,393,629          1,576,520         1,782,801             2,016,848             2,284,014             
Core Commerce:

China commerce retail 322,437              410,833              504,969              599,945              689,875              768,417              850,666            936,763                1,026,857             1,121,099             
China commerce wholesale 13,739                18,643                24,950                32,926                42,838                54,936                70,451              90,347                  115,862                148,583                
International commerce retail 26,033                33,489                41,583                49,775                59,580                71,318                85,367              102,185                122,315                146,411                
International commerce wholesale 9,858                  11,646                13,458                15,206                16,791                18,109                19,531              21,064                  22,717                  24,501                  
Cainiao logistics services 22,179                30,385                41,627                57,029                78,130                95,319                116,289            141,872                173,084                211,162                
Local consumer services 25,281                34,112                44,298                55,279                66,180                75,876                86,991              99,736                  114,347                131,099                
Others 9,050                  14,728                21,946                29,691                36,096                38,930                41,986              45,281                  48,836                  52,670                  

Total Core Commerce 428,578 553,835 692,831 839,851 989,491 1,122,904 1,271,280 1,437,248 1,624,018 1,835,524
Cloud computing 42,423                67,454                98,663                131,754              159,193              172,138              186,226            201,576                218,318                236,604                
Digital media and entertainment 29,631                36,466                44,878                55,231                67,971                83,651                102,947            126,695                155,921                191,889                
Innovation initiatives and others 6,345                  8,270                  10,307                12,260                13,885                14,936                16,067              17,282                  18,590                  19,997                  

 

Regarding the rest of segments – China commerce wholesale, international 
commerce retail, international commerce wholesale, Cainiao Logistics services, 

local consumer services, others, digital media and entertainment, innovation 

initiatives and others – the forecast we made is mainly based on historical 

revenue growth rate since 2015 and respective global/China forecast growth rate. 

 

 

Operational Costs Forecast 

Like other companies, Alibaba’s operational costs mostly come from costs of 

revenue. During 2015 and 2019, gross margin has decreased from 69% to 45%, 

possibly because of intense competition both in domestic and global markets. As 

Alibaba will have to face more and more competitors in all segment markets, we 

assume that its gross margin will gradually decrease in the future. Different 

segments’ costs and expenses will increase in proportion to their revenue 
growths, the costs structure in terms of segments is not expected to go through 

significant changes in next 10 years.  

Figure 15 – Gross Margin 2015-
2019 
Source: Company data 

Figure 14 – Revenue Forecast by Segment (in millions of RMB) 
Source: Authors estimates 

Figure 13 – Alibaba Cloud Computing Revenues 2018-2029 (in millions of RMB) 
Source: Company Data, Authors estimates 
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As for other expenses, such as product development expenses, sales and 

marketing expenses and general and administrative expenses, we assume that 

they will grow in proportion to company’s total revenues. 

 

 

Tax Reconciliation Forecast 

Under the PRC Enterprise Income Tax (EIT) Law, the statutory enterprise income 

tax rate is 25%. In the adjustments to the reported tax, there are some items that 

we made special estimation. Under Chinese tax regulations, Chinese companies 
operating in the high-technology and software industry that meet relevant 

requirements may enjoy several kinds of tax reduction and tax holidays. Tmall 

China, Taobao China and Alibaba China were recognized as Key Software 

Enterprises and enjoy corresponding tax reduction policies. These three 

companies mainly operate in China commerce retail and wholesale segments, so 

we forecast the effect tax holiday and preferential tax benefit as a certain 

percentage of China commerce retail and China commerce wholesale revenue. 

Pursuant to the EIT Law, all dividends declared by companies in China to their 
non-resident enterprise investors are subject to withholding tax. Considering that 

Alibaba is a Cayman Islands holding company and itself has no de facto 

business activities, it generates revenues mainly from dividends paid by 

subsidiaries. The withholding tax is expected to be related with Alibaba’s total 

revenues. 

 

Figure 16 – Operating costs allocation by segment, 2019 VS 2029 
Source: Company data, authors estimates 

Figure 17 – Costs Forecast 2020-2029 (in millions of RMB) 
Source: Company data, authors estimates 
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Capital Expenditure 

The book value of property, equipment and land use rights as percentage of total 

revenue rose from 2015 to 2018 and decreased for the first time in the past 5 

years in fiscal year 2019. As business matures, investment pace in tangible 
assets is likely to mitigate comparing with total revenue. As lighter segments such 

as cloud computing and new retail business are developing rapidly and 

increasing their weight in the company’s business profile, for the forecast period, 

we assume that value of PP&E will grow gradually, but at a smaller weight of 

group’s total revenue comparing to 2018 and 2019.  

Net Working Capital and Other Assets 

As for receivables, average collection period has been in a small range between 

88 and 106 in the past 5 years. However, regarding accounts payable, average 

payable periods has dropped significantly in 2019, meaning that Alibaba needs to 

pay its outstanding accounts earlier than before, which affects the company’s 

cash holding position. For the forecast period we estimate both those periods as 

average number of the last 5 years, given that from 2015 to 2018, both of the 

periods did not change significantly.  

Alibaba has made and intends to continue to make strategic investments and 

acquisitions to strengthen their business economy and create strategic synergies. 

For example, in fiscal year 2019, Ele.me, a leading on-demand delivery and local 

services platform in China became Alibaba’s consolidated subsidiary, which is 

expected to contribute to the future growth of local consumer services segment. 

Therefore, we assume that at least in the short term, Alibaba’s goodwill will 

increase at a high growth. After the high growth period (2020-2024), the economy 

will tend to mature and goodwill may grow at a relatively small rate. 

In addition, we assume from historic data that all other components of net 

working capital and other assets will increase gradually so that net working 

capital and other assets went through a steady growth from 2015 to 2018 and is 

expected to keep on increasing in the future. 

Figure 20 – Average 
Collection/Payable Period (in days) 
Source: Company data; authors 
estimates 

Figure 19 – PP&E as % of total 
revenues, 2015-2019 
Source: Company data 

Figure 18 – Tax consideration, 2015-2029 
Source: Company data, authors estimates 
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WACC Calculation 

For the WACC calculations, we started by computing the Beta using 2-year 

periods of weekly data from the past 4 years and computing the average of all 

those 2-year periods coming up with both an average Beta value and a 95% 

confidence interval. With a Beta of approximately 1.39 (and 95% confidence 

interval of [1.03 ; 1.73]), an Equity Risk Premium of 5.6% (US Market Risk 

Premium in 2019 since Alibaba is listed on the NASDAQ for international 

investors) and a risk-free rate of 3.16% (10y Chinese treasury bond rate) this 

leads to an expected cost of equity of 10.9%. For the cost of debt, we used the 
risk-free rate and the default spread correspondent to the credit rating of Alibaba 

and arrived at a cost of debt of 4.4%. Coupling the data mentioned above with 

the debt-to-equity ratio of the firm of 0.126 and the statutory corporate tax-rate in 

China of 25% we arrive at a WACC of 10.1% (95% Confidence Interval: [8.3%; 

12%]. 

Valuation Result 

Assuming a growth rate in perpetuity of 7.6%, which is the Chinese economy 

growth rate, this leads us to conclude that the Net Present Value of Alibaba is 

RMB 4483.87 billion, with RMB 3936.91 billion of those attributed to the 

Discounted Terminal Value. With an estimated debt of RMB 116.873 billion, this 

implies an equity value of RMB 4367.00 billion. At an RMB-USD exchange rate of 

0.14 (as of 2nd January 2020) and 2,623 million shares outstanding, the result 

implies a price per share of USD 233.08. With expected total return of 9.9%, the 
results would suggest a hold strategy. 

 

 

 

Figure 21 – Net working capital and other assets (in millions RMB) 
Source: Company data; authors estimates 
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Financials 
As far as financials are concerned, Alibaba has a P/E ratio of 29.3 while 

competitors ratios range from 17.6 to 92.0, positioning Alibaba on the low side of 

this interval, nonetheless this multiple is very sensitive to expected growth rates 

and therefore not all of these comparables are useful for comparing P/E multiples 

(as an example Walmart has much smaller growth potential than Alibaba and that 

will have a big effect on the P/E ratio, and companies like JD although exposed 

to the Chinese economy as well, are very small to be compared to Alibaba in its 
potential for future growth). Because of this factor it is important to compare 

Alibaba with the most similar comparables in terms of growth prospectus, and 

that would only be Tencent, since it has similar geographic exposure to the 

Chinese market whose economic growth is very different from the US and 

European markets, and also has similar market size. When comparing the PE 

ratio of Alibaba of 29.29 with Tencent’s of 31.53 we can see that Alibaba seems 

to be fairly priced; Alibaba has an EV/Sales ratio of 7.85 while competitors’ range 

between 0.52 and 8.51. Having an EV/Sales ratio on the high end of the range 
suggests Alibaba may be highly overvalued, which we believe is not the case, 

since some of those competitors such as Walmart have enormous sales 

revenues (more than USD 500bn) but very thin margins and low growth potential 

when compared to Alibaba, so we believe this metric does not represent 

accurately the company value if we look at all the comparables. But if we look 

again just at the Tencent multiple (8.51), we can see that Alibaba (7.85) seems 

again fairly priced; Alibaba has a EV/EBITDA of 24.3 while competitors range 
from 11.0 to 27.6, being on the high end of this metric. Given the high potential 

for growth in EBITDA we do not believe this metric accurately represents the 

picture of the company when using all comparables data. But again, if we look for 

companies that are the most similar to Alibaba and have the most similar 

EBITDA margins (Alibaba has 18% EBITDA margin) such as  Amazon (13% 

EBITDA margin) and Tencent (32% EBITDA margin), we can see that Alibaba 

seems to be fairly priced with an EV/EBITDA of 24.27, between the EV/EBITDA 

of Amazon at 25.2 and the EV/EBITDA of Tencent at 23.7.  

Below (see Figure 22) are highlighted the different financial metrics for Alibaba 

and its competitors as well as valuations implied by each metric.  

 

 



 

 
ALIBABA GROUP HOLDING LIMITED (BABA) COMPANY REPORT 

 
 

 
  PAGE 18/23 
 
 

 

 
Figure 22 – Multiple ratios compared to peers (in USD m as of 22 Nov, except ratios) 
Source: Bloomberg 
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Buy Expected total return (including expected capital gains and expected dividend yield) 

of more than 10% over a 12-month period. 

Hold Expected total return (including expected capital gains and expected dividend yield) 

between 0% and 10% over a 12-month period. 

Sell Expected negative total return (including expected capital gains and expected 

dividend yield) over a 12-month period. 
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Abstract 

Looking back to Alibaba’s past history, the company has always shown its interest in being 

listed in Hong Kong, even in 2019, when the city’s economy was negatively affected by social 

unrest events. In this report I analyze motivations for Alibaba Group’s dual listing on Hong 

Kong stock exchange. By analyzing the historical data of another Chinese dual-listing company, 

China Unicom, and Alibaba’s current situation, I discuss the difference in value that might occur 

to Alibaba’s stock prices in Nasdaq and in Hong Kong, the risks that Alibaba might face and 

the benefits expected in the long-term.   
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Individual Report 

Recently, Alibaba announced on November 15th, 2019 to launch its Hong Kong Public Offering. 

The offering comprises 500,000,000 new ordinary shares, including 12,500,000 new shares 

under the Public Retail Offering and 487,500,000 new shares under International Offering. 

Alibaba was listed on the Main Board of The Stock Exchange of Hong Kong Limited (the 

“SEHK”) under the stock code “9988” on 26th November 2019.  

According to the Alibaba disclosure, Alibaba’s American depository shares (ADSs) will 

continue to be traded on the New York Stock Exchange. Upon listing, the Hong-Kong listed 

shares will be fully fungible with the ADSs and each share of ADS will represent 8 ordinary 

shares of Alibaba listed in Hong Kong. Upon listed in Hong Kong, Alibaba has become the first 

Chinese Internet company to be dual listed in both United States and China. On 20th November, 

Alibaba announced that the final offer price for all 500,000,000 shares was set at HK$176 per 

share. 

Given that Hong Kong has been in a series of anti-government protests and demonstrations 

since June 2019, the ongoing unstable political and social environment, as well as the 

significant economic recession in Hong Kong should have caused many companies afraid of 

entering into its stock market. Actually, Hong Kong stock change has indeed witnessed a 

substantial decline since the protests. In October, total turnover value was 1,589,877 million 

HK$ and was 19.86% less than October 2018. Aside from that, also in October, number of deals 

met a 18.56% YoY decrease.i 
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As Alibaba disclosed, the company plans to use the proceeds from the offering for the 

implementation of its strategies of driving user growth and engagement, empowering business 

to facilitate digital transformation, and continuing to innovate and invest for the long more 

funding to enhance its growth, especially in local consumer services, logistics and cloud 

computing segments. On the other hand, however, 

the company has been holding large amount of 

cash for years, indicating that Alibaba’s funding 

needs should not be urgent. Taking into 

consideration Hong Kong city’s current situation, 

it seems not yet to be the best time for Alibaba to 

be listed in Hong Kong now. However, looking back at the group’s history, we can find some 

clues that it is not the first time Alibaba shows its strong preference to Hong Kong stock market.  

In 2007, Alibaba listed its B2B business in Hong Kong and raised 11.6 billion HK$, making it 

a record financing among Chinese Internet enterprises at that time. The company later delisted 

from Hong Kong stock change in 2012. In 2013, Alibaba had several negotiations with Hong 

Kong Stock Exchange, with aim to go public entirely in Hong Kong. However, Alibaba’s 

Figure 3: Cash and cash equivalents 2015-
2019 

Source: Company data 

Figure 1: Hong Kong 
Exchange Monthly Bulletin 
(Main Board) 

Source: www.hkex.com.hk 

Figure 2: 6M return, HK exchange (red) vs Nasdaq (blue) vs 
S&P 500 (grey) 

Source: Yahoo finance 
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executives, who together held around 10% of shares, intended to reserve their rights to control 

a majority of board members, which violated prudent regulations of Hong Kong exchange. In 

Hong Kong at that time, shareholders’ rights should completely match with number of shares 

they hold, in order to protect minority shareholders. After that Alibaba chose New York, where 

the rules are more flexible and dual listing is allowed. In April 2018, Hong Kong exchange 

amended listing rules, permitting listings of companies with weighted voting right (WVR) 

structuresii, in order to attract more young modern companies who adopt WVR. This finally 

made it possible for Alibaba and other technology companies to come back. In May 2019, the 

group once pursued $20 billion listing in Hong Kongiii, which was later delayed because of 

Hong Kong’s unrests. After lowering its target amount, Alibaba finally returned to Hong Kong 

in end of November, 6 years after they missed each other by the first time.  

Though there was no Chinese Internet company go dual listing before Alibaba, several Chinese 

companies in other industries have been listed both in China and the US, most part of which 

are state owned giant companies. Historical stock price shows that stocks of a same company 

in two exchange markets tend to evolve in very similar trends. For example, the historical price 

trends of China Unicom, a China state-owned dual listed company, in Hong Kong and in the 

US, are presented as below, 

since its dual listing in 2000. 

Figure 4: China Unicom stock price change NYSE vs HKSE, 2000-
2019 

Source: Yahoo finance 
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Each China Unicom’s ADR share equals 10 shares of Hong Kong stock. After applying 

currency exchange rate, we can conclude that prices in two stock change markets are very 

similar (also see figure 5). This is aligned to intuition, because if price values have large 

difference, investors will flow from one 

market to another to grab arbitrage 

opportunity, finally leading to prices in two 

markets almost the same. Therefore, prices in 

two markets will move up and down almost 

simultaneously and will not differ a lot in 

value, which is also expected to happen to 

Alibaba.  

From Alibaba’s perspective, the company is expected to gain several benefits from listing in 

Hong Kong. First, dual listing can help to widen the financing channels and reduce their risk of 

relying on a single market, especially under the unstable economic and political relationships 

between China and United States since last year. Besides, due to China’s exchange controliv 

(for example, if a domestic enterprise makes investment in a foreign country, it should apply to 

its responsible department for examination and approval), Alibaba has limited exposure to 

China mainland investors if its shares are only traded in Nasdaq. By going public in Hong Kong, 

it can meet up with capital from mainland China and other parts of Asia more easily, such as 

Asian sovereign wealth funds and Chinese institutional investors. Also, the 13-hour jet lag 

between New York and Hong Kong will give opportunity to trade Alibaba’s shares in the other 

stock market when one is closed, increasing the stock’s liquidity in terms of trading. 

Figure 5: Difference distribution between China 
Unicom NYSE and HKSE stock price, as % of 
HKSE price 

Source: Yahoo finance 
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As Daniel Zhang, Chairman and CEO of Alibaba stated in his letter to investors on November 

15th, during this time of ongoing change, they continue to believe that the future of Hong Kong 

remains bright. Alibaba hopes to contribute, in their small way, and participate in the future of 

Hong Kong. v  Alibaba’s entering into Hong Kong at this specific moment may also be 

considered as an initiative under potential encouragement from Chinese government, in order 

to raise back outside confidence and trust in Hong Kong market. However, given all the factors 

discussed above, listing in Hong Kong has actually been planned by Alibaba for years and is 

expected to benefit the company itself in its long-term 

operating. The recent price has also proved that, on 28th 

November 2019, the third day of Alibaba’s listing on 

Hong Kong stock exchange, its price increased 6.5% 

from listing price. As for 3rd Jan 2020, the price 

increased up to 13.4%, raising Alibaba’s market 

capitalization to surpass 4,500bn HKD, being the largest of Hong Kong stock exchange (higher 

than its competitor Tencent, which is listed in Hong Kong, too).  

i www.hkex.com.hk 
 
ii HKEX. April 2018. “Note to subscribers for the amendments to the rules governing the listing of 
securities (the "Listing Rules") Update No. 119.” https://www.hkex.com.hk/Listing/Rules-and-
Guidance/Listing-Rules-Contingency/Amendments-to-Main-Board-Listing-Rules/2018/Update-No-
119?sc_lang=en 
 
iii Williams Mugwagwa. 2019. “Alibaba May Pursue $20B Hong Kong Listing amid Trade Tension: 
Report.” https://www.ccn.com 
 
iv Lawinfochina. “Regulations of the People’s Republic of China on the Management of Foreign 
Exchanges (Revised).” http://www.lawinfochina.com/display.aspx?lib=law&id=512&CGid= 
 
v Alibaba Group. November 15, 2019. “Chairman and CEO’s Letter to Investors.” 
https://www.alibabagroup.com/en/news/article?news=p191115a 
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Figure 6: Alibaba HK listing 
accumulative return, 26th Nov 2019-3rd 
Jan 2020 

Source: Yahoo finance 


