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AVOID

Bear case fails capital preservation test

Current Price WP Score Base Case Return Bear Case Return

$125.78 48 /100 8.5% CAGR -5.3% CAGR
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EXECUTIVE SUMMARY

RECOMMENDATION: AVOID

Current Price $125.78
Fair Value (Base Case) $210
Margin of Safety 40.1%
Target Entry Price $95.00
Dividend Yield 0.84%
Expected Div. Growth 8-10%
Expected Price Appr. 7.7% CAGR
Total Expected Return (Base) 8.5% CAGR
Bear Case Total Return -5.3% CAGR
Bull Case Total Return 12.9% CAGR
Prob.-Weighted Return 7.2% CAGR
WP Score 487100
Downside Protection Score 35/100
Quality Score 65 /100
Risk Level ELEVATED
Prob. of >50% Loss 15-20%
Recession Profile SENSITIVE

One-Line Thesis

Alibaba offers a fortress balance sheet and a dominant e-commerce platform trading at a deep discount to historical
multiples, but China's regulatory opacity, a collapsing free cash flow profile from aggressive Al spending, and a
near-zero dividend yield leave the bear case unable to preserve capital, disqualifying it under the Wealth
Preservation mandate.
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INVESTMENT THESIS

Alibaba controls the largest e-commerce ecosystem in China through Taobao, Tmall, and 1688.com, serving over a
billion consumers and millions of merchants. The company's cloud computing arm (Alibaba Cloud) holds roughly
35% share of China's public cloud market, and management has committed over $100 billion in Al infrastructure
investment through 2028. Alibaba also runs logistics (Cainiao), local services (Ele.me, Amap), and international
commerce (AliExpress, Lazada, Trendyol). At $125.78, the stock trades at 18x trailing earnings against a 10-year
average P/E above 32, placing it 34% below its historical norm.

The business passes several WP gates with ease. Debt-to-equity sits at 0.23x with a net cash position of $9.9
billion. The company has spent $11.9 billion on share repurchases in the last fiscal year alone, reducing share
count by 5.1% net of ESOP issuance. Return on invested capital runs at 8-9%, above a 6.4% weighted average
cost of capital. Revenue has stabilized after a 2023 contraction, growing 5.3% in FY2025. Operating margins of
14% remain healthy for a platform of this scale.

Where the thesis breaks down for capital preservation investors: the bear case return turns negative. China's
regulatory environment remains unpredictable; the 2020-2022 crackdown erased over $700 billion in market value
from the stock's peak. Free cash flow has collapsed from $18 billion to near zero as capital expenditures tripled for
Al infrastructure. The dividend, initiated only in FY2023, yields a meager 0.84% and provides no meaningful income
floor. And because 1 ADS represents 8 ordinary shares in a Cayman Islands variable interest entity structure, U.S.
investors hold contractual claims rather than direct equity ownership. In a severe downside scenario combining
recession, regulatory action, and multiple compression, the stock could revisit the $60-70 range, destroying 45-50%
of capital with no dividend cushion to soften the blow. That outcome, even at 25% probability weighting, violates the
WP mandate's non-negotiable requirement for capital preservation in the bear case.
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1. BUSINESS QUALITY ASSESSMENT

Business Model

Alibaba operates a diversified technology conglomerate centered on e-commerce marketplaces (Taobao, Tmall,
AliExpress), cloud computing (Alibaba Cloud), logistics (Cainiao), local services (Ele.me, Amap/AutoNavi), and
digital entertainment (Youku). Revenue in the trailing twelve months reached $142.2 billion, with China commerce
contributing roughly 70% of group revenue. The platform model generates high-margin take rates from advertising,
commissions, and value-added services to merchants.

Competitive Moat

Network Effects 1B+ annual active consumers; millions of merchants 7/10 Good
Switching Costs Merchant ecosystem lock-in (logistics, payments, tools) 6/10 Good
Scale Advantadeargest China cloud; logistics network reaches 90%-+ of China 7/10 Good
Data Advanfageades of consumer purchase data powering Al/recommendatio6510 Moderate

Primary Moat: Network Effects (Durability 7/10). Threat Assessment: MODERATE. Alibaba faces intensifying
competition from PDD Holdings (Pinduoduo/Temu), Douyin (ByteDance), and JD.com. PDD has grown revenue at
40%+ annually by targeting price-sensitive consumers. Douyin's live-commerce format has captured share in
impulse purchasing. Alibaba's moat, while wide, is narrowing at the edges.

Market Position

Alibaba remains China's largest e-commerce platform by GMV, though exact market share has eroded from an
estimated 55-60% in 2020 to approximately 40-45% in 2025. Alibaba Cloud holds the leading position in China's
public cloud market with roughly 35% share, ahead of Huawei Cloud and Tencent Cloud. Pricing power in core
commerce has weakened as competitors subsidize user acquisition, though cloud pricing power remains intact and
the company recently announced cloud price increases.
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2. FINANCIAL FORTRESS ANALYSIS

Balance Sheet Strength

Debt / Equity 0.23x <1.0x PASS
Interest Coverage Net Interest Earner >5.0x PASS

Current Ratio 1.46x >1.5x MARGINAL
Cash / Total Debt 123% >20% PASS
Net Cash Position $9.9B Positive PASS
FCF Positive (5Y) 4/5 years 5/5 MONITOR

Solvency Verdict: FORTRESS. Alibaba carries $52.5 billion in cash and short-term investments against $42.5
billion in total debt. The company earns more in interest income than it pays in interest expense, making traditional
interest coverage ratios inapplicable. The current ratio of 1.46x sits just below the 1.5x threshold but poses no
practical concern given the massive cash reserves. The sole blemish: free cash flow dropped to near zero in the
trailing twelve months as capital expenditures tripled from $6 billion to $17.8 billion for Al infrastructure.
Management expects Al capex to remain elevated through FY2028.

Profitability Metrics

Gross Margin 41.2% 38.5% Improving
Operating Margin 14.1% 13.0% Stable
Net Margin 13.1% 10.5% Improving
FCF Margin 0.3% 12.0% Declining (Al CapEx)
ROIC 8.1% 7.5% Improving
ROE 11.2% 9.0% Improving

ROIC of 8.1% exceeds the 6.4% WACC, confirming that Alibaba generates economic value above its cost of
capital. The improving trend from a 2022 trough of 1.2% reflects margin recovery and operational restructuring.
Gross margins have expanded as revenue mix shifts toward higher-margin cloud and advertising services.

ROIC: 8.1% | vs. WACC: 6.4% | Trend: Improving | Verdict: Marginal Value Creator
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3. DIVIDEND ANALYSIS

Current Yield 0.84% Below WP preference (2-4%)
Payout Ratio (EPS) ~14% Very low; ample headroom
Payout Ratio (FCF) N/M (FCF near zero) FCF consumed by Al capex

Dividend Growth N/A (2 years only) Unproven track record
Consecutive Years Paid 2 years Far below 10-year preference
Maintained Through 2008? N/A (not public) N/A
Maintained Through 2020? No dividend existed N/A

Dividend Sustainability: UNPROVEN. Alibaba declared its first dividend in November 2023 for FY2023
($1.00/ADS), followed by a $1.66 total distribution for FY2024 (including a $0.66 special dividend from asset
disposals). The forward annual dividend of $1.05/ADS yields 0.84% at the current price. With a payout ratio under
15% of earnings, the dividend is well covered on an earnings basis. The problem: free cash flow has collapsed to
near zero, meaning actual cash generation no longer supports the dividend without drawing on existing cash
reserves. Management has prioritized Al capex and buybacks over dividend growth.

Under the WP framework, the near-zero yield and two-year track record impose a significant scoring penalty. A
0.84% yield provides no meaningful income cushion in a drawdown scenario. For a wealth preservation investor,
the dividend fails to serve its intended purpose as a return floor.
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4. SHAREHOLDER RETURNS & DILUTION

Alibaba's capital return story centers on buybacks rather than dividends. The company repurchased $11.9 billion in
shares during FY2025 (ended March 2025), reducing the outstanding share count by 5.1% net of ESOP dilution.
Total ADS outstanding declined from 2,566 million in March 2023 to 2,319 million by June 2025, a 9.6% cumulative
reduction over roughly two years.

ADS Outstanding (M) Net Change

Mar 2023 2,566 —

Sep 2023 2,531 -1.4%

Mar 2024 2,434 -3.8%

Sep 2024 2,327 -4.4%

Mar 2025 2,309 -0.8%

Jun 2025 2,319 +0.4% (ESOP vesting)

The remaining buyback authorization stands at $19.3 billion, effective through March 2027. At the current price, that
represents roughly 6.5% of the market capitalization. The combination of aggressive buybacks and a low payout
ratio positions Alibaba to boost per-share earnings growth 3-5 percentage points above net income growth.

Dilution Assessment: EXCELLENT. Net shares outstanding are declining at roughly 4-5% per year, among the
highest buyback yields in global large-cap technology. ESOP dilution of 1-2% annually is more than offset by
repurchases.

Management & Governance

Chairman Joseph Tsai (co-founder) and CEO Eddie Wu have led the company since September 2023, replacing
Daniel Zhang. Wu has refocused the organization on core commerce competitiveness and Al investment, reversing
the conglomerate diversification strategy that diluted returns under prior leadership. Capital allocation has shifted
decisively toward shareholder returns: $24.4 billion in buybacks over FY2024-2025 plus $4.2 billion in cumulative
dividends. Insider ownership remains meaningful through founder stakes, though the VIE structure complicates
alignment assessment.

Management Quality: ADEQUATE. The leadership change is recent and the track record short. Early signals are
positive (operational refocus, shareholder returns), but the massive Al capex commitment introduces execution
risk.
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5. VALUATION ANALYSIS

P/E (TTM) 18.4x ~20x ~32x ~25th Below
EV/EBITDA 13.9x ~16x ~22% ~30th Below
P/S 2.1x ~3.5x ~6.5x ~15th Well Below
EV/FCF 816x ~25x ~30x N/M Distorted (Al CapEXx)

On P/E and EV/EBITDA, Alibaba trades in the bottom quartile of its 10-year range. The 18.4x trailing P/E sits 34%
below the 10-year average of approximately 32x. The EV/FCF ratio is distorted by the Al capex surge and should
normalize as investment intensity moderates after 2028.

Fair Value Calculation

Normalized EPS: $7.35 (TTM, which already reflects Al-related margin pressure). Applying a conservative 15x fair
P/E (well below the 10-year average but appropriate for a slower-growth Chinese platform with VIE risk) produces a
base case fair value of $110. Using the 5-year average P/E of ~20x on normalized earnings yields $147. Splitting
the difference and accounting for buyback-driven EPS growth, our base case fair value is approximately $130-150,
with a midpoint of $140.

At $125.78, the stock trades at a 10% discount to our $140 midpoint estimate. However, the margin of safety is
insufficient to compensate for the VIE structural risk, China regulatory tail risk, and near-zero FCF generation.

Valuation Verdict: FAIR. Cheap on historical multiples, but China discount is warranted.
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6. SCENARIO ANALYSIS

Rev CAGR| EPS CAGR |Terminal P/E| 10Y Price |Div. (Cum.) | Total CAGR

Bear 0% 2%* -5.3% 25%
Base 5% 10%** 15x $264 $20 8.5% 50%
Bull 8% 14%** 18x $396 $30 12.9% 25%

*Bear EPS growth from buybacks only; net income flat. **Base/Bull EPS CAGR includes ~4% annual buyback accretion.

Probability-Weighted Expected Total Return: 7.2% CAGR

Critical Downside Check

Bear Case Total Return (10Y) -5.3% CAGR
Capital Preserved in Downside? NO — Fails WP Requirement
Bear Case Price Decline -50% ($63 vs. $126)
Max Historical Drawdown -82% ($319 to $58)
Prob. of >50% Permanent Loss 15-20%

The bear case produces a -5.3% annual return over ten years, failing the WP framework's absolute requirement
that the bear case preserve capital (i.e., total return of at least 0%). This disqualifier alone prevents a BUY
recommendation regardless of base and bull case attractiveness. The stock's historical peak-to-trough drawdown
of 82% (from $319.32 in October 2020 to $58.01 in October 2022) confirms that extreme downside outcomes are
not theoretical for this name.

Bear Case Assumptions

Revenue: flat at $142B (macro slowdown in China consumer spending, market share losses to PDD/Douyin
continue). Operating margin compresses to 12% as competitive spending intensifies and Al investment fails to
generate adequate returns. Net income: ~$12B. Share count declines 2%/year (slower buybacks given lower FCF).
EPS in year 10: ~$6.30/ADS. Terminal P/E: 10x (reflecting permanent China discount, regulatory overhang, VIE
structure risk). Bear case price target: $63. Cumulative dividends: ~$10. Total value: $73 vs. $126 invested.

Base Case Assumptions

Revenue grows 5% annually as cloud and international commerce offset slowing domestic e-commerce. Operating
margin stabilizes at 15% as Al capex moderates post-2028. Buybacks reduce share count 3%l/year. EPS
compounds at ~10%l/year (5% revenue + 2% margin expansion + 3% buyback accretion). Terminal P/E: 15x. Base
case price: $264. Dividends add ~$20. Total CAGR: 8.5%.
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/. WEALTH PRESERVATION SCORING

Downside Protection Score

Starting Base +50 Neutral starting point
Bear case return positive? +0 No — bear case is -5.3% CAGR
D/E < 0.5x +10 D/E = 0.23x
Dividend through 2008/2020 +0 No dividend existed
Max drawdown < 40% +0 82% drawdown 2020-2022
Yield > 3% +0 Yield = 0.84%

Bear case > 20% decline -15 Bear case: -50% price decline
FCF negative in last 5Y -5 Near zero in FY2025/TTM
Dividend cut in 10Y +0 N/A (too short history)

TOTAL 35/100

Return Adequacy Score

Base case total return of 8.5% CAGR scores 70/ 100 (meets 8-10% range).

Quality Score

Balance Sheet Fortress (40 pts) 33  DI/E excellent; interest coverage excellent; FCF concern
Income Reliability (30 pts) 8 Yield 0.84%; 2-year track record; no history
Capital Efficiency (15 pts) 9 ROIC 8.1% (acceptable); trend improving

Valuation (15 pts) 15 Below 25th percentile of 5Y range
TOTAL 65 /100

Composite Wealth Preservation Score

Downside Protection 45%
Return Adequacy 70 30% 21.0
Quality 65 25% 16.3
WP SCORE 48/ 100 (Marginal — Below BUY threshold)

A WP Score of 48 falls in the 45-55 range: Marginal; better alternatives likely exist. The score is dragged down
by a weak downside protection rating (35/100), which reflects the inability to preserve capital in the bear case, the
absence of a meaningful dividend floor, and the stock's demonstrated capacity for extreme drawdowns.
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8. ABSOLUTE REQUIREMENTS CHECK

Bear case total return >= 0% FAIL Bear case: -5.3% CAGR

Base case total return >= 7% PASS Base case: 8.5% CAGR

Solvency: FORTRESS or ADEQUATE PASS Solvency: FORTRESS

Dividend sustainability N/M UNPROVEN (2-year history only)
Prob. of >50% permanent loss < 10% FAIL Estimated 15-20% (China risk, VIE)
Margin of Safety >= 10% PASS

~10% to base fair value

Two absolute requirements fail: (1) bear case capital preservation and (2) probability of permanent loss. Per

WP framework rules, failure of any single absolute requirement triggers an AVOID recommendation
regardless of upside potential.
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9. PEER COMPARISON

BABA JD.com (JD) PDD Holdings Best for WP
8.5x JD

P/E (TTM) 18.4x 10.5x
D/E 0.23x 0.37x 0.02x PDD
ROIC 8.1% 8.0% 16.7% PDD
Revenue Growth 5.3% 6.8% ~45% PDD
Dividend Yield 0.84% ~2.5% 0% JD
FCF Margin ~0% ~5% ~35% PDD
Net Cash? Yes ($9.9B) Yes Yes All
VIE Risk Yes Yes Yes All Equal
Share Buyback Yield ~5% ~3% ~1% BABA

All three Chinese e-commerce giants carry VIE structural risk, which introduces the same disqualifying tail risk for
WP investors. Among the three, JD.com offers the highest dividend yield and lowest P/E, while PDD delivers
superior capital efficiency and growth. Alibaba's distinguishing feature is its aggressive buyback program. No
Chinese e-commerce stock currently qualifies under the strict WP framework due to the VIE structure and China
regulatory risk.
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10. RISK ASSESSMENT

Balance Sheet Fortress; net cash Ample liquidity reserves
Earnings Volatility 6 GAAP earnings swing on investments ~ Non-GAAP more stable
Competitive Threat 7 PDD, Douyin gaining share Scale, cloud, Al pivot

Regulatory Risk 9 CCP policy unpredictable; VIE fragility No effective mitigation
Management Risk 5 New leadership; Al bet unproven Early execution positive

Valuation Risk 3 Already cheap vs. history Downside from here limited on multiples

Geopolitical Risk 8 U.S.-China tensions; ADR delisting tail risk Hong Kong dual listing

Aggregate Risk 6.5

Recession Stress Test

Alibaba was not listed during the 2008 financial crisis (IPO: September 2014). During the COVID-19 downturn in
early 2020, the stock declined approximately 20% from its pre-COVID highs before recovering within three months.
Revenue grew 34% in FY2021 (through March 2021), suggesting resilience to pandemic-era stress.

The more relevant stress test occurred during the 2020-2022 Chinese regulatory crackdown, which was not a
traditional recession but a policy-driven event. The stock fell 82% from peak ($319 in October 2020) to trough ($58
in October 2022). Revenue growth stalled and turned negative (-5.1% in FY2023). No dividend existed at the time
to cushion the decline. This episode demonstrates that Alibaba's primary risk factor is regulatory, not cyclical, and
regulatory risk cannot be hedged through balance sheet analysis alone.

Recession Profile;: SENSITIVE (policy-driven risk exceeds cyclical risk).
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11. KEY METRICS SUMMARY

Wealth Preservation Score 48 /100
Fair Value Range $110 — $170
Current Price $125.78
Margin of Safety (to midpoint $140) ~10%
Expected Total Return (Base Case) 8.5% CAGR
Bear Case Return -5.3% CAGR
Dividend Yield + Expected Growth 0.84% + 8-10%
ROIC vs. WACC 8.1% vs. 6.4%
15-20%

Probability of Permanent Loss (>50%)

12. MONITORING CHECKLIST (Watchlist Triggers for
Re-Evaluation)

Although BABA receives an AVOID rating under the current WP framework, the following developments would
trigger a reassessment and potential upgrade to HOLD or BUY:

Price decline to $90-95 Bear case approaches capital preservation Entry price for HOLD
FCF normalizes > $12B/year  Confirms Al capex doesn't destroy value  Upgrade quality score
Dividend raised to > $3/ADS Yield exceeds 3% at $95 entry Income floor established
VIE risk resolved (HK primary listing)  Eliminates structural equity risk Major disqualifier removed
China regulatory clarity Reduces tail risk probability LLower prob. of permanent loss

ROIC sustains > 12% for 2+ years Confirms competitive advantage Upgrade capital efficiency

Sell immediately

Dividend cut or eliminated

VIE structure challenged by CCP Sell immediately

ROIC falls below WACC (6.4%) for 2+ years Sell

Revenue declines 3 consecutive years Sell

New regulatory crackdown targeting core commerce Reassess; likely sell

ADR delisting proceedings initiated Convert to HK shares or sell
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FINAL RECOMMENDATION

RECOMMENDATION: AVOID

Position Size: $0. No position warranted under WP framework.

Target Entry for Re-Evaluation: $90-95 (where bear case total return approaches 0% and dividend yield on cost
moves toward 1.1%).

What Would Change This Assessment:

A 25% price decline to the $90-95 range, combined with normalization of free cash flow above $12 billion annually
(demonstrating that Al capex generates returns rather than destroying value), would bring the bear case close to
capital preservation and push the base case total return above 10%. Resolution of the VIE structural risk (for
example, through a full migration to Hong Kong primary listing with direct share ownership) would remove the
single largest disqualifier. A dividend yield above 2.5% at entry would establish the income floor that WP investors
require.

vs. Alternatives (10-Year Outlook)

HYSA (4%) 4.0% CAGR $148
BABA (Base Case) 8.5% CAGR $226
BABA (Prob.-Weighted) 7.2% CAGR $200
BABA (Bear Case) -5.3% CAGR $58

The probability-weighted return of 7.2% marginally exceeds the 7% hurdle, but the path to that return includes a
25% probability of losing 42% of invested capital. A wealth preservation investor should not accept a 1-in-4 chance
of losing nearly half their money for 20 basis points of excess return above the minimum hurdle. The risk-adjusted
picture does not compensate for the downside.
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ANALYST NOTES

Key Assumptions

1. Al Capex Duration: We assume elevated capital expenditures ($15-18B/year) through FY2028, tapering to
$8-10Bl/year thereafter. If Al investment generates cloud revenue growth above 15% annually, our base case
margins may prove conservative. If Al spending persists beyond 2028 without commensurate revenue, the bear
case worsens.

2. Regulatory Trajectory: Our base case assumes no further major regulatory actions targeting Alibaba's core
commerce or cloud businesses. A renewed crackdown would compress multiples toward bear case levels
regardless of fundamentals. Conversely, genuine regulatory relaxation (e.g., lifting of the Ant Group IPO
suspension) would provide meaningful upside catalyst.

3. Buyback Pace: We model continued buybacks at $8-12B/year, funded from cash reserves and operating cash
flow. If management redirects buyback capital toward acquisitions (a historical pattern under prior leadership),
per-share value accretion declines.

4. VIE Structure: We treat the VIE as intact throughout the projection period. Any CCP action to unwind VIE
structures for offshore-listed companies would represent a binary, unhedgeable risk event.

Limitations

Alibaba's financial reporting follows a March fiscal year-end, and the most recent annual filing (FY2025, ending
March 31, 2025) was published in May 2025. Quarterly data through September 2025 is available but introduces
currency translation effects (CNY to USD) that can distort period-over-period comparisons. ROIC calculations vary
across data providers due to differing treatment of investments, associates, and goodwill; we use the
NOPAT-based methodology from Alpha Spread (8.1%) as our primary reference.

Confidence Level: MEDIUM. The financial analysis is well-supported by public data, but the regulatory and
geopolitical risk factors that drive the AVOID recommendation are inherently difficult to quantify. A different investor
with higher risk tolerance or a growth-oriented mandate may reach a different conclusion on the same data set.

Report prepared for Moschovakis Capital. This analysis is for informational purposes only and does not constitute investment advice. Past performance is
not indicative of future results. Investments in foreign securities involve additional risks including currency fluctuation, political instability, and differing
accounting standards.

Moschovakis Capital Research | April 2, 2026 Page 16



