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We are pleased to share with you our strategic analysis of Alibaba Group. This analysis was initially
developed following the release of Alibaba Group's 2025 fiscal report and subsequently updated to
incorporate insights from their recently published June Quarterly Report.

Note that the strategic game plan is defined in sections 23 to 26, which can be defined differently to
vary the perspectives. The update is in sections 31 to 34.

We want to emphasize that this analysis is based exclusively on publicly available information. While
we have strived to provide a thorough and insightful review, we believe that the analysis could be
further enhanced with the invaluable perspectives and proprietary data accessible only to Alibaba
Group's management.

We hope you find this analysis informative and valuable. Please do not hesitate to contact us with
any questions or for further discussion.
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Strategic Content

1. Executive Summary: Strategic Analysis of Alibaba Group

Alibaba Group is navigating a period of intense transformation, driven by its core 'user first, Al-driven' strategy.
The company is doubling down on its foundational businesses—E-commerce and Al + Cloud—while divesting
non-core assets to streamline operations and unlock shareholder value. The analysis indicates that Alibaba's
primary strengths lie in its vast ecosystem, dominant market share in China's e-commerce, and advanced
technological infrastructure, particularly in cloud and Al with its Qwen model family. However, the company
faces significant challenges, including intense domestic competition, a complex and shifting regulatory
environment in China, and geopolitical tensions impacting its global expansion and access to critical
technologies. Future growth is contingent on successfully monetizing its Al investments, revitalizing its core
commerce platforms against agile competitors, and navigating the intricate political landscapes both at home
and abroad. This plan provides a multi-faceted strategic review using Business Profile, PEST, Porter's Five
Forces, and SWOT frameworks to guide decision-making.

2. Business Profile: Corporate Structure and Organization

Alibaba Group Holding Limited is a Cayman Islands holding company. It conducts business through a complex
structure of subsidiaries and Variable Interest Entities (VIEs) to navigate PRC restrictions on foreign investment
in sectors like telecommunications.

e Legal Structure: Exempted company with limited liability in the Cayman Islands. Listed on NYSE
(BABA) and HKEX (9988 & 89988). The use of VIEs (e.g., Zhejiang Taobao Network Co., Ltd.,
Alibaba Cloud Computing Ltd.) is critical for operating in regulated PRC industries.

e Organizational Hierarchy: In FY2025, Alibaba sharpened its focus on two core businesses: E-
commerce and Cloud. It has six major business groups: Taobao and Tmall Group, Alibaba
International Digital Commerce (AIDC) Group, Cloud Intelligence Group, Cainiao Smart Logistics
Network, Local Services Group, and Hujing Digital Media and Entertainment Group. A major
restructuring is planned for FY2026 to merge Taobao and Tmall Group, Ele.me, and Fliggy into a
unified China e-commerce business group.

e Governance: The Alibaba Partnership, a group of key management members, holds the exclusive right
to nominate a simple majority of the board of directors, a key feature of its Weighted Voting Rights
(WVR) structure.
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3. Business Profile: Business Operations and Activities

Alibaba's operations are centered around a vast digital ecosystem serving consumers, merchants, and
enterprises. The business model focuses on providing technology infrastructure and marketing reach.

Core Businesses & Revenue Streams:

e E-commerce (Taobao and Tmall Group, AIDC): The largest revenue driver. Monetization occurs
through customer management services (marketing, P4P, display ads), commissions on transactions
(CPS), and direct sales (Tmall Supermarket). It is the world's largest retail commerce business by
GMV.

e Al + Cloud (Cloud Intelligence Group): The second strategic pillar and key growth engine. It is the
world's fourth-largest IaaS provider. Revenue is generated from a comprehensive suite of services
including computing, storage, AI model services (Qwen series on the cloud), and big data analytics,
sold on a consumption or subscription basis.

e Logistics (Cainiao): Provides domestic and international logistics and supply chain management
solutions. Revenue comes from express delivery and supply chain service fees.

e Local Services (Ele.me, Amap): On-demand delivery and local services platform. Revenue is
generated from platform commissions and delivery fees.

Operational Infrastructure:

The company operates a world-class proprietary technology infrastructure supporting peak order volumes
of hundreds of thousands per second. It maintains data centers in 34 regions globally and extensive logistics
warehouses and office facilities.

4. Business Profile: Market Position and Competitive Environment

Alibaba holds a leading position in China's digital economy but faces fierce competition across all segments.

e Industry Position: Operates in the massive Chinese internet market with over 1.1 billion users. E-
commerce accounts for nearly 27% of total retail consumption in China. Alibaba Cloud is the largest
public cloud provider in China and the Asia Pacific region.

e Competitive Positioning: Faces principal competition from established Chinese Internet companies
(e.g., Tencent, Pinduoduo, JD.com, Meituan), regional e-commerce players, and global cloud service
providers (e.g., AWS, Microsoft Azure). Competitive advantages include its vast ecosystem with
strong network effects, brand recognition, and deep technological capabilities in Al and cloud.

e Market Analysis: Targets a broad consumer base in China across different income levels and is
expanding internationally through platforms like AliExpress and Trendyol. The company's strategy is
increasingly focused on a 'user first' approach to improve user experience and trust, aiming to counter
competitive pressures and capture diverse consumer demands.
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5. Business Profile: Financial Profile and Performance (FY2025)

Alibaba generated strong cash flow and returned significant value to shareholders in FY2025.

Metric FY2025 Value (RMB) FY2024 Value (RMB) YoY Change
Revenue 996,347 million 941,168 million +6%

Income from operations 140,905 million 113,350 million +24%

Net income 125,976 million 71,332 million +77%

e Financial Structure: The company maintains a strong balance sheet with total assets of RMB 1.80
trillion. It actively manages its capital, distributing US$4.6 billion in dividends and repurchasing
US$11.9 billion in shares in FY2025. It has also divested non-core assets like Sun Art and Intime to
focus capital on core businesses.

e Performance: Revenue growth was driven by robust performance in International Digital Commerce
and Cloud Intelligence. Al-related product revenue posted triple-digit growth for seven straight
quarters. The company has improved operating efficiency, with several previously loss-making
businesses now on track to profitability.

6. Business Profile: Risk Profile and Management

Alibaba operates in a high-risk environment, with significant exposure to strategic, operational, and regulatory
threats.

e Strategic Risks: Intense market competition, technology disruption (which it also aims to leverage via
Al), and significant geopolitical risks related to US-China relations, which affect trade, technology
access, and capital markets.

e Operational Risks: Cybersecurity is a major concern. The company manages a comprehensive process
for identifying and mitigating threats. It also faces risks related to its complex VIE structure and
dependencies on third-party logistics and payment providers (like Ant Group).

e Regulatory & Financial Risks: The company is subject to a complex and evolving legal environment
in the PRC, particularly concerning anti-monopoly, data security, and cybersecurity laws. The 'Risk
Factors' section of the annual report details these extensively, highlighting the significant authority the
PRC government has to oversee its operations.
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7. Business Profile: Growth Strategy and Future OQutlook

Alibaba's outlook is anchored in its 'user first, Al-driven' strategy, with a focus on two core areas: Consumption
and Al + Cloud.

e Strategic Objectives:

1. User First (E-commerce): Enhance user experience through competitively priced products,
improved customer service, and a multi-tiered strategy to meet diverse consumption needs in
China and globally. This includes investing in key Al capabilities to improve the shopping
experience.

2. Al-Driven (AI + Cloud): Establish a leading cloud infrastructure with Al-enabled services. This
involves aggressive investment in Al infrastructure, developing proprietary foundation models
(Qwen), and fostering an open-source ecosystem to drive industry transformation and capture the
next wave of growth. 'Al + Cloud' is positioned as the key growth engine for the future.

e Investment Plans: The company has announced a planned investment in cloud and Al infrastructure
over the next three years that will 'exceed the total investment made in the past decade.' It is also
focused on disciplined capital allocation, divesting non-core assets to fund strategic investments in Al.

8. PEST Analysis: Introduction

A PEST (Political, Economic, Social, Technological) analysis is crucial for understanding the macro-
environmental factors impacting Alibaba. These external forces shape the opportunities and threats the company
faces and are critical inputs for its strategic planning.

9. PEST Analysis: Political & Legal Factors

Alibaba operates within a highly complex and dynamic political and legal environment, both domestically and
internationally.

e PRC Regulatory Scrutiny: The Chinese government has significantly increased its oversight of the
tech sector. Key areas of regulation include:

e Anti-monopoly: Alibaba was fined RMB18.2 billion in 2021 and remains under scrutiny for practices
related to market dominance.

e Data Security & Cybersecurity: New laws like the Cybersecurity Law, Data Security Law, and
Personal Information Protection Law impose stringent requirements on data collection, storage, and
cross-border transfer. This is a major compliance focus and risk.

e Foreign Investment: The VIE structure, while common, exists in a legally gray area and is subject to
the risk of future regulatory changes.

e Geopolitical Tensions: US-China relations directly impact Alibaba. This includes US export controls
on advanced semiconductors (affecting its Al and Cloud ambitions), potential investment restrictions,
and the risk of delisting from US exchanges under the HFCA Act.
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10. PEST Analysis: Economic Factors

Alibaba's performance is closely tied to macroeconomic trends in China and globally.

e Chinese Economic Growth: China's position as the world's largest online retail market (over 1.1
billion internet users) is a primary driver. However, slowing GDP growth, youth unemployment, and
shifts in consumer confidence can impact discretionary spending on its e-commerce platforms.

e Consumer Spending Patterns: There is a notable trend towards value-for-money and price

competitiveness, a factor Alibaba is addressing with its 'user first' strategy to compete with rivals like
Pinduoduo.

e Global Economic Conditions: Economic downturns, inflation, and currency fluctuations in key
international markets (e.g., Tiirkiye for Trendyol, Southeast Asia for Lazada) directly affect the
performance and profitability of its AIDC group.

11. PEST Analysis: Social Factors

Social trends and consumer behaviors are shaping the demand for Alibaba's services.

e Digital Adoption: High internet and mobile penetration in China create a massive addressable market.
The increasing digitalization of daily life, from shopping to work, fuels demand for Alibaba's entire
ecosystem.

e Consumer Behavior: The rise of social commerce, livestreaming, and demand for instant delivery
(‘quick commerce') are key trends that Alibaba is actively investing in to maintain relevance and user
engagement.

e ESG Awareness: There is growing societal and investor focus on Environmental, Social, and
Governance (ESG) issues. Alibaba's annual report dedicates significant space to its ESG strategy,
covering carbon neutrality goals, social responsibility initiatives, and governance enhancements,
reflecting the increasing importance of these factors.

12. PEST Analysis: Technological Factors

Technology is at the core of Alibaba's strategy and presents both the greatest opportunity and a significant
threat.

e Artificial Intelligence (AI): The rapid evolution of Al is the central technological force. Alibaba views
Al as a 'transformative force for the future' and a 'key growth engine.' Its strategy involves heavy
investment in:

e Foundation Models: Developing and open-sourcing the Qwen model family to build a thriving
developer ecosystem.

e Al Infrastructure: Massive investment in Al-enabled cloud infrastructure to meet surging Al demand.

e Al Applications: Integrating Al across its own platforms (e.g., e-commerce search, marketing tools) to
enhance user experience and operational efficiency.

e Cloud Computing: The ongoing migration of enterprises to the cloud continues to be a major tailwind
for the Cloud Intelligence Group.

e Technological Disruption: The pace of change means Alibaba must continuously innovate to avoid
obsolescence. The rise of new platforms and business models from competitors is a constant
technological threat.

©2025 Digital Tools Company Limited, JFU Consultants (Hong Kong) Limited. All rights reserved. Page 7



13. Porter's Five Forces: Competitive Rivalry

Intensity: High

e Numerous Competitors: Alibaba competes with a wide range of well-funded and established players.
In e-commerce, key rivals include Pinduoduo and JD.com in China, as well as regional players in
international markets. In cloud, it competes with global giants like AWS and Microsoft Azure, and
domestic players like Tencent Cloud and Huawei Cloud.

e Slowdown in Core Market Growth: While the overall digital economy is growing, the hyper-growth
phase of Chinese e-commerce has matured, leading to intense battles for market share and user time.

e High Strategic Stakes: Competitors are aggressive, often competing on price and investing heavily in
subsidies, logistics, and technology to gain an edge, which puts pressure on margins across the
industry.

14. Porter's Five Forces: Threat of New Entrants

Intensity: Moderate

High Barriers to Entry: New entrants face significant hurdles to compete at scale with Alibaba. These
include:

e Capital Requirements: Building the necessary technology, logistics, and marketing infrastructure
requires massive capital investment.

e Network Effects: Alibaba's established ecosystem of millions of consumers and merchants creates a
powerful network effect that is difficult for newcomers to replicate.

e Brand Identity: Brands like Taobao and Tmall are deeply entrenched in the Chinese consumer
mindset.

Niche Opportunities: Despite high barriers at scale, new entrants can emerge in niche markets or with
innovative models (e.g., specialized vertical e-commerce, new social media platforms that integrate
commerce).

15. Porter's Five Forces: Bargaining Power of Suppliers

Intensity: Low to High (Varies by Segment)

e E-commerce Suppliers (Low): For its retail marketplaces, the supplier base is vast and fragmented,
consisting of millions of merchants and brands. This gives Alibaba significant power, as suppliers are
dependent on the platform for market access.

e Technology Suppliers (High): In its Cloud and Al businesses, Alibaba is dependent on a concentrated
number of global suppliers for critical high-end technologies, particularly advanced semiconductors
(chips). Geopolitical export controls have highlighted the high bargaining power of these key
technology suppliers and the associated supply chain risk.
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16. Porter's Five Forces: Bargaining Power of Buyers

Intensity: High

Low Switching Costs: Consumers can easily switch between different e-commerce platforms. The
presence of strong competitors like Pinduoduo and JD.com means buyers have many alternatives.
Price Sensitivity: As noted in the report, 'price competitiveness' is a key value proposition. This
indicates that buyers are highly sensitive to price, giving them significant power to influence pricing
and demand better value.

Full Information: Buyers have access to extensive information and reviews, allowing them to
compare products and prices easily across platforms.

17. Porter's Five Forces: Threat of Substitute Products or Services

Intensity: High

Alternative Commerce Models: Substitutes for Alibaba's traditional marketplace model are numerous
and growing. These include:

Social Commerce: Platforms like Pinduoduo and short-video apps (e.g., Douyin) integrate shopping
directly into social and entertainment experiences.

Direct-to-Consumer (DTC): Brands are increasingly building their own online stores and channels to
bypass large marketplaces.

Offline Retail: The revival of physical retail and 'New Retail' models that integrate online and offline
experiences present another form of substitution.

18. SWOT Analysis: Strengths

Dominant Ecosystem & Network Effects: Largest retail commerce business in the world by GMV,
with a vast, self-reinforcing ecosystem of consumers, merchants, and service providers.

Strong Brand Recognition: Taobao, Tmall, and Alibaba are household names in China with high
levels of user trust.

Advanced Technology Infrastructure: Leading position in cloud computing in Asia Pacific and
significant R&D capabilities in Al, evidenced by the development of the Qwen model family.
Robust Financial Position: Strong cash flow generation and a solid balance sheet provide resources
for strategic investments, shareholder returns, and weathering competitive pressure.

Diversified Business Portfolio: Operations across commerce, cloud, logistics, and media provide
multiple touchpoints with users and enterprises, creating cross-selling opportunities.
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19. SWOT Analysis: Weaknesses

Intense Regulatory Scrutiny: Subject to ongoing and evolving anti-monopoly, data security, and
cybersecurity regulations in China, which can constrain business practices and lead to significant fines.
Complex Corporate Structure: Reliance on a VIE structure for key operations creates legal and
regulatory risks and uncertainties for investors.

Slowing Core Commerce Growth: The core China commerce retail business is maturing and facing
intense competition, leading to slower growth rates compared to previous years.

International Profitability Challenge: While growing rapidly, the international commerce segment
(AIDC) is still working towards profitability, requiring continued investment.

Organizational Complexity: The vast size and scope of the group can lead to bureaucratic inertia and
challenges in maintaining a 'startup mindset' as called for by the leadership.

20. SWOT Analysis: Opportunities

Al Transformation: The 'Al + Cloud' strategy positions Alibaba to capitalize on the massive growth
in Al adoption across all industries, offering infrastructure and model-as-a-service.

International Market Expansion: Significant growth potential in international commerce (AIDC) by
expanding platforms like AliExpress and Trendyol into emerging markets.

Deepening Consumption in China: Opportunity to increase wallet share and user engagement in the
vast Chinese market through the 'user first' strategy, focusing on improved experience and quick
commerce.

Enterprise Digitalization: The ongoing digital transformation of traditional industries provides a large
addressable market for the Cloud Intelligence Group's services beyond Al.

Open-Source Ecosystem: The open-sourcing of the Qwen Al model family can foster a large
developer community, driving innovation and adoption of Alibaba's cloud platform, similar to
successful models in the West.

21. SWOT Analysis: Threats

Intense Competition: Faces aggressive and innovative competition from players like Pinduoduo (on
price), JD.com (on logistics), and Tencent (in social/payments), eroding market share and pressuring
margins.

Geopolitical Tensions: US-China trade and technology conflicts pose a significant threat to its Al and
cloud ambitions (via chip export controls) and its standing in global capital markets (delisting risks).
Evolving Regulatory Landscape: The constant risk of new, and potentially restrictive, regulations
from the PRC government that could impact operations, data handling, and business models.
Economic Downturn: A slowdown in the Chinese or global economy could negatively impact
consumer and enterprise spending, directly affecting revenue from commerce and cloud.
Technological Disruption: The rapid pace of technological change could see new models of

commerce (e.g., from social media platforms) or technology emerge that challenge Alibaba's current
dominance.
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22. Strategic Recommendations

Based on the comprehensive analysis, the following strategic actions are recommended for Alibaba's
workgroup:

1. Accelerate AI Monetization: Prioritize developing and marketing clear, high-value Al-powered
solutions on the cloud platform. Focus on industry-specific applications to demonstrate tangible ROI
for enterprise customers and accelerate the transition of Al from a cost center to a significant revenue
driver.

2. Deepen the 'User First' Commerce Strategy: Aggressively invest in logistics and supply chain
enhancements for 'quick commerce' to defend against competitors. Continue to refine pricing strategies
and user experience on Taobao and Tmall to counter the value-for-money proposition of rivals. The
upcoming merger of commerce units should be managed to create seamless user experiences, not
internal silos.

3. Proactive Regulatory & Geopolitical Risk Mitigation: Establish a dedicated strategic team to
scenario-plan for further US technology restrictions and PRC regulatory shifts. Diversify the
technology supply chain where possible and maintain an open, proactive dialogue with regulators to
ensure compliance and anticipate future policy directions.

4. Streamline and Focus International Expansion: Instead of broad expansion, concentrate investment
and resources on a few high-potential emerging markets where AIDC has a clear path to leadership and
profitability. Focus on achieving unit-economic improvements and breakeven in these key markets
before expanding further.

5. Foster an Innovative & Agile Culture: Reinforce the leadership's call for a 'startup mindset' with
concrete organizational changes. Empower business unit leaders with greater autonomy and
accountability, reduce internal bureaucracy, and create incentive structures that reward agile decision-
making and risk-taking to better compete with more nimble market players.

23. NCGT Strategic Game Plan: Introduction

This game plan utilizes the principles of Noncooperative Game Theory (NCGT) to formulate a robust strategy
for Alibaba Group. The 'game' is defined as the set of strategic interactions among Alibaba's internal business
and functional units, who must navigate an environment shaped by external market players and geopolitical
forces. While the internal players operate within a single corporate entity, they have distinct objectives and
compete for capital and resources, making NCGT a suitable framework. The ultimate 'win' condition is the
sustainable growth of Alibaba's overall business quality and enterprise value.

24. Group Goal (Desired Outcome)

The overarching group goal is to maximize long-term, high-quality enterprise value by successfully executing
the 'user first, Al-driven' strategy. This involves not just revenue growth, but growth in profitability, market
leadership in strategic sectors (Al and Cloud), and enhanced operational resilience against intense competition
and geopolitical uncertainty.
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25. The Players

The game consists of internal and external players, with an element of chance represented by "Nature'.

Internal Players (Ii): These are the primary decision-making entities within Alibaba Group.

1.

Board of Directors & Alibaba Partnership: Controls capital allocation, sets group-wide strategy, and
manages executive leadership. Their primary utility is maximizing total shareholder return and
ensuring long-term corporate viability.

Taobao and Tmall Group (China E-commerce): The core profit and cash flow engine. Its utility is
derived from maintaining/growing market share, GMV, and user engagement in the highly competitive
Chinese market.

Cloud Intelligence Group (AI + Cloud): Positioned as the primary future growth engine. Its utility
comes from rapid revenue growth (especially Al-related), technological leadership, and achieving scale
profitability.

Alibaba International Digital Commerce (AIDC) Group: Focused on global expansion. Its utility is
measured by revenue growth in key markets and achieving a clear path to profitability.

External Players (L & Io):

5.

Competitors: Primarily Tencent, Pinduoduo, JD.com, Meituan, and global cloud providers (AWS,
Azure). They act as rational opponents seeking to maximize their own market share and profits.
Market & Geopolitical Forces (Nature): Represents external, non-strategic factors such as PRC
regulatory shifts, US-China tech restrictions (e.g., semiconductor controls), and macroeconomic trends.
These are treated as probabilistic events that affect the payoffs of all players' strategies.

26. The Rules of the Game

The players' actions are constrained by a set of rules derived from Alibaba's operational context and the external

environment:

1. Capital Constraint: The Group has finite capital. Investment in one unit (e.g., Al + Cloud) comes at
the opportunity cost of another (e.g., E-commerce).

2. Strategic Mandate: All actions must align with the overarching 'user first, Al-driven' strategy.

3. Regulatory Environment: Players must operate within the strict confines of PRC's anti-monopoly,
data security, and cybersecurity laws.

4. Geopolitical Sanctions: Access to critical technology (e.g., advanced Al chips) is not guaranteed and
is subject to external US-China relations.

5. Market Dynamics: The domestic e-commerce market is characterized by intense price competition,

requiring investment in subsidies and user experience to maintain market share.
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27. Player Objectives & Payoffs

Each internal player aims to maximize its own utility, which contributes to the group's overall goal. The payoffs
are the valued outcomes each player receives for achieving their objectives.

Player Primary Objective(s) Payoff (Valued Outcome)

Board of Maximize total entc?rprlse value; balance Sustained share price appreciation; stable and
. short-term profit with long-term growth; . .

Directors diversified revenue growth.

manage risk.

Taobao & Tmall Defend and grow market share against Revenue growth; market leadership;
Grou PDD/ID; increase user monetization and generation of strong free cash flow for the

P engagement. Group.
Cloud Achieve leadership in Al and cloud; drive Increased valuation multiple; becoming a
Intelligence triple-digit Al revenue growth; attain scale ~ primary Group revenue driver; technological
Group profitability. dominance.

Expand footprint in key international markets; Positive adjusted EBITA; high revenue

AIDC Group  improve unit economics and achieve growth; establishing a strong global brand

profitability. presence.

28. Key Strategies & Strategic Interdependence

The core strategic tension within the game is the allocation of resources between defending the mature, cash-
generating E-commerce business and investing in the high-growth, capital-intensive Al + Cloud business. The
actions are highly interdependent.

Board's Strategic Choice:

Strategy A (Aggressive Al Focus): Allocate a disproportionate amount of capital and resources to the
Cloud Intelligence Group to capture the Al growth wave, even if it means lower margins or slower
investment in the E-commerce group.

Strategy B (Balanced Portfolio): Allocate capital to both core pillars—enough for Cloud to innovate
and grow, and enough for E-commerce to defend its market share through investments in user
experience and logistics.

Business Units' Strategic Choices:

Taobao & Tmall Group: Can either (A) prioritize profitability and cash flow to fund other ventures,
or (B) lobby for more capital to invest aggressively in price competitiveness and 'quick commerce' to
fight competitors.

Cloud Intelligence Group: Can either (A) focus on high-margin, profitable enterprise clients, or (B)

pursue aggressive, low-margin growth to capture market share and scale, requiring significant capital
investment.

Interdependence: The Board's choice directly enables or constrains the strategies of the business units. A
choice by the Board for 'Aggressive Al Focus' forces the E-commerce group to prioritize profitability over
aggressive market defense. Conversely, strong cash flow from E-commerce is what makes the 'Aggressive Al
Focus' strategy possible.
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29. Strategic Payoff Matrix Example: Al vs. E-commerce Investment

This simplified matrix illustrates the potential outcomes based on the Board's strategic choice and the actions of
external players (‘Nature'), specifically further US tech sanctions.

Nature: No New Sanctions Nature: Severe New Al Chip Sanctions
Board Strategy: High Growth, High Risk: Potential for Stranded Investment: Massive capital
Aggressive Al  massive enterprise value growth if Al expenditure yields low returns due to tech
Focus strategy succeeds. High payoff. limitations. Very low payoff.

Moderate, Resilient Growth: Steady Resilience & Pivot: Al growth slows, but strong
growth from both segments. E-commerce E-commerce business sustains enterprise value.
strength provides a safety net. Moderate ~Group can pivot resources. Low, but not negative,
payoff. payoff.

Board Strategy:
Balanced
Portfolio

30. Recommended Strategic Profile (Cooperative Equilibrium)

The optimal strategy for Alibaba Group is to achieve a cooperative equilibrium among its internal players that is
robust against the uncertainties of the external environment. This corresponds to the "Balanced Portfolio'
strategy.

1. Action for the Board: Adopt a disciplined but significant capital allocation plan that continues to fund
the 'Al + Cloud' growth engine while simultaneously protecting and enhancing the core E-commerce
cash cow. Avoid over-investing in Al at the expense of core business resilience.

2. Action for Taobao & Tmall Group: Focus on generating efficient growth and strong cash flow, while
strategically investing in user experience and logistics to defend against competitors. This unit must
fund the future.

3. Action for Cloud Intelligence Group: Pursue aggressive growth in Al-related revenue but with a
clear path to profitability. Focus on building an open ecosystem (via Qwen model) to create network
effects that are more resilient to sanctions than a purely proprietary hardware-dependent model.

4. Action for AIDC: Prioritize achieving profitability in a few key markets to demonstrate a sustainable
international model before attempting broader, more capital-intensive expansion.

This strategic profile creates a Nash Equilibrium where no single player can improve its outcome by
unilaterally changing its strategy, given the strategies of the others. The E-commerce group's health supports the
Cloud group's ambitions, and the Cloud group's Al innovations can be deployed to strengthen the E-commerce
group, maximizing the total enterprise value under conditions of uncertainty.
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31. Recent Developments: Analysis of June Quarter 2025 Results

The Q1 FY2026 (June Quarter 2025) results provide the first concrete data points on the execution of the refined
'user first, Al-driven' strategy. The announcement on August 29, 2025, highlights a clear trade-off between
investing for long-term market share and short-term profitability.

Key Financial & Strategic Takeaways:

Metric

Revenue
(Like-for-
Like)

Adjusted
EBITA

Free Cash
Flow

Cloud
Intelligence
Revenue

AIDC
Adjusted
EBITA

Analysis:

Q1FY26  YoY

(June'25) Change Strategic Implication Notes

Core business momentum is healthy
+10% Strong when excluding divestitures.

Heavy investment in 'Taobao Instant
RMB 38.8B  -14% Negative Commerce' is significantly
impacting profitability.

A major shift from positive FCF,
driven by commerce investment and
Al capex. This is a critical risk
factor.

(RMB

18.8B) Negative Negative

Validates the 'Al-Driven' strategy;
Al-related revenue continues triple-

+269 I .
26% Strong digit growth, proving strong market

demand.
Loss International business is on a clear
narrowed to  Strong path to breakeven, demonstrating
(RMB 59M) improved operational efficiency.

e Strategy in Action: The results confirm the strategy is not just rhetoric. The company is actively
sacrificing short-term profit and cash flow to invest in 'Taobao Instant Commerce' to defend against
competitors and build a new moat in 'quick commerce'. This is a high-stakes, aggressive execution of
the 'user first' principle.

e Al Engine Firing: The 26% growth in the Cloud group is a standout result, reinforcing its position as
the key future growth engine. Sustained triple-digit growth in Al-related products indicates Alibaba is
successfully capturing the Al demand wave.

e Organizational Focus: The strategic combination of Taobao, Tmall, Ele.me, and Fliggy into a single
China E-commerce Group simplifies the structure and is designed to create synergies to support the
quick commerce push. This is a logical step to improve execution speed and efficiency.
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32. Recent Developments: Banma Spin-off and Portfolio Streamlining

On August 21, 2025, Alibaba announced the proposed spin-off and separate Hong Kong listing of Banma
Network Technology, its smart car operating system joint venture. Alibaba will retain a stake of over 30%,
transitioning Banma from a consolidated entity to a strategic investment.

Strategic Implications:

Validation of Capital Allocation Strategy: This move is a textbook example of the strategy outlined
in the initial analysis: divesting non-core assets to streamline operations and unlock shareholder value.
It demonstrates management's discipline in focusing capital and resources on the two core businesses:
E-commerce and Al + Cloud.

Unlocking Value: The spin-off allows the market to value Banma based on its specific prospects in the
automotive tech sector, potentially unlocking value that was previously obscured within Alibaba's vast
conglomerate structure.

Resource Concentration: By deconsolidating Banma and preparing for a public listing, Alibaba frees
up management attention and future capital obligations, allowing for even greater focus on the hyper-
competitive core markets.

33. Impact of Recent Developments on Strategic Analysis

The recent financial results and strategic spin-off directly impact the initial SWOT analysis, sharpening both the
company's strengths and its risks.

Strengths (Reinforced):

Demonstrated Execution Capability: The ability to execute a major organizational restructuring (new
China E-commerce group) and a complex portfolio move (Banma spin-off) while driving growth in
Cloud and AIDC reinforces its operational strength.

Al Technology Leadership: The outstanding Cloud and Al revenue growth provides hard evidence of
its technological leadership and ability to monetize its Al investments, particularly the Qwen model
family.

Weaknesses (Exacerbated):

Short-Term Financial Strain: The negative free cash flow and declining operating margins are now a
documented weakness. This financial pressure reduces the company's resilience to economic shocks or
further competitive escalations.

Opportunities (Clarified):

Quick Commerce Dominance: The heavy investment in 'Taobao Instant Commerce' presents a clear,
albeit costly, opportunity to build a new, defensible moat in a high-frequency consumer category,
potentially re-accelerating core commerce growth in the long run.

Path to International Profitability: AIDC's near-breakeven performance makes the opportunity for
profitable global expansion more tangible and immediate.

Threats (Heightened):

Financial Risk: The high cash burn rate is a significant threat. If the massive investment in quick
commerce fails to deliver a sustainable market position and return on investment, it could lead to a
significant destruction of shareholder value and weaken the company's financial fortress.

Intensified Competitive Rivalry: The aggressive investment signals a 'winner-take-all' battle in quick
commerce, which will likely provoke strong competitive responses and prolong the period of margin
pressure.
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34. Revisions to the NCGT Strategic Game Plan

The June quarter results provide a real-world look at the payoffs and risks outlined in the NCGT framework.
The company is not just choosing a strategy; it is actively playing it out, and the initial payoffs are now visible.

Revisiting the Payoff Matrix:

The Q1 results are a clear data point for a strategy that leans more towards ‘Aggressive Focus’ than the
previously recommended ‘Balanced Portfolio’. The outcome is unfolding as the matrix predicted: the
potential for long-term high growth is being pursued, but it comes with the immediate, tangible risk of
‘Stranded Investment’ if the bet fails, manifesting now as negative free cash flow.

Updated Player Objectives:

e Taobao & Tmall Group: The objective has clearly shifted from ‘balanced growth and cash flow
generation’ to ‘prioritizing market share and user mindshare acquisition’. Its payoff is now less about
immediate profit and more about strategic positioning for the future.

e Board of Directors: The Board has accepted a payoff profile with higher short-term risk (share price
volatility, margin pressure) in exchange for a potentially larger long-term reward. Their risk tolerance
appears higher than initially modelled.

Refined Strategic Profile (Cooperative Equilibrium):

The "Balanced Portfolio' remains the most prudent long-term strategy, but the recommendation must be
updated to reflect the current aggressive posture. The workgroup's focus should be on managing the
execution of this high-risk phase.

1. Action for the Board: Institute Disciplined Risk Management. While continuing to fund the
aggressive commerce strategy, the Board must demand clear KPIs, timelines, and capital burn limits
for the 'Taobao Instant Commerce' initiative. The game plan must include pre-defined pivot points or
'off-ramps’ if milestones are not met. Continue to pursue non-core asset sales (like Banma) to fund
these investments without over-leveraging the balance sheet.

2. Action for China E-commerce Group: Focus on Synergies and ROI. The newly formed group must
prove it can generate synergies that lower customer acquisition costs and improve logistical efficiency
over time. The primary goal is to shorten the timeline to reaching a positive return on the massive
capital being deployed.

3. Action for Cloud Intelligence Group: Maintain Momentum. Continue executing the current
strategy. The group's strong performance provides a crucial narrative of future growth that helps offset
the negative sentiment from the commerce group's investments. It is essential this engine continues to
fire on all cylinders.
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