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1.Abstract

This report introduces Alibaba listed companies, mainly to introduce and

analyze Alibaba's financial statements and mergers and acquisitions in

the past five years. Use SWOT analysis to analyze the advantages and

disadvantages of Alibaba's adoption of this acquisition, and what better

opportunities and development prospects will be in the future. Through

the horizontal and vertical analysis and financial ratio analysis of

Alibaba's 2015-2019 financial statements, the company's financial status

is diagnosed and recommendations are made. In the booming Internet

industry, Alibaba acquired the acquisition of more than $4.5 billion in

Youku Tudou and created a “first acquisition” of the Chinese Internet.

This report specifically discusses the difference in profitability of

Youku Tudou before and after the merger. According to the financial

statements of Alibaba and Youku Tudou, the financial performance of

Alibaba before and after the merger was analyzed. Finally, through the

analysis and comparison of the data ratio, Alibaba's acquisition was

summarized and comments were made.

2.Introduction

The content of this paper is to analyze and diagnose the management of

Alibaba's business and its governance mechanism. First of all, this report

introduces the basic situation, business scope and strategic positioning

of Alibaba Group. Through the collection of 2015-2019 data analysis

financial statements, summarize the financial situation of Alibaba in the

past five years, and through the ratio analysis, put forward relevant

development proposals. Through SWOT analysis, the main focus is on

Alibaba's own strength and comparison with competitors, while opportunity

and threat analysis will focus on the external environment and corporate

change. In the analysis, all internal factors should be combined, and then

external forces should be used to evaluate these factors. Enterprises can

expand their scale through their own accumulation, but they will encounter

bottlenecks when they develop to a certain extent. M&A is one of the

effective ways to rapidly expand the scale. In the booming Internet

industry, Alibaba acquired Youku Tudou for more than $4.5 billion in

mergers and acquisitions, creating the “biggest acquisition” of the

Chinese Internet. In terms of research, the implementation of mergers and

acquisitions by enterprises is mainly the pursuit of financial results

brought about by mergers and acquisitions. Whether mergers and

acquisitions achieve the expected results is the standard for measuring

the success of mergers and acquisitions. The report combines specific M&A

cases, compares changes in financial performance, and conducts research

and judgment on the future development of Alibaba.
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3.Alibaba’s introduction

Founded in 1998, Alibaba is a very mature company. Alibaba Group has over

100,000 employees， which is a very large size company.Alibaba has

attracted more than 2.1 million merchants to enter the market and is

currently the world's largest online market for B2B online transactions.

Since its inception, Alibaba has always adhered to the strategic

positioning of “To make it easy to do business anywhere”. In the era

of a general decline in the growth rate of large Internet companies around

the world, Alibaba's latest quarterly earnings report still has a revenue

growth rate of more than 60%. It is the only company in the world with

the largest growth rate of more than 50%. In the case of trade wars and

domestic consumption growth, Alibaba's growth rate is still ranked first

among these large Internet companies (including Amazon, Google, Apple,

Facebook, Microsoft, Tencent and other companies). The market value

exceeds 400 billion US dollars.

Due to the development trend of China's outbound tourism rockets in recent

years and the large-scale popularization of mobile payment, Alipay, as

China's most popular mobile payment method, has begun to develop overseas.

It is precisely because of the frequent outbound travel of Chinese

tourists and the booming overseas travel market that Alibaba's Alipay

mobile payment overseas marketing has become one of the most important

marketing strategies. Whether you are an overseas Chinese student or a

Chinese tourist, you can now see the icon that supports Alipay payment

at famous attractions and shopping centers around the world. According

to Alibaba's official website, in 2017, Alipay was the first to receive

support from six European countries. As of this year, Alipay has signed

agreements with more than 100 European banks and has cooperated with more

than 20 countries in Europe.
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4.Alibaba’s financial report analysis

4.1 Horizontal and vertical analysis of balance sheet

Table 1.Horizontal analysis of balance sheet

2015-Mar 2016-Mar 2017-Mar 2018-Mar 2019-Mar

Assets

Cash and cash equivalents 42.36% 29.31% 28.36% 27.79% 19.69%

Short-term investments 6.97% 2.44% 1.39% 1.52% 1.37%

Total cash 49.33% 31.75% 29.75% 29.31% 21.05%

Receivables 4.37% 3.22% 4.22% 3.54% 3.10%

Total current assets 55.63% 36.79% 36.01% 35.82% 28.01%

Goodwill 16.42% 22.40% 24.75% 22.61% 27.45%

Intangible assets 2.57% 1.47% 2.78% 3.83% 7.07%

Deferred income taxes 0.06% 0.01% 0.08% 0.30% 0.26%

Other long-term assets 1.54% 1.64% 1.51% 2.05% 2.64%

Total non-current assets 44.37% 63.21% 63.99% 64.18% 71.99%

Total assets 100.00% 100.00% 100.00% 100.00% 100.00%

Total current liabilities 15.53% 14.28% 18.50% 18.94% 21.52%

Total non-current liabilities 27.53% 26.18% 26.49% 30.05% 27.47%

Total liabilities 43.06% 40.46% 44.99% 48.99% 48.99%

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）
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Table 2. Vertical analysis of balance sheet

2016-2015 2017-2016 2018-2017 2019-2018

Assets

Cash and cash equivalents -0.64% 14.73% 16.20% -2.40%

Short-term investments -33.46% -11.37% 21.35% 9.50%

Total cash -4.26% 13.17% 16.46% -1.70%

Receivables 2.51% 29.10% 8.55% 8.23%

Total current assets -2.91% 15.30% 16.92% 2.55%

Total non-current assets 34.06% 16.93% 17.33% 20.30%

Total assets 17.59% 16.34% 17.18% 14.74%

Total non-current liabilities 15.14% 16.90% 23.23% 10.33%

Total liabilities 14.55% 21.45% 21.28% 14.75%

Total stockholders' equity 19.74% 12.47% 13.50% 14.73%

Total liabilities and stockholders'

equity
17.59% 16.34% 17.18% 14.74%

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）

Through the horizontal and vertical analysis of the balance sheet, we can

see that Alibaba's total assets continue to grow from 2015 to 2018，which

is referred in Table 2.Although the growth rate slowed down in 2018,

Alibaba's overall development is in good condition. This is still a trend

of growth. Among the total assets, the proportion of non-current assets

is higher than that of current assets, indicating that Alibaba's asset

liquidity is weak, solvency declines, financial risks increase, and

liabilities increase substantially. However, the total liabilities are

lower than the total assets,which is referred to Table 1.There are no major

problems. Although Alibaba's shareholder equity growth rate is lower than

total assets, it can be seen that Alibaba's debt burden is intensified

and the overall structure is unstable. But in general, shareholders'

equity and assets are rising, which also reflects the positive development

trend of return on equity.
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4.2 Horizontal and vertical analysis of Income statement

Table 3.Vertical analysis of income statement

2016-2015 2017-2016 2018-2017 2019-2018

Revenue 14.06% 22.02% 22.52% 20.18%

Cost of revenue 18.08% 26.78% 28.56% 31.81%

Gross profit 12.10% 19.33% 18.36% 8.52%

Total operating expenses 12.35% 15.88% 17.90% 21.24%

Net income 49.31% -24.13% 18.95% 15.66%

EBITDA 39.06% -7.85% 24.14% 4.73%

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）

Table 4.Horizontal analysis of income statement

2015-Mar 2016-Mar 2017-Mar 2018-Mar 2019-Mar

Revenue 100.00% 100.00% 100.00% 100.00% 100.00%

Cost of revenue 31.28% 33.97% 37.58% 42.77% 54.91%

Gross profit 68.72% 66.03% 62.42% 57.23% 45.09%

Sales, General and

administrative
21.41% 20.28% 18.04% 17.40% 17.16%

Other operating expenses 16.30% 16.13% 14.02% 11.72% 12.60%

Total operating expenses 37.71% 36.41% 32.06% 29.11% 29.76%

Operating income 31.02% 29.62% 30.36% 28.12% 15.32%

Other income (expense) 15.01% 52.85% 9.25% 13.43% 11.59%

Income before income taxes 42.42% 80.55% 37.93% 40.12% 25.53%

Net income from continuing

operations
31.91% 70.48% 26.05% 24.54% 21.29%

Net income 31.84% 70.65% 27.59% 25.61% 23.32%

Net income available to

common shareholders
31.71% 70.65% 27.59% 25.57% 23.25%

EBITDA 51.82% 89.10% 48.65% 50.34% 36.75%

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）

Alibaba's net profit is generally on the rise,except for a significant

decline in 2016-2017, the net profit in 2018 has increased significantly,

but shareholders' equity has not been greatly affected, and it is still

increasing year by year,which is referred to table 3.However, through the

horizontal and vertical analysis of the Income statement, the increase

in cost of revenue and the increase in the proportion led to a slowdown
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in revenue growth. Even in 2019, the proportion of cost of revenue exceeded

50% of revenue.Although the profit has been increasing year by year, it

shows that Alibaba's operation scale is expanding continuously, the

development momentum is good, and the cost increase is efficient, which

has no negative impact on the company.

4.3 Cash flow statement analysis

Table 5. Cash flow statement

（Source: The data is from https://www.holdle.com/us_stocks/BABA，the

data unit is RMB million.）

It can be seen from the table 5 that the net cash inflow of the company's

operating activities has maintained a high growth, indicating that the

main business development is in good condition and maintains a high-speed

growth.

The net cash outflow of investment activities decreased in addition to

2015-2016, and the rest has maintained a substantial increase, indicating

that the company has made more investments and is increasing, especially

in 2017-2018.

The net cash inflow from financing activities decreased sharply in 2016

and 2019, but the growth in the remaining years became positive. This

indicates that the financing activities in 2016 and 2019 are more

expenditure funds, but the overall financing inflows are net. The amount

is decreasing. Cash and cash equivalents also maintained a growing trend,

but were slightly flat relative to other projects. Although the impact

of exchange rate changes is very large, the impact is small because the

2015 2016 2017 2018 2019

Net cash provided by

operating activities
41217 56836 80326 125171 150975

Net cash used for investing

activities
-53454 -42831 -78364 -83890 -151060

Net cash provided by (used

for) financing activities
87497 -15846 32914 20359 -7392

Net change in cash 75148 -1375 36918 55573 -4232

Operating cash flow 41217 56836 80326 125171 150975

Capital expenditure -7705 -10845 -17546 -29836 -49643

Free cash flow 33512 45991 62780 95335 101332
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total number is small.

Corporate value is positively related to corporate free cash flow. Alibaba

Group's free cash flow is increasing year by year. Since free cash flow

is also one of the important indicators for shareholders to value the

company, many investors have the ability to generate free cash flow. The

first place in the survey indicators reflects the increasing value of

Alibaba's investment.

4.4 Financial ratio analysis

Table 6.Financial ratios

（Source: Calculated by Alibaba Financial Report）

Graph 1. Current ratio

2015 2016 2017 2018

Liquidity
current ratio 358 258 194 189

quick ratio 358 258 193 186

Leverage
debt to asset ratio 38.4 31.5 36.6 39.1

Equity ratio 56.9 59.6 55 51

Activities

Accounts

receivable

turnover rate

(times)

7 8.5 7.3 9.8

Average number

of days received

51.4 42.4 49.3 36.7

Profitability

Return on equity 16.7 32.9 15.7 17.5

Return on asset 9.5 19.6 8.6 8.9
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（Source：own made.）

Current ratio: Alibaba's current ratio is generally declining,according

to graph 1.In 2017-2018, it shows that the liquidity of corporate assets

has weakened and the short-term solvency has weakened.However, Alibaba's

current ratio is generally within a reasonable range, and current assets

are on average more than twice the current liabilities,which is referred

to table 6. The decline in the current ratio within a reasonable range

also shows that Alibaba effectively uses liquid assets and improves its

profitability.

Graph 2.Quick ratio

（Source：own made.）

Quick ratio ： Alibaba's quick ratio is generally declining.Through

Alibaba's balance sheet, it can be seen that accounts receivable are on

the rise year by year, which also shows that Alibaba has problems in

accounts receivable, but the quick ratio is also falling within a

reasonable range. Explain that Alibaba is poorly managed in this part of

accounts receivable, and its liquidity level and short-term solvency are

still reasonable.
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Graph 3.Debt to asset ratio

（Source：own made.）

Debt to asset ratio ：As can be seen from the graph 3, Alibaba's

asset-liability ratio declined in 2015-2016, indicating that financial

risks have declined during this period and long-term solvency is strong,

but in 2016-2018, Alibaba's asset-liability ratio is on the rise, and then

Combined with the horizontal and vertical analysis of the balance sheet,

it is found that the proportion of liabilities to total assets has

increased since 2016, indicating that during this period, Alibaba's

financial risks have increased and long-term solvency has begun to

decline.

Graph 4.Equity ratio

（Source：own made.）
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Equity ratio ：Alibaba's equity ratio showed an increasing trend in

2015-2016, and began to decline in 2016-2018, indicating that Alibaba's

shareholders are very optimistic about the company's development, but the

subsequent decline in the ratio, the proportion of debt to asset ratio

is rising,which is referred in graph 3， it is likely that shareholders

are not optimistic about the company's prospects, making the debt to asset

ratio increase, increasing the financial risk of the company, but the

equity ratio is basically stable at 50%, which is a reasonable range and

has no significant impact on the company's long-term development.

Graph 5.Accounts receivable turnover

（Source：own made.）

Accounts receivable turnover ：Alibaba's accounts receivable turnover

rate showed an overall upward trend, except for a slight decline in 2017,

but there was a significant increase in 2018. Accounts receivable showed

an increase in turnover rate, indicating rapid collection and shorter age;

Strong liquidity of assets and strong short-term solvency; can reduce bad

debt losses.
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Graph 6.Average number of days received

（Source：own made.）

Average number of days received ：Alibaba's Average number of days

received is generally declining, except for growth in 2017, but it has

started to decline significantly in 2018, indicating that the company's

ability to recover funds is very strong. Cash receipt means no credit,

and there is steady flow of funds at any time. The time for enterprises

to lack money is very small, the capital reserve can be supplemented at

any time, there is no capital turnover period, and cash collection means

that they have the dominant position in the transaction, and they are in

a leading position in peer competition, and their stocks are more

investment value.

Graph 7.Return on asset

（Source：own made.）
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Return on asset ： Alibaba's return on total assets has increased

significantly in 2016, and it has remained stable for the remaining three

years, indicating that Alibaba is very profitable in 2016, and its return

on investment is the highest. There is also a growing trend in 2018,

indicating that the profitability of Alibaba began to increase.

Graph 8.Return on equity

（Source：own made.）

Return on equity：After a significant increase in 2016, it began to decline,

but there was growth in 2018. In 2016, Alibaba’s return on equity exceeded

30%,which is referred to the graph, indicating that it has excellent

investment value in this year, and each of Alibaba’s The financial

indicators should be very good. Although they started to decline after

2016, but they all remained above 15%, indicating that the investment

income is higher than the cost of capital and it is still worth investing.

5.Alibaba’s merger and acquisition case analysis

5.1 The concept of M&A.

M&A represents the organizational strategy of buying, selling, segmenting

and combining different companies (Depamphilis, 2009). The concepts of

mergers and acquisitions are divided into broad and narrow senses. First,
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a merger in a broad sense refers to the acquisition of assets or equity

by another company. In a narrow sense, a merger is a company that acquires

the equity of another company or other company. Therefore, mergers and

acquisitions are divided into two different types: Merger: Once a merger

occurs, whether it is an asset merger or an equity merger, it means that

the merger does not exist and merges into a company. Acquisition: A

dominant company acquires part or all of the assets of another company,

but the acquired company has not disappeared and two or more companies

have merged into one new company. After the merger, multiple legal persons

became a legal person.From a financial point of view, the shares of the

acquired company have not been canceled, but are still traded on the market

(DePamphilis, 2009).

5.2 Motivation of M&A

With the rapid development of economic globalization, more and more

companies are undergoing cross-border mergers and acquisitions. In other

words, M&A is a strategic goal, the company’s motivation

Growth (Kreitl & Oberndorfer, 2004).The essence of mergers and

acquisitions is dissatisfaction, in order to seek greater development and

external expansion. Mergers and acquisitions are also a high-risk,

high-reward behavior. In the actual enterprise case, the motivations of

M&A are summarized as follows:

 The company hopes to form a scale economy and reduce production costs.

Once the enterprise has formed economies of scale, the most significant

effect is to reduce the cost of each link, whether it is the initial

procurement of raw materials, production and sales links or management.

 Increase the proportion of market share.

Through the formation of economies of scale, the production level of

enterprises will be greatly improved, the supply will also increase, the

proportion of market share will be significantly improved, and the

industry status of enterprises will also increase.

 Obtain mature production technology, management talents or brands.

It is an adventurous behavior for companies to develop advanced production

technologies from scratch or to develop a very prestigious and well-known

brand. It is an adventurous behavior. However, through mergers and

acquisitions, companies can save a lot of money. Cost, whether it is time

or assets.M&A is the ability to quickly and directly access resources,

to a certain extent, to help companies reduce production costs and

subsequent costs, and to avoid the possibility of failing to create new

brands.
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 Cross-industry development to achieve diversified development of

enterprises.

Through investment in different industries, enterprises directly expand

their business scope, while also diversifying investment risks and

occupying a wider market share.

5.3 M&A process

 Preliminary preparation stage.

Enterprises need to initially plan the target enterprise characteristics

of the acquisition according to the needs of future strategic development,

and conduct target search in the market according to these characteristics,

such as what industry the target market belongs to, what production

technology or mature brand, and preliminary evaluation and Comparison.

 Program design phase.

Based on the preliminary evaluation and screening results of the previous

period, we conducted in-depth analysis and designed various merger and

acquisition plans, including the scope of mergers and acquisitions

(assets, debts, contracts, customers, etc.), merger and acquisition

procedures, payment costs, payment methods, and so on.

 Negotiation signing phase.

By modifying the finalization of the M&A plan, the acquisition of the

proposal or the letter of intent for the core content serves as the basis

for negotiations with the target company. Whether the proposal or letter

of intent is beneficial to the acquisition of the parties directly

determines the success of the negotiation results.

 Takeover and integration phase.

For complexity reasons, leadership and management issues grow as

companies grow in size (Johnson et al., 2004).The acquirer shall carry

out large-scale integration of the personnel, management mode and even

corporate culture of the target enterprise.Diagnosing a company's culture

is a subjective and explanatory process, so an in-depth understanding of

history and current activities is required (Buono & Bowditch, 2003). and

the strategic development of the target enterprise shall be consistent

with the acquirer. Most importantly, corporate plans and future goals need

to be clarified, and business tasks need to be renegotiated because there
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may be uncertainty at all levels of the company (Allen & Renjen,

2009).Therefore, the final link directly determines the success of this

acquisition.

5.4 Alibaba’s M&A background and Youku Tudou’s background

On November 6, 2015, Alibaba officially acquired all outstanding shares

of Youku Tudou and signed an agreement. Youku Tudou is one of the leading

companies in the online video industry in China and is committed to the

overall development of the online video industry. On August 23, 2012,

Youku(China's first video network, listed on the New York Stock Exchange

in 2010) and Tudou(the earliest video network in China, listed on NASDAQ

in 2011) merged to achieve 100% equity swap. Youku Tudou has a wealth of

content resources and a strong technology platform. Youku Tudou has more

than 400 million users per month, which means that one-third of Chinese

people have become users of Youku Tudou.In fact, as early as October 16

of the same year, Alibaba issued a non-binding offer to the Youku Tudou

board.

The acquisition is known as the “first acquisition” on the Chinese

Internet, because Alibaba paid for the purchase of Youku Tudou for $4.77

billion in mergers and acquisitions, and actually paid a total of $3.67

billion in cash, compared to the previous Youku Tudou account. There are

$1.1 billion in cash. In other words, the unit price of the acquisition

is 27.60 US dollars per share. Alibaba's purchase price rose by 35.1%

compared to the previous day's closing price of Youku's privatization

offer.

Youku Tudou was officially acquired by Alibaba on April 6, 2016, not only

delisting from the US New York Stock Exchange, but also completing

privatization transactions.

It has become a wholly-owned subsidiary of Alibaba, and will fully develop

in order to achieve the goal of listing A-shares in China within five

years.

5.5 Motivation of Alibaba’s M&A

In order to make the back-end data of each company's back-to-back data

unimpeded, Alibaba has already invested in Youku Tudou long ago. In

preparation for this complete acquisition, Alibaba will rely on its

subsidiary Youku Tudou for more comprehensive and in-depth business

development in development, multi-screen distribution and precision

advertising.

 Attract users and occupy more market share.

From the shopping website to the video website, from various social



16

software to news and other media platforms, the number of online users

in China and the whole world has increased year by year. Therefore, the

booming development of the Internet market is bound to attract the

attention of countless companies, and all major companies want to have

a place in the Internet market.

 Achieve industry diversification, resource interoperability, and

common progress.

In recent years, the video website industry has experienced rapid

development as an emerging industry. The fundamental reason is that more

and more consumers are more willing to use mobile phones or tablets to

watch TV dramas or movies because of advances in technology. Since the

expensive exclusive copyright is a high cost for the video website,

Alibaba provides financial support and an advertising marketing platform,

and the two parties will mutually benefit and win.

 Reduce the cost of trading.

Alibaba wants to enter the video website industry, the most suitable

solution is to acquire professional technology and related resources

directly through the acquisition of an influential and brand-oriented

enterprise. If Alibaba chooses to create a video website, the risk is

extremely high. First, it needs a long period of research and development.

Then, it is a high marketing cost to win the popularity, and it has to

occupy a large market share and can surpass other professions. The entire

self-created process will inevitably consume a lot of manpower, material

resources and financial resources. The results of time cost and

opportunity cost are negative. Therefore, the choice of mergers and

acquisitions can avoid the crisis from a great deal.

5.6 Comparative analysis of financial performance before and after

Alibaba's M&A.

Table 7. 2014 Youku Tudou and LeTv related financial indicators

2014
Operating

income

Average

amount of

intangible

assets

Intangible

assets

turnover%

Total

assets

turnover%

gross

profit

rate%

Return

on

equity%

Youku Tudou 4223.39 1265.53 3.34 0.25 19.50% -5.85%

LeTv 6818.94 2990.76 2.28 0.98 15% 12%
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Table 8. 2015 Youku Tudou and LeTv related financial indicators

2015
Operating

income

Average

amount of

intangible

assets

Intangible

assets

turnover%

Total

assets

turnover%

gross

profit

rate%

Return

on

equity%

Youku Tudou 1854.84 1472.1 1.26 0.11 16.8 -3.24

LeTv 13016.73 4134.62 3.17 1.01 15 15

（Source: Calculated by Youku Tudou Company and LeTV Financial Report,

the data unit is RMB million.）

 Solvency performance

According to the investigation and research, Youku Tudou Company has a

strong short-term solvency, and the long-term solvency is also relatively

impressive compared with the same industry. Ali Group's short-term

solvency and long-term solvency are relatively strong. According to

Alibaba's 2015 and 2016 financial results, its debt to asset ratio are

38.4% and 31.5%, respectively, and the current ratio is 358% and

258%,which is referred to table 6.It can be seen that Ali's debt ratio

is low. However, for the time being, the acquisition of Youku Tudou has

not yet given the Ali Group the ability to repay its financial performance.

 Operational capability performance

Measuring the operational efficiency of online video companies can be

expressed through the intangible asset turnover rate, because the most

directly invisible to video companies is intangible assets. In order to

calculate the intangible asset turnover rate of Youku Tudou, the operating

income will be used as a numerator, and its operational capability index

will be compared with LeTV. (LeTV is the same Internet company, mainly

engaged in online video. It is comparable with Youku Tudou, which is

comparable.)

According to table 7,LeTV's operating income was 6.818 billion RMB, and

Youku Tudou's operating income was 4.23 billion RMB.According to table

8,LeTV's operating income was 13 billion RMB, and Youku Tudou's operating

income was 1.854 billion RMB. In table 7, Youku Tudou's intangible asset

turnover rate was 3.34, which was higher than LeTV's 2.28. In table 8,

Youku Tudou's intangible asset turnover rate was 1.26, which was far lower

than LeTV's 3.17, which was the operating efficiency of Youku Tudou in

2014. Not as good as before, and behind the peers, resulting in poor

operation in 2015 and poor management. Compared with 2015, the intangible
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assets turnover rate of the Alibaba Group in 2016 and 2017 has been

decreasing, but the total asset turnover rate has increased. The following

is the data for the past three years: the total intangible assets in 2014,

2015, 2016 and 217 were 6,575 million, 5,370 million, 14,108 million, and

27,465 million respectively.

Revenues were 76 204 million RMB, 101 143 million RMB, 158 273 million

RMB and 250 266 million RMB respectively. Therefore, it can be inferred

that the intangible assets turnover ratios in 2015, 2016 and 2017 were

16.93%, 16.25% and 12.03%, respectively, and the total asset turnover

ratios were 0.33%, 0.36% and 0.41%, respectively. Although the intangible

asset turnover rate has declined, the total asset turnover rate has shown

an upward trend and does not affect Ali's overall operations. Alibaba's

total assets in 2014 were 255 434 million RMB, total assets in 2015 were

364 450 million RMB, total assets in 2016 were 506 812 million RMB, and

total assets in 2017 were 717 124 million RMB. From this comparison which

are referred in table 7 and 8, it is known that this phenomenon is mainly

caused by the excessive growth of the Ali Group's intangible assets.

 Profitability performance

According to table 7 and 8,LeTV's ROE is higher than Youku Tudou. LeTV

has expanded its business through diversified business methods and

increased its book profits through its affiliated transactions. Due to

the single operation mode and lack of innovation over the years, Youku

Tudou has caused the company to operate poorly in years.It is very

difficult to make a profit, and its operating gross profit margin has also

declined from 2014 to 2015,which are referred in table 7 and 8.Development

is hopeless and has been losing money for years, so Youku Tudou wants to

be sold.

In addition, the Ali Group's M&A of Youku Tudou is costly, not only because

Youku Tudou have lost money for years, but also because Ali bought the

weighted price premium of 44.5% of Youku Tudou's trading volume in March,

not only to prepare for large-value impairment, but also to bear the losses

caused by the profit of the Alibaba Group.

 Development capacity performance

In 2015, Youku Tudou's operating income reached RMB 1,854.84 million, far

less than half of that in 2014,which is referred in table 8, so the result

of the continued development of Youku Tudou was eliminated or acquired.

The operating income of the Ali Group has been growing,from 2015 to

2017,which is referred in table 9.Its operating income increased by 33%,

57% and 58%, respectively; the operating profit growth rate was 26%, 65%

and 44% respectively. It can be seen that the M&A of Youku Tudou has not
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affected Alibaba's growth ability, and the expansion of scale has made

Alibaba's development situation very well.

Table 9. 2015-2017 Alibaba related financial indicators comparison.

Intangible

assets

turnover%

Total assets

turnover%

Operating

income

growth rate%

Operating

profit

growth rate%

2015 16.93 0.33 0.33 0.26

2016 16.25 0.36 0.57 0.65

2017 12.03 0.41 0.58 0.44

（Source: Calculated by Alibaba Financial Report）

Table 10. 2014-2017 Alibaba related financial indicators comparison.

operating

profit rate

Return on

equity%

Market and

sales

expenses%

2014 0.34 0.15 0.1

2015 0.29 0.29 0.13

2016 0.3 0.13 0.19

2017 0.32 0.12 0.32

（Source: Calculated by Alibaba Financial Report）

5.7 Discussion on Alibaba's M&A

This M&A of Youku Tudou is not perfect. Although the transaction cost of

Alibaba's access to resources is relatively low, from the profitability

analysis, it can be found that the cost and expenses of the merger of the

Ali Group have been rising, especially the market and sales expenses have

increased,which is referred in table 10.Because Youku Tudou has been

losing money before the merger, so Ali needs to invest a lot of money to

support the development of Youku Tudou. Today, the online video industry

is highly competitive, so it is important to improve the profitability

of Youku Tudou after the merger.

At present, expensive proprietary copyrights are the main reason for the
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widespread loss of Chinese video sites. Therefore, in order to improve

profitability, many companies use online content to reduce operating

costs and expand their business. The production of original web production

content has become a new way of profiting for Youku Tudou. But in the short

term, it will still cause a loss of profits.

Alibaba brings free broadband resources to Youku Tudou. The cost of video

broadband accounts for a significant proportion of the cost of network

video operations. Therefore, the M&A of Ali Group can bring free broadband

resources to Youku Tudou, thus greatly reducing operating costs.

Ali Group can reduce advertising costs by advertising on its internal

platform. Alibaba Group's business covers a wide range of online payment,

social networking and other platforms, which can promote Youku Tudou well,

because Alibaba's internal advertising procurement costs are lower, which

is conducive to significantly reduce marketing costs, Ali Group can

consider Promote business integration in this marketing segment.

Cultural integration between the two companies. At the time of the M&A,

Ali Group announced that Youku Tudou will continue to operate

independently in the future. The company's management team structure will

remain the same, including the fact that the project will remain unchanged

and external cooperation will remain the same. But I think this is only

a temporary way to stabilize the people. Corporate culture reform is

imperative for Ali. Actively promoting open, innovative and diversified

corporate culture, the Ali Group needs to start with human resources. For

the original employees of Youku Tudou, they do not accept innovators, ask

them to fire and actively adjust. In an international context, competition

will become more and more cruel. Only by continuously introducing new

management experience can innovative technology win the future. Mergers

and acquisitions are a favorable means for enterprises to grow and develop.

By integrating resources through mergers and acquisitions, they can

enhance competitiveness and expand market power.

6.Alibaba's SWOT analysis

The SWOT analysis is often used by companies to develop strategies and

analyze competitors. Through SWOT analysis, companies can help companies

collect resources and act at the best opportunities in their strengths

and opportunities, and make the company's strategic positioning and

future development path clearer. The analysis of strengths and weaknesses

focuses on the strength of the company itself and its comparison with

competitors, while the opportunity and threat analysis focuses on changes

in the external environment and the possible impact on the company.
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6.1 Strengths

 Alibaba's M&A of Youku Tudou.

Alibaba's M&A of Youku Tudou helped Alibaba's cross-industry development

in the digital media entertainment industry. Since the M&A of Youku Tudou

in 2015, Alibaba's revenue in the digital entertainment sector has

increased significantly, but this year is also on the rise, so this M&A

case helped Alibaba expand its business scope and enhance its

comprehensive strength.

 Use the company's own advantages to reduce marketing costs.

Alibaba has great potential both in terms of domestic influence and

international influence. The brand awareness and reputation are very good.

Therefore, after the M&A of Youku Tudou, it is possible to advertise for

Youku Tudou through multiple channels within the company. Alipay's

publicity or Taobao's promotional activities can greatly reduce marketing

expenses without outsourcing to other advertising public relations

companies.

6.2 Weaknesses

 Costs continue to rise.

From the analysis of the income statement, it can be seen that since the

M&A of Youku Tudou in 2015, Alibaba's cost and expense have been on the

rise, especially in sales expenses. By reviewing the earnings report of

Youku Tudou before 2015, you can know that it is in a state of loss.

Obviously, this time Alibaba’s acquisition must require a lot of

resources for the development of Youku Tudou, which directly affects this

aspect.

 No own logistics system.

In China, Jingdong Group is Alibaba's biggest competitor, and Jingdong's

biggest advantage is logistics. With its fast logistics and authentic

products, it has brought a good user experience to consumers. However,

Alibaba has not built its own logistics system, and because of the huge

number of stores, it has not managed to manage many products 100%. Quality,

it is often mentioned that consumers of Taobao products will associate
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with fakes. Usually, some valuables, such as home appliances, computer

phones and other Chinese consumers, prefer to buy on Jingdong.

6.3 Opportunities

 Take the acquisition and merger to cooperate with other international

retailers.

Due to the increasing number of overseas students in China, the Chinese

study market is growing stronger. Therefore, Alibaba should conduct

strategic cooperation with foreign logistics companies or retailers to

open up international markets and enhance overseas influence.

 Cooperation and mutual benefit.

Exclusive copyright is one of the most important weapons for each video

website to seize market share. Each video website uses a certain TV series

or movie of its own brand as a bargaining chip to attract many members'

subscriptions, and the user’s subscription volume is also The most

important source of income for video sites. But expensive copyright fees

are also one of the major reasons for the loss of many video sites.

Alibaba's M&A of Youku Tudou has the ability to provide a lot of help in

terms of funds and other resources to reduce cash flow pressure.

6.4 Threats

 Trade war between China and the United States.

The United States’ tariff on China’s exports to the United States, as

Alibaba, which has grown stronger in overseas e-commerce, is bound to be

greatly affected. The most obvious is the decline in the market value of

the US stock price.

 Inconsistency between corporate culture integration.

One of the biggest challenges facing mergers and acquisitions is the

cultural integration between two different companies. Each company has

its own different cultural atmosphere and strategy. As an e-commerce

company like Alibaba, it has advanced technology and cultural focus on

innovation. It must always keep up with the development of the times. This

time, as the target company's Youku Tudou, because of the perennial loss

and lack of innovation ability, Youku Tudou's management team has a great

responsibility, but Alibaba has not changed the management of Youku Tudou,
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but continues to let them operate independently. In the long run, this

move will affect the future cooperation between the two parties, and even

serious mistakes will lead to the failure of mergers and acquisitions.

7.Conclusions

With the continuous development of global e-commerce, China's e-commerce

headed by Alibaba has formed a great economies of scale, and in the future

it will become one of the main forces that China's economic growth cannot

ignore. In 2019, Forbes released the ranking of the world's top 500,

Alibaba's ranking rose from No.462 in 2017 to No.182 this year. In just

three years, it has been growing rapidly and has tremendous growth

potential in the future.

From a financial point of view, Alibaba Group has achieved good

development in terms of short-term and long-term solvency, profitability

and development capabilities. However, there are some problems in current

assets, especially the trend of accounts receivable rising year by year.

Alibaba should pay attention to the management of receivables. In the past

few years, Alibaba has carried out many investment activities. Its own

business and scale expansion have caused non-current assets to occupy a

large amount of funds and cannot be realized as soon as possible, such

as the M&A of Youku Tudou. In 2015, it spent $4.77 billion in cash. As

can be seen from the 2015-2016 income statement, the M&A did not cause

serious profit loss to Alibaba's future development, but net profit

increased by 49.31%. However, Alibaba needs to worry that the horizontal

and vertical analysis of the income statement shows that operating

expenses have been increasing over the past five years, which directly

led to a slowdown in net profit growth. Therefore, Alibaba should expand

its scale while conducting effective cost control.

From a comprehensive development perspective, Alibaba is a promising and

well-developed company regardless of shareholder equity, overall profit

level and free cash flow.

In the future, Alibaba should establish its own logistics system, reduce

logistics costs, and attach importance to comprehensive evaluation of

merchants entering Taobao. Counterfeit goods and unscrupulous sellers are

absolutely prohibited from entering Taobao.com for trading. In the past

five years, the goodwill in Alibaba's balance sheet has been growing,

which is the most important performance of e-commerce companies.

Establish and improve its own credit guarantee system and improve its

reputation, thereby enhancing the company's reputation and good corporate

image.

Through Alibaba’s M&A of Youku Tudou, I learned that in the context of

this international competition, companies can only win by continuously
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introducing new management experience and technological innovation.

Mergers and acquisitions are one of the most effective ways for companies

to grow themselves and develop rapidly. By integrating resources through

mergers and acquisitions, they can increase and expand their

competitiveness and market share.The M&A case is the comprehensive

strength of a company. M&A is a very complicated transaction process. The

managers of the company must consider and evaluate all aspects, pay

attention to the details of each link of the M&A,reduce the risk as much

as possible and create more value for the company and shareholders.
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8.Annexes

8.1 Income Statement

（Source: The data is from https://www.holdle.com/us_stocks/BABA，the

data unit is RMB million.）
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8.2 Horizontal analysis of Income statement

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）
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8.3 Vertical analysis of Income statement

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）

2016-2015 2017-2016 2018-2017 2019-2018

Revenue 14.06% 22.02% 22.52% 20.18%

Cost of revenue 18.08% 26.78% 28.56% 31.81%

Gross profit 12.10% 19.33% 18.36% 8.52%

Sales, General and administrative 11.40% 16.39% 20.79% 19.53%

Other operating expenses 13.56% 15.23% 13.86% 23.66%

Total operating expenses 12.35% 15.88% 17.90% 21.24%

Operating income 11.79% 23.20% 18.84% -9.85%

Interest Expense -17.12% 15.70% 14.35% 18.55%

Other income (expense) 64.75% -56.99% 39.30% 13.01%

Income before income taxes 43.19% -15.15% 25.17% -2.13%

Provision for income taxes 13.68% 23.97% 13.83% -4.74%

Minority interest 205.36% 86.95% 4.52% 48.11%

Other income 10.78% 59.45% 51.69% -53.62%

Net income from continuing

operations
49.13% -26.72% 19.67% 13.29%

Other 205.36% 86.95% 4.52% 48.11%

Net income 49.31% -24.13% 18.95% 15.66%

Preferred dividend -100.00% 100.00% 45.18%

Net income available to common

shareholders
49.46% -24.13% 18.86% 15.58%

Basic 47.56% -24.79% 17.71% 15.07%

Diluted 48.39% -24.34% 18.18% 15.32%

Basic 2.52% 0.71% 1.19% 0.53%

Diluted 1.22% 0.21% 0.71% 0.25%

EBITDA 39.06% -7.85% 24.14% 4.73%
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8.4 Balance sheet

（Source: The data is from https://www.holdle.com/us_stocks/BABA，the
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data unit is RMB million.）

8.5 Horizontal analysis of Balance sheet

（Source: The data is from https://www.holdle.com/us_stocks/BABA.）
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8.6 Vertical analysis of Balance sheet

2016-2015 2017-2016 2018-2017 2019-2018

Cash and cash

equivalents
-0.64% 14.73% 16.20% -2.40%

Short-term

investments
-33.46% -11.37% 21.35% 9.50%

Total cash -4.26% 13.17% 16.46% -1.70%

Receivables 2.51% 29.10% 8.55% 8.23%

Inventories 100.00% 30.60%

Deferred income

taxes
27.58% 18.22% -100.00%

Prepaid expenses 43.39% 42.70% 15.94% 34.16%

Other current

assets
5.61% 10.03% 33.15% 21.28%

Total current

assets
-2.91% 15.30% 16.92% 2.55%

Land -3.83% 23.99% 33.31% -100.00%

Fixtures and

equipment
14.62% 16.74% 30.06% 22.76%

Other properties 26.74% 24.15% 59.00% 14.91%

Property and

equipment, at cost
15.64% 20.17% 44.32% 13.35%

Accumulated

Depreciation
17.32% 19.96% 25.01% 24.83%

Property, plant and

equipment, net
14.82% 20.27% 50.58% 9.63%

Equity and other

investments
42.73% 11.36% 7.91% 15.18%

Goodwill 32.14% 21.14% 12.77% 24.07%

Intangible assets -10.09% 44.86% 32.13% 42.63%

Deferred income

taxes
-67.91% 85.58% 69.94% 7.44%

Other long-term

assets
20.69% 12.37% 31.50% 26.79%

Total non-current

assets
34.06% 16.93% 17.33% 20.30%

Total assets 17.59% 16.34% 17.18% 14.74%

Short-term debt 36.77% 55.17% -42.38% 57.69%
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（Source: The data is from https://www.holdle.com/us_stocks/BABA.）

Taxes payable 5.14% 34.55% 35.36% 13.61%

Accrued liabilities 18.52% 25.70% 29.53% 11.59%

Deferred revenues 11.82% 21.00% 22.50% 18.15%

Other current

liabilities
4.51% 22.64% 9.78% 30.79%

Total current

liabilities
13.48% 28.62% 18.31% 20.92%

Long-term debt 2.75% 17.93% 21.74% -3.32%

Deferred taxes

liabilities
18.04% 22.15% 31.08% 7.66%

Deferred revenues -3.13% 21.06% 21.54% 19.27%

Minority interest 46.64% 15.88% 23.79% 25.17%

Other long-term

liabilities
-12.91% -25.35% 22.64% 50.32%

Total non-current

liabilities
15.14% 16.90% 23.23% 10.33%

Total liabilities 14.55% 21.45% 21.28% 14.75%

Other Equity 20.23% 18.93% 7.51% 10.61%

Additional paid-in

capital
6.04% 10.91% 6.31% 10.76%

Retained earnings 52.04% 15.91% 22.71% 19.88%

Treasury stock 100.00% -11.67% -100.00%

Accumulated other

comprehensive

income

32.02% 15.53% -1.03% -288.01%

Total stockholders'

equity
19.74% 12.47% 13.50% 14.73%

Total liabilities

and stockholders'

equity

17.59% 16.34% 17.18% 14.74%
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8.7 Cash flow statement

（Source: The data is from https://www.holdle.com/us_stocks/BABA，the

data unit is RMB million.）
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