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Alibaba reported 1QFY27 (March year-end) revenue of RMB269.0bn, up 8.6% 
YoY and in line with Visible Alpha (VA) consensus. Adjusted EBITA came in at 
RMB27.3bn, down 30% YoY but 7% ahead of consensus, which we attribute 
mainly to better-than-expected performance at Alibaba E-commerce Group 
(AEG). For 1QFY27, management highlighted that Alibaba Cloud’s external 
revenue growth accelerated to 45% YoY (4QFY26: 40%) and expects the 
acceleration momentum to sustain in the coming quarters, supported by robust 
demand and continued capacity expansion. Moreover, management noted that 
AI-related capex can achieve a three-year payback period, with further 
shortening expected as AI-related product gross margins improve, supported 
by greater economies of scale, increased deployment of proprietary chips, and 
improved capital efficiency. We remain positive on Alibaba as one of the key 
beneficiaries of the AI theme within our coverage universe. In our view, the 
stable cash flow generated by AEG and Alibaba’s strong balance sheet should 
support continued investment to capture opportunities in the AI era, while a 
clear path to attractive ROIC should underpin long-term shareholder returns. 
Maintain BUY.  

  ACCS: strong revenue growth with a solid margin expansion 
outlook. AI Cloud and Compute Services (ACCS) delivered 45% YoY 
revenue growth in 1QFY27. Management highlighted that: 1) AI-related 
revenue accounted for 35% of external cloud revenue, with an annualized 
run rate of RMB49.5bn (US$7.3bn); and 2) ARR from AI model and app 
services, mainly MaaS/API revenue, recently surpassed RMB16bn in Aug, 
with management remaining confident in achieving its previously stated 
RMB30bn target by end-2026. ACCS adjusted EBITA margin reached 
11.6% in 1QFY27, up 4.2ppts YoY, driven by improving economies of 
scale and stronger pricing power for AI-related products. For 2QFY27E, 
we expect: 1) ACCS revenue growth to further accelerate to over 50% 
YoY; 2) AI-related revenue to exceed a US$10bn annualized run rate; and 
3) adjusted EBITA margin to improve further QoQ, keeping the segment 
on track toward management’s c.20% OPM target over the next 5 years. 

 AI Labs and Applications: losses to narrow on revenue ramp-up and 
improving operating efficiency. AI Labs and Applications (ALA) 
recorded an adjusted EBITA loss of RMB13.9bn in 1QFY27, compared 
with a loss of RMB3.2bn in 1QFY26, primarily due to increased investment 
in AI capabilities and higher inference costs associated with the Qwen app. 
However, we expect the adjusted EBITA loss to narrow QoQ to RMB12bn 
in 2QFY27E, supported by optimization of model training costs and 
improved inference efficiency for the Qwen app. Capex reached 
RMB67.7bn in 1QFY27, up 75% YoY. While capex may fluctuate 
depending on procurement cycles, Alibaba remains committed to investing 
in long-term growth opportunities. In our view, the elevated capex is 
justified by an increasingly visible path to an attractive ROIC. 

 AEG: stable cash flow generator supporting AI investment. AEG 
adjusted EBITA declined 1% YoY to RMB39.7bn in 1QFY27, primarily due 
to increased investment in user experience and technology, partly offset 
by improved operating performance across various businesses. We 
believe AEG should remain a stable cash flow generator, providing 
meaningful funding support for Alibaba’s continued AI investment. 
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Key business segment updates  

During the quarter ended June 30, 2026, Alibaba implemented a new segment reporting structure to reflect its strategic 
realignment aimed at capturing greater synergies across commerce platforms, strengthening its integrated AI 
infrastructure offerings, and accelerating the development of AI products and services. The new structure comprises: 
1) Alibaba E-commerce Group (AEG), a unified group combining Alibaba China E-Commerce Group, Alibaba 
International Digital Commerce Group, Freshippo, and certain commerce businesses previously within Cainiao; 2) AI 
Cloud and Compute Services (ACCS), which combines Cloud Intelligence Group with T-Head to strengthen the 
infrastructure and computing layer of Alibaba’s full-stack AI capabilities; 3) AI Labs and Applications (ALA), which 
brings together AI model labs, Qwen Consumer Business Group, and QwenWork, previously classified under All 
Others, to integrate the full value chain from AI model innovation to consumer applications and enterprise productivity 
solutions; and 4) All Others, which now mainly includes Alibaba Health, Hujing Digital Media and Entertainment Group, 
Amap, Lingxi Games, and other technology businesses. 

AEG (71.9% of 1QFY27 revenue) 

In 1QFY27, AEG generated revenue of RMB205.9bn, up 4% YoY. Within the segment, revenue from China E-
commerce/China Quick Commerce/International E-commerce/Global Wholesale changed by -8%/+45%/-1%/+7% 
YoY, respectively. Within the China E-commerce sub-segment, customer management revenue (CMR) and Direct 
Sales, Logistics & Others revenue declined 7% and 10% YoY, respectively. 

Within AEG, CMR revenue declined 7% YoY in 1QFY27, but grew 1% on a like-for-like basis excluding the contra-
revenue impact from the new business development program, in line with consensus. Within International E-
commerce, AliExpress achieved operating profitability, supported by logistics optimization and improved cost 
efficiency. 

AEG adjusted EBITA came in at RMB39.7bn in 1QFY27, down 1% YoY, primarily due to increased investment in user 
experience and technology, partly offset by improved operating performance across various businesses. For 
2QFY27E, we expect the YoY decline in CMR to narrow sequentially to 6%, as prior investments in user experience 
begin to bear fruit, which should also support an improving outlook for segment EBITA. 

ACCS (16.9% of 1QFY27 revenue) 

In 1QFY27, ACCS generated revenue of RMB48.4bn, up 45% YoY, primarily driven by public cloud revenue growth, 
including the increasing adoption of AI-related products.  

ACCS adjusted EBITA reached RMB5.6bn in 1QFY27, up 133% YoY, primarily driven by strong revenue growth and 
improving operating efficiency, partly offset by increased investment in customer acquisition and technology innovation. 

AI Labs and Applications (1.2% of 1QFY27 revenue) 

Revenue from AI Labs and Applications (ALA) came in at RMB3.3bn in 1QFY27, up 16% YoY, which we believe was 
primarily driven by revenue growth at Quark and DingTalk. 

ALA recorded an adjusted EBITA loss of RMB13.9bn in 1QFY27, compared with a loss of RMB3.2bn in 1QFY26, 
primarily due to increased investment in AI capabilities and higher inference costs associated with the Qwen app. 
However, we expect the adjusted EBITA loss to narrow QoQ to RMB12bn in 2QFY27E, supported by optimization of 
model training costs and improved inference efficiency for the Qwen app. 

All others (10.1% of 1QFY27 revenue) 

Revenue from the All Others segment came in at RMB28.8bn in 1QFY27, up 1% YoY. 

The All Others segment recorded an adjusted EBITA loss of RMB3.3bn in 1QFY27, compared with a profit of 
RMB687mn in 1QFY26, primarily due to increased investment in technology businesses. 

 

Risks 

1) Slower-than-expected cloud revenue growth; 2) more intensified-than-expected industry competition; 3) stronger-
than-expected macro headwind.  
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