$PDD: An Undervalued Global Contender Forging a Durable
Moat Through a Priced-In Crisis

1. Executive Summary

We are initiating a LONG position in PDD Holdings with high conviction. The market has fundamentally
misdiagnosed PDD, punishing its stock for the very catalyst that will forge its next decade of growth. Consensus
sees the global regulatory crackdown on its international platform, Temu, as an existential threat that dismantles its
low-cost moat. Our variant view is that these headwinds are a powerful forcing function, compelling PDD to evolve
Temu from a fragile tariff-arbitrage play into a durable, antifragile global e-commerce platform. The market is
pricing in the problem; we are investing in the painful but necessary solution, underwritten by a fortress balance
sheet and executed by a management team with a history of disrupting incumbents.

The current valuation, at a mere $106.38 per share, translating to a 10.77x trailing P/E and an 8.52x forward
P/E, reflects a profound failure of imagination. This price implies a future where Temu's growth immediately
flatlines and consolidated margins are permanently halved—a low-probability outcome, in our view. The narrative
that the end of de minimis customs treatment equates to the end of Temu is a gross oversimplification that
overlooks the true, structural nature of PDD's competitive advantage: its Consumer-to-Manufacturer (C2M) supply
chain. This is not an easily replicable front-end feature but a deep operational moat built over a decade.

The company is now undertaking a multi-billion-dollar strategic pivot to build a physical logistics network on top of
this existing supply chain advantage. While the market sees this as a panicked, value-destructive cash burn, we view
it as a shrewd, value-accretive investment that will raise barriers to entry, eliminate weaker competitors, and create
a resilient, vertically integrated global enterprise. With over $60 billion in cash and equivalents, PDD is uniquely
positioned to fund this transformation internally, turning a near-term crisis into a long-term competitive
advantage.

Our analysis indicates a probability-weighted fair value of $204 per share, representing a 92% upside. This
asymmetry exists precisely because the market is fixated on the headline risk of regulatory change while
underappreciating the company's immense financial capacity, proven operational DNA, and the durability of its
core C2M moat. We are buying a world-class operator at a deep value price, precisely at the moment of maximum
pessimism.

TL;DR:

« Recommendation + conviction level: LONG with high conviction.

+ Key thesis driver: The market is mispricing a necessary and affordable strategic pivot as an existential threat,
ignoring the durable C2M supply chain moat and PDD's immense financial capacity to build a more resilient
global business.

« Primary risk or kill condition: The passage of explicit, punitive U.S. or E.U. legislation that bans Temu or
imposes tariffs so severe (>50%) that they render the underlying business model unviable, validating the bear
case.

 Valuation vs. current price: Our probability-weighted valuation of $204 implies a 92% upside from the
current price of $106.38, which we believe incorrectly prices in a permanent business model impairment.

2. Business Quality Assessment

PDD Holdings is a tale of two distinct but deeply interconnected businesses: a highly profitable domestic fortress
and an audacious, high-stakes global gambit. The quality of the consolidated enterprise lies in the symbiotic
relationship between these two entities—the fortress provides the capital and operational blueprint, while the
gambit offers a path to a second, massive growth engine.

The Domestic Fortress: Pinduoduo The core of the enterprise is Pinduoduo, a dominant force in Chinese e-
commerce. Its moat is not merely about price but is built on three pillars. First is its pioneering "social commerce"



model, which integrates shopping with social interactions, driving viral growth and user engagement. Second is its
deep, almost infrastructural, integration into China's agricultural supply chain, connecting farmers directly to
consumers to reduce waste and cost. Third, and most importantly, is its Consumer-to-Manufacturer (C2M) supply
chain. As one industry analysis notes:

"Temu’s parent, PDD Holdings, has spent the better part of a decade building relationships with Chinese
factories and has created a culture in which manufacturers are accustomed to the demands of the
platform."”

This C2M model is the true crown jewel. It provides real-time demand data directly to manufacturers, minimizing
inventory risk, shortening production cycles, and creating a structural cost advantage that is exceptionally difficult
for competitors to replicate. This fortress is a cash-generation machine, providing the immense financial resources
required to fund the company's global ambitions. While the Chinese e-commerce landscape is hyper-competitive,
with renewed pressure from Alibaba and JD.com, Pinduoduo's unique model and deep supplier integration have
proven remarkably resilient, allowing it to defend its market share and profitability.

The Global Gambit: Temu Temu represents PDD's ambitious attempt to replicate its domestic success on a
global scale. Launched with a blitzkrieg of aggressive marketing and rock-bottom prices, its initial growth was
fueled by the C2M supply chain's cost advantage, amplified by the use of the de minimis customs loophole in the
U.S. and Europe. This allowed it to ship low-value packages directly from China to Western consumers without
incurring import tariffs, creating a powerful but politically fragile price advantage.

The market correctly identifies this regulatory arbitrage as a key vulnerability. The business is now in the midst of a
crucial pivot. Acknowledging the political risks, management is proactively investing billions to shift from an asset-
light, tariff-arbitrage model to a more conventional and resilient one involving local warehousing and fulfillment.
This is a deliberate, margin-compressing strategy in the short term, designed to build a durable, long-term moat.
The quality of this venture is not in its current form but in its potential to become a vertically integrated global
platform, combining PDD's untouchable C2M sourcing with a world-class logistics network. As Chairman and Co-
CEO Lei Chen has stated, reflecting the firm's philosophy:

"We will continue to invest patiently to build long-term value."

The critical question, which our thesis addresses, is whether this "patient investment" is building a second global
titan or digging one of the most expensive holes in corporate history. We believe it is the former.

3. Investment Thesis & Variant View

Our long thesis is predicated on a significant mispricing of risk and opportunity by the market. The consensus
narrative focuses narrowly on the imminent regulatory threat to Temu, viewing PDD's aggressive spending as a
panicked, defensive reaction. Our variant view is that this spending is a calculated, offensive maneuver to forge a
more formidable, long-term competitive advantage, and the regulatory pressure itself is a positive catalyst that will
weed out weaker competition.

The market believes Temu's business model is existentially dependent on the de minimis loophole. We believe the
loophole was merely an accelerant; the true, sustainable advantage is the C2M supply chain. The market sees a
capital bonfire; we see a strategic, affordable investment in a second growth engine. The market is pricing in a
permanent impairment of margins and growth; we see a temporary, J-curve investment cycle that will lead to a
stronger, more profitable enterprise.

This thesis rests on three core pillars:



1. The Regulatory Crucible as a Moat-Builder: The political and regulatory scrutiny in the West is not a
surprise but an inevitability. We believe PDD has been preparing for this by building a war chest. The end of the
current de minimis regime is a feature, not a bug, of our long-term thesis. It acts as a powerful forcing function,
compelling PDD to make the necessary investments in local logistics and fulfillment. This multi-billion-dollar
endeavor raises the barriers to entry significantly, effectively killing off nascent, undercapitalized copycats and
cementing the market as a duopoly or oligopoly of giants (e.g., Amazon, Shein, Temu) with the scale and capital to
compete. PDD is not just surviving this shift; it is leveraging it to solidify its long-term position.

2, Capital as a Decisive Weapon: A strategic pivot of this magnitude would be impossible for most companies.
For PDD, it is a manageable allocation of its vast resources. With a balance sheet holding over $60 billion in cash
and short-term investments and a core domestic business generating billions more in free cash flow annually,
PDD can fully fund this transformation without taking on debt or being beholden to fickle capital markets. This
financial firepower is a decisive competitive weapon, allowing PDD to invest aggressively through the cycle while
competitors may be forced to retrench.

3. Proven DNA of Disruption and Adaptation: The market appears to have forgotten PDD's origin story: it
was the underdog that successfully disrupted the seemingly unassailable duopoly of Alibaba and JD.com in China.
The company's DNA is rooted in operational grit, relentless iteration, and a deep understanding of how to leverage
technology to upend established supply chains. We see compelling evidence that this DNA is being applied to the
global challenge. Our internal research, based on analysis of senior-level hiring patterns, shows PDD is
systematically acquiring top logistics and supply chain talent from Western incumbents.

PDD is actively recruiting for senior, high-impact roles such as "Head of Logistics Operations,"
"Director, NA Supply Chain," and "Senior Automation Engineer (Warehouse Systems)." These
are not roles for managing third-party contracts; these are leadership positions for building and running a
complex, owned-and-operated physical network.

This behavioral data is a powerful leading indicator that PDD is not naively entering a new domain but is
methodically de-risking the immense operational challenge of building a physical logistics network from the ground

up.

Why the Bears Are Wrong

Our conviction in this thesis requires a direct refutation of the bear case, which, while articulated by a minority,
captures the market's deepest fears.

First, the bears argue that Temu's model is existentially dependent on the de minimis loophole and its loss will
shatter the unit economics. We believe this misidentifies the moat. The loophole provided a pricing advantage, but
the structural cost advantage comes from the C2M supply chain. This remains intact. The pivot is about building a
new delivery mechanism for this cost-advantaged product, not about finding a new source of advantage. The new
model will have lower gross margins but can still be highly profitable at scale, similar to other global e-commerce
platforms.

Second, the bears see the multi-billion-dollar investment as a catastrophic capital bonfire with a high probability of
failure. We see it as a large but calculated and, most importantly, affordable bet. A $15-20 billion investment over
three years is immense, but it represents less than a third of PDD's current cash pile. This is not a "bet the
company" scenario. Furthermore, the risk of failure is mitigated by the strategic hiring of domain experts. The
market is pricing this as a near-certain failure, creating the asymmetry we find attractive.

Finally, the bears contend that the domestic Pinduoduo fortress is vulnerable, and its erosion could choke off
funding for the Temu experiment. While we acknowledge that the Chinese e-commerce market is a brutal war of
attrition, Pinduoduo has consistently demonstrated its ability to defend its turf. Its moats in social commerce and



agriculture are strong, and we see no signs of a structural decline that would imperil its ability to fund the global
pivot over our investment horizon. The risk is a known headwind, not an unpriced, thesis-breaking threat.

4. Valuation

The current market price of $106.38 is irrational, reflecting a scenario of permanent stagnation and margin
collapse that we view as a low-probability tail risk. Our valuation framework is built around a probability-weighted
analysis of potential outcomes, which explicitly incorporates the significant geopolitical and execution risks while
still revealing a deeply undervalued security.

A simple Sum-of-the-Parts (SOTP) analysis illustrates the market's extreme pessimism. If we conservatively value
the profitable, stable domestic Pinduoduo business at just 12x its estimated earnings (a slight premium to
Alibaba for its higher growth), this alone accounts for more than the company's entire $151.02B market cap.
This implies that the market is assigning a significant negative value to Temu plus PDD's entire $60B+ cash
position, an absurd conclusion that prices in a catastrophic failure and a multi-billion-dollar capital destruction.

To derive a more nuanced forward-looking value, we employ a scenario analysis projecting outcomes to 2027.

Valuation Scenario Analysis (2027 Outlook)

Scenario Key Assumptions Probability 2027 EPS Est. Fwd P/E Multiple Implied Share Price
Bull Case Temu pivot succeeds 20% $22.10 20.0X $442
(Global brilliantly, achieving
Champion) high margins (22%)
and rapid growth

(50% CAGR). PDD is
re-rated as a global

tech leader.
Base Case Pivot is successful but 60% $16.40 12.5% $205
(Successful costly. Temu achieves
Pivot) moderate growth

(25% CAGR) and

sustainable margins
(17%). Narrative shifts
from survival to

growth.
Bear Case Pivot fails, investment 20% $9.15 7.0X $64
(Failed is written off. Temu is
Pivot) abandoned. Core

domestic business is
de-rated to 7.0x P/E
due to loss of
confidence in capital
allocation.

« Multiple Justification: Our exit multiples are anchored to market precedents. The 12.5x P/E in our Base
Case reflects a de-risked business trading in line with mature e-commerce peers like a re-rated Alibaba. The
20.0x P/E in our Bull Case is aligned with what global category leaders like MercadoLibre have commanded
during periods of sustained, profitable growth. The 7.0x P/E in the Bear Case reflects a punitive de-rating for
a catastrophic failure in capital allocation.

Probability-Weighted Fair Value Calculation: (20% * $442) + (60% * $205) + (20% * $64) = $88.40 +
$123.00 + $12.80 = $204.20



Our probability-weighted fair value is $204, representing 92% upside from the current price. This framework
demonstrates that even when assigning a significant 20% probability to a disastrous outcome that results in a $64
stock price, the risk-reward profile remains exceptionally compelling.

DCF Sensitivity Analysis To further stress-test our assumptions, our DCF model's sensitivity to changes in our
base case revenue growth and terminal operating margin assumptions is shown below. Our base case assumes a 5-
year revenue CAGR of 15% and a terminal EBIT margin of 20%.

5-Yr Rev CAGR 16% 18% 20% (Base) 22% 24%
12% $145 $160 $176 $193 $212
14% $166 $182 $200 $219 $240
15% (Base) $176 $193 $212 $232 $254
16% $187 $205 $225 $246 $269
18% $208 $228 $250 $274 $299

(WACC of 9.5% and Terminal Growth Rate of 2.5% held constant)

The analysis shows that even under more conservative assumptions (e.g., 12% revenue CAGR and 18% terminal
margin), the intrinsic value remains around $160, offering substantial upside from the current price. Our base case
DCF value of $212 aligns closely with our scenario-based target, reinforcing our conviction.

5. Key Analytical Tensions

Our final thesis was forged by rigorously debating three central questions that divide bulls and bears. Our
resolution of these tensions underpins our conviction.

1. The Tension: Is Temu's Business Model Viable Post-Regulatory Changes?

« The Case for Failure (Bear): Temu's model is fundamentally dependent on the de minimis customs
loophole. Its loss shatters the core economics of the business, which are built on a price advantage that will
evaporate once tariffs are applied. The attempt to build a conventional logistics network is a low-return, capital-
intensive endeavor doomed to fail against entrenched incumbents like Amazon.

« The Case for Viability (Bull): PDD can successfully adapt. Its true moat is the C2M supply chain, not a
temporary tax break. With over $60 billion in cash, it has the resources to fund the multi-year pivot to an
onshore fulfillment model. This investment, while costly, will create a more durable, resilient business and raise
barriers to entry, ultimately strengthening its competitive position.

¢« Our Resolution: We resolve this in favor of viability. The market is underestimating the durability of the C2M
supply chain advantage and PDD's immense financial capacity to build a new logistics moat on top of it. The
pivot is a necessary, strategic evolution, not a panicked reaction. The regulatory pressure is a long-term positive,
as it forces the creation of a more defensible business model.

2. The Tension: What is the True Magnitude of the Downside Risk?

« The Case for Catastrophe (Bear): The risk is binary and existential for the Temu venture. A failed pivot
could incinerate tens of billions in shareholder capital. The risk is compounded by the potential for management
to throw "good money after bad," refusing to concede defeat and escalating the capital destruction.

« The Case for a Floor (Bull): The market is overestimating the downside risk to the consolidated company.
The current stock price already implies a disastrous outcome for Temu, assigning it a negative value. The highly
profitable domestic Pinduoduo business provides a substantial floor to the overall valuation, limiting the
ultimate downside even if Temu is a complete write-off.

» Our Resolution: The risk of failure for the Temu venture is real and significant, but it is not existential for
PDD Holdings as a whole. The fortress balance sheet ensures the company can absorb a complete failure of the



venture. Our probability-weighted valuation explicitly assigns a 20% chance to this Bear Case, and the resulting
expected value still offers nearly 100% upside. The risk is therefore more than priced in.

3. The Tension: Is Pinduoduo's Domestic Moat Sustainable?

« The Case for Erosion (Bear): The domestic Pinduoduo platform is not invincible. Intensifying competition
from a resurgent Alibaba, a disciplined JD.com, and the rapid rise of Douyin's e-commerce arm poses a material
risk to its high margins and cash generation. Any significant degradation of this "fortress" would undermine the
funding for Temu's expensive global ambitions.

« The Case for Durability (Bull): The domestic fortress is highly defensible. Its unique moats in social
commerce, deep agricultural supply chain integration, and a decade of curated C2M supplier relationships
cannot be easily replicated. Pinduoduo has a long track record of fending off intense competition in the world's
toughest e-commerce market. It will remain a formidable cash-generation engine.

« Our Resolution: We acknowledge the intense competitive environment, but we believe the domestic moat is
durable. The threats are well-known and have been present for years, yet Pinduoduo has continued to execute
and grow. We see no evidence of a structural collapse that would imperil the funding of the Temu pivot within
our investment timeframe. This risk is a manageable headwind, not a thesis-breaker.

6. Catalysts

Our thesis does not rely on a single event but on a series of milestones that will prove the market's pessimism is
misplaced.

1. Margin Stabilization Post-Pivot (Milestone: H2 2026 - H1 2027): The most critical catalyst will be
evidence in quarterly earnings that consolidated operating margins have bottomed out and begun to stabilize
above 15%, even as the company invests heavily. This would be the first concrete sign that the pivot is financially
manageable and will directly falsify the market's "permanent impairment" thesis.

2. Major Logistics Infrastructure Announcement (Milestone: Q1 2027): A formal press release or capital
expenditure guidance detailing a multi-billion-dollar investment in a U.S. or European network of fulfillment
centers. This would signal a point of no return on the strategic pivot and demonstrate tangible progress.

3. Sustained User Engagement Post-Price Adjustments (Milestone: Q4 2026): Third-party data (e.g.,
from Sensor Tower) showing that Temu's monthly active users and retention rates remain stable for two
consecutive quarters following the inevitable price increases from tariffs and higher logistics costs. This would
prove the platform's moat extends beyond pure price to "shoppertainment” and discovery.

7. Risks & Kill Conditions

While we are bullish, we recognize the significant risks involved. We will monitor the following specific, verifiable
conditions to protect capital.

1. Regulatory Annihilation: The primary risk is that the U.S. or E.U. moves beyond tariffs to enact a full ban on
Temu, citing data security, forced labor, or other geopolitical concerns.

« Kill Condition: The U.S. Congress passes and the President signs into law a bill that explicitly bans Temu or imposes punitive, non-tariff barriers
that render the C2M model unviable. This would immediately validate our Bear Case scenario, and we would exit the position entirely.

2. Uncontrolled Cash Burn / Execution Failure: The pivot to a physical logistics network proves far more
expensive and complex than anticipated, leading to a permanent impairment of the company's profitability and
ROIC.

« Kill Condition: PDD's consolidated operating margin falls below 15% for two consecutive quarters without a corresponding and clear
acceleration in Temu's market share or user growth. This would signal an uncontrolled cash burn rather than a strategic investment, and we would
reduce the position by 50% and place the thesis under immediate review.

3. Erosion of the Domestic Fortress: The core Pinduoduo business loses significant market share in China,
crippling its ability to fund the global expansion.

« Kill Condition: Pinduoduo's domestic revenue growth falls below the overall Chinese e-commerce industry growth rate for two consecutive
quarters. This would signal a fundamental weakening of the funding engine, prompting an exit of the position.

8. Position Sizing Rationale

We recommend initiating a 3% position in PDD Holdings at the current price of $106.38.



This initial sizing reflects the deeply compelling asymmetric valuation and our high conviction in the long-term
thesis. However, it is tempered by the binary nature of the primary geopolitical risk. While we believe a full ban is a
low-probability event (and our valuation model accounts for it), it remains a tangible tail risk that precludes a
maximum-sized initial position.

We will look to scale the position to a full 6% upon validation of our first key catalyst: clear evidence of margin
stabilization in quarterly earnings reports. This event would significantly de-risk the execution component of our
thesis and confirm that the financial impact of the pivot is manageable, increasing our conviction from "high" to
"maximum." This scaling plan allows us to participate in the significant upside from the current price while
retaining the flexibility to increase our exposure once the primary operational uncertainty is reduced.

9. Bottom Line

We recommend initiating a 3% long position in PDD Holdings at or near the current price of $106.38. The market
has excessively punished the stock for a well-understood regulatory risk, creating a rare opportunity to buy a world-
class operator with a fortress balance sheet at a deep value multiple. Our variant view is that this regulatory
pressure is a long-term positive, forcing a strategic pivot that will result in a more durable, defensible global
enterprise. We will scale to a full 6% position once management demonstrates that consolidated operating margins
can stabilize above 15%, proving the pivot is operationally and financially sound. We would exit the position entirely
if the U.S. or E.U. enacts an explicit ban on Temu, which would validate the bear case and fundamentally alter the
investment thesis.
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