
  

 

Jeff Bezos and the $100 billion 

gorilla in the room 
By Chris Nolter, Senior Writer at The Deal 

 As Amazon's cloud business grows, so do the arguments for 

spinning it off 

 Freed from parent Amazon, Morgan suggests that AWS 

could be a merger partner for Salesforce.com, EMC-backed 

VMware or even Google… 
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The value of Amazon.com Inc. (AMZN) cloud services business is increasingly clear following the first 

quarter earnings season. While not as visible to consumers as its e-commerce business, or as flashy as the 

Seattle online retailing giant's video series Mozart in the Jungle (which won a Golden Globe) or Transparent 

(which won an Emmy), Amazon Web services is as ubiquitous in the technology world as its smiling boxes are 

on the stoops of homes.  

Amazon Web Services is on track to generate $10 billion in sales this year, a benchmark that it reached faster 

than its parent company, and margins are much better than the e-commerce business.  

As the cloud unit continues to grow, and accounts for a third or more of Amazon's $330 billion market cap, a 

perennial question arises: whether Jeff Bezos should break off the IT technology juggernaut that has shaken 

up the market for Alphabet Inc. (GOOGL), Microsoft Corp. (MSFT), IBM Corp. (IBM), Dell Inc., Hewlett Packard 

Enterprise Corp. (HPE), EMC Corp. (EMC) and others. While Bezos gets high marks as a businessman, Amazon 

could potentially draw attention from activists if it appears that the stock does not fully value AWS.  

"From a financial management standpoint and stock recognition standpoint, you could definitely argue that 

spinning off AWS makes a lot of sense because of the high margins and the fact that it is overshadowed by 

the e-commerce business that is less profitable," said Frederick Moran of Burke & Quick Partners LLC, who 

expects AWS revenues to increase 42% this year to $11.2 billion. If parts of Amazon's businesses rely on the 

cloud operation, Moran noted, it could purchase services just like any other customer.  

Andrew Reichman, research director for cloud data at 451 Research and a veteran of Amazon Web Services, 

said that for the most part, the businesses are operated separately.  

"In the early days, AWS really needed the deep pockets but nowadays, it's a profitable business," Reichman 

said. While AWS was built in response to the needs of the retail company, the analyst said that phase has 

come and gone. "I don't see a reason they couldn't split," Reichman said.  

The catch is that spinning off Amazon Web Services may not be in Bezos' playbook. The $100 billion-plus 

gorilla in the room isn't going away, however, and it's only getting bigger.  

Amazon began to break out results for AWS in the first quarter of 2015, aguably laying the groundwork for a 

separation of the businesses. Previously, the company grouped the cloud business with such randos as 

advertising services and its co-branded credit cards.  

E-commerce still accounts for the bulk of the sales, generating $20.5 billion of Amazon's $29.1 billion in first-

quarter sales.  

AWS grew its first-quarter revenues 64% to $2.56 billion, and accounted for a disproportionately large $604 

million of Amazon's total $1.07 billion in operating income.  

Margins are stark, too. In the quarter, AWS had a 23.6% operating margin, while the company as a whole had 

one of just under 4%.  
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UBS projects that AWS is worth $111 billion, or 7 times projected 2017 revenues of $15.9 billion. The 

valuation implies that the rest of Amazon trades at a paltry 1.3 times sales. Macquarie Capital has an even 

more aggressive price tag for AWS-$150 billion, or 7.5 times its 2017 projected sales.  

Jonathan Morgan of The Edge, who heads of team of analysts tracking spinoffs, has called for the breakup 

since December 2014. Aside from the disparity in profitability, Morgan suggests that that AWS would grow 

faster if separated from Amazon. "There will be more attention on the AWS side 

rather than Amazon's core business," he said.  

Amazon has acknowledged that AWS will require continued investment, which Morgan noted would weigh 

on free cash flow. An IPO could provide capital to invest in the business. "The next best thing for 

them is to look for is some sort of breakup," he said.  

Freed from parent Amazon, Morgan suggests that AWS could be a 

merger partner for Salesforce.com Inc. (CRM), EMC-backed VMware 

Inc. (VMW) or even Google (GOOG).  

The concepts were floating around but never assembled in the voracious, efficient format that Amazon Web 

Services developed. But as a newcomer to the enterprise IT market, Amazon was ideally suited to shake 

things up.  

"Pick any major it hardware provider- IBM, Dell, HP, EMC. None of them would have done this on their own, 

would have been the first mover because they had too much to lose," Reichman said. "It really took an 

outsider to have this concept and nimbly, rapidly move towards it without being afraid of what the negative 

impact would be on its existing business models."  

Amazon's early growth was among the startups and cloud-native companies that didn't have large 

investments in legacy equipment, applications and processes. The first clients didn't need to be convinced to 

move hefty infrastructure from existing systems to the cloud. Clients include new economy stars such as 

Pinterest Inc. and Airbnb Inc. but also traditional stalwarts such as General Electric Corp. (GE) and News Corp. 

(NWSA). Amazon Web Services has been a boon to the startup community. "It really lowers the bar to get 

started," Reichman said. Previous generations of tech entrepreneurs had to make large capital investments in 

servers and data center space.  

"AWS has really democratized enterprise technology," Reichman said. "It used to be that only the Fortune 

500 and similar companies had access to the resources needed to innovate and to create technologies."  
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As the technology has matured, enterprises are moving larger workloads to the cloud, which is an 

opportunity for AWS and its competitors. "The winner there might be different than the winner with the 

cloud native startups," Reichman said.  

Few have the deep pockets to compete with Amazon in the cloud.  

Amazon currently leads the pack with 32% of the market for cloud platforms and infrastructure, according to 

UBS. Microsoft's share has increased to 13% from 6% since 2013. IBM has 7% of the market and Google has 

6%.  

Microsoft, of course, is at home in the world of legacy systems. The Seattle technology icon has software in 

the computers of practically every company.  

"Their ability to allow companies to use the same software equipment tools and processes to build and 

maintain and run applications does give Microsoft some amount of advantage," Reichman said.  

Like Amazon, Google is a newcomer to the world of enterprise IT, and Reichman said the company is under 

pressure to define its niche.  

"What Google seems to be aiming for the is the even more cutting-edge end of the cloud application 

spectrum, the real advanced, artificial intelligence, cognitive computing data analytics that hasn't even been 

invented yet," Reichman said.  

Google's data capabilities clearly appealed to Spotify, which jumped from AWS to Google's service earlier this 

year. Spotify vice president of engineering and infrastructure, Nicholas Harteau, wrote in a February blog post 

that Google's data platform and analytical tools swayed the streaming music company.  

"Good infrastructure isn't just about keeping things up and running," he wrote. "It's about making all of our 

teams more efficient and more effective, and Google's data stack does that for us in spades."  

Google hired co-founder and CEO of data center software developer VMWare, Diane Greene, last November 

to lead its cloud group, which includes Google Cloud Platform.  

Jim Cramer, founder of The Deal's parent, TheStreet, and Portfolio Manager of the Action Alerts PLUS 

portfolio, which holds Alphabet, recently said in a note to subscribers that the cloud business is "shifting into 

high gear" for Google.  

"We are finally getting a taste of how serious a contributor the cloud business will be for Google in the 

future," Cramer wrote, noting the addition of high-profile clients such as Apple Inc. (AAPL), Best Buy Inc. (BY) 

and Home Depot Inc. (HD). While AWS may not maintain growth rate above 60%, the opportunity is clearly 

wide open.  
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By 2020, UBS projects that AWS, Microsoft Azure, Google Cloud Platform and IBM could have 92% of the 

market for cloud platforms and infrastructure, which could be worth as much as $100 billion a year in sales.  

Of course, as AWS continues to grow, the differences with its parent may become more stark.  

Profit margins are just the start, as 451's Reichman explained.  

"The people you hire to operate a technology provider are different," he said, noting AWS' need for a real 

salesforce. "The people who are advertising to the retail business are very consumer-oriented while the cloud 

is much more business-oriented and enterprise-centric."  

The question is not whether there is an argument for splitting up the company, but whether Bezos buys it. 

The Amazon founder and CEO holds 17% of the stock, but his persona looms larger than his holdings.  

"He's always been a CEO who focuses on internal building and heavy investment in that building all under one 

very simple corporate structure," Moran said. "Jeff Bezos is not one of those CEOs who does the Wall Street 

structuring maneuvers to maximize shareholder value because he is much more of a long term thinker."  

The Amazon founder seems pleased with things as they are.  

"We are happy with our current structure and benefit from a strong connection between our AWS business 

and our North America and International businesses who use AWS services extensively to innovate quickly 

and drive down costs," a company spokesman said.  

Amazon may not plan a breakup. But as long as AWS continues to grow, and generate margins dramatically 

superior to its parent, the question will be a perennial 
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