
ALPHABET INC (NASDAQ: GOOGL)
RECOMMENDATION: HOLD

Alphabet Inc. is an American multinational conglomerate headquartered in

Mountain View, California. It was created through a corporate restructuring of

Google on 2 October 2015, and became the parent company of Google and

several former Google subsidiaries. The company's segments include Google and

Other Bets. The Google segment includes its internet products, such as Search,

Ads, Commerce, Maps, YouTube, Google Cloud, Android, Chrome and Google

Play, as well as its hardware initiatives. The Google segment is engaged in

advertising, sales of digital content, applications and cloud offerings, and sales of

hardware products. The Other Bets segment is involved in the sales of internet

and television services through Google Fiber, sales of Nest products & services,

licensing and research and development (R&D) services through Verily.

FUNDAMENTAL/TECHNICAL OVERVIEW

Alphabet Inc recently released its fourth-quarter and fiscal year results for the

period ending 31 December 2019. The figures, when compared to expectations,

were mixed, which lead to Alphabet's share price decreasing by approximately 4%

in the after-hours following the release of these results. Revenue increased by

18% year on year to $162 billion (20% on a constant currency basis). Google

Search & other revenue was the most significant contributor to revenue for

FY2019, amounting to $98 billion, which is approximately 60% of total revenue

earned.

YouTube ads revenue amounted to $15 billion for the fiscal year, which is an

increase of just over 35% (FY2018: $11 billion). Google's cloud business generated

revenues of $8.9 billion (FY2018: $5.8 billion) for the year 2019. The fourth quarter

generated revenues of $2.6 billion (FY2018: $1.7 billion) from Google's cloud

business. The revenue generated from Google's cloud business had increased by

52% quarter on quarter and year on year. Refinitiv’s estimated revenue for the

fourth quarter was $46.94 billion, and Alphabet reported revenue of $46.08 billion

(1.83% less than expected).

Diluted earnings per share increased by 20.2% to $15.35 (4Q18: $12.77) for the

fourth quarter of 2019 and increased by 12.6% to $49.19 for the fiscal year 2019

(FY18: $43.7). The total cost of revenue increased by 17% for the fourth quarter to

$21 billion (4Q2018: $17.9 billion) and cost of revenue for the year increased by

20.7% from $59.5 billion (FY2018) to $71.9 billion (FY2019). The largest contributor

to Alphabet's total cost of revenue was research and development costs which

increased by 21.5% from $21.4 billion (FY2018) to $26 billion (FY2019). The

increase in research and development costs can be attributed to growth of

Alphabet’s cloud computing business.

The increase in overall expenses was as a result of substantial investments in the

cloud-computing business, artificial intelligence and consumer hardware, among

others. Alphabet faces risks, including litigation and further escalations in costs.

The European Union fined Google approximately $2.8 billion due to the company

favouring its own services. This was done by the company leveraging Android to

unfairly promote its own search service and the compulsory pre-installation of its

app bundle.

Due to the company's target regarding new technologies and markets that require

more spending, Alphabet is likely to see an escalation of costs. Other risks that

may influence Alphabet's earnings include competition from Facebook, Amazon

and Microsoft, as well as foreign currency movements and the inherent risk as a

result of the group's ongoing investments in new technology. Alphabet

repurchased $6.1 billion of shares during the fourth quarter of 2019.

The share repurchase was more than double the number of shares repurchased

for the fourth quarter ended 31 December 2018. The company still has $21 billion

remaining in its share repurchase program.

Alphabet is trading at a forward P/E of 27.87 and does not pay dividends as it

reinvests its earnings.
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Valuation Ratios**

Period P/E P/SALES EV/REVS EV/EBITDA

Last Twelve Months 30.70x 6.4x 5.7x 19.4x

Current Year 27.98x 5.4x 4.8x 13.5x

Expected 24.24x 4.7x 4.2x 11.7x

SHARE PRICE PERFORMANCE**

SHARE INFORMATION

Share Code GOOGL.O

Industry Software & IT Services

Sector Communication Services

Market Capital (USD m) 1 043 611

Current Price (USD) 1518.63

Target Price 1540.00

Price - 52 Week High: 1529.88

Price - 52 Week Low: 1027.03

Dividend Yield 0.00%

Beta 5 Year 1.04
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Alphabet is a highly cash generative business and has consistently

increased its cash flow from operations.

Alphabets is currently trading at a PB of 5.05, which is more than

one standard deviation above the long-term average of 4.43.

Total debt-to-equity is well below the peer average of 15%.

The company’s forward PE is trading at 27.87, which is more than

one standard deviation above the long-term average of 23.05.

The spread between the return on invested capital (ROIC) and

the weighted average cost of capital (WACC) is currently at 2.96%

The group has managed to maintain net profit margins above

20% since FY13.
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Table 1 : Peer comparison

Graph 1 : Alphabet has outperformed the Nasdaq composite since February 2015 .

Graph 2 : Alphabet has underperformed against the NYFANG index since February 2015 .

Company Name Forward P/E 

Total Debt to 

Total Equity % Forward PEG ROE Common Equity % Price to Book

Alphabet Inc 27.48 2.3% 2.89 18.1% 5.19

Twitter Inc 40.11 29.1% 2.96 18.9% 3.28

Amazon.com Inc 70.34 83.3% 2.89 21.9% 17.33

Netflix Inc 59.34 194.7% 1.42 27.1% 21.99

Facebook Inc 22.42 0.0% N/A 20.0% 5.95
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Disclaimer:

This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in

whole or in part without our permission. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law. This publication is not to be construed as providing investment services in any

jurisdiction where the provision of such services is not permitted. It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we

have no responsibility whatsoever arising here from or in consequence hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this

publication must take into account existing public information on such security or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we

believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice.

This publication does not attempt to identify the nature of the specific market or other risks associated with an investment. Leveraged /Geared positions in securities have the ability to accentuate the

profit/loss made on investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities, financial instruments or strategies mentioned herein

may not be suitable for all investors and investors must make their own investment decisions using their own independent advisers as they believe necessary and based upon their specific financial situations

and investment objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a tax advisor before acting on information contained in

this publication. The securities described herein are subject to fluctuation in price and/or value and investors may get back less than originally invested. Past performance is not indicative of future results.

The employees responsible for the production of this report may from time to time own securities mentioned herein.

Analyst Certification:

The research analyst who prepared this report certifies that the view expressed herein accurately reflect the research analyst’s personal views about the subject security and issuer and that no part of his 

compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.

Alphabet's 52-week high/low is $1529.88/$1027.03 respectively, currently trading at $1518.63 per share. The company's year to date

performance is +13.38% and the stock at the time of writing, was trading well above its 50-day and 200-day moving averages. Short-term

horizontal support can be found at $1505. The 52-week high of $1529.88 could act as a resistance level, should the share gain further upside

momentum.
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