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Investment Thesis

We recommend a HOLD rating for Alphabet Inc. with a target price 

range of  $180 - $190. 

Drivers of Investment Thesis:

o Growth of Cloud: Cloud computing is an industry that has 

experienced annual double digit compounded growth since 2017, 

and it is expected to grow at 20% for the next two years1. We 

believe this will fuel the growth of Google Cloud significantly.

o AI Advancement: With AI playing a significant part in 

technological innovation, we believe AI will increase marketing 

effectiveness for Alphabet’s platforms. This leads to more revenue 

for Google and Alphabet as companies find more success across 

their platforms.

o Digital Advertising Growth: The digital advertising industry is 

only growing as more people consume internet media. With Google 

having a dominant search engine market share and YouTube being 

at the forefront of video advertising, where consumer preferences 

are shifting, Alphabet is in position to capitalize on this growth.

Risks to Investment Thesis:

o AI Chatbots: With the emergence of different AI tools, chatbots 

such as CoPilot, Chat GPT, and Perplexity pose a threat to 

traditional search engines. If more people choose to adopt these AI 

chatbots as their main search engine, it could affect Google Search’s 

overall growth and market share of the search market. 

o Antitrust Litigation: Google has faced scrutiny over potential 

monopolistic behavior, such as using its market power to stifle 

competition or unfairly favor its own services. Ongoing antitrust 

investigations and lawsuits in the U.S. and Europe could result in 

substantial fines, regulations, or even forced structural changes.
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Alphabet Inc. is a global technology company based 

in Mountain View, California, with a dominant 

market share in the interactive media and 

entertainment sector. It is widely recognized as the 

parent company of Google and YouTube, two of the 

world’s leading internet platforms. The majority of 

its revenue is generated from digital advertising and 

cloud computing services.
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Company Analysis Google Search 

Google Search remains Alphabet’s most significant 

revenue segment, generating $175 billion in 2023, and 

currently accounting for 56.8% of total revenue. This 

segment encompasses advertising revenues from 

Google Search, Gmail, Google Maps, and Google Play, 

as well as partnerships with distribution partners that 

position Google as the default search engine on many 

devices. Growth in 2023 was driven by continued 

adoption of mobile search, improvements in ad delivery 

formats, and the integration of generative AI into search 

algorithms, which enhanced user engagement and ad 

relevance. Looking ahead, innovations in multi-modal 

and voice search, as well as strategic investments in AI, 

are expected to sustain this segment’s growth. We have 

projected revenues to grow at a 5-year CAGR of 9.3%, 

reaching $273.6 billion by 2028.

YouTube Ads

YouTube Ads contributed $29.2 billion to Alphabet’s 

total revenue in 2023, currently representing about 

10.1% of total revenues. The platform continues to 

thrive as the world’s second most popular social 

network with over 2.5 billion monthly active users in 

2024. YouTube is a critical platform for advertisers 

seeking to reach large audiences across the globe3. A 

key driver of growth is YouTube Shorts, which 

competes with platforms like TikTok and Instagram 

Reels, attracting both viewers and advertisers alike. The 

platform has also capitalized on its NFL Sunday Ticket 

rights and partnerships with telecom providers to 

increase its streaming presence. New monetization 

features, such as revenue-sharing programs for creators 

and shoppable video ads, have further attracted 

advertisers to this platform. Although growth was 

relatively modest the last two years for this segment, we 

have forecasted this revenue to grow by a 5-year CAGR 

of 8.9%.

Google Network

The Google Network segment, which encompasses 

advertising revenues from AdSense, AdMob, and 

Google Ad Manager, generated $31.3 billion in 2023, 

currently accounting for 8.8% of total revenues. This 

segment allows Alphabet to extend its advertising 

ecosystem beyond owned platforms, serving ads on 

third-party websites and applications. Though revenue 

declined by 4.5% in 2023 and is projected to decline by 

a similar percentage in 2024, the segment remains 

integral to Alphabet’s broader advertising strategy. 

Alphabet cited that this decrease in revenue was 

primarily driven by the unfavorable effect of foreign 

currency exchange rates, as well as a decrease in 

AdMob revenues2. We have forecasted this

Executive Summary

Alphabet Inc., the parent company of Google, is a 

multinational technology conglomerate headquartered 

in Mountain View, California. Founded by Larry Page 

and Sergey Brin in 1998 as Google, the company went 

public in 2004. The company restructured in October 

2015 to form Alphabet Inc., enabling better 

organization and management of its diverse business 

segments. As one of the largest companies in the world, 

Alphabet has a market capitalization of approximately 

$2.12 trillion as of November 18, 2024. 

Alphabet is a global leader in technology and 

innovation, driving advancements in online services, 

cloud computing, artificial intelligence, and other 

emerging fields. The company operates through three 

primary segments: Google Services, which 

encompasses core products such as Search, YouTube, 

Android, and Google Ads; Google Cloud, offering 

enterprise-level infrastructure and collaboration tools; 

and Other Bets, focusing on experimental ventures like 

Waymo’s autonomous driving technology and 

DeepMind’s artificial intelligence.

Although online advertising remains Alphabet’s 

primary revenue source, with total Google Advertising 

accounting for 77% of its revenue in FY2023, the 

company also generates income from subscription 

services, hardware products like Google Pixel and Nest 

devices, and cloud computing solutions. These 

diversified income streams, combined with investments 

in groundbreaking technologies through ‘Other Bets,’ 

solidify Alphabet’s position as a leading technology 

company operating in the communications sector.

Revenue Analysis & Breakdown

Source 2: 10-Q
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this segment to recover from previous poor 

performance, with a long-term growth rate of 9.4%. 

Subscriptions, Platform, & Devices

Google Other, which has been renamed Subscriptions, 

Platforms, and Devices, contributed $34.7 billion to 

revenue in 2023. This segment currently represents 

11.3% of total revenue. This segment includes revenues 

from YouTube Premium, YouTube Music, YouTube 

TV, Google Play, and hardware sales, including the 

Pixel smartphone lineup and Nest smart home devices. 

This segment has historically seen strong growth, 

though volatile at times. Alphabet cites that fluctuations 

in this segment may be affected by factors such as 

changes in customer usage and demand, number of 

subscribers, and fluctuations in the timing of product 

launches2 . As Alphabet continues to innovate in 

hardware and subscription services, we have forecasted 

this segment to grow at a conservative 5-year CAGR of 

8.9%.

Google Cloud

Google Cloud has established itself as Alphabet’s 

fastest-growing segment, generating $33.1 billion in 

2023, an increase of 25.9% year-over-year. Alphabet 

cites this growth has been fueled by the consumption-

based fees and subscriptions received for Google Cloud 

Platform (“GCP”) services, Google Workspace 

communication and collaboration tools, and other 

enterprise services. Google Workspace includes 

applications like Gmail, Docs, Drive, Calendar, Meet, 

among others. Continued investment in AI and 

cybersecurity solutions position this segment as a key 

pillar of Alphabet’s future growth. Also, it’s important 

to note that Google Cloud turned profitable in 2023, 

showcasing their ability to improve operational 

efficiency. We forecast revenues to exceed $53 billion 

by 2028, with a 5-year CAGR of 28.2%.

Other Bets

The Other Bets segment, which houses Alphabet’s 

innovative and experimental ventures, generated $1.5 

billion in 2023, representing about 0.5% of total 

company revenue. Key businesses in this segment 

include GFiber, Calico, CapitalG, GV, Verily, Waymo, 

Wing, and X, among others. Alphabet describes these 

ventures as “moonshots,” with the hopes of turning 

creative ideas into profitable, groundbreaking 

businesses. According to Alphabet, revenues from this 

segment are largely driven by the sale of healthcare-

related services through Verily and internet services 

through GFiber. Despite increasing operating losses in 

this segment, Other Bets remains a strategic area for 

Alphabet as it seeks to develop transformative

technologies. We have forecasted revenues to grow 

modestly to $2.9 billion by 2028 as commercialization 

efforts advance across the portfolio, representing a 5-

year CAGR of 13.8%.

Expense Analysis

Alphabet’s expense profile reflects strong operational 

efficiency, with total costs and expenses representing 

72.6% in 2023, down slightly from 73.5% in 2022. This 

trend appears to be continuing through 2024. Key 

components of expenses include the Cost of Revenue, 

Research and Development (R&D), Sales and 

Marketing, and General and Administrative (G&A) 

Expenses.

Cost of revenue accounted for 39.5% of revenue in 

2023, driven by Traffic Acquisition Costs (TAC), 

which are central to Alphabet’s business model but face 

regulatory scrutiny. Approximately $20 billion of TAC 

is paid to Apple on an annual basis to secure Google as 

the default search engine on iPhones4. The Department 

of Justice filed a lawsuit against Google, stating they 

have violated antitrust law by maintaining a monopoly 

in search and advertising. It’s still unknown what 

remedies will come out of this case. If amendments are 

made and agreements with Apple are restricted, 

Alphabet could save on TAC, but the revenue impact is 

uncertain, as many users may still choose Google as 

their search browser. Outside of TAC, recent increases 

in Cost of Revenues were primarily due to increases in 

content acquisition costs, largely for YouTube, other 

technical infrastructure operations costs, and third-party 

service fees2.

R&D expenses comprised 14.8% of revenue in 2023, 

reflecting Alphabet’s investments in the technical 

infrastructure to support the growth of long-term

Source 2: 10-Q
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initiatives, in particular artificial intelligence (AI) 

products and services. Sales and Marketing Expenses 

were 9.1% of revenue in 2023, as Alphabet increased 

advertising and promotional activities for its products, 

such as its Google Cloud platform, Pixel devices, and 

YouTube services. General and Administrative (G&A) 

decreased slightly year-over-year to 5.3% of revenue in 

2023, reflecting a reduction in charges related to legal 

and other matters.

The graph shows 2024E operating expenses, with the 

operating margin expected to be 26.9%. Alphabet’s 

operating margin was 27.4% in 2023, up from 26.5% in 

2022. This year’s operating expenses have been driven 

by charges for office space optimization, increased 

competition, and ad and promotional activities2. 

Payout Policy

Alphabet’s payout policy reflects a recent shift in 

strategy as the company has expanded its approach to 

returning value to shareholders. On top of the long-

standing share buyback program, Alphabet initiated its 

first-ever dividend payment in Q2 2024 of $0.20 per 

share, signaling confidence in the company’s overall 

financial stability.

Alphabet has maintained an active share repurchase 

program as a core method of shareholder return dating 

back to 2015. In 2023, they repurchased $61.5 billion 

worth of shares, up from $59.3 billion and $50.3 billion 

in 2022 and 2021, respectively. As mentioned, 

Alphabet initiated a quarterly dividend at the start of 

2024. This came right after a period of intense cost-

cutting and layoffs in 2022 and 2023. Alphabet states 

they intend to maintain their quarterly dividend 

payments in the future, subject to review and approval 

by the company’s Board of Directors. This could be

Source 2: 10-Q

seen as a sign of maturity for Alphabet. With the 

dividend yield currently sitting around 0.46%, we 

expect this to increase as the company continues to 

mature over time. With over $93 billion dollars of cash 

and marketable securities on the balance sheet as of 

September 30th, 2024, there should be little to no 

concern with Alphabet continuing their annual share 

repurchases and quarterly dividend payments.

Capital Expenditures

Alphabet’s capital expenditures have risen significantly 

this past year, reflecting the company’s aggressive 

investments in technical infrastructure to support its AI 

and Cloud ambitions. During the first nine months of 

2024, Alphabet spent $38.3 billion on CapEx, a 

substantial increase from $21.2 billion during the same 

period in 2023. In Q3 2024 alone, CapEx reached $13.1 

billion, up 62% year-over-year, with similar spending 

expected in Q4. This spending was focused on servers, 

network equipment, and data centers, which are critical 

for powering Alphabet’s cloud services and scaling its 

AI products. CEO Sundar Pichai emphasized on the 

company’s Q3 conference call the company’s 

leadership in AI infrastructure, citing its partnership 

with NVIDIA. Alphabet states they have all the leading 

AI accelerators, GPUs, TPUs, as well as CPUs, and 

they are investing in all of them5. 

Additionally, Alphabet highlighted that these 

investments are expected to translate into revenue in the 

near term, driven by growing customer demand for AI 

and cloud solutions. Looking ahead to 2025, Alphabet 

anticipates continued CapEx growth, as it pursues an 

aggressive roadmap to support AI and cloud 

development. Despite the significant rise in 

expenditures, Alphabet remains focused on offsetting 

these costs through strategic cost-cutting measures in 

other parts of the business to maintain its historically 

strong profitability6. 

SWOT Analysis

Strengths 

Alphabet’s leadership in the technology sector is built 

on its dominance in digital advertising, financial 

strength, and innovation. Total Google Advertising has 

generated nearly 76% of revenues for the first nine 

months of this year, driven by Google’s commanding 

search market share. Google holds 94.7% of the global 

market share for search engines on mobile devices and 

79.7% for desktop devices7. Meanwhile, Google Cloud 

has been demonstrating very strong growth, with a 35% 

increase year-over-year in Q3. This reflects the growing 

4



demand for cloud infrastructure and AI-powered 

solutions. Additionally, Alphabet benefits from a highly 

diverse product ecosystem, spanning across Google 

Search, YouTube, Android, Google Cloud, and 

hardware products like Pixel and Nest, among others. 

The diversity helps mitigate risks associated with 

dependence on a single revenue stream and allows 

Alphabet to capture value across multiple industries.

In addition, with $73.6 billion in net income year-to-

date, Alphabet’s strong financial position gives it the 

ability to invest heavily in capital expenditures, 

allowing them to take part in the innovative 

technological trends currently unfolding. This includes 

investment in areas such as AI, cloud infrastructure, and 

hardware development that further position the 

company to stay at the forefront of these rapidly 

growing markets. Without investing in these areas, 

Alphabet would quickly lose its status as one of the 

Tech industry leaders known for dominating new 

technological developments.  

Weaknesses

Alphabet faces several notable weaknesses that could 

impact its future growth or even profitability. One of its 

most significant vulnerabilities is its heavy reliance on 

advertising. While the company has made significant 

progress in lessening this dependency - Total Google 

Advertising accounted for 92.4% of their revenue in 

2020 but has gradually decreased to 87.1% YTD in 

2024 - it remains a dominant portion of Alphabet’s 

overall revenue. This is concerning because it exposes 

Alphabet to risks associated with fluctuations in 

advertising budgets, which could be driven by 

unfavorable economic conditions in the future. On top 

of this, increasing competition in the digital advertising 

space and the growing use of ad-blocking technologies 

could further penetrate this vulnerability. Privacy 

concerns also represent a substantial challenge, as 

Alphabet’s data collection practices have come under 

elevated levels of scrutiny. Earlier this year, Alphabet 

agreed to a $350 million settlement over allegations it 

concealed data-security vulnerabilities in its now-

defunct Google+ platform, marking this as the largest 

privacy and cybersecurity-related securities class action 

lawsuit settlement to date8 . In addition to this, 

Alphabet faces other challenges relating to antitrust 

litigation with the U.S. Department of Justice, many 

U.S. states, and the European Commission targeting 

Google’s dominance in the search and digital 

advertising markets. As Google faces antitrust litigation 

from multiple fronts, potential regulatory changes or 

imposed remedies on the business could disrupt 

Alphabet’s operations and hinder its ability to perform

the way they have historically.

Opportunities

Alphabet has many opportunities to fuel future growth 

and diversification. As discussed, expansion in cloud 

computing and AI remains a cornerstone of its strategy, 

as businesses are increasingly looking to adopt cloud 

offerings and AI-driven tools.  Google Cloud, which 

we’ve forecasted to generate $41.7 billion in revenue in 

2024, is poised for further growth in a cloud computing 

market projected to grow at a CAGR of 22% and reach 

$2 trillion in revenue by 20309 . If Alphabet can 

maintain its leadership in this technological movement, 

it stands to capture a substantial portion of this lucrative 

market. Also, Alphabet’s investments in generative AI, 

such as Gemini (formerly Bard) and its integration into 

Google Cloud and Search, position the company well as 

a key player in providing AI-driven enterprise 

solutions. Capturing more market share in this area and 

growing this segment of the business would help 

alleviate the reliance of advertising revenue on 

Alphabet’s bottom-line growth.

On another note, Alphabet has a history of acquiring 

companies and strategically integrating them into their 

business to enhance their offerings and overall 

competitiveness. Recent successful integrations, such as 

Mandiant and Fitbit, showcase their ability to do so, 

while opening doors to new areas in the process. Future 

acquisitions may present key opportunities for growth. 

Alphabet has made it clear that they are prioritizing 

investments in new businesses, products, services and 

technologies, as well as in acquisitions and strategic 

investments2.

Threats

Alphabet faces significant risks across regulatory, 

competitive, and technological landscapes. Regulatory 

scrutiny remains intense, with antitrust actions from the

Source 10: Statista
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U.S. Department of Justice, fines from the European 

Commission, and compliance requirements under the 

EU’s Digital Services Act (DSA) creating potential for 

severe financial penalties or even operational 

restrictions11 . Generative AI, exemplified by 

OpenAI’s well-adopted ChatGPT platform, poses a 

direct threat to Google’s core search business, forcing 

Alphabet to prioritize rapid innovation to maintain 

leadership in the search space. Competitive pressures 

from Amazon, Microsoft, and Meta Platforms challenge 

Alphabet’s dominance in both digital advertising and 

cloud services. Looking at the cloud services sector 

specifically, Google Cloud generated $31.3 billion in 

revenue year-to-date. Microsoft Azure generated $30.5 

billion, while Amazon Web Services (AWS) posted 

$80 billion over the same period. As previously 

mentioned, with the total addressable market of this 

sector projected to grow at a CAGR of 22% to 2030, 

the intense competition poses a significant threat to this 

rapidly growing revenue stream within Alphabet’s 

business9. If Alphabet cannot maintain its leadership 

and stay at the forefront of this trend, they will be left 

behind. Additionally, cyberattacks remain a serious 

threat to Alphabet, given the enormous amount of data 

it holds across its products and services. This makes it a 

prime target for cybercriminals looking to exploit 

sensitive information. While cybersecurity has come a 

long way since Google’s 2010 network breach, the 

value and scale of Alphabet’s data still make it a target 

for attack. Beyond the obvious financial implications 

associated with a cyberattack, data breaches carry the 

risk of significant reputational harm. At the same time, 

strict data privacy regulations like the GDPR further 

heighten the stakes, with noncompliance potentially 

leading to heavy penalties.

Sector and Subsector

Being the parent company of Google, Alphabet Inc. is 

recognized as one of the Big 4 technology companies. 

However, they operate in the internet content and 

information subsector within the broader 

communication services sector. Google’s search engine, 

YouTube, digital ads, and cloud services all fall within 

this description. Companies in this sub-sector offer 

content, internet navigation services, and reference 

guide information for the World Wide Web through 

various platforms, such as social media, search engines, 

and networking platforms. Companies within this sector 

make a significant portion of their revenue through 

advertising on their platforms, meaning the companies

Industry Analysis

with the most platform traffic have a greater share of 

the advertising revenue. As illustrated in the chart 

below, Google currently holds 39% of the total digital 

advertising revenue worldwide, highlighting the fact 

that they are the most used search platform in the world. 

Recent Industry Trends

1) New AI Tools: As seen with many industries, AI is 

at the forefront of this sector’s innovation adoption. AI 

has already been implemented with many major players 

in this sector and, as it advances, it could mean two 

things for Google. If utilized correctly, it can help 

improve all user experiences on different platforms and 

have more advanced algorithm ad targeting to increase 

conversion rates and in-turn, revenue. AI could also 

drive some people away from Google. As an increasing 

number of generative AI platforms are being released, 

many of them are serving as user’s main search 

engines. This could limit the growth of Google’s search 

engine advertising as more people adopt AI platforms 

for their search needs. 

2) Video Content Growth: Video advertising has 

become a dominant and rapidly growing segment of the 

internet content and information landscape, particularly 

platforms like YouTube (owned by Alphabet Inc.), 

TikTok, Instagram, and Facebook. The rise of mobile 

devices, faster internet speeds, and changing consumer 

preferences have all contributed to the surge in video ad 

spending and revenue. Short-form videos have become 

a growing area that people are advertising on, which is 

why this sector is experiencing climbing engagement in 

YouTube Shorts, TikTok, and Instagram Reels. 

Alphabet is positioned well with YouTube, but Meta 

and other social media platforms can gain market share.

3) Privacy Regulations: The Digital Advertising space 

is projected to face some headwinds as it continues into 

2025. Increased government regulation in the US and 

internationally could impact the effectiveness of 

targeted advertising due to new data privacy laws. This 

could also lead to restrictions on targeted advertising, 

specifically when it relies on psychographic data such 

as interests, beliefs, and personality. Successful 

companies in this industry will find creative ways to

Source 12: Statista
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work around these challenges by leveraging new 

technologies and staying in compliance with the 

government. 

Competitor Analysis

Financial Metrics

The main competitors of Alphabet are listed below, 

along with some key financial metrics of each. Of the 

companies listed, Meta is the closest direct competitor 

to Alphabet, operating in many identical revenue 

streams. Alphabet is mostly in line with its competition, 

having a similar P/E & net profit margin to Adobe & 

Meta. Amazon and Microsoft generate portions of their 

revenues from different streams altering profit margins, 

but they are included due to their involvement in the 

cloud computing industry, which is Alphabet’s fastest-

growing segment. Additionally, each of these 

companies is leveraging proprietary AI tools to enhance 

business offerings. 

Operating Metrics

Some important operating metrics to consider for these 

companies are total traffic on site (monthly active users) 

and market share of each company’s respective 

platform. Starting with monthly active users (MAU), 

Alphabet has 4.5 billion, driven by their 8 billion 

Google searches per day, assuming multiple searches 

per user, and YouTube contributing 1.5 billion MAU14. 

Meta has just under 4 billion monthly active users 

driven by their dominant social media platforms,  

Instagram and Facebook. As for market share, Google 

captures about 90% of the total search engine market 

worldwide, resulting in most of their revenues coming 

from this platform. Meta, on the other hand, captures 

around 70% of the total social media market share, 

driving their advertising revenues. These companies are 

handily the top two competitors for total digital 

advertising revenues, driven by separate platform 

categories. As data collection scales and more cloud 

services are needed, expect the proportion of 

advertising revenues to shrink in relation to total 

revenue.  

Porter’s Five Forces Analysis

Threat of New Entrants: Low

There is a low threat of new entrants for Alphabet. It 

would be difficult for a new company to disrupt the 

strong brand reputation, not only with Google and 

YouTube, but also with other companies in this 

industry. There are new entrants in the cloud space due 

to the growth projections of that sector, however, most 

of the entrants are other established tech companies.

Intensity of Rivalry: Moderate/High

Because Alphabet has many different revenue streams, 

they face competition on almost all fronts. They 

mitigate this competition risk by having many different 

profitable divisions of the business and being a market 

share leader with a trusted brand. Companies in this 

sector are constantly innovating and expanding, fueling 

the intensity of company rivalry.

Threat of Substitutes: High

Threat of substitutes is a relatively high risk due to the 

adaptive nature of companies in this industry. 

Innovation is key and companies that stay ahead of the 

innovation curve typically find success. Some of this 

risk is curbed by the big companies who have a loyal 

customer base and consistently use the same platforms.

Bargaining Power of Suppliers: Low

Because Alphabet does almost everything in-house and 

uses software, there is little reliance on suppliers. As the 

cloud sector of their business grows, there could be 

more reliance on construction & installation of server 

farms from outsourced companies, but this is minimal 

relative to the total scale of their revenues.

Bargaining Power of Customers: Low

Customers have little bargaining power over how much 

money an ad placement will cost. Because Google 

owns most of the search market and has a great share of 

video ads, they can decide how much they can charge 

for ads (within reason) and the demand for digital 

advertising is only going to increase. 

Real GDP Growth

U.S. Real Gross Domestic Product (GDP), a key 

measure of economic health, significantly impacts the 

communications sector, including companies like 

Alphabet. Real GDP reflects inflation-adjusted growth 

in the value of all goods and services produced in the 

U.S., encompassing consumer spending, private 

investment, government expenditures, and net exports. 

Real GDP growth has been steady and encouraging in 

Source 13: Trading View

Economic Analysis
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2024, with real GDP rising by 2.8% in Q3 according to 

estimates, following a 3.0% increase in Q2. This 

growth has been fueled by strong consumer spending in 

areas like healthcare and automotive goods, along with 

rising exports and increased federal government 

spending15 . Consumer spending has remained 

resilient, supported by higher wages and a solid labor 

market, even as higher interest rates put some pressure 

on borrowing. For Alphabet, this steady economic 

growth is a positive catalyst, as businesses tend to boost 

their advertising budgets during periods of steady 

growth. With advertising being Alphabet’s biggest 

revenue driver, the company benefits directly from this 

increased spending.  Looking ahead, we expect GDP 

growth to stabilize between around 3% annually over 

the next several quarters. We believe this will be 

supported by resilient labor markets, moderating 

inflation, decreasing interest rates, and ongoing 

business investments specifically in AI-driven 

technologies. However, a slowdown in GDP growth 

could be harmful to Alphabet’s business. Particularly, 

fluctuations in real GDP directly affect Alphabet’s 

advertising and cloud services, as these sectors are 

sensitive to changes in corporate budgets and consumer 

confidence. While we anticipate continued GDP growth 

to support spending in communications services, risks 

such as geopolitical tensions, inflationary pressures, and 

higher borrowing costs could still influence the pace 

and sustainability of this expansion.

Inflation (CPI)

Inflation, measured by the Consumer Price Index, 

tracks changes in the cost of a basket of goods and 

services over time and is a key indicator of economic 

health. In 2024, inflation has varied, ranging as high as 

3.5% year-over-year in March to 2.4% year-over-year 

in September. Most recently, the October 2024 U.S CPI 

result was 2.6%. This is a notable improvement from 

the 9.1% peak seen in June 2022. This decline is largely 

due to the Federal Reserve’s aggressive interest rate 

hikes aimed at controlling rising prices. However, 

inflation remains above the Fed’s long-term target rate 

of 2%, which has mixed

Source 15: U.S. Bureau of Economic Analysis

implications for the communications sector and 

companies like Alphabet. Higher prices increase costs 

for wages, energy, and infrastructure, while also 

reducing consumer’s disposable income. This can 

potentially tighten advertising budgets, the core revenue 

segment for Alphabet.

For Alphabet, inflation is a double-edged sword. Rising 

costs put pressure on margins, especially with higher 

wages and expenses for data centers and AI 

infrastructure. At the same time, Alphabet offers 

essential digital services like advertising, search, and 

cloud computing. This helps weather inflationary 

pressures better than many other companies. AI 

advancements are also helping offset rising labor costs 

by creating efficiencies within the business. Looking 

forward, we expect inflation to bounce around the 2-3% 

range, while gradually working its way back down to 

the Fed’s 2% target. A more stable inflationary 

environment, which seems probable in the near future, 

would likely boost advertising budgets and ease cost 

pressures, supporting continued growth in Alphabet’s 

products and services.  

Consumer Confidence Index (CCI)

The Consumer Confidence Index (CCI), which is a key 

measure of consumer sentiment regarding the economy, 

saw a notable rebound in October 2024, rising to 108.7 

from 99.2 in September. This represents the strongest 

monthly increase since March 2021, driven by 

improved perceptions of the current business 

conditions, job availability, and short-term economic 

expectations17 . This resurgence in confidence is 

particularly beneficial for Alphabet and the broader 

communications sector. Improved consumer optimism 

translates into higher discretionary spending, fueling 

demand for advertising, entertainment, and subscription

Source 16: U.S. Inflation Calculator
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services that Alphabet offers. As inflation and labor 

market conditions stabilize, we expect consumer 

confidence to remain steady or even improve further. 

However, economic uncertainties could still dampen 

consumer sentiment on a dime.

Foreign Exchange Rates

Foreign exchange rates play a role in Alphabet’s 

financial performance due to its extensive global 

operations, with only 47% of total revenue coming 

from the United States. These rates determine the value 

of revenue and profits generated in foreign currencies 

when converted back to U.S. dollars. Fluctuations in 

exchange rates can significantly impact Alphabet’s 

earnings. A stronger dollar, for example, can reduce the 

value of foreign earnings, while a weaker dollar can 

enhance them. To mitigate these risks, Alphabet has 

implemented a foreign exchange risk management 

program. According to its most recent 10Q2, Alphabet 

uses derivative instruments, including forward and 

option contracts, to hedge against fluctuations in 

foreign exchange rates. These instruments help reduce 

the risk of adverse effects on cash flows, earnings, and 

investment in foreign subsidiaries. However, Alphabet 

still recognizes that its hedging program does not fully 

offset its exposure to currency fluctuations, and gains or 

losses from these activities are subject to vary from 

quarter to quarter.

Revenue Assumptions

As stated, Alphabet Inc. has six different revenue 

streams.  Google Search, YouTube ads, and Google 

Network make up the total advertising revenues. 

Subscriptions, Platforms, and Devices- which include 

YouTube TV, YouTube Subscriptions, and Google 

Pixel Phones- make up Google Services. The other two

Source 17: The Conference Board

Valuation Analysis

revenue streams are Google Cloud & Other Bets. There 

have been three quarters of 2024 results, so to estimate 

all 2024 revenues we divided totals through Q3 by 0.75.

The three revenue streams above make up 80% of 

Alphabet’s total revenue. Google Search is the biggest 

and most established revenue stream. This platform has 

seen significant historical growth, but we believe this 

will stabilize due to competitive factors such as the 

emergence of AI chatbots and recent pressures on 

Google relating to its global search market share. We 

estimate 10% YoY growth for 2025 and 2026, then a 

taper of 1% annually through 2030, holding at 6%. 

We estimate YouTube will increase its YoY growth 

rate up to 12% in 2027. This is fueled by the 

preferences of consumers shifting towards  video 

media, specifically YouTube Shorts. After 2027, we 

estimate this to stabilize at 9% as the market saturates. 

Cloud is the newest and fastest-growing segment by far. 

It has seen YoY growth of 25% or greater the previous 

six years in a row. With the adoption of cloud 

computing from many industries, we do not estimate 

this growth will slow down over the next several years. 

Because this is the most unpredictable revenue 

segment, we referenced professional analyst opinions to 

compare our assumptions. Our 2-year horizon (2025E 

and 2026E) aligns closely with FactSet estimates19. 

We estimate this growth will slow down to 15% by 

2030. 

Aside from the major revenue streams, we estimate that 

Subscription, Platform, and Devices (Google Other) 

will keep a 10% growth rate for the next two years, then 

stabilize at 5% YoY by 2030. This is primarily due to 

the market saturation of smart phones. Smartphone 

penetration is nearing its peak, with Apple and

Source: Revenue Decomposition
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Samsung having a tight grip on 75% of the market18. 

Other Bets consist of Alphabet’s experimental and 

emerging businesses. The historical growth averaged at 

around 20%, but we conservatively estimate a 15% 

YoY growth rate for the foreseeable future  

We chose a relatively conservative 4% continuing value 

(CV) growth rate for NOPLAT. We felt this was 

realistic when you consider its commitment to 

innovation through significant investment in capital 

expenditures. This puts Alphabet in a position to stay 

ahead of the curve and continue to create new 

opportunities in the high-growth markets of AI and 

cloud computing. On top of that, the company’s push 

into emerging markets through their ‘Other Bets’ 

segment opens the door to vast, untapped potential, 

where there is significant room to expand their reach 

and potential revenue. Alphabet’s track record of 

innovation and its ability to grow in new markets make 

it reasonable to believe it can sustain growth slightly 

above the long-term inflation rate.  

Expense Assumptions

The biggest expense that Alphabet faces is it’s cost of 

sales. This expense has historically been around 35-

40% of revenue. For 2024, this percentage will almost 

certainly jump above 41% of sales from 39% in 2023, 

based on Q1-Q3 results. These costs are primarily 

comprised of traffic acquisition costs (TAC), which 

typically get paid to partners including browser 

providers, mobile carriers, original equipment 

manufacturers, and software developers. The other 

costs that make up cost of revenues are content 

acquisition costs (CAC), which are paid to content 

providers such as YouTube channels, and inventory of 

tangible products. In the 2023 10 − K20, Alphabet said 

they expect this to go up as a percentage of sales. As it 

rises in 2024, we expect it to drop slightly back down to 

39% in 2025 and slowly drop to 35% by 2030. This 

drop is primarily driven by the growth in cloud, which 

will be more profitable than Google, and as Alphabet 

matures in its business life cycle, we expect efficiency 

to increase. 

Other operating revenues, aside from depreciation, 

including research and development, sales and 

marketing, and general administrative expenses. The 

main component of all these expense categories is 

labor. We expect these to remain relatively consistent 

with the 5-year historical average as a percentage of 

sales. We might see slight variability with different 

hiring cycles of Alphabet; however, they remain 

relatively consistent historically. 

Capital Expenditures Assumption

Based on the most recent 10-Q provided by Alphabet 

Inc., we estimate that 2024 CapEx will be $51 billion, 

with management saying they anticipate continued 

elevated spending as they invest in new technologies. 

While their CapEx spending surged by over 50% this 

year, we conservatively forecasted CapEx to grow 

every year by the rate of inflation, 2.5%. 

WACC

Alphabet’s WACC was calculated using the market 

weights and current capital structure. A risk-free rate 

was determined using the 10-year treasury bond yield 

as of valuation date, 11/18/24, and the equity risk 

premium was valued at 5% per recommendation of the 

fund manager. With a beta of 1.04, Alphabet’s cost of 

equity comes out to 9.6% and the after-tax cost of debt 

is 3.7%. With nearly 99% of the capital structure being 

composed of equity, the estimated WACC equates to 

9.53%. This number has a significant impact on the 

overall stock price due to it being used as the discount 

rate, and it is subject to change slightly as the 

company’s capital structure and risk profile change. 

Discounted Cash Flow and Economic Profit Model

Estimated Share Price: $185

Our DCF and EP models give us a good projection of 

the true value of Alphabet. Considering there are no 

competitors to Alphabet with the same revenue streams, 

we believe this is an effective way to value the 

company by capturing the value of all future cash 

flows. Until recent data from Q3 results indicated a 

significant jump in CapEx spending, our models 

projected a higher estimated share price of around 

$195. Accounting for new CapEx numbers, we get a 

price of $185. Currently the stock trades at $175.30, but 

a month ago it was trading around the $165 range. Our 

model is highly volatile to the WACC, continuing value 

growth of NOPLAT, and the equity risk premium. This 

means any significant changes in capital structure, 

significant changes in operating margin, or changes in 

interest rates could alter our valuation. 

Dividend Discount Model

Estimated Share Price: $189

We believe that the dividend discount model, although 

outputting a relevant price, is not necessarily the most 

effective method to value the company. Alphabet has
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only paid dividends for two quarters now, which makes 

it challenging to estimate how Alphabet will increase 

these dividends over the coming years. Therefore, we 

think it’s too early yet to have a reliable dividend 

discount model. 

Relative Valuation to Peers

Estimated Share Price: $195

When looking at other technology companies and 

competitors of  Alphabet – Apple, Microsoft, Amazon, 

Meta, IBM, Netflix, and Adobe – and using an average 

of their forward P/E  ratios, we find that Alphabet has a 

relative valuation price of about $195. This might be 

slightly high due to some of these technology 

companies trading at premium P/E multiples. While this 

may be a good ballpark estimate, we don’t necessarily 

believe this valuation accounts for all the nuances of 

Alphabet’s business and competitive advantages. If 

Alphabet cloud revenue continues to grow, then it could 

be more useful to use this method with companies like 

Amazon and Microsoft. For right now, it’s not the best 

representation of the underling value of the company. 

Beta vs. CV Growth of NOPLAT

Beta is an essential piece of the equation when 

calculating WACC and determining how risky investors 

should assume the stock to be, thus altering return 

expectations. The long-term growth rate of NOPLAT is 

an assumption that has a major impact on stock price, as 

we can see in the chart. This changes the continuing 

value, which makes up the majority value of our 

operating assets used in valuation models. 

WACC vs. Dividend Yield

WACC is beneficial to test because as the cost of 

capital changes throughout the business’s life, it can 

have a big impact on the price of the stock today. We 

wanted to test different dividend yields because 

Alphabet just started paying out dividends and we 

expect the dividend yield to increase in the future. 

Sensitivity Analysis

Risk-Free Rate vs. Equity Risk Premium

Equity risk premium (ERP) and the risk-free rate are 

two related variables that affect the WACC. We wanted 

to see which one had greater impact on the price of the 

stock because the risk-free is always changing, and as 

the risk profile of the business changes it will alter the 

equity risk premium, too. 

Growth Rate of Cloud vs. Cost of Sales

Cost of sales is important for the bottom line, and it has 

changed slightly over the years as Google’s revenue 

streams have adapted and grown. With Google Cloud 

specifically, this is their fastest growing revenue stream 

and the most unpredictable due to its high-growth and 

lack of historical data, as this market is still in its 

infancy. 

Effective Tax Rate vs. Normal Cash Estimate

As the tax rate moves, it has a direct impact on the 

bottom line. With the change in political leadership his 

year, there might be potential changes to the marginal 

and effective tax rates applied to companies. Normal 

cash is measured to see how idle cash reflects the stock 

price when it’s not reinvested. 
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Important Disclaimer 

This report was created by students enrolled in the 

Applied Equity Valuation class at the University of 

Iowa. The report was originally created to offer an 

internal investment recommendation for the University 

of Iowa Krause Fund and its advisory board. The report 

also provides potential employers and other interested 

parties an example of the student’s skills, knowledge, 

and abilities. Members of the Krause Fund are not 

registered investment advisors, brokers, or officially 

licensed financial professionals. The investment advice 

contained in this report does not represent an offer or 

solicitation to buy or sell any of the securities 

mentioned. Unless otherwise noted, facts and figures 

included in this report are from publicly available 

sources. This report is not a complete compilation of 

data, and its accuracy is not guaranteed. From time to 

time, the University of Iowa, its faculty, staff, students, 

or the Krause Fund may hold financial interest in the 

companies mentioned in this report. 
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