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Alphabet (GOOG US)

Inline 2Q24 results; GenAl gains traction

Alphabet reported 2Q24 financial results: total revenue increased by 14% YoY
to US$84.7bn, in line with Bloomberg consensus estimate; net income grew by
29% YoY to US$23.6bn, 3% ahead of the consensus estimate, mainly due to
management’s effort to moderate expenses growth and slow down the pace of
hiring. Looking ahead to 3Q24, we expect the high base to take a toll on revenue
growth rate. We also expect 3Q24 OPM to start reflecting the increase in
depreciation and expenses related to tech infrastructure investment, as noted
by management. Management still expects to see FY24 full-year OPM to
improve relative to FY23 given the solid efficiency gains in 1H24. We lift FY24-
26 earnings forecast by 3-8% in view of the continued improvement in operating
efficiency. We roll forward our valuation multiple and raise TP to US$218.0 on
26x FY25E PE (previous: US$185.5 on 27x FY24E PE). Maintain BUY.

Resilient advertising business. Google Search & other revenue grew by
14% YoY to US$48.5bn in 2Q24 (1Q24: +14% YaoY), driven by strength in
the retail and financial services verticals. YouTube ad revenue was up 13%
YoY to US$8.7bn in 2Q24 (1Q24: +21% YoY), thanks to the watch time
growth, monetization improvement of Shorts, and momentum in connected
TV services. Al has been driving better user experience and improving ad
performance. The roll-out of Al overviews led to increased search usage
and user satisfaction with the results. Advertisers that have adopted PMax
to Broad Match with Smart Bidding in the Search campaigns saw an
average increase of over 25% more conversions or value at a similar cost.
For 3Q24, management are cautious on the Google ad revenue outlook,
given the high base in 2H23.

GenAl driving solid growth of cloud business. Google Cloud revenue
delivered resilient growth of 29% YoY to US$10.3bn in 2Q24 (1Q24: +28%
YoY), driven by solid growth in Google Cloud Platform (GCP) and increasing
contribution from Al. Google Cloud also reached the US$1bn operating
income milestone, with OPM up by 6.4ppt YoY and 1.9ppt QoQ to 11.3% in
2Q24. Year-to-date, Google Cloud Al infrastructure and generative Al
solutions have already generated billions in revenue (c.5-15% of Google
Cloud revenue in 1H24 on our estimate) and are used by over 2mn
developers, per management. The majority of Google Cloud top 100
customers are already using Google Cloud generative Al solutions.

Margin expansion continues. Overall OPM increased by 3.1ppt YoY and
0.7ppt QoQ to 32.4% in 2Q24, mostly due to moderate expenses growth
and QoQ decline in headcount. For 3Q24, management expects increases
in headcount, depreciation, and expenses related to its investment in tech
infrastructure and talent. However, management still expects full-year OPM
to improve in 2024 vs. 2023. Capex was up 91% YoY to US$13.2bn in
2Q24, and management expects quarterly Capex throughout FY24 to be at
or above US$12bn.

Earnings Summary

(YE 31 Dec) FY22A FY23A FY24E FY25E FY26E
Revenue (US$ mn) 282,836 307,394 344,905 383,473 423,138
YoY growth (%) 9.8 8.7 12.2 11.2 10.3
Net profit (US$ mn) 59,972.0 73,795.0 92,037.2 104,084.2 116,946.7
EPS (Reported) (US$) 4.59 5.84 7.41 8.38 9.42
Consensus EPS (US$) 4.59 5.84 7.60 8.67 9.95
P/S (x) 8.1 7.4 6.6 5.9 5.4
P/E (x) 40.0 314 24.8 219 19.5

Source: Company data, Bloomberg, CMBIGM estimates
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Business forecasts update and valuation

Figure 1: Alphabet: forecast revision

Current Previous Change (%)

FY24E FY25E FY26E FY24E FY25E FY24E FY25E FY26E
Revenue 344.9 383.5 423.1 344.4 382.3 421.2 0.1% 0.3% 0.5%
Gross profit 196.9 219.9 243.8 193.8 215.6 237.5 1.6% 2.0% 2.6%
Operating profit 104.8 118.6 133.4 98.1 113.5 128.8 6.9% 4.5% 3.5%
Net profit 92.0 104.1 116.9 85.3 98.6 113.1 7.9% 5.6% 3.4%
EPS (US$) 7.4 8.4 9.4 6.9 7.9 9.1 7.9% 5.6% 3.4%
Gross margin 57.1% 57.4% 57.6% 56.3% 56.4% 56.4% 0.8 ppt 1.0 ppt 1.2 ppt
Operating margin 30.4% 30.9% 31.5% 28.5% 29.7% 30.6% 1.9 ppt 1.2 ppt 0.9 ppt
Net margin 26.7% 27.1% 27.6% 24.8% 25.8% 26.9% 1.9 ppt 1.4 ppt 0.8 ppt

Source: CMBIGM estimates

Figure 2: Alphabet: CMBIGM estimates vs consensus

CMBIGM Consensus Diff (%)
US$ bn FY24E FY25E FY26E FY24E FY25E FY26E FY24E FY25E FY26E
Revenue 344.9 383.5 423.1 346.7 384.8 425.3 -0.5% -0.4% -0.5%
Gross profit 196.9 219.9 243.8 199.6 222.0 245.2 -1.4% -0.9% -0.6%
Operating profit 104.8 118.6 1334 107.5 123.7 133.3 -2.5% -4.1% 0.0%
Net profit 92.0 104.1 116.9 94.4 106.0 118.1 -2.5% -1.8% -1.0%
EPS (US$) 7.4 8.4 9.4 7.6 8.7 10.0 -2.4% -3.3% -5.4%
Gross margin 57.1% 57.4% 57.6% 57.6% 57.7% 57.7% -0.5 ppt -0.3 ppt 0.0 ppt
Operating margin 30.4% 30.9% 31.5% 31.0% 32.1% 31.3% -0.6 ppt -1.2 ppt 0.2 ppt
Net margin 26.7% 27.1% 27.6% 27.2% 27.6% 27.8% -0.5 ppt -0.4 ppt -0.1 ppt

Source: Bloomberg, CMBIGM estimates

Valuation

We value Alphabet at US$218.0 per share based on 26x 2025E P/E. Our target PE multiple
is on par with the sector average (26x).

Figure 3. Alphabet: target valuation

P/E valuation (US$mn) 2025E
Net income 92,037
Target 2025E P/E 26
Target equity valuation 2,669,079
Valuation per share (US$) 218.0

Source: Company data, CMBIGM estimates

Figure 4: Global online ad platforms: valuation comparison

Companies Ticker PE(x) PS (x) EPS CAGR
2024E 2025E 2026E 2024E 2025E 2026E 24-26E

Global ads

Alphabet GOOG US 183.6 24.8 21.9 19.5 6.6 5.9 5.4 1.7
Meta META US 488.7 23.6 20.5 18.3 7.8 6.9 6.2 15
Pinterest PINS US 40.8 30.0 251 19.1 7.6 6.5 5.6 15
Snap SNAP US 14.3 NA 39.0 25.6 4.4 3.8 3.4 NA
Average 26.1 26.4 20.5 6.6 5.8 51 NA
Global tech

Microsoft MSFT US 444.9 37.7 33.3 28.4 13.5 11.8 10.3 2.6
NVIDIA NVDA US 122.6 NA 44.9 325 50.8 25.0 18.4 NA
Amazon AMZN US 186.4 35.5 28.7 23.7 3.0 2.7 24 1.8
Tesla Inc TSLA US 246.4 NA NA NA 7.9 6.7 5.6 NA
Netflix Inc NFLX US 642.8 33.6 28.1 23.6 7.1 6.4 5.7 NA
Salesforce CRM US 256.1 31.2 25.8 23.3 7.1 6.6 6.0 NA
Adobe Inc ADBE US 546.0 30.1 26.5 23.2 11.3 10.1 9.1 25
Intuit Inc INTU US 637.1 37.9 33.2 28.9 11.0 9.8 8.7 2.9

PLEASE READ THE ANALYST CERTIFICATION AND IMPORTANT DISCLOSURES ON LAST PAGE 2
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ServiceNow NOW US 765.5 NA 47.3 38.7 14.4 11.9 10.3 NA
Uber UBER US 67.5 NA 28.8 20.8 3.3 2.8 2.4 NA
Average 34.3 33.0 27.0 12.9 9.4 7.9

Source: Bloomberg, CMBIGM
Note: data as of 23 Jul 2024
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Financial Summary

INCOME STATEMENT 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)

Revenue 257,637 282,836 307,394 344,905 383,473 423,138
Cost of goods sold (110,939) (126,203) (133,332) (148,055) (163,542) (179,346)
Gross profit 146,698 156,633 174,062 196,851 219,931 243,792
Operating expenses (67,984) (81,791) (89,769) (92,021) (101,314) (110,439)
Selling expense (22,912) (26,567) (27,917) (27,868) (30,678) (33,005)
Admin expense (13,510) (15,724) (16,425) (14,831) (16,489) (18,195)
R&D expense (31,562) (39,500) (45,427) (49,321) (54,146) (59,239)
Others 0 0 0 0 0 0
Operating profit 78,714 74,842 84,293 104,830 118,617 133,353
Other income/expense 12,020 (3,514) 1,424 3,449 3,835 4,231
Pre-tax profit 90,734 71,328 85,717 108,279 122,452 137,584
Income tax (14,701) (11,356) (11,922) (16,242) (18,368) (20,638)
After tax profit 76,033 59,972 73,795 92,037 104,084 116,947
Net profit 76,033 59,972 73,795 92,037 104,084 116,947
Adjusted net profit 91,409 79,334 96,255 116,181 130,927 146,566
BALANCE SHEET 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec (US$ mn)

Current assets 188,143 164,795 171,530 221,358 295,745 395,536
Cash & equivalents 20,945 21,879 24,048 66,947 136,416 231,340
Account receivables 39,304 40,258 47,964 54,893 59,811 64,678
Inventories 1,170 2,670 0 0 0 0
Financial assets at FVTPL 118,704 91,883 86,868 86,868 86,868 86,868
Other current assets 8,020 8,105 12,650 12,650 12,650 12,650
Non-current assets 171,125 200,469 230,862 257,665 281,204 302,799
PP&E 97,599 112,668 134,345 161,148 184,687 206,282
Right-of-use assets 12,959 14,381 14,091 14,091 14,091 14,091
Deferred income tax 1,284 5,261 12,169 12,169 12,169 12,169
Investment in JVs & assos 29,549 30,492 31,008 31,008 31,008 31,008
Intangibles 1,417 2,084 2,084 2,084 2,084 2,084
Goodwill 22,956 28,960 29,198 29,198 29,198 29,198
Other non-current assets 5,361 6,623 7,967 7,967 7,967 7,967
Total assets 359,268 365,264 402,392 479,023 576,949 698,334
Current liabilities 64,254 69,300 81,814 91,468 97,829 104,138
Account payables 6,037 5,128 7,493 8,154 8,827 9,486
Tax payable 0 0 0 0 0 0
Other current liabilities 12,284 12,278 13,013 17,933 19,476 21,063
Accrued expenses 45,933 51,894 61,308 65,381 69,526 73,589
Non-current liabilities 43,379 39,820 37,199 37,199 37,199 37,199
Long-term borrowings 14,817 14,701 13,253 13,253 13,253 13,253
Obligations under finance leases 11,389 12,501 12,460 12,460 12,460 12,460
Deferred income 535 599 911 911 911 911
Other non-current liabilities 16,638 12,019 10,575 10,575 10,575 10,575
Total liabilities 107,633 109,120 119,013 128,667 135,028 141,337
Capital surplus 61,774 68,184 76,534 51,474 38,955 37,084
Retained earnings 191,484 195,563 211,247 303,284 407,368 524,315
Other reserves (1,623) (7,603) (4,402) (4,402) (4,402) (4,402)
Total shareholders equity 251,635 256,144 283,379 350,356 441,921 556,998
Total equity and liabilities 359,268 365,264 402,392 479,023 576,949 698,334
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2021A 2022A 2023A 2024E 2025E 2026E

YE 31 Dec (US$ mn)

Operating

Profit before taxation 90,734 71,328 85,717 108,279 122,452 137,584
Depreciation & amortization 11,555 15,287 11,946 21,484 26,312 31,298
Tax paid (14,701) (11,356) (11,922) (16,242) (18,368) (20,638)
Change in working capital (1,523) (2,235) (3,845) 2,724 1,444 1,442
Others 5,587 18,471 19,850 24,143 26,843 29,620
Net cash from operations 91,652 91,495 101,746 140,389 158,683 179,306
Investing

Capital expenditure (24,640) (31,485) (32,251) (48,287) (49,852) (52,892)
Acquisition of subsidiaries/ investments (2,618) (6,969) (495) 0 0 0
Others (8,265) 18,156 5,683 0 0 0
Net cash from investing (35,523) (20,298) (27,063) (48,287) (49,852) (52,892)
Financing

Net borrowings (1,236) (1,196) (760) 0 0 0
Share repurchases (50,274) (59,296) (61,504) (49,203) (39,363) (31,490)
Others (9,852) (9,265) (9,829) 0 0 0
Net cash from financing (61,362) (69,757) (72,093) (49,203) (39,363) (31,490)
Net change in cash

Cash at the beginning of the year 26,465 20,945 21,879 24,048 66,947 136,416
Exchange difference (287) (506) (421) 0 0 0
Cash at the end of the year 20,945 21,879 24,048 66,947 136,416 231,340
GROWTH 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Revenue 41.2% 9.8% 8.7% 12.2% 11.2% 10.3%
Gross profit 50.0% 6.8% 11.1% 13.1% 11.7% 10.8%
Operating profit 90.9% (4.9%) 12.6% 24.4% 13.2% 12.4%
Net profit 88.8% (21.1%) 23.0% 24.7% 13.1% 12.4%
Adj. net profit 71.6% (13.2%) 21.3% 20.7% 12.7% 11.9%
PROFITABILITY 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Gross profit margin 56.9% 55.4% 56.6% 57.1% 57.4% 57.6%
Operating margin 30.6% 26.5% 27.4% 30.4% 30.9% 31.5%
Adj. net profit margin 35.5% 28.0% 31.3% 33.7% 34.1% 34.6%
Return on equity (ROE) 32.1% 23.6% 27.4% 29.0% 26.3% 23.4%
GEARING/LIQUIDITY/ACTIVITIES 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

Current ratio (x) 2.9 2.4 2.1 2.4 3.0 3.8
Receivable turnover days 55.7 52.0 57.0 58.1 56.9 55.8
VALUATION 2021A 2022A 2023A 2024E 2025E 2026E
YE 31 Dec

P/E 1.6 40.0 31.4 24.8 21.9 19.5
P/E (diluted) 1.6 40.3 317 25.0 22.1 19.7
P/B 0.5 9.4 8.2 6.5 5.2 4.1

Source: Company data, CMBIGM estimates. Note: The calculation of net cash includes financial assets.
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