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IAG Track Record

■ Eternal Technologies (Battle presentation, 2005): Short, pitched at $0.50, Delisted

■ Diedrich Coffee (Battle presentation, 2006): Long, pitched at $3.42, bought out at $35

■ Trivision (Battle presentation, 2006): Short, pitched at $2, bought at $1.72

■ Gemcom Software (2007): Long, pitched at $2 bought out at $3.05

■ Nintendo (Alumni Battle presentation, 2011): Long, pitched at 20,280, now 27,005

■ RE/MAX (Alumni presentation, 2014): Long, pitched at $31, now at $59
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Nik’s Track Record
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THE BUSINESS
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Introduction to Alpha-bet
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Google, at its core, is an online advertising business with ~70% of its revenue derived from 

its core search franchise

2016 % Mix

Desktop search 32,931 45%

Mobile search 17,732 24%

Other revenue 9,080 12%

Youtube 7,228 10%

Google network members 
properties 4,699 6%

Cloud 1,000 1%

Other "Bets" 809 1%

Total net revenue 73,479 100%

45% OF REVENUE IS U.S., 10% UK, 45% ROW



Introduction to Alpha-bet
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Google’s seven primary products command over 1b monthly active users each



Introduction to Alpha-bet
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History: Founder/operator management team

COMBINED, LARRY & SERGEY OWN ~$35B OF STOCK AND CONTROL >50% OF THE VOTING SHARES



Introduction to Alpha-bet
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Digital advertising is a `$200b industry and taking share from traditional advertising (TV, 

radio, print, etc.).  Digital advertising is projected to grow mid-teens going forward.

DIGITAL ADVERTISING IS STILL ONLY 30-35% PENETRATED AS A % OF TOTAL GLOBAL ADVERTISING SPEND



Introduction to Alpha-bet
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Within digital advertising, search is ~49% of the market and video is 9% of the market.  

Search is growing ~low dd% while video is growing much faster at ~35%



Introduction to Alpha-bet
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Google’s competitors are the “who’s who’s” of the internet

SEARCH

VIDEO

CLOUD

OTHERS TO 
WATCH



Introduction to Alpha-bet
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Google is the dominant player within its competitive set



Introduction to Alpha-bet
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Though their competitors are large, well funded, and not to be taken likely
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THE TENSION
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The Tension
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For all its greatness, Google gets no respect in the public markets

2018E P/E Est growth

Alphabet (ex cash) 17.2x high teens

S&P 500 16.0x mid single digits



Tension
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Tension 1: Favored digital advertising platforms are rapidly changing and you need to stay 

ahead of the curve

Tension 1a: Search is losing relevance

Tension 1b: You missed on social



Tension

16

Tension 2: Devices are rapidly changing that often monetize at lower rates

MOBILE MONETIZES AT 1/3 THE RATE OF DESKTOP AND CAME OUT OF THE BLUE.  WHAT’S NEXT?



Tension
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Tension 3: “Peak share”.  Everyone is gunning for you.



Tension
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Tension 3: “Peak share”.  Everyone is gunning for you.



Tension
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Tension 4: Capital allocation stinks.  What are you doing?



THE BULL CASE
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 

underappreciated by the market.  Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth 

Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap



Google has a robust track record of value creation
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Google has compounded revenue and earnings at a 30% and 35% clip, respectively, since 

its 2004 IPO

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Net revenue 3,189 6,139 7,296 11,660 15,857 17,482 22,004 29,094 39,219 47,735 52,504 60,646 73,479 

% Growth 92% 19% 60% 36% 10% 26% 32% 35% 22% 10% 16% 21%

EBIT 640 2,017 3,550 5,084 6,632 8,312 10,381 11,742 12,760 13,966 16,496 19,360 23,716 

% Margin 20.1% 32.9% 48.7% 43.6% 41.8% 47.5% 47.2% 40.4% 32.5% 29.3% 31.4% 31.9% 32.3%

Diluted EPS $0.73 $2.51 $4.97 $6.65 $6.66 $10.21 $13.16 $14.88 $16.23 $18.02 $19.82 $23.59 $27.88 

% Growth 243% 98% 34% 0% 53% 29% 13% 9% 11% 10% 19% 18%



Google has a robust track record of value creation
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The stock has compounded at a 20%+ clip since it went public



Google has a robust track record of value creation
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For all its greatness, Google gets no respect in the public markets

2018E P/E Est growth

Alphabet (ex cash) 17.2x high teens

S&P 500 16.0x mid single digits
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 
underappreciated by the market.  Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth 

Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap



26

Search Business
Google’s search business is being valued for a song

Investment Thesis

Market cap today 593,900

(-) Cash (86,333)

(+) Debt 3,935

(-) Youtube (103,056)

(-) Maps (46,627)

(-) Cloud (89,772)

(-) Other bets 0

(+) Corporate 10,572

Implied Equity value core Google 282,619

Core Google 2018 Net income 28,207

Implied Multiple 10.0x

Implied Core Google Valuation
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Search Business
Search has secular tailwinds of 1) increasing internet penetration (msd%) 

and 2) increasing internet usage per person (msd%)

Investment Thesis
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Search Business
Search has an unassailable moat driven by a self fulfilling loop

Investment Thesis

Great algorithm 

More Users

More advertisers
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Search Business
Search has an unassailable moat driven by a self fulfilling loop

Investment Thesis

"Google has a huge new moat…In fact, I've 

probably never seen such a wide moat.“
- Charlie Munger
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Search Business
In nearly every major country, Google is the DOMINANT search provider

Investment Thesis
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Search Business
Search is not dead.  Desktop queries are declining but CPCs are increasing, 

allowing Desktop revenue to ‘hang in there’.  Mobile, meanwhile, has been 

growing at a rapid pace and mostly incremental to Google.  Bear in mind 

mobile monetizes at only 1/3 the rate of Desktop today!

Investment Thesis
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Search Business
Mobile presents a compelling monetization upside for Google

Investment Thesis

Q4 2012 earnings call

Richard Kramer - Arete Research
Thanks very much. Larry, a couple of quick questions. First of all, just to polish up this Mobile 
and CPC question, how many years do you think it's going to take before CPCs on Mobile and 
Desktop are roughly equal trading off location and display size?

Larry Page
The problem seems to be, and I am not going to make predictions about when they will be 
equal; I don't think they will be equal, I think probably one will always be bigger than the other, 
though, not clear which way but I don't think this is a long-term problem. I don't think this is a 
long time in coming, and I think as I have said before, there's a lot of advantages to mobile. You 
already know location quite clearly, you can call somebody easily, you have a camera, you can 
hangout with the business, you can be notified instantly. There's just a lot of things about 
mobile that are amazing opportunities for advertisers and for businesses. So I expect that to 
revolutionize how people do marketing and we are working hard on that. I expect that that 
(mobile) will work a lot better for users and for advertisers and businesses, and therefore more 
money. We will be able to generate a lot more money than we do now.



Mobile net revenue, 2018E 30,880

Monetization upside 2.0x

Incremental revenue to Google 61,760

Incremental margins 45.0%

Incremental EBIT 27,792

Taxes 5,364

Tax rate 19.3%

Net income 22,428

Inremental EPS $32.11

2018E EPS $42.49

% Upside 76%

Diluted shares 698.5
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Search Business
What if mobile monetized at Desktop levels in 2018E?

Conservative, 
mobile upside 
could be 3x to 
match desktop

Conservative, 
incremental 
margins should be 
much higher than 
segment margins

Investment Thesis
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 

underappreciated by the market.  Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth 

Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap
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Youtube
There is significant runway for online vide to take share from TV advertising.  

We’re already starting to see this play out.

Investment Thesis

TV Ad Market ($b) Digital Video Ad Market ($b)
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Youtube
Youtube is the dominant player in the digital video market today.  It has a 

deep moat: most users, most content, best Ad-Tech Stack

Investment Thesis

Share of Video Views, 2012
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Youtube
We valued Youtube at ~$100b or 25x our 2022E EBIT, discounted back to 

today.  This is a discount to NFLX, and Street estimates in the $150b+ range.

Investment Thesis

Youtube valuation, $mm 103,056

Youtube 2018E EBIT 2,467

EV/EBIT 41.8x

Netflix 2018E EV/EBIT 75.0x
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Cloud
In-house data centers are expensive, hard to scale and take months to 

acquire data.  Enterprise cloud is rapidly growing and gaining share.

Investment Thesis
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Cloud
Amazon is the leader, but Google has the capabilities to rapidly catch up 

and acqu-hired Diane Greene in 2015 (co-founder of VMWare) to run it

Investment Thesis
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…But today, on stage at the Structure conference in San Francisco, Hö lzle said that while "we're clearly coming 

from behind,“…He says that the cloud game is a little bit like the rise of the smartphone: The iPhone was first in 

2007, basically creating the demand for smartphones. But despite a later start, Android has become the single 

most popular operating system in the world. 

"I hope we're going to be the Android of that story," Hö lzle said

- Nov 2015 Business Insider story on Urs Holzle, partner with Diane Green on GCP
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Cloud
Amazon case study: Amazon is rapidly growing its cloud business.  Amazon 

broke out the financials for the business for the first time in Q1 2015.  It now 

comprises ~50% of its operating income

Investment Thesis

2014 2015 2016

Revenue 4,644 7,880 12,219

% Growth 70% 55%

EBIT before stock comp 660 1,863 3,706

% Margin 14.2% 23.6% 30.3%

% Growth 182% 99%

Total EBIT ex-stock comp 1,808 4,523 7,328

Cloud % of Amazon EBIT 37% 41% 51%



41

Cloud
Amazon case study: Since Amazon broke out its Cloud business in Q1 2015, 

the stock is up over 100%

Investment Thesis
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Cloud
Case study: Recent analyst estimates have Amazon’s Cloud business worth 

$150-200b, or ~40% of its market cap

Investment Thesis

We value Google’s Cloud business at $90b 

MS April 2017: $165n Aegis Feb 2017: $192b 
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Cloud
Google is serious about its Cloud business and has high hopes

Investment Thesis

Urs Hö lzle, Google's eighth employee and overall cloud boss, thinks that within the 

next five years, the company's Google Cloud Platform revenues could surpass 

Google's advertising revenue.

- Nov 2015 Business Insider story on Urs Holzle, partner with Diane Green on GCP
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 

underappreciated by the market.  Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap
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IAG @ USCVIG

“…in 1985, a 12-year-old in Michigan 

finished reading Tesla's biography 

and cried”
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Capital allocation
Google has a track record of generating high returns on capital (ex-cash)

Investment Thesis
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Capital allocation
Acquisitions have provided material value and have been better than 

perceived

Investment Thesis
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Capital allocation
Ruth Porat was hired in 2015 to improve Google's capital allocation.  She has 

exceptional experience, Stanford roots; the best CFO for GOOG

Investment Thesis

Notable Deals and experience;
― Tech banker working with famed tech analyst Mary Meeker

― IPOs of Ebay and Amazon

― Credited with leading the financing round which helped save Amazon from 

bankruptcy 

― Paulson credits her with saving FNMA, FMCC, AIG

― Stanford Undergrad

― Formerly Morgan Stanley CFO (2010-15)

― Stanford University board of trustees

― Fortune most powerful women no. 13

“the best banker I have worked 

with since Quattrone”

Ruth Porat,  CFO Extraordinaire
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Capital Allocation

Ruth Porat has announced three significant changes since her short tenure 

as CFO

Investment Thesis

1. GOOG’s first ever stock buyback program

2. Changing to the Alphabet holding structure

3. GAAP Accounting

…and she’s just getting started!
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Capital Allocation

Apple Case Study: In Aug 2013, Carl Icahn took a position in Apple and 

advocated for capital returns.  Since Ichan’s stake, the business has 

returned over $175b+ to its shareholders and the stock has doubled

Investment Thesis

$mm 2009 2010 2011 2012 2013 2014 2015 2016

Apple's buybacks 0 0 0 0 22,860 45,000 35,253 29,722

Dividends 0 0 0 2,488 10,564 11,126 11,561 12,150

Total capital returned 0 0 0 2,488 33,424 56,126 46,814 41,872

Carl Ichan first 
reports stake in 
Apple
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 

underappreciated by the market.  Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth 

Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap
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The Technology Space Evolves: devices and mediums
A Massive Shift

Investment Thesis
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But Google Has Always Stayed Ahead of the Curve
Google stayed ahead of the curve and shifted to video with its $1.65b 2006 

acquisition of YouTube which wasn’t a popular decision at the time

Investment Thesis

“The price makes YouTube a still-unprofitable startup, by far the 

most expensive purchase made by Google during its eight-year 
history” --- CBS Breaking News
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■ Google purchases Android for $50 million in 2005, jumpstarting its shift to mobile

■ 2010: Eric Schmidt, then-CEO predicts “mobile-first” culture at Mobile World Congress

■ 2014: Google introduces “mobile-friendly” snippet to search result

■ 2015: Google’s mobile-friendly algorithm goes live

■ Today: 34% of online purchases happen on mobile and SEO-spending worth $80bn

But Google Has Always Stayed Ahead of the Curve
Google stayed ahead of the curve and shifted to mobile with its 2005 

acquisition of Android.  Android has 88% market share of all smartphones 

and Google owns 5 out the top 10 mobile apps in use today

Investment Thesis
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Investment Thesis

Trust Them!
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Thesis

Investment Thesis

■ Google has a robust track record of value creation

■ Google’s core search business has an unassailable moat.  It is not dead and vastly 

underappreciated by the market. Mobile presents a compelling monetization opportunity.

■ There are real, visible, and powerful growth drivers in the next 5-10 years, notably Youtube and 

Cloud.  This excludes any value from Google’s moonshots.

■ Capital allocation is better than perceived and will get materially better under new CFO, Ruth 

Porat

■ Technology is ever changing but management has showed a keen ability to skate where the puck 

is going and manage through change.  Trust in management.

■ The stock is too cheap
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Stock is cheap
Sum of the parts: Not “tech” valuation

Investment Thesis

SOP: 5 Years out

Cost of equity 9.0%

2022E EBIT Multiple EV PV of EV

Core Google 51,900 14.0x 726,593 472,236

Youtube 6,343 25.0x 158,564 103,056

Maps 4,484 16.0x 71,741 46,627

Cloud 5,525 25.0x 138,125 89,772

Other bets (4,069) 0.0x 0 0

Corporate/other (1,162) 14.0x (16,266) (10,572)

Total 63,021 1,078,758 701,119

Cash 180,271 117,164

Debt (3,935) (2,557)

Total Equity value 1,255,094 815,725

Price/Share, end of 2017 1,167

% Upside 37%

Implied 2018 P/E 27.5x

Shares outstanding today 699
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Stock is cheap
DCF ties to our SOP analysis

Investment Thesis

DCF
2017 2018 2019 2020 2021 2022

FCF 24,962 29,669 34,803 40,303 45,689 51,670

PV 22,901 24,971 26,874 28,552 29,695 30,809

EBIT 63,021

Multiple 14.0x 882,288$          

TV 526,079.54$      

Sum of PV 689,882$        

Net Cash 82,398

Equity Value 772,280$        

Per Share 1,105.30$       

Upside 30%
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Stock is cheap
GOOG cheap relative to peers

Investment Thesis

Comparable Companies 

(2018E)
EV/EBIT P/E

AMZN 44.2x 72.3x

MSFT 19.9x 19.9x

AAPL 13.9x 11.4x

NFLX 45.2x 74.0x

FB 14.8x 21.4x

BABA 30.3x 26.1x

GOOG 14.2x 20.0x



Stock is cheap

60

Stock is cheap in the absolute

2018E P/E Est growth

Alphabet (ex cash) 17.2x high teens

S&P 500 16.0x mid single digits
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Stock is cheap
5 year potential return is in the mid-teens if you hold the multiple constant 

and let earnings compound

Investment Thesis

2018E % CAGR 2023E

Net Revenue 104,010 13% 195,584

EPS  $42.49 16% $89.47

P/E 2018E 20.0x

P/E 2023E 20.0x

Entry price 850

Exit price at 20x 2023E 1,789

Implied 5-Year annual return 16%



CONCLUSION
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Conclusion

Investment Thesis

Warren Buffett says while he would "not be at all 

surprised" if Apple and Google are worth a "lot more" 

in ten years, he sees them as too risky for Berkshire to 

buy shares.

But, he says, "I sure as hell wouldn't short them 

either…We couldn't predict what would happen to 

Apple 10 years ago and we can't predict what will 

happen to it 10 years from now."

- CNBC May 2012 article

Warren Buffett on Apple and Google in 2012
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Conclusion

Investment Thesis

"We bought a lot more Apple after year-end," Buffett 

said…As for Apple, Buffett said there is an "incredible 

stickiness" to the company's products and that it's a 

pretty nice franchise to have.

"When I take a dozen kids -- as I do on Sundays -- out 

to Dairy Queen, they are all holding Apple [products] 

and they can barely talk to me," he added. .. He also 

said Apple will probably get to a $1 trillion market 
value before Berkshire Hathaway does.

- CNN Money Feb 2017 article

Fast forward to 2016 – Berkshire Hathaway discloses an investment in Apple
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Google ‘Moon shot bets 
Placing bets on innovative products for the future 

Investment Thesis
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Regulation Risk 
Although there are parallels between Google and Microsoft, Google can still 

eek out a victory 

Investment Thesis
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Regulation Risk 
Although there are parallels between Google and Microsoft, Google can still 

eek out a victory 

Investment Thesis

■ Google

■ Charged in 2017 by the EU for unfairly 

using Android to promote digital 

services over others 

■ Issue: As Apple doesn’t license iOS, any 

new smartphone is compelled to carry 

Google’s apps 

■ Android Allows google to achieve a 

one up over competitors in the mobile 
market  Question: Did Google hinder 

competition by forcing cellphone 

makers to use Chrome as the default 

browser?

■ Fines are around $7.5 billion

■ Consequences: ???? 

■ Microsoft 

■ Charged in 2009 by the EU for unfairly 

bundling its Internet Explorer browser 

with its Window software 

■ Trying to cement its place in the world of 

internet services  included IE in every 

computer 

■ Created an online portal in 2009 to 

allow people to select between 

browsers

■ $730 million fine 

■ Microsoft lost ground to Google

Commission found Microsoft had abused 

dominant position by freezing out rivals 
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Regulation Risk 
Although there are parallels between Google and Microsoft, Google can still 

eek out a victory 

Investment Thesis

■ “Main difference between the Microsoft 

case and Google is that there was evidence 

that Microsoft was trying to suppress 

competing technologies” 

■ “Don’t see Google doing that”

■ Microsoft makes money by selling Windows 

itself, Google gives away Android for 

essentially free, hoping to make money from 

mobile advertising and app downloads 

■ Google also generates advertising revenue 

BEYOND just Android

■ Google-Free version of Android is also 
available in the markets  pre-loaded apps 

are there to just help the Android system 

function smoothly 

■ NOT exclusionary 
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Regulation Risk 
Although there are parallels between Google and Microsoft, Google can still 

eek out a victory 

Investment Thesis

■ Other competitor apps such as Dropbox, 

Spotify, Snapchat, have enjoyed hundreds 

of millions of downloads on the app store 

■ This is despite Google having its own 

messaging, music, and cloud storage apps 

on its platform 


