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Alphabet trades at $308.70 ($3.73T market cap) following a 10% pullback from its February 2026
all-time high of $343.45. The company delivered exceptional Q4 2025 results with 18% revenue
growth to $113.8B and Google Cloud growing 48% YoY [Web]. Our variant view centers on a
structural tension: GOOGL trades at a significant EV/EBITDA premium (24.5x) versus peers MSFT
(17.4x) and META (16.3x), yet the announced $175-185B CapEx plan for 2026 — more than double
FY2025 spending — will dramatically compress free cash flow before generating returns. The
market is pricing in successful Al infrastructure ROI before evidence exists. We rate Alphabet
Neutral with a base case target of $340 (R/R Score: 2.4) as the investment is finely balanced
between Cloud growth acceleration and CapEx execution risk.

1. Business Overview & Competitive Position

Alphabet generates revenue across three primary segments. Google Services ($350.0B, 87% of
FY2025 revenue [Web]) encompasses Search & Other ($223.5B), YouTube advertising ($36.1B
[Web]), and Google Network ($31.3B [Web]). Google Cloud ($43.2B, 11% of revenue [Web])
provides GCP infrastructure, Workspace productivity suite, and Al/ML services. Other Bets ($2.6B,
<1% [WeDb]) includes Waymo autonomous vehicles, Verily life sciences, and Calico. The advertising
business model generates ~80% of total revenue, making Alphabet the world's largest digital
advertising platform by market share (~39% of global digital ad spend [1S]). Alphabet's
competitive position rests on three structural advantages: (1) Google Search maintains ~91% global
search market share [Web], underpinned by 25+ years of indexing data and user behavior signals
that no competitor can replicate; (2) YouTube commands ~2.5 billion monthly active users [Web]



and is the #2 most-visited website globally, with watch time exceeding 1 billion hours daily; (3)
Google Cloud is the fastest-growing major hyperscaler at 48% YoY [Web], leveraging Alphabet's
custom TPU chips and Gemini Al models as a differentiated infrastructure offering. The global
digital advertising TAM is approximately $740B in 2025 [1S], growing at ~10% annually. Cloud
computing TAM is approximately $680B [1S], growing at ~20% annually. Alphabet's cloud
penetration stands at approximately 11% of the IaaS/PaaS market [1S], trailing AWS (~31%) and
Azure (~25%).

2. Financial Performance

Alphabet delivered FY2025 revenue of $402.8B, representing 15.1% YoY growth from $350.0B
[Web]. Growth accelerated through the year: Q1 2025 grew 12% (lapping tough Q1 2024 comp),
while Q4 2025 accelerated to 18% driven by strong Cloud growth (+48%) and resilient Search
advertising (+13.5%). The revenue quality is high — growth is predominantly organic with no
major M&A contribution in the period. Geographically, the US accounts for approximately 47% of
revenue, with EMEA (~30%), APAC (~17%), and Other Americas (~6%) [Analyst estimate based on
historical mix]. Profitability trends demonstrate operating leverage despite rising Al investment
costs. Gross margin was 59.65% TTM [Web], stable YoY, indicating cost of revenue growth is
tracking revenue growth. Operating margin was 32.03% TTM [Web] vs. 32.1% in FY2024 —
essentially flat despite the massive CapEx ramp, as the company is capitalizing rather than
expensing infrastructure investments. Net margin expanded to 32.81% [Web] from 28.6% in
FY2024, boosted by investment gains and tax benefits. The critical story is in the cash flow
statement: operating cash flow grew 31.6% to $164.7B TTM [Calculated], but CapEx nearly doubled
from $52.5B to $91.4B TTM [Calculated], compressing FCF to $73.3B (+0.6% YoY) despite 15%
revenue growth. FCF conversion (FCF/Net Income) deteriorated to 0.55x from 0.73x [Calculated] —
a meaningful decline driven entirely by the Al infrastructure investment cycle. SBC totaled $25.0B
(6.2% of revenue) [Calculated], elevated but typical for mega-cap tech.

Revenue Trend (Last 8 Quarters)

Quarter Revenue Yoy Growth Source
Q12024 $80.5B 15.4% [Web]
Q2 2024 $84.7B 13.6% [Web]
Q3 2024 $88.3B 15.1% [Web]
Q4 2024 $96.5B 12.3% [Web]
Q12025 $90.2B 12.0% [Web]
Q2 2025 $96.4B 13.8% [Web]
Q32025 $102.3B 15.9% [Web]
Q4 2025 $113.8B 17.9% [Web]

Profitability Trend

Quarter Gross Margin Op Margin Net Margin Source
Q12024 58.1% 31.7% 29.4% [Calculated]
Q2 2024 58.1% 32.4% 27.9% [Calculated]
Q3 2024 58.7% 32.3% 29.8% [Calculated]
Q4 2024 57.9% 32.1% 27.5% [Calculated]
Q12025 59.8% 33.9% 38.2% [Calculated]




Q22025 59.5% 32.5% 29.3% [Calculated]
Q32025 59.6% 30.5% 34.2% [Calculated]
Q4 2025 59.8% 31.5% 30.3% [Calculated]
Cash Flow Analysis

Metric Ttm Prior Year Change
Operating CF $164.7B $125.3B +31.5%
CapEx ($91.4B) ($52.5B) +74.1%
FCF $73.3B $72.8B +0.7%
FCF Margin 18.2% 20.8% -260bps
Balance Sheet Snapshot

Item Value Source

Cash & Short-Term Investments $126.8B [Web]
Total Debt $59.3B [Web]
Net Cash $67.6B [Calculated]
Net Debt/EBITDA -0.45x (Net Cash) [Calculated]
Shares Outstanding (Diluted) 12,100M [Web]
Total Equity $415.3B [Web]

SBC represents 6.2% of TTM revenue ($25.0B) [Calculated] — elevated but consistent with
mega-cap tech peers. The dramatic decline in FCF conversion (0.55x vs. 0.73x prior year) is driven
entirely by CapEx expansion, not deteriorating operating cash flow quality. With 2026 CapEx guided
at $175-185B, FCF will likely compress further unless operating CF scales proportionally.

3. Valuation Analysis

Alphabet's current valuation presents a complex picture. At 28.6x trailing P/E, GOOGL trades
broadly in line with the mega-cap tech average. However, the 24.5x EV/EBITDA multiple is
meaningfully elevated versus peers: MSFT trades at 17.4x, META at 16.3x, and AMZN at 16.1x [Web].
This premium reflects two dynamics: (1) the market is pricing in future returns from the $175-185B
Al CapEx cycle before they materialize, and (2) GOOGL's capital-intensive investment phase inflates
EV (net cash declining) while EBITDA has not yet fully benefited from the infrastructure scale-up.
On a P/FCF basis, GOOGL trades at 50.97x [Web] — extremely elevated because the CapEx ramp
compresses current FCF. This is the key valuation tension: the market must decide whether this is
an investment phase (like Amazon 2016-2018) that generates outsized future returns, or a capital
misallocation cycle. The implied earnings growth rate at current P/E of ~28.6x (assuming 10% cost
of equity) is approximately 18% — achievable in the near term given Cloud acceleration, but
challenging to sustain as the base grows. Historical 5-year average P/E was approximately 24-25x
[Web], suggesting the current multiple already embeds meaningful growth optimism.

Core Valuation Metrics

Metric Current Sector Avg Historical 5Y Assessment Source
P/E (TTM) 28.6x ~27x ~24.5x Slight Premium [~
Forward P/E 26.7x ~25% — In-line [Web]




EV/EBITDA 24.5x ~18x ~18x Significant [
Premium
P/Sales 9.3x ~8x ~6X Premium [Web]
P/B 9.0x ~10x ~6X In-line [Web]
P/FCF 51.0x ~35x ~28x Significant [Web]
Premium (CapEx
impact)
FCF Yield 1.96% ~2.5% ~3.5% Below peers [Calculated]
Dividend Yield 0.27% ~0.5% N/A (initiated Below peers [Web]
2024)
Sum-of-the-Parts (SOTP) Analysis
Segment Revenue Ttm Multiple Implied Ev Notes
Google Search & Other $223.5B 7x EV/Revenue $1,564.5B Dominant market
position; premium
to peer advertising
multiples
YouTube $36.1B 8x EV/Revenue $288.8B Premium video
platform; comps to
Netflix/Spotify
Google Network $31.3B 3x EV/Revenue $93.9B Declining segment;
lower quality
revenue
Google Cloud $43.2B 15x EV/Revenue $648.0B 48% growth; comps
to high-growth
cloud peers
Google $59.0B 4x EV/Revenue $236.0B Mixed quality;
Subscriptions/Platforms/Devices hardware +
subscriptions
Other Bets (Waymo, Verily) $2.6B Optionality $100.0B Waymo valued at
~$45-100B in
private market [1S]
Total Enterprise Value — — $2,931.2B —
Less: Net Cash — — +$67.6B [Calculated]
Equity Value — — $2,998.8B —
Per Share (12.1B shares) — — $247.8 20% below current

price — premium
embedded

4. 5-Question Variant View

Q1: What Is the Market Currently Pricing In — and Where Do We Disagree?
The market currently prices GOOGL at 28.6x trailing P/E and 24.5x EV/EBITDA, implying
approximately 18% earnings growth sustained over the medium term [Calculated]. This consensus
view embeds confidence that Alphabet's $175-185B 2026 CapEx commitment — more than double
FY2025 spending of ~$91B [Web] — will generate outsized returns through Cloud growth
acceleration and Al monetization. We view this as a balanced proposition with meaningful
execution risk on both sides. Our specific concern centers on the divergence between Alphabet's
EV/EBITDA premium (24.5x vs. MSFT's 17.4x and META's 16.3x [Web]) and its current FCF
trajectory. Despite revenue growing 15.1% YoY, FCF was essentially flat at $73.3B vs. $72.8B




[Calculated] because CapEx nearly doubled. The 2026 CapEx guidance of $175-185B implies total
FY2026 CapEx could reach ~$175B, which at current revenue run rates (~$430B annualized)
represents approximately 41% of revenue directed to capital investments — a ratio unprecedented
among Alphabet's peers. Microsoft, by comparison, spent approximately 24% of FY2025 revenue on
CapEx. The market mispricing, if it exists, lies in treating GOOGL's investment cycle as already
de-risked by Cloud growth acceleration, when in reality Google Cloud's 48% revenue growth still
generates only ~$43B against a capital deployment that may exceed $175B for Cloud infrastructure
alone. The payback period mathematics require sustained Cloud growth at 30%+ for 5+ years to
justify current EV/EBITDA premium over peers.

Q2: What Would Change the Market's Mind? (Catalyst Map)

Catalyst Timeline Probability Impact
Q1 2026 Earnings — first Late April 2026 High If Cloud revenue >$50B
CapEx/Cloud ROI annualized with margins
validation holding: +8-12% re-rating.

If Cloud decelerates <35%
or margins compress:
-8-12% de-rating.

Google [/0 2026 — Gemini | May 14, 2026 High Could catalyze Cloud
3.0 and enterprise Al pipeline growth if Gemini
product launches 3.0 demonstrates

step-function capability
improvement. Historically a
sentiment event (+/-

3-5%).
DO]J Antitrust Remedy H1-H2 2026 Medium Structural remedies
Phase ruling affecting default search
agreements could impact
~$26B in annual TAC

payments. If remedies are
behavioral only: relief rally
+5-8%. If structural:
-15-20% on Search revenue

risk.
Waymo commercial H2 2026 Medium Validates Other Bets value;
expansion to 10+ cities could unlock $50-100B in

standalone Waymo
valuation via potential IPO
or strategic investment.

The most critical catalyst is Q1 2026 earnings (expected late April 2026), which will provide the
first quarterly read on CapEx execution under the $175-185B guidance framework. Specifically, the
market needs to see: (1) Cloud revenue run rate approaching $50B+ annualized, (2) Cloud
operating margin holding or expanding from Q4 2025's ~17%, and (3) clarity on the split between
Al infrastructure CapEx and Google-specific product CapEx.

Q3: What Optionality Is the Market Not Pricing In?

The market assigns near-zero value to Waymo within Alphabet's consolidated entity. In late 2025,
Waymo expanded to additional US cities and the Waymo Via autonomous trucking program secured
logistics partnerships [Web]. Private market valuations for Waymo range from $45-100B [1S], yet
Alphabet's Other Bets segment generates only $2.6B in reported revenue [Web]. If Waymo achieves



commercial viability across 15+ US metro areas by end-2026 — demonstrated by positive unit
economics per ride — it could support a standalone IPO or strategic investment at $80-100B
valuation, adding $6.60-8.26 per GOOGL share [Calculated]. Consensus models zero value for
Waymo through 2027. Additionally, the Anthropic TPU partnership — granting access to up to 1
million Google custom TPUs [Web] — positions Alphabet to capture Al compute demand even if
Anthropic's models outperform Gemini in certain enterprise use cases, creating a chip-agnostic
revenue stream from Al infrastructure.

Q4: Capital Allocation — How Is Management Creating (or Destroying) Value?

Alphabet returned approximately $62B to shareholders through buybacks in FY2025 [1S], reducing
share count from ~12.5B to ~12.1B diluted shares — a 3.2% reduction that mechanically added
~$0.35 to FY2025 EPS [Calculated]. Buyback yield is 1.58% [Web]. The company initiated its
first-ever dividend in 2024 ($0.20/quarter), yielding 0.27% at current prices — modest but
symbolically significant for a company that historically reinvested all earnings. The $20B bond
issuance in early 2026 to fund Al infrastructure represents a strategic shift toward debt-financed
CapEx, although at 0.14x Debt/Equity and net cash of $67.6B [Web], the balance sheet comfortably
supports this approach. Capital allocation assessment: Alphabet is predominantly deploying capital
into Al infrastructure at an unprecedented scale ($175-185B guided for 2026 vs. $91B in 2025).
This is the highest CapEx/Revenue ratio in company history and represents a significant bet on Al
infrastructure ROI. While the buyback program is value-accretive at current prices, the sheer scale
of CapEx dwarfs shareholder returns, making the ROI on infrastructure spending the dominant
capital allocation question.

Q5: Exit Conditions — When Would We Close the Position?

Thesis Achieved (Positive Exit): Reduce position if GOOGL reaches $380+ (>30x forward P/E on
$13+ forward EPS) OR if Cloud achieves $75B+ annual run rate with >25% operating margin —
whichever comes first. At that point, the investment thesis is substantially realized. Thesis Broken
(Stop-Loss Conditions): Exit if any of the following occur: (1) Google Cloud revenue growth
decelerates below 25% YoY for 2 consecutive quarters, indicating the Al-driven growth inflection is
fading; (2) CapEx exceeds $200B in FY2026 without corresponding Cloud revenue acceleration
above 40%, signaling poor capital discipline; (3) DO]J antitrust ruling mandates structural
separation of Chrome browser or Android from Google Search, fundamentally altering the search
distribution model. Better Opportunity: Consider rotating into Microsoft (MSFT) if Azure growth
re-accelerates above Google Cloud growth for 2+ consecutive quarters while MSFT's EV/EBITDA
remains below 20x, as this would indicate a clearly superior risk/reward in cloud computing.

5. Precision Risk Analysis

Risk Mechanism EBITDA Impact Probability Mitigation
Al CapEx ROI Failure | Alphabet commits Direct EBITDA Medium (25-35%) Monitor: quarterly
— $175-185B $175-185B to Al data | impact limited Cloud revenue

Investment Yields
Subpar Returns

center infrastructure
in FY2026 [Web] —
If enterprise Al
adoption favors
Azure/AWS over GCP,

(CapEx is
capitalized), but FCF
compression of
~$30-40B and
accelerated

growth rate, Cloud
operating margin
trajectory, and
management
commentary on




or if Al inference
costs decline faster
than expected
(reducing compute
pricing power),
Cloud revenue
growth decelerates to
<25% YoY — At
$175B CapEx, every
1% shortfall in Cloud
growth vs. plan
reduces incremental
revenue by ~$430M
annually — FCF
could compress from
$73B to below $40B,
and the market
reprices the
investment as capital
destruction rather
than investment
phase — P/E
compresses from
~28x to 22%,
implying share price
of ~$240 (22%
downside)

depreciation could
reduce future
EBITDA by ~$8-12B
(5-8% of TTM
EBITDA)

CapEx utilization
rates. Key threshold:
Cloud must grow
>30% to justify
current EV/EBITDA
premium.

DOJ Antitrust
Structural Remedy —
Search Distribution

DOJ wins remedy
phase and mandates
changes to Google's

$4.7-12.5B (3-8% of
TTM EBITDA)
depending on

Medium (20-30%)

Monitor: DOJ case
timeline and remedy
proposals. Behavioral

Disrupted default search remedy severity remedies (choice

agreements with screens) are

Apple (~$20B annual manageable;

TAC [1S]) and structural remedies

Android OEMs — (forced divestiture of

Without default Chrome/Android)

placement, Google's are thesis-breaking

search query volume per Q5 exit

could decline 5-15% conditions.

over 2-3 years based

on EU precedent —

Search revenue

($223.5B TTM

[Web]) faces 3-8%

headwind — At

~70% incremental

margin on Search,

EBITDA impact is

$4.7-12.5B (3-8% of

TTM EBITDA) —

Market reprices

Search durability

premium,

compressing P/E

from 28x to 23-25x
YouTube TikTok (or successor | $0.9-1.8B (0.6-1.2% Low-Medium Monitor: YouTube
Deceleration — platform) and of TTM EBITDA) — (15-25%) quarterly revenue
Social Video Instagram Reels but multiple impact growth rate and
Competition continue capturing more significant monthly active user
Intensifies short-form video ad engagement metrics.

budgets — YouTube

YouTube Shorts




ad revenue growth
decelerates from 9%
(Q4 2025 [Web]) to
flat or negative —
YouTube's $36.1B
TTM revenue [Web]
at ~50% incremental
margin — 5%
revenue decline =
~$0.9B EBITDA
impact — More
importantly, signals
erosion of Alphabet's
second-largest
revenue pillar,
potentially
compressing the
conglomerate
multiple by 1-2 turns

monetization rate vs.
long-form is a leading
indicator.

Macro Risk Overlay
FX Exposure: Alphabet derives approximately 53% of revenue from international markets [Analyst
estimate]. A 10% USD strengthening would reduce reported revenue by approximately 5% ($20B)

and EPS by approximately $0.80-1.00 (7-9% of FY2025 EPS) [Calculated]. Interest Rate Sensitivity:
Minimal — $67.6B net cash position means rising rates actually benefit interest income. However,

higher discount rates compress growth stock multiples; GOOGL's 1.11 beta [Web] implies moderate
sensitivity to broader market multiple compression. The $20B bond issuance carries fixed-rate risk
but is immaterial relative to market cap.

6. Investment Scenarios

Bull Case Base Case Bear Case
Probability 25% 50% 25%
Price Target $385 $340 $245
Implied Return +24.7% +10.1% -20.6%
Key Assumption Google Cloud sustains Cloud decelerates to Al competition intensifies
40%-+ growth reaching 30-35% growth (normal as OpenAl/Microsoft

$100B+ run rate by Q4
2026; Al Overviews
monetization inflects

through Cloud margin
expansion toward 30%

Search revenue growth to
15%-+; CapEx ROI validates

high-base effect); Search
resilient at 10-12% growth;
CapEx ramp compresses
FCF but market accepts as
investment phase

dominate enterprise Al
market share; $175-185B
CapEx yields poor
near-term ROI with FCF
deteriorating below $50B;
DO]J antitrust ruling forces
structural changes to
Search distribution

R/R Score: 2.4

R/R = (24.7% x 25% + 10.1% x 50%) / |-20.6% x 25%)| = 2.4

Bull Case: Google Cloud sustains 40%-+ growth through FY2026, reaching a $100B+ annual run rate
by Q4 2026, as Gemini Al adoption and the Anthropic TPU deal drive unprecedented enterprise



demand. Cloud operating margin expands toward 25-30%, validating the $175B CapEx cycle. Al
Overviews in Search prove monetizable at premium CPMs, accelerating Search revenue growth to
15%+. P/E sustains at 28-30x on revised ~20% EPS growth expectations, driving GOOGL toward
$385.

Base Case: Cloud growth normalizes to 30-35% as the high-base effect takes hold — still
best-in-class among hyperscalers. Search grows 10-12% on core ad market strength. CapEx ramp
compresses FCF to ~$50-60B but the market accepts this as a multi-year investment phase. P/E
drifts to 26-27x as earnings growth normalizes to mid-teens. FY2026 EPS of ~$12.50-13.00
supports a $340 target over 12 months.

Bear Case: Enterprise Al workloads consolidate on Azure/OpenAl stack, decelerating Google Cloud
to 15-20% growth. The $175B CapEx program yields poor near-term ROI, FCF compresses below
$50B, and the market questions capital allocation discipline. DOJ antitrust remedy disrupts Search
distribution, threatening ~$20B in TAC revenue. P/E compresses to 20-22x. FY2026 EPS
disappoints at $11.00-11.50, implying $245 bear target.

7. Peer Comparison

Metric Googl Msft Meta Amzn Aapl
Price $308.70 $404.88 $654.86 $212.65 $260.81
Market Cap $3.73T $3.01T $1.66T $2.28T $3.83T
P/E (TTM) 28.6x 25.3x 27.9x 29.7x 33.1x
Forward P/E 26.7x 23.1x 21.7x 27.5x 30.3x
EV/EBITDA 24.5x 17.4x 16.3x 16.1x 24.7x
Rev Growth YoY 15.1% ~16% ~22% ~11% ~5%

Op Margin 32.0% 46.7% 41.4% 11.2% 32.4%
FCF Yield 1.96% 2.57% 2.78% 0.34% 3.22%

Alphabet trades at a notable EV/EBITDA premium (24.5x) versus MSFT (17.4x), META (16.3x), and
AMZN (16.1x) [Web] — a position that appears difficult to justify on fundamentals alone. While
GOOGL's 15.1% revenue growth is solid, it trails META's ~22% growth rate, and GOOGL's operating
margin (32%) significantly lags MSFT (46.7%) and META (41.4%). The EV/EBITDA premium is
explained primarily by the CapEx-driven inflation of enterprise value (declining net cash) without
corresponding EBITDA expansion yet. On trailing P/E (28.6x), GOOGL is mid-pack — more
expensive than MSFT (25.3x) and META (27.9x) but cheaper than AAPL (33.1x) and AMZN (29.7x).
The most direct competitive threat comes from Microsoft Azure, which grew 39% in the most recent
quarter vs. Google Cloud's 48% — but Azure operates from a much larger base and deeper
enterprise relationships. If Azure re-accelerates while GCP decelerates, it would undermine the
primary bull argument for GOOGL's premium.

8. Management & Corporate Governance

Sundar Pichai has served as CEO since 2019 (previously CEO of Google from 2015). Under his
leadership, revenue has grown from $162B (FY2019) to $403B (FY2025), representing a 2.5x
increase [Web]. The management team has consistently beaten analyst EPS estimates — Q4 2025



EPS of $2.82 exceeded consensus of $2.61 by 8% [Web], continuing a multi-year pattern of
conservative guidance. Recent insider activity shows net selling of ~§59M over 90 days, including
CEO Pichai selling $9.8M in shares (executed under a pre-arranged Rule 10b5-1 plan from
December 2024) [Web]. While the insider selling is notable in absolute terms, it represents <0.01%
of Pichai's total holdings and is consistent with routine diversification. The dual-class share
structure (Class A with 1 vote, Class B with 10 votes, Class C with no votes) concentrates voting
power with founders Larry Page and Sergey Brin, who retain majority voting control despite
owning ~5.7% of economic interest [1S]. This structure limits minority shareholder influence on
capital allocation decisions — particularly relevant given the $175-185B CapEx commitment, which
received no shareholder vote.

9. Quality of Earnings (QoE) Assessment

EBITDA Bridge

Item Amount Note
Reported EBITDA (TTM) $150.2B [Calculated]
Less: Stock-Based Compensation ($25.0B) 6.2% of revenue [Calculated]
Less: Restructuring / Non-recurring ($3.5B) EC fine charge Q3 2025 [Web]
Less: Estimated Maintenance CapEx ($25.0B) ~27% of total CapEx [Analyst

estimate]

= Adjusted Cash Earnings $96.7B 36% haircut vs. reported EBITDA

FCF Conversion: Operating CF / Net Income = $164.7B / $132.2B = 1.25x — strong accruals quality.
However, FCF / Net Income = 0.55x due to massive CapEx expansion. The disconnect between
operating CF quality (healthy) and FCF (compressed) is entirely CapEx-driven, not a sign of earnings
manipulation.

Margins appear sustainable at current levels: gross margin stable at ~60%, operating margin at
~32% despite CapEx ramp (which is capitalized, not expensed). The key sustainability question is
whether the Al infrastructure investments generate sufficient returns to prevent future margin
compression when depreciation accelerates. FY2025 D&A was approximately $21-22B; at $175B
CapEx with 5-7 year asset life, annual D&A could reach $45-50B by FY2028, creating ~$25B of
incremental drag on operating income.

10. What Would Make Me Wrong

Assumption 1: Google Cloud sustains 30%+ revenue growth through FY2026

If wrong: If Cloud growth decelerates below 25%, the $175B CapEx becomes difficult to justify, FCF
compression extends beyond the expected 2-3 year investment phase, and EV/EBITDA premium
over peers (currently 7-8 turns [Calculated]) cannot be sustained — base case target drops from
$340 to $280-290



Monitoring indicator: Quarterly Cloud revenue growth rate — flag if <30% for any quarter; exit
consideration if <25% for 2 consecutive quarters

Probability of being wrong: Medium

Assumption 2: DOJ antitrust case results in behavioral remedies only, not structural

separation

If wrong: Structural remedies (forced Chrome/Android divestiture or elimination of default search
agreements) would reduce Search revenue by $15-25B annually, compressing EBITDA by $10-18B
and triggering P/E compression to 20-22x — bear case or worse

Monitoring indicator: DOJ] remedy proposal filings and judicial commentary. Key distinction:
'choice screen' remedies are manageable; 'structural separation’ is thesis-breaking

Probability of being wrong: Low-Medium

Assumption 3: Al infrastructure spending generates positive ROl within 3-4 years

If wrong: If Al compute pricing declines faster than volume growth (a GPU/TPU commoditization
scenario), the $175B investment may never generate adequate returns, and Alphabet would face 5+
years of elevated depreciation compressing margins — resembling the telecom fiber
overinvestment of 1998-2001

Monitoring indicator: Cloud compute pricing trends (price per GPU-hour or TPU-hour), Al
inference cost curves, and competitor CapEx announcements (if MSFT/AMZN cut CapEx while
GOOGL maintains, it signals oversupply risk)

Probability of being wrong: Low

Pre-Mortem: If this investment loses 30% over 12 months (from $308 to ~$216), the most likely
cause would have been a simultaneous convergence of three factors: Google Cloud growth
decelerated sharply to 15-20% as enterprise Al workloads consolidated on the Azure/OpenAl stack;
the DOJ antitrust ruling mandated elimination of Google's default search agreements, creating
structural uncertainty around $20B+ in annual revenue; and the $175B CapEx program produced
insufficient near-term returns, causing FCF to compress below $30B and triggering a market-wide
reassessment of Al infrastructure investment returns. This would have been preceded by two early
warning signals: (1) Cloud growth dropping below 35% in Q1 2026, and (2) management
increasing CapEx guidance beyond $185B without corresponding revenue upside. The decision to
hold through these signals would have been mistaken because the exit conditions defined in Q5 —
specifically, Cloud growth <25% for 2 consecutive quarters — should have been triggered earlier, at
the first quarter of <30% growth, given the directional trend.

Appendix: Data Sources & Confidence

Data Category Source Confidence Tag

Revenue / Earnings / StockAnalysis.com, SEC B [Web] / [=]
Quarterly Data EDGAR




Current Price / Market
Data

StockAnalysis.com, Yahoo
Finance

=]

Valuation Ratios

StockAnalysis.com, Manual
Calculation

[Calculated] / [*]

Cash Flow / Balance Sheet | StockAnalysis.com [Web]

Analyst Consensus MarketBeat, TipRanks, [Web]
StockAnalysis

Peer Metrics StockAnalysis.com [Web]

News / Catalysts

CNBC, Yahoo Finance, SEC
filings

[Web] / [1S]

Insider Trading

MarketBeat, Investing.com

[Web]

Data Quality Summary: Grade A: 0 | Grade B: 22 | Grade C: 0 | Grade D (excluded): 1 | Overall: B

Exclusions:

« insider_ownership: Exact insider ownership % not verifiable from available sources

Data Mode: Standard (Web-only)

Disclaimer: This investment memo is generated by an Al research assistant for informational purposes only. It does not constitute
investment advice, a recommendation to buy or sell any security, or a guarantee of investment returns. All projections are hypothetical
and based on available public information. Actual results may differ materially. This memo is not a substitute for professional financial
advice. Always conduct your own research and consult a qualified financial advisor before making investment decisions.
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