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Apple and Alphabet: The Market Cap

Stakes

I

On Feb 12,2015
Apple’s market cap: $655 billion
Alphabet market cap: $371 billion

@NASDAQ:GOOG +28.51% @AAPL-20.96%
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On Feb 12,2016
Apple’s market cap: $518 billion
Alphabet market cap: $477 billion

‘ /40%

20%

0%

1 <20%

|
Oct'15 Jan'16

Aswath Damodaran

Apple reported earnings on January 26,2016
Alphabet reported earnings on February 2, 2016




Apple’s Earnings Report (1/26/16): The
Pricing Effect

I .

Apple has beaten expectations for

EPS each of last 8 quarters.

The earnings M ea_sured Prices
The Hist report against et reset
e History expectations 9
Report Date | Actual EPS Expected EPS| % Surprise |Price Change
10/27/15 [$  196|$  1.88| 4.37% 4.12% 1. Apple reported EPS of || 1. Expected EPS of $3.23/ | | Stock price drops 6.57%
7/21/15 |$  185|$  181| 221% -4.23% || $3.28 on revenues of share on revenues of on announcement, a
427/15 |$ 233|5 216| 787% -1.58% | $75.9.billion. $76.5 billion. decline of more than $30
127/15 |5 3065 260] 1769% | 565% 1|2 Sold 74.8 million 2. Expected sales of 75.6 billlion in market
10/2014 15 142{5 130| 923% | 272% || honeg, million phones. capitalization
7/22/14 [$  128[$  123| 4.07% 2.61% . .
22318 |5 166]S  146| 14.09% s20% || 3- Lowered guidance for || 3. Expected guidance of
Y27/1a | §  207|$  201| 3.04% 7.99% | | revenues for next quarter $55.6 billion for revenues
to $50-$53 billion. next quarter.
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Apple’s Earnings Report (2/2/16): The

Story Effect
1

Apple's Earnings Report on January 26, 2016

1. Revenue growth for most recent twelve months was 2.20%,
following double-digit growth in the prior year, as slowing growth in
China, a stronger dollar and no new iPhone model this year exacted
their toll.

2. The pre-tax operating margin was 30.28% for the most recent 12
months, down from 32.03% in November 2015, reflecting the
continued drop in operating margins.

3. The company's guidance suggests that growth will continue to be in
the low single digits next year.

4. iPhone sales are slowing, as the iPhone 6 ages, and users hold out
for the iPhone 7 and competitors (especially Samsung) take market
share from Apple.

Pre-report Narrative

Apple is a low-growth, cash-rich company,
with operating margins under stress from
competition and little chance of
introducing a game changing new product.

company, with declining operating margin

Apple is still a low-growth, cash-rich
and no game changer in sight.

Post-report Narrative
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Apple: The Post-Earnings Valuation

Estimated value /share

Assumptions I

Apple Value per share: February 2016 Simulation
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Alphabet’s Earnings Report (2/16): The
Pricing Effect

Alphabet's reported earnings were
lower than expectations in six of

teh last eight quarters.

The earnings

report

Measured

Prices

against
expectations

1. Alphabet reported EPS

of $8.67 on revenues of

$21.33 billion.

2. Paid clicks increased

31% for year & cost per

click dropped.

The History
Report Date | Actual EPS | Expected EPS | % Surprise | Price Change
10/22/15 | $ 735($ 7.21 1.94% 7.70%
7/16/15 S 699 ]S 6.71 4.17% 16.05%
4.23/15 S 6.57|S 6.60 | -0.45% 3.30%
1/29/15 |$ 6.88] S 7.08| -2.82% 4.67%
10/16/14 | S 6.35]S 6.53| -2.76% -2.54%
7/17/14 |S 6.08| S 6.25| -2.72% 3.72%
4/16/14 | S 6.27| S 6.44 | -2.64% -3.67%
1/30/14 |$ 12.01(S$ 12.26 | -2.04% -1.33%

3. Little guidance offered
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on future revenues.

4. New businesses
generated $3.6 billion in
losses on $448 million in
revenues.

5. Announced buyback of
514,000 shares.

get reset

1. Expected EPS of
$8.10/ share on revenues
of $20.77 billion.

2. Paid clicks expected to
increase 21% for year.

3. Little guidance
expected

4. Expected new
businesses to lose a lot &
not sell very much.

Stock price jumped 8%
on announcement to
$765/share, briefly
making Google's market
cap of $544 billion the
highest in the world.




Alphabet’s Earnings Report (2/16): The

Story Effect
N

Alphabet's Earnings Report on January 26, 2016

1. Revenue growth for most recent twelve months was 13.62%, with
more clicks driving growth.

2. The pre-tax operating margin was 32% for the most recent 12
months, down from 31% in November 2015, reflecting lower cost per
click.

3. New businesses increased spending, post restructuring, but there
are few signs that revenues are coming from these businesses any
time soon.

Alphabet is an online-advertising growth
machine, growing both the total market
and its share, while maintaing sky-high
operating margins. Expected revenue
growth of 12% in the near term, with
margins expected to stay at 30%.
Alphabet will continue to be an online-
advertising growth machine, with revenue
growth of 12% a year and perhaps slightly
higher margins, even as competition picks
up, generated by keeping costs controlled.

Pre-report Narrative
Post-report Narrative
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Alphabet: The Post-Earnings Valuation

Estimated value /share

Assumptions l

Percentiles Forecastvalues
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Alphabet’s Transparency: Less than meets

the eye
o

Twelve Months Twelve Months
Ended Ended
December 31, 2014 December 31, 2015

Google segment $65,674 $74,541
revenues
Google operating income $19,011 $23,425
This is Google’s EBITDA, not its operating income. Actual operating income in 2015 was
$19,360 million.
Other Bets revenues $327 $448

The rest of Google (other than advertising) sells little, spends huge amounts of money
and has lots of “potential”. Anyone surprised?

‘Other Bets operating loss ($1,942) ($3,567
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Apple vs Alphabet: As Businesses

0y
0 What they share
O A cash cow that keeps on giving.
O Attention to detail and customer focus.
o Brilliant and loyal workforce.

0 Where they are different

o Alphabet’s advantage: Cash cow needs less feed, care and
maintenance.

O Apple’s advantage: Has gone through near death
experience and reinvented itself.

Better Business: Alphabet
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Apple vs Alphabet: As Investments
o

1. Break even: You need far more to go right at Alphabet, for
you to break even on your investment in the stock, than you
do at Apple.

». Corporate governance: Agree or disagree with Tim Cook,
Apple is a corporate democracy (with all it limitations). As a
stockholder in Apple, | can look to other investors to make a
case for change at the company. Alphabet, with its three
classes of stock, is a corporate dictatorship, a benevolent
one at the moment, but what if things change?

Better Investment: Apple
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Apple vs Alphabet: As Trades

TEE 2
0 The Big “Mo”: The momentum is with Alphabet,

notwithstanding the drop in the stock price since the
last earnings report.

0 The News skew: One of the features of pricing is that
markets seem to see the sunny side of even the
most negative story, when you are in the favored
pricing group and the bad news in even the best
news report.

Better Trade: Alphabet (at the moment)
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