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Alphabet’s 3Q results & the stock’s sharp move lower show us the margin for 
error when a hyperscaler spending hundreds of billions on the AI 
infrastructure buildout and flipping to negative FCF posts disappointing 
results in the core. Not that there was much debate going in—most investors 
seemed to understand that strong Google Cloud growth, including early TPU ramp, 
wouldn’t be enough to offset a Search shortfall, which was telegraphed in 3P data. 
But the magnitude of Search deceleration—from +16.8% in 2Q to +12.0% in 3Q—
was steeper than expected, w/discussions in the +13-14% range. Google faced a 
tough search comp in 3Q, and management indicated that FX was the single 
largest driver of the decel. We estimate FX impact in Search flipped from 
~100bps tailwind in 2Q to ~80bps headwind in 3Q. The company also called out 
slower APAC retailer spend related to the EU eliminating the de minimis 
exemption, along w/normalized media & entertainment vertical advertising post 
the 2Q World Cup bump. But with Google delivering its strongest query growth 
in 5 years, it’s AI Mode monetization headwinds that will get the most 
scrutiny. AI Mode is becoming a bigger % of search queries & we believe it lags 
traditional search in both coverage & ad load, resulting in lower overall 
monetization. Google announced the expansion of ads in AI Mode to international 
markets, which should help, but the monetization gap will likely bring back 
concerns from a couple years ago about a potential AI Search air pocket. Search 
shortfall (high margin revenue) likely contributed to lower Google Services 
margin—40.7% vs. our 43.5% estimate—and we also believe legal charges in 
G&A pressured Services margins. While some of that can be explained away, 
further margin pressure on Alphabet overall, and Google Cloud specifically, 
begins in 4Q w/the bridge compute deal w/SPCX for $920M/month or an estimated 
~$50/GW. More positively, Google Cloud grew 103% & Google’s new Gemini 
Carbon model ranks at the top of the updated Artificial Analysis Intelligence Index, 
ranking above the frontier labs. Importantly, Carbon, Google’s strongest model 
to date, shows an accelerated launch cadence, w/release less than a month 
after Gemini 4 Argon. Google Cloud’s growth was driven by both AI and core 
GCP, and we believe it still grew ~80% even without an estimated ~$3B in TPU 
sales. Overall, there’s a lot to like about Google on the Cloud, AI, and models side 
of the business, and we now project Google Cloud revenue surpasses Search—and 
AMZN’s AWS—in the first half of 2028. But Search also faces tough comps & 
bigger FX headwinds in 4Q, & AI Mode monetization may take some time to kick 
in. This could keep pressure on Google shares near-term, or make them range-
bound. The positive catalysts would likely be further model releases and 
agentic product build-out, which we’re optimistic could be impactful as a 
consumer-focused personal agent is integrated into Gemini, which has 1B+ 
users. We’re sticking Overweight, as we believe Google’s Search headwinds are 
more navigable than permanently structural, and Google Cloud becomes an even 
more critical part of the business, driving overall Alphabet revenue growth of 
~30% in both 2027 & 2028. Still, our GAAP EPS estimates for 2027 and 2028 come 
down -5% and -2%, and we’re lowering our price target from $425 to $375 based 
on 22x 2028E GAAP EPS of $17.00.

• Search Engagement Strong, But Revenue Growth Pressured. Search & 
other revenue growth of +12% Y/Y came in below expectations despite Y/Y 
query growth accelerating to its highest rate in the past five years. The 
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deceleration from +16.8% in 2Q mainly reflects: 1) A ~3 point tougher comp reported, 
& ~2 pts tougher FXN; 2) FX headwinds, w/almost a 2 point swing from 2Q; 3) APAC 
retailers impacted by the EU eliminating its de minimis exemption; & 4) Normalization 
of Media & Entertainment spend after World Cup-driven strength in 2Q. Additionally, 
while Google believes the majority of AI Mode queries are incremental, monetization 
remains lower vs. traditional Search, which likely adds to the disconnect between 
engagement & revenue growth. However, Google is focused on scaling ads across both 
AI Overviews & AI Mode to more users, queries, & geos, and believes click through rates 
are similar between sponsored and organic product items within AI Mode. That said, we 
expect Search growth to remain pressured N-T, with Y/Y comps continuing to get tougher 
through 1Q27, 4Q FX headwinds expected to be slightly larger relative to 3Q, & limited 
visibility into recovery of APAC retailers impacted by the de minimis change. We now 
model Search & other revenue growth of +9% Y/Y (+10% FXN) in 4Q & 2027. 

• Broad-Based Cloud Growth w/TPUs Beginning to Scale. Cloud revenue grew +103% 
Y/Y driven by GCP, just above our +100% estimate, with strength in both AI & core GCP. 
Momentum remains strong across a wide range of products, customers, & industries, with 
18 product lines generating over $1B each in annual revenue. Google’s 1P model APIs 
are now processing ~32B tokens per minute, over 2,600 customers have used 100B+ 
tokens over the past 12 months, & Gemini Enterprise adoption remains strong with 100M
+ seats sold for knowledge work. TPU system sales were also a meaningful contributor 
to 3Q Cloud revenue & the company is seeing strong demand across a wide range of 
customers, including recent deals with Oracle & Crux AI. Google clarified that when it 
signs an agreement to sell its TPU systems (which includes hardware, software, optical 
networking, etc.), the impact will first show up in backlog, and then Google will start to 
build inventory to serve that customer before it begins delivering the TPUs & recognizing 
revenue. Google continues to expect TPU contribution to scale through 4Q, followed by 
a more meaningful ramp in 2027, & is very focused on continuing to improve margins 
as the business scales. Additionally, the cloud backlog increased +$47B Q/Q to $561B, 
which remains majority typical GCP contracts & just over 55% of the backlog is expected 
to convert to revenue in the next 24 months. We project Cloud revenue growth of +111% 
in 4Q & +107% in 2027, including $5B & $57B of TPU revenue, respectively. 

• AI Investments Continue to Ramp. 3Q Cloud operating margin of 36.2% exceeded 
expectations, but was offset by lighter than expected Services margin, likely reflecting 
slower Search growth & legal charges. Google began utilizing 3P bridging capacity (w/
SPCX) at the very end of 3Q, limiting margin pressure in the quarter, though usage is set 
to ramp in 4Q & should result in a more meaningful N-T headwind to margins. 
Additionally, higher depreciation & data center operating costs should further weigh on 
the P&L as technical infrastructure investment scales. Mgmt maintained the 2026 
capex guide of $195B-$205B & continues to expect a significant increase in 2027, 
which, together with the inventory ramp needed to scale the TPU business, will 
further pressure FCF. We model 2027 capex of $379B (+86% Y/Y) & Operating 
Margin of 32.0%. 
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Summary of the Quarter
Figure 1: Alphabet, Inc. Actual vs. J.P. Morgan Estimates

Source: J.P. Morgan estimates, Company data.
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Adjusting Estimates
We are adjusting our estimates, as shown below.

Figure 2: Adjusting J.P. Morgan Estimates

Source: J.P. Morgan estimates, Company data. 
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Model Pages
Figure 3: Alphabet Income Statement

Source: J.P. Morgan estimates, Company data. 
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Figure 4: Alphabet Revenue Drivers

Source: J.P. Morgan estimates, Company data. 
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Figure 5: Alphabet Revenue Drivers (Cont’d)

Source: J.P. Morgan estimates, Company data. 
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Figure 6: Alphabet Segment Reporting

Source: J.P. Morgan estimates, Company data. 
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Investment Thesis, Valuation and Risks
Alphabet (Overweight; Price Target: $375.00)

Investment Thesis
We believe Alphabet’s full-stack AI approach spanning infrastructure, models, products, & 
platforms that reach billions of users positions it to capture AI demand across multiple 
markets. AI returns are most evident across Cloud, with strong revenue acceleration, 
substantial revenue backlog, & emerging TPU business. AI innovation is also driving 
greater Search engagement & enables more complex queries, though Google must prove out 
its ability to maintain strong monetization as it scales AI & agentic Search experiences. 
Beyond Search & Cloud, momentum remains strong across subscriptions (YouTube & 
Google One), and companies within Other Bets, incl. Waymo, provide option value. We 
remain confident in Google’s AI full stack advantage & in the company’s ability to innovate 
around AI, manage costs, & generate solid top-line growth. 

Valuation
Our December 2027 price target of $375, down from prior $425, is based on ~22x our ‘28E 
GAAP EPS of $17.00, which ex-cash equates to ~21x our ‘28E GAAP EPS ex-Other Bets 
of $18.09. We believe Alphabet shares should trade at a premium to the S&P 500 as Alphabet 
is one of the few companies in the S&P 500 with DD % revenue and EPS growth off of a 
very large base and a strong 32%+ GAAP Operating Income margin.

Risks to Rating and Price Target
Downside risks include: 1) Heavy capex weighs on FCF while depreciation pressures 
margins; 2) Gemini falls behind the frontier, w/elevated competition across models & talent; 
3) AI & Agentic search transition still ongoing & could pressure monetization; and 4) 
growth slowing more than anticipated with the next major revenue drivers, including Cloud, 
Hardware, and Waymo, not materialising as expected.
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Investment Thesis, Valuation and Risks
Alphabet Inc. (Overweight; Price Target: $375.00)

Investment Thesis
We believe Alphabet’s full-stack AI approach spanning infrastructure, models, products, & 
platforms that reach billions of users positions it to capture AI demand across multiple 
markets. AI returns are most evident across Cloud, with strong revenue acceleration, 
substantial revenue backlog, & emerging TPU business. AI innovation is also driving 
greater Search engagement & enables more complex queries, though Google must prove out 
its ability to maintain strong monetization as it scales AI & agentic Search experiences. 
Beyond Search & Cloud, momentum remains strong across subscriptions (YouTube & 
Google One), and companies within Other Bets, incl. Waymo, provide option value. We 
remain confident in Google’s AI full stack advantage & in the company’s ability to innovate 
around AI, manage costs, & generate solid top-line growth. 

Valuation
Our December 2027 price target of $375, down from prior $425, is based on ~22x our ‘28E 
GAAP EPS of $17.00, which ex-cash equates to ~21x our ‘28E GAAP EPS ex-Other Bets 
of $18.09. We believe Alphabet shares should trade at a premium to the S&P 500 as Alphabet 
is one of the few companies in the S&P 500 with DD % revenue and EPS growth off of a 
very large base and a strong 32%+ GAAP Operating Income margin.

Risks to Rating and Price Target
Downside risks include: 1) Heavy capex weighs on FCF while depreciation pressures 
margins; 2) Gemini falls behind the frontier, w/elevated competition across models & talent; 
3) AI & Agentic search transition still ongoing & could pressure monetization; and 4) 
growth slowing more than anticipated with the next major revenue drivers, including Cloud, 
Hardware, and Waymo, not materialising as expected.
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Alphabet: Summary of Financials
Income Statement - Annual FY25A FY26E FY27E FY28E
Revenue 402,836 499,028 653,031 842,392
COGS (162,535) (200,861) (273,970) (365,608)
Gross profit 240,301 298,167 379,062 476,785
SG&A (46,718) (58,231) (69,613) (83,092)
Adj. EBITDA 178,585 226,978 312,530 436,618
D&A (21,136) (32,891) (64,705) (114,980)
Adj. EBIT 157,449 194,087 247,826 321,638
Net Interest - - - -
Adj. PBT 187,236 321,966 246,681 312,990
Tax (26,656) (54,735) (37,410) (47,922)
Minority Interest - - - -
Adj. Net Income 134,971 162,510 208,313 268,292
Reported EPS 10.81 19.00 13.39 17.00
Adj. EPS 11.04 13.17 16.48 21.01
DPS 0.82 0.88 0.88 0.88

Payout ratio 7.6% 4.7% 6.6% 5.2%
Shares outstanding 12,230 12,340 12,643 12,769
.     
Balance Sheet & Cash Flow Statement FY25A FY26E FY27E FY28E
Cash and cash equivalents 30,708 63,999 80,295 111,882
Accounts receivable 62,886 80,373 107,433 141,272
Inventories 2,439 16,772 24,077 38,564
Other current assets 110,005 232,676 178,330 107,643
Current assets 206,038 393,820 390,134 399,361
PP&E 246,597 433,967 748,671 1,093,612
LT investments - - - -
Other non current assets 142,646 249,690 255,789 265,835
Total assets 595,281 1,077,476 1,394,594 1,758,807
     
Short term borrowings 0 0 0 0
Payables 12,200 15,592 20,842 27,407
Other short term liabilities 90,545 115,723 154,685 203,407
Current liabilities 102,745 131,315 175,527 230,814
Long-term debt 46,547 158,102 237,102 314,460
Other long term liabilities 30,724 65,962 65,566 64,774
Total liabilities 180,016 355,379 478,194 610,048
Shareholders' equity 415,265 722,097 916,400 1,148,759
Minority interests - - - -
Total liabilities & equity 595,281 1,077,476 1,394,594 1,758,807
BVPS 33.95 58.52 72.48 89.96

y/y Growth 30.0% 72.3% 23.9% 24.1%
Net debt/(cash) 15,839 94,103 156,807 202,578
     
Cash flow from operating activities 164,713 171,995 271,674 366,859

o/w Depreciation & amortization 21,136 32,891 64,705 114,980
o/w Changes in working capital 618 (39,274) (2,302) (13,189)

Cash flow from investing activities (120,291) (289,246) (319,409) (379,921)
o/w Capital expenditure (91,447) (204,028) (379,409) (459,921)
as % of sales 22.7% 40.9% 58.1% 54.6%

Cash flow from financing activities (37,388) 150,651 64,031 44,649
o/w Dividends paid - (10,905) (11,126) (11,237)
o/w Net debt issued/(repaid) 32,138 24,121 79,000 77,358

Net change in cash 7,242 33,291 16,296 31,587
Adj. Free cash flow to firm 73,266 (32,033) (107,736) (93,061)

y/y Growth 0.7% (143.7%) 236.3% (13.6%)

Income Statement - Quarterly 1Q26A 2Q26A 3Q26A 4Q26E
Revenue 109,896A 119,796A 127,577A 141,759
COGS (41,271)A (45,943)A (51,419)A (62,228)
Gross profit 68,625A 73,853A 76,158A 79,531
SG&A (11,897)A (14,864)A (14,942)A (16,528)
Adj. EBITDA 52,929A 55,831A 57,575A 60,643
D&A (6,482)A (7,104)A (8,369)A (10,936)
Adj. EBIT 46,447A 48,727A 49,206A 49,707
Net Interest - - - -
Adj. PBT 84,163A 146,710A 40,985A 50,108
Tax (14,834)A (26,560)A (5,887)A (7,454)
Minority Interest - - - -
Adj. Net Income 38,663A 40,470A 41,401A 41,976
Reported EPS 5.11A 9.11A 2.12A 2.70
Adj. EPS 3.16A 3.29A 3.35A 3.37
DPS 0.21A 0.22A 0.22A 0.22

Payout ratio 4.1%A 2.4%A 10.4%A 8.1%
Shares outstanding 12,238A 12,309A 12,368A 12,446
     
Ratio Analysis FY25A FY26E FY27E FY28E
Gross margin 59.7% 59.7% 58.0% 56.6%
EBITDA margin 44.3% 45.5% 47.9% 51.8%
EBIT margin 39.1% 38.9% 38.0% 38.2%
Net profit margin 33.5% 32.6% 31.9% 31.8%
     
ROE 36.5% 28.6% 25.4% 26.0%
ROA 25.8% 19.4% 16.9% 17.0%
ROCE 33.9% 24.0% 20.7% 20.8%
SG&A/Sales 11.6% 11.7% 10.7% 9.9%
Net debt/equity 0.0 0.1 0.2 0.2
     
P/E (x) 29.2 24.4 19.5 15.3
P/BV (x) 9.5 5.5 4.4 3.6
EV/EBITDA (x) 22.4 18.0 13.2 9.6
Dividend Yield 0.3% 0.3% 0.3% 0.3%
     
Sales/Assets (x) 0.8 0.6 0.5 0.5
Interest cover (x) - - - -
Operating leverage 109.2% 97.5% 89.7% 102.7%
     
Revenue y/y Growth 15.1% 23.9% 30.9% 29.0%
EBITDA y/y Growth 18.7% 27.1% 37.7% 39.7%
Tax rate 14.2% 17.0% 15.2% 15.3%
Adj. Net Income y/y Growth 15.6% 20.4% 28.2% 28.8%
EPS y/y Growth 17.7% 19.3% 25.1% 27.5%
DPS y/y Growth 38.9% 7.5% (0.4%) 0.0%
     
     
     
     
     
     
     
     
     
     

Source: Company reports and J.P. Morgan estimates.
Note: $ in millions (except per-share data).Fiscal year ends Dec. o/w - out of which
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Alphabet Inc.: Summary of Financials
Income Statement - Annual FY25A FY26E FY27E FY28E
Revenue 402,836 499,028 653,031 842,392
COGS (162,535) (200,861) (273,970) (365,608)
Gross profit 240,301 298,167 379,062 476,785
SG&A (46,718) (58,231) (69,613) (83,092)
Adj. EBITDA 178,585 226,978 312,530 436,618
D&A (21,136) (32,891) (64,705) (114,980)
Adj. EBIT 157,449 194,087 247,826 321,638
Net Interest - - - -
Adj. PBT 187,236 321,966 246,681 312,990
Tax (26,656) (54,735) (37,410) (47,922)
Minority Interest - - - -
Adj. Net Income 134,971 162,510 208,313 268,292
Reported EPS 10.81 19.00 13.39 17.00
Adj. EPS 11.04 13.17 16.48 21.01
DPS 0.82 0.88 0.88 0.88

Payout ratio 7.6% 4.7% 6.6% 5.2%
Shares outstanding 12,230 12,340 12,643 12,769
.     
Balance Sheet & Cash Flow Statement FY25A FY26E FY27E FY28E
Cash and cash equivalents 30,708 63,999 80,295 111,882
Accounts receivable 62,886 80,373 107,433 141,272
Inventories 2,439 16,772 24,077 38,564
Other current assets 110,005 232,676 178,330 107,643
Current assets 206,038 393,820 390,134 399,361
PP&E 246,597 433,967 748,671 1,093,612
LT investments - - - -
Other non current assets 142,646 249,690 255,789 265,835
Total assets 595,281 1,077,476 1,394,594 1,758,807
     
Short term borrowings 0 0 0 0
Payables 12,200 15,592 20,842 27,407
Other short term liabilities 90,545 115,723 154,685 203,407
Current liabilities 102,745 131,315 175,527 230,814
Long-term debt 46,547 158,102 237,102 314,460
Other long term liabilities 30,724 65,962 65,566 64,774
Total liabilities 180,016 355,379 478,194 610,048
Shareholders' equity 415,265 722,097 916,400 1,148,759
Minority interests - - - -
Total liabilities & equity 595,281 1,077,476 1,394,594 1,758,807
BVPS 33.95 58.52 72.48 89.96

y/y Growth 30.0% 72.3% 23.9% 24.1%
Net debt/(cash) 15,839 94,103 156,807 202,578
     
Cash flow from operating activities 164,713 171,995 271,674 366,859

o/w Depreciation & amortization 21,136 32,891 64,705 114,980
o/w Changes in working capital 618 (39,274) (2,302) (13,189)

Cash flow from investing activities (120,291) (289,246) (319,409) (379,921)
o/w Capital expenditure (91,447) (204,028) (379,409) (459,921)
as % of sales 22.7% 40.9% 58.1% 54.6%

Cash flow from financing activities (37,388) 150,651 64,031 44,649
o/w Dividends paid (10,050) (10,905) (11,126) (11,237)
o/w Net debt issued/(repaid) 32,138 24,121 79,000 77,358

Net change in cash 7,242 33,291 16,296 31,587
Adj. Free cash flow to firm 73,266 (32,033) (107,736) (93,061)

y/y Growth 0.7% (143.7%) 236.3% (13.6%)

Income Statement - Quarterly 1Q26A 2Q26A 3Q26A 4Q26E
Revenue 109,896A 119,796A 127,577A 141,759
COGS (41,271)A (45,943)A (51,419)A (62,228)
Gross profit 68,625A 73,853A 76,158A 79,531
SG&A (11,897)A (14,864)A (14,942)A (16,528)
Adj. EBITDA 52,929A 55,831A 57,575A 60,643
D&A (6,482)A (7,104)A (8,369)A (10,936)
Adj. EBIT 46,447A 48,727A 49,206A 49,707
Net Interest - - - -
Adj. PBT 84,163A 146,710A 40,985A 50,108
Tax (14,834)A (26,560)A (5,887)A (7,454)
Minority Interest - - - -
Adj. Net Income 38,663A 40,470A 41,401A 41,976
Reported EPS 5.11A 9.11A 2.12A 2.70
Adj. EPS 3.16A 3.29A 3.35A 3.37
DPS 0.21A 0.22A 0.22A 0.22

Payout ratio 4.1%A 2.4%A 10.4%A 8.1%
Shares outstanding 12,238A 12,309A 12,368A 12,446
     
Ratio Analysis FY25A FY26E FY27E FY28E
Gross margin 59.7% 59.7% 58.0% 56.6%
EBITDA margin 44.3% 45.5% 47.9% 51.8%
EBIT margin 39.1% 38.9% 38.0% 38.2%
Net profit margin 33.5% 32.6% 31.9% 31.8%
     
ROE 36.5% 28.6% 25.4% 26.0%
ROA 25.8% 19.4% 16.9% 17.0%
ROCE 33.9% 24.0% 20.7% 20.8%
SG&A/Sales 11.6% 11.7% 10.7% 9.9%
Net debt/equity 0.0 0.1 0.2 0.2
     
P/E (x) 29.4 24.7 19.7 15.5
P/BV (x) 9.6 5.6 4.5 3.6
EV/EBITDA (x) 22.6 18.1 13.4 9.7
Dividend Yield 0.3% 0.3% 0.3% 0.3%
     
Sales/Assets (x) 0.8 0.6 0.5 0.5
Interest cover (x) - - - -
Operating leverage 109.2% 97.5% 89.7% 102.7%
     
Revenue y/y Growth 15.1% 23.9% 30.9% 29.0%
EBITDA y/y Growth 18.7% 27.1% 37.7% 39.7%
Tax rate 14.2% 17.0% 15.2% 15.3%
Adj. Net Income y/y Growth 15.6% 20.4% 28.2% 28.8%
EPS y/y Growth 17.7% 19.3% 25.1% 27.5%
DPS y/y Growth 38.9% 7.5% (0.4%) 0.0%
     
     
     
     
     
     
     
     
     
     

Source: Company reports and J.P. Morgan estimates.
Note: $ in millions (except per-share data).Fiscal year ends Dec. o/w - out of which
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