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• Alphabet’s strategy is to acquire a target company that fits into Google’s portfolio and 
its business strategy. Potential target company must deliver good resource and 
capability.  

• GOOG must have sufficient internal capacity to integrate the target company.  
• Employee Cultural mix is very important.  
• Financially, Return on Invested Capital > Cost of Capital, Net Present Value >0. 

Return on Invested Capital to be achieved in short or long term.  
• Acquire target company to 
    a) shutdown target company as it was a threat to Google+ or other divisions.  
    b) run the target business model until profitable and or integrate multiple divisions  
    c) divert its resources or capabilities to its own division 
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Alphabet’s VRI analysis

C.

Resources Value Rare	 Immitability	 Result	
Search		Algorithms Yes Yes Yes Competitive	Advantage	

Ability	to	Integrate	Internet	with	
Intranet	

Yes Yes Yes Competitive	Advantage	

Research	&	Development Yes Yes Yes	and	No	 Competitive		Advantage	/	Temporary
Android	/	Chromium	Operating	

System Yes No No	 Competitive	Parity

Branding Yes No No	 Competitive	Parity	
Relations	with	other	companies Yes No No	 Competitive	Parity

VRI	Analysis

Porter’s Five Forces Alphabet’s Economic Value Added 
Analysis

• On X-Axis we take %Change in Capital and on Y axis we take 
%Change in (ROIC-COC) which is EVA spread.  

• As we see there are 4 quadrants. A company is said to be 
value creator if its % change in ROIC-COC > 0 and %Change 
in Capital >0.  

• Usually when a company restructures its Change in Capital 
becomes -negative because it invests heavily in R&D or 
CapEx. Google has always satisfied all the conditions to be a 
very strong value creator.

Value creator  Value Destroyer  

Value Destroyer  Value creator  



Alphabet’s Industry Attractiveness

X

U.S. Business Cycle Phases
Inflationary	Pressure	Red	=	High	

Economic	
Growth	

Early	 Mid	 Late	 Recession

Activity	rebounds	
(GDP,	IP,	

employment,	
incomes)	•	Credit	
begins	to	grow	•	

Profits	grow	rapidly	
•	Policy	still	
stimulative	•	

Inventories	low;	
sales	improve

•	Growth	peaking	•	
Credit	growth	
strong	•	Profit	
growth	peaks	•	
Policy	neutral	•	
Inventories,	sales	
grow;	equilibrium	

reached

•	Growth	
moderating	•	Credit	
tightens	•	Earnings	
under	pressure	•	

Policy	
contractionary	•	
Inventories	grow;	
sales	growth	falls

•	Falling	activity	•	
Credit	dries	up	•	
Profits	decline	•	
Policy	eases	•	

Inventories,	sales	
fall

U.S

ExpansionRecovery

Contraction

SPX 500 - Relative Rotation Graph 

Business Units Competitive Strength

Competitive	Measures	
Importance	
Weight	

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Strength	
Rating

Weighted	
Score

Relative	Mkt	Share 0.15 1 0.15 1 0.15 1 0.15 0.2 0.03 0.2 0.03 0.2 0.03 1.5 0.225 1.5 0.225 1.5 0.225

Cost	relative	to	
Competitors	Costs 0.20 8 1.6 5 1 5 1 9 1.8 5 1 5 1 6 1.2 5 1 5 1

Ability	to	Match	or	
beat	rivals	on	key	

products	
0.05 9 0.45 9 0.45 9.5 0.475 4 0.2 9 0.45 6 0.3 6 0.3 6 0.3 6 0.3

Ability	to	benefit	from	
strategic	fit	with	sister	

business
0.20 10 2 10 2 10 2 3 0.6 5 1 5 1 9 1.8 8 1.6 9 1.8

Bargaining	Leverage	
with	Suppliers	and	

Customers
0.05 8 0.4 9 0.45 10 0.5 5 0.25 5 0.25 6 0.3 6 0.3 6 0.3 6 0.3

Brand	Image	&	
reputation 0.10 9.9 0.99 10 1 10 1 9 0.9 9 0.9 9 0.9 9 0.9 9 0.9 9 0.9

Competitively	
Valuable	Capability	 0.15 9 1.35 10 1.5 10 1.5 6 0.9 6 0.9 7 1.05 9 1.35 8 1.2 8 1.2

Profitability	relative	
to	competitors	 0.10 9 0.9 9 0.9 9 0.9 1 0.1 1 0.1 1 0.1 5 0.5 5 0.5 5 0.5

Overall	Competitive	
Score	for	Business	

Units	
1.00 6.575 6.025 6.225

Conclusion	

Strong	market	presence	in	long	run.	As	discussed	before,	even	if	the	
Indusrty	performance	decreases,	GOOG		missing	few	earning	call	is	

not	a	surprise.	It	will	continue	to	be	one	of	the	market	leaders	atleast	
for	next	10	years.	

Weak	competitve	strength-	short	run.	In	long	run	as	per	industry	analysis	
and	business	phase	cycle	this	can	change	once	US	enters	LATE	phase	of	the	

business	cycle.	We	will	have	to	see	the	sector	RRG	screens	from	
Bloomberg	to	predict	where	GOOG	is	moving	ahead.

Moderate	strength	-	Since,	Google	X	took	lots	of	incorrect	decision	in	
the	beginning	and	now	facing	challenges	in	non-business	environment.	

7.84 7.45 7.525 4.78 4.63 4.68

Venture	Capitalist	 Google	Capital	

Unrealted	Related	Core Both

Calico	&	VerilyGoogle	Search	
Google	Tools	&	Web	

Applications
Google	Mobile	
Applications Google	Fiber Nest Google	X

As US is progressing towards Late phase near future from RRG screen we see that all the 
sectors are lagging or improving except Energy, Materials and Finance which are leading. 
Once, US enters late phase Industries that were leading will start weakening. Weakening in 
Finance sector can be problem for GOOG to raise capital through debt. As per Factset, 
GOOG raised funds through debt financing in 2016. Borrowing costs would increase and 
this will impact its R&D department. CapEx may reduce marginally but GOOG will continue 
to expand globally and in US. If this is true, then GOOG will enjoy the sales from its retail or 
healthcare sector inning run and continue to grow in IT sector. 

Mkt	Size	&	
growth	

Intensity	of	
Competition

Emerging	Opp	&	
Threats	

Cross	Industry	
Strategic	Fit

Resource	
Requirements

Seasonal	and	Cyclical	
Influences	

PEST	
factors

Industry	
Probablity	

Industry	Uncertainity	and	
Risk

Importance	Weight 10% 25% 10% 20% 10% 5% 5% 10% 5%
Attractiveness	Rating	 8 8 6 8 7 4.75 8 6 8

Weighted	Score	 0.8 2 0.6 1.6 0.7 0.2375 0.4 0.6 0.4

B]	Advertising	and	Market	Communications.	

Importance	Weight 10% 25% 10% 20% 10% 5% 5% 10% 5%
Attractiveness	Rating	 6 8 6 8 5.5 4 8 5 6.5

Weighted	Score	 0.6 2 0.6 1.6 0.55 0.2 0.4 0.5 0.325

C]	Gaming,	Retail	and	Healthcare	--	>	Healthcare	equipments,	Technology,	Lifesciences	tools	and	services.	

Importance	Weight 10% 25% 10% 20% 10% 5% 5% 10% 5%
Attractiveness	Rating	 6 8 9 7 9 9 7 6 6

Weighted	Score	 0.6 2 0.9 1.4 0.9 0.45 0.35 0.6 0.3

Sum	of	Importance	Weights 1.00

Weighted	Overall	Industry	Attractive	Score	 7.3375

Weighted	Overall	Industry	Attractive	Score	 6.775

Weighted	Overall	Industry	Attractive	Score	

7.5
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Majority	of	the	revenue	of	GOOG	comes	from	its	Advertising.and	other	market	communications.	(	source:	10K	filings)	These	includes	paid	per	clicks	and	cost	per	click.	

For	HealthCare	Industry	we	do	not	see	any	clear	pattern	when	in	LATE	zone.	As	per	the	data	from	Pwc	we	see	that	consumer	expenditure	for	gaming	industry	will	increase	substantially.	It	is	very	
attractive	to	enter	this	market	given	the	rerources	and	capabilites	they	have	at	present.		Retail	Industry	that	falls	under	Consumer	discretionary	shows	no	fix	pattern	during	and	in	LATE	Zone.			As	per	10K	
filings	Managment	anticipates	that	this	segment	will	start	contrbuting	more	revenue	only	after	5	to	6	years	time.	We	have	taken	a	conservative	approach	and		we	anticipate	that		GOOG	will	continue	to	

do	well	in	these	industries	within	10	to	13	years	time	frame.	

IT	industry	consistently	underperforms	when	it	enters	Late	section	of	Business	Cycle.		(source:	Fidelity	)	As	we	see	that	US	will	be	transitioning	from		MID		to	LATE	near	future.	We	believe	that	this	
industry	will	not	perform	good.	However,	Since	GOOG	has	competitive	advantage	over	its	competitors	we	believe	they	will	outperform	the	industry	growth	rate.	If	we	consider	gloablly	markets	50%	of	
Alphabets	revenue	comes	from	global	market.	We	still	arrive	at	the	same	conclusion	that	GOOG	will	be	able	to	maintain	its	position	for	atleast	8	to	10	years	given	the	resources	and	capabilites	it	has	

acquired	over	time.	Overall,	the	GOOG	is	a	strong	value	creator	even	if	overall	industry	slows	down.

A]	Technology	Services	-->	1}		IT	Services	-->	Internet/	Online	Services,	Hosting	Services	2}	Software	-->	Industry	Specific,	Home-Office,	Content	Management,	Design/	Engineering	3}	Hardware	-->	
Communication	Wireless	Equipments,	Computer	Hardwares,	Consumer	Electronics	-->	Electronic	Security,	Test	&	Measurements.	

C]	Gaming,	Retail	and	Healthcare	Industry	-	Long	run	-MID	
phase	

A]		Tehnology	Services	

B]		Marketing	and	Advertising	Industry	

Although,	the	market	is	attractive	in	long	run,	for	C	
Industry	part	is	7.5	scores.		At	present,	the	market	
for	other	bets	is	very	less.	We	categorize	it	as	
average	instead	of	weak	because	it	has	the	

potential	to	generate	enough	cash	near	future.	
Also,	within	5	to	8	years	this	segment	will	generate	
more	cash.	So	we	score	this	Industry	as	5	to	6	based	

on	upside	potential	of	the	industry	and	R&D	
progress	of	GOOG.	

2015-2016

Alphabet	generates	99.4%	revenue	from	Google	Segments	and	0.6%	of	revenue	from	other	bets.	

Alphabet's	primary	indusrties		are		Technology	Services	and	Internet	Software/Services.	It	has	also	diversifed	its	portfolio	into	retail,	healthcare	and	gaming	industries.	

Please	note	that	if	we	do	Industry	attractiveness	by	sub-sector,	then		attractiveness	ratings		might		change	according	to	the	assumptions	

Facts:		In	few	years	time	US	might	enter	into	MID	stage	and	during	that	duration	Alphabet's	earnings	and	sales	will	fall.	Alphabet’s	portfolio	has	entered	into	various	industries	as	listed	in	the	Industry	
Attractiveness	table.		We	will	focus	more	on	A]	technology	industries	such	as		Software,	Hardware	&		IT	Services.	B]		Business	&	Public	service	such	as	Marketing	Communication	and	advertisements	as	they	bring	

more	revenue	to	GOOG.	

Alphabet’s Revenue !
Segmentation

Source: Fidelity Investments

Source: www.mav7.com Source: 10K of Alphabet

http://www.mav7.com


Alphabet’s Diversified Business 
Related Business Score = 7.5 to 7.8  

Unrelated Business Score = 4.6 to 4.8 
Related and Unrelated Business =  6.0 to 6.5 

Y

Alphabet’s Nine Cell Matrix !
for Business Segments

Alphabet’s Strategic Fit
Research	&	
Development Suppliers Branding	 Customer	Service Technology Marketing,	Sales	

and	Advertising
Talented	Human	Resource	
and	Intellectual	Property	

Google	Search	 þ þ þ þ þ þ þ

Google	Tools	&	Web	Applications þ þ þ þ þ þ þ
Google	Mobile	Applications þ þ þ þ þ þ þ

Calico	&	Verily þ þ þ þ þ þ þ
Google	Fiber þ þ þ þ þ þ þ

Nest þ þ þ þ þ þ þ

Google	X þ þ þ þ þ þ þ
Venture	Capitalist	 þ þ þ þ þ þ þ

Google	Capital	 þ þ þ þ þ þ þ

Results	
Strategic	Fit	to	

Economies	of	Scope
Strategic	Fit	to	

Economies	of	Scope

Strategic	Fit	to	
Competitive	
Advantage

Strategic	Fit	to	
Economies	of	

Scope

Strategic	Fit	to	
Competitive	
Advantage

Strategic	Fit	to	
Economies	of	

Scope

Strategic	Fit	to	
Competitive	Advantage

Customer	Service	
department	of	GOOG	
a l though	has 	to	deal 	

with	di fferent	
technica l 	problems.	
We	assume	that	
Goole	X,	venture	
Capita l 	and	Cpita l 	
customer	services 	
who	speica l i ze	in	
ra is ing	capita l 	and	
acquiring	various 	

companies 	searching	
for	right	fi t	suppports 	
other	departments 	
from	time	to	time.	

More	ins ide	
information	about	

GOOG	can	change	the	
analys is .

Technology	remains 	
one	of	the	core	

competancy	of	GOOG.	
GOOG	dominated	
technology	industry	
s ince	i ts 	inception	

because	of	i ts 	abi l i ty	to	
transfer	the	

information		and	
release	various 	tools 	

and	products 	to	
enhance	i ts 	bus iness 	
models .	Google	Fiber	
i s 	a 	prime	example	of	
i t.	We	see	that	GOOG	
has 	abi l i ty	to	tranfer	

Technologica l 	
innovative	products 	or	
tools 		across 	Multiple	
divis ions .	A	very	s trong	
Competi tive	Advantage.

Mkt,	Sa les 	and	
Advertis ing.	Al though	
these	are	di fferent	
activi tes 	in	supply	

chain.	We	bel ieve	that	
these	activi ties 	
increase	brand	

awareness ,	loya l ty	and	
increase	the	brand	

equity	of	the	GOOG.	A	
very	s trong	economies 	
of	Scope.	We	have	
seen	that	Alphabets 	
Core	bus iness ,	related	
and	unrelated	or	both	
uses 	s imi lar	platform	
to	increase	sa les .	

Ei ther	they	use	internet	
or	tie-ups 	with	other	
brands .	There	i s 	a 	

perfect	sync	between	
these	employees 	

across 	the	bus iness 	
segments .		

Google	has 	aquired	a lmost	169	
companies 	in	past	15	years 	
and	we	see	that	majori ty	of	
them	has 	to	do	with	internet,	

bloggs 	or	advertis ing	
companies .	They	acquire	i t		
because	i t	poseses 	threat	to	
the	presence	of		Google+	They	
acquired	many	smal l 	s tart	up	

fi rms 	so	as 	to	fi l l 	the	
knowledge	gap.	They	used	
those	ta lented	employees 	
across 	a l l 	the	departments 	

because	they	would	ei ther	find	
a 	new	trend	or	find	out	

emerging	markets 	or	found	a 	
way	to	increase	sa les 	for	the	

GOOG.		

Since	GOOG	has 	very	
s trong	R&D	we	bel ieve	
that	X's 	R&D	acts 	as 	a 	
primary	support	to	a l l 	

the	divis ions .	Expecia l ly	
other	bets .	It	i s 	a 	right	
s trategic	fi t	and	s ince	
the	R&D	capabi l i ty	can	
be	transferred	to	other	
bus iness 	at	lower	cost	

we	conclude	i t	as 	
Economies 	of	Scope

GOOG	has	overall	117	
suppiiers	and	32	of	the	

suppiers	are	in	IT	services	
and	Internet	software	

serivce.	The	break	down	of	
the	suppliers	are	taken	
from	Facset.	There	are	
other	group	of	suppliers	
that	we	belive	overlap	
across	the	company.	

Especially	the	suppliers	
from	other	bets	are	being	
supported	from	Diversified	
suppliers	who	fall	under	

both	category.

Branding	of	GOOG	
has 	a 	s trong	

presence.	Alphabet's 	
portfol io	has 	a 	s trong	
brand	awareness 	and		
Google's 	brand	name		
acts 	as 	a 	Goodwi l l 	
and	we	bel ieve	that	
this 	aga in	i s 	a 	right	

Strategic	Fi t	to	
Competi tive	
Advantage.

Value	Chain	Activities

Core	Business

Diversified-	Unrelated	Business

Diversified-	Related	&	Unrealted	Business

Diversified	-	Related	Business

Benefits and Drawbacks of Alphabet’s Diversified Business 
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Alphabet’s Present Scenario
• At present, GOOG is a very strong value creator for its shareholders. Economic value added proves that GOOG has been a value creator for its 

shareholder since FY 2008 (refer EVA for GOOG on slide C.)  !
• GOOG diversification score of 7.8, 4.8, and 6.5 in related, unrelated and both business is considered good when plotted against industry 

attractiveness score ( 9 Cell Matrix). It is to be noted that Information technology Industry will not performing good when US enters Late phase of 
the business cycle. However, based on the value chain, business unit strengths we believe that GOOG will do better than its competitors and will 
sustain its Competitive Advantages in this segment. Some of the industries are cyclical and some are non- cyclical. GOOG main industry falls 
under non-cyclical. Based on the RRG graphs we predict that IT services will be improving when US is in the Late Phase. We see some 
downward pressure but GOOG will be able to outperform its competitors based on its resource and capabilities. Overall, healthcare industry has 
been the best in United states. United states alone spends approximately 17% of  its Gross Domestic Product (GDP) in healthcare Industry and it 
is expected to spend 17.8% of it GDP by FY2018.(Source: Deloitte 2015 healthcare outlook). As R&D capability of Calico and Verily is increasing 
at steady pace, we believe that other bets will contribute more towards overall Alphabets revenue segment by 2019. Google Shopping and 
Wallet business has been not performing well because it faces stiff competition from Amazon, eBay and other commerce stores. Although, the 
retail segment is not performing well as expected GOOG has not released any data so we are unable to predict this segment appropriately. 
Retail segment is cyclical in nature. Google will have to take benefit of seasonal opportunities and come up with some marketing strategies to 
attract and retain customers in its e-commerce segment.    !

• GOOGL has acquired almost 169 companies since FY2006. Google relies on Equity as well as Debt to finance its deals and we have seen that 
GOOG has consistently borrowed money since FY 2006 (source:10K)  !

• Google segment stands out a clear winner in Technology sector. But it makes sense to diversify into emerging markets because the core 
business has been relatively risky. Google tried to enter Chinese market and faced stiff competition. This could happen in other segments too if 
they stop adding services. Google has taken a proactive approach to increase its services every year. For example, google is planning to release 
360 degree video streaming on Youtube. As quoted on Google site “ our goal is to make it as easy as possible for you to find the information you 
need and get the things you need to do done.”  

Recommendations
• Prioritize short-term goals and long-term goals at each phase of business cycle. Have a dynamic strategic plan and exit strategy ready.  
• Long-run: Invest more towards a business that is stable. Investing in Healthcare industry looks a right fit in the long run. Alphabet is too 

much dependent on IT service and Advertising. Other bets especially Verily and Calico seems to to have a very high potential to be a 
cash cow (refer 9 Cell Matrix). We suggest that GOOG should acquire few more talents if required in HCO industry, check for the 
synergies as mentioned in Slide B (M&A viewpoints). A potential target company would be companies like PacificBio sciences who is a 
startup but has resources that might be a strategic fit. Leverage its strong brand name and have tie-ups with major research centers 
such as Mayo Clinic. Building an ecosystem with the help of Google Fiber is a good strategy that GOOG is working upon.These 
effective and proactive steps and decision making will help GOOG to sustain its Competitive Advantage and establish Comparative 
Parity in Other bets in 10 years time. 

• Short-run continue to add new features for Google segments and add some surprise elements for consumers during christmas on 
Google Wallet and Google Shopping has some potential to generate more sales during festival seasons. 

 


