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GOOGL First Take: Capex guide overshadows
Search & Margins

By Dan Salmon February 4, 2025

What’s New: In this first take following tonight’s results, we touch on:

1. Capex guide/GCP capacity constraints = stronger potential of for Cloud revenue acceleration
2. Search & Other strong as Al Overviews drawing more younger users
3. Margins beat but D&A is coming home to roost in 2025

4. YouTube and Cloud run-rate at $110B, with YouTube TV price increase helping

4Q24 Results vs. New Street Estimates and Consensus
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4Q24E FY25E
$ in mn except EPS NSR est. Consensus Actual A Cons NSR est. Consensus Guide
Total Revenue $97,929 $96,684 $96,469 (0.2%) $399,055 $391,967
y/y growth % 13.5% 12.0% 11.8% (0.2%) 13.5% 11.8%
Google Search & other $53,804 $53,303 $54,034 1.4% $220,438 $215,986
y/y growth % | 120% 11.0% 125% | 1.5% 11.4% 9.4%
YouTube ads $10,646 $10,228 $10,473 2.4% $41,999 $40,225
y/y growth % 15.7% 11.2% 13.8% 2.7% 15.6% 12.0%
Google Network $7,965 $8,167 $7,954 (2.6%) $30,066 $30,154
y/y growth % (4.0%) (1.6%) (4.1%) (2.6%) (1.0%) (1.3%)
Google Subs, Platforms, Devices $12,313 $12,210 $11,633 (4.7%) $46,113 $46,099
y/y growth % 14.1% 13.1% 7.8% (5.3%) 12.4% 12.7%
Google Services $84,728 $83,748 $84,094 0.4% $338,617 $332,467
y/y growth % 11.0% 9.7% 10.2% 0.5% 10.8% 9.2%
Google Cloud $12,347 $12,188 $11,955 (1.9%) 857,915 $55,706
y/y growth % 34.3% 32.6% 30.1% (2.5%) 32.8% 28.1%
Other Bets $854 $616 $400 (35.1%) $2,523 $2,220
y/y growth % 30.0% (6.2%) (39.1%) (32.9%) 20.0% 17.9%
TAC $14,358 $15,029 $14,848 (1.2%) $58,004 $58,998
% of ad revenue 19.8% 21.0% 20.5% (0.5%) 19.8% 20.6%
Gross profit $55,870 $55,915 $55,856 (0.1%) $233,487 $228,441
Gross margin % 57.1% 57.8% 57.9% 7 58.5% 58.3%
Total operating profit $29,821 $30,414 $30,972 1.8% $128,177 $126,290
Operating margin % 30.5% 31.5% 32.1% 65 32.1% 32.2%
By segment:
Google Services $29,678 $31,831 $32,836 3.2% $130,826 $131,234
Margin % | 35.0% 38.0% 39.0% | 104 38.6% 39.5%
Google Cloud $2,099 $1,997 $2,093 4.8% $9,606 $9,485
Margin % 17.0% 16.4% 17.5% 112 16.6% 17.0%
Other Bets ($1,708) ($1,168) (81,174.0) 0.5% ($2,523) ($4,186)
Margin % (200.0%) (189.6%) (293.5%) (10,394) (100.0%) (188.6%)
Adj. EBITDA $41,204 $40,841 $40,987 0.4% $180,358 $173,369
Margin % 42.1% 42.2% 42.5% 25 45.2% 44.2%
EPS $2.09 $2.13 $2.15 1.1% $9.17 $9.00
y/y growth % 31.1% 29.6% 34.6% 4.9% 14.8% 12.2%
Cash flow from operations $41,595 $38,840 $39,113 0.7% $169,057 $153,624
y/y growth % 119.9% 105.3% 106.8% 1.4% 32.3% 20.7%
CapEx $13,100 $13,261 $14,276 7.7% $67,139 $58,844 $75,000
% of sales 13.4% 13.7% 14.8% 108 16.8% 15.0% 19.1%
FCF $28,495 $26,229 $24,837 (5.3%) $101,918 $94,780
Margin % 29.1% 27.1% 25.7% (138) 25.5% 24.2%

Source: Company reports, FactSet consensus and New Street estimates

Capex guide/GCP capacity constraints = stronger potential for Cloud revenue acceleration

2025 capex guidance calling for $75B was the big headline tonight, well above consensus of $58.8B and also
ahead of our Street-high $67.1B estimate. We note that last quarter’s early 2025 guide was only for “slower

y/y growth” than in 2024, leaving a wide range for investor opinion and which we think contributed to some
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disappointment, reflected in the after-hours negative move, as investors digest the implications to FCF (and

depreciation/operating margins).

We think this disappointment is misplaced, as GOOGL continues to carry a disproportionate opportunity in Al
Cloud Infrastructure relative to peers (given its smaller base in traditional workloads) and Google’s TPU

remains at a significant competitive advantage relative to other custom silicon peers.

4Q24 growth was impacted by capacity constraints on generative Al infrastructure, in addition to lapping a
large deployment in 4Q24. With the announcement that a customer is currently live using Blackwell chips, we
now have a line of sight into a new cycle of deployments this year which, based on our bottom-up hourly

pricing work (see HERE) we believe implies a natural capacity to reaccelerate revenue in 2025.

In short, we took a higher capex investment in 2025 as a positive based on our work implying strong internal
margins and ability to drive per-chip revenue in the face of sustained customer demand. CEO Pichai’'s comment
that Al workloads are shifting further to inference, and repeated callouts of their price-performance
advantage in both efficient frontier models and infrastructure architecture (partially in response to questions
about the impact of DeepSeek) are important and could be creating an underappreciation of the revenue

potential for Google Cloud based on this guide.

As aresult, we are incrementally positive, notwithstanding a likely down-step in our FCF estimates owing to

the higher capex guide.
Search & Other strong as Al Overviews drawing more younger users

With the capex guidance absorbed, we expect attention to return promptly to the Search business, where
results were solid, but where the beginning of the DOJ antitrust remedies hearing beginning on April 22 will
narrow focus (see more HERE).

Search and Other growth came in at 12.5% y/y growth in 4Q24 vs our/consensus estimates of 12.0%/11.0% as

management offered incremental anecdotes on the engagement benefits of Al Overviews in Search and Circle
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to Search. CEO Pichai noted that search engagement continues to grow in aggregate, but (like 3Q24) there

was no comment from CBO Schindler about seeing query growth in all major markets.

While we would have been more positive with more specificity on engagement/query growth (not a regularly
reported metric, but one we believe investors are very interested in) we saw positives in the commentary and
think the bulls can take some comfort in another quarter where Al chatbots have failed to cause a miss in

search revenue.

CEO Pichai teased new features in 2025 including efforts to capitalize on users learning the use case of
Google as a chat interface, including the potential benefits of follow-up questions and deeper engagement.

Agents were also a hot topic, but we still see no immediate impact to numbers.
Margins beat but D&A is coming home to roost in 2025

Operating income came in at $31.0B, 1.8% ahead of consensus driven primarily by Google Services’ total of
$32.8B, 3.2% ahead of Street $31.8B. While Cloud revenue was a little light, Cloud Ol was 4.8% ahead at $2.1B
vs our/consensus estimate of $2.1B/$S2.0B. Other bets operating loss of ($1.1B) was below our ($1.7B) and
slightly below Street ($1.2B).

CFO Ashkenazi called out increasing headcount and increased depreciation related to capex investments this
year and last year, specifically noting that she expects depreciation growth to accelerate vs 28% y/y growth in

2024, which is in line with our pre-print forecast.
YouTube and Cloud run-rate at $110B, with YouTube TV price increase helping

Management followed-up their 3Q24 comment of expecting YouTube + Cloud revenue run rate to exceed
S100BN in 4Q24, noting that the current run rate is $110B, vs our pre-print estimate of $96.5BN and 2025E
estimate of ~S$118B.

Key to the “current run-rate” comment is that YouTube TV’s price increase went into effect two weeks ago,
though we also expect that a healthy contribution from Sunday Ticket has supported subscription growth

(YouTube creatively ran a $4.99 promotion for Sunday Ticket during the last week of the season, which no
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doubt helped bring in a few more base plan subscribers ahead of the price increase. Put simply, YouTube TV
has won the vMVPD streaming war, and this likely helped FUBO and Hulu with Live TV find common ground on

a merger agreement recently.
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