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Google, which was started in 1998, operates one of the most popular, and powerful, search engines, offering targeted search results from more than 8 billion Web pages. The site, which ranks results based on a proprietary algorithm, attracts an audience of more than 80 million people in English-speaking markets; Google also offers search results in about 35 other languages. The company generates revenue through ads that are targeted by keywords. Google also sells ads across a network of more than 200,000 affiliated Web sites. Founders Sergey Brin and Larry Page each have more than 25% voting control of the company. In addition to its search engine, the company provides a number of tools to help its users make the most of their digital life, including comparison shopping services (Froogle), localized searches, message boards, Web logging tools (Blogger), and Web-based e-mail (Gmail). In 2004, the once highly secretive company went public in one of the most anticipated IPO’s ever, raising $1.6 billion.
Articles:

Google is hoping to qualify for entry into the S & P 500 within the near future. When it does, some money managers believe that entry in itself will cause the stock price to go up. After that, the prediction is for a slow third quarter but the stock’s potential is that the numbers should remain the same overall. Hopefully they can maintain their liquidity in order to keep from being downgraded by analysts. Some analysts believe that there will be buyouts and acquisitions in Google’s future. 1

Advertising is the main source of Google’s revenue. Concerns about a downturn in the Internet ad market could keep Google from meeting the expectations set for them by Wall Street. Google recently announced an alliance with Sun and plans on offering software competition to Microsoft’s Office suite in the future. This plan for diversification is important for Google’s success. Google has successfully launched a variety of products over the last two years and those offerings will continue to be a part of their future success. 2
Profitability ratios:

Google’s profit margin is 21.62% which means that for every dollar worth of sales they make 21.6 cents. Yahoo’s profit margin is 35.93%. Yahoo has a much better profit margin than Google. This is an efficiency measure that considers the profits earned for every dollar of sales and is a good tool to determine the Google’s ability to withstand competition and adverse conditions like rising costs, falling prices or declining sales in the future. Yahoo has a better change at weathering a competitive storm than Google does. 

Google’s return on assets is 21.5% while Yahoo’s is 16.4%. This means that Google gets a better return on the assets that it uses in its operations over what Yahoo gets. Google is effectively utilizing its assets to earn a good return over its competitor. 

Google’s return on equity ratio is 24.5% and Yahoo’s is 20.6%, which makes Google better at generating returns for the capital invested by the owners. A return of over 10% is generally desirable to owners so there are funds for future growth and both companies are doing very well. 

Asset utilization ratio:

The asset utilization ratio for Google is 1.04 and for Yahoo is .77 This is the dollar amount of sales generated by each one dollar worth of assets. Google is much more efficient in the use of its assets over Yahoo. Google generates more sales per dollar than Yahoo. 
Liquidity ratios:

Google’s current ratio is 8.14 and Yahoo’s is 3.93 so when we look at each company’s ability to meet their current obligations, Google is in a much better position. Google has $8.14 worth of current assets to meet each dollar of current liabilities; Yahoo has $3.93 worth of current assets to each dollar of liabilities which makes Google much stronger financially when it comes to paying current debt but anything over 2-to-1 is good. 

The quick ratio for Google is 7.7 and Yahoo’s is 3.8. This ratio subtracts out the inventory which is the least liquid to assess the firm’s likelihood at meeting short-term obligations. The larger the number, the better the liquidity, Google is better.

The debt to equity ratio for Google is .13 and Yahoo is .29. This measure of how the companies leverage their debt against their capital tells me that the shareholders of both companies are in good shape. Google has 13 cents in debt for each dollar of equity to meet the obligations and Yahoo has 29 cents in debt for each dollar of equity. In this measure, Google fares better than Yahoo. 
Debt utilization ratios:

The debt to total asset ratio for Google is 11.6% and for Yahoo is 22.6%. This is the proportion of assets owned by creditors. Google has fewer assets with creditors making the company better off than Yahoo. 
DuPont Number:

Google’s return on equity is 13.6 and Yahoo’s is 11.8. They are both good returns although higher would be a better measure of either one’s sustainability.
Leverage:

The degree of operating leverage for Google is 44.8% and Yahoo is at 28.3%. Google has a greater degree of operating leverage which means Google has heavier utilization of its fixed assets and they will do well when sales are strong. But Yahoo could fare better in a slower market.

The degree of financial leverage for Google is 71.13 and for Yahoo is 1.16. This number is the percentage change in earnings per share. It is consistent with the concept of a higher return being a result of a higher risk. At first, I thought I calculated this wrong, but considering that Google is a new company and the stock price when I purchased it was around $100 per share and it is currently around $300 per share, the numbers make sense.

The degree of combined leverage for Google is 3.55 and for Yahoo is 4.51. When we combine the two we see the effects of risk on risk and Yahoo is a safer investment. 

The cost of capital is 10% for Yahoo and for Google, I cannot calculate. 
Stock Quotes:

Stock performance over the last six weeks:
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29-Aug 288.45 33.68

6-Sep 287.11 33.68

12-Sep 309.74 33.91

19-Sep 303.79 32.75

26-Sep 309.56 32.30

3-Oct 318.68 33.77

10-Oct 310.65 34.53


The stocks have remained relatively steady over the last seven weeks. Google did jump up when Sun Microsystems announced the agreement with Google during the week ending October 3. The Sun stocks went up that week also. The fluctuation of the Google stock will probably continue to occur through the third quarter and hopefully it will gain some strength in the fourth quarter of this year. Even if it holds steady, it is still three times higher than it was when it went public.

Recommendations:

My recommendation for this stock is to hold it. It makes me nervous because of the growth of the stock since its inception in summer of 2004. I have seen a great increase in its value but I am nervous about it losing ground. After going through this analysis I will hold the stock, in fact, I will also purchase a small amount of Yahoo stock because the competitor is doing better than I thought. I believe that the value of the Google stock is leveling off, in fact it might drop some, but I don’t think by much. The initial infusion of cash from the stock going public is over but I still think this company has a promising future and will continue to do well.
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