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Financial and Investment Analysis Report
Introduction
This report analyzes the financial performance of Alphabet Inc. (GOOGL) and compares the performance with Facebook Inc. which is its key competitor. The analysis involves the use of financial ratios to measure the firms’ performance and financial health. Profit margin ratio is determined in order to measure the profitability of the two firms against the industry average. Return on equity ratio is determined in order to measure the management effectiveness in utilizing the shareholders’ fund of the two companies. Debt-to-equity ratio and free cash flows are used to measure the companies’ financial health against the industry average. EPS is obtained directly from the annual reports of the companies; it is used to measure the market performance.
Alphabet Inc. (GOOGL) Description
Alphabet Inc. (GOOGL) is a holding company incorporated on July 23, 2015. The businesses of the company include Google Inc. and its Internet products. The company operates through the Google segments and Other Bets segment. Google segments include like Search, Ads, Commerce, Maps, You Tube, Google cloud, Google Android, and Google Play. The operations of the google segment include advertising, digital content sales, applications and cloud offerings, and sale of the hardware products. The operations of the Other Bets segment include sales of internet and television services via the Google Fiber, sales of Nest products and services, and licensing and research and development products. Google is engaged in infrastructure investment, management of data, analytics, and artificial intelligence. 
Facebook Inc. (FB) Description
Facebook Inc. is incorporated on July 29, 2004. The company focuses on building products that allows connection amongst people through mobile phones and personal computers.  It also enables people to share ideas, photos and other files through mobile devices, personal computers and other surfaces. Through the company, people are able to learn about what is going on in the world around them, enables people to share their opinions, ideas, photos and videos, and other activities with audiences ranging from their friends to the public, and stay connected by accessing its products. Products offered by Facebook Inc. include Facebook, Instagram, Messenger, WhatsApp and Oculus. Facebook Inc. engages in selling advertising placement to marketers; this allows its marketers to reach people based on age, gender, location, interest, and behaviors. Marketers purchase advertisements that can appear in multiple places, including on Facebook, Instagram, and third-party applications and Websites. Various ways to engage on Facebook include News Feed. 
Return
The return is calculated from the monthly stock price for three years (from June 1, 2016 to June 1, 2019). The returns are calculated using the excel formula. The performance of the two stocks is analyzed using mean return and standard deviation of the return; this helps to determine the best stock to invest in. The table below shows the mean and standard deviation of the two stocks. 
	
	GOOGL
	FB

	Mean 
	1.45%
	1.75%

	Standard deviation
	0.05358
	0.08159



Mean return of FB is greater than the mean of GOOGL. Low mean on returns will have a negative impact on the prices of a company. Investors may consider FB Company over GOOGL since it has higher mean on the return on investment. Standard deviation of FB is greater than the standard deviation of GOOGL. Standard deviation shows how tightly the stock price is grouped. Standard deviation of FB shows that its stock price is less tightly grouped together than that of GOOGL. GOOGL has lesser dispersion of its returns and lower risk in investment than FB. 

Financial Ratios analysis
Alphabet Inc. (GOOGL)
	
	12/31/2018
	12/31/2017
	12/31/2016

	Price-to-earnings ratio
	          25.71 
	           52.50 
	                27.48 

	Debt-to-equity ratios
	            0.31 
	             0.29 
	                  0.20 

	Return-on-equity ratios
	18.62%
	8.69%
	15.02%

	Earnings per share
	          43.70 
	           18.00 
	                27.85 

	Profit margins
	22.46%
	11.42%
	21.58%

	Free cash flows
	 22,832,000 
	  23,907,000 
	       25,824,000 



Facebook Inc.
	
	12/31/2018
	12/31/2017
	12/31/2016

	Price-to-earnings ratio
	          22.23 
	           29.47 
	                34.07 

	Debt-to-equity ratios
	            0.16 
	             0.14 
	                  0.10 

	Return-on-equity ratios
	27.91%
	23.86%
	19.76%

	Earnings per share
	            7.57 
	             5.39 
	                  3.49 

	Profit margins
	39.60%
	39.20%
	36.97%

	Free cash flows
	 15,359,000 
	  17,483,000 
	       11,617,000 



Industry Averages
	
	industry

	P/E Ratio (TTM)
	38.49

	Total Debt to Equity (MRQ)
	41.17

	Return on Equity - 5 Yr. Avg.(%)
	18.4

	Net Profit Margin - 5 Yr. Avg.
	18.73

	
	

	
	



Price-to-earnings ratio. P/E ratio measures the expected price of a share based on its earnings. A high P/E is favorable because it means that the company has future positive performance and the market is willing to pay more for the company’s shares (Edmonds, 2013). P/E ratio of both the companies in 2018 is lower than the industry averages, in 2016 P/E ratio of GOOGL is higher than the industry average while P/E of FB is lower than the industry average. P/E of both the companies is lower than the industry average. Generally, P/E of the companies for the 3-year period is high, indicating that investors are willing to pay more for the companies’ shares.
Debt-to-Equity ratio. The ratio measures the amount of debt contained in the companies’ capital structure (Flower, 2018). A higher ratio shows that one firm is more geared than the other.  Industry average is 41.17%, greater than the companies’ ratios for the 3-year period; this shows that the gearing level of the companies is below the industry average. Debt-to-equity ratio of the companies increases year by year. The gearing level of GOOGL is higher than the gearing Level of FB; this means that FB is less geared than GOOGL.
Return on equity. Return on equity measures how effectively the company management uses its shareholders’ fund to generate net income. The ratio measures the amount of net income generated from every equity dollar used. The higher the ratio the more effective the management. Return on equity of FB is greater than the ratio of GOOGL for the entire 3-year period; this implies that FB is more profitable than GOOGL and FB utilizes its shareholders’ fund more effectively than GOOGL. ROE of FB is greater than the industry average; this shows than the company profitability is above the industry average. For GOOGL only ROE for 2018 is higher than the industry average. 
Earnings per share. Earnings per share measure the net income attributable to shares holders per outstanding shares (Robinson, 2015). A higher EPS is favorable because it shows that the company performs well in the market and that the market is willing to pay more on the company’s shares. EPS of GOOGL is higher than FB’S EPS; this implies that the market is willing to pay more on GOOGLE’s shares than on FB’s shares. 
Profit Margin. Profit Margin measures the percentage of net income compared to net sales. It indirectly measures the ability of the company to control its operating and non-operating expenses (Wahlen, 2014). Profit Margin of FB is greater than the ratio of GOOGL for the entire 3-year period; this implies that FB is more profitable than GOOGL, FB exercise more control over its total costs than GOOGL. Profit margin of FB is greater than the industry average; this shows than the company profitability is above the industry average. 
Free cash flows are the cash generated by the companies after cash outflows to support operations and maintains their capital assets (Warren, 2013). Free cash flows measure the profitability of the companies by considering only cash expenses of the income statement, spending on property, plant, and equipment, and changes in working capital. Free cash flows of GOOFL is greater than the value of FB; these means that GOOGL utilizes cash more effectively than FB and as such, it is more liquid than FB. 
From the analysis the companies are considered as the value companies since they have already grown big in the industry. the companies are now working towards maximizing their values. Based on the analysis an investor should consider investing in FB since it has a good financial health with a profitability level above the industry average Both P/E and EPS of FB is high, indicating future positive growth. Even though the standard deviation of the return of FB is higher than the standard deviation of GOOGL, FB is still the best company for investment due to higher mean return than GOOGL. 
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