Facebook Primer
Description
Facebook, Inc. is an online media company. It operates social networking
platforms Facebook and Instagram and messaging platforms WhatsApp and
Messenger. It offers solutions to advertisers and marketers to engage with its
users.
Facebook, Inc. does not report the breakdown of revenues per platform but it
is estimated to be about 80% Facebook 20% Instagram while messaging
platforms are not yet monetized.




98.5% of revenues come from advertising (91.5% Mobile, 7% Desktop).
50% of revenues come from North America …
… though the region only represents 10% of MAUs (Monthly Active
Users) versus 40% for Asia, 16% for Europe and 32% for the rest of the
World.

Facebook, Inc. direct clients are media buyers that bundle big corporate ad
budgets together. Though the company does not disclose any information about
its clients, it is estimated that the largest corporate advertisers on its platforms
are the traditional big ad spenders (Samsung, P&G, Microsoft, AT&T, Amazon,
Nestlé, Unilever, Walmart, etc…)
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Sector
Industry
Mkt Cap ($bn)

Communication Services
Media & Entertainment
474.0

Price
1Y Range
200 D Histo Volatility

166.08
123.02 - 218.62
42%

(in USD MM)

Revenue
EBITDA
EBITDA Margin
1 Year Fwd. P/E
Dividend Yield

55'838
29'228.0
52.3%
18.2
0.00%

5 Year Price Action
230

210

Facebook, Inc. was founded by Mark Zuckerberg and fellow Harvard students in
2004 and rapidly became a hugely popular social networking platform. But it
really became strongly profitable nearly 10 years after it fully embraced its
advertising business model under the impulsion of COO Sheryl Sandberg, a
former Google executive.
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The company acquired Instagram in 2012, WhatsApp in 2014 and virtual reality
hardware maker Oculus in 2014. It also invests in other long term initiatives but
with no foreseeable impact on revenues.
Due to its dominant position in social media, Facebook Inc. is relentlessly
attacked by media, politicians and users and is blamed for about anything
(undermining elections, disseminating fake news, causing social unrest,
promoting scientific misinformation, being used for bullying and harassment,
etc…).
Despite the bad press, user engagement remains very strong and Facebook Inc.
platforms are seen as a unique tool by advertisers and marketers to understand
and reach consumers.
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Despite all the bad press on privacy, advertisers are sticking to Facebook Inc. as it provides access to a huge user base and analytics
that allow advertisers to better target consumers.
Users metric remain healthy as well and a renewed focus on “friends & family” and Stories (see glossary) should drive more
engagement. Instagram is growing at a fast pace and allows Facebook Inc. to stay in touch with younger demographics.
2019 should be a year of transition with lower growth and a focus on addressing privacy issues and investing in security and content.
Growth will be a function of volume, offsetting price declines as advertisers increasingly shift from Newsfeed to Stories.
2020 should see a strong boost in growth with an improvement in pricing led by Stories. Longer term, new initiatives such as ecommerce or the monetization of WhatsApp and Messenger have the ability to maintain growth at high levels. One way to monetize
messaging platforms could be to merge with Instagram.
Stock price exhibit some volatility around news flow but valuation is low for a high growth company (18x 1Y Fwd PE) and earnings
expectations have already been reduced sharply. Analysts now expect revenue growth of 21% to be only slightly above the 19% growth
of the mobile ad industry spending.
Facebook Inc. is a fantastic cash machine with strong growth prospects. Valuation is very reasonable and there is ample room for
Facebook to monetize further its Instagram and messaging platforms.
It has all the qualities required to be part of our core Global Leaders portfolio.

Recent Events





2018 was marked by a number of privacy and fake news scandals;
4Q18 earnings came well above expectations as advertisers and users ignored those scandals;
Four key executives left the company in Q1 2019, including Chief Product Officer Chris Cox who had worked at the company
since the very first years;
On March 2019, CEO Zuckerberg released a statement in which he claimed that Facebook would become a privacy-focused
social network.

Bullish Case





Bearish Case

Increased monetization and better pricing drives up
revenues
Stories drive higher ad pricing
Development of e-commerce
Monetization of messaging platforms
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User fatigue, privacy issues or increased competition
leads to a slowdown in advertising revenues growth
Loss of market share to competition
Loss of key audiences
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Strengths










Weaknesses

Dominant position
o Huge user base (2.3Bn MAUs)
o Strong global presence
Offers unique analytics and targetability to advertisers
Owns multiple platforms
o Reaches multiple demographics
o Ability to fend competition through acquisitions
Very high profitability
o Content is “free” as it is produced by users
o 80% gross margins (70% for Google)
Strong Technological infrastructure
o Emphasis on research and development
Strong corporate culture
o Double headed top management (Zuckerberg
and Sheryl Sanders)
o Strong IT Culture
o Innovative workforce

Opportunities





















High dependence on Facebook and Instagram
o No monetization of messaging platforms
High dependence on advertising revenues
Tainted image
o User privacy issues
o Frequent media backlash
High regulatory pressure
High reliance on the US
o Lower monetization of international markets
compared to the US.
o No access to the Chinese Market
Low barrier to entry

Threats

Higher Ad volumes
o New user segments
o Opening of the Chinese market
Higher Prices
o Stories
o Better pricing in Asian and emerging markets
Monetization of messaging platform
o Directly,
o Or through the merger of Messenger and
WhatsApp with Instagram
Entry in the Chinese Market
e-commerce
o Leverage Instagram as an e-commerce platform
Long term opportunities
o Augmented and Virtual Reality
o Dating
o Payments
o Video streaming (Facebook Watch, IGTV)
Corporate structure
o Create a holding company like Alphabet
o Increase buybacks
o Further consolidate the industry
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Clients
o Loss of marketers due to privacy issues
o Deterioration of global advertising spending
o Balancing of ad budget between online and TVs
Users
o Slowing engagement
o Loss of younger demography
o Missing Generation Z
o Maturing markets
o Online ad fatigue
New competition
o Amazon is entering the ad markets
Management issues
o Departure of key people
Cybercrime
Regulatory
o Higher accountability
o Higher transparency
o GDPR implementation
Peaking margins
o Failure to monetize WhatsApp and Messenger
o Increasing investments
o Rising operational costs
o Need to spend more to acquire quality contents
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MAU : Monthly Active Users
DAU : Daily Active Users
Engagement measure user’s interaction with social contents such as “shares”, “likes” and comments
Stories are short and ephemeral user-generated photos or videos uploaded to the user's Facebook or Instagram
News Feed is the traditional feed seen by Facebook users
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Investment research – Risk information: USS researches are prepared and published by Union Securities Switzerland SA (regulated by FINMA in Switzerland) “USS”.
The investment views have been prepared in accordance with legal requirements designed to promote the independence of investment research.
This material is for your information only and is not intended as an offer, or a solicitation of an offer, to buy or sell any investment or other specific product. Certain
services and products are subject to legal restrictions and cannot be offered worldwide on an unrestricted basis and/or may not be eligible for sale to all investors. All
information and opinions expressed in this material were obtained from sources believed to be reliable and in good faith, but no representation or warranty, express
or implied, is made as to its accuracy or completeness (other than disclosures relating to USS). All information and opinions as well as any forecasts, estimates and
prices indicated are current as of the date of this report, and are subject to change without notice. The market prices provided in performance charts and tables are
closing prices on the respective principal stock exchange. The analysis contained herein is based on numerous assumptions. Different assumptions could result in
materially different results. Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions of USS as a result of using
different assumptions and/or criteria.
In no circumstances may this document or any of the information (including any forecast, value, index or other calculated amount ("Values")) be used for any of the
following purposes (i) valuation or accounting purposes; (ii) to determine the amounts due or payable, the price or the value of any financial instrument or financial
contract; or (iii) to measure the performance of any financial instrument including, without limitation, for the purpose of tracking the return or performance of any
Value or of defining the asset allocation of portfolio or of computing performance fees. By receiving this document and the information you will be deemed to represent
and warrant to USS that you will not use this document or otherwise rely on any of the Information for any of the above purposes or otherwise rely upon this document
or any of the information.
Opinions expressed herein may differ or be contrary to those expressed by other business areas or divisions of USS, as a result of using different assumptions and/or
criteria. USS and any of its directors or employees may be entitled at any time to hold long or short positions in investment instruments referred to herein, carry out
transactions involving relevant investment instruments in the capacity of principal or agent, or provide any other services or have officers, who serve as directors, either
to/for the issuer, the investment instrument itself or to/for any company commercially or financially affiliated to such issuers. At any time, investment decisions
(including whether to buy, sell or hold securities) made by USS and its employees may differ from or be contrary to the opinions expressed in USS research publications.
Some investments may not be readily realizable since the market in the securities is illiquid and therefore valuing the investment and identifying the risk to which you
are exposed may be difficult to quantify. USS relies on information barriers to control the flow of information contained in one or more areas within USS, into other
areas, units, divisions or affiliates of USS. Futures and Options trading is not suitable for every investor as there is a substantial risk of loss, and losses in excess of an
initial investment may occur. Past performance of an investment is no guarantee for its future performance. Additional information will be made available upon request.
Some investments may be subject to sudden and large falls in value and on realization you may receive back less than you invested or may be required to pay more.
Changes in foreign exchange rates may have an adverse effect on the price, value or income of an investment. The analyst(s) responsible for the preparation of this
report may interact with trading desk personnel, sales personnel and other constituencies for the purpose of gathering, synthesizing and interpreting market
information. Tax treatment depends on the individual circumstances and may be subject to change in the future. USS does not provide legal or tax advice and makes
no representations as to the tax treatment of assets or the investment returns thereon both in general or with reference to specific client's circumstances and needs.
We are of necessity unable to take into account the particular investment objectives, financial situation and needs of our individual clients and we would recommend
that you take financial and/or tax advice as to the implications (including tax) of investing in any of the products mentioned herein. This material may not be reproduced
or copies circulated without prior authority of USS. Unless otherwise agreed in writing USS expressly prohibits the distribution and transfer of this material to third
parties for any reason. USS accepts no liability whatsoever for any claims or lawsuits from any third parties arising from the use or distribution of this material. This
report is for distribution only under such circumstances as may be permitted by applicable law. Forecasts and estimates are current only as of the date of this publication
and may change without notice. USS manages conflicts and maintains independence of its investment views and publication offering, and research and rating
methodologies. Additional information on the relevant authors of this publication and other USS publication(s) referenced in this report; and copies of any past reports
on this topic; are available upon request from your sales representative.
External Asset Managers / External Financial Consultants: In case this research or publication is provided to an External Asset Manager or an External Financial
Consultant, USS expressly prohibits that it is redistributed by the External Asset Manager or the External Financial Consultant and is made available to their clients
and/or third parties.
Important notice USA: This document is not intended for distribution into the US, and/or to US persons, by USS personnel.
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