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Key Statistics

Company Description

Rev 
(m) Q1 Q2 Q3 Q4 FY

16 5,382 6,436 7,011 8,809 27,638
15 3,543 4,042 4,501 5,841 17,928

14 2,502 2,910 3,203 3,851 12,466
EPS

16 0.5 0.7 0.8 1.2 3.4
15 0.1 0.2 0.3 0.5 1.2

14 0.2 0.3 0.3 0.2 1.1

Facebook is the world's largest social media company, which provides 
its key constituencies with compelling offerings by developing and 
deploying technologies to encourage users to regularly engage with and 
on the platform, to enable developers to create appealing apps and 
websites, and to allow advertisers to provide relevant and social 
marketing messages in a thoughtful and effective way. 
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• 2016 total & ad revenue growth 
of 54% & 57%

• Average revenue per user 
(ARPU) $15.98, 34% growth

• Daily average users (DAU) 
1.23B, 18% growth

• Monthly average users (MAU) 
1.86B, 17% growth
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Growth in Monthly Active Users and Average Revenue per User 

Facebook has 1.86 billion monthly average users and plans to reach over 2 billion in 2017. We expect to see 
a majority of Facebook’s future growth come from emerging markets, specifically Africa, Latin America and 
South East Asia. These regions account for a majority of Facebook’s already existing user base, but also 
represent the largest potential for growth given the volume of untapped population. We see Facebook’s 
various initiatives to increase its user base in these regions working out nicely. Facebook’s partnerships with 
local telecom providers in the regions will make basic Internet services, including Facebook, available to 
more people. We also see the company’s push for mobile Internet via satellites as a catalyst for user growth 
in areas like Africa, which lacks sufficient infrastructure to support physical Internet.  

For 2016, Facebook reported a 34% increase in average revenue per user (ARPU) to $15.98. We expect 
ARPU will continue to increase over the next three to five years with growth in the U.S. & Canada acting as 
the main driver. ARPU is lower in emerging markets, however the improving monetization in the U.S. & 
Canada will offset the lower ARPU from those regions. While we expect an increase in ARPU over the next 
three to five years, growth will slow as Facebook works to increase its user base in low ARPU regions.  
However, we believe ARPU growth will increase once Facebook’s user base in certain regions reaches a 
larger percentage of the population and the company refocuses on monetization, rather than increasing 
users.

Monetization of Existing Platforms 

Monetizing platforms is something Facebook has done very well and has the potential to still do. We see 
Facebook continuing to monetize its Facebook platform though digital ads, with a majority of revenue coming 
from mobile. Instagram is proving to be an important source of cash for the company. The platform has over 
600 million MAU and is growing its user base at a faster rate than the Facebook platform. Facebook is 
monetizing this platform by means of digital advertisements on both Instagram and Instagram Stories. We 
see huge potential in monetizing Instagram Stories. The service was introduced six months ago and is 
already being used by over 160 million Instagram users.

We also see monetization potential in Facebook’s remaining platforms, WhatsApp and Messenger, which 
have a MAU base of 1.2 billion and 1 billion respectively. Facebook is working to incorporate “conversational 
commerce” and chat bots on these platforms as a way to monetize them. This will allow users to conveniently 
shop and interact with businesses via both platforms.  Facebook is also positioned to benefit from the 
growing virtual reality market through its Oculus platform, which will provide hardware and content to users. 
This market is expected to grow from $1.8 billion in 2016 to $38 billion in 2020. 

Investment Thesis 
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 Investment Thesis (Cont.)

Focus on Video 

Mark Zuckerberg has made video content a priority for the company 
over the next two years. We like this strategy as we see digital ads in 
video being a focus for many advertisers, especially on mobile.  
Facebook is working to increase the number of videos appearing on 
News Feed to make it more accessible to users and attractive for 
companies to advertise.  Facebook Live is another initiative being 
pushed by the company. Facebook Live makes way for many 
advertising opportunities ranging from live-streamed sports games to 
concerts and other events.  The company also has plans to provide 
original content in its live videos. We see Facebook rivaling Netflix and 
Amazon in the original content space and believe its ad revenue 
sharing model is more favorable to viewers than subscription revenue 
models.  

Positive Trend of Digital Ad Spend, with Focus on Mobile

We see Facebook benefitting from the shift of ad revenue from 
traditional formats to digital. Digital advertising is a $68 billion market 
and is expected to grow to $110 billion and represent over half of total 
ad spend by 2020. There are two trends within digital ad spending that 
we see Facebook exploiting; mobile and video. Mobile ad spending is 
the fastest growing advertising channel, growing at a CAGR of 27% 
until 2020. Facebook is pushing mobile and reported 61% increase in 
advertising from this channel in 2016. Video ad spend is also growing 
at an accelerated pace of 22% a year until 2020. 

User Base                        
Facebook’s success is very 
reliant on its user base. If the 
firm is unable to successfully 
penetrate emerging regions, it 
would negatively affect our 
forecasts on MAU and ARPU. 
This would result in revenue 
misses and lower than expected 
margins. 

Competition                        
Although Facebook has been 
very successful in acquiring or 
beating its competitors, it could 
always face new competition 
from various apps or any 
internet content providers with 
significant users. However, we 
believe Facebook’s user base 
acts as a barrier to entry.

Political Pressure               
Facebook has recently been in 
the spotlight for fake news 
issues. The inability for 
Facebook to control content 
could result in political pressure 
from various governments. 
Although China is an outlier in 
banning Facebook, we see this 
as a risk to future growth if more 
countries adopt this policy 
(although very unexpected). 

Voting Rights                         
Mark Zuckerberg owns the 
majority of voting shares and will 
ultimately decide what path the 
company takes. Although he has 
a very successful track record, 
there is still risk the CEO takes 
the company in a direction that 
does not align with shareholder 
interests. 

 Risks
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 Valuation

We believe Facebook should trade between a PEG ratio of 1-1.5. Our valuation reflects this, except in 
2018 where Facebook’s tax rate will increase to 28% from 17%. We believe the market understands 
this is an outlier. 

Our revenue estimates are derived from our MAU & ARPU estimates for Facebook. We then added our 
Instagram estimates to generate a total revenue number. We have no monetization taking place for 
messenger, WhatsApp, or oculus because there is a possibility that Facebook never generates money 
from these segments. We do not want to overstate our revenue and have to revise downward. We 
would rather revise our estimates up. 
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