
We invested in FB in 2018 after the stock crashed and it was a good decision. What about now?

Let’s look at the last company presentation
https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/Q4-2021_Earnings-Presentation
-Final.pdf

https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/Q4-2021_Earnings-Presentation-Final.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/Q4-2021_Earnings-Presentation-Final.pdf


Revenues are still growing even though the growth is slowing down





It is natural that Facebook user base growth would slow down as there is only a limited number
of people on Earth

What’s important is that they make more money per person



Facebook DAU is going down



ARPU all over the world is increasing

That’s just for Facebook, they don’t tell us much about Instagram

What we should be looking for in FB is not really the growth in users but the growth in revenues
per user and consequently profits.

FB is trying new things such as the Metaverse but we should not really consider this in our
analysis as there is no certainty of whether they are going to make any money of it or not.

Let’s now have a look at the last earnings release
https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/FB-12.31.2021-Exhibit-99.1-Fina
l.pdf

https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/FB-12.31.2021-Exhibit-99.1-Final.pdf
https://s21.q4cdn.com/399680738/files/doc_financials/2021/q4/FB-12.31.2021-Exhibit-99.1-Final.pdf


An increase in headcount will certainly lead to higher expenditures



Their RL segment is eating a big portion of their profits

Let’s now have a look at the 10-K form
https://d18rn0p25nwr6d.cloudfront.net/CIK-0001326801/14039b47-2e2f-4054-9dc5-71bcc7cf01
ce.pdf

https://d18rn0p25nwr6d.cloudfront.net/CIK-0001326801/14039b47-2e2f-4054-9dc5-71bcc7cf01ce.pdf
https://d18rn0p25nwr6d.cloudfront.net/CIK-0001326801/14039b47-2e2f-4054-9dc5-71bcc7cf01ce.pdf










FB has a great balance sheet without any debt





FB has been buying back shares and can certainly buy more with the marketable securities they
own.

Our next step is to breakdown FB into its core business and its Metaverse venture

The core business is slowing down but still profitable. The margins will increase as they
increase revenues pre user.

The Metaverse business is the problem.



The ARPU has been growing by 20.7% per year in the last 5 years.

If we assume growth of 10%, reflecting to growth in revenues of 10% in the Family of Apps (FA)
business for 2024-2026. And 20% for 2022 and 2023

The RL business can grow by 50% annually



We maintain the same operating margins of about 45% for the FA business

The loss in the RL business will be 15% of the FA business gains

Net income is 80% of operating income

FCF 5% more than net income

Next, we discount those FCF at a rate of 10% because of the great balance sheet

Terminal growth rate of 3%



FB looks undervalued, even if we take a 20% margin of safety



We will use the exit multiples of P/FCF



We will use a 15-35 range

Assume the company buys back 10% of shares outstanding in the next 5 years

Assume 20% more/less in FCF  in bull/bear cases

Facebook is undervalued today


