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Assignment

Meta's profitability relative to an appropriate benchmark;

The valuation methods Meta used to justify the $19B expected
purchase cost for acquiring WhatsApp, and,

Relatedly, the size and sources of any dollar transaction
premium;

WhatsApp's revenues and expenses since its acquisition by
Meta;

The verifiability of Meta's claim of infrastructure and other cost
savings for Instagram and WhatsApp.
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Summary of Conclusions

Meta has been highly profitable since its inception.

Neither Meta's framework for WhatsApp's valuation nor the
analyses associated with it constitute standard valuations.

Meta's expected $19B purchase cost for WhatsApp constituted
a transaction premium of 135%.

Meta's data shows billions of dollars of losses for WhatsApp.

Meta has not substantiated its claimed cost savings for
Instagram and WhatsApp in a way that is verifiable.
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Meta's Economic Profits



Economic Profits

Meodern

Carlton & Perloff:
Industrial

Organization “To determine whether a firm is earning an excess rate

.. 4l of return, the proper comparison is between the rate
of return actually earned and the competitive risk-
adjusted rate of return”

Fisher & McGowan:

“[I1t is clear that it I1s the economic rate of return that
IS equalized within an industry In Iondg—run .
competitive equilibrium and (after adjustment for risk)
equalized everywhere in a competitive economy in
long-run equilibrium.”
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Internal Rate of Return (IRR) Measures the Rate of Return
Meta Actually Earned

(q (7 Cn

SR (1+ IRR)? o (1+IRR)V

0

Solve for IRR, where:

* NPV = the project’s Net Present Value, which is set to zero;
C, = the project’s cash flows during year x;

N = the project’s expected lifetime in years; and

*/RR = the annual Internal Rate of Return.
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Meta’s Internal Rate of Return (IRR)

Table 7 Sources and notes:
Estimated Average Annual Rate of Return (IRR) Earned by Meta Since Inception Meta Platforms, Inc_{c/o Facebook, Inc). Annual Report (Form 10-K) (Jan. 29, 2015; Jan. 28
Moy 2016; Feb. 3,2017; Feb. 1,2018; Jan. 31, 2019; Jan. 30, 2020; Jan. 28, 2021; Feb. 3, 2022; Feb. 2,

2023) (vears ended 2014-2022); Facebook Inc., Rezistration Statement (Form 8-1} (Feb. 1.
2012); FB_FTC_CID_08152062 and FBE_FTC_CID 08766247 (2006-200% Meta Audited

+ -Increase in
Depreciation Non-Cash

St aa & - Capital - Net Working = Free Cash Fmancial Statements); and FTC-META-012478663 (Meta's consolidated financial information
Year ERIT EBIT Amortization Esxpenditures Acquisitions Capital Flow for 2004 and 2005).
: From repotted Income from operations.
A c al : [B]
d B 6] L i ] i il [C]: Calculated as effective tax rates x [B].
Eggf S?L: gg 2? 'zg ig 2‘9 ;?g [E]: Figures through 2022 include Principal pavments on finance leases.
;004_5 ;1 50 st <10 50 St :5)6 [E]: Figures through 2022 include [ssuance of common stock related to acquistions.
2007 5124 2 516 _S61 52 528 S141 [G]: Calculated change in Net Working Capital which is defined as: Current Assets (excluding
2008 835 50 $50 s8¢ $0 -§32 5126 cash and marketable secunties) minus Current Liabilities (exchuding mterest-beaning items).
2009 5262 -526 577 -381 -318 -3118 593 [H]: Cashflows projected for 2023 onwards derived from Meta's 2023 LRP. FIC-META-
2010 §1032 -5412 5139 3383 -§82 -§31 S243 012554338 at 338, 362.
2011 $1.736 -S720 5323 5787 -582 5102 5592
2012 3338 -5480 5649 -51,601 -51,185 -5878 -32.937
2013 $2.804 -$1.276 51.011 $1.733 -3445 $104 £335
2014 $4994 52003 51243 52.074 519319 5121 $17280
2015 §6.223 -52.513 51943 -51.642 5313 -$419 52281
2016 312427 -52.287 2342 -54.803 -5187 -S777 56.705
2017 $20203  -54,366 $3.025 56,733 5445 1013 $10.468 A : I -te Of
2018 §24.013 -§3.18¢ $4315 513015 8137 5743 $12.730 Ve ra g e a n n U a ra
2019 523,986 -56.116 $5.741 -513.654 -3508 56.032 515,481
2020 $32671 -53.986 $6.862 -513.767 -5388 -$2,418 $16.974 0
2021 SI6753  $7.908 $7967  _$19.367 5351 $1200  $27.89 ret u r n e twe e n o to
2022 $28.944 55644 58,686 -$32.251 51312 $3.748 54.141 .
2023 §43.000 -S8.170 56,000 -§30,000 50 50 §13.830 :
2024 0 3 57 0
2025 . (@) pe r ye ar
2026
2027
2028
2029
2030
Nominal IRR:
2004 2022: 364%
2004-2030: 41.4%
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Meta’s Weighted Average Cost of Capital (WACC)

Table 8 Sources and notes:
Estimates of Meta's Weighted Average Cost of Capital (\WWACC) [B], [C]: SIC Composite. SIC Codes for Meta obtamed from S&P Capial IQ.
Cost of Capttal Yearbook, Ibbotson Associates ¢/o Mornmegstar Inc. (Years
Cost of Capital . 2003, 2004, 2005, 2006, 2007, 2008, 2009, 2010, 2011, 2012, 2013); Valuation
Yearbooks Inflation ($ Milliens) Average  Max

Handbook Industry Cost of Capital Duff & Phelps (Years 2014. 2015).

Year SIC 737 SIC 7375 Bloomberg Index Nominal Real WACC WACC _
[D]: Bloomberg Fmance L P. (BMG -- WACC DATA- META xlsx).

[A] [B] €] (] [E] [¥] [©] (H] [1] [E]: Federal Reserve Economic Data, https //fred stlowsfed org, Series
2004 16.5% 19.3% 14.8 -36 -$6 179% 193% CUUROO00SEEE.

2005 17.1%  20.4% 13.6 $0 $0  187% 204% [F]: Table 7, cohunn [E].

2006 162%  18.4% 125  -$19 316 173% 18.4% x

2007 139% 17.0%  108% 106 -$61  -$44 139% 17.0% [GI: = [F] x [E] = ([E] for 2004).

2008 121%  13.9% 11.7% 101 -$89  -$60 126% 13.9% [H]: Average of columns [B] through [D].

2009 10.1% 10.39% 9 5% 97 -$81 -$53  100% 103% [I] Maxmmum across cohmnms [B] through [D]

2010 108% 11.8% 8.3% 94 $383 -$243 103% 11.8%

2011 113% 11.8% 86% 90 -$787 -$480 105% 11.8%

2012 97%  98% 7.2% 87 -$1601 -$945 89% 98%

2013 94%  93% 7.3% 85 -$1753 -$1008 86% 9.4%

2014 87% 74% 84 $2074 $1170 80% 8.7%

2015  89% 81% 81 $264 -$1437 85% 8%%

2016 9.2% 78 -$4803 -$2532 92% 92%

2017 9.9% 7.6 -$6733 -$3464 99% 9.9% et B S o
2018 11.4% 7.5 -$13915 -$7.017 114% 11.4% Annual WACC e 1 0% pe I
2019 0.9% 74 $15654 -$7808 00% 00% :
2020 8 4% 73 $15767 -$7796 84% 84% g2 s

2001 9.8% 74 $19367 -$9633 98% 98% yea I

2022 10.0% 7.2 -$32.281 -$15,780 10.0% 10.0% '
2023 9.9% 7.1 -$30,000 -$14446 99% 99% Z//

Weighted Averages (annual WACCs weighted by real annual Capex) 98% 98%
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lllustration of Meta’s Profitability

€ M eta h as earn ed an Cumulative Cash Flows For A §100 Investment
That Earns an IRR of 10% Versus 40%
average annual rate

of return on its 5% -
Investments $200
between 36.4% to $150
41.4% per year. $100
— A0/ 44
« Meta’s annual - BR=4T " mr=wacc=10%
WACC was .
approximately 10% s
per year over a -
comparable time o Yea

period.

Assumes the investment has a useful life of 7 years.
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Meta's Valuation Framework
for WhatsApp



WhatsApp's Expected $19 Billion Purchase Cost

facebook

Transaction Summary

Company = (Cross-platform mobile messaging app that allows messages to be exchanged without paying SMS
Overview charges
* Supports photo, video, and audic messages
* Founded in 2009 by Jan Koum and Brian Acton (ex-Yahoo employees). Funded by Sequoia.
= Headquartersin Mountain View, CA. Currently ~55 employees
* Business model: was $1/app download —now subscription (free first year, in some casesS1
thereafter)
* 460 MAU, mostly international (5% or 20M MALU in the U.S.) and growing extremely quickly {1.5M
new registered users per day) s
Structure * Total cost of $S19B (~512B stock + $4B cash as purchase price; $3B in retention RSUS) 4__
* Other deal terms such as breakup fee still to be negotiated
Integration = Jan Koum will join the Facebook Board of Directors
Plan » (aobalt will continue to operate in its Mountain View headquarters and retain its brand and
operations relatively unchanged; we will provide recruiting, policy, comms, legal, finance,
ops/infrastructure resources to Cobalt as required

“Total cost of $19B
(~$12B stock + $4B
cash as purchase
il price; $3B in retention
RSUs)”

FB_FTC_CID_10650506
Confidential Materials - Do Not Distribute

PX10858-004
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Valuation Framework in WhatsApp Board Presentation

facebook

Valuation Framework: Future Value

Implied 2024 Operating and Financial

Metrics Based on $19B 2014 Valuation 2024 ARPU
Revenue Multiple
——————t o
N R I
2014 EV (SB) 519 ” " g ! !
1.5 M 274 S205 1 pessncttaEs
Discount Rat 10%

B 2.0 3.08 154 1 into account :
et o 2.5 246 164 123 | synergiesor !
Revenue Multiple 12.0% I other benefits of

- v g B . i ownership .
Required Net Revenue ($8) 4.1 Imptied EBITDA Muttiple "’ 13.3x  20.0x  26.7x | i
8 1

In 2024, assuming Cobalt is worth 12x revenue and has 2 billions users, it would need to have $2.05 in ARPU,
which today is less than Line’s ARPU and when adjusted for inflation is §1.53. @

Source: Public filings; Wall Street research; ComScore; Capital!Q as of February 14, 2014,
(1) Assumes 60% margin on revenue.

FE_FTC_CID_10650608
(2) Discounted to present at CPI of 3%, — e

Confidential Materials - Do Not Distribute

PX10858-012
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WhatsApp's Pre-Acquisition Average Revenue Per User

Table 2
Whats App's Pre-Acquisition Revenue and EBITDA in 2013 and 2014
(S millions)
Reported Estimates m
Reported 6 Months Meta's
Year Ended Through 2014 Board
WhatsApp 12/31/2013  6/30/2014  Annualzed Presentation
Row [A] [B] (€] (D] [E]
[1] Revenue $10.2 $15.3 $30.6 $46.0
[2] EBITDA -$39.6 -$25.7 -$51.4 #N/A
[3] Average MAUs (millions) 281.5 4789 -- 460.0
[4] ARPU $0.036 $0.032 -- $0.100

Sources and notes:
[B]: Facebook. Inc.. Current Report (Form 8-K/A), Ex. 99.1 at 4-6 (Oct. 28, 2014).

[C]: Facebook, Inc., Current Report (Form 8-K/A). Ex. 99.2 at 2-3 (Oct. 28. 2014).

[[I]g ;{ife]u:; Iin row [1] caleulated from FB_FTC_CID_00002272 at 278 as 460 20 1 3 AR P U = $0'O 3 6

nullion (Current MAUs) x $0.10 (2013 ARPU).

[2]: “EBITDA™ stands for Earnings Before Interest, Taxes, Depreciation. and H 1 2 0 1 4 A RP U = $0 J 0 3 2
[} Al 2

Amortization. and is a measure of a company's gross cash flow generation before

it pays for income taxes, debt service, and capital investments and before

recognizmg certam workmg capital (revenue and expense tuning) adustments.

The EBITDA values calkulated from WhatsApp's fmancial statements m colunns

[B] and [C] reflect add backs of all reported share-based compensation expense.
[3]: [B]-[C]: Calculated from FIC-META-012004977 by averagmg month-end totals.
[41: =[]~ [3].
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WhatsApp Post-Acquisition Average Revenue Per User

[A] Period [1] Implied Nominal [1] Implied Nominal [1] Implied Nominal
Average ARPU Average ARPU Average ARPU
CTWA at 0% CTWAat |% CTWA at |%

Q4 20714
2015
2016
2017
2018
2019
2020
2021
H1 2022

Average for 2015
through H1 2022

Data from PX9005, Hearle Initial Report, Tables 6.1, 6.2, 6.3 FIC v. Meta Platforins, Inc.



Valuation Framework in WhatsApp Board Presentation

facebook

Valuation Framework: Future Value

Implied 2024 Operating and Financial

Metrics Based on $19B 2014 Valuation 2024 ARPU
Revenue Multiple
——————t o
N R I
2014 EV (SB) 519 ” " g ! !
1.5 M 274 S205 1 pessncttaEs
Discount Rat 10%

B 2.0 3.08 154 1 into account :
et o 2.5 246 164 123 | synergiesor !
Revenue Multiple 12.0% I other benefits of

- v g B . i ownership .
Required Net Revenue ($8) 4.1 Imptied EBITDA Muttiple "’ 13.3x  20.0x  26.7x | i
8 1

In 2024, assuming Cobalt is worth 12x revenue and has 2 billions users, it would need to have $2.05 in ARPU,
which today is less than Line’s ARPU and when adjusted for inflation is §1.53. @

Source: Public filings; Wall Street research; ComScore; Capital!Q as of February 14, 2014,
(1) Assumes 60% margin on revenue.

FE_FTC_CID_10650608
(2) Discounted to present at CPI of 3%, — e

Confidential Materials - Do Not Distribute

PX10858-012
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Premium Meta Paid for
WhatsApp



Elements of Transaction Premium Calculation

1. Meta’'s Total Expected Purchase Cost
of WhatsApp = $19 Billion

2. Standalone Valuation of WhatsApp
Prior to the Acquisition
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Pre-Acquisition Valuations of WhatsApp as a Standalone Company

Table 3
Pre-Acquisition Valuations of WhatsApp As a Standalone Company
(S millions)
WhatsApp
Preparation Valuation Valae Vahiation WValuation
Date as of Date  Somrce Basis Method Estimate
Row [A] [B] €] 0] [E] [F]
[1] Dec-2010 12142010 Google Revenus Multiples and Per User $30.0 to 31500
2
3]
[4] Jul-2013 7172013 Sequoia E cuity Market Transaction §1.5000
[5] Oct-2013 93062013 Alvarez & Marsal E quity Market Transaction $5316
[6] Jan-2014 Jan-2014 Meta Personnel Enterprise  "Last Financing” $10.000.0
M Jan-2014 Jan-2014  Meta Personnel Enterprise  Unknown. "Current EV" S10.000.0
18] Jan-2014 Jan-2014  Meta Personnel Enterprise  Unbmown "EV with Premum" S12.500.0
[9] Jan-2014 12312013 Morgan Stanley Enterprise  Market Multiple (Projected EBITDA) $52827
[10] Jan-2014 123172013 Morgan Stanley Enterprise  Market Multiple (Projected Revenue) 596050
[11] Jan-2015 27192014  KPMG (on behalf of Facebook) Equity Market Transaction §8101.5
[12 Mar-2014 37282014 DST and Sequaia E quity Market Transaction $8,1260
Maximum Valation- $125000

Sources and notes:
[1} GOOG-META-01997760 at 768 (PX 14795 at (09)

[4): SCO_00000324 at 331 (PX10232 at 008). Value is post Sequoia’s investment to acquire a 3_3% minority interest.
[51: KPMG_META (0011157 at 204.
[6). FB_FTC CID_ 05621407 (PX11662 at 007) (May “[alssume at least 25-30% Premium™).

[71-[8]: FB_FTC CID_03090860 (PX10849).

[9]-[10]: FTC-META -D03498483 (PX10125): MS FTCMETA-00013342. The values shown are results from Morgan Stanley s
“Standalone” Scenario. Morgan Stanley created seven Scenarios. The largest Scenario valuation estmate was 512.488.7. This
Scenario used Facebook as the acquirer, included revenue synergies, and projected more than 30% of Whats App’s revenues would
come from ads

[11} KPMG_META_0003446 at 468 The WhatsApp Vahation Estimate chown above in column [F] is from KPMG s Standalone
Scenario, less the 32 billion breakup fee per the terms of the Facebook puwchase agreement.”

[12]: DSTO000099 at 100, 121, and DSTO000124 (for 88 000 million pre-money vahation); Faceboole, Inc ., Current Report (Form §-K/A),
Ex. 99.1 at 27 (Oct. 28, 2014) (for the addifional $126 million post-money). Valation Estimate shown in column [F] is post
ac quisitions of an approximate 1 6% minority interest

PX9005, Hearle Initial Report, Table 3

KPMG Valuation (on behalf
of Meta): $8.1015 billion

e
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WhatsApp Transaction Premium

Total Expected Purchase Cost: $19 billion
Standalone Valuation: - $8.1015 billion
Premium; $10.9 billion

$19/$8.1015-1 = [ 135% transaction premium ]
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Scale of the WhatsApp Deal

Meta’'s total market capitalization as of Feb. 19, 2014:
2.55 billion shares outstanding x $68.06 per share
= $173.5 billion total Meta market capitalization

$19 billion + $173.5 billion = 11% of total market cap

PX9005, Hearle Initial Report T 21 FTC v. Meta Platforms, Inc.



WhatsApp's Post-Acquisition
Revenue and Expenses



WhatsApp Revenue and Expense Table (CTWA at 0%)

Table 6.1
Whats App's Global Revenues, Expenses, and Monthly Active Users (MALUs)
With (% of Reported Chck-To-Whats App (CTWA) Revenue Allocated to WhatsApp

Global
CTWA
Global Reported Revenues Global
Non-Ad Global Allocated to Revermes  Global Imphed
Noo-CTWA  CTWA WhatsApp Global Global less Global Average Nommal
Revemues Revemues at 0% Revemues Expenses Expenses MAUs Average
Perod (3 nullions) (S nullions)  ($ milkons) (3 nulbons) ($ milbons) ($ milons) (millons) ARPU

[A] [B] [C] (D] [E] [F] [G] o

Q42014 $4.6 $6145  -$610.0 549
2015 $162 518297 -$18134 842
2016 $84 517749 -$17665 1.074
2017 $5.5 816090 -$1603.5 1325
2018 $102 3513479 -$1337.7 1,598
2019 $23.3 51068.6 -$51.0453 1.878
2020 $490 $11793 -$1.130.3
2021

H1 2022

2015 through
Total
Average

PX9005, Hearle Initial Report, Table 6.1

Sowrces and notes:
[B]l FTC-META-0120035015
[C ") B’

[DF =[C] x 0%

(E] =[B] +[D]

[E]: FTC-META-009687124. Inchdes “drect cost and expense” but not “mdrect costs___ (e.z.
mfrastructare costs).” Letter from L. Soagth to D Matheson, re data responsive 1o FTC's
Second Set of Requests for Production. Dec. 15. 2022, at 4-5.

[GE=[E]-[F]
[H]: Cakulated from FTC-META-012004977 bv averagme month-end totals.
I} =[E] = [H] ‘ARPU™ = Average

Revenue per User

FIC v. Meta Platforms, Inc.



WhatsApp Revenue and Expense Table (CTWA at.%)

Sowces and notes:

Table 6.2 [B]: FIC-META-0jggostis
WhatsApp's Global Revenues, Expenses, and Monthly Active Users (MAUs)
mﬂ:- of Reported Click-To-WhatsApp (CTWA) Revemie Allocated to WhatsApp

Global
CTWA For 2020.2022
Global Reported Revenues Global
Non-Ad  Global Allocated to Revenues  Giobal Implied o e
Non-CTWA CTW? WhatsApp Gicbal Global less Global Average Nominal [Fl: FTC-META-009687124. Tnciudes “direct cost and expense” but not “indirect costs._ (e.¢..
4 " it - oy < T o mfrastructure costs).” Letter from | Smith to D. Matheson. re data responsive to FTC's
Rev enves Reu?‘mu.es at- Rev e1mes Exl?eﬁ,e S E:q?e?zse., IvLI&L 5 Average e 2o el e M e
Pernod (3 pullions) (% mikons) (9 milions) ($ milbons) ($ milions) (3 millions) (miions) ARPU Gl:=[E] - [F]
[H]: Caleulated from FTC-META-012004277 by averaging month-end fotak
[A] [B] [C] D] [E] [F] G M 0= (E}~ [E] ARPU” = Aveinge

Reverwe per User

Q42014 $4.6 $614.5 -$610.0 549
2015 $16.2 518207 518134 2
2016 $8.4 8177490 _$1.766.5 1.074
2017 $35 816000 -81603.5 1325
018 $21.2 $13470 813267 1,508
2019 $343 510686 -51.0343 1878
2020 £816 $11703 _£10077 UNDER SEAL
2021
H1 2022

2015 through H1 2022

Total
Average
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WhatsApp Revenue and Expense Table (CTWA at.%)

Sources and notes:

Table 6.3 [B}: FTC-META-012005015
Whats App's Global Revenues, Expenses, and Monthly Active Users (MAUs) [C] For 201010

With [ of Reported Click-To-WhatsApp (CTWA) Revenue Allocated to WhatsApp

Global
CTWA For 2020-2022
Global Reported Revenmes Global
Non-Ad Giobal Allocated to Revennes  Global Imphed D) =[C]x
Non-CTW: CTWA WhatsApp Gilobal Global lkess Global Average Nomimal e, _ ) o :
Revenues Revenues at - Revenues Expenses Expenses MAUs Average = E\:LEE?S] 1_;3::;5:: ;;;;i; SDM\:?;:; ?;[d::; l':l‘li:;}i:em;ntm ;g._
Perod (5 millions) (§ mikons) (S mullions) (S millions) ($ oullions) (% milions) (millions) ARPU Second Set of Requests for Production. Dec. 15.2022.at 4.5
[A] [B] [C] [D] [E] [F] [G] H] 1] g;]] ("Ei!daiac]i from FTC-META-D12004977 by averaging month-end tomk
(1 = (1= =1 N /.FFUT = Average

Q4 2014 1 56145 -56100 Revemse per User

2015 .2 $18207 _S$1R134 842

2016 $84 S17749 §17665

2017 $5.5 816090 -$16035

2018 $522 S$13479 . $1.2057

2019 $65.3 §$10686

2020 $173.4 $1.1703

2021
H12022

2015 through HI 202

Total
Average

PX9005, Hearle Initial Report, Table 6.3 FTC v. Meta Platformns, Inc.



WhatsApp Losses (in $ millions)

[A] Period [G] Global Revenues [G] Global Revenues [G] Global Revenues
less Global Expenses less Glob= less Globa_Expenses
CTWA at 0% CTWA at CTWAat %

Q4 2014 -$610.0 -$610.0 -$610.0

2015 -$1,813.4 -$1,813.4 -$1,813.4

2016 -$1,766.5 -$1,766.5 -$1,766.5

2017 -$1,603.5 -$1,603.5 -$1,603.5

2018 -$1,337.7 -$1,326.7 -$1,295.7

2019 -$1,045.3 -$1,034.3 -$1,003.3

2020 -$1,130.3 -$1,097.7 -$1,005.9

2021

H1 2022

Total for 2015 through

H1 2022

Average for 2015

through H1 2022

Data from PX9005, Hearle Initial Report, Tables 6.1, 6.2, 6.3 FIC v. Meta Platforins, Inc.



Meta’'s Cost Savings Claims



Elements of Instagram Infrastructure Cost Savings Claim

Costs to run Instagram on AWS l

;
Costs to run Instagram on Meta’s technical
infrastructure
p

Costs to transition Instagram from AWS to Meta’s
infrastructure

costs

[ No assessment of alternative means to reduce J
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Other Cost Savings Claims

[ WhatsApp on Meta’s technical infrastructure ]

d )
WhatsApp and Instagram sharing Meta’s “financial,

legal, regulatory, and administrative infrastructure”

N

PX9005, Hearle Initial Report, Section VI FTC v. Meta Platformns, Inc.





