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More ads and e-commerce opportunities
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Description

Facebook, Inc. operates a social networking website. The Company website allows people to
communicate with their family, friends, and co-workers. Facebook develops technologies that
facilitate the sharing of information, photographs, website links, and videos. Facebook users
can share and restrict information based on their own specific criteria.?

Latest Update

The shift towards family-oriented content for News Feed on the FB app will improve the
machine-learning algorithm for FB and increase its strength of engagement. Instagram Stories
remain the largest growth story as advertisers embrace the new video ads. Meanwhile,
advertisers for Stories continue to grow (3Mnin Q1 19 vs 2Mn Q4 18). We think that Instagram
Checkout will be a long-term growth story which may add USS5bn of revenue for FB in 2021
in our bull scenario.

Investment Rationale

Social commerce will increase monetisation opportunities for Instagram. FB announced that
they are adding an Instagram Checkout function, which allows users to make direct purchases
on the app. Instagram will charge retailers a selling fee when the item is checked out. We
believe that the new Checkout function is targeted towards small-medium businesses (SMBs),
but will also catch the attention of large brands. Based on our estimates, eCommerce on
Instagram will add US$3bn (2.9%) to FB’s North America ad revenue base case by 2021. A bull
case with more commercial volume and growth of MAU may yield as much as USS$5.3bn
revenue.

Instagram Stories ads continue to have strong adoption rates. Although FB mentioned that
Stories command lower ad prices than a traditional news feed, we are bullish about its high
growth opportunity. The number of advertisers using Stories Ads increased from 2mn in Q4
2018 to 3mn in Q1 2019. During the Q1 2019 results, FB asserted that impression growth
continues to be primarily driven by ads on Instagram Stories, and the YoY decline in average
price per ad reflects an ongoing shift towards Stories Ads.

FB would be able to maintain its share of digital ad spend with an overhaul of the FB app.
Although FB guided that the change in focus of the FB app (from the public news feed to family
and groups) will be a headwind for advertising revenue in the short term, we think that the
new design will translate into higher ad spending. Firstly, ad-targeting will likely be improved
as it is based on groups and events that users join/express interest to join. This will ensure ads
are more relevant to users and potentially drive higher ROI for advertisers and marketers. The
new pivot towards “Stories feed” for the FB app is consistent with the current consumer
preference for the video feed. As social video ad spending in the U.S. is estimated to grow at
44% through 2021, we think FB is well positioned to maintain its market dominance for social
video ads.

1 Source: Bloomberg
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Facebook Inc POSITIVE
ENTRY PRICE USD 182.80
STOP LOSS UsD 180.00
TARGET PRICE usD 207.70
CLOSING PRICE USD 197.20
COMPANY DATA
Bloomberg Code FB US
O/S SHARES /Mn : 2,402.54
MARKET CAP /USD Mn : 562,947
52 - WK HI/LO (USD) : 218.62
MAJOR SHAREHOLDERS (%)
VANGUARD GROUP 7.38%
CAPITAL GROUP COMPAN 6.44%
BLACKROCK 6.14%
PRICE PERFORMANCE (%)
1MTH 3MTH 1YR

Facebook Inc 17.7% 12.0% 50.4%
S&P500 6.9% 4.0% 19.5%
PRICE VS. SPX
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KEY FINANCIALS
Y/E Dec Q218 Q318 Q418 Q119
Revenue /Bn 13.2 13.7 16.9 15.1
EBITDA /Bn 6.9 6.9 9.0 49
Net Profit /Bn 5.1 5.1 6.9 2.4
EPS (adj.) 1.7 1.8 24 1.9
PE Ratio (adj.) 26.9 22.2 17.3 214
P/BV 7.1 5.9 4.4 5.5

ROE, % 26.1 25.7 27.9 23.8

Source: Company Data, PSR

Edmund Xue, Research Analyst (+65 62121856)
edmundxuejj@phillip.com.sg

Chua Wei Ren, Research Analyst (+65 62121857)
chuawr@phillip.com.sg

Page | 1 | PHILLIP SECURITIES RESEARCH (SINGAPORE)
MCI (P) 062/10/2018
Ref. No.: TN2019_0003



TRADING NOTE Pph""pcap'ta'

RECOMMENDATION

We maintain our POSITIVE rating for FB. In our view, FB has yet to unlock the full earnings potential from Instagram. The new focus on
video ads for the FB app would stabilise MAU growth, while the addition of social commerce on Instagram will be a meaningful driver in
the long term. FB is currently trading at 25.4x earnings, which is below the historical average P/E ratio of 43.0x. We think the valuation
is attractive given its strong earnings potential and the continued monetisation of Instagram.
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""" 200 periods MA
Facebook Inc has saddled investors with losses in 2H 2018 and the recovery in January

2019 was lacklustre. The stock fell short of reaching the 200.00 psychological price ~ ------ 50 periods MA
level in May and had a correction towards the 160.00 support.

------ 22 periods MA
Following the rebound in prices, technical factors continue to point towards a rally
because of the ascending triangle formation and the hammer rejection of both the
22 and 50 simple moving average. Traders should be cautious about chasing the stock
and the best move is to buy after the fulfilment of the novice gap.

Although the ascending triangle is a strong signal for a bullish rally, we believe it might
be short-lived. The stock price may experience a correction once it reached the 88.6%
Fibonacci level, which is traditionally a strong signal for price reversal.
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Important Information

This report is prepared and/or distributed by Phillip Securities Research Pte Ltd ("Phillip Securities Research"), which is a holder of a financial adviser’s license under the
Financial Advisers Act, Chapter 110 in Singapore.

By receiving or reading this report, you agree to be bound by the terms and limitations set out below. Any failure to comply with these terms and limitations may constitute
a violation of law. This report has been provided to you for personal use only and shall not be reproduced, distributed or published by you in whole or in part, for any
purpose. If you have received this report by mistake, please delete or destroy it, and notify the sender immediately.

The information and any analysis, forecasts, projections, expectations and opinions (collectively, the “Research”) contained in this report has been obtained from public
sources which Phillip Securities Research believes to be reliable. However, Phillip Securities Research does not make any representation or warranty, express or implied
that such information or Research is accurate, complete or appropriate or should be relied upon as such. Any such information or Research contained in this report is
subject to change, and Phillip Securities Research shall not have any responsibility to maintain or update the information or Research made available or to supply any
corrections, updates or releases in connection therewith.

Any opinions, forecasts, assumptions, estimates, valuations and prices contained in this report are as of the date indicated and are subject to change at any time without
prior notice. Past performance of any product referred to in this report is not indicative of future results.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. This report should not be relied upon exclusively or as
authoritative, without further being subject to the recipient’s own independent verification and exercise of judgment. The fact that this report has been made available
constitutes neither a recommendation to enter into a particular transaction, nor a representation that any product described in this report is suitable or appropriate for
the recipient. Recipients should be aware that many of the products, which may be described in this report involve significant risks and may not be suitable for all investors,
and that any decision to enter into transactions involving such products should not be made, unless all such risks are understood and an independent determination has
been made that such transactions would be appropriate. Any discussion of the risks contained herein with respect to any product should not be considered to be a
disclosure of all risks or a complete discussion of such risks.

Nothing in this report shall be construed to be an offer or solicitation for the purchase or sale of any product. Any decision to purchase any product mentioned in this
report should take into account existing public information, including any registered prospectus in respect of such product.

Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report, may provide an array of financial services to a large number of corporations in Singapore and worldwide, including but not limited
to commercial / investment banking activities (including sponsorship, financial advisory or underwriting activities), brokerage or securities trading activities. Phillip
Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons involved
in the issuance of this report, may have participated in or invested in transactions with the issuer(s) of the securities mentioned in this report, and may have performed
services for or solicited business from such issuers. Additionally, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including
but not limited to its officers, directors, employees or persons involved in the issuance of this report, may have provided advice or investment services to such companies
and investments or related investments, as may be mentioned in this report.

Phillip Securities Research or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees or persons
involved in the issuance of this report may, from time to time maintain a long or short position in securities referred to herein, or in related futures or options, purchase
or sell, make a market in, or engage in any other transaction involving such securities, and earn brokerage or other compensation in respect of the foregoing. Investments
will be denominated in various currencies including U.S. dollars and Euro and thus will be subject to any fluctuation in exchange rates between U.S. dollars and Euro or
foreign currencies and the currency of your own jurisdiction. Such fluctuations may have an adverse effect on the value, price or income return of the investment.

To the extent permitted by law, Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers,
directors, employees or persons involved in the issuance of this report, may at any time engage in any of the above activities as set out above or otherwise hold an interest,
whether material or not, in respect of companies and investments or related investments, which may be mentioned in this report. Accordingly, information may be
available to Phillip Securities Research, or persons associated with or connected to Phillip Securities Research, including but not limited to its officers, directors, employees
or persons involved in the issuance of this report, which is not reflected in this report, and Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited to its officers, directors, employees or persons involved in the issuance of this report, may, to the extent permitted by law,
have acted upon or used the information prior to or immediately following its publication. Phillip Securities Research, or persons associated with or connected to Phillip
Securities Research, including but not limited its officers, directors, employees or persons involved in the issuance of this report, may have issued other material that is
inconsistent with, or reach different conclusions from, the contents of this report.

The information, tools and material presented herein are not directed, intended for distribution to or use by, any person or entity in any jurisdiction or country where such
distribution, publication, availability or use would be contrary to the applicable law or regulation or which would subject Phillip Securities Research to any registration or
licensing or other requirement, or penalty for contravention of such requirements within such jurisdiction.

This report is intended for general circulation only and does not take into account the specific investment objectives, financial situation or particular needs of any particular
person. The products mentioned in this report may not be suitable for all investors and a person receiving or reading this report should seek advice from a professional
and financial adviser regarding the legal, business, financial, tax and other aspects including the suitability of such products, taking into account the specific investment
objectives, financial situation or particular needs of that person, before making a commitment to invest in any of such products.

This report is not intended for distribution, publication to or use by any person in any jurisdiction outside of Singapore or any other jurisdiction as Phillip Securities Research
may determine in its absolute discretion.

IMPORTANT DISCLOSURES FOR INCLUDED RESEARCH ANALYSES OR REPORTS OF FOREIGN RESEARCH HOUSES
Where the report contains research analyses or reports from a foreign research house, please note:

(i) recipients of the analyses or reports are to contact Phillip Securities Research (and not the relevant foreign research house) in Singapore at 250 North Bridge
Road, #06-00 Raffles City Tower, Singapore 179101, telephone number +65 6533 6001, in respect of any matters arising from, or in connection with, the analyses
or reports; and

(ii) to the extent that the analyses or reports are delivered to and intended to be received by any person in Singapore who is not an accredited investor, expert
investor or institutional investor, Phillip Securities Research accepts legal responsibility for the contents of the analyses or reports.
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