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1. Introduction


Facebook is an online social media platform and social networking service based in California.  It was created and launched on February 4th 2004 by Mark Zuckerberg and his Harvard colleagues Eduardo Saverin, Andrew McCollum, Dustin Moskovitz and Chris Hughes. During its foundation, the website’s membership was limited to Harvard students, late being expanded to several other higher education institutions such as Stanford University and Ivy League schools. Gradually over the course of its expansion, Facebook stated offering support towards other Universities and eventually including high School students. The platform can be used though several technological devices with Internet connectivity, such as desktops, laptops, tablets and smartphones. In mid 2004 (5 months followed the network’s creation), co-founder of Napster Sean Parker became the company’s first president, bringing Pete Thiel, the co-founder of Paypal as the first investor with a sum of $500 thousand, which cemented the development o the social network from then on. 
 Followed by the creation of a high school version of the network, by mid 2006 Facebook was opened to everyone aged 13+ with a valid email address. 
On October 24th 2007, Microsoft purchased 1,6% of share at the value of $240 million, becoming an exclusive advertising platform for Facebook (Sherrets, Doug. 2007). Following that investment, Facebook was valued at an amount of $15 billion. According to CBC News (2009) it was announced that by 2009, the platform that it was cash flow positive for the first time, as well as hitting 300 million users. Later in the year, traffic to Facebook started steadily increasing, hitting 500 million users by 2010 and reaching a value of $41 billion, officially becoming the third largest American company (surpassing eBay) after Google and Amazon.
In 2012, Facebook filed or an initial public offering (IPO) negotiating a share price at US$38 and the company was valued at $104 billion, which is the largest valuation to date for a newly found company. By the end of 2012, the social network had reached 1 billion users and as of January 2018 it has more that 2.2 billion active users. Throughout the years the company has worked to expand its social platform and innovating including the several acquisitions and investments o platforms such as Instagram and Whatsapp, all with the goal of keeping its place as the social media power house, which it still remains as of yet.

2.1 Product and Customer base

Facebook is open to everyone over the age of 13 years old worldwide. The network range is fairly large extending to 18-45 groups, but most popular among young users (including college students). 30% of users are US citizens while 70% are worldwide customers. There are over 500 million users, in which 250 million log in daily. Xiaoyan, Hu (2011) states in her Social Media Business Model Analysis that Facebook is used as the main social utility to connect with people. This includes keeping in contact with friends and acquaintances, uploading photos, sharing links and videos and exchanging messages. Its goal is to offer a social networking with an efficient way for users to communicate with friends, family and co-workers, as well as providing a way to meet new people. Users can also join open or private groups organized by workplaces, schools, colleges or other communities. Hu (2011) also analyses Facebook’s core features that make it recognizable to users. This includes Facebook’s ‘wall’, which is a message board on user’s profile that allows friends to post messages, links and videos which others users are allowed to see. Another feature includes the ability to leave a ‘status’ that shows friends about the user’s whereabouts and actions. 
Facebook’s information strategy plan allows users to have a safe and efficient online experience customized to their needs. This includes collecting information from users’ profiles, their sharing content, transaction details and payments, as well as friend’s information to invite new people outside the network. This enables to improve Facebook’s service towards the customer, such as serving personalized ads and potential friend’s suggestions. Facebook also shares users information with third parties in order to help improve and promote Facebook’s service. The network’s platform can be accessed by web portal (facebook.com) or via mobile application that sends, receives messages and notifies users. 
There are several sites connected to Facebook in which users are allowed to share their content to, such as Youtube and Instagram and this is all possible with a simple ‘share button. This functionality has been enabled by websites since 2006 and users are able to share videos, photos, online news and several other contents.
Facebook has worked to provide a safe and trusted environment in order to build the loyalty of users. This has been established by working with online safety experts in order to provide online safety. Hu (2011) further states that its infrastructure ensures a safe and up to date Internet platform to share content, even in a situation of rapid growing traffic. It also designs several activities to guarantee various features to provide users to different social needs such as keeping in touch with friends, meeting new people, activity updates and further access to applications for entertainment, page linking and publishing content. As well as connecting with third parties, Facebook has established several partnerships to improve application features to improve user’s experience. This includes companies such as Paypal, who joined in 2010 and has enabled Facebook ads to be paid through it. Zynga also created a strategic relationship through the network to promote online games such as Farmville and Treasure Isle. 

2.2 Price Strategy
Facebook is a free at the point of use social media network, however its main price strategy revolves around advertising placements. Gotter, Anna (2018) states that almost $300 million worth of ads was spent during 2018.  Customers can choose how much they are willing to pay for specific actions for their ads, as well as manually adjusting their price and bidding section. If they chose not to take those actions, a bid will be set automatically. Customers can also choose between automatic payments (costs are accrued as their ad runs and charged on monthly bill date) and manual payments (certain amount is deducted once a day while ads are running). Facebook’s ad delivery is driven by 2 primary goals, which are creating value for advertisers and providing a positive experience. Every time an ads campaign is launched, customers join a worldwide bidding auction where they face a limited space for advertisement. So how does Facebook charge customers? There are factors affecting customer’s campaigns, which include the time when the ad is placed, its bidding strategy (the more you’re willing to pay, the more Facebook will deliver your ads, its placement, relevance (how relevant an ad is to the audience), and its target audience.  These factors will be combined into a total value. There are many different bidding options that fit customer’s particular goals: 


CPM (cost per mile): the customer will bid an amount of their choice to get 1000 ad impressions. This option is ideal for someone not looking for specific results as well as creating simple brand awareness.

CPC (cost per click): the customer will only pay for when a user clicks on their ads. This ideal for objectives such as clicks to visit another website, call to action clicks, clicks to install apps or clicks to view a video on another website. 

Cost Per Conversion Bidding: this option delivers ads to target audience members. It will most likely give customers the results they wish for, as their ads are targeted to people who are interested in that particular product.

Facebook includes bidding strategies when an ad is created to help control cost per optimization (same way budgets help control overall spend). The option that customers choose will affect their bidding in ad auctions. Bidding strategies include two options: Lowest cost and Target Cost:

Lowest Cost: this bidding has the goal of setting the lowest possible cost per optimization while also spending the customer’s entire budget by the end of the day.  This is ideal for setting features like brand awareness; reach traffic, post engagement, page likes, event responses or app installs

Target Cost: this biding has the goal of achieving an average cost per optimization event as close to cost target as possible. This option works for app installs, lead generation, conversions or store visits

Although the costs for advertising on Facebook depend on various factors that might not be able to tell a customer exactly how much their campaign is going to cost, it is still possible to have a good referencing point of the current prices of Facebook advertising. Gotter, Ana (2018) analyzed the most relevant data reflecting the average cost per click, amount spent, and numbers for multiple variables for 2017. Graph 1. suggests that the average cost per click in all countries came to the amount of $0.97 with a lowest cost of $0.75 in Croatia, Cyprus and Switzerland. 
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(Graph 1.) Gotter, Ana (2018) The Complete Resource to Understanding Facebook Ads Cost – 2017 Benchmarks!. Available at: https://adespresso.com/blog/facebook-ads-cost/#cpccost (Accessed: 13th November 2018)

Another important factor is the age of the targeted user. The older the targeted audience, the higher the costs for advertising. During 2017 the average CPC for 65+ users was $0.70 while users of ages 13-17 was $0.11 (see Graph 2 in next page). 
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(Graph 2.) Gotter, Ana (2018) The Complete Resource to Understanding Facebook Ads Cost – 2017 Benchmarks!. Available at: https://adespresso.com/blog/facebook-ads-cost/#cpccost (Accessed: 13th November 2018)

In regards to ad placements, Instagram has always been the most expensive in both newsfeed and story ads. Gotter, Ana (2018) states in her findings that Instagram news feed ads stand at $1.15, which is double the CPC in comparison to Facebook who stands at $0.50 (see Graph.3). 
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(Graph 3.) Gotter, Ana (2018) The Complete Resource to Understanding Facebook Ads Cost – 2017 Benchmarks!. Available at: https://adespresso.com/blog/facebook-ads-cost/#cpccost (Accessed: 13th November 2018)
When it comes to factors like month or week, Graph 4 shows that from October onwards the ad prices increase shooting towards $0.50 in comparison to summer months that stay closer to $0.35. 

[image: acebook Ads cost]














(Graph.4) Gotter, Ana (2018) The Complete Resource to Understanding Facebook Ads Cost – 2017 Benchmarks!. Available at: https://adespresso.com/blog/facebook-ads-cost/#cpccost (Accessed: 13th November 2018)


Tuesday had the most affordable cost in Q1 costing around $0.34 per click, but by Q4 it turned out to be the most expensive week day to advertise along with Thursday, getting close to $0.50 a click (see Graph. 5 in next page)
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(Graph.5) Gotter, Ana (2018) The Complete Resource to Understanding Facebook Ads Cost – 2017 Benchmarks!. Available at: https://adespresso.com/blog/facebook-ads-cost/#cpccost (Accessed: 13th November 2018)

Albergotti, Reed (2014) mentioned that Facebook’s revenue has been growing, but advertising inventory has dropped slightly, as users shift to mobile phones. This means that there is less room to display ads, therefore the cost of ads increases.  In 2016, Facebook launched a mobile app called Workplace, whose aim is to keep team members of several businesses connected. It offers features like Facebook messenger, built in audio and video calling as well as access to social network profiles (Betters, Elyse 2016). In regards to costs, Facebook Workplace provides two options of a Standard Version (free sign up and use) and a Premium Version. With a Premium Version, companies get a free three-month trial period of signing up. Following that period, it costs $3 a month per user with companies who have less than 1000 active users and $1 per month of companies with over 10,000 users. Workplace is free for non-profit organizations.
2.3 Main Competitors 
Facebook is considered to be the largest social media network in the world. It continues to grow as a company and finding brand new innovations to enhance its performance and usability. However, there are several companies in the industry that give Facebook a run for its money. Bhasin, Hitesh (2018) states that Google is Facebook’s major competitor and ‘arguably the leading multiplatform that receives the highest number of visitor’s, with two of the main reasons being advertisements and marketing spends. Like Facebook, much of Google’s revenue comes from advertising via Google sites and Google network websites. As much as Facebook’s earns are superior, Google still remains its major competitor in advertising.  Bhasin, Hitesh (2018) states that Google’s revenue covers 41% of $31 billion in US advertising market. Wordstream (2018) suggests that Google has $3.5 billion daily search queries and 40,000-search queries per second. Facebook is currently dominating the Internet in terms of social media but it also faces vulnerability.  Young people are constantly searching for new arrivals and Facebook’s only area of focus is social networking, which can easily become saturated, whereas Google has a chain of product, which includes Gmail and YouTube.  But although Google is the major dominating search platform and operates in multiple verticals, Facebook is still a pioneer of paid social advertising and a central part of many business digital marketing strategies. While Google Adwords is based on keywords targeting and text based advertising, Facebook offers a more personal experience and ‘the potential granularity with which advertisers can target Facebook users’ (Wordstream 2018). It makes businesses able to get closer to their ideal customers. While Google brings businesses to customers, Facebook brings customers to businesses.
Twitter is also one of the leading social media websites, with 330 million active uses in the first quarter of 2017 (Bhasin, Hitesh 2018). Its total global revenue is worth $2.53 billion and its annual advertising revenue is worth $2.25 billion. Much like Facebook, Twitter gets 90% of revenue from mobile advertising but it has only 6.8% of mobile marketing strategy  (Lesemann, Mara 2017), which makes it all behind its main competitors (Facebook, Instagram etc.). But unlike Facebook and Instagram, Twitter continues to have the biggest following in Japan, with 64% of country’s social network users (eMarketer Editors, 2018). One of the main reasons being the country’s immunity to the 140-character limitation that Twitter offers, given that Japan uses single-characters to write.
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(Graph. 6) eMarketer Editors (2018). Facebook, Instagram and Twitter User Penetration in Japan, 2018 (% of social network users).  Available at: https://www.emarketer.com/content/japan-is-one-of-the-strongest-markets-in-the-world-for-twitter (Accessed: 16th November 2018)
Facebook and Instagram are both second place, and according to eMarketer (2018), Instagram will surpass Facebook by the end of 2019 with 42% of social network users.Even though it was acquired by Facebook in 2012, Instagram still is one of its main competitors, with 800 million active users and with US active users alone expected to increase by 2020 from 95 million 112 million (Hitesh, Bhasin 2018). Shan, Abhishek (2018) states that Facebook lost as many as 2.8 million users under 25 in the US, while there was an increase in active monthly users on Instagram, from 600 million in 2016 to 800 million in 2017. Hence it’s assumed that Facebook will be taken over in user statistics by the end of 2020. According to eMarketer (2015) 88.2% of US companies used at least one of the major platforms, with Instagram growing rapidly among marketers (32.2% used for marketing activities) (see Graph 6 in next page).
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Graph 7.) eMarketer Editors (2015). Number of Companies Using Instagram To Nearly Double Next Year Available at: https://www.emarketer.com/Article/Number-of-Companies-Using-Instagram-Nearly-Double-Next-Year/1013122 (Accessed: 16th November 2018)

[image: S Companies Using Twitter and Instagram for Marketing Purposes, 2013-2017 (% of total)]This number has increased to 48.8% in 2016 and it was estimated that by 2017, 70.7% of companies would be using Instagram for marketing while Instagram would hit a plateau (see graph 7.). Facebook is also a saturated platform among businesses, as 84.7% of US companies with 100 employees in 2015 were estimated to use Facebook of marketing activities with an increase of 85.3% in 2016 and 85.8% in 2017. 













Graph 8.) eMarketer Editors (2015). Number of Companies Using Instagram To Nearly Double Next Year Available at: https://www.emarketer.com/Article/Number-of-Companies-Using-Instagram-Nearly-Double-Next-Year/1013122 (Accessed: 16th November 2018)
2.4 Macro-Environment 
Although Facebook creates good profitability though advertising, one of its main weaknesses is the act that it’s the only source of revenue, which leads to saturation. According to Duberstein, Billy (2018), there is no such thing in business as quick revenue growth, as businesses in hype growth ‘can overextend personnel and controls’. Showing too many ads on Facebook exposes a potential risk, not to mention the wrong kind of advertising. Inappropriate and offensive content turns people off as well as infuriating advertisers. Hence why Facebook announced it was making a heavy investment in ode to prevent these types of incidents, which includes the flagging and labelling almost 90% of graphic violence using artificial intelligence.  Duberstein (2018) states that ‘cutting edge AI investments cost money’, but it should lead to allowing staff to concentrate on other Facebook growth initiatives. Facebook’s attitude towards privacy issues and lack of protection of user’s info are still a major concern and weakness in regards to Facebook’s macro environment. 

With Europe’s implemented GDPr, all businesses with an online presence must adhere to consumer’s privacy regulations, and customers must opt to have certain information disclosed. This has caused Facebook’s European monthly users to decline to about 1 million. Rossolillo, Nicholas(2018) argues that during the 2016 presidential election, Facebook’s user’s private data was accessed which caused turmoil towards the network. Due to their slow reaction towards these scandals, the company was under fire (Niu, Evan 2018). Not to mention the major threats of public distrust and ad blockers. Garrett, Sloane (2017) states that last year, adblock software has kept several sponsored posts from appearing on news feeds, affecting Facebook’s revenue. The good news is that this issue only affected desktop, even down it only created 13% revenue in comparison to 15% in the first quarter of 2017.  In order to control the situation, Facebook started to carefully scrutinizing content and shore up data. Although revenue has continued to grow (delivered 33% more sales than 2017), Facebook’s heavy spending on security and all of these service updates have decreased profit margins. Falling operating margins (not actual profit) are the main causes of the 20% drop in Facebook shares so far (Rossolillo, 2018.) and the networks’ own operating profit margin was down 42% when it was expected to be 30%. However despite higher expenses, its earnings growth is still alive and revenues are expected to increase in the third quarter growth rate, which plays to Facebook’s strengths. The network’s impact on businesses helps to reduce barriers in marketing and supports entrepreneurship globally. Gouffia, Mouad (2015) describes on his PESTLE analysis that Facebook adds an estimated amount of $15.3 billion to the European economy and helps to support 232,000 jobs across Europe, while the app is worth €1.9 billion while supporting around 29,000 jobs. Dudovskiy, John (2017) also adds that in 2014, the network was responsible for $227 billion in global economic impact as well as 4.5 million jobs. In the same year, the US captured nearly half of the overall economic impact with $8.1 billion and 870,000 jobs, and Central and South America contributing with $8.4 billion and 189,000 jobs. It was also documented that the UK is the third highest in the world due to active advertising and engagement, with an impact o $6.6 billion and 89,000 jobs (Deloitte, 2015).


3. Finance


Due to the visibility of Facebook throughout these recent years on the media, I will be further analyzing the business’ revenue and finance through 2015 to 2018 on this section of the report. This will be done by analyzing key factors of its financial statements as well as its ratios. 

3.3 Investments 

3.3.1 Whatsapp

Whatsapp is the most expensive acquisition by Facebook to date at an astounding $19 billion deal made in 2014. It’s the most globally diverse messaging service that enables users to exchange messages and make calls while avoiding the charging fees included in phone contracts. Rushe, Dominic (2014) mentions that the purchase was made in cash and stock with Whatsapp receiving $12 billion in Facebook shares, $4 billion paid in cash and $3 billion in restricted shares that were paid to executives at a later date. The social network also awarded Whatsapp shareholders $177.8 million in shares of its Class A common stock and $4.59 in cash (Olson, Parmy. 2014) . Even though it now belongs to Facebook, Whatsapp is operated as an autonomous unit. 
Whatsapp is not monetised as of yet, so it’s unclear on what its finances will add up to, but the key growth for Facebook is to engage more customers into its network. eMarketer analyst Cathy Boyle (2014) that not only Whatsaap is valuable to Facebook due to advertising but also due to the app’s younger demographic and population overseas. Since the acquisition, Whatsapp’s user base tripled with 1.5 billion users sending 65 billion messages via the mobile app as of May 2018 (Richter, Felix 2018). This has definitely helped Facebook expand towards online messaging and dominate mobile advertising revenue. 
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(Graph 9.) Richter, Felix (2018) WhatsApp usage shows no sign of slowing down Available at: https://www.statista.com/chart/13762/whatsapp-messages-sent-per-day/ (Accessed; 11th December 2018)


3.3.2 Instagram 

In April 2012, Facebook acquired Instagram for $1 billion in cash and stock, slightly after following its IPO.  In comparison to WhatsApp, this mobile app was a cheaper investment but it has returned far more in value. At the time of purchase, Instagram had 30 million iphone user accounts and 1 million iphone users, with inexistent revenue and nowadays it has surpassed 1 billion users. Heisler, Yoni (2016) suggests that in the first quarter of 2016, Instagram accounted 10% of Facebook’s revenue and $3.2 billion of the whole year. According to Venna, Danny (2018), it will account for Facebook’s revenue by 40% by 2020.  Just like WhatsApp, Instagram was and still is a mobile oriented company, which benefited Facebook’s as this one shifts away from desktop towards focusing on mobile advertising. Before the acquisition, Facebook made a small amount of revenue from mobile device and risked being surpassed by mobile platforms such as Twitter. This purchase not only was strategic but also proof to investors that Facebook is serious towards dominating the mobile industry. 



3.2 Revenue 


2011 was the year that saw Facebook initiating its succession into becoming one of the largest US corporations by total revenue.  Clark, Douglas (2011) from EMarketer stated that global revenues would each $4.27 billion that year, compared to $2 billion in 2010. Its advertising revenue reached $3.8 billion (up from $1.86 billion in 2010) and Facebook credits reached $70 million (up from $140 million in 2010). In May 2010, Zynga (Farmville) struck a deal with Facebook to adopt its credits virtual currency (Takahashi, O. 2011), giving Facebook a 30% cut of every virtual good transaction. In its first quarter, Zynga generated revenue of $235 million paying about $100 million to Facebook. According to Kain, Erik (2012), Farmville is responsible of 12% of Facebook’s earnings in 2011, with revenue of $3.71 billion in comparison to 1.97 billion the year before (up 88%) and share profits at 43% a share. This percentage of 12% revenue was made up of payments processing fees related to Zynga’s sales of virtual goods and from direct advertising (Farmville). Cutler, Kim.K (2011) states that 15% of Facebook’s revenue in 2011’s first quarter came from either advertising of payments tied to Zynga games, with 11% being connected to the 30% cut deal made. 

Mark Zuckerberg described the first quarter of 2015 as ‘a good start to the year’, making $3.54 billion in revenue (42% increase from the first quarter of 2014), in which $3.32 million was made from advertising  (46% increase from 2014). According to Facebook’s official report of 2015’ first quarter (Facebook, Inc April 22nd 2015), mobile advertising revenue represented 73% of advertising revenue, which showed an increase of 59% from 2014. There was also a decline of 5% in payments and other fees revenue, making a total of $226 million, which shows how much advertising, plays a huge role in the social network’s success and main source of revenue. Constine, John (2015) mentioned Facebook’s expansion on mobile ad network from apps to mobile websites, which would further boost revenue ‘without Facebook needing to show more ads on its own properties.’ But app-installs and app marketing still makes a portion of Facebook’s revenue, as it accounted for 17% of its total revenue in 2015 ($2.9 billion). It’s still an incredibly lucrative source for Facebook as it’s able to expose ads to consumers in (comparison to Google and Apple) but also due to the necessity for app creators to promote their work. New apps are developed everyday and creators want to boost their downloads, but this it will all depend on how big the spending is, as well as keeping Facebook’s advertising current and innovative.  2015 faced a higher costs of goods and expenses (GAAP costs increased 83% from the first quarter of 2014), with an operating profit margin decrease from 43% to 26%, leading to a current ratio of 8.59 (9.5 in 2014) and quick ratio of 7.97 (9.04 in 2014). 





Check table 1:
	2015 Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Current ratio

	8.59
	9.01 
	10.6
	11.2

	Quick ratio

	7.97
	8.4 
	9.9
	10.9



This decline is shown in the company’s financial statements between the 2 years, although 2015’s operating margin steadily increased throughout each quarter (31% in Q2 up to %44 in Q4), as well as net profit margin (14% in Q1 to 26% in Q4).  
Check Table 2:
	2015 Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Operating profit margin

	26%
	31% 
29% 
	32% 
30% 
	44%  
35% 

	Net profit margin

	14%
	17% 
16% 
	19% 
17% 


	26% 
20% 


This year evolved around several acquisitions and further investments that resulted in an increase of total liabilities. Albergotti, Reed (2015) stated in Wall Street Journal that Facebook acquired video-compression company QuickFire, which allows users to upload videos directly on their newsfeed. This keeps users further on the service and gives Facebook more control around advertising.  On March 17th 2015, Facebook newsroom announced that Facebook introduced a free friend- to- friend payment service with Messenger app, which secures systems ‘that encrypts connection between use and Facebook, as well as card information.’ This is led by a team of specialists who help keep accounts safe by monitoring suspicious activity, which count of Facebook increase in expenses in staff hiring, but it all surrounds around short tem losses for long term gain.  2015 still was a great year for Facebook, with revenue of  $17.93 billion with ad revenue of $17.08 billion, up 49% from the previous year and a consistent gross profit margin of overall 84%.
Check table 3:
	Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Gross profit margin

	81%
	82%
	83%
	84%



The first quarter of 2016 of the social network was ‘a great start to the year’, with mobile advertising revenue reaching 82% of overall advertising revenue and an increase in gross profit margin of 86%. 

Check table 4:



	2016 Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Goss
Profit margin

	84%
	85% 

	88% 

	86%  



Sloan, Garrett (2016) stated that the social network’s ad revenue hit  $8.6 million during last 3 months of 2016, making it a 5.3% jump from the prior year. The whole year totalled at $26.9 billion in ad sales (increase of 57% from 2015).  Facebook’s revenue in growth has continued to make progress due to the increase in users and marketers using advertising of their products as well as making ads more relevant and effective to them.  Although revenue in 2016 has grown but so has its expenses (increasing up to $15,2million compared to $11,7 million in 2015). Some of the main factors include the hiring of more staff as well as the investment of further research and development towards the networks service. According to Facebook’s 2016 annual report, development expenses increased  $1.10 billion (23%) compared to 2015 due to an increase in payroll 
	Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)



and benefits caused by a growth in employees.  
2017 was ‘a strong year for Facebook but also a hard one’. The most important factor was the continuous increase in revenue from ads on mobile devices, primarily driven by ad price rather than ad display, with a 29% increase in average price. Ingram, David (2017) commented on how the social network is more dependant than ever on advertising revenue in comparison to Google, whom revenue streams are more flexible (Gmail, Youtube etc). 98% of quarterly revenue came from advertising in comparison to 97% in 2016. Non- ad revenue  (desktop video games, virtual currency) keeps declining, decreasing 6% from 2016. As mentioned before, dependence on one revenue stream only is a concern for the company due to its lack of diversity. In comparison to Facebook, Google’s non-advertising revenue includes cloud services as well as pixel smartphones, which accounted 13% of its total revenue (up from 2016’s 10%). Even though 2017 was a year when Facebook saw an almost double net income ($15,934 compared to 2016’s $10,217), some analysts believe that it was a terrible year for the social network. One of the reasons being in regards to the misuse of ads on its platform by Russian agents in order to scatter tension and discord during the 2016 US elections, which has led to the distrust of users and marketers. This has led to the social media platform to be regulated to ‘shift the balance of 
liability of illegal content to the social media companies’ (Bershidsky, Leonid. 2017). But despite this inference, 2017 was a year of steady growth for Facebook, with 47% increase of total revenue of $10,3 billion and ending the year 
with 39% net profit margin (compared to 36% in 2016).  Check table 5:
	Net profit margin

	38%
	41%
	42%
	39%


After an eventful year, 2018 faced important challenges even thought it had a great start, with mobile advertising revenue making 91% of overall advertising revenue (up from 85% the previous year). But issues have caught up which included the previous data scandals, privacy hacks, record fines and public hearings. The year’s third quarter missed shareholder’s expectations as revenue decelerated to 33% growth in comparison to 2017’s 42%. As mentioned in the previous chapter of this report, Facebook’s stock plummeted 19%, which made the network lose a third of its value. This fall and deceleration are visible when Q3 ratios are calculated and compared between both years and quarters on the table 6 below: 
	Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Current ratio
2017
2018

	

12.6
9.9
	

12.3
10.6
	

13.3
8.9
	N/A

	Quick ratio
2017
2018
	
12.1
9.6
	
11.8
10.2
	
12.9
8.6
	N/A

	Cash ratio
2017
2018

	
11
8.6
	
10.6
9

	
11.5
7.5
	N/A



It’s expected for the revenue to keep on decelerating on 2018’s Q4 but there are opportunities for growth such as the monetization of Instagram and the investment on video advertisement. Wagner, Kurt (2018) commented on how even though Facebook’s revenue grew rapidly for the past years, it will start to slow down, due to young users shifting platforms. Therefore Instagram will have to drive the next phase of growth if Facebook wishes to remain social media leader, as well as investing on video monetization. 



3.2 Equity and Debt

Jay, Wei (2016) commented on how Facebook’s further strengthened its position after its IPO in 2012. Following its IPO, Facebook was able to raise additional capital, which allowed investments in mobile initiatives to maintain its user base and engage marketers. Notable purchases include WhatsApp, which we will be looking at in further detail. The rise of advertising enabled more equity capital and reduced debt, which is evident in 2016’s financial statements, ending the year with a debt to asset ratio and debt to capital ratio with an average of 0.088 (in comparison to 2015 with an average of 0.105). Check table 7:
	2015/2016 Debt Ratios
	Q1
	Q2
	Q3
	Q4 (TOTAL)


	Debt-to-assets ratio

	2015-0.107
2016-0.09 4
	2015-0.106
2016-0.096
	2015-0.108
2016-0.093
	2015-0.105
2016-0.088

	Debt-to-capital ratio

	2015-0.107
2016-0.094
	2015-0.106
2016-0.096
	2015-0.108
2016-0.093
	2015-0.095
2016-0.088

	Debt-to-equity ratio

	2015- 0.12
2016-0.104
	2015-0.118
2016-0.106
	2015-0.121
2016-0.12
	2015-0.117
2016-0.097



Through end of June 30th 2016, Facebook has not issued any debt. The calculations above have been done with a broader definition of debt, as operating liabilities were included, also including the fact that Facebook is still a young company where is common to have small amounts of debt in capital. But even with those in mind, the total debt to equity ratio in the end of 2015 was still as low as 0.12. 







[bookmark: _GoBack]Due to the stock capital raised from IPO, Facebook’s total assets at the end of 2015 grew up to $49.4 billion without earnings accumulated or retained, totalling at a market value of $292,238. 
As it’s clear on the table 8 above, 2017 was a year that Facebook hit a $500 billion milestone along with Amazon, as well as hitting 2 billion users, which led revenue to grow further (mostly from mobile advertising). In regards to 2018 there’s a clear decline in enterprise value. Spangler, Todd (2018) mentioned that Facebook shares plunged 19% and stock dropped 7% after its earnings report was released and missed expectations due to the slow decline of users and revenue. Its market capitalisation dropped from $630 billion to $510 billion, making this the biggest single decline since the company’s IPO. 


	Year
	2015
	2016
	2017
	2018

	Enterprise Value
	$292,238
	$349,081
	$519,216
	$353,205
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