
FACEBOOK INC (NASDAQ:FB)
RECOMMENDATION: BUY

Facebook, Inc. is focused on building products that enable people to connect and

share through mobile devices, personal computers and other devices. The

company's products include Facebook, Instagram, Messenger, WhatsApp and

Oculus. Facebook enables people to connect, share, discover and communicate

with each other on mobile devices and personal computers. Instagram allows

people to take photos or videos, customize them with filter effects, and share

them with friends and followers in a photo feed or send them directly to others.

Messenger allows communicating with people and businesses across a range of

platforms and devices. WhatsApp Messenger is a messaging application that is

used by people around the world and is available on a range of mobile platforms.

Oculus virtual reality technology, and the content platform offers products that

allow people to enter an interactive environment to play games, consume content

and connect with others.

FUNDAMENTAL/TECHNICAL OVERVIEW

Facebook recently released its 2Q2020 financial results. The group reported an

11% increase in total revenue to USD18.7 billion (2Q2019: USD16.8 billion).

Revenue generated from advertising was up by 10% to USD16.6 billion (2Q2019:

USD18.3 billion), and other revenues rose by 40% to USD366 million (2Q2019:

USD262 million). The group’s operating margin was up by 5% to 32% (2Q2019:

27%). Free cash flow at the end of 2Q2020 was USD514 million (2Q2019: USD4.8

billion) and net income for the period increased significantly to USD5.2 billion

(2Q2019: USD2.6 billion). Diluted earnings per share increased to USD1.8

(2Q2019: USD 0.91).

Facebook reported 1.79 billion daily active users for June 2020, an increase of 12%

year-on-year. Capital expenditures, including principal payments on finance

leases, were USD3.36 billion for 2Q2020 (2Q2019: USD3.78 billion). Facebook’s

cash and cash equivalents and marketable securities were USD58.24 billion as at

30 June 2020. On 7 July 2020, the company paid approximately USD5.8 billion at

the then-current exchange rate for its investment in Jio Platforms Limited.

The company reports that it has been impacted by COVID-19 and faces a period of

uncertainty. The company expects the duration and efficacy of shelter-in-place

orders, the effectiveness of economic stimuli around the world, and the

fluctuations of currencies relative to the U.S. dollar to affect its business.

During the first three weeks of July 2020, Facebook’s year-on-year advertising

revenue growth rate was approximately in line with its 2Q2020 growth rate of

10%. The company expects its full quarter year-on-year advertising revenue

growth rate for 3Q2020 to be roughly in line with the July performance. Facebook

considers several factors when determining this outlook, such as the continued

macroeconomic uncertainty, including the pace of recovery and the prospects for

additional economic stimulus. The company expects that some of the recent

surges in community engagement will normalise as regions reopen. Due to the

current advertising boycott, certain advertisers have paused their spend on

platforms, reflected in the company’s July trends. Facebook faces headwinds due

to ad targeting and measurement, including the impact of regulation, and the

company anticipates this will be increasingly significant as the year progresses.

Since COVID-19 emerged, people have used Facebook’s services to stay in touch

with friends and family, and to keep their businesses running online, even when

physical stores were closed. This will continue to act as a tailwind for the company

while travel remains restricted and physical stores and businesses are not able to

open.

Total expenses for FY2020 are expected to be in the range of USD52-55 billion,

narrowing slightly from the prior range of USD52-56 billion, and capital

expenditure is expected to be approximately USD16 billion, at the high end of its

previous USD14-16 billion range. Facebook has resumed its data centre

construction efforts earlier than expected. The company states that the COVID-19

pandemic may further impact the construction of these data centres.

Facebook is trading at a price to book ratio of 6.88 and a forward PE ratio of

28.63.
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SHARE INFORMATION

Share Code FB

Industry Software & IT Services

Sector Communication Services

Market Capital (USD m) 776 074

Current Price (USD) 272.42

Target Price 300

Price - 52 Week High: 304.67

Price - 52 Week Low: 137.11

Dividend Yield 0.00%

Beta 5 Year 1.28

SHARE PRICE PERFORMANCE**
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VALUATION RATIOS **

Period P/E P/SALES EV/EBITDA

Last 12 Months 34.8x 10.3x 21.1x

Current Year Est 33.8x 9.7x 18.0x

Next Year Exp 26.4x 7.8x 14.4x
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The company’ total debt to equity has decreased to 26.48% (2Q2019: 31.82%).

Since Facebook is cash generative, its net debt to equity is 0%.

Facebook’s forward P/E is trading at 28.63, less than one standard deviation above

its long-term average of 25.61.

The spread between ROIC and WACC has narrowed since December 2019 to 1.86%.

Net margins increased to 27.2% for 2Q2020 (2Q2019: 15.5%). Facebook’s net cash from operations was down to USD14.9 billion for 2Q2020

(2Q2019: USD17.9 billion).

ROE for 2Q2020 was up to 23.61% (2Q2019: 20.30%).
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Facebook brands:
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Disclaimer:

This publication has been issued by PSG Wealth Old Oak and does not represent the official PSG Wealth view. It is confidential and issued for the information of clients only. It shall not be reproduced in

whole or in part without our permission. Any unauthorized use, duplication, redistribution or disclosure is prohibited by law. This publication is not to be construed as providing investment services in any

jurisdiction where the provision of such services is not permitted. It is provided for informational purposes only and is not intended as an offer or solicitation for the purchase or sale of a security, and we

have no responsibility whatsoever arising here from or in consequence hereof. The user assumes the entire risk of any use made of this publication. Any decision to purchase securities mentioned in this

publication must take into account existing public information on such security or any registered prospectus. The information contained herein has been obtained from sources which and persons whom we

believe to be reliable but is not guaranteed for accuracy, completeness or otherwise. Opinions and estimates constitute our judgement as of the date of this material and are subject to change without notice.

This publication does not attempt to identify the nature of the specific market or other risks associated with an investment. Leveraged /Geared positions in securities have the ability to accentuate the

profit/loss made on investments. Geared /Leveraged positions are not recommended based on the information contained in this publication. Securities, financial instruments or strategies mentioned herein

may not be suitable for all investors and investors must make their own investment decisions using their own independent advisers as they believe necessary and based upon their specific financial situations

and investment objectives. Certain investments/recommendations may have tax implications for private customers. Investors should seek advice from a tax advisor before acting on information contained in

this publication. The securities described herein are subject to fluctuation in price and/or value and investors may get back less than originally invested. Past performance is not indicative of future results.

The employees responsible for the production of this report may from time to time own securities mentioned herein.

Analyst Certification:

The research analyst who prepared this report certifies that the view expressed herein accurately reflect the research analyst’s personal views about the subject security and issuer and that no part of his 

compensation was, is or will be directly or indirectly related to specific recommendations or views contained in this report.

Facebook's 52-week high/low is $304/$137, respectively, currently trading at $263.25 per share. The company's year to date performance is +28.3%.

Facebook has been trading in a bullish trend since it reached an intra-low of $137 on the 18th of March. Short term support can be found at the 50-day

moving average currently at $260.17, followed by the 61.8% Fibonacci retracement level at $240.68. A push higher from current levels could lead to a test

of the 52-week high of $304. According to the stochastic oscillator indicator, the share appears to be oversold at current levels. The relative strength index

is in a neutral zone.


