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Facebook

Expecting Strong Advertising Traction to Build Toward
Year-End & Into '14; Reiterate Overweight, PT to $53

We are incrementally positive on Facebook shares as we believe advertising traction
across both Mobile and Desktop continues to build into year-end and 2014, 20013
marked an inflection point in advertiser demand and ad quality for Facebook, which
enabled the company to increase inventory while simultaneously realizing higher
pricing. We believe that momentum in the ad platform continues as marketer feedback
around Mobile, News Feed, and FBX continues to improve along with ROl We are
raising our Mobile and Desktop News Feed estimates going forward, and we
project Mobile will surpass 50% of Facebook's ad revenue in 40Q13 and represent
60% of ad revenue in 2014. We reiterate our Overweight rating and are raising
our price target from %44 to $53.

* Seeing a broader advertiser base in 3Q. During 3Q we believe Facebook has
expanded its advertiser base, with a notable pick-up in Entertainment industry
ads across TV shows, movies, and console game launches. These ads often
feature click-to-play video—which bodes well for Facebook's likely more formal
launch of News Feed video ads in coming months—and they likely command
premium pricing based on guaranteed timing and the more advanced format.

* FBX ramping up. The Facebook Exchange (FEX) was a small contributor in
20}, but we believe it will become an increasingly important part of Facebook's
ad platform as re-targeted ads move further into the Desktop and Muobile News
Feeds. Our anecdotal checks suggest that FBX ads have increased notably in the
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5296B in 2003 and 55.93B in 2014, up from 352838 and $5.09B previously,

increases of 3% and 12%. We now project 2013 and 2014 non-GAAP EPS of 50.76

and £1.09. We reiterate our Overweight rating and are raising our price target

from 544 to $53 based on the average of our DCF analysis ($56), 17x 2015E

EBITDA (556), and 33x 2015 non-GAAP EPS (547).
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Expecting Strong Advertising Traction to
Build Toward Year-End and Into 2014;
Reiterate Overweight, Price Target to $53

We are incrementally positive on Facebook shares as we believe advertising traction
across both Mobile and Desktop continues to build into year-end and 2014, 20313
marked an inflection point in advertiser demand and ad quality for Facebook, which
enabled the company to increase inventory while simultaneously realizing higher
pricing. We believe that momentum in the ad platform continues as marketer
feedback around Mobile, News Feed, and FBX continues to improve along with
ROIL. We do not believe ongoing strength is attributable to one single driver, but
rather the combined impact of stronger sales efforts, improved advertiser education,
better tracking and measurement, and simplified ad formats.

During 30 we believe Facebook has expanded its advertiser base, with a notable
pick-up in Entertainment industry ads across TV shows, movies, and console
game launches. These ads often feature click-to-play video—which bodes well for
Facebook’s likely more formal launch of News Feed video ads in coming months—
and they likely command premium pricing based on guaranteed timing and the more
advanced format.

The Facebook Exchange (FBX) was a small contributor in 20), but we believe it
will become an increasingly important part of Facebook®s ad platform as re-
targeted ads move further into the Desktop and Mobile News Feeds. Our
anecdotal checks suggest that FBX ads have increased notably in the Desktop Right
Rail—often representing the majority of ads shown—and marketer feedback aftera
few months of FBX in the Desktop News Feed 1s positive. Triggit data across 90
campaigns and 4.98 impressions suggests increased FBX ads in the Desktop News
Feed and increased adoption of dynamic ads are driving a 27x increase in click-
through rates (CTR) and a 50% decrease in eCPC (implying a 13-14x increase in
CPMs) since the end of 2012, Desktop News Feed FBX ads began in May of this
year and they are becoming more prevalent, but we would also expect them to extend
into the Mobile News Feed in coming months, thereby increasing the relevance and
guality of mobile ads. Advertiser targeting should also improve going forward as
Custom Audiences becomes easier to use.

We are raising our Mobile and Desktop News Feed estimates going forward,
and we project Mobile will surpass 50% of Facebook’s ad revenue in 40013 and
represent 60% of ad revenue in 2014. Mobile estimates in our bottom-up model
merease to 52968 in 2013 and 55.95B in 2014, up from $2.83B and 35.09B
previously, increases of 3% and 12%. We remain positive on Facebook shares as
user engagement remains strong with mobile more than offsetting desktop declines,
and Facebook still early in its overall advertising trajectory. We reiterate our
Overweight rating and are raising our price target from %44 to $53 based on the
average of our DCF analysis ($56), 17x 2015E EBITDA (556), and 33x 2015 non-
GAAP EPS (347).
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Adjusting Estimates

Overall: We are raising our overall Facebook revenue, EBITDA, and EPS estimates
as we are increasingly optimistic on Facebook's ability to monetize the News Feed,
particularly in Mobile. Overall, our 2013 and 2014 estimates for revenue increase
by 2-3% and EBITDA increases by 12%. See Figure 1 below for more details.

Figure 1: J.P. Morgan's Revised Facebook Estimates
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Source: J.P. Morgan estimates, Company dala.

Simplified Ad Formats and Broader Advertiser Base

We think Facebook's efforts to simplify its ad formats have removed friction for
marketers and helped create more News Feed-eligible ads, thereby spurring the
advertising auction process. Bevond moving from 27 to 13 ad formats, the
company recently announced it was standardizing image sizes for ads, making
them consistent across all types of formats, across Desktop and Mobile.
Facebook has also increased the image sizes for its Page Post link ads on desktop
which we think should drive higher click-through rates and engagement.

We believe Facebook's advertiser base continues to widen and think advertisers in
the Entertainment category have increased their Facebook ad spend in 30), hikely due
to the heavy summer movie season as well as advertisements around the fall TV
lineup. Examples of entertainment advertisers in 30) include ads for the movies
Cretaway and Lone Ranger, TV shows The Million Second Quiz and Masters of Sex,
as well as Take Two’s upcoming release of the console game Grand Thefi Auto V.
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We also expect Facebook's 40) revenue growth to be bolstered by the retail vertical
as we believe large retailers likely made significant strides in terms of measuring the
ROI of their Facebook ad spend over the last year.

Expect FBX To Drive Continued Yield Improvements On
Desktop... Mobile Next?

While Facebook has indicated that FBX represents a relatively small percentage of
its ad revenue, we expect FBX to drive meaningful vield improvements — particularly
on Desktop Right Rail — over time. We believe FBX remains relatively
underpenetrated even among direct response advertisers and we expect additional
advertiser adoption to drive yield increases as FBX ads offer higher ROI than many
other direct response channels. According to Triggit, a Facebook Preferred
Marketing Developer (PMD), FBX ads are currently adopted by just 9% of the
Internet Retailer Top S00 sites and less than 7% of the top 10k Alexa sites. We
note that Facebook currently requires PMDs (Preferred Marketing Developers) to
individually approve clients for FBX ads and we expect further streamlining of its
ad-buying process.

Triggit data across 90 campaigns and 4.9B impressions suggests increased FBX ads
in the Desktop News Feed and increased adoption of dynamic ads are driving a 27x
merease in CTRs and a 50% decrease in eCPC (implying a 13-14x increase in
CPMs) since the end of 2012, Note that FBX ads in the Desktop News Feed went
live in early May 2013, after an initial test phase. We believe Facebook's Desktop
Right Rail ads have CPMs of ~50.40 in the U.S though our checks suggest that
industry CPMs for re-targeting are closer to ~32.00, a significant gap that we believe
FBX can help tighten over time as more advertisers shift to FBX and FBX ads
mereasingly appear in the News Feed going forward.

Based on our anecdotal checks, we believe FBX ads now represent the majority of
Desktop Right Rail ads, up significantly over the last few quarters. We also believe
FBX ads are becoming more prevalent in the Desktop News Feed with sites like
Booking.com and other OTAs increasing their ad exposure in the Desktop News
Feed. We believe Facebook s also working on adding Mobile News Feed ads into its
exchange.

Video Ads A Potential Upside Driver in 2014

We believe video ads can be a significant driver of growth for Facebook over time.
According to eMarketer, digital video ad spend will reach $4.1B in 2013, up 41%
¥/, and it will continue be one of the fastest growing segments of online
advertising. While video ads already exist in both the desktop and mobile News
Feeds, they are primarily click-to-play Page Post ads. Industry publications such as
AdAge have suggested that Facebook s working with advertisers to launch auto-play
video ads in the Desktop and Mobile News Feed for up to 51M-52.4M per day.
Advertiser demand for Facebook video ads appears to be strong, though the launch of
auto-play video ads has scemingly been repeatedly delayed as Facebook ensures it
has the necessary technology backbone in place to support higher-bandwidth video
ads while maintaining the user experience on the site. We think it is critical that
Facebook maintains the user experience, and recent delays do not change our
view that video ads will drive inereased demand and higher pricing.
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Revisiting Our Bottom-Up Advertising Build

In this section, we walk through revised estimates in our bottom-up advertising
build which is based on three segments: 1) Mobile News Feed; 2) Desktop News
Feed; and 3) Desktop Right Rail. While overall ad revenue remains key, we
believe the bottome-up build 15 useful for capturing the ongoing mix-shift from web to
mobile that generally results in fewer impressions, but higher overall eCPMs.
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Figure 2: Facebook Bottom-Up Advertising Build
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As shown in Figure 3 below, we expect Facebook to continue to benefit from overall
user (MAUs) and engagement (visits/user/day) growth as mobile drives users and
frequency of visits. Impressions per visit and overall impression volume 1s likely to
come down, but we expeet higher ¢CPMs on mobile and improving vield on
desktop to more than offset the negative impacts of declining overall
impressions in 2014 and 2005, We think further upside to our estimates could come
from: 1) mereases in mobile and ad load in overseas markets; 2) if the Facebook
Exchange and other new targeting tools drive a rebound in Desktop Right Bail CPMs
and stabilize Desktop revenue; and 3) video ads.

Figure 3: Facebook Total Ad Revenue Growth Drivers
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Facebook posted strongly accelerating ad revenue growth in 2013, driven primarily
by mobile ads. While increasing Facebook's overall share of ad budgets across both
desktop and mobile is critical, we expect mobile to remain the primary focus.
Facebook also sometimes has diseretion around directing certain campaigns

across formats, and we believe the highest quality ads and especially those that
point to strong mobile sites will be pushed toward the Mobile News Feed.

Mobile benefiting from several growth drivers

As shown in Figure 4 below, we expect Mobile to surpass Desktop ad revenue in
40013, We remam optimistic on Mobile ad formats including Sponsored Stories,
Promoted Posts, App-Install Ads, and others as Mobile ads have higher CTRs and
significantly higher eCPMs relative to Desktop.

EFTA01104695



Duui Anmuth

North America Equity Research
12 September 2013

J.PMorgan

Figure 4: Facebook Ad Revenue by Format
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18,000
16,000
14,000 -
12,000
10,000
&,000
6,000
4,000
2,000

2013E 2014E 2015E 2016E

20124
B Mobile Mews Feed mDeskiopMewsFeed W Deskiop Right Rai

Source: Company reporis and J.P. Margan esimates.

As shown in Figure 5 below, we expect mobile to continue witnessing very strong
growth driven by increases in users, visit frequency, and ad load {(impressions per
user visit). We believe newer ad formats have been adopted more gquickly by
LULS. advertisers but international mobile ad load should increase over time. The
mix-shift toward international markets such as Asia and Rest Of World could dnve
lower overall mobile eCPMs, but also greater impression volume.

Figure 5: Facebook Mobile Ad Revenue Build
% in millions axcepl per user figures
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Source: Comparry reparts and JP. Morgan estimatas.

Desktop yields should improve over time

We expect Facebook's desktop ad revenue to continue facing headwinds as users
shift their usage towards mobile. While desktop users are likely to continue growing,
we think a greater proportion of each user's Facebook usage is likely to shift toward
mobile, resulting in declining desktop engagement metrics such as visits/user or
minutes/user.

We expect Facebook's desktop impressions to decline beginning in 2014 as
imcreasing adoption of Desktop News Feed ads 1s more than offset by declining
usage of Facebook on the desktop. However, we are more optimistic on
improvements in desktop vield or eCPM as: 1) Facebook improves targeting
capability; 2) third-party data through FBX and Custom Audiences pushes Facebook
further down the purchase funnel, driving higher ROI and ad spend; and 3) social
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still represents a small fraction of most advertiser budgets. Our checks suggest that
advertisers such as Zappos are having success with Desktop Right Rail ads at low
CPMs. We note that improvements in desktop yield in more mature markets may be
somewhat offset by impression growth in lower eCPM developing markets and as a
result our overall Desktop Right Rail eCPMs are essentially down for the next few
years. Higher yield through FBX and Custom Audiences could make our numbers
conservative.

Figure 6: Facebook's Desktop Advertising Revenue (News Feed and Right Rail)

Sowrce: Compearry reparis, JP Morgen estimates.
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Investment Thesis, Valuation and Risks

Facebook (Overweight; Price Target: $53.00)

Investment Thesis

We believe Facebook's virtual ownership of the social graph, strong competitive
moat, and focus on the user experience position the company to significantly
improve monetization over time and to become an enduring, blue-chip company built
tor the long term. Facebook’s massive reach and engagement continue to drive
network effects and its targeting abilities provide significant value to advertisers,
though it is still early. We believe Facebook's ad platform is just beginning to shift
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toward more social ads with higher-quality formats, and it will become increasingly
valuable to advertisers.

Valuation

%53 Price Target. Our 2014 December yvear-end price target of 353 employs an
average of a DCF and multiples (EV/EBITDA and P/E) based valuation. We're using
this valuation approach as we believe it appropriately balances Facebook's valuation
relative to its growth and industry peers, while a DCF gives the company some credit
tor the opportunity to improve monetization over the long term.

Our DCF results ina 556 price per share and employs an 11% WACC and 3% long
term growth rate. We expect Facebook to generate 332,168 in revenue in 2020 with
a 54.2% EBITDA margin.

Our EV/EBITDA valuation results in a $56 price per share and employs a 1 7x target
EV/EBITDA multiple on our 2015 EBITDA of $7.33B. We note that our 17x 2015E
EBITDA target multiple 15 at a discount to its high-growth industry peers such as
MNetflix (25.5x) and TripAdvisor (18x) but at a premium to other online advertising
peers such as Google (7x).

Our P/E waluation results in a $47 price per share and employs a 33x P/E multiple on
our 2015 PF EPS estimate of $1.43, which is below Facebook's 39%, 2012-15E PF
EPS CAGE.

Risks to Rating and Price Target

Downside nisks mclude: 1) user-first mentality could create short-term revenue rnisk
and volatility; 2} competition from purpose-driven social services; 3) advertiser ROI
on Facebook may remain difficult to measure; 4) privacy, security, and regulatory
risks; 5) competition for online and mobile ad dollars from Google, Yahoo!, and
other online advertising companies; and 6) dual-class share structure and Mark
Zuckerberg’s control.
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Figure 7: Facebook Income Statement
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Source: J P. Margan estimates, Company data.
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Figure 8: Facebook Revenue Segment Summary
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Source: J P. Margan estimates, Company data.
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Figure 9: Facebook Revenue Drivers = Advertising
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Figure 10: Facebook Revenue Drivers — Payments and Other Fees
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WY Growdh IEOY 8% g 12% 4% A% 0% 44 -33% -T5% ~1d%
|00 Grwin TP 3% 5% 2M% 4% o% 4%
20114  1Q912A FQ13A 3Q12A 40124 F013A 1Q13A 2Q13A 3013E 4093E  PM3IE  2014E 20M5E
Frcab=aak Paymmants Ravends From Zynga (100 taka) 438 120 103 =] 151 46 75 57 57 B2 251 2 210
WY Growh A5% . 2% 2% [ 2% -45% =354 Bl =46 0% A%
QA0 Growdly -2 -1 -15% b -50% -25% 1% k)
% of FB Paymants Revanis MA B4% 54% 0% a9 LT 0% 26% 25% 3% A0 b b 28%
% of FB Tatal Rewenue MA 11% & T 104 o 5% % ¥ T % 2% 2%
Qiher Paymenis Revenue (excl, Zynga) i &6 L =] 405 48] 138 157 14e 13 SE0Y 563 552
Y Growdh [y A 120% 105% THEM 100% TE% 5% A 8 -5 -2%
Q0 Grawth 0% Ja% [} 7% 2% Td% -TH 5%
% of FB Paymants Revanis MA 36% 46 0% 1% A3 5% T4% T&h G8% T T1%e T2%
Tatal Facebook Pay R {Boit ) LT 185 182 176 256 11 213 214 203 i 551 T TE2
WY Gromdh A20% A6% 1% 13% 36 45% 15% 17% 5% -27% A% -5% -3%
0 Gromth =15 M =M% A% =1 7% W S =18

Source: J P, Margan estimates, Company data.

EFTA01104702



Duui Anmuth

North America Equity Research

12 September 2013

J.PMorgan

Monthly Active Users (MAL)
S & Canada

Europe 228
sz 212
Rt of Wi 22
Tatal 45
U5 & Canada T6% T2% 1% M A% A% K % &% &% 4% 2% %
[SEE 5% 155 16% T4 145, 14% 1% 1% 9% ™ T 5% b
Agia S4% 505 474 419 415% 1% 3% 35% 0% by 26% 20% 5%
Ragr o Wirkd 5 83% 5% s A5% 5% 3% 20% 7% 26% 26% 20% T6R
Tatal 0% 3% % 6% 25% Fe 3% 21% % L ™ 4% 1%
'S & Canada 1% 2% 19% 15% TH% 185 TE% 17 175 1% TH% 15% 1%
Eimope ZTH 275 26% 25 25% 25% T4k 24% 23% b 23% 2% 9%
Asia 25% 26% 2% by 20% 20% 20% 20% 2% I el 32% ey
Fesd af Ward ZTH 2% 28% 25 28% 29% 2% 3% 3% HH ITH 13% J4H
Taotal TOO%)  100%  TO0% 100N 1004 | TOOM| 100 TO00% TOUM 100N 100%| 100N TO0N
Mobile MAL 41 488 841 E04 =] -] T8 IRE:] s azu| 28 1,138 1324
WO Growty TER a8% [ Fi% a7 ST 54% a7% 45% IR AT 23% 6%
O Growth 13% 11% 1% 13% T 9% T [
% of total MALUs 1% 54% BF% B 54% Ba% B 1% Ti% TE% Ti% 1% BE
Mobile-Only MAL 50 k] 102 126 157 187 188 218 240 266 266 T 488
WY Growif 2TM) 27PN MO% 2EM O TS| PTIM) THEN  178% 55 B B0 A58 o
T Growwiit 455 23% 4% 25% 2% T6% 125 -2
o of folad MA LR T %% 1M1% 1% 15%| 15%| 1% 19% 1% 22 22% 28% 3%
Wab and Mabile MAL T4 405 441 478 ] 533 563 00 630 662 652 TER| B26]
¥ Growify 63% 52% 9% 4 0% 0% Ik k! 22% 2% 27 4% 10
T Growwilt 5% 9% % % % 7% 5% ER
5 of tobal MA LR A4 5% 45% AT% 50% 50% 1% 53% 535 4% 54% S4% 53%
Wals MAL TAT| 18 853 EB1 ] i |21 ] 953 72 v 1.019 1058
WY Growtts ey 2d% A0 i Td% 4% 2% T [ [ ¥ 5% 4%
D Growth 4% 4% s 2% % 2% 2% %
T of tobad WAL B3 % % 5% B % 85% 5% B3% 1% % T Ti% Tk BE%
Wl Dialy MAL Lk 413 413 403 ITE aTe 359 336 a4 09| 300 2ET 234
WY Geoawtly 4% 5% 0% -5 -0, - 1% -TE% -A0% TEN| -TERE| 4% -AE%R
O Growth 0% [} B % 5% =A% ) oM
% of tatal A Ls LEgs Af%% 5% 4% 6% 6% 3% 200 2T% 26% 26% 19% 159%]
Diaily Active Usars (DALY}
US & Canada 12 1289 130 132 135) 135 139 42 143 144 44 151 15
Eurape 14 152 184 160 169 1658 174 182 1840 149 1495 1 223
Asin 10 118 129 141 153 153 167 1831 154 20 207 260 il
Fest af 'Word 10 126 128 151 161 161 1480 194 208 222 22 2 352
Tatal 48 526 il Sp4 (31 618 Gli% [EE ] TG TG0 912 1,03
Mabile DAL M3 329 T4 a4 a5 450
WY Growit -1
TF Growift 1% 195 14% 1%
% of Motxie MALSs 5% G 55% 55% 57% s
DAU as % of MAL
LIS & Canada T TG T e 0% 0% ™ T2% T2% TR T2% T4 T5%
Eurape BE% 4% B3 B3 % G5% E5% BT a7 % A% TR % T2 T4%
sz Br 1% B1% 81% 51% B1% 2% 5% B4 55% 55% 58% Bl
il of Workd A5 1% 52% 5% 53% 53% 5% S6% ST% 35% S58% A% BE%
Tatal 5T% 58% 58% 58% 59% 0% Bl 1% 1% EI% B2% B5% BT
YIY Grawth
L5 & Canada 2% 23% 1% [ T 7% % 9% &% 4 T 5% N
Eumope 344 2% 21% 15% 18% 185 TE% T18% 8% TE% T8% a% 5%
Azl G4 L 52% 449 465 45% 4% 409 T 5% 5% 26% 9%
Res af Warld G Bt S0% 51% 0% 405 A% 4% 2% I8 a0 0% iy
Tatal i 47% 2% 5% 8% Fid 6% 2% Fig 2% 4% wh Td%
'S & Canada 6% 2% 4% N 2% 2% 2% 207 18% T TH% 175 15%
Eimpe 0% 205 20% 2T 2% 2% ITH 26% 265 5K 25% 3% 2%
Asia g 2% 23% 4% 25% 258 5% 2% 2% M 27 ok e
Riest af Wand S 2d% 25% b 28% 25% 2% 28% 28% 2% 20% 32% 3%
Tatal To0de) 100% 100K TO00%  TO0%| TOON| T00% Y00 TOMN  T00%) J00%| 100k T00%

Source: J P. Margan estimates, Company data.
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Facebook: Summary of Financials

J.PMorgan

Income Statement - Annual FY12A FY13E  FY14E  FY15E  Income Statement - Quarterly 10134  2013A  3013E  4013E
Revenuas 5,085 7524 106B5 13,580 Revanues 14584 1813A 1,856 2298
Ciperaling income B 2273 1516 4847 Operafing income aTIA SEZA ] hk
D&A (] @68 1250 1,59E  DAA A Z10A 246 232
EBITDA 1,987 3341 4765 6,245 EBITDA Blda THZA B3E I}
Nel interest income | (axpansa) 3T} o 1] 0 Meafinbarest income / (expensa) (15 (14)A a a
Crlhar income | (expeansa) [44) (16} 103 167 Other ncoma | (axpense] (200 [(1TA a 2
Pratay income 494 23257 3618 4.B1EF  Prelaxincoma 353 S45A Ean T41
Income taxes 141 (B32y  (1.5200 (1,974} Income lawes 13 21204 (260) [326)
Ned Incomea B3 1328 208 Z2E41  NetIncome 26a 333A i 45
‘Weighted average diluled shares 24m4 ZBOT 2557 Z,B0E  Weightad average dilutad shares 24984 Z50@A 2511 2515
Dilutad EFS 054 0.76 1.08 143 Diuted EPS 0128 098A 020 024
Balance Sheet and Cash Flow Data FY12h FY13E FYI4E FY15E  Ratio Analysis FY12A FY13IE FY14E  FY15E
Cash and cash equivalents 2384 3788 TAE) 11,557 Sales growth % 47a%  420%  2TI%
Acoounts recaivable k] we 1,133 1,358 EBITOA growth 264%  425% 3B2% 2ED%
Cihar current assels 22 1287 1388 1,84 EPS growth BaW 418%  434% 305%
Current assats 1,287 13236 17186 21E11
FPP&E 2381 3108 4242 5156 EBITDA margin Br2%  BRI% 531A%  540%
Tolal assats 15,103 1E090 23125 28,695  Net margin 260% 283%  2B1%  2T4A%
Tolal debt 1,500 i ] 0 Debt! EBITDA 05 0o 0.0 0.0
Tolal liabiitias 3046 2198 24T 2T36
Sharaholdars” equity 11,7556 16894 20648 325955  Returnon assets (ROA) 122% 115%  136%  144%
Return an equity (ROE) 156% 138% 153%  160%
Met Income (including charges) 3 1297 208 2B
D&A (] @58 1280 1,09 Entemprise valua | EBITDA 76 AT 18.0 135
Changa in working capital 1513) (181} 138 (220} Enterprise valws | Free cash flow 260.0 465 286 mr
Crihar - - - - PRE 21026 853 548 414
Cash flow fram operations 1,614 1847 5413 GEAT
Capex (1,235) {1.256) {1817} (1,902}
Frea cash flow 408 2291 3567 4,785
Cash flow fram invasting achivitias [7.024) (1485, (1817} (1,902}
Cash flow fram financing aclivilies 5,283 (93} [5EE] 1611}
Dividands - - - -
Dividand yiekd - - - -

Source: Company reports and JP. Margan astimatas.
Mote: § inmillions (except per-share dala).Fiscal yeer ands Dec
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Analyst Certification: The research analyst(s) denoted by an “AC™ on the cover of this report centifies (or, where multiple research
analysts are primarily responsible for this report, the research analyst denoted by an “AC™ on the cover or within the document
individually certifies, with respect to each security or issuer that the research analyst covers in this research) that: (1) all of the views
expressed in this report accurately reflect his or her personal views about any and all of the subject securities or issuers; and (2) no part of
any of the research analyst's compensation was, is, or will be directly or indirectly related to the specific recommendations or views
expressed by the research analyst(s) in this report.

Important Disclosures

® Narket Maker: JPMS makes a market in the stock of Facebook.
® Client: I.LP. Morgan currently has, or had within the past 12 months, the following company(ies) as clients: Facebook.

* Client/Investment Banking: 1.7 Morgan currently has, or had within the past 12 months, the following company(ies) as investinent
banking clients: Facebook.

* Client/Non-Investment Banking, Securities-Related: 1.P. Morgan currently has, or had within the past 12 months, the following
company(ies) as clients, and the services provided were non-investment-banking, securifies-related: Facebook.

* Client/Non-Securities-Related: 1P Morgan currently has, or had within the past 12 months, the following company{ies) as clients,
and the services provided were non-securities-related: Facebook.

* Investment Banking (past 12 months): 1P, Morgan received in the past 12 months compensation from investment banking
Facebook.

®* Investment Banking (next 3 months): 1L.P. Morgan expects to receive, or intends to seek, compensation for investment banking
services in the next three months from Facebook.

* Non-Investment Banking Compensation: J.P. Morgan has received compensation in the past 12 months for products or services
other than investment banking from Facebook.

Company-5Specific Disclosures: Important disclosures, including price charts, are available for compendium reports and all 1.P. Morgan
covered companies by visiting hitps:min jpmorean. comidisclosures/company, calling 1-800-477-0406, or e-mailing
research.disclosure inguiriesia jpmorgan. com with your request. J.P. Morgan’s Strategy, Technical, and Chuantitative Research teams may
screen companies not covered by 1P Morgan. For important disclosures for these companies, please call 1-800-477-0406 or e-mail
research.disclosure. inguUiries | proor pan. com.

Facebook (FB, FB US) Price Chart

T8

]| [owme]

| Date Rating Share Price Price T, t
5 o 45 [ow 824 O $44 i i$) i$) e
Price(S] 45 - 2F-Jun-12 OW 3223 A5.00
M-Sep-12  OW 17.73 30.00
05-Oet-12  OW 0.9 28.00
2 24-0ck12 OW 2323 20.00
02-Jan-13 OW 2562 35.00
13 25-Jul-13 oW 34.36 44,00
1 T T T T
Mary Aug Do Mar dul

1z 12 12 13 13

Sowrce: Bloombarg and JF. Morgan: price data sdjusted for stock splits and dividends.
Iniitiateed cowarage Jun 27, 202,

The chart{s) show 1.P. Morgan's continuing coverage of the stocks; the current analysts may or may not have covered it over the entire
preriod.
J.P. Morgan ratings or designations: OW = Overweight, W= Neutral, U'W = Underweight, NE = Not Rated

7

EFTA01104705



Dioug Anmuth North America Equity Research
- 1 SepemerEn JE:Morgan

Explanation of Equity Research Ratings, Designations and Analyst(s) Coverage Universe:

JP. Morgan uses the following rating system: Overweight [Over the next six to twelve months, we expect this stock will outperform the
average total return of the stocks in the analyst’s (or the analyst’s team’s) coverage universe. | Neutral [Over the next six to twelve
months, we expect this stock will perform in line with the average total return of the stocks in the analyst’s {or the analyst’s team’s)
coverage universe.] Underweight [Owver the next six to twelve months, we expect this stock will underperform the average total return of
the stocks in the analyst’s (or the analyst’s team’s) coverage universe. | Not Rated (NR): 1.P. Morgan has removed the rating and, if
applicable, the price target, for this stock because of either a lack of a sufficient fundamental basis or for legal, regulatory or policy
reasons. The previous rating and, if applicable, the price target, no longer should be relied upon. An NR designation is not a
recomimendation or a rating. In our Asia (ex-Australia) and UK. small- and mid-cap equity research, each stock’s expected total return is
compared to the expected total return of a benchmark country market index, not to those analysts” coverage universe. If it does not appear
i the Important Disclosures section of this report, the certifying analyst’s coverage universe can be found on J.P. Morgan's research
website, wanw jprorganinarkets. coim.

Coverage Universe: Anmuth, Doug: Amazon.com ( AMZN), Bankrate Inc (RATE), CafePress, Inc. {PRS3), Expedia, Inc. (EXPE),
Facebook (FB), Google (GOOG), Groupon (GRPN), HomeAway Inc (AWAY), Linkedln Corp (LNKD), Netflix Inc (NFLX), Pandora
Media Inc (P), Priceline.com (PCLN), QuinStreet, Inc. (QMNST), ReachLocal (RLOC), TrpAdvisor, Inc. (TRIF), Truba Inc. (TRLA),
Yahoo Inc (YHOO), Zynga Inc (ZNGA), eBay, Inc (EBAY)

JLP. Morgan Equity Research Ratings Distribution, as of June 28, 2013
Owverweight Neutral Underweight

by [heald) (sell)

1.P. Morgan Global Equity Research Coverage 44ty 44% 12%

1B clients* 56'% S0% 40,
JPMS Equity Research Coverage 42% 50 H%

1B clients* T6% G 55%

*Percentage of investment banking clients in each rating category.

For purposes only of FINEA/NY SE ratings distribution rules, our Overweight rating falls into a buy rating category; our Meutral rating falls into a hold
rating category; and our Underweight rating talls into a sell rating category. Please note that stocks with an NR designation are not included in the table
above,

Equity Valuation and Risks: For valuation methodology and risks associated with covered companies or price targets for covered
companies, please see the most recent company-specific research report at hitp://www. jpmorganmarkets.com, contact the primary analyst
o your L. Motrgan representative, or email pesearch.disclosure. inguiries(l jproorgan.com.

Equity Analysts' Compensation: The equity research analysts responsible for the preparation of this report receive compensation based
upeen various factors, including the quality and accuracy of research, client feedback, competitive factors, and overall firm revenues.

Other Disclosures

1.P. Morgan ("JPM"] is the global brand name for 1P. Morgan Secunties LLC ("JPMS") and its affiliates worldwide. J.P. Morgan Cazenove is a marketing
name for the UK. investment banking businesses and EMEA cash equitics and equity rescarch businesses of JPMorgan Chase & Co. and its subsidiaries.

All research repons made available to clients are simultaneously available on our client website, J.P. Morgan Markets. Mot all research content is
redistributed, e-mailed or made available to third-party aggregators. For all research reports available on a particular stock, please contact your sales
represeniative.

()ptions related research: If the information contained herein regards options related research, such information s available only to persons who have
recetved the proper option risk disclosure documents. For a copy of the Option Cleanng Corporation's Charactenstics and Risks of Standardized Options,
please contact your 1.P. Morgan Representative or visit the OCC's website at httplwww.optionsclearing com/publications risks/riskstoc. pdf

Legal Entities Disclosures

VS IPMS is a member of NYSE, FINRA, SIPC and the NFA. JPMorgan Chase Bank, M.A. is a member of FDIC and is authorized and regulated in the
UK by the Financial Services Authority. U.K.: 1.P. Morgan Securities plc (JPMS ple) is a member of the London Stock Exchange and is authorized and
regulated by the Financial Services Authornty. Registered in England & Wales No. 2711006, Registered Office 25 Bank Street, London, E14 5P, South
Africa: 1.P. Morgan Equities South Africa Proprietary Limited 15 a member of the Johannesburg Securities Exchange and 15 regulated by the Financial
Services Board. Hong Kong: 1P, Morgan Securitics {Asia Pacific) Limited {CE number AAJ321) s regulated by the Hong Kong Monetary Authority and
the Secunities and Futures Commission in Hong Kong. Korea: J.P. Morgan Securities (Far East) Ltd, Seoul Branch, 15 regulated by the Korea Financial
Supervisory Service. Australia: I.P. Morgan Ausiralia Limited (JPMAL) (ABN 52 002 E53 01 1/AFS Licence Mo: 238188) is regulated by ASIC and 1P
Morgan Secuntics Australia Limited (JPMSAL) (ABN 61 (03 245 234/AFS Licence No: 238066) s regulated by ASIC and is a Market, Clearing and
Settlemnent Participant of ASX Limited and CHI-X. Taiwan: J.P Morgan Securities { Taiwan) Limited is a participant of the Taiwan Stock Exchange
{company-type) and regulated by the Taiwan Securitics and Futures Bureau. India: P, Morgan India Private Limited, having its registered office at J.P.
Morgan Tower, Off. C.5.T. Road, Kalina, Santacruz East, Mumbai - 400098, is a member of the Mational Stock Exchange of India Limited (5EBI
Registration Mumber - INB 23067523 1/IMF 230675231 IME 23067523 1) and Bombay Stock Exchange Limited {(SEBI Registration Mumber - INB
OI06GT5237IMF 01067523 7) and is regulated by Sccunties and Exchange Board of India. Thailand: JPMorgan Securities (Thailand) Limited is a member
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of the Stock Exchange of Thailand and is regulated by the Ministry of Finance and the Secunties and Exchange Commission. Indonesia: PT 1P, Morgan
Securities Indonesia is a member of the Indonesia Stock Exchange and is regulated by the BAPEPAM LE. Philippines: J.P. Morgan Sccurities Philippines
Inc. is a Trading Participant of the Philippine Stock Exchange and a member of the Securities Clearing Corporation of the Philippines and the Securities
Investor Protection Fund. It is regulated by the Securitics and Exchange Commission. Brazil: Banco 1.P. Morgan 5. A is regulated by the Comissao de
Valores Mobiliarios {CVM) and by the Central Bank of Brazil. Mexico: J.P. Morgan Casa de Bolsa, 8.A. de C.V_, 1.P. Morgan Grupo Financiero is a
member of the Mexican Stock Exchange and authonzed to act as a broker dealer by the National Banking and Securities Exchange Commission.
Kingapore: This material is issued and distributed in Singapore by 1P, Morgan Securities Singapore Private Limited (JPMES) [ MIC (P) 049042013 and
Co. Reg. No.: 199405335R) which is a member of the Singapore Exchange Securitics Trading Limited and is regulated by the Monetary Authority of
Singapore (MAS) and’or JPMorgan Chase Bank, N.A., Singapore branch (JPMCB Singapore) which is regulated by the MAS. Japan: JPMorgan
Securities Japan Co., Lid. is regulated by the Financial Services Agency in Japan. Malaysia: This material 15 issued and distributed in Malaysia by
JPMorgan Secunties (Malaysia) Sdn Bhd (1#146-X) which is a Participating Organization of Bursa Malaysia Berhad and a holder of Capital Markets
Services License 1ssued by the Securities Comimission in Malaysia. Pakistan: J. P. Morgan Pakistan Broking {Pvi) Ltd is a member of the Karachi Stock
Exchange and regulated by the Securities and Exchange Commission of Pakistan. Sandi Arabia: 1.P. Morgan Sawdi Arabia Lid. is authorized by the
Capital Market Authority of the Kingdom of Saudi Arabia (CMA] to carry out dealing as an agent, arranging, advising and custody, with respect to
securities business under licence number 35-0707% and its registered address is at Bth Floor, Al-Faisaliyah Tower, King Fahad Road, P.C. Box 51907,
Riyadh 11553, Kingdom of Saudi Arabia. Dubai: JPMorgan Chase Bank, N A Dubai Branch is regulated by the Dubai Financial Services Authonty
{DF5A) and its registered address is Dubai International Financial Centre - Building 3, Level 7, PO Box 5063551, Dubal, UAE.

Country and Region Specific Disclosures

U.K. and European Economic Area (EEA): Unless specified to the contrary, issued and approved for distribution in the UK. and the EEA by JPMS plc.
Investment research issued by JPMS ple has been prepared in accordance with JPME plc's policies for managing conflicts of interest arising as a result of
publication and distribution of investrnent research. Many European regulators require a firm to establish, implement and maintain such a policy. This
report has been issued in the UKL only to persons of a kind described in Article 19 (5), 38, 47 and 49 of the Financial Services and Markets Act 2000
{Financial Promotion) Order 2005 (all such persons being referred to as "relevant persons™). This document must not be acted on or relied on by persons
who are not relevant persons. Any investment or investment activity to which this document relates is only available to relevant persons and will be
engaged in only with relevant persons. In other EEA countries, the report has been issued to persons regarded as protessional investors (or equivalent) in
their home jurisdiction. Australia: This material is issued and distributed by JPMSAL in Australia to "wholesale clients” only. This material does not take
into account the specific investment objectives, financial situation or particular needs of the recipient. The recipient of this material must not distribute it to
any third party or outside Australia without the prior written consent of JPMSAL. For the purposes of this paragraph the term "wholesale client” has the
meaning given in section 7610 of the Corporations Act 2001, Germany: This material 15 distributed in Germany by I1.P. Morgan Securities ple, Frankfurt
Branch and J.P.Morgan Chase Bank, M.A_, Frankfurt Branch which are regulated by the Bundesanstalt fiir Finanzdienstleistungsaufsicht. Hong Kong: The
1% ownership disclosure as of the previous month end satisties the requirements under Paragraph 16.5(a) of the Hong Kong Code of Conduct for Persons
Licensed by or Registered with the Securitics and Futures Commission. {For research published within the first ten days of the month, the disclosure may
be based on the month end data from two months prior.) 1P, Morgan Broking (Hong Kong) Limited is the hquidity provider'market maker for derivative
warrants, callable bull bear contracts and stock options listed on the Stock Exchange of Hong Kong Limited. An updated list can be found on HKEx
wehsite: httpz/woww hkex.com hk. Japan: There is a risk that a loss may occur due to a change in the price of the shares in the case of share trading, and
that a loss may occur due to the exchange rate in the case of foreign share trading. In the case of share trading, JPMorgan Securities Japan Co., Lid., will be
recelving a brokerage fee and consumption tax (shouhizei) calculated by multiplying the executed price by the commission rate which was mdividually
agreed between JPMorgan Securities Japan Co_, Ltd., and the customer in advance. Financial Instruments Firms: JPMorgan Securities Japan Co., Ltd.,
Kante Local Finance Burean (kinsho) Mo. 82 Participating Association / Japan Securities Dealers Association, The Financial Futures Association of Japan,
Type I Financial Instruments Firms Association and Japan Investment Advisers Association. Korea: This report may have been edited or contributed to
from time to time by atfiliates of I.P. Morgan Securitics (Far East) Ltd, Seoul Branch. Singapore: JPMSS and'or its atfiliates may have a holding in any of
the securities discussed in this report; for securities where the holding is 1% or greater, the specific holding is disclosed in the Important Disclosures.
section above. India: For private circulation only, not for sale. Pakistan: For private circulation only, not for sale. New Zealand: This material is 1ssued
and distributed by JPMSAL in New Zealand only to persons whose principal business is the investment of money or who, in the course of and for the
purposes of their business, habitually invest money. JPMSAL does not issue or distribute this material to members of "the public” as determined in
accordance with section 3 of the Secunties Act 1978, The recipient of this material must not distribute it to any third party or outside New Zealand withowt
the prior written consent of JPMSAL. Canada: The information contained herein is not, and under no circumstances is to be construed as, a prospectus, an
advertisement, a public offering, an offer to sell secunties described herein, or solicitation of an offier to buy securitics described herein, in Canada or any
province or territory thereof. Any offer or sale of the securitics described herein in Canada will be made only under an exemption from the requirements to
file a prospectus with the relevant Canadian securities regulators and only by a dealer properly registered under applicable securities laws or, alternatively,
pursuant to an exemption from the dealer registration requirement in the relevant province or territory of Canada in which such offer or sale is made. The
information contained herein is under no circumstances to be construed as investment advice in any province or territory of Canada and is not tailored to
the needs of the recipient. To the extent that the information contained herein references securities of an issuer incorporated, formed or created under the
laws of Canada or a provinee or terntory of Canada, any trades in such securitics must be conducted through a dealer registered in Canada. Mo securities
commission or similar regulatory authority in Canada has reviewed or in any way passed judgment upon these materials, the information contained herein
ar the merits of the securities described hercin, and any representation to the contrary is an offence. Dubai: This report has been issued to persons regarded
as professional clients as defined under the DFSA mules. Brazil: Ombudsman J.P. Morgan: OE00-7TO0E4T | ouvidoria jp.morganiajpmaorgan.com.

Gemeral: Additional information is available upon request. Information has been obtained from sources believed to be reliable but JPMorgan Chase & Co.
or its atfiliates and/or subsidiaries {collectively 1.P. Morgan) do not warrant its completeness or accuracy except with respect to any dizclosures relative to
JPMS and'or its affiliates and the analyst's involvernent with the issuer that is the subject of the research. All pricing is as of the close of market for the
securities discussed, unless otherwise stated. Orpinions and estimates constitute our judgment as of the date of this material and are subject to change
without notice. Past performance is not indicative of future results. This material is not intended as an offer or solicitation for the purchase or sale of any
financial instrument. The opinions and recommendations herein do not take into account individual client circumstances, objectives, or needs and are not
intended as recommendations of particular securities, financial instruments or strategies to particular clients. The recipient of this repont must make its own
independent decisions regarding any securities or financial instruments mentioned heremn. JPMS distributes in the U8, research published by non-1.5.
affiliates and accepts responsibility for its contents. Penodic updates may ke provided on companies/industnes based on company specific developments or
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announcements, market conditions or any other publicly available information. Clients should contact analysts and execute transactions through a 1.P.
Morgan subsidiary or affiliate in their home junsdiction unless governing law permits otherwise.
"Crther Disclosures” last revised May 4, 2013,

Copyright 2013 JFMorgan Chase & Co. All rights reserved. This report or any portion hereof may not be reprinted, sold or
redistributed without the written consent of J.P. Morgan.
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