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A Deep Dive into the Acquisition
of WhatsApp by Facebook




Executive Summary

Proposed Acquisition of WhatsApp by Meta

NO
Introduction and Purpose:

Meta Platforms, Inc. aims to strategically enter the high-growth mobile messaging sector through the proposed acquisition of
WhatsApp Inc. for $22 billion. The acquisition is grounded in a robust evaluation that highlights WhatsApp's unique market
position and its potential to drive significant profits. The deal aligns with Meta's overarching strategy to enhance its global

presence and capitalize on new revenue streams.

Strategic Rationale:

1.Global User Expansion: \X/hatsApp's vast and rapidly expanding global user base presents an opportunity for Meta to
substantially increase its reach, especially in regions with low Facebook penetration.

2.Market Penetration in Emerging Economies: \XhatsApp's dominance in key developing markets will provide Meta a foothold
IN these regions, enabling the company to capitalize on the untapped growth potential in emerging economies.

3.Data and Synergy Potential: \X/hatsApp's user data can be leveraged across Meta's ecosystem to enhance user experience,

drive advertising efficiency, and support innovation across existing platforms.

Financial Overview:

1. Transaction Structure: The acquisition is valued at $22 billion, funded through a mix of stock, cash, and restricted stock units

(RSUs), reflecting the strategic importance and long-term value Meta assigns to this deal.

2.Projected Financial Returns: Post-acquisition, WhatsApp is forecasted to generate substantial growth, including an
estimated cash flow of $100 million by 2019, as projected via a discounted cash flow (DCF) analysis.

3.€omprehensive Due Diligence: Rigorous due diligence has been conducted, confirming the financial viability and strategic

fit of WhatsApp within Meta's broader vision.



Risk and Mitigation:

e Key Risks: The deal poses several risks, including currency fluctuations, equity market volatility, and potential

iIntegration issues.
e Mitigation Plans: Targeted risk management strategies, such as financial hedging mechanisms and a detailed
integration roadmap, have been established to address these challenges.

Operational Considerations:

o Operational Continuity. A decentralized operational approach is recommended to maintain WhatsApp's core strengths,
such as simplicity, privacy, and ease of use, which are key differentiators.

e Brand Independence: Maintaining operational and brand separation between WhatsApp and Facebook is advised to
preserve WhatsApp's identity and user trust while allowing distinct growth strategies for both platforms.

Conclusion

The proposed acquisition of WhatsApp represents a transformative opportunity for Meta to enhance its position in the
mobile messaging sector. By integrating WhatsApp's extensive user base and market presence, Meta is poised to




DCF Model application over the
iInvestment opportunity

The DCF or discounted cash flow is a method that is used to approximately categorize
the investments made by the parent company. The model is based on the cash flow for
the next few years {which are approximatedl. we recommend applying this method to
most of the investments made by any company as it can help to propose target returns
and quantify the investments as good bad or ugly.

procedure:

1. Forecasting Free Cash Flows (FCF)
Given WhatsApp's focus on growth and user acquisition, we would need to project its
~ future revenues, operating expenses, and capital expenditures. Since WhatsApp had e 1500,
mlnlmal revenue in 2014, we might use industry benchmarks or growth rates from similar .-
> tech companies. \
| 2. Estimating the Discount Rate
The discount rate, often the Weighted Average Cost of Capital (WACCQC), reflects the :
rlskmess of the cash flows. For a high-growth tech company like WhatsApp, this might be
- relatively high due to the inherent risks. . ‘
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3. Calculating the Terminal Value
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The terminal value represents the value of the company beyond Ap p I'OXI m ate C aS h

the forecast period. This can be estimated using the perpetuity
growth model or an exit multiple.

4. Discounting Cash Flows to Present Value F I OW fO r t h e n eXt 5

Using the discount rate, we discount the forecasted free cash
flows and the terminal value to their present values.

Example Calculation Ye a I'S ! !

Let's assume some hypothetical numbers for illustration:

o Forecasted Free Cash Flows (in millions):

0 2015 $-25

o 2016: $-40

0 2017: $-50 5. WACC=(E/V xRe) +((D/V xRd) x (1 - T))

° 2018: $-75 E - market value of the firm's equity (market cap)

° 2019: $-100 D = market value of the firm's debt
V = total value of capital (equity plus debt)
E/V = percentage of capital that is equity

D/V = percentage of capital that is debt
WAC C Re = cost of equity (required rate of return)

Rd = cost of debt (yield to maturity on existing debt)

T = tax rate



Calculation of DCF

RE=cost of equity =So, the estimated cost of equity for WhatsApp in
2014 would be approximately 1.273 billion dollars
D/V=26.6%

Rd=cost of debt = 4.561 million USD
E/V=100-26.6-73.4%

TC=35 % constituent of all taxes applied over the net profit of
WhatsApp.

WACC=13.45%
n=5 Years
DCF=CF1/((1+r)A1)+*CF2/((1+r)"2)......+CFn(1+r)"n) é
DCF=858.92 million dollars.

Conclusion-Whatsapp is projected to give returns of up to 858.92 million USD in the
next five years showing a high growth rate and acting as an investment that can be
beneficial monetarily



BCG Matrix Analysis for Meta’s WhatsApp Acquisition

o Stars: WhatsApp e @ *
o Market Position: WhatsApp is a "Star” with a strong market share g
In the growing global messaging market.
o User Base: Over 2 billion users, with continued growth.
 Question Marks: Growth Opportunities
o Unmonetized Regions: Focus on regions with high WhatsApp
usage but low monetization, like Asia and Africa.
o Expansion Potential: Opportunities for Meta to grow and
monetize WhatsApp in these markets.
e Cash Cows: Facebook & Instagram
o Revenue Drivers: Facebook and Instagram are Meta's "Cash
Cows," generating steady revenue.
o Synergies: WhatsApp could-enhance these platforms through
iIntegrated services and cross-platform advertising.
e Dogs: Potential Overlap “
o Overlapping Services: |[dentify any Meta services that may
overlap with WhatsApp, leading to cannibalization. Low
o Strategic Decisions: Consider restructuring or phasing out Low Market Share High
'Dogs’ to avoid redundancy.

Market Growth

Conclusion: The WhatsApp acquisition strengthens Meta's portfolio, with opportunities to turn

‘Question Marks" into "Stars” and support "Cash Cows," while managing "Dogs” strategically for long-
ferm success.



GE- McKinsey Matrix for WhatsApp’s Acquisition

1. Industry Attractiveness: High
 Market Growth Rate: Mobile messaging market expected
to reach $100 billion by 2020.
e Customer Demand: WhatsApp has 465 million active
users and handles over 50 billion messages per day.
 Barriers to Entry: Moderate; significant user base

The GE-McKinsey nine-box matrix

>

High

required.
e Profit Potential: $1 annual fee, with future revenue
opportunities. Industry
Attractiveness
Medium

2. Business Strength: Strong
 Market Share: Leading messaging app globally.
e Brand Strength: Renowned for reliability and end-to-end
encryption. Low
» User Base Growth: Adding 1 million users per day.
 Technology: Fast, secure, and user-friendly.
 Network Effect: Increased value with each additional

High Medium Low

user Competitive strength of business unit

Conclusion: Acquiring WhatsApp enhances Meta's dominance in the messaging sector and
represents a strategic move with substantial benefits and promising future potential.



Other investment possibilities for facebook

After the Telecom and phone revolution in the world, there are a multitude of other possible investments that
Facebook can make in order to strengthen its position in the market.

..'°.Snapchat was rapidl.j'..
.. growing in popularity, .

* especially among younger -,
users. !

Strategic Fit: Acquiring r
Snapchat could
strengthened Facebook’s
position in the social medi
and messaging space.

Twitter is a well-
established social media
platform with a strong user
base and real-time
communication features.

Strategic Fit: Integrating
Twitter could provide :
Facebook with a powerful
tool for real-time news
and public conversations,

complementingits . -* /et isa popular ey
) existing social o | h .
‘. _networking services.* messggmg app with a
.. et significant user base, )
""""" especially in Europe and .
Asia.

Strategic Fit: Acquiring
Viber could have
expanded Facebook’s
reach in international
markets and enhancedits
messaging capabilities




what sets Whatsapp apart?
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n
High
Privac Te_am Engagement and O
: Global Reach: _y Efficiency Growth Potential
: : . Regulations :
. 465 Million active : : : WhatsApp had
:users and adding 1: O : : Jus 50 members high daily user
. million everyday. : . Trustedon handle such a big engagement and
: : -encryption model. user database! strong growth
: : prospects,
especially in
emerging
markets.




/Monetization®,
: Opportunities :
WhatsApp's large :

user base

. presented future
: revenue potential :
. through business :

services and
payments.

Synergies."'-.,
~ with Meta’s

Ecosystem

WhatsApp
complemented
Meta's existing

platforms, enabling

integration and
cross-platform
engagement.

what sets Whatsapp apart?

Data and
User Insights

The acquisition
provided valuable
user data to
enhance Meta's
advertising and

product strategies.

Competitive
Threat

Acquiring
WhatsApp
neutralized a
competitive threat
and solidified
Meta's position in
the messaging
Maiket.



Facebook's infrastructure,
technical expertise, and
financial resources can

support WhatsApp's growth

and development, enabling
faster innovation and
scalability fostering a

symbiotic relationship WhatsApp brings with it a robust
company structure, with a minimal
workforce and an evenly distributed
workload. The work structure and
employee relationship status can
benefit Facebook

Structure

Ne

Mission
Alignment
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“Market

Synergy
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Global Reach: WhatsApp has
a rapidly growing user base,
particularly in regions where
Facebook's penetration was
lower. This acquisition allows
Facebook to expand its reach
to over 450 million monthly
active users on WhatsApp



Financial breakdown
for the deal

We recommend a split of 50/30/20 in the
mode of payment for the acquisition, i.e 50
percent of the money to be paid in the stocks
of the merged company, the rest of 30
percent to be paid in the form of cash, and the
last 20 percent split in the form of Restricted
stock unit (RSU’s).

Reasons

50 percent of the payment when made using the stocks proves to be a hedging mechanism as well and
both parties can enjoy the benefits of such a mode of repayment.

Stocks
50%

The next 30 percent of the stocks are to be paid in hard cash to maintain liquidity for the company that is
being acquired.

The last 20 percent of the deal payment can be made using RSU which serves as a mitigation method i.e.

itacts\as a reminder for the acquired company to perform better as the parent company's performance
is'directly correlated to the stock prices and in turn a motive to earn better.



Potential Legal Risks of Acquiring WhatsApp I

Potential Outcome: FTC Antitrust Lawsuit
1.Key Legal Risks:

e Monopoly Power Abuse:
o Illegal Acquisition: The FTC may argue that acquiring WhatsApp could be seen as an attempt to eliminate competition, reinforcing Facebook's
dominance in the social networking market.
o Anti-Competitive Practices:
o Market Suppression: Facebook could be accused of using its dominant position to suppress competition by buying potential rivals like
WhatsApp.
o Restricting Access: There's a risk that Facebook could limit third-party app access to WhatsApp's platform, which might be viewed as anti-
competitive behavior.
* Regulatory Scrutiny:
o Increased Oversight: Post-acquisition, Facebook may face intense scrutiny from regulators, who could impose restrictions or demand
divestitures to ensure fair competition.
o Market Impact: Ongoing legal challenges could disrupt Facebook's business operations, affect stock prices, and limit strategic growth
opportunities.
2.Implications
e Impact on Meta:
o Legal Scrutiny: Ongoing legal challenges could lead to significant changes in Meta's business practices.
o Market Position: The outcome of the lawsuit could influence Meta's strategy and competitive landscape.
e Broader Industry Impact:
o Regulatory Precedent: The case could set a precedent for future antitrust actions in the tech industry, affecting other major players.

Conclusion: Acquiring WhatsApp could provide strategic benefits but carries significant
legal risks. Facebook must carefully assess the potential for regulatory challenges and
plan accordingly to avoid severe repercussions.



Stock Market Impact of Facebook’s WhatsApp Acquisition

Market Speculation
e Positive:
o Cash Reserves & Flexibility: Investors might view the decision positively, appreciating Meta's financial flexibility for future opportunities and investments.
o Focus on Core Business: By concentrating on Facebook and Instagram, Meta could drive more focused innovation and enhance its core platforms without
the distractions of a major acquisition.
* Negative:
o Missed Opportunity: The market might perceive this as a lost chance for Meta to solidify its dominance in the global messaging market, which could raise

concerns about long-term growth.
o Competitor Advantage: There could be fears that competitors like Google might acquire WhatsApp instead, posing a significant threat to Meta's market

position.
Long-Term Impact
e Growth Limitations:
o Market Share Stagnation: Without WhatsApp, Meta might struggle to penetrate markets where its existing platforms are less dominant, potentially limiting
its global growth.
o Revenue Challenges: Meta could miss out on monetization opportunities from WhatsApp, such as advertising, payments, and integrations, slowing overall
revenue growth,
o Strategic Shifts:
o Alternative Acquisitions: Meta might seek other acquisitions, but these may not offer the same strategic benefits as WhatsApp, leading to potentially lower
investor confidence.
o Increased Competition: The absence of WhatsApp in Meta's portfolio could open the door for stronger competition from other messaging platforms,
increasing market pressure.
Market Scenarios
« Initial Reaction: The market may react with caution, leading to short-term stock volatility as investors assess the implications of not acquiring WhatsApp.
e Six Months Later: If a competitor acquires WhatsApp, Meta's stock could face downward pressure due to the perceived competitive disadvantage.
o End of 2014: Meta might underperform relative to expectations, especially if competitors leverage WhatsApp to gain market share, resulting in a more
challenging competitive environment.

Conclusion: Without acquiring WhatsApp, Meta faces potential risks including slower
growth, missed revenue '‘opportunities, and heightened competition, which could
impact its long-term market position and investor confidence.



Technological Impact

1. Strengthening Messaging Ecosystem &aeraging Data and Insights
e Integration Benefits e "Data Integration
o Unified Communication Platform: Integrate WhatsApp with Facebook and o Comprehensive Insights: Merge WhatsApp’s data with Facebook’s
Instagram to offer a cohesive and enhanced messaging experience for existing platforms to achieve a holistic understanding of user

behavior and preferences.

o Targeted Advertising: Enhance Facebook’s advertising capabilities
with integrated user data, leading to more precise and effective ad
targeting.

* Privacy and Security
o Robust Standards: Implement WhatsApp’s privacy standards to

users.
o Feature Enrichment: Utilize WhatsApp’s advanced features, such as voice
and video calling, to expand Facebook’s service offerings and drive
greater user engagement.
e Innovation Opportunities

o End-to-End Encryption: Adopt WhatsApp’s superior encryption fortify data protection across Facebook’s ecosystem.
technology to bolster security and privacy across Facebook’s platforms. o Regulatory Preparedness: Address potential regulatory scrutiny by
o Enhanced User Experience: Leverage WhatsApp’s user-friendly interface aligning with leading privacy practices and maintaining transparency.

and features to attract and retain users.

3. Market Expansion and Innovation
e Global Reach
o Strategic Growth: Leverage WhatsApp’s established presence in key

4. Technological Synergies
¢ Infrastructure Optimization
o Scalability: Utilize Facebook’s advanced infrastructure to

regions, such as Europe and India, to expand Facebook’s market support WhatsApp’s growth, ensuring reliability and
share. performance.
o New Opportunities: Use WhatsApp’s platform to explore and o Operational Efficiency: Enhance technological efficiency
introduce new technologies and features. through shared resources and expertise, optimizing both
e Cross-Platform Innovations platforms’ rning to strengthen content moderation and spam

detection across platforms.
e Cloud Computing Integration
o Enhanced Cloud Services: Leverage Facebook’s cloud

o Feature Development: Create new cross-platform features that
integrate WhatsApp with Facebook and Instagram, enhancing user

connectivity and engagement. computing capabilities to improve WhatsApp’s service
ol Revenue Potential: Investigate innovative revenue models and reliability and scalability.
opportunities presented by WhatsApp’s platform. o Data Storage Solutions: Optimize data storage and access

solutions, reducing latency and improving user experience.
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Currency Hedging

Risk: Since WhatsApp had a global
user base, revenue (and costs)
could be impacted by currency
fluctuations, especially in emerging
markets.

Hedge Strategy: Meta can use
currency forward contracts or
options to lock in favorable
exchange rates, ensuring stable
financial projections post-
acquisition.

Risk Hedging

~ &
| |
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Equity Hedging

Risk: If Meta pays majorly in stocks
as per the above strategy then any
significant drop in Meta's stock
price will increase the acquisition’s
real cost.

Hedge Strategy: Meta can use
equity options (e.g., put options) to
protect against a sharp decline in
its stock value during the
acquisition process.
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Operational Risk Management

Risk: Integrating WhatsApp without
disrupting its user experience and
global reach is crucial. Misalignment in
cultures, technology, or strategies
could reduce user engagement.

Hedge Strategy: Meta can implement
a decentralized integration approach,
allowing WhatsApp to operate
independently with its existing team
while gradually aligning strategies.



Regulatory and Antitrust Risks

Risk Hedging
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Data Privacy and Security Risks
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Reputation and Stakeholder Risks

Risk: Regulatory scrutiny, competition
authorities could block or impose
conditions on the deal due to
concerns over market dominance,
data privacy, and reduced
competition in the messaging space.

Hedge Strategy: Engage early with
regulators, structure deals with
contingency clauses, and offer
proactive remedies like divestitures

Risk: WhatsApp's strong stance on privacy
(llke end-to-end encryption) could conflict
with Meta's ad-driven business model. Any
perceived compromise in privacy could lead
to user backlash and regulatory penalties

Hedge Strategy: To hedge the risk of
privacy conflicts, Meta can maintain
transparency about WhatsApp’'s encryption
while exploring non-invasive revenue
streams like business services and payment
features. This approach protects user trust
and reduces regulatory risks.

Risk: Activist shareholders may challenge
the acquisition through proxy battles, while
social media backlash or stakeholder
misalignment could harm the companies’
reputations and delay initiatives

Hedge Strategy: Proactively engage
shareholders with clear value
propositions and address concerns early,
while managing public sentiment
through strategic communications and
ensuring alignment among key
stakeholders through consistent updates
and involvement.



Future Prospects

As we suggest an acquisition of WhatsApp by Facebook, we would also like to include the
expectations that both of the companies might have fgom each other. The synergy between the
companies can help both of them thrive in the future .

Facebook

1)Facebook can understand and
implement the highly flexible and
structured employee structure of
WhatsApp

2). Taking forward the no-add
approach and other money-
making streams can be one more
strong point of WhatsApp to gain
better traction.

Whatsapp

1)Facebook’s method of
distribution of materials and new
feature editions regularly is
something that can be adopted by
WhatsApp.

2). The methods to monetize the
product can be learnt and
implemented by whatsapp.
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