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Meta Platforms, Inc.
The cheapest megacap growth story, priced for a cash-flow trough it may not escape cleanly

Recommendation
Investment

score
Fair value (24m) Spot price Key event

BUY
Stage the entry

72.3/100
$762

+18.0% vs spot

$646.01
-2.79% on 17 Jul

Q2 results
29 July 2026

after the close

Meta enters the second half of 2026 with the fastest revenue growth of any company its size and the weakest free cash flow it

has generated in a decade. Both facts follow from the same decision. Revenue rose 33% year on year in the March quarter to

$56.31 billion, while capital expenditure of $19.84 billion in the quarter and a raised full-year range of $125-145 billion have

compressed trailing free cash flow to $48.25 billion and consensus 2026 free cash flow to approximately zero. Share

repurchases, which absorbed $12.75 billion in the first quarter of 2025, were nil in the first quarter of 2026. The equity now

trades at 19.8 times forward earnings, roughly 8% below the level of a year ago despite 26% trailing revenue growth, because

the market is no longer willing to capitalise earnings that are not converting into cash.

The investment question is therefore narrow and answerable: is the advertising engine strong enough, and the spending

disciplined enough, that free cash flow inflects in 2028 rather than 2030? This report concludes that it probably is, that the

current multiple already discounts a good deal of scepticism, and that the position is worth owning - but that a full position

taken at $646 ahead of a 29 July print that could carry another capital expenditure increase is poorly timed rather than poorly

reasoned.

1. Analytical framework
Meta is not a diversified technology conglomerate. Roughly 97.7% of first-quarter revenue was advertising sold against attention on
four apps, and the Family of Apps segment produced more than 100% of consolidated operating profit, because Reality Labs subtracts
from it. A generic quality-and-growth checklist would obscure that concentration. The following five variables will determine shareholder
returns through mid-2028, and every section that follows is written against them.

# Driver Why it decides the outcome What would confirm or refute it

1
Advertising monetisation
intensity

Impressions grew 19% and average price per ad grew 12% in Q1
2026. Price is now contributing more than volume, which is the
signature of ranking and targeting models improving rather than
inventory expanding. Volume growth is finite; pricing power is not.

Price-per-ad growth staying in
double digits through 2026 confirms.
Price growth falling below
impression growth for two
consecutive quarters refutes.

2
Capital intensity and the
depreciation schedule

Capex ran at 53% of revenue in Q1 2026 against depreciation and
amortisation of 10.7%. That gap is the single largest determinant
of both reported earnings and cash generation over the next three
years, and it closes mechanically as assets are placed in service.

A 2027 capex guide at or below
$150bn with revenue above $300bn
confirms. A third consecutive
upward revision without a matching
revenue guide refutes.

3
Whether AI creates revenue
outside the ad feed

The value optimisation suite is at a stated run rate above $20bn.
Reported talks to lease compute to Anthropic for approximately
$10bn, and the planned Meta Compute offering, would convert an
internal cost centre into third-party revenue at utility-like margins.

A signed multi-year compute
contract disclosed in a filing
confirms. Continued capex growth
with no external revenue attached to
it refutes.

4
Youth-safety litigation and
the regulatory perimeter

Federal multidistrict litigation covered more than 2,400 active
cases as of March 2026, with plaintiffs indicating claims reaching
the high tens of billions. In March 2026 a Delaware court held that
insurers need not defend these claims, so any award lands
directly on the balance sheet.

Settlements in the low tens of
billions, staged over years, are
absorbable. An early adverse verdict
with punitive damages, or a
product-design injunction affecting
teen engagement, is not.

5 Capital allocation credibility

Repurchases went from $12.75bn in Q1 2025 to zero in Q1 2026
while net borrowing over the trailing year reached $27.29bn. Meta
has moved from returning capital to funding capital, and the
market prices that transition as a governance question as much as
a financial one.

Buybacks resuming once capex
peaks confirms discipline. Further
debt issuance while free cash flow
stays negative refutes it.

Sources: Meta Q1 2026 press release and Form 10-Q; company CFO outlook commentary; court filings as reported.
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2. The business and how it earns
Meta operates two segments that share almost nothing except a balance sheet. Family of Apps - Facebook, Instagram, Messenger,
WhatsApp and Threads - produced $55.91 billion of first-quarter revenue and $26.90 billion of operating income, a 48.1% segment
margin. Reality Labs produced $402 million of revenue, down 2% year on year, and an operating loss of $4.03 billion. Reality Labs has
now consumed more than $80 billion cumulatively; at the current run rate it removes about $16 billion of annual pre-tax income,
equivalent to more than 18% of consolidated operating profit and roughly $5 per share after tax.

Family daily active people reached 3.56 billion on average in March 2026, up 4% year on year. Management attributed a sequential dip
to internet disruptions in Iran and restricted WhatsApp access in Russia - idiosyncratic rather than structural, but a reminder that a
meaningful share of the user base sits in jurisdictions where access is a political variable. At 3.56 billion people, user growth is no
longer the engine. Revenue per user is, and that is what the 12% increase in average price per ad measures.

The economics remain exceptional on every conventional measure. Trailing gross margin is 81.9%, operating margin 41.2%, return on
equity 32.9% and return on invested capital 29.8% against a weighted average cost of capital near 10.6%. Revenue per employee is
$2.73 million on a headcount of 77,986, which grew just 1% year on year while revenue grew 33%. Very few businesses at this scale
hold that combination.

Where the moat is strong, and where it is not

Durable advantages
• Two-sided network effects across four apps with more than

three billion daily users, none of which a new entrant can
replicate by spending money.

• A first-party behavioural dataset that improves ad ranking
without third-party cookies, an advantage that widened after
Apple ATT rather than narrowing.

• Roughly 10 million advertisers, most of them small, for
whom Meta is the only performance channel with meaningful
reach - a distribution lock-in.

• Fixed-cost leverage: incremental impressions cost almost
nothing to serve, so pricing gains fall through to margin.

Genuine vulnerabilities
• No operating-system layer. Apple and Google set the terms

of access, and both compete for the same advertising dollar.
• Short-form video attention is contested by TikTok and

YouTube, and Meta has repeatedly had to buy back
engagement with product rather than defend it with switching
costs.

• Teen and young-adult cohorts are the subject of statutory
bans in Australia, France, Indonesia and Malaysia, with
further EU measures advancing.

• The compute business would put Meta in direct competition
with AWS, Azure and Google Cloud, where it has no cost
advantage and no enterprise sales channel.

3. Financial analysis
The table below is the report in miniature. Every growth line is excellent and every cash line is deteriorating, and the two are causally
linked rather than coincidental.

$ millions unless stated TTM Mar-26 FY2025 FY2024 FY2023 FY2022 FY2021

Revenue 214,962 200,966 164,501 134,902 116,609 117,929

Revenue growth 26.2% 22.2% 21.9% 15.7% (1.1%) 37.2%

Gross margin 81.9% 82.0% 81.7% 80.8% 78.4% 80.8%

Operating income 88,593 83,276 69,380 46,751 28,944 46,753

Operating margin 41.2% 41.4% 42.2% 34.7% 24.8% 39.7%

Net income 70,587 60,458 62,360 39,098 23,200 39,370

Diluted EPS ($) 27.51 23.49 23.86 14.87 8.59 13.77

Operating cash flow 124,000 118,400 91,328 71,113 50,475 57,683

Capital expenditure (75,747) (72,291) (37,256) (27,045) (31,186) (18,690)

Free cash flow 48,253 46,109 54,072 44,068 19,289 38,993

FCF margin 22.5% 22.9% 32.9% 32.7% 16.5% 33.1%

Return on equity 32.9% 30.4% 37.1% 28.1% 18.5% 31.5%

Return on invested capital 29.8% 28.1% 31.7% 23.5% 15.1% 27.6%

Effective tax rate 21.0% 29.6% 11.8% 17.6% 19.5% 16.7%

Source: company filings via S&P Global Market Intelligence and Fiscal.ai. Operating cash flow for FY2021-FY2025 derived from reported free cash flow plus capital
expenditure. Fiscal year ends 31 December.
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Three things the headline numbers hide

Earnings quality is flattered by tax. First-quarter net income of $26.77 billion and diluted EPS of $10.44 included a $5.02 billion tax
benefit; excluding it, net income was $18.7 billion and EPS $7.31. Management guides to a 13-16% tax rate for the remaining quarters
of 2026 against a trailing 21.0%. A large part of the 2026 consensus EPS increase to $31.94 is a lower tax rate rather than better
operations, and tax rates are neither durable nor deserving of a growth multiple.

Depreciation has not caught up with the asset base. Property and equipment, net, rose from $176.4 billion at December 2025 to
$194.8 billion at March 2026 - an $18.4 billion increase in one quarter - while quarterly depreciation and amortisation was $5.999
billion. Across the four largest US hyperscalers, roughly $434 billion of property and equipment was purchased in the four quarters to
March 2026 against about $149 billion of reported depreciation. As servers on five-to-six-year schedules are placed in service,
depreciation approximately doubles as a share of revenue by 2028. Operating margin can fall from 41% toward the low-to-mid thirties
on unchanged operational performance.

The balance sheet has flipped. Meta now carries $86.77 billion of debt against $81.18 billion of cash, a net debt position of $5.59
billion, having been comfortably net cash for its entire public life. Net borrowing over the trailing twelve months was $27.29 billion.
Interest coverage of 59.6 times, an Altman Z-score of 8.65 and a 2.35 current ratio mean this is a change in posture, not in solvency -
but it removes the cushion that made previous strategic errors costless.

Left: 2026E capex of $135bn (guidance midpoint) against consensus free cash flow of approximately zero. Right: scenario fair values from the discounted cash flow and
multiple work in section 8.

4. Competitive position
Meta is simultaneously the cheapest and the most operationally levered of the megacap advertising and compute complex. It grows
faster than Alphabet, spends less in absolute terms than Amazon or Microsoft, and yet trades at a discount to all of them on forward
earnings. The discount is not mispricing in the naive sense; it is the market charging Meta for having no cloud revenue to justify a
cloud-scale build.

Company 2026E capex Fwd P/E Rev. growth Op. margin Position relative to Meta

Meta Platforms $125-145bn 19.8x 26.2% 41.2%
Fastest growth, lowest multiple, and the
only one of the four with no third-party
revenue attached to the build.

Alphabet $175-185bn ~24x ~16% ~33%

Search plus Google Cloud plus YouTube.
Capex is partly underwritten by
contracted cloud backlog, which Meta
has none of.

Amazon ~$200bn ~28x ~12% ~11%
Largest absolute spender but capex is
roughly 25% of sales versus Meta at over
50%. AWS margin funds the build.

Microsoft ~$190bn ~27x ~15% ~45%
Highest margin and an enterprise
contract base. Capex near 47% of sales,
the closest analogue to Meta on intensity.

TikTok / ByteDance n/d private ~20% n/d

The direct competitor for short-form
attention and the reason Reels
monetisation matters. Ownership and
regulatory status remain unsettled in
several markets.
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Company 2026E capex Fwd P/E Rev. growth Op. margin Position relative to Meta

Snap, Pinterest,
Reddit

minimal varies 10-25% low
Not competitive on ad-ranking quality.
Relevant only as a marginal share leak in
specific demographics.

Peer capex figures are 2026 guidance or analyst consensus as reported in mid-2026 industry surveys; forward P/E, growth and margin for peers are approximate
consensus figures and should be treated as indicative. Meta figures are from company filings and S&P Global Market Intelligence.

5. Management and capital allocation
The operating record is genuinely strong and the capital allocation record is genuinely mixed, and an honest assessment has to hold
both. Since the 2022 drawdown, management cut headcount, held it flat through a doubling of revenue, and rebuilt operating margin
from 24.8% to above 41%. Revenue guidance has been met or exceeded consistently: the first quarter of 2026 delivered $56.31 billion
against a $55.52 billion consensus.

Spending guidance is a different record. The 2026 capital expenditure range was raised from $115-135 billion to $125-145 billion at the
April print, attributed to higher memory component pricing and additional data centre costs. That is the second increase to the same
fiscal year. Management simultaneously held full-year total expenses at $162-169 billion and reiterated that 2026 operating income will
exceed 2025, which is a coherent position - capex is not an expense until it depreciates - but it defers the cost rather than avoiding it.

The Reality Labs decision remains the clearest evidence on capital allocation judgement. Roughly $80 billion of cumulative losses
have produced $402 million of quarterly revenue, declining. Under a conventional board that programme would have been curtailed
years ago. It has not been, because dual-class share structure gives the founder majority voting control with approximately 13.5%
economic ownership. Investors buying Meta are buying a founder-controlled company; the AI pivot that the market currently likes and
the metaverse programme it does not are outputs of the same governance structure.

On insider activity, a January 2026 trading plan provides for the sale of up to 639,347 Class A and 1,268,340 Class B shares through 1
November 2026. These are scheduled Rule 10b5-1 dispositions and diversification, not a signal. The more informative capital signal is
the repurchase line: nil in the first quarter of 2026 against $12.75 billion in the comparable quarter, alongside $27.29 billion of net
borrowing over twelve months. Buyback yield has fallen to 1.45% and shareholder yield to 1.77%.

6. Catalysts and risks

Potential catalysts

Catalyst Likelihood Impact Assessment

Q2 2026 results, 29 July Certain High

Guidance is $58-61bn against consensus near $59.8-60.2bn. The
revenue line is well telegraphed; the swing factor is whether 2026
capex is raised a third time or 2027 is pre-announced. This is as
likely to be a negative catalyst as a positive one.

Third-party compute revenue Medium High

Reported early-stage talks with Anthropic for approximately $10bn
of leased compute, alongside a planned Meta Compute offering
and the hire of a senior AWS executive. A signed contract would
re-rate the capex from a cost to an investment with a visible return.

Iris silicon in production Medium-high Medium

First in-house chip targeted for manufacture in September,
supporting a stated goal of 14 gigawatts of compute. Success
lowers unit cost per training run and reduces dependence on
merchant GPU pricing.

Buyback resumption Low for 2026 Medium
Would signal that management believes the capex peak has
passed. Given negative consensus 2026 free cash flow, unlikely
before 2027 without further debt.

Ad pricing sustaining double digits Medium-high High
Price per ad rose 12% in Q1. Sustaining that through the second
half would validate the thesis that AI ranking is a monetisation
lever rather than a cost centre.
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Principal risks

Risk Probability Severity Assessment

Youth-safety litigation High Severe

More than 2,400 active federal cases as of March 2026, claims
from 42 state attorneys general, two adverse jury findings already,
and a first federal trial in Oakland this summer. Plaintiffs have
indicated claims reaching the high tens of billions. A March 2026
Delaware ruling means insurers need not defend, so any award is
uninsured. This is the single largest threat to the thesis.

Capex overruns without revenue Medium-high High
Two upward revisions to the 2026 range already. Each incremental
$10bn removes roughly $10bn of free cash flow immediately and
adds roughly $2bn of annual depreciation once in service.

The depreciation wall High Medium-high

Largely mechanical. Depreciation rising from about 10.7% to
above 20% of revenue by 2028 compresses reported margin even
if operations are flawless. Reported EPS growth stalls; cash
generation does not.

Advertising cyclicality Medium High
Advertising was 97.7% of Q1 revenue. A recession that cuts
industry ad spend 10% removes roughly $25bn of revenue against
a largely fixed and now much larger cost base.

EU and national regulation High Medium

The Commission found preliminary DSA breaches on minor
protection in April 2026. Under-16 bans are in force in Australia,
France, Indonesia and Malaysia with further EU measures
advancing. Fines are absorbable; mandated design changes to
teen engagement are structural.

Compute business execution Medium Medium

Selling infrastructure to enterprises requires a sales organisation,
service-level commitments and support functions Meta has never
operated. Entering at scale against three incumbents with a
decade of head start invites margin disappointment.

Valuation and sentiment Medium Medium

63 analysts, none rated Sell, and an average target of $822.69 -
27% above spot. Consensus is uniformly constructive, which limits
the pool of incremental buyers and raises the downside if the
narrative breaks.

7. Market sentiment and positioning
Indicator Reading Interpretation

Analyst consensus Strong Buy (63)
48 Strong Buy, 8 Buy, 7 Hold, no Sell. Ratings have drifted marginally toward
Hold since February, when the count was 51 Strong Buy of 67.

Average price target $822.69
27.4% above spot. Range $664.46 to $1,015, median $821.16. The width reflects
genuine disagreement about capex, not about revenue.

Most recent actions Mixed
BMO maintained Hold at $720 on 17 July; Truist maintained Buy at $840 on 16
July; Wedbush initiated Buy at $671 on 16 July; J.P. Morgan maintained Hold at
$725 on 13 July. Note that two of the four most recent are Hold.

Institutional ownership 67.4%
Broadly held with more than 5,200 filers. Notable Q1 2026 additions included
Appaloosa and ValueAct, which is value-oriented rather than momentum money -
consistent with the de-rating attracting a different buyer.

Insider ownership 13.5%
Founder retains voting control through the dual-class structure. A 10b5-1 plan
runs to 1 November 2026; scheduled sales carry no signalling content.

Short interest 1.36% of shares
34.49m shares, up from 29.99m the prior month - a 15% increase but still a low
absolute level. Short ratio of 1.82 days means no squeeze mechanics.

Shares outstanding 2.54bn, -1.45% y/y
Buyback yield of 1.45% is the residue of prior repurchases. With no Q1 2026
repurchase, the reduction rate will slow through the year.

8. Valuation
A single method is inadequate here. A discounted cash flow on a company whose near-term free cash flow is approximately zero puts
more than three-quarters of its value in the terminal period, which makes it an assumption-amplifier rather than a valuation. An
earnings multiple ignores that reported earnings are flattered by a low tax rate and lagging depreciation. An EV/EBITDA multiple
ignores capital intensity entirely, which is precisely the variable in question. The approach taken is to run all three and weight them, and
to state plainly where each breaks.
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Method Weight Output Basis and limitation

Discounted cash flow 40% $764

Eight-year explicit forecast. Revenue growth decaying from 25.8% to 7%;
operating margin troughing at 33% in 2027 as depreciation lands,
recovering to 37%; capex falling from 53% to 19% of revenue by 2033; 16%
tax; 9.5% WACC; 3.5% terminal growth. Limitation: 80% of the value sits
in the terminal period, so the output is a sensitivity, not a point estimate.

Forward P/E 40% $726

21.5x FY2027 consensus EPS of $36.33, discounted one year at 7.5%.
21.5x is a modest premium to the current 19.8x and a discount to Alphabet,
Amazon and Microsoft. Limitation: consensus EPS assumes a 13-16% tax
rate persists and that depreciation growth stays contained.

EV/EBITDA 20% $834

15.0x 2026E EBITDA of $126bn rolled forward 12%, against the current
15.05x. Limitation: EBITDA excludes precisely the capital intensity that
defines this investment case, so this method is structurally the most
generous.

Weighted fair value 100% $763
Blended output. The probability-weighted scenario value in section 9
is $762, so the two approaches converge - which is reassuring on
internal consistency rather than on accuracy.

What is already in the price

A reverse discounted cash flow is more informative than the forward one. Holding the base-case margin and capex path fixed and
solving for the growth rate that justifies $646.01, the market is pricing roughly an 8.8% average revenue compound growth rate from
2027 through 2033. Meta grew revenue 26.2% over the trailing twelve months and consensus expects 25.8% in 2026 and 19.5% in
2027. The market is therefore assuming a rapid and permanent deceleration to roughly a third of the current rate. That assumption
may prove correct, but it is a demanding one, and it is the strongest single argument for owning the shares.

Set against that: at 19.8 times forward earnings the stock is cheaper than the S&P 500 and materially cheaper than Alphabet at roughly
24 times, Microsoft at roughly 27 and Amazon at roughly 28, while growing faster than all three. The PEG ratio of 0.96 is the lowest of
the group. The multiple compressed while the business accelerated, which is normally where returns are made - provided the
compression reflects sentiment rather than a correct read of a permanent change in cash economics. That is the judgement call this
report is making.

9. Scenario analysis
Scenario Prob. Revenue path Earnings path Fair value What has to happen

Bull 30%

2026 $258bn, 2027
$317bn (+23%).
Compute revenue
reaches $15-20bn run
rate by end-2027.

FY2027 EPS $40-42.
Operating margin holds
above 35% because
compute revenue
absorbs the
depreciation.

$1,050

Ad pricing stays double digit, at least
one large multi-year compute contract is
signed, Iris lowers unit cost, capex
guidance for 2027 comes in flat, and
litigation settles below $20bn.

Base 45%

2026 $253bn, 2027
$301bn (+19%),
decaying toward 10%
by 2030.

FY2027 EPS $36.
Operating margin
troughs near 33% in
2027 on depreciation,
recovering to 35-37%
by 2029.

$760

Advertising compounds at high teens,
capex peaks in 2027 near $145-150bn
and then falls as a share of revenue,
free cash flow inflects positive in 2028,
litigation settles in stages at $15-25bn
total.

Bear 25%

2026 $245bn, 2027
$274bn (+12%),
decelerating to high
single digits.

FY2027 EPS $27-29.
Operating margin falls
below 28% as
depreciation lands
against slowing
revenue.

$420

Advertising decelerates on macro or
teen restrictions, 2027 capex is raised
again, no external compute revenue
materialises, and an adverse verdict or
settlement above $40bn forces a
debt-funded payment.

Weighted 100% - - $762

Implies +18.0% against the 17 July
close of $646.01, or roughly 8.6%
annualised over two years before
dividends of about 0.33%.

Scenario fair values blend the discounted cash flow output with a forward earnings multiple appropriate to each state: 26x FY2027 in the bull case, 21.5x in the base,
15x depressed earnings in the bear. Probabilities are the analyst’s judgement.

The asymmetry deserves to be stated plainly rather than buried. A probability-weighted return of approximately 18% over two years is
respectable but not exceptional, and it is produced by averaging a +63% bull case against a -35% bear case. An investor who assigns
higher probability to the litigation tail than the 25% used here would find the expected return unattractive at this price. That sensitivity,
more than any disagreement about advertising, is what separates a constructive view from a cautious one.
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10. Technical position
All indicators below were computed directly from the 252-session daily price series to 17 July 2026 rather than read from third-party
summaries. Wilder smoothing is used for the relative strength index, average true range and directional movement.

Indicator Value Signal Reading

Close, 17 Jul 2026 $646.01 -
Down 2.79% on the day and 8.1% over 52 weeks, against 26% trailing
revenue growth.

20 / 50-day SMA
$605.25 /

$604.53
Bullish

Price sits 6.7% above both, which have converged and turned up - the
signature of a base that has completed rather than a trend that is extended.

200-day SMA $640.51 Neutral
Price is 0.9% above it, having reclaimed it only in the past week. The reclaim
is not yet confirmed and is the level bulls must hold.

RSI(14), Wilder 56.8 Neutral
Cooled from 66.8 three sessions ago. No overbought condition and ample
room to run; equally, no oversold support.

MACD(12,26,9) +19.26 / +11.02 Bullish
Positive and above signal, but the histogram has narrowed for two sessions
from 12.31 to 8.24 - momentum is decelerating.

ADX(14) 17.7 Weak trend
Below 20. Directional indicators are nearly balanced at +DI 29.6 versus -DI
26.7. This is a range, not a trend, and range breaks are event-driven.

ATR(14) $26.34 (4.08%) Elevated
A typical session moves more than 4%. Position sizing and stop placement
must respect this; a 5% stop would be noise.

Realised volatility 38.8% ann. High
Well above the megacap norm, consistent with a beta of 1.25 and a stock
repricing on narrative rather than fundamentals.

Volume (20d / 50d) 20.5m / 18.3m Confirming
Recent volume runs above the 50-day average, and the 10 July advance
came on 40.1m shares - accumulation rather than drift.

52-week range $520.26-796.25 -
Price is 18.9% below the high and 24.2% above the low, in the middle of a
wide annual range.

Levels that matter

Type Level Basis

Resistance 3 $751 - $796
The August to October 2025 highs, and the origin of the 30 October 2025 decline. A full
recovery requires this zone.

Resistance 2 $716 - $738 The late-January 2026 congestion after the earnings gap. First serious supply overhead.

Resistance 1 $686 The 15 July 2026 intraday high and the immediate cap on the current advance.

Support 1 $600 - $612 The 20-day and 50-day moving averages plus the early-July breakout shelf. First defence.

Support 2 $540 - $563 The late-June consolidation base from which the July advance launched.

Support 3 $520 - $528
The 27 March 2026 low of $520.26, which is also the 52-week low. A break here invalidates
the technical case.
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Technical levels inform entry and exit timing only. No level in this section overrides the fundamental conclusion.

11. Scoring
Each component is scored from 1 to 10, where 10 is most favourable to the investment case. The risk score is inverted so that a high
score means low risk. Weights reflect what actually drives the outcome for this company over a two-year horizon; technical setup
carries the least weight because it affects entry price, not investment merit.

Component Score Visual Weight Rationale

Business quality 9/10 15%

Trailing gross margin of 81.9%, ROIC of 29.8% against a
10.6% cost of capital, 3.56bn daily users and $2.73m of
revenue per employee. Marked down from 10 only because
Reality Labs removes roughly $16bn a year of pre-tax
income.

Financial strength 6/10 12%

Interest coverage of 59.6x, an Altman Z-score of 8.65 and a
2.35 current ratio, but a first-ever net debt position of $5.59bn,
$27.29bn of trailing net borrowing, consensus 2026 free cash
flow near zero, and no repurchases in the quarter.

Competitive
advantage

9/10 15%

Four apps with more than three billion daily users, a first-party
data advantage that widened after Apple ATT, and roughly 10
million advertisers with no equivalent alternative. Held below
10 by platform dependence on iOS and Android.

Management 6/10 10%

Excellent operating execution and a consistent record of
revenue beats, offset by two upward capex revisions in one
fiscal year, roughly $80bn of cumulative Reality Labs losses,
and founder voting control with 13.5% economic ownership.

Growth potential 8/10 15%

33% revenue growth in Q1 2026 with price per ad up 12%, a
value optimisation suite above a $20bn run rate, and genuine
optionality in third-party compute. Constrained by a 3.56bn
user base that can no longer grow much.

Valuation 7/10 15%

19.8x forward earnings and a 0.96 PEG, cheaper than the
index and than every megacap peer while growing faster.
Discounted for earnings quality: consensus EPS relies on a
13-16% tax rate and depreciation that has not yet landed.

Risk (inverted) 5/10 12%

Uninsured youth-safety litigation with more than 2,400 active
federal cases and a trial underway, capex that has been
revised up twice, 97.7% revenue concentration in advertising,
and an EU regulatory perimeter that is tightening.

Technical setup 6/10 6%

Above the 20, 50 and 200-day averages with a positive
MACD, but ADX of 17.7 indicates no trend, momentum is
decelerating, and the 200-day reclaim is only days old and
unconfirmed.

Overall investment score = Σ (component score × weight) ÷ 10 72.3 / 100
Derivation: (9×15) + (6×12) + (9×15) + (6×10) + (8×15) + (7×15) + (5×12) + (6×6) = 723; divided by 10 gives 72.3. A score above 70 supports a Buy; above 85 would
support Strong Buy; below 55 would indicate Hold or worse.

12. Recommendation

BUY
Build the position in two tranches. Take roughly half now and the remainder after the 29 July result, or on
weakness into the $580-615 support band. The analysis supports ownership; it does not support paying
up into a binary event ten days away.

The case rests on three findings. First, the market is discounting an 8.8% long-run revenue growth rate for a business currently
compounding at 26%, which is a demanding assumption that the Q1 operating data does not yet support. Second, the free cash flow
collapse is a timing phenomenon: operating cash flow of $32.23 billion in the quarter is a record, and the shortfall is entirely capital
expenditure that will either produce a return or be cut. Third, the de-rating to 19.8 times forward earnings has already happened, so the
buyer today is not paying for the optimism that prevailed a year ago.

The case against it, which is not trivial, is that the free cash flow trough is deeper and longer than management implies, that the
litigation liability is uninsured and unquantified, and that the analyst community is uniformly positive - 63 ratings and not one Sell -
which caps the supply of incremental buyers. On balance the price compensates for these, but only just, and only if the entry is
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disciplined.

Parameter Level Reasoning

Recommended entry At or below $640
Below the 200-day average of $640.51. Buying above it means paying for a trend
reclaim that has not been confirmed.

Ideal accumulation range $580 - $615
The 20 and 50-day moving average cluster near $605 and the early-July breakout
shelf. Entry here lifts expected return to roughly 30% and improves reward-to-risk
to about 2.4 to 1.

Cut-loss $525
Just below the 27 March 2026 low of $520.26, which is also the 52-week low. At
4.08% average true range, any tighter stop is noise. A break here means the
market has concluded the capex will not pay back, and the thesis is wrong.

Take-profit 1 $780
The base-case fair value of $760 and the weighted fair value of $762. Reduce by
one third here.

Take-profit 2 $900
Between the base and bull outcomes, and below the January 2026 highs.
Reduce by a further third; hold the balance for the bull case only if a compute
contract has been signed.

Expected upside +18.0% to weighted FV
+20.7% to take-profit 1 and +39.3% to take-profit 2 from $646.01. The bull case
implies +62.5%.

Expected downside -18.7% to stop
The bear-case fair value of $420 implies -35.0%, which is the honest measure of
the tail rather than the stop distance.

Reward-to-risk 1.1 : 1 at spot
Poor at $646.01 against a $525 stop. Improves to roughly 2.4 : 1 at an entry of
$600. This single figure is why the recommendation is to stage the entry rather
than buy the full position today.

Holding horizon 18 - 24 months
The thesis requires the free cash flow inflection, which the base case places in
2028. A shorter horizon is a trade on the July or October print, not on this
analysis.

Position size Full but not oversized
Given 38.8% realised volatility, a beta of 1.25 and an uninsured litigation tail, this
is not a position to concentrate in.

Suggested allocation 3 - 4% of equities
Rising to 5% only on an entry below $580 or after a litigation settlement is
quantified. Investors already holding Alphabet, Microsoft or Amazon should count
the aggregate AI-capex exposure as a single factor bet.

Levels are analytical outputs, not instructions. They assume no leverage and an investor able to tolerate a 35% drawdown without forced selling.

What would change the view

Upgrade to Strong Buy if
• A multi-year third-party compute contract is signed and

disclosed, attaching external revenue to the capex.
• 2027 capital expenditure is guided flat or lower while

revenue growth stays above 18%.
• The youth-safety litigation is settled globally for a quantified

sum below $20bn.
• The stock trades below $580 without any of the above

deteriorating.

Downgrade to Hold or Avoid if
• 2026 capital expenditure is raised a third time on 29 July

without a corresponding revenue guide.
• Average price per ad growth falls below impression growth

for two consecutive quarters.
• An adverse verdict or settlement above $40bn emerges, or

a design injunction affecting teen engagement is imposed.
• The company issues further debt to fund capital expenditure

while free cash flow remains negative.

13. Investment memo

Would one invest one’s own money in Meta Platforms today?

Yes - at a smaller size than the quality of the business would ordinarily justify, and not all at once.

The reason to own it is that the market has stopped paying for growth here and started charging for capital intensity, and it has
probably overcorrected. Meta grew revenue 33% in the March quarter, held headcount flat, expanded price per ad by 12%, and
generated record operating cash flow of $32.23 billion. For that it trades at 19.8 times forward earnings - below the index, below every
megacap peer, and at a PEG of 0.96. Solving backwards, the price embeds roughly 8.8% long-run revenue growth. Nothing in the
current operating data justifies an assumption that severe.

The reason to size it carefully is that two of the three things that could go wrong are outside management’s control and one of them is
unquantified. The youth-safety litigation is the single largest concern in this report. More than 2,400 active federal cases, claims from
42 state attorneys general, two adverse jury findings already recorded, a first federal trial proceeding this summer, plaintiffs indicating
exposure in the high tens of billions - and, since the March 2026 Delaware ruling, no insurance. A company that has just moved into a
net debt position while running negative free cash flow has less capacity to absorb a large uninsured judgment than the same company
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would have had two years ago. Those two facts compound each other, and that compounding is what keeps the risk score at 5 and the
position size at 3-4%.

The second concern is the capital expenditure programme itself. This is not an objection to spending on artificial intelligence; the Q1
evidence that ad pricing rose 12% while impressions rose 19% suggests the models are already earning their keep inside the feed.
The objection is that the 2026 range has been revised upward twice, that repurchases have been suspended to fund it, that $27.29
billion has been borrowed over twelve months, and that Meta is the only one of the four large spenders with no third-party revenue
attached to its build. Alphabet has cloud backlog. Amazon has AWS. Microsoft has enterprise contracts. Meta has a promise that
better ranking will pay for 14 gigawatts. The reported Anthropic discussions and the Meta Compute plan are the correct answer to that
objection, and their signature would be the most important single development for this thesis - more important than any quarterly result.

Why now, and why at this valuation: because the de-rating has already occurred and the operating data has not deteriorated. Buying
after a multiple has compressed 20% while revenue accelerated is a better starting point than buying after both have moved together.
The stock is 18.9% below its 52-week high, has reclaimed its 200-day average in the past week, and sits in a $520-796 range that the
July print will likely resolve in one direction. The disciplined response to that setup is to own the position but to buy the second half of it
after 29 July - accepting that this may cost several percent if the result is good, in exchange for not being fully sized if a third capex
revision arrives.

What would invalidate the thesis: a third increase to 2026 capital expenditure without a matching revenue guide, price-per-ad growth
falling below impression growth for two consecutive quarters, an adverse litigation outcome above roughly $40 billion, or the shares
closing below $525. Any one of those would mean the market’s 8.8% growth assumption was the correct one and this analysis was
not.

Sources. Current price from Alpha Vantage (close, 17 July 2026). Financial statements, segment data, guidance and cash flow detail from the Meta Platforms Q1 2026
earnings release and Form 10-Q for the period ended 31 March 2026. Valuation ratios, ownership, short interest and consensus estimates from StockAnalysis and S&P
Global Market Intelligence as of 17-19 July 2026. Peer capital expenditure from 2026 industry surveys. Litigation and regulatory detail from court and European
Commission reporting. All technical indicators were computed from a 252-session daily price series using Wilder smoothing; computed values for the 50-day average,
200-day average and RSI reconcile to independent third-party figures.

Disclaimer. This document is analysis, not investment advice, and does not constitute a personal recommendation or take account of any individual’s circumstances.
The author is not a licensed investment adviser. Forward-looking estimates are uncertain and may prove materially wrong. Anyone acting on this material should
conduct independent verification and consider consulting a licensed professional.


