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Executive summary  

This thesis aims to estimate the fair equity value of Snap Inc. as of December 31st, 2017. Founded in 2011, Snap 

is a US camera company. The company’s flagship product, Snapchat, is an application allowing people to 

communicate through short videos and photos called “snaps”. As of December 2017, the application had 187 

million daily active users.  

 

The company serves two types of customers, (1) users and (2) advertisers. By developing features, Snap pursues 

to engage users to communicating through the platform. The engagement that follows attracts advertisers mainly 

in two ways. First by offering valuable Intel on targeted segments. Second, it offers the opportunity to spread 

information and interact with customers. Richer data and superior targeting capabilities as well as improved mobile 

infrastructure has made social media an effective channel for promotion. As a result, the market for advertisements 

on social media is expected to increase by 13.1% annually between 2016 and 2022 while the overall advertising 

market is expected to grow by 6% globally. Further, the network effect these platforms are built upon creates 

barrier to entry and as a result, there are a few platforms dominating the development. Overall, the outlook for the 

industry is largely positive.  

 

Supported by both secondary and primary data, through interviews and a questionnaire, the findings suggest that 

Snap has successfully managed to align their service with the preferences and needs of its targeted segment. 

Despite the network in itself is valuable for users, it is not sufficiently well positioned to outperform the peer 

average in terms of monetization. The lack of reciprocal communication between users and marketers as well as a 

more narrow brand exposure compared to Facebook makes the platform less attractive to the revenue-contributing 

group. Although, this paper suggest that Snap will improve its monetization and profitability, the concluding 

valuation suggest that the fair equity value is 27.8% below that of its reference date. Altogether, despite an overall 

optimistic view of the industry and the company, the traded valuation implies an over-confidence in the company’s 

future ability to generate value. Lastly, the paper recommend other authors to test conventional as well as network-

specific multiples, potentially using network-based companies beyond solely social media actors, to test if DAU 

is becoming a better determinant of traded values compared to traditional multiple metrics.  
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1.0 Introduction 

 
This paper pursues to derive the fair equity value of the social media platform Snap Inc. (henceforth Snap) at 

December 31st 2017, nine months past its IPO. By examining the intrinsic value of Snap this paper aims to gain 

new insight in the growing importance of (1) the development of modern advertising, and (2) financial 

considerations to capture network effects.   

 

Shifting in means of communication has facilitated the growth of digital advertising, whereby conventional 

promotion channel, e.g. TV and radio, are to a larger extent substituted by social medias that allows advertisers to 

access richer data to better customize messages to their targeted segments as well as allowing for reciprocal 

communication. Despite the attractiveness of the market, the number of leading firms remain few due to the 

network effect creating barriers to entry. The evolution of the incumbent firms, including Facebook, Twitter, 

LinkedIn, YouTube, Instagram, began through generating interest among users and expending the network, i.e. 

creating engagement, often at the expense of profitability. Eventually, the aim has been to monetize the 

engagement by allowing advertisers access to data on their customers as well as using these platforms to share 

promotion content.  

 

Despite the strong market position of incumbents, Snap managed to quickly gain strong engagement among 

younger demographics, with 39% compounded quarterly growth in number of users from 2013 to 2017  (Snap Inc. 

I, 2017). During this development, Snap managed to fend off similar versions launched by the incumbent firms as 

well as declining offers made and instead went public in March 2017.  The rapid growth triggered interest among 

investors and Snap was offered at the highest forward revenue multiple among its peers despite large losses. Since 

its offering up until December 31st 2017, Snap lost 40.3% of its market cap while NASDAQ’s composite index 

increased by 17.8%. The corresponding development the first 211 days of trading for Facebook and Twitter was -

32.7% and 17.8% while the NASDAQ increased by 16.8% and 18.9% respectively (Finance.yahoo.com, 2018; 

Finance.yahoo.com II, 2018). Interestingly, looking at the first four years of trading, the history is reversed for 

Twitter and Facebook. Facebook’s stock increased by 207.0% outperforming the market, while Twitter’s stock 

declined by -56.7% from first being traded compared to NASDAQ which increased by 71.7% (ibid). Overall, these 

stocks and the initial price set has had high volatility in connection to the offering, and the method to value these 

assets continues to be a challenge. To derive the fair value of Snap, this paper has examined Snaps competitive 

and financial position and collected primary data to gain insights on social media users behaviors. In addition, this 



 8 

paper tests an alternative valuation methodology to complement conventional valuation methods in pursuit of 

capturing the network effect.   

 

1.1 Research question formulation 

What is the estimated fair equity value of Snap as of December 31st 2017 using both conventional and practical 

industry-specific valuation methods? 

  

In order to reach a precise equity value of Snap, the following outlined sub-questions will be addressed: 

 

Figure 1: Sub-questions 

 

2.0 Methodology and study design 

In pursuit of assessing whether the market price of Snap is trading at fair value, the choice of methods whereby 

the inputs are derived from are of essence. The following section will present and evaluate the methodology applied 

in this paper.  

2.1 Study approach 

Referring to Saunders, Lewis and Thorhill (2016), two approaches can be applied when conducting research, 

namely inductive or deductive reasoning. The latter adopts a top-down approach as it starts from a general law 

towards a more specific case. This approach utilizes existing theoretical frameworks and models (i.e. literature 

review) that are assumed to measure and depict premises to derive at logical conclusions. The former, inductive 

reasoning, applies a bottom-up approach, meaning that it starts with observations and proposes theories towards 

the end. Additionally, an inductive approach is characterized by not using any theoretical starting point and it is 

not required to have any prior knowledge about the framework or the literature (Kovács and Spens, 2005). 
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This paper adopts a deductive research approach as it departures from general analysis of the dynamic industry 

towards a more narrowed examination to derive at logical explanations for the behavior of Snap. This seem 

reasonable given that the understanding of Snap is shaped by the choice of theoretical framework and valuation 

methods, including e.g. RBV framework and DCF analysis. Therefore, the overall analytical framework is 

conducted using a deductive reasoning. Accompanying deductive approach with quantitative research is often 

desirable when a large amount of data is available and when theories are well established within the research area 

and able to explain the topic being researched (Ang, 2014). Considering this thesis fulfills these premises, a 

deductive reasoning is deemed suitable. It allows for comparing research results with literature review when 

analyzing the main findings of the study and enables to give an understanding to what extent theory and new 

insight can support findings rather than only confirming or rejecting theory (Leedy and Ormrod, 2005). 

2.2 Time period & delimitations 

Snap has been a private company for most of its brief lifetime and there is limited availability of financial data. 

Hence, this paper will analyze the financial statements from 2015-2017. With 2015-2016 being the period 

presented in the prospectus filed prior to Snap’s IPO. 

2.3 Data collection 

The data used in this project is based on both primary and secondary sources. The secondary data is derived from 

multiple-sourced data (i.e. Thomson One, Bloomberg, Euromonitor International) and document secondary data 

(i.e. prospectus, analyst reports, press releases and quarterly reports, newspapers) to provide longitudinal and area-

based data (Bryman and Bell, 2012). To ensure validity and reliability, the method by which the multiple-sourced 

data was collected has been examined (Dale, Procter and Arber, 1988) and cross-checked across different sources. 

Moreover, to complement the secondary data, this thesis makes use of primary data through conducting (1) two 

semi-structured exploratory interviews and (2) through a survey. Each method being presented below.  

2.3.1 Semi-structured interview 

The first semi-structured explanatory interview was conducted with Karl Blomsterwall, an associate at the tech-

focused investment bank GP Bullhound (GP). The motive of the interview was to gain first-hand insights about 

valuation techniques for companies generating negative cash flow, and with values based on the ability of 

converting networks into positive margins. Being a first-tier tech bank, GP has deep knowledge and experience in 
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valuing start-up companies with negative cash flows but a strong user base, e.g. Spotify. Therefore, a representative 

from GP was selected in front of other candidates and sourced through a contact lead. The second semi-structured 

exploratory interview was held with a Patricia Winkel-Pedersen, Marketing Coordinator at Nestlé Nespresso. The 

purpose of the interview was to gain an understanding of what multinational corporations aim for when launching 

a campaign on social media and the importance of target segments in advertising on social media. The marketing 

coordinator was of interests due to her expertise in this subject and was likewise the first interviewee, sourced 

through a contact lead.  

 

The interviews were conducted using a semi-standardized structure, which is built upon a set of predetermined 

topics and questions (Berg and Lune, 2014). The direction of the interview is thus prearranged, but allows for 

flexibility as well as the ability to follow the conversation as it emerges over the course of the interview. This 

provides the interviewee with more room for reflections and freedom to develop the answers, which further enables 

the interviewer to gain an understanding of the interviewee’s perspective. Aligned with a semi-structured interview 

and to reduce the scope of biases, a combination of open-ended and closed-end questions were used. This further 

allowed for clarifying and confirming any ambiguity (ibid). The probing questions moreover helped us explore 

responses further of significance.  

 

The interview with Nespresso was conducted in physical meeting while the interview with GP Bullhound was 

conducted over the phone due to the geographical distance. The benefit of conducting an interview face-to-face is 

that it allows for observing body language and facial expression. The construction of the second interview is not 

necessarily a drawback, as some authors suggests that managers feel less constrained during virtual conversation 

(Easterby-Smith, Thorpe, and Jackson, 2015). To overcome biases and avoid data quality issues, the authors in 

line with Bryman and Bell (2012) considered the preparation and actual conduct of the interview. In the preparation 

phase, a thorough understanding was achieved by studying GP, Nespresso’s online marketing strategy, and the 

interviewees, as well as writing the literature review. This was particularly accomplished to allow for 

demonstrating credibility and to encourage the interviewees to provide more details on topics during the interview. 

Moreover, through the preparation phase, the interviewees were provided with a list of themes in advance to allow 

them for preparation. The interviews were audio-recorded with approval of each interviewee and notes were 

written along the way to ensure all answers were collected, as suggested by Bryman and Bell (2012). 
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2.3.2 Survey 

To collect descriptive data about the users of Snap, their attitudes, opinions, and behavior, a self-completed internet 

questionnaire was designed (Dillman, Smyth, and Christian, 2014). The purpose of the questionnaire was two-

folded. First, it pursued to contribute to the strategic analysis by 1) offering insight in users’ opinions on competing 

services, and 2) the service ability to launch new versions of their offering. Secondly, it aimed to offer insights in 

users’ attitudes toward add-content compared to competing services as to contribute to monetization rates and thus 

top-line forecasting.  

 

In order to ensure the quality of the data, much efforts were made in the preparation phase prior to formulating the 

questions. Studying literature, as well as Snap and its competitive landscape allowed for a better understanding of 

what data was needed and thus for more precise formulations (Ghauri and Grønhaug, 2010). Thereafter, a defined 

set of written questions with a choice of answers were accomplished, involving both long and short closed-ended 

questions, as well as quantification of statements with the intention to measure an interval level. i.e. a response 

scale (Sachdeva, 2009). Data obtained from the survey was summarized through descriptive statistics, i.e. 

percentage distribution.  A self-completed internet questionnaire was selected above other means, e.g. mail survey, 

physical hand-out, due its advantage of potentially reaching out to a larger sample group, as well as allowing 

respondents to complete their questionnaire at their own convenience (ibid).  

2.3.2.1 Sample group and size  

The population of interest was users of social media in the age of 13-30 to capture Snap’s currently younger user 

base and the slightly older demographics it aims to target as well. Considering the immense scope of social media 

users globally, it was not manageable to mount a sample across the entire population, which justifies for the 

employment of a non-probability sampling technique in this paper, despite the quantitative research design 

(Marshall, 1996). Hence, the chosen sample group was delimited to social media users, reachable within the 

authors’ networks and that is users in the age of 18-30. Moreover, among the different sampling approaches 

available within a non-probability sampling technique, a purposive or judgement sampling was used. Consistent 

with this method, the sample group was selected based on the author’s judgment that the results observed from 

this group were believed to contribute with valuable findings that will help answer the research question (ibid). 

More specifically, based on prior knowledge and evidence from previous research regarding social media, and 

hence Snap, the chosen subjects were believed to reflect Snap’s target segment and thus yield more rigorous data. 

The questionnaire was sent to 200 subjects, whereas the number of respondents were in total 79, which implies a 

response rate of 40%. The use of internet allowed for a larger and more geographically dispersed sample and to 
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minimize the risk of contamination of responses. The response distribution covered 13 countries, with Denmark 

and Sweden representing 47% and 35% of the responses respectively.  

 

Altogether, the questionnaire and the semi-structured interview complemented the secondary data as they together 

allowed for a comprehensive understanding of what Snap’s two key customers (i.e. user and advertisers) value in 

a social media and thus how well Snap provides value for them. Hence, the secondary data served as a reference 

base against the primary data, in terms of comparing validity and accuracy, the primary data thereby triggered new 

insight, with which secondary data was used to validate both in the strategic analysis and thereby influencing the 

forecast.  

2.4 Validity and Reliability 

The research was evaluated by carefully examining its validity and reliability. Validity refers to the overall 

trustworthiness of any data and the extent of which a test measures what is wished to be measured. It is ensured 

by gathering data that reflects or measures a specific phenomenon claimed (Sagor, 2000). Reliability regards the 

accuracy of the data, meaning a measurement that supplies consistent results (Blumberg, Cooper, and Schindler, 

2014). Considering validity and reliability, the former is more crucial; a research can only be reliable if it is valid, 

and a prerequisite to answer the research question is to ensure that it is being fulfilled. This thesis aimed to conduct 

a study that is both reliable and valid since this is optimal (ibid). 

  

To enhance validity throughout the paper, the nation of triangulation was adopted, a method that refers to using 

several sources for collecting data. A prerequisite is that data is collected during different time periods, from 

different places and with the involvement of different people. The reason being that it allows for obtaining richer 

data and help confirming results of a research (Wilson, 2014). This was accomplished as the research collected 

data through multiple sources that was first obtained over different periods and then compared. Secondary data 

from multiple- sourced data (i.e Bloomberg and Reuters) and documents were first obtained and thereafter, 

additional primary data in terms of interviews and questionnaire was gathered through selected groups. Data was 

therefore collected through a diverse set of sources that could be crosschecked. This further allowed to reduce the 

risk of intervening variables that otherwise could cause the data to become less trustful, which is one among many 

benefits of adopting triangulation (Sagor, 2000).  

  

The criteria of reliability were also taken into consideration. The majority of the collected data derives from 

established sources including Reuters, Euromonitor, Bloomberg and Nasdaq, as well as international academic 
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journals. The gathered data is therefore believed to be reliable. As primary data was collected with thorough 

preparation and a selected sample as explained in previous section, it pursued to ensure quality in the data 

collection technique. Moreover, considering the research was conducted by two researchers both participating in 

analyzing the findings and evaluating the accuracy, it was easier to detect potential biases and error; a prerequisite 

for achieving research consistency and reliability (ibid).  

2.5  Limitations 

The limited historical financial data confines the usefulness of the DuPont analysis to find concrete drivers for 

financial performance. Given the preference of some practitioners to use average invested capital, to yield an 

accurate ROIC (Petersen and Plenborg, 2012; Subramanyam and Wild, 2009), Snap’s lack of historical data only 

allowed for year on year assessment and solely for three years. Further, the short history of trading does not allow 

a regression analysis to derive beta. While, the limited number of public peers left a small peer group. A larger 

group would likely have allowed for more implicating valuation multiples and possible differences among 

different social media network types. Moreover, the forecast is based on findings in the strategic and financial 

analysis, forming the assumptions later being tested using both a top-down and bottom-up approach. Nevertheless, 

the assumptions made may include a certain degree of subjectivity.  

 

In the collection of the primary data, there may be further limitations. Although all interviews were recorded and 

responses thoroughly assessed post interview, it could be that the answers were interpreted to confirms believes 

held prior to conducting the interviews. The preparatory stage for the interviews, i.e. writing the literature review 

and researching the interviewees prior to conducting the interviews, allowed for encouraging the interviewees to 

provide more detailed account on topics under discussion but may also have caused confirmation biases. By 

acknowledging this risk and cross checking the findings among the authors, this paper pursued to mitigate this 

risk. The questionnaire was sent out to people between 18 and 30 years of age, but as the questionnaire did not 

include a question to define respondents’ age, the result does not show differences within the age-span asked. This 

could have contributed with richer insight as respondents’ attitude towards social media might diverge depending 

on their age. Hence, it would have improved the papers understanding of the competitive landscape as well as 

monetization opportunities. Moreover, the questionnaire was sent to 200 people with solely 79 respondents. The 

sample design is thus not large enough nor sufficiently geographically dispersed to offer comfort that the findings 

are representative for the full demographical segment targeted by Snap, i.e. the population, e.g. the sample did not 

include people younger than 18, despite representing a large part of Snap’s user. With the quantitative research 

design, the failing of employing a probability sampling technique (Marshall, 1996), instead using 
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judgement/purposive sampling is a limitation but necessary as there are no accessible lists to use in order to 

randomly reach members with an equal chance of selection globally. Although the findings cannot be generalized, 

the questionnaire gave the authors a comprehensive understanding of some members’ usage behavior within the 

target segment to thus offer indications valuable for the strategic and financial analysis and formulating 

hypotheses.  

3.0 Literature review 

The following section presents previous research regarding strategic and financial analysis. The literature review 

is divided into three sections, with one explaining how theories and models are used to assess the competitive 

landscape in any given industry, and how these frameworks have been modified and evolved over time. The next 

section provides an understanding of how practitioners have developed financial models to derive the fair value 

of a firm. The literature finalizes with other fields of research that focus on the notion of network effect, corporate 

governance, and platform economy, all deemed relevant for the following analysis. The purpose of this section is 

to provide a description of the theoretical concepts and how they are perceived in their field of study in order to 

give the reader an understanding of the choice of theoretical frameworks this thesis is built upon. 

3.1 Models and theoretical framework 

3.1.1 Strategic Analysis 

3.1.1.1 Macro environmental analysis 

According to academics and practitioners, the starting point when analyzing the competitive landscape in any 

given industry is the assessment of the macro environment. The theme of strategic planning originates in the early 

1960, when strategy was commonly interpreted as a model for managing interactions between a firm and its 

environment (Ansoff, 1965). The most commonly used model to assess the environment is referred to as the PEST-

framework. The model was originally developed by Francis Aguilar (1967) to evaluate how different factors and 

trends influence a company. The purpose of the tool is to frame the political (P), economic (E), social (S) and 

technological (T) factors that seek to identify structural divers for change, as well as to assess how they impact a 

given company and the markets in which it operates (Beretta and Zanoni, 2012). In the 1980s, a range of authors 

modified the model by including additional factors, such as environmental and legal (Fahey and Narayanan, 1986; 

Mecca and Morrison, 1988) to rename the model, i.e. PESTLE. Although there is no implied order or format, it is 
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widely agreed that PESTLE contains factors appropriate for all situations (e.g. Johnson, Scholes, and Whittington, 

2008; Sanderson and Luffman, 1988). Due to its common use within the field of strategic management and 

planning, the PESTLE model is perceived a robust tool for the starting point of strategic analysis (Ginter and 

Duncan, 1990). Thus, the model enables to understand to what extend macro conditions affect revenue growth of 

Snap and what risks in the current environment to be aware of and to consider in the forecast of future financial 

performance. 

3.1.1.2 Industry level analysis 

Academics and practitioners purpose several methods for assessing the industry environment. The most widely 

known model to identify key elements of the industry and analyze the competitive surroundings is that of Michael 

Porter’s Five Forces model (1980); a work that has shaped the thinking of a generation of managers and academics 

(Dobbs, 2014). According to Porter, the industry context in which a given firm operates is shaped by five forces, 

namely; 1) Threats of new entrants, 2) Threat of substitute products, 3) Supplier power, 4) Buyer power and 5) 

Rivalry among firms. These forces are assumed to shape the industry in which firms interact. The assumption is 

that all forces exert pressure on rivalry among existing direct competitors which in turn establish the rules for 

competition. In combination, the strength of these forces ultimately determines the potential for profit in the 

industry, and how economic value created by any service, product, technology, or competition characteristics, is 

distributed between companies in the industry, as well as between customers, suppliers, distributors, substitutes 

and new entrants (Porter, 2001).  

 

Due to the rapid growth of technological advancement, new research has suggested to augment the model by 

including internet as complement. That refers to a product, service or competency that brings value to the original 

offering when two are used in tandem (Slater & Olson, 2002). The implications of this is that complements should 

increase demand for the primary offering and thus enhance profit potential for the firm and the industry. The term 

“complementary” was coined by Brandenburger and Nalebuff (1996) based on several economics that were 

concerned with the impact of network effects. This occurs when the value or demand of a product increases along 

with complementary products and their availability (Slater and Olson, 2002). 

 

While some academics perceive internet as a complementary force, other practitioners criticized Porter, claiming 

that Internet renders all old rules about competition and strategy obsolete (Merchant, 2012; Conklin and Tapp, 

2000). They mean that Internet is a cannibal of the traditional way of competing as it tends to lower industry 

profitability with no operational advantages. In his work “Strategy and the Internet (2001), Porter replies to the 

criticism and argues that companies need to view Internet as an enabling technology that rather can be used in 
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almost any industry, as part of strategy. Only those that view the internet as a complement to the traditional way 

of competition, as opposed to a cannibalization force, will be able to establish a distinctive strategic positioning. 

Such competitive advantage does not require any firm to radically change its approach to competition, which other 

academics have claimed (e.g. Merchant, 2012; Conklin and Tapp, 2000; Karagiannopoulos, Georgopoulos and 

Nikolopoulos, 2005). They should instead build upon the proven principles of strategy and use the internet as a 

complement to the traditional manner of competing. Internet as a complement influence the strength of each force, 

for instance the bargaining power of customers could rise due to the availability of substitutes on the Internet. 

Simultaneously it is easier for companies to differentiate themselves and reach directly to customers. In addition, 

supplier might receive more bargaining power because of increased access to more customers and lower switching 

costs. Since Internet implies less need for sales force and increased access to channels, it makes it easier for new 

companies to enter the industry. Porter (2008) means that the influence of the internet on the forces above should 

in turn impact the rivalry among the firms in the industry to become fiercer while the overall efficiency of the 

industry increases. For this reason, it is crucial to view the internet as a complement rather than cannibalization 

(Porter, 2001). Although academics contributes with several methods for analyzing the industry environment, 

Porter’s five forces including the internet as a complement, is often selected ahead of other frameworks since it 

constitutes a robust framework for understanding the context in which a firm operates. Furthermore, it is of 

subsequent usage for valuation purposes as it supplies an understanding of the overall attractiveness of the industry 

and potential earning returns for a firm (Gandellini, Pezzi and Venanzi, 2012). 

  

To complement Porter’s Five Forces framework, Porter’s Generic Strategies (1980) of cost leadership, 

differentiation or focus is commonly used to provide a comprehension of the competitive landscape that applies 

to the industry of a company. The traditional assumption of the framework is that there are two distinct ways for 

a firm to compete; through low cost or differentiation. The former strategy allows a firm to set prices below the 

average competitor, which potentially may run a competitor out of business. The latter refers to offering products 

with unique attributes that the customer perceive to be value added and thus would pay a premium for. Being 

positioned somewhere in between would weaken a firm’s competitive advantage, referred to as being “stuck in 

the middle”. As opposed to both differentiation and cost leadership strategies which seek to achieve their objective 

industry-wide, the focus strategy aims at serving a target or segment. 

  

Despite the usefulness of the model, the generic strategies have provoked debate among strategists. Difference in 

the conceptualization of the focus strategy seem to be evident between the traditional school of Porter and the 

“opposing school”. As new digital strategies have proven successful, numerous researchers suggest a modification 

of the model to better reflect businesses in the digital landscape. Collins and Winrow (2010) review Porter’s 
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generic strategies in the light of this new competitive landscape. They further argue that an integrated strategy is 

both feasible and desirable, as opposed to Porter’s notion that being “stuck in the middle” would weaken a firm’s 

competitive advantage. An integrated strategy combines elements of cost leadership and differentiation. 

Furthermore, Kim, Nam and Stimpert (2004) suggests that the characteristics of the internet enables firms to serve 

broad markets and the strategy of focus is no longer as viable as in the traditional business context. It is therefore 

suggested to revise the notion of focus to the imperative integrated strategy to include the ability to enhance speed, 

customization and network growth. Due to the internet, adopting this strategy would therefore incorporate the 

features of cost leadership and differentiation, without being constrained to a segment (ibid). 

3.1.1.3 Internal level analysis 

Following the industry analysis, different models and frameworks can be applied to evaluate strengths and 

weaknesses at a company level. Aligned with Porter’s generic strategies, the concept of value chain analysis was 

introduced to help firms find, create or develop competitive advantages. As previously explained, Porter (1985) 

argues that a competitive advantage stems from either differentiation or through a cost leadership position. These 

advantages are derived from the activities within the company, on the prerequisite that they are performed better 

or differently than competitors, create a unique benefit or performed at a lower cost than that of competitors. This 

is assumed to be the source of competitive advantage and is only achieved through a value chain analysis that 

identifies each activity within the value chain. The value chain should therefore be split into two parts; primary 

value activities and support value activities. The former relates to those activities that concerns physical creation 

of the product, including logistics, operations, marketing and sales, as well as customer service. The latter regards 

those activities that assists in that process, such as procurement, technology, human resources and firm 

infrastructure (Huggins and Izushi, 2011). The main idea of this approach is to understand how the business 

compares to competitors, and to identify those activities that brings a cost advantage. Even through scholar have 

welcomed Porter’s work of value chain analysis, numerous have criticized the applicability of model. It was 

originally built upon a manufacturing business, which implies that several of the elements are not applicable to all 

types of businesses (ibid). 

  

The Resource Based View of the Firm (RBV) introduced by Barney (1991) is commonly applied to assess a 

company’s competitive advantage and has become one of the most influential frameworks for strategic analysis 

(Barney, Wright, and Ketchen, 2001). According to the RBV, a company’s degree of competitiveness derives from 

its resources and capabilities that are 1) valuable, 2) rare, 3) costly to imitate, and 4) not substitutable, originally 

referred to as VRIN (ibid). In 1995, Barney modified the model by introducing the VRIO framework to replace 

the criteria of non-substitutable with organization. He means that a firm must be organized in a way that allows it 
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to exploit its resources and capabilities to fully realize the criteria of valuable, rare and inimitable. The ability for 

such exploitation is in effect dependent on the organizational components of reporting structure, compensation 

policies as well as the management control systems (Barney, 1995). If a firm’s resource fulfills the valuable criteria 

but none other, it is classified as a competitive parity while if it further is rare it becomes a temporary advantage. 

A sustainable competitive advantage, however, only exists when all four criteria are fulfilled, also referred to as 

core competencies (Hitt, Ireland and Hoskisson, 2017). Sun and Tse (2009) further clarify that these are perceived 

as heterogeneous and are the most crucial sources for inter-firm profitability. The ability to develop and sustain a 

competitive advantage is largely dependent on the availability of these resources and how they are utilized (Peteraf, 

1993). Moreover, Barney (1991) notes that firm-level resources take time to develop and are related to path 

dependencies. Even though the RBV has imposed evident influence on the strategic literature, it has raised 

concerns among some strategy scholars. Bromiley and Rau (2016) criticize the suitability of the RBV on two 

grounds. First, a firm obtaining valuable resources that other firms cannot imitate imposes problem in measuring 

such a resource. This is since it becomes difficult to demonstrate the actual effect on firm performance and it 

causes challenges in measuring or comparing firms against each other that both have unique assets. Second, 

prescribing resources that other firms can readily implement as well would be problematic even though it might 

be necessary. The reason being that such resources could be imitated and hence they do not fulfill the criteria of 

achieving a sustained competitive advantage under the RBV. 

 

Nevertheless, the usage of the RBV have received a lot of attention due to its broad applicability and its 

implications for other disciplines, including industry analysis (Porter, 1980). Also, Petersen and Plenborg (2012) 

explains the strong linkage between the RBV and financial analysis. They mean that value creation is assumed to 

be the key goal of a company and value is created through the resources, which further becomes reflected in return 

on invested capital (ROIC). Key drivers of the company’s ROIC is its competitive advantage, which relies in the 

company’s available resources and their uniqueness. Resources are therefore critical components to outline when 

assessing any firm’s competitive advantage.  

  

Moreover, SWOT (referred to as strength, weaknesses, opportunities and threats) analysis introduced by Albert 

Humphrey’s SWOT in 1965 (Madsen, 2016), is a well-known model to gather and sum up relevant and 

determinant aspects of the findings from a strategic analysis. The advantage of the model is its simplicity as well 

as ability to capitalize on previous analytical segments, to finalize and present the strengths, weaknesses, 

opportunities and threats. With strengths and weaknesses relating to internal aspects while opportunity and threats 

to external factors. By considering these aspects, it is possible to formulate a strategy that considers vision and 

mission (Hitt et al., 2017). 
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3.1.2 Financial analysis 

It is well known within the economic literature that financial ratios are useful for performance evaluation. In order 

to derive at the best possible financial analysis, it is necessary to reformulate the financial statement. This allows 

for separating operating and financing activities since the former is crucial for value creation, whereas the latter 

shows how these activities are financed (Plenborg and Petersen, 2012). Financial ratios are often calculated based 

on the reformulated statement and academics means this is the foundation for fundamental valuation (ibid). 

3.1.2.1 DuPont 

The most widely used overall measure of financial performance is return on equity (ROE) along with return on 

net operating assets (RNOA), also referred to as return on invested capital (ROIC). This has been confirmed by 

many practitioners who state that ROE is an important ratio to consider for any investor. Since ROE represents 

the result of a structured financial ratio analysis referred to as an (advanced) DuPont analysis, it has gained lots of 

popularity among shareholder, financial managers and analysts (Stowe et al., 2002). By breaking down ROE into 

other well-known ratios, ROE can be analyzed further. Berk and DeMarzo (2017) state in their work, that instead 

of regarding ROE as the point of departure when measuring financial performance, it can be perceived as a 

structured financial ratio analysis that regards other components as well; firm profitability, asset efficiency and 

leverage. ROE can thus be improved through enhanced profitability, asset efficiency and financial leverage. By 

breaking ratios into its components, drivers of financial performance in the past are defined, both external and 

internal. The fundamental behind this analysis is that past drivers are likely to drive performance in the future as 

well, thus, by identifying these drivers, they can be incorporated in the forecast (Lundholm and Sloan, 2013). The 

DuPont framework is illustrated below.  

 

Figure 2: DuPont Framework 

 

Source: Compiled by the authors based on Lundholm and Sloan (2013) 
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Despite the appeal of ROE, and the linkage the latter provides between earnings and equity, it has received some 

critics. Academics perceive the ROE to be a short-term performance measure, and focusing too much on ROE 

may lead a firm to overlook long-term growth opportunities that could increase shareholder value (Copeland, 

2002). In addition, even though a company manages to improve its ROIC, it might simultaneously be earning a 

return that is below its WACC, ultimately causing value destruction (Petersen and Plenborg, 2012).  

3.1.3 Valuation 

Academics and practitioners use several methods in deriving the fair value of a firm depending on the maturity of 

the industry and the background of the practitioner. Methods can be divided into four broad categories: (1) asset-

based approaches, (2) income-based approaches, (3) relative valuation, and (4) real options (Damodaran, 2006; 

Petersen and Plenborg, 2012). The asset-based approach derives the value of a firm through analyzing and valuing 

the material and non-material elements of a firm’s property (Kiss, 2015). Despite proving useful in settings where 

future changes are difficult to predict, e.g. high inflation and economic crisis, this approach has to a larger extent 

been replaced by the other alternative methods (ibid). The last approach, real option, is commonly used in 

evaluating strategies and assets with characteristics similar to financial options, with the value being derived from 

an underlying asset (Damodaran, 2006). 

3.1.3.1 Income-based approach 

The income-based approach, e.g. a discounted cash flow model, instead arrives at the value of a firm through 

expected, future utilization of the asset element generating future cash flows. The principles of income-based 

valuation was developed by Irving Fisher (1907; 1930) who suggested alternative methods when confronted with 

multiple investment opportunities. Fisher’s (ibid) idea included among other criteria that an investor should choose 

the asset that (1) has the highest present value at the market interest, and (2) has the highest present value of the 

benefits compared to present value of costs. These concepts have been developed further and the current definition 

is that the discounted cash flow model tries to find the intrinsic value of an investment by looking at a firm’s 

fundamentals (Damodaran, 2006). 

  

Concerning capital structure, Modigliani and Miller (1958) developed a theorem suggesting that the value of an 

unlevered and levered firm should be the same based on the assumptions that there are no taxes and transaction 

cost and that individuals and corporations can borrow at the same rate. Further, the required rate of return on equity 

increases as the debt-to-equity increases. However, since one or more of these assumptions are violated, capital 

structure matters. The theorem was later updated and corrected for taxes, whereby the value of a levered firm is 
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the value of an unlevered firm in addition to the tax effect on debt and the cost of capital including tax effect 

(Modigliani and Miller, 1963). To account for the capital structure, there are four alternative versions of discounted 

cash flow models. First, the discount rate adjustment model uses a discount that reflects the cost of raising both 

debt and equity financing based on their proportional use (Petersen and Plenborg, 2012). Secondly, the equity DCF 

model adjust the expected cash flows for risk to arrive at the certainty equivalent cash flows, which are then 

discounted to present using a risk-free rate (Damodaran, 2006). Thirdly, the adjusted present value approach 

values an asset without the effects of debt and then adds the marginal value effects of debt on the calculated value 

(Koller, Goedhart and Wessels, 2010). Finally, the last approach values an asset as a function of the excess returns 

it is expected to generate (Damodaran, 2006). Given strict assumptions, all should theoretically yield identical firm 

value although empirical evidence suggests variations among approaches and thus causing ambiguity in the 

selection of method (Baruch, 1989).  

  

The discount rate in the discount rate adjustment model reflects the cost of raising debt and equity. The most 

widely used method to determine the cost of equity is through the Capital Asset Pricing Model (CAPM) (Sharpe, 

1964; Lintner, 1965; Black, 1972). The model assumes that equity risk depends on a share’s sensitivity to equity 

markets through the risk-free rate, systematic risk (beta), and the return on the market portfolio. To account for 

the systematic risk, the standard procedure to estimate the beta is to regress a stock’s return to market returns. 

Another method is through the “earnings beta approach” (Petersen and Plenborg, 2012). As a first step, the average 

beta of the group is calculated and used as a proxy for industry average levered beta. Thereafter, the beta is 

unlevered using the debt-to-equity ratio for the comparable companies, lastly beta is re-levered using the targeted 

firm’s debt/equity using the formula below: 

 

 

Source: Petersen & Plenborg (2012) 

3.1.3.2 Relative valuation 

Thirdly, relative valuation or multiples are the most employed method used in analysts’ reports due to its simplicity 

(Demirakos, Strong & Walker, 2004). A multiple is the ratio of a value variable to a particular driver (Kaplan and 

Ruback, 1995). The difficulty lies in identifying companies operating within the same industry, with similar 

outlook and economic characteristics, e.g. debt levels (Petersen and Plenborg, 2012). The relative valuation further 

relies on two assumptions. First, companies are assumed to have the same growth in future cash flows and similar 
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risk. Secondly, it assumes that the value of a company varies in direct proportion with changes in the performance 

measure. However, in practice, comparable companies are not perfect matches (Kaplan and Ruback, 1995). In 

selecting comparable companies, Koller et al. (2010) suggest compiling a list of firms based on the most narrowly 

defined industry classification and then further refine this list by controlling for profitability and growth 

opportunities. Arzac (2005) instead suggested a method, using valuation theory, whereby P/E multiples are 

adjusted for differences in leverage and growth thereby allowing for a larger peer group. Nevertheless, due to the 

difficulty in finding ideal peers, Koller and colleagues (2010) suggest relative valuations to complement and test 

the DCF analysis. In selecting what multiples to use, the authors claim that the advantage of using enterprise 

multiples (e.g. EV/EBIT) is that enterprise multiples unlike equity multiples are not dependent on the given 

company’s capital structure allowing for a more comprehensive stress test of the DCF analysis. 

3.1.4 Selected topics 

3.1.4.1 Corporate governance 

Much of the research in the corporate governance field discusses the principal-agent problem (e.g. Jensen and 

Meckling, 1976; Fama and Jensen, 1983; La Porta et al., 2000)). Jensen and Meckling (1976, p. 309) defines it as 

“the problem of inducing an “agent” to behave as if he were maximizing the “principal’s” welfare”. The problem 

can further be divided into three types. Type 1 agency problems are those conflicts arising between managers and 

owners while type 2 are those between minority and majority owners. Lastly, type 3 are those between the company 

and its stakeholders (Thomsen and Conyon, 2012). The second type, may lead to an entrenchment situation, where 

the controlling shareholders undertake action aiming to expropriate wealth from minority holders (Lim and Yen, 

2011). Within this field, focus has further been aimed towards situations where a majority owner also manage the 

company. Jensen and Meckling (1976) predicted that increased ownership held by management reduces the agency 

cost as the incentives of management become better aligned with shareholders. Nevertheless, other research 

discusses the risk of concentration of power, both ownership and managerial. Anderson, Duru and Reeb (2009), 

using an opacity index to rank the 2,000 largest industrial firms in the US, argued that founder and heir-controlled 

companies are significantly more opaque than diffuse shareholder firms. Moreover, the analysis indicated that 

these firms experiences a negative relation to performance compared to the most transparent (ibid). In contrast, 

Barontini and Caprio (2006), using data from 675 publicly traded corporations in Continental Europe, argued that 

valuation and operating performance are significantly higher for founder-controlled companies. Moreover, 

founder-controlled firms’ strategic decision and risk-taking behavior are highly influenced by owner-based social 

identity (Cannella, Jones and Withers, 2014). For tech companies, studies have found that founder-controlled 
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companies tend to underperform compared to non-controlled companies over time with exception of Facebook 

and Google (IRRC Institute, 2016).  

3.1.1.2 Network effect 

Most communication services are influenced by demand “externalities” in that the utility a user derives depends 

upon the number of users in the same “network” (e.g. Littlechild, 1975; Oren and Smith, 1981). Metcalfe’s law 

states that if there are n people in a network, the value of the network increases with the square of the number of 

users (Shapiro and Varian, 1998). To what extent firms/platforms can benefit from a network depends on user 

expectations. By developing a static model of oligopoly, Katz and Shapiro (1985) analyzed markets with 

externalities and found that these give rise to demand-side economies of scale, with output equilibrium varying 

with user expectations. If users expect one service to be dominant, consumers will move towards it, making it 

dominant. In line with this, the challenge for a company introducing a new but incompatible technology is to 

overcome the collective switching cost. This further works in a nonlinear way, i.e. convincing 10 people to switch 

to an incompatible network is more than ten times more difficult as getting one to switch (Shapiro and Varian, 

1998). Li (2010) suggested that the growth of online communities, i.e. network effect, may be attributed to the 

value of the information made available through them and more importantly the people contributing with 

information that all members benefits from. Moreover, the study examined factors influencing the willingness to 

contribute and found that effect of perceived value of contributing and likelihood of receiving a reward as well as 

an interest in the community to be significant predictors while community affinity was not (ibid). How 

stakeholders ought to benefit from third party networks, e.g. advertisers to benefit from networks, has been 

debated. Although some research suggest that it is more about executional phase of such stakeholder (e.g. Ashley 

and Tuten, 2015; De Vries and Carlson, 2014), Voorveld and collegaues (2018) recently suggested that for social 

media networks, the context (i.e. the platform) rather than the content is a key determinant of the outcome 

effectiveness for outside stakeholders using the network. In other words, the platform determines how the context 

is evaluated.  

 

In terms of how networks online are classified, Walmsley, Kuntarich and Gilbert (2017) suggested that social 

medias can be divided into three network buckets, namely “broadcast networks”, “communication network” and 

lastly “private social network”. Broadcast networks allow various people to consume broadcasted content, thereby 

only containing two types of nodes, broadcasters and consumers (Sandler et al., 2017). Broadcasters create and 

distribute content being viewed by consumers. Broadcasters in such networks hold clear incentives to provide 

engaging content to grow its userbase. Further, the loss of one user has a minimal effect on the network overall 

given their small contribution to content but if a broadcaster leaves, the value diminishes quickly (ibid). 
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Communication networks, on the other hand includes many nodes participating with Omni-directional sharing and 

consumptions of information. These networks homogenize each relationship (close personal friends as well as 

distant co-workers) as friendships, as people increasingly connect within the network, engagement reduces and 

broadcasters becomes more valuable for the network in creating and sharing engaging content (Walmsley et al., 

2017). Lastly, private social networks instead are built upon more deeply cultivated relationships thereby 

approximating real-world social dynamics more than broadcasting and communication networks (ibid). 

3.1.1.3 Platform economy 

In line with network effects and digital technologies, a recent topical area of study is platform economy (e.g. 

Srnicek, 2017; Kim, 2015; Gatautis, 2017; Zysman and Kenney, 2018). At the most general level, platforms offer 

basic digital infrastructure allowing people to interact (Srnicek, 2017). Companies capture consumers’ attention 

and build long lasting relationships through their ability to use a platform business model. A platform model 

includes three important characteristics, (1) two-sided market, (2) network effects, and lastly (3) ecosystem (Kim, 

2015; Gatautis, 2017). The first point regards platforms’ ability to act between different users and match value 

between them (Nocke, Peitz and Stahl, 2007), the second refers to that the value increases exponentially with the 

growth of users (Shapiro and Varian, 1998). Lastly, the ecosystem build economic communities and sustain them 

through coordination of value provisions (Moore, 1993). Operators of platforms not only gain access to data but 

control and set the rules (Srnicek, 2017). Altogether, the power assumed from controlling a platform resembles 

the power held by factory owners in the early industrial revolution (Zysman and Kenney, 2018). The challenge for 

operators lies in revising the rules to sustain interest from users (Srnicek, 2017). Gatautis (2017) suggests that the 

value and success of the platform depends on the level of satisfaction provided to three distinct groups of users, 

namely (1) Key partners, that is organizations involved in platform activities to extend value creation. (2) Peer 

producers, organizations contributing to platform activities with value offerings. Lastly, (3) Peer consumers, 

persons or organizations acting as end users deriving value from activities (ibid). Srnicek (2017) argues that 

advertising platform business, i.e. social media, are the most successful of the new platform businesses. This is 

since they extract information, undertake analysis, and use the resulting product to sell space to advertisers. 

Further, he argues that the value created for advertisers are two folded. First, it allows access to users to spread 

messages and second through data mining, get to know its customer better (ibid).  

3.3 Analytical framework  

Based on the deductive study approach this paper has opted, the existing literature analyzed above is considered 

in choosing the theoretical framework set out to derive a fair value of Snap. In the strategic section, drivers will 
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be assessed by analyzing the macro and micro level. The macro level by using a slightly modified PESTLE where 

Environment has been deemed irrelevant given the nature of the industry. The micro level is analyzed in two steps, 

both at an industry and internal level. On the industry level, Porter’s model of fives forces will be applied, whereas 

the fifth force of industry rivalry will be analyzed in combination with Porter’s generic strategies. On the internal, 

the Resource Based View (RBV) will be applied. At the industry- and internal level, network- and platform as 

well as corporate governance theories will be used to assess the robustness of the industry overall and to assess 

the quality of Snap in pursuit of deriving key performance indicators. The financial analysis will instead use the 

DuPont framework to estimate performance and the underlying drivers for changes in ROE. Altogether, findings 

from the strategic and financial analysis will assess Snap’s position to generate shareholder value and hence 

summarized in a SWOT analysis, contributing to the forecasting of Snap’s performance.   

 

With the forecast of the cash flows, this paper has chosen to use valuation methods acknowledged in existing 

literature i.e. a combination of relative- and DCF valuation but also complement these with those presented in the 

interview with Karl Blomsterwall (2018). In this thesis, the discount adjustment model is applied and the cash 

flows are estimates through calculating free cash flows. For the DCF analysis, the cost of equity will be calculated 

using the CAPM model and cost of capital through WACC thereby accounting for the effect of leverage through 

the cost of capital. The systematic risk is reflected through the calculation of a beta that is derived through the 

“earnings beta approach”. To forecast the cash flows, inputs from both the strategic- and financial analysis will be 

accounted for. A summary of the approach is illustrated in the figure below.  

 

Figure 3: Analytical framework 

 

Source: Compiled by authors 
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4.0 Snap 

The following section provides an overview of Snap, its product offering and user development, organization, as 

well as ownership structure. Lastly, an outline of key events since its inception is described and current strategy.  

  

Headquartered in Venice (California, USA), Snap is a camera company. The company’s flagship product, 

Snapchat, is a camera application allowing people to communicate through short videos and photos called “snaps”. 

The company offers three ways for its members to create snaps, in (1) the application, which is downloaded to 

your device (i.e. tablet or smartphone). (2) through the developed “spectacles”, sunglasses that create snaps, and 

lastly, (3) publishers’ tools that help create publishers’ stories (Reuter, 2018). 

  

Snap was founded in 2011 under the name Picaboo by two Stanford University fraternity brothers; Evan Spiegel 

and Robert Murphy but was later that year renamed to Snapchat. In May 2012, Snap raised USD 485 thousand in 

a seed round led by Lightspeed ventures. From February 2013 to May 2016, Snap continued to raise an additional 

USD 1.2 billion over 8 rounds, finally filing for an IPO (initial public offering) in November 2016. In March 2017, 

Snap officially went public and raised an additional USD 3.4 billion (Crunchbase, 2018). Since its inception, Snap 

has engaged in 14 acquisitions: (1) Addlive, (2) Vergence Labs, (3) Scan, (4) Looksery, (5) Bitstrips, (6) Obvious 

Engineering, (7) Vurb, (8) Flite, (9) Cimagine Media, (10) Ctrl Me Robotics, (11) Placed, (12) Zenly, (13) 

Strong.codes, and (14) Metamarkets (Crunchbase, 2018). Throughout, its members base has increased 

exponentially, from 1,000 daily active users in 2011, to 1 million in 2013, 50 million daily active users in 2014 to 

having more than 150 million users prior to its IPO in 2017. Meanwhile, numerous additional applications and 

services have been launched (Snap Inc. I, 2017).  

4.1 Product offering 

Snap’s core product is Snapchat, a camera application that allow people to communicate through images or short 

videos, referred to as Snaps. The company offers three ways for users to make Snaps, namely (1) through the 

Snapchat application, (2) Publishers tools which enables partners to create stories to reach a broad audience, and 

(3) through Spectacles which is a pair of sunglasses recording short videos (Snap Inc. I., 2017). The three main 

products with additional tools is outlined below: 
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Snapchat is the flagship product, a camera application that allows people communicate by sending and receiving 

short photos and videos, referred to as Snaps. The application also enables for sending short-term messages to 

other users. Creative snaps are created through the following features and tools:  

  

Camera: Snapchat opens directly into the phone’s camera, and once an image or video is viewed they are 

deleted by default. The application offers several creative tools when creating a snap, namely a) Lenses 

which is an interactive animation that overlays the users’ face or the surroundings, b) Geofilters, a filter 

applied after a video or photo is taken at a predefined time or location, and c) Bitmoji, Cartoons that look 

similar to the user, made in the Bitmoji application. 

  

Chat service: a service on the application that includes text-based chat, group chat, Bitmojis, stickers and, 

voice and video calls.  

  

Storytelling platform: a collection of snaps appearing in chronological order and deleted after 24 hours. 

There are three categories of stories, in which My story is for the individual user, Live Stories is for a 

community, and Publisher Stories is aimed to publisher partners.  

  

Memories: a feature that gives the users the option to save their snaps in their own personal collection. 

From Memories, the user can send snaps and create stories. 

  

Publisher tools is part of the Snap’s advertising business and offers partners to create build, edit and publish Snaps 

by using creative content tools (Snapchat Ads, 2017); 

  

Snap Ads is a short vertical full-screen videos to captivate a broader audience with information about the 

company, its products or services or to offer some interactive elements for increased traffic, such as visit 

a specific link. 

  

Sponsored Geofilters allow users to send Snaps from specific locations, for instance where your product 

is bought or consumed. 

  

Sponsored Lenses have a special facial recognition technology that allows users to apply a filter that is 

customized by the company or to offer some interactive elements for increased traffic, such as visit a 

specific link. 
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Snap Ad reporting and Filter reporting measures the reach and frequency of a campaign and the 

demographics of the people who views the advertisement in order to monitor and optimize a campaign 

(Snap Inc. 2017). 

 

Spectacles is a wearable camera in terms of sunglasses that allow to capture moments from the user’s perspective 

by recoding short videos by pressing a button. Through wireless connection to the user’s Snap account, the video 

can be shared with other users. 

4.2 User development and average revenue per user 

Development in daily active users, i.e. registered Snapchat users who opens the application once during a 

defined 24-hour period, per quarter and geographical segment is displayed below.  

 

Figure 4: Quarterly average daily active users (in million) 

 

Source: Compiled by authors based on Snap Inc. (2018) 

 

As seen, 43% of all DAU are located in North America, 32% in Europe and the remaining 25% in rest of the 

world. The mean quarterly growth is positive in all markets with “rest of the world” experiencing the largest 

growth. The monetization of users is measured using Average Revenue Per Users (ARPU), that is, quarterly 

revenue divided by the average DAU. Following is the ARPU globally:  

 



 29 

Figure 5: Quarterly average revenue per user (in USD) 

 

 Source: Compiled by authors based on Snap Inc. (2018) 

 

The ARPU for North America in the fourth quarter 2017 was 80% higher than global average, USD 2.75, USD 

0.66, and USD 0.56 for North America, Europe, and rest of the world respectively. The figure illustrates the 

scaling potential in other geographical segments (Snap Inc., 2018).  

4.3 Organization 

Snap’s organization has been modified through recruitments and changes in division of responsibilities toward a 

more traditional hierarchy setup since its inception as the company has developed from being a start-up to a global 

enterprise. The executive officers and the board of directors are displayed below. A more descriptive view of 

executive officers and members of the board can be found in Appendix I and 2, respectively. 

 

Figure 6: Key personnel 

 

Source: Compiled by authors based on Investor relations (2018) 
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Both co-founders are part of the executive team. Evan Spiegel pursued a major in product design at Stanford 

University when deciding to leave college and focus all his efforts on Snapchat. While Robert Murphy finished 

his Bachelor in Mathematical and Computational Science from Stanford University and was recruited by Evan 

Spiegel to code the snapchat app (ibid). Apart from the two founders, Imran Khan was in 2015 recruited from 

Credit Suisse where he served as Managing Director in the Investment Banking Division. Moreover, in their move 

towards developing hardware products, Steven Horowitz was recruited in January 2015. Prior to joining Snap, Mr. 

Horowitz served as senior Vice President of Software Engineering at Motorola Mobility (formerly a Google 

Company) from 2012 and had previously worked for Google, Microsoft and Apple (ibid). 

 

Figure 7: Board of Directors 

 

Source: Compiled by authors based on Investor relations (2018) 

 

The chairman of Snap, Mr. Lynton, has served on the Board of directors since April 2013 and became the Chairman 

in September 2016. Until January 2017, Mr. Lynton was the CEO of Sony Entertainment, and formerly served as 

Chairman and CEO of Sony Pictures Entertainment from 2004 to 2017 (ibid). In July 2016, A.G. Lafley joined 

the board with previous various positions within Procter & Gamble since 1977 where he served as its president, 

CEO and member of the board from June 2000 to June 2009 and again from May 2013 to June 2017 (ibid). 

4.4 Ownership structure 

Snap has three classes of shares, A, B, and C. Of all shares outstanding, Class A stands for 68%, Class B of 14% 

and C of 18%. The offering in the IPO consisted of Class A shares which carries no voting right. While at the IPO, 

the outstanding convertible preferred stock automatically converted into Class B shares and all Series FP preferred 
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stock converted into Class C shares. The class B and C shares respectively carry 1 and 10 votes per share. Given 

the substantial amount of Class C shares held by the two founders and the voting rights of them, Mr. Murphy and 

Mr. Spiegel effectively controlled approximately 88.5% of the of the voting right as of June 30th, 2017 (Snap Inc. 

I, 2017). The founders therefore have the ability to control the outcome of matter submitted to shareholders for 

approval, including the removal, replacement and election of directors as well as mergers and bids made on or 

from Snap. Strong founder control through dual classes of shares is common for tech IPOs including Google, 

Zynga, LinkedIn and Facebook with varying performance post-IPO (Picker, 2017). In addition, in October 2016, 

the company issued a dividend of one share of non-voting class A shares to all equity holders, allowing the co-

founders to liquidate these non-voting shares without losing their voting control (Snap Inc. I, 2017). 

  

Further, institutional ownership in Snap is considerably lower than that of its closest competitors. As of the 31st 

of December 2017, 26.5% of all shares outstanding are held by institutional owners in Snap while the respective 

figure for Alphabet (Google’s parent company, henceforth Google) is 70%, Facebook 71%, Twitter 50% (Twitter, 

Inc., 2018; Facebook, Inc., 2018; Alphabet, 2018). 

4.5 Major Historical Events 

The following section examines the historical development of Snap, by outlining major events in chronological 

order. These includes 1) funding and shares, 2) new product offerings 3) acquisitions. 

  

2011: Evan Spiegel and Bobby Murphy, two former students at Stanford University, create an image and video 

messaging application. The initial version of the application is launched and called Picaboo. Shortly after, the 

application is renamed to Snapchat. By April, Snapchat reaches its first 100.000 daily active users leading to rapid 

growth of the app (Snap Inc. I, 2017). 

  

2012: The venture capital company Lightspeed Ventures becomes the first company to invest in Snapchat, with 

an amount of USD 485.000 (Crunchbase, 2018). 

  

2013: Snapchat finalizes a USD 13.5 million Series A funding led by Benchmark Capital and Snapchat is 

announced the “Fastest Growing Startup” in 2012 as it reaches 1 million active users per day. In June, the company 

further raises USD 80 million in Series B funding led by Institutional Venture Partners and another US D50 million 

Series C round from Cotue Management in December (Crunchbase, 2018), valuing Snapchat at more than USD2 

billion (Snapchat Marketing, 2017). 
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Snapchat Inc. makes a significant update to its platform in October by adding the feature “Story”. It allows users 

to create longer narrative of snaps put together that are public to all followers for 24 hours after being posted (Snap 

Inc. I, 2017). 

  

2014: Snapchat turns down a USD 3 billion offer from Facebook’s CEO Mark Zuckerberg (Shinal, 2017). The 

feature of “Story” marks Snapchat’s first big shift into becoming a major social media platform by creating a 

unique content and language. The platform matures as a content destination with 50 million daily active users 

(Snap Inc. I, 2017). 

  

2015: Snapchat launches “Discover”. A feature that allows users to receive content alongside brand advertising 

provided by media companies. The number of daily video views grow to 10 million and daily active users is 

estimated to 100 million (Snap Inc. I, 2017). 

  

Alibaba Group Holding Ltd. and the Saudi Arabian investor Prince Alwaleed Bin Talal invest in Snapchat in a 

deal that values the company at USD 15 billion (Wong, 2015). 

  

2016: Snapchat rebrands itself from Snapchat Inc. to Snap Inc. and reveals “Spectacles”, sunglasses with an 

integrated camera that records 10 second videos connected to Snapchat 

  

2017: Snap makes an IPO with a share price of USD 17, valuing the company at USD 24 billion (Snap Inc. I, 

2017). 

4.6 Strategy 

Snap has generally been recognized as an application startup within social media. To broadening the scope of the 

company core activities, the company repositioned itself as a “camera company” and rebranded itself from 

Snapchat to Snap Inc. Snap reflects this through it mission statement, which states, “We believe that reinventing 

the camera represents our greatest opportunity to improve the way people live and communicate. Our products 

empower people to express themselves, live in the moment, learn about the work and have fun together” (Snap 

Inc. I, 2017, p.2). Prior to the repositioning, the company launched the high-tech sunglasses, Spectacles. The 

rebranding was a strategy to distance itself from the social media space towards an identity that goes beyond only 

one product and rather reflects the camera-tech identity. 
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The identity and core mission accounts for the strategy, which is to invest in product innovation to improve the 

camera platform, to further drive user engagement that can be monetized through mobile advertising. This is 

managed by positioning itself to take advantage of the expected growth in digital advertising by targeting smaller 

business and to enable them to buy and manage ad campaigns on Snapchat (Snap Inc. I, 2017). By enhancing ad 

product suit through development and refining of solutions that meet business objectives for all marketers, Snap 

pursues to offer ad products for all advertisers.  

 

The revenue generated from this is used to fund product innovation in order to further grow the business. The 

ability to succeed in any given market depends on two factors, namely mobile infrastructure and advertising market 

(ibid) 

  

Mobile infrastructure: The majority of end-users come from developed countries with well-developed mobile 

devices. These markets often have a lower bandwidth cost which implies communities in these countries are less 

expensive to serve but also of high importance. 

  

Advertising market size: All of Snap’s revenue is generated from advertising and therefore the company is very 

depended on the size of the advertising market of each particular country.  

  

By exploiting the opportunities above, Snap aims to exploit capital efficiency and monetization potential from 

partners, which enables them to generate cash flows that can be invested into product innovation for the future. 
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5.0 Strategic analysis 

With the overview of Snap’s governance, offering and strategy, the thesis proceeds with the strategic analysis 

following the presented figure in section 3.3. This analysis allows for the unfolding of non-financial aspects that 

is of importance to understand the internal and external factors affecting the future of Snap. These findings will, 

along with the financial analysis, be the foundation for which upon the forecast assumptions are built. In selected 

chapters, the results will be complemented with the main findings from the conducted interview and survey to 

allow for a more in-depth and valid analysis. As an initial step, key competitors and empirical findings from the 

survey are presented.  

5.1 Competitors 

5.1.1 Types of competing networks  

Based on Walmsley’s et al., (2017) division of social medias, the following figure illustrates an overview of 

competing networks and their key characteristics. 

 

Figure 8: Competing networks 

 

Source: Compiled by authors based on Walmsley et al. (2017) 

 

5.1.2 Overview of selected network competitors 

To better understand the nature of the competition, a short description including number of users, target segment, 

and market value follows. A summary is found at the end of this section. 
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5.1.2.1 Twitter 

Founded in 2006, Twitter is a microblog where users are able to write and share messages or posts of maximum 

280 characters. Average monthly active users, that is people logged on to the service, were 330 million for the 

three months ended December 31st, 2017, up from 320 million average monthly users in 2016 (Twitter, Inc., 

2018). 37% of those are between the ages 18 to 28 years while 25% are between 30-49 years (Omnicoreagency, 

2018). The company generated USD 2,440 million in revenue with a net loss of USD 108.1 million in 2017 

(Twitter, Inc., 2018). Twitter went public in November 2013, valuing the company at USD 14.2 billion (Pepitone, 

2013). As of 31st of December 2017, the market cap totaled USD 18.0 billion (Finance.yahoo.com, 2018). The 

largest accounts, in terms of number of followers, are Katy Perry with 108 million followed by Justin Bieber and 

Barack Obama with 105 and 100 million followers respectively (Mavadiya, 2018).  

5.1.2.2 YouTube 

Founded in 2005, YouTube is a platform for video-sharing where users are able to view, comment, share and 

upload videos. YouTube had 1.5 billion monthly users in 2017, defined as individuals of any age who watch a 

video, up from 1.35 billion in 2016. 66.3% of all millennials prefer YouTube to traditional TV (Omnicoreagency, 

2018). Google acquired the platform in 2006 for USD 1.65 billion and does not disclose any financials for 

YouTube (Sorkin, 2006). The largest accounts, in terms of number of followers, are PewDiePie with 60.4 million, 

followed by Germán Garmendia with 33 million subscribers (Lynch, 2018).  

5.1.2.2 LinkedIn 

Founded in 2002, LinkedIn is a business and employment oriented platform for professional connection, sharing 

of experiences, work opportunities, and general updates. LinkedIn has 500 million users of which 50% are active 

on a monthly basis. In 2011, LinkedIn went public with the IPO price valuing the company at USD 4.3 billion 

(Baldwin and Selyukh, 2011). However, the company was in 2016 delisted and acquired by Microsoft for USD 

26.2 billion (Microsoft, 2016). 

5.1.2.2 Facebook 

Founded in 2004, Facebook is a communication platform allowing its members to build communities online, 

discover and share information and pictures/videos. The company has five different platforms, namely Facebook, 

Instagram, Messenger, WhatsApp, and Oculus. Facebook had in total 2.1 billion monthly active users on the 

Facebook platform in the last quarter 2017, up from 1.2 billion in the last quarter 2016. 11% of all users resides in 

the US, 17% in Europe and 39% in Asia-Pacific (Facebook, Inc., 2018). Of all users in the US, 20% are aged 13-
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24 years and 43% are aged 25-44 years, the remaining share are held by older populations (Statista, 2018). The 

company generated USD 40.7 billion in revenue with a net income of USD 15.9 billion in 2017 (Facebook, Inc., 

2018). Facebook went public in May 2012, valuing the company at USD 81 billion (Pepitone, 2012). As of 

December 31st, the market cap totaled USD 510.8 billion (Finance.yahoo.com II, 2018). 

5.1.2.2 Instagram 

Founded in 2005, Instagram is a photo/video sharing platform where users are able to view, comment, share and 

upload photos/videos (Baer, 2015). Instagram had 800 million monthly active users in 2017, up from 700 million 

in 2016 (Statista, 2018). In January 2017, 17% of all teens stated that Instagram was the most important social 

media site, up from 12% in 2016 (Omnicoreagency, 2018). Facebook acquired the platform in 2012 for USD 1.0 

billion, and does not disclose any financials for Instagram (Facebook, Inc., 2018). The largest accounts, in terms 

of number of followers, are Selena Gomez with 132.5 million followed by Christiano Ronaldo with 119 million 

followers (Statista, 2018). 

 

Table 1: Overview of selected network competitors with key financials as of 2017 

 

Source: Compiled by authors based on company data (2018) 

5.1.3 Presentation of empirical findings from survey 

This section present the main findings from the conducted survey. As stated in section 2.3, the results from the 

questionnaire allows for valuable insight about users’ attitude towards Snap and competing services, as well their 

opinion about add-content. This contributes to the strategic analysis in which the results will be analyzed more in- 

depth, in terms of confirming or discarding findings on particularly micro-level, and to potentially provide new 

insight. The data was collected from 79 respondents, with a response distribution covering 13 countries, with 

Denmark and Sweden representing 47% and 35% of the responses respectively.  

Company Founded

No. monthly 

users Owners

Revenue     

(in USDm) Gross Margin EBITDA

Twitter 2006 330m Public 2,443           82% 863

YouTube 2005 1,500m Google

LinkedIn 2002 250m Microsoft

Facebook 2004 2,100m Public 47,000         0.9 27,000         

Instagram 2005 800m Facebook

Snap 2010 187m* Public 825 23% -720

*daily active instead of monthly
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5.1.3.1 Social media in general 

Among the five most common social media apps (WhatsApp, Instagram, Twitter, Facebook, Snapchat and 

LinkedIn), respondents currently tend to use Instagram, Facebook and Snapchat more frequently than other social 

media platforms. When looking at the usage sustainability, it is likely that respondents will use the respective 

platforms in three years. However, the level of certainty ranges significantly in which only Facebook, Instagram 

and LinkedIn are platforms users expect to utilize with certainty in the foreseeable future, while remarkably 48% 

and 61% believe their usage of Snapchat and Twitter respectively will stop in the coming three years. In regards 

to Snapchat, the platform currently seem to receive a lot of popularity but with intense competition from 

competitors.   

 

Figure 9: Usage distribution on selected social media apps 

 

Source: Compiled by authors (2018) 

 

The results depict that the company faces the risk of a declining user base in the coming years, but whether this is 

likely to occur is investigated in subsequent chapters.  

5.1.3.2 Engagement and competition  

As much as 72% of the respondents are active on Snapchat and among these, 39% opens the app 1-4 times a day 

but rarely take any pictures/videos to post on their stories. The results depict that users rather tend to watch friends’ 

stories (46%) or use the app’s chat service (25%). Even though users are active on the platform, their engagement 

is rather passive in terms sharing own content. One should note that 50% of the respondents use social media to 

1) expose their content and 2) interact as well as stay in contact with friends, while the other 50% do not agree 

with the above. Therefore, it is ambiguous for what purpose Snapchat is used, but considering data shows that 
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users post less today compared to six month ago, their main reason to remain on the platform is to stay in contact 

with friends rather than sharing own content. One can questioning whether the decrease in usage of Snapchat will 

results in a declining user base, as the findings shows that 19% of the respondents formerly used Snapchat and 

then stopped because they 1) lost interest in the app, 2) perceived it as time-consuming, or 3) switched to another 

service.  

 

The results do not explicitly convey the reason for the downward trend in usage, but interpretation of the findings 

allows for two possible explanations. First, 71% of the users updated to Snap’s latest platform; a new version that 

received a lot of criticism as elaborated on in the subsequent sections. Since the update, 52% uses the app less 

frequently. It cannot be concluded the decline is due to unsuccessful product development, but considering as 

much as 69% of the respondents find the new version more difficult to use, the declining user base is a consequence 

of dissatisfaction in the new platform.  

 

Figure 10: Attitudes towards redesign 

 

 Source: Compiled by authors (2018) 

 
 Figure 11: Usage of Snapchat since platform redesign 

 

Source: Compiled by authors (2018) 
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Second, results show that since the rollout of Instagram stories, the usage of Snapchat has decreased. More 

specifically, 51% of the respondents use Snapchat less while 43% use it about the same. Only 6% use it more. The 

interpretation is that Snapchat users have migrated to Instagram as the feature of stories largely fulfill the same 

purpose as on Snapchat. This is possibly also reflected in the number of pictures/videos posted on stories every 

day; 5% of the respondents post to Instagram stories 1-4 times per day while the respective number of posts on 

Snapchat accounted for less, namely 2%. Despite intensified rivalry, it seems like Snap is still in the forefront of 

offering disappearing messages privately. As observed, among the respondents who use both Snapchat and 

Instagram, 23% of the time spent on Snapchat is allocated to this function, referred to as creating Snaps, while 

52% never utilizes it on Instagram.  

 

Figure 12: Usage since launch of Instagram Stories 

 

 Source: Compiled by authors (2018) 

  

 Figure 13: Percentage of time spent 

 

Source: Compiled by authors (2018) 
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Altogether, the results suggest that the increased competition and unsuccessful innovation of the platform in whole 

has resulted in declined number of users, and it is found that 35% will stop using Snap in the future and 41% will 

decrease its usage within the three coming years. One the one hand, it is possible to project a declining trend in 

Snap’s user base. One the other hand, due to the widespread distribution of responses and with a majority 

representing Scandinavia, the data does not necessarily reflect the usage behavior in other markets, such as US. 

Thus, it cannot be concluded that number of users will decline in all markets. 

5.1.3.2 Monetization and Ad efficiency 

In regards to marketers, advertisement on Snapchat seldom leads to actual purchase; 98% never buys a product 

after seeing an ad, or found in a picture with sponsored lenses or filter. Ads are perceived irrelevant to the majority 

of the users and hence the low interests in watching them, reflecting the low purchase frequency.  

 

Figure 14: Usage of Snapchat sponsored lenses and filters 

 

Source: Compiled by authors (2018) 

 

Ad efficiency therefore seem to be low, but the findings also allow for a different interpretation. 38% of the 

Snapchat users apply sponsored lenses and filters occasionally, and looking for Geofilters to place on a picture or 

video is done frequently. This implies that brands effectively manage to expose their brand to a large user base, 

which allows for creating brand awareness even though purchase frequency is low. For this reason, ad efficiency 

seems to be high on Snapchat and given the scale and size of the platform, it might offer attractive value to 

advertisers, which provide monetization potential for Snap.  
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5.2 Macro 

The following sections analyze the macro level environment and drivers affecting Snap’s ability to operate through 

the PEST framework. The model frames the critical variables of political, economic, social, technological factors 

that seek to identify structural drivers of change and to what extent they affect the company and the market in 

which it operates (Beretta Zanoni, 2012). The macroeconomic analysis will diverge slightly from the original 

model with an extended version to include the additional category, legal factors but excluding the environmental 

factor, which is deemed excessive. Each factor will include perspectives for each geographical segment (i.e. North 

America, Europe and Rest of the World in accordance with Snap’s financial reporting).  

5.2.1 Political 

5.2.1.1 Globalization  

Before the arrival of digitalization, governments, multinational corporations and major financial institutions drove 

globalization. Emergence of digital platforms that are global in scope has caused a major shift to a digital form of 

globalization (McKinsey & Company, 2016). Cost of cross-border communication and transactions has become 

lower, and businesses are able to connect with suppliers and customers internationally. Moreover, individuals 

through the exploitation of platform economy today largely drive globalization. Meaning that people are able to 

join online networks and interact with people around the globe thereby driving further globalization. According to 

McKinsey & Company (2016) approximately 900 million people have international connections on social media 

platforms and it is estimated that 360 million people take part in cross-border e-commerce. Moreover, on an 

institutional level, more nations are advocating for a greater use of digital medias to inform their citizens, to better 

distribute information, to reach larger communities as well as to reduce costs (World Bank Group, 2016). To assess 

how well governments use digital channels as well as citizens’ readiness to communicate through digital channels, 

an index has been developed by the United Nations, namely the E-government index. The index is based on three 

dimensions (1) online service, (2) telecommunication infrastructure, and (3) human capital. The aim is to reach a 

high score and in 2016, the global average was 0.49. Europe, US and Asia scored high with 0.72, 0.52 and 0.51 

respectively, all showing a positive trends since 2014, which indicates positive attitudes toward digital channels 

as sources of information (Statista, 2018). 

5.2.1.2 Geopolitical risks and censorship  

Due to geopolitical factors, the major source of online content remains concentrated among a few countries 

(McKinsey & Company, 2016). The process that affect how Internet is managed (that is, collection of data, access, 
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consent and usage) is referred to as Internet governance and due to different attitudes toward freedom of 

expression, countries have adopted domestic policies covering issues with internet (Mueller, 2010). Research 

conducted by Freedom House (2017) shows an increase of government efforts to manipulate information on social 

media. Nearly 50% of 65 countries assessed showed signs of distortion or disinformation in online content. Even 

though access to foreign internet sites in the US and Europe is free, proliferation of fake news on social media 

have led to concerns among actors regarding the quality of public discourse, especially during election periods 

(United Nations, 2018). In 2017, The United Nations stated in a joint declaration (together with OSCE, 

Organization of American States and African Commission on Human and Peoples’ Rights Special Rapporteurs 

for Freedom of Expression) that sharing information based on ambiguous ideas such as false news should not be 

prohibited as it may risk to violate freedom of expression (ibid).  

 

Additionally, while Internet accessibility reflects the willingness of governments to allow their population to 

participate online, some regions have taken increasing government initiatives to restrict Internet access. Annually 

the Freedom House ranks government worldwide in terms of the severity of their Internet censorship based on 

examination of three broad categories; obstacles to access, limits on content, and violations of user rights. The 

following graph shows the number of censored topics by region in 2017.  

 

Figure 15: Number of censored topics by region, 2017 

 

Source: Compiled by authors based on Freedom House (2017) 

 

According to the Freedom House Index 2017, the majority of European countries as well as the US were rated a 
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(Statista, 2018). China maintains a strict censorship regime that bans access to foreign sites, search engines and 

social media i.e. Facebook, Snap, and Google (Pham and Riley, 2017). The Chinese government has imposed 

controls of information that is disseminated on the Internet by managing internet access, registration requirements 

and licensing (Imre et al., 2016). This has brought pressure on both domestic and international firms present in 

China as any online activities or content that is considered provocative, threatening the system or illegal could lead 

to criminal charges (Lagerkvist 2010).  

5.2.2 Legal  

5.2.2.1 Data privacy and GDPR 

The advancement of the Internet together with mobile phones has developed a fast-moving global digital 

communication environment. New technical development within information and communication technologies 

has posed significant challenges for protecting the right to privacy. Since 1980, numerous data protection laws 

have been introduced to safeguard personal data of individuals, but increasingly quick technology advancements 

have imposed challenges for global legislation and public policy (UNESCO, 2012). Due to privacy and security 

concerns, people tend to be more careful online in what they share and with whom. In 2018, Facebook 

commissioned an Inclusive Internet Index conducted by The Economist Intelligence unit to benchmark the national 

level of internet inclusion, for 86 countries, covering 91% of the world’s population. Noteworthy, approximately 

half of the respondents (46.3%) are reluctant to fully use the internet due to security concerns. Only, 11.7% believe 

their activities online are private and safe (The Economist Intelligence Unit, 2018). Another survey about digital 

awareness conducted by Statista (2018) aimed to estimate how concerns about online privacy changed compare to 

the previous year. The report included 24,225 respondents worldwide in the age of 16-64 years old. The report 

shows that that the share of global internet users that are concerned with online privacy is increasing, with 50% 

sharing a concern. While Europe, North America and APAC signify 50%, 53% and 59% respectively, the rest of 

the world represents are larger portion (60-64%) of users being concerned about privacy and security (Statista, 

2018). The following graph shows share by region.  
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Figure 16: Global opinion about privacy concern online, by region in 2017 

 

Source: Compiled by authors based on Statista (2018) 

 

Even though the reports present slightly different distribution of online concern, they illustrate the global 

cautiousness. Currently, there is no international framework for cybersecurity law but multilateral efforts are being 

made by governments and institutions to ensure safe use of the Internet (RSAC, 2016). In 2016, the European 

Parliament approved to replace the Data Protection Directives established in 1995 with new regulations, namely 

the EU General Data Protection Regulation (GDPR). The new regulations will be enforced across all EU member 

states in May 2018 and will regulate how individuals or organization processes personal data (European 

Commission, 2018). Based on the fundamental of privacy as a human right, GDPR is designed to harmonize data 

privacy across Europe, to protect all EU citizens’ data privacy, and to change organization's approach to data 

privacy (ibid). Even though the new directives only apply to the EU region, numerous organizations located outside 

the EU must comply with the GDPR standards if they operate within the EU as part of their service for data 

processors (Goddard, 2017). Violation of the regulation results in fines of approximately 4% of a company's annual 

global revenue or €20 million (RSAC, 2016). The act of complying with the new regulations falls upon 

corporations and organizations and entails that customers must be informed and aware of how personal data is 

stored and used when signing up for services and purchase of products. The adoption of the new data protection 

rules enforces brands to adopt a new approach from the former tendency of users filling out personal information 

and thereby “automatically” sharing that with the brand towards brands now obligating themselves to comply with 

“explicit consent”. That is, the user must provide active opt-in consent. Patricia Winkel-Pedersen, marketing 

coordinatior at Nestlé Nespresso, confirms that GDPR will likely affect all companies promoting through social 

medias. She, however, believes that it might be beneficial for advertisers as the targeted social media users are 

communicated in line with their data preferences (Winkel-Pedersen, 2018). In 2017, a survey was commissioned 

by Varonis Systems, Inc., conducted by VansonBourne to estimate the attitudes towards the implementation of 
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GDPR (VansonBourne, 2017). With 500 IT decision makers as respondents of organizations with more than 1,000 

employees in Germany, UK, France and the US, 43% surveyed decision makers believed the new policy to be 

beneficial for consumers but troublesome for organization. In addition, 85% of the respondents anticipate business 

drawback from the EU GDPR due to increased costs and complexity of ensuring compliance (ibid).  

 

To analyze the potential consequences of the restrictions imposed by GDPR, Deloitte conducted a study covering 

750 businesses in Germany, UK and France in 2013. The aim of the study was mainly to examine how the 

regulation impacts operations in four sectors of the European economy that make use of personal data, namely 

Direct Marketing, Online Behavioral Advertising (OBA), Web Analytics and Credit Information (Deloitte, 2013). 

Results show major obstacles for these businesses and expected loss of sales is assumed the largest among those 

firms that rely on channels for direct marketing (ibid). In regard to firms generating revenue by exploiting OBA, 

e.g. Facebook, Google, Yahoo and Snap., the results indicate that only a small minority of consumers will actively 

provide consent required to receive customized ads. The regulation of GDP could therefore hamper the ability of 

firms to target consumers through OBA by approximately 85%, which is one of the key values provided to 

advertisers (ibid). In contrast, Nespresso believes that advertising and targeting through OBA will be more 

transparent for their users as they are aware of how their data is used, and whether GDPR imposes a risk to not 

reach out to as many users cannot be concluded (Winkel-Pedersen, 2018). 

5.2.2.2 Cybersecurity law 

According to the Global Cybersecurity Index conducted by the International Telecommunication Union 2017, 

commitment to cybersecurity has improved in various regions and countries. Covering 193 countries in the index, 

the level of commitment has been the largest within Europe, the US, Russia and APAC. The table below show the 

most committed countries by 2017.  

 

Table 2: Ten most committed countries to cybersecurity according to Global    Security Index 2017 

 

 Source: Compiled by authors based on ITU (2017) 

Country GCI Score

Singapore 0.92

United Stated 0.91

Malaysia 0.89

Oman 0.87

Estonia 0.84

Mauritius 0.82

Australia 0.82

Georgia 0.81

France 0.81
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Development of cybersecurity is unequally distributed depending on the performing pillars in the country, 

including regulatory and economical. In 2016, the National People’s Congress (NPC) in China adopted the 

Cybersecurity Law (CSL). The new regulations came into effect in 2017 with the purpose to increase protection 

of personal information and individual privacy, as well as to place greater demands on protection of key 

information infrastructure (KPMG, 2017). The CSL imposes obligations and duties to Critical Infrastructure (CII) 

and network operators, referring to telecommunication networks, internet information service providers, and key 

information systems (Kennedy and Zhang, 2017). This imposes challenges for foreign corporations operating in 

China that normally need to transfer data outside China since the new regulations impose restrictions to transfer 

personal information and business data overseas (KPMG, 2017). Numerous foreign companies, including Uber, 

Evernote, LinkedIn, Apple and Airbnb have already started to comply with the act of storing data on Chinese users 

within China (Freedom House, 2017).  

5.2.2.3 Copyright laws 

Currently, copyright is regulated at an international level mainly through the Berne Convention, the Universal 

Copyright Convention as well as through approximately 24 other treaties administered by the World Intellectual 

Property Organization (WIPO), an organization created with support from the United Nations in 1967 (European 

Parliament, 2015). The agreement on Trade Related Aspects of Intellectual Property Rights (TRIPS) is today the 

most comprehensive treaty on intellectual property rights shared between 164 member states, covering issues 

including copyright, industrial design, trademarks etc. (WTO, 2018). As of 2017, the United States was ranked as 

the leading country among 30 nations on the International Intellectual Property Index for best IP environment with 

a score of 32.6 points, followed by UK, Germany, Japan and Sweden with a score of 32.4, 32.9, 31.3 and 31 

respectively (Statista, 2018). Even though TRIPS has contributed for global fundamental principles on copyright, 

there are still significant variations on IP regulatory reforms in many third countries (WIPO, 2017). In 2014, the 

European Commission conducted its bi-annual survey on protection and enforcement of IP rights outside Europe 

(European Commission, 2015). Although national initiatives have been taken to strengthen IP rights both on 

operational and legislative level, the report concluded that concern still exists, especially within China, Argentina, 

India, Russia and Turkey. Each rated between 8-16 points on the International Intellectual Property Index in 2017, 

implying that concerns for IP rights are more prevalent in these countries.  

 

Moreover, the emergence of digitalization has imposed challenges on applicable treaty standards and the most 

evident difficulty for legislators is to guarantee adequate copyright protection in the digital environment (ibid). 

The most evident being the idea-expression dichotomy principle, defined as a copyright protection that extends 
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not to an idea of one’s work but only to the expression of the idea in one’s work (Ang, 1994), and its application 

in software products and services has posed challenges in the context of IP protection (Shemtov, 2017). Due to the 

difficulties in distinguishing the idea and expression, it has left space for maneuvers among actors in copyright 

disputes, which consequently has allowed for more “permissible” replications of others work (Ismanjanov, 2017).  

5.2.3 Economical factors  

5.2.3.1 Gross Domestic Product growth  

The “Principle of Relative Constancy” formulated by McCombs (1972), stipulates that a fixed proportion of gross 

economic revenues or disposable income is spent on media. Later findings have both supported and criticized this 

notion and further suggested that the economic effect on advertising expenditure differs between types of medias 

and regions (Van der Wurff, Bakker and Picard, 2008). Nevertheless, economic growth is an important indicator 

of the level of consumption by households and the level of spending by advertisers (McKinsey & Company, 2016).  

 

The global economy has stabilized since the global financial crisis, reporting 2.8%, 2.4%, and 3.0% global real 

GDP growth dollars in 2015, 2016 and 2017 respectively (World Bank Group, 2018). Going forward, global real 

GDP is expected to grow with 3% the following next three years. Up until 2050, the growth of the global economy 

is forecasted to 2.5% (PWC, 2016). In advanced economies (i.e. United States, Euro Area, and Japan), economic 

growth gained significant momentum in 2017, supported by recovery in exports and capital spending. The recovery 

was in the Euro area markedly stronger than expected. Nevertheless, decreased economic slack and less 

accommodative monetary policies in the Euro area are expected to gradually moderate growth toward lower 

growth rates in 2018-2020. In the United States, GDP growth is expected to 2.2% annually on average while 1.8% 

growth is projected in the Euro Area (ibid). The contribution to economic growth globally from the seven largest 

emerging markets (i.e. Brazil, China, India, Indonesia, Mexico, Russia and Turkey) has increased substantially the 

last couple of decades. These countries accounted for 24% of global economic output from 2010-2016 (Kose, 

2017). Moreover, they stand for an even larger share of the global economic expansion. In 2016, these seven 

emerging economies represented 1 percentage point of the total 2.4% growth of the global economy. Going 

forward, these economies are expected to continue to drive growth and show a 5.1% growth in 2018 while G7 (the 

seven largest advanced economies) is expected to expand at 1.7% (ibid).  

5.2.3.2 Advertising spend 

From 2010 to 2015, the global advertising market increased from US 360 billion to US 451 billion, representing a 

compounded annual growth rate of 4.7%. From 2016 to 2020, the advertising market is expected to continue to 
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grow with an annual growth rate of 5.9% to US 602 billion by 2020, mainly driven by emerging markets 

(McKinsey & Company, 2016).  

Figure 17: Global social media advertising (USD billion) 

 

Source: Compiled by authors based on Statista (2018) 

 

A key reason for the growth is the increased share of digital advertising which is expected to become the largest 

single channel (45%) for advertising spend in 2020 (McKinsey & Company, 2016). Digital, is in itself driven by 

engagement and reach (ibid). With increased penetration of internet and smartphone usage or mobile infrastructure 

(as discussed in the Technological section below) digital medias has proven effective in achieving these criteria. 

Within digital advertising, social media advertising is gaining traction. In a market report from Statista (2018) 

covering 50 countries and 78% of global internet population, the social media advertising market is expected to 

increase from representing 7.6% of total advertising expenditures in 2016 to 10.8% of all in 2020. Moreover, as 

can be seen in figure 17, social media advertising via phones stood for 77.5% of all social media advertising in 

2016 and is expected to increase to 88.4% of all social media advertising in 2020. As a result, given the expected 

economic growth in emerging markets and the correlation between growth and internet access as well as smart 

device penetration, there are strong fundamentals for future growth in developing regions. 

5.2.4 Social 

In a survey, using 1,261 internet users from five cities around the globe, Cho, Rivera-Sánchez and Lim (2009) 

showed that individual differences (gender, age, experience) as well as nationality and national culture 

significantly influence users’ privacy concern and thereby willingness to share information online. To better 

understand national and cultural differences, this part-section will discuss age and gender. 
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5.2.4.1 Age  

In the United States, age has the largest impact in determining if a person has joined a social media (Business 

Insider, 2018). European countries follow a similar pattern, e.g. in Sweden around 90% of all people between 12-

35 uses social networks while the figure drops to 82%, 69%, and 48% for people aged 36-45 years, 46-55 years, 

and 56-65 years respectively (Statista, 2018). In 2014, the distribution of users in Asia Pacific was even more 

skewed towards younger people, around 30% of people aged 15-24 years uses internet while it drops to 21% and 

11% for people aged 35-44 years and 45-54 years (ibid). Overall, young people are more likely to be online 

worldwide. Around 70% of people globally aged 15-24 are online while the figure is much lower for older people 

(International Telecommunication Union, 2017). Further, the technological readiness develops much quicker 

among younger audiences. An annual study from Ofcom on British consumers claims that the average six-year-

old child has better digital technological knowledge than a 45-year-old adult does (Garside, 2014). The following 

graph shows the proportion of selected age groups in different regions and as displayed, the largest proportion of 

young people of the total population are in developing regions.  

 

 Figure 18: Proportion of selected age groups in 2017, by region 

 

  Source: Compiled by authors based on Statista (2018) 

 

There are further age differences in how one communicates online. A survey on US teens conducted by Pew 

Research Center’s Internet & American Life Project (Madden et al., 2018), showed that older teens are more likely 

to share more than younger teens. 94% of older teens frequently share photos of themselves compared with 82% 

of younger teens. Older teens also tend to have larger networks online than younger teens (ibid). The difference in 

interest for sharing among younger and older teens relates to attitudes towards privacy. Younger audiences are 

aware of the fact that what is shared on a media platform like Facebook stays forever, and therefore tend to prefer 

to share messages that eventually are removed (Colao, 2018). 
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5.2.4.2 Gender 

Gender has the smallest impact on usage in South and North America while it has a more significant effect in all 

other parts (as seen in Figure 19). On a global level, The Economist Intelligence Unit (EUI) index in 2018, showed 

that men are 33.5% more likely to have internet access than women overall (The Economist Intelligence Unit, 

2018). The gap further appears to have grown significantly in Africa over the last five years (ibid).  

 

Figure 19: Internet usage rates by region and gender in 2017 

 

Source: Compiled by authors based on Statista (2018) 

 

There are further gender differences in how one communicates online. Wang, Burke and Kraut (2013) found that 

men tend to discuss more general topics (e.g. sport and politics) while women share more personal issues. Further, 

although men receive fewer comments on updates than women, “masculine” or general topics tend to generate a 

larger activism among users, especially if shared by women (ibid). 

5.2.5 Technological: 

This part-section pursues to diagnose the infrastructural conditions, ultimately driving the potential growth of users 

and technological awareness in the market. In particular, internet penetration, average connection speed, and lastly 

smartphone/tablet penetration is investigated. 

5.2.5.1 Internet penetration  

The Economist Intelligence Unit (EUI) index on internet inclusions based on four categories: Affordability (i.e. 

Cost of access), Availability (i.e. quality and breadth), Readiness (i.e. capacity to access) and Relevance (i.e. local 

language content) claims that internet access is increasing as well as the overall quality of services (The Economist 

Intelligence Unit, 2018). Moreover, the cost of connectivity is falling in low-income countries where the average 
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cost of 500MB mobile broadband decreased by 17.3% (ibid). Nevertheless, internet penetration differs widely 

among countries and is highly connected to overall wealth. The correlation between per capita income and internet 

access is estimated at 0.87 (Poushter, 2015). The following table displays differences in internet penetrations rates 

both historically and going forward. 

 

Table 3: Penetration rate by region 

 

Source: Compiled by authors based on Statista (2018) 

 

Africa and Middle East is excluded due to lack of data. As can be seen in the table above, penetrations levels are 

still far below in emerging regions compared to the developed ones. Nevertheless, due to much larger populations 

in emerging regions, in December 2017, almost 50% of all internet users resided in Asia (Internetworldstats.com, 

2018). As observed in the CAGR’s, all emerging regions are experiencing a higher growth than that in developed 

parts although from lower initial penetration levels. Altogether illustrating the potential in emerging economies.  

5.2.5.2 Average connection speed  

The overall connectivity speed naturally follows a similar pattern as internet penetration. More developed regions 

have a much higher connection speed but much of the growth in connection speed is taking place in emerging 

markets as the infrastructure improves. Altogether, the mobile internet gap is shrinking between rich and poor with 

the significant growth in 4G networking in low-income regions in 2017 (The Economist Intelligence Unit, 2018). 

Measured as average speed in Kbits/s, the following table illustrates the differences seen among regions 

historically and going forward.  

Region 2015 2016 2017 2018e 2019e 2020e 2021e

CAGR 

(2015-21)

North America 83.4 83.6 83.8 83.9 84.0 84.2 84.3 0.2%

Europe 69.8 70.6 71.3 71.9 72.5 73.0 73.5 0.9%

Latin America 52.6 53.9 55.2 56.3 57.3 58.3 59.2 2.0%

Asia 46.4 48.8 50.7 52.4 54.1 55.7 57.7 3.7%

World 53.1 55.0 56.6 57.9 59.2 60.5 62.1 2.6%
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Table 4: Average speed in Kbits/second by region 

 

Source: Compiled by authors based on Statista (2018) 

 

Important to note, Open Signal’s (2017) report, which covers 87 countries, showed that four out of the 13 top 

performers in speed are located in Asia/Oceania, eight in Europe and lastly Canada. This illustrates the large 

differences within regions.  

5.2.5.3 Tablet penetration levels  

Another requisite technical factor developed by social medias in order to offer the services, is the penetration levels 

of devices to connect with. The following table shows the percentage of people using a tablet on a monthly basis 

historically and going forward across regions.  

 

Table 5: Tablet usage in percentage by region 

 

Source: Compiled by authors based on Statista (2018) 

 

Another device necessary to use these services are mobile phones. In line with access and speed, the availability 

to devices compatible to participate online is much related to economic wealth overall. The correlation between 

per capita income and smartphone is estimated at 0.84 (Poushter, 2015). The following table shows the percentage 

of populations using a smartphone once a month.  

Region 2015 2016 2017 2018e 2019e 2020e 2021e

CAGR 

(2015-21)

North America 11.0 12.9 14.4 15.7 16.7 17.5 18.1 8.7%

Europe 12.5 14.2 14.8 15.3 15.8 16.3 16.8 5.0%

Latin America 4.8 6.3 6.8 7.2 7.6 7.8 7.9 8.8%

Asia 4.3 5.0 5.7 6.3 6.9 7.5 8.0 10.9%

World 6.7 8.2 8.9 9.5 9.9 10.3 10.6 7.9%

Region 2015 2016 2017 2018e 2019e 2020e 2021e

CAGR 

(2015-21)

North America 49.3 51.9 54.2 56.1 57.7 59.0 60.0 3.3%

Europe 34.2 38.0 41.1 43.6 45.6 47.2 48.4 6.0%

Latin America 15.5 18.2 20.4 22.3 23.7 24.8 25.6 8.7%

Asia 15.2 17.3 19.1 20.6 21.9 22.8 23.5 7.5%

World 20.4 22.8 24.9 26.7 28.0 29.1 29.8 6.5%
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Table 6: Smartphone usage in percentage by region 

 

Source: Compiled by authors based on Statista (2018) 

 

Access and ownership of smartphones have dramatically increased in many countries since 2013, e.g. a 42% 

increase in Turkey, 34% in Malaysia and 26% in Brazil (Poushter, 2015). 

5.3 Industry 

On the industry-level, Porter’s Five Forces (1980) is applied to identify key elements of the industry and analyze 

competitive surroundings. It provides an understanding of the overall attractiveness of the industry and potential 

earning returns (Gandellini et al., 2012). Porter’s five forces has been selected ahead of other frameworks since it 

constitutes a robust framework for comprehending the context in which Snap operates and is of subsequent usage 

in the valuation chapters. The last sub-section assesses the industry rivalry, accompanied with Porter’s Generic 

Strategies (1980), with the purpose to provide a comprehension of the competitive landscape, as well as positioning 

and advantages of Snap and competitors. The model departures from the traditional strategies of differentiation 

and cost leadership, whereas an integrated strategy is taken into account as opposed to the traditional strategy of 

focus.  

5.3.1 Buyer power  

 
Derived from the literature review, the strength of buyers’ bargaining power is determined by the concentration of 

buyers in relation to the “seller”, the switching cost of going from one product to another, price sensitivity, and 

the number of substitutes in the industry. The most significant customers in the industry in which Snap operates 

are advertisers and users. The reason being that current social media platforms in the industry are highly depending 

on user growth for increased company value and for Snap, the primary source for revenue is through advertising 

Region 2015 2016 2017 2018e 2019e 2020e 2021e

CAGR 

(2015-21)

North America 59.3 64.3 68.6 72.1 74.9 77.2 78.9 4.9%

Europe 50.5 55.6 60.0 63.5 66.2 68.3 69.8 5.5%

Latin America 30.7 35.1 39.1 42.6 45.4 47.8 49.6 8.3%

Asia 29.5 32.7 35.6 38.1 40.3 42.2 43.7 6.8%

World 35.0 38.7 42.0 44.9 47.2 49.2 50.8 6.4%
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(Snap Inc., 2018). By investigating the most evident factors in the contextual setting, one can estimate the buyer 

power in the industry in which Snap operates and how it has evolved over time. 

  

There are large opportunities for marketers of using social network. Newsfeed where content and shared 

information is shown by relevance to the target allows for great exposure and interaction. The attractiveness of 

using such platforms for marketers is the main advantage point for social media advertising (Stelzner, 2016). From 

2013 to 2017, the social media advertising spending as a share of digital advertising expenditure globally increased 

from 23.2% to 34.5% (Statista, 2018). Even though there are only a few major players providing social media 

advertising, the market size of global social media advertising is approximately USD 43.8 billion (Statista, 2018). 

The bargaining power of customers have to some extent been limited; online advertisers have been willing to pay 

more in order to reach large audiences. Findings from the interview conducted with Nespresso confirms that a 

general price increase in advertisement on digital platforms has been evident, especially since Facebook changed 

its algorithm (Winkel-Pedersen, 2018). This is supported by research, showing that Facebook particularity started 

to increase ad pricing significantly in 2014 (Forbes contributors, 2017) and since 2015 the average price on digital 

advertising has increased with 12% (Fahey, 2017). Winkel-Pedersen (2018) further states that even through 

increased prices can be observed when looking at historical data, it has not impacted the company negatively due 

to the ability to adjust their ads accordingly and in comparison with other marketing channels, it was found that 

social media and particularly Facebook is perceived as quite cheap. Moreover, the spread on the network by 

members further increases the ROI from a marketing point of view. Moreover, the increased competition between 

social media platform has resulted in the ability for advertisers to demand higher quality of advertising services, 

especially in terms of brand safety. The interviewee from Nespresso claimed that some platforms e.g. YouTube 

cannot guarantee companies a brand safe environment, i.e. ensuring that advertisement is not run in a content that 

may harm the brand. As a result, more social media companies have developed their services to ensure that 

channels are performing as demanded. In addition to this, it was stated that “Nestlé are spending a lot of 

advertisement money with for example Facebook or Google, and I see that brands are also available to push these 

companies because we have a lot of purchasing power” (Winkel-Pedersen 2018, 25.18). Hence, advertisers are 

able to exert pressure on social media firms to improve their products, which implies that marketers are perceived 

with some bargaining power.  

  

Between November 2017 and January 2018, approximately 400 brand capitalized on Snap’s advertising platform, 

placing video ads on Snap’s Discovery Channels, among them being The Washington Post, MTV, Apple Music, 

IBM and IKEA. Associating Snapchat with a young audience, makes Snap an appealing channel for companies 

within Media and Entertainment, Technology, and Retail, representing 48%, 13% and 12% respectively of Snap’s 
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advertising concentration (MediaRadar, 2018). Unlike other social networks, Snapchat has proven to be 

differentiated through its valuable targeting of millennials and generation Z consumers (CommScope, 2017). The 

younger demographics (aged 18 to 24) stand out in their social media behavior compared to other generations. 

They spend significantly more time in applications for content consumption due to preferences for digital versus 

traditional media. In 2016, users aged 18-24 in the US represented 36% of Snapchats user demographics (USB 

Securities LLC, 2017). The young demographics in Snap’s user base therefore brought numerous advantages for 

advertisers who were drawn to Snapchat as a marketing platform where video completion rate is remarkably 95%, 

or nine times greater than video views on other platforms (Deutsche Bank Securities LLC, 2017). However, 

findings from the survey allows for contradicting interpretations. 88% of the respondents do not watch ads on 

Snapchat in full, mainly due to the perception that advertising is irrelevant for them (Appendix 3, Q17). 

Nevertheless, considering the evident increase in ad revenue and brand exposure the platform provides advertisers 

with, it can be argued that the findings from the questionnaire is delimited to the sample group and does not 

accurately reflect the population in terms of ad efficiency.  

 

Moreover, it is apparent that some organizations actively chose to not employ Snap for advertising purposes. 

Findings from the interview confirms that Nespresso prioritize other social media channels for advertising and has 

therefore chosen to not use Snap due to the young demographics. The interviewee states that “When we look at 

our target group, we know that they mainly use Facebook and Instagram, they are also using YouTube, sometimes 

Pinterest, but Snapchat is not as big in our target group (Winkel-Pedersen 2018, 07.48). Even though the younger 

demographics are viewed as a niche and not relevant for Nespresso, Snap has proven to, unlike other social 

networks, leverage on its sophisticated targeting capabilities and video delivery system to stimulate consumption. 

Being the only provider of such valuable views in an industry in which digital advertising becomes crucial, 

increases the bargaining power of Snap in relation to that of customers.  

 

Although Snapchat has been able to leverage on digital advertising platform, the opportunities to attract marketers 

is dictated by the ability to expand its user base. As of today, particularly younger American in the age of 18-24 

embrace a variety of platforms, in which 78% use snapchat and most of the users (71%) visit the platform multiple 

times a day (Pew Research Center, 2018). However, as much as 71% in the same age group also use Instagram 

(ibid). This is partly explained by the fact that the distinction between Snapchat and its peers have become more 

homogenous, in particularly since the rollout of stories on both Facebook and Instagram. With more substitutes 

present, users can easily migrate to other alternative platforms as the product largely fulfills the same need (Morgan 

Stanley, 2017). This is confirmed by the empirical findings, showing that 51% of the sample group reduced their 

usage of Snapchat when Instagram mimicked and launched stories (Appendix 3, Q23). Hence, the Snapchat users 
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migrated to Instagram where the feature of stories to large extent fulfill the same purpose as on Snapchat. The 

switching cost involved when going from Snapchat to a competitor is very low, which is a strong indicator for 

increased bargaining power of users (Porter, 2001). The low cost of switching to one platform to another was 

reflected in the development of DAU. The first four years of Snap’s existence was remarked with high growth of 

DAU but since the release of Instagram stories, competition has noticeably intensified, as described in the section 

above. This infers that users exert pressure on Snap to provide higher quality products and if Snap continue to 

innovate with new offerings or improve its products. Thus, users leverage on their need for quality features and if 

not pleased, it could negatively impact DAU or the overall engagement, especially given the low switching costs 

and Snap’s younger user base. 

  

Since Facebook and Instagram has been able to mimic Snap features (i.e. stories, discovery, camera focus, 

disappearing, messages and lenses) the additional functions make the other platforms attractive as well (Morgan 

Stanley, 2017). This imposes a risk to Snap’s ability to compete for advertising dollars. As a result, Snap might 

not be in a position to increase advertising prices in order to retain its customers, which implies that buyers would 

be perceived with increased bargaining power. 

5.3.2 Supplier power  

 
Snap currently has a capital-light business model. Mostly due to its employment of a third party infrastructure 

partner. For Snap, the primary source of infrastructure includes cloud services, i.e. storage, bandwidth, and 

computing. These services are instrumental for the operation of a social media platform like Snap. Its competitors, 

Facebook and Twitter, on the other hand, instead have built the infrastructure in-house (Novet, 2017). While 

Facebook is planning for Instagram (which Facebook acquired in 2012) to leave IBM’s softlayer cloud to join 

Facebook’s infrastructure, thereby becoming self-reliant too (ibid). To date, Google Cloud stands for the vast 

majority of Snap’s computing infrastructure complemented by Amazon Web Services. In January 2017, Snap 

entered into an agreement committing to spend USD 2 billion over the next five years with Google Cloud. The 

deal with Google entails USD 400 million each year, although for each of the first four years, 15% of the amount 

may be moved to subsequent year. In March 2016, Snap entered an additional contract with Amazon Web Services, 

which was amended in February 2017, obligating Snap to spend USD 50 million in 2017, USD 125 million in 

2018, USD 200 million in 2019, USD 275 million in 2020 and lastly USD 350 million in 2021 (Snap Inc. I, 2017). 

The difficulty in drafting long-term contracts is the unpredictability in the amount of services needed, as it is a 

function of the number of users as well as products and services added. Therefore, the relationship with a third 

party becomes highly important for a service continued success.  
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The size of the public cloud management security services market is continuing to experience a strong growth 

worldwide with a compounded annual growth rate of 23% between 2015 and 2020 (Statista, 2018). Meanwhile, 

few large actors hold most of the market share with a large number of smaller players holding the remaining. At 

the end of 2016, Synergy Research Groups’ (2017) report claimed that Amazon continues to hold a dominant 

position in the public cloud service market with 40% market share. The three largest challengers, Microsoft, 

Google and IBM together account for 23%, up from previous year at expense of smaller actors in the market. As 

the market continues to consolidate, the power among the dominant providers continues to increase. One the one 

hand, this development imposes a risk for Snap as the number of options decreases and the few winning actors are 

growing larger. On the other hand, the number of actors (still being four larger ones), the size of them as well as 

the attractive prospect for the market going forward allows for a sound competition between them in perspective 

of a customer like Snap. 

  

To get a more holistic view of their relationship to these providers, it is fruitful to understand the importance of 

Snap as a customer to Google cloud and Amazon. Being the by far largest operator, Amazon Web Services 

generated USD 17.5 billion in 2017, up from USD 12.3 billion in 2016 (Amazon.com, Inc., 2018). This implies 

that Snap stood for solely 0.3% of total revenue generated by Amazon’s cloud service in 2017. Google does not 

disclose exact figures for its cloud service business but the CEO, Sundar Pichai, declared in a conference call with 

analysts that the segment is already generating approximately one billion-dollar per quarter (Novet, 2018). 

Assuming the business generated USD 4 billion in 2017; Snap would stand for 10% of all revenues and thus be a 

much more important customer to Google compared to Amazon. Nevertheless, Snap is running the risk of tough 

negotiations if the terms are to be renegotiated. Especially with Google as the company has a competing social 

media platform, Google+ and YouTube, and could hence have incentives to use its power to negotiate less 

favorable terms for Snap. More importantly, some of the software and computer system built by Snap does not 

have an alternative in the market, thereby allowing Google improved bargaining position going forward (Snap Inc. 

I, 2017). The decision to reach an agreement with Amazon to accompany the one with Google, however, allows 

them to leverage the other contract when negotiating with the other. In addition, the growth potential of Snap 

means that although it is a reasonably large customer today, it might become even more important going forward 

if it achieves its growth targets. This would further add bargaining power. Lastly, Snap further communicated that 

the company may invest in building its own infrastructure (ibid). This would however come at great upfront and 

maintenance investments, completely turning Snap’s business model away from the capital-light version it has 

today. 
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5.3.3 Threat of Substitutes  

 
Defined by Porter (2001), substitute product or services, offer customers different choices and options of products 

that fulfill the same or similar need. Pressure from substitutes is driven by various aspects due to the widely diverse 

nature of the social network industry. Facebook, Instagram, YouTube, Twitter, LinkedIn, Google plus and Snap 

are similar platforms but address different kind of purposes, i.e. instant messaging, photo sharing, business network 

(Statista, 2018). Despite this, all depend on user growth and engagement, which further is the key enabler for 

advertising revenue. It is therefore crucial for each platform to differentiate itself from the other to lower the 

pressure of substitutes, and thereby prevent slow user growth. In order to assess the level of potential substitutes 

for Snap, one must examine how Snap differs from the other platforms, in terms of quality and price, as well as 

the switching costs for consumers (i.e. users and advertisers); three crucial factors affecting the threat of substitutes 

(Porter, 2008). 

  

Snap is the leading platform to have a highly engaged millennial audience; 86% of the daily active users in the US 

are aged 13-34 (Morgan Stanley, 2017). This yields Snap large scale and in the perspective of marketers, scale is 

a significant advantage in online advertising and thus value adding. Second, Snap is positioning themselves as a 

camera company and unlike other platforms; they provide the camera-first messaging experience. Their ad 

offerings are forged from the essentials of the camera, which is to tap into augmented reality and visual storytelling, 

accomplished through unique vertical full-screen videos, sponsored lenses and geofilters (Snapchat Ads, 2017). 

In contrast to other platforms’ ad offerings, this allows for interacting with consumers in a humorous way and 

gives the brands the opportunity to produce more genuine and human content. Although, while other platforms in 

the industry share the vision to build and empower communities, the elements of augmented reality elements are 

not part of their core products. For this reason, one can assume that advertisers perceive high value in Snap’s add 

offering, particularly when the target audience is millennials, and therefore the pressure for substitute products 

from the perspective of advertisers could be seen as rather low. This is further supported by the fact that research 

from Advertiser Perception shows that Snap was ranked first in advertiser satisfaction in 2016 (Snap Inc. III, 

2017).  

 

However, the risk of substitution is highly related to the services chosen by users. Advertisers do not substitute to 

other services as long as engagement continues at a specific platform but if engagement declines in favor of a 

substitute, advertisers will also substitute Snap for the “new” service. In regards to users and the sphere of private 

social networks, Snap can ensure more security to users by restricting user discovery and limit sources on 

broadcasted content. Transmitting information without fear that unintended parties receive the information is 
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distinct for Snap and not always manageable on other platforms. Even though disappearing messaging is offered 

both on Snapchat and Instagram, 52% of the sample group in questionnaire never uses Instagram to share 

disappearing videos privately, while respondents allocate significantly more on this function on Snapchat 

(Appendix 3, Q22). This confirms Snap’s strong foothold in the sphere of private social network and it is believable 

that this unique infrastructure is difficult for other platforms to replicate, particularity Facebook, Twitter and 

LinkedIn that embody the communication network with publicly shared content (McKinsey and Company, 2016).  

  

However, two crucial factors make users switch to other platforms. First, Snapchat is free for all users and easily 

joined, and the same applies to Snap’s competitors (Facebook, Inc., 2018; LinkedIn, Corp., 2012; Alphabet, 2018; 

Twitter, Inc., 2018). This implies the monetary switching cost of moving from one platform to another is 

nonexistent. Second, given the demographics of Snap’s users (age 18-34); they are often less brand loyal and more 

likely to follow trends (Deutsche Bank Securities Inc., 2017). This has been evident since numerous of Snap’s key 

functionalities including stories, disappearing messages, camera focus and lenses have been mimicked by other 

platforms. Since the release of Instagram stories, Facebook also copied stories feature to Facebook Messenger and 

News Feed, as well as launched “Mask” which is similar to Snapchat’s filters (Newsroom.fb.com, 2018). 

Consequently, the distinction between Snapchat and the other platforms, particularly Instagram has become 

vaguer. Since the rollout of Instagram stories feature, Snap’s DAU growth slowed down while Instagram reached 

150 million DAU in January 2017 compared to Snap’s 158 million DAU (Deutsche Bank Securities Inc, 2017). 

An increasing number of users are migrating to Instagram and Facebook since their stories feature fulfill the same 

purpose as that of Snapchat. This is further triggered when the involved switching cost is low and the availability 

to any of the other platform is substantial. As stated in section 5.2.1, this trend seems to be confirmed by the 

findings. The majority of respondents (51%) has decreased their usage of Snapchat since the launch of stories on 

Instagram (Appendix 3, Q23). Assumingly, they have switched platform as the feature of stories on Instagram 

fulfills the same need as on Snapchat. Hence, it constitutes a substitute. Falling user growth could make Snapchat 

less attractive to advertisers who consequently switch to other platforms where the audience is becoming larger. 

Given that only half of the respondents (52%) are likely to use Snapchat in the near future, one could expect slower 

user growth, especially when comparing with the competing platforms. In contrast to Snapchat, a larger proportion 

of the respondents, i.e. 70%-90% believe they will use Instagram, Facebook and LinkedIn with LinkedIn 

representing the largest share (Appendix 3, Q2). The age range of the sample group, which most likely represent 

older demographics, could explain the deviation. Facebook and LinkedIn are platforms suitable for a wider age 

span, allowing users to remain on the platform despite age, while Snapchat is more attractive among the younger 

demographics. However, the sample group does not reflect the total population accurately and considering new 
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users, especially younger millennials would join the platform in the near future, projections of user development 

cannot be concluded based on the survey results exclusively.  

5.3.4 Threat of New Entry  

 
As discussed in the literature review, the network effect allows users to derive a greater value the more users join, 

i.e. Metcalfe’s law (Shapiro and Varian, 1998). Hence, for a new service to offer the same value as Snap, an 

entering platform must have close to as many users as closely connected as Snap’s users before the value of that 

service is comparable to that offered by Snap. Meaning, it must overcome the collective switching cost to 

successfully establish itself. As further discussed, the switching cost works in a nonlinear way, meaning, 

convincing 20 people to switch is more than 20 times more difficult than getting one to switch (ibid). Moreover, 

although an entering service may initially attract new users, it is a prerequisite that engagement will follow, 

otherwise the service will not succeed. An example of this is Google+, a platform crated by Google in attempt to 

challenge Facebook. Google+ was once the fastest growing network with 90 million users in January 2012 

compared to 40 million in October the previous year. However, users spent only 3.3 minutes in January 2012 

compared to 7.5 hours on Facebook (Wasserman, 2012). Despite numerous extensions and modifications of the 

service along with a strong brand in other digital fields, the service has not succeeded. This illustrates how an 

established and engaged user base creates barriers for new entrants to challenge Snap in providing user value. User 

value, also referred to as engagement, along with the number of users are further, what attracts advertisers. More 

advertisements revenue generated allows for better profitability, consequently leaving financial capabilities to 

invest in new product development and features that provide better value to users.  

 

Nevertheless, Snap managed to enter the industry and in merely a few years create what it is today, despite 

Instagram and Facebook being present at the time of inception. The reason behind this relates to Snap’s ability to 

exploit the network effect. Once Snap started to gain traction, Mark Zuckerberg (Founder and CEO of Facebook) 

reached out and declared that Facebook would launch a new product, Poke, an app for sharing disappearing photos 

much like Snap. Only one day after the launch occurred in 2012, Poke hit number one on app store (Hamburger, 

2018). Nevertheless, Snap came out ahead in the battle and Poke was later abandoned (ibid). It has been debated 

what made Snap initially successful and one of the most discussed reasons are privacy; a right that a growing 

amount of internet users find highly important, as evident from the macro analysis. While posts made on social 

media normally stays forever, millennials instead value the disappearance of messages. Moreover, Snaps reflect 

your current state of mind. Since a message disappears, there is no need to express an everlasting persona (Colao, 

2018). Lastly, the limited life of a Snap encourages users to frequently visit the app in order not to miss posts. This 
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allows for a greater engagement and closer ties to other users and thereby a stronger network effect. By being the 

first successful app addressing these needs, the network effect began to drive engagement, which in itself drove 

further engagement and thus resulting in continued success, in line with Katz and Shapiro (1985) idea that if users 

expect one service to be dominant, users will move towards it and make it dominant.. Moreover, the continuous 

adding of new creative tools and features allow for a new type of communication compared to other services and 

triggers an ongoing interest in visiting and trying the new extensions of the app. All dimensions outlined above 

have together appealed many millennial users, a group other social medias had difficulties in attracting. In other 

words, the segment of the market (millennials) with a modified offering for this group as well as the usage through 

its design encouraged high engagement and enabled Snap to capture market share for incumbent services.  

  

Although Snap managed to overcome the barriers to enter the industry, one can questioning whether other 

companies will manage to follow a similar pattern. Considering Snap managed to benefit from the network effect, 

the risk therefore lies in new services ability to approach other untapped segments, e.g. younger audiences or 

segments in geographical markets currently not dominated by Snap. The empirical findings suggest that 50% of 

the respondents perceive the most value in platforms that allow for sharing content and interaction, where they 

simultaneously can stay close to family and friends (Appendix 3, Q3). It is difficult to predict what desires and 

needs younger age groups will have online and if any of the incumbent platforms will be able to attract these 

groups in the future. However, the risk of new services addressing these groups exist. For example, once parents 

and older demographics joined Facebook, many users increased their engagement at Instagram and Snap to 

maintain anonymity (Lang, 2015). The service is running the risk of facing a similar loss to new networks, i.e., 

networks less used by parents. Regardless which needs and desires an entering service may offer; one key 

requirement is to credibly prove that it will safeguard its users’ data (Deloitte insights, 2014). An ability perceived 

as a key barrier for all potential entrants. Regarding untapped geographical markets such as China, users are not 

able to access Snap (Pham and Riley, 2017). This protectionist commercial tactic by China allows new actors to 

capture this market and potentially develop the necessary technical and financial capabilities to expand into areas 

where Snap currently dominates the segment. Nevertheless, the overall growth of social media engagement and 

its share of advertising budgets continues to increase as seen in section 5.2.3.2. An analyst report by Jefferies 

(Fitzgerald et al., 2017) showed that engagement among Snap users in the US continued to increase post-IPO but 

not on the expense of Facebook or Instagram, suggesting there is no zero sum game but there might be room for 

smaller new entrants without materially affecting the prospects of Snap. Lastly, as of December 31st, 2017 Snap 

had 375 issued patents and approx. 514 filed patent applications in the US and abroad relating to the camera 

platform and other technologies (Snap inc., 2018). Altogether protecting Snap from infringing companies. 

Nevertheless, the launch of Instagram stories never infringed Snap’s intellectual property (Carey, 2016) despite 
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the similarity, which illustrates the difficulty in protecting core features. Due to pitfalls in the general principle of 

the IP right “idea-expression dichotomy” introduced in section 5.2.2.3, functionality is not generally protectable 

as confirmed above (Samuels, 1989).  

5.3.5 Rivalry among competitors  

 
Based on above analytical subsections, next step is to assess to what extent other services in the industry 

contributes to the intensity of rivalry and consequently affect profit potential for Snap. This is also accompanied 

through the lenses of Porter’s generic strategies, to allow for a better understanding of competitors’ positioning 

and their respective advantage points.  

 

It can be concluded that Snap is perceived as a niched service compared to its competitors, due to its focus on 

innovative products targeted towards younger demographics, a segment that has proven difficult for other 

competitors to penetrate. The past years, competitive pressure has increased despite the number of actors remaining 

the same as consequence of strong market growth in social media marketing, i.e. their source of revenue. As 

previously stated, digital advertising is expected to become the largest single channel (45%) for advertising spend 

in 2020 (McKinsey & Company, 2016). The increased rivalry and importance of becoming a market leader has 

been exemplified in the M&A activity in the industry, i.e. Microsoft’s acquisition of LinkedIn, Facebook’s 

acquisition of Instagram and WhatsApp, as well as Google’s acquisition of YouTube. Moreover, Snap, Facebooks 

and Twitters all went public since 2012, illustrating the need for capital to fund future growth.  

 

The main drivers behind competition are number of users and perhaps more importantly engagement. Given no 

costs in joining networks and the strong fundamentals behind using digital advertising, there is no need to use a 

cost strategy in this particular industry, thus differentiation to trigger engagement becomes key to withstand 

competition. Facebook by being the first successful global network, managed to build a large user base and strong 

engagement. As the services provided by Facebook grew in scope, new niche services entered, solely focusing on 

specific communication methods, e.g. Twitter providing 180 character text posts, Instagram initially only focusing 

on photo posts, Vine with video blogging, and Snap with disappearing video/photo messages. Referring to Porter 

(1985), this exemplifies differentiation strategies of the respective competitors. As competition for engagement 

increased, Facebook started to diversify its services to counter attack the differentiation; acquiring Instagram, 

adding video blogging to it and pursuing to buy Snap but eventually launching Poke. Despite the unsuccessful 

outcome of replicating Snap’s niche segment through a new network platform, the source of the intensified 

competition for Snap lies in the exploration of technological improvements, choosing to add specific valuable 
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features from Snap to Instagram, e.g. stories, direct messages, which have led to fewer differences between Snap 

and its competitors. This overall contributes to high competitive pressure and thereby negatively the profit 

potential for Snap.  

5.4 Internal 

Following the industry analysis, the Resource Based View introduced Barney (1991) is applied to analyze Snap 

internally. It allows for identifying the resources of Snap and due to the contextual setting of the industry, it is 

deemed superior to Porter’s value chain analysis when assessing the company’s competitive advantage (Peteraf, 

1993). The following resources will be analyzed through the framework, (1) management and Board of directors, 

(2) product, (3) user positioning, and lastly (4) workforce.  

5.4.1 Management and Board of directors 

Management could potentially be a resource that fulfills all criteria for creating a competitive parity, temporary 

competitive advantage or even a sustained competitive advantage. The Board of directors are responsible for 

monitoring and assisting management in setting a strategic course and evaluate the result. The executive 

management team, on the other hand, implements the strategic course and are responsible for the day-to-day 

business, highly affecting the company outlook and position. Karl Blomsterwall at GP Bullhound, the interviewee, 

stress the importance of management from an investor’s perspective and emphasizes that management is 

essentially, what investors acquire (Blomsterwall, 2018). For this reason, the Board of directors and the 

management team are essential components to assess since they potentially could constitute a resource that could 

be a source of a competitive advantage. A more comprehensive view of both management team and the board of 

directors can be found in Appendix I and 2 respectively. 

  

The board of directors consist of nine members, including the two founders. Of the outside members, i.e. excluding 

the founders, one members has experience from working with a social network platform (LinkedIn). Two members 

with experiences from content production, one as the Editor-in-Chief for a large newspaper (Cosmopolitan), the 

other as CEO for Sony entertainment (Snap Inc., 2018). Thereby, the board consist of members with experience 

from Snap’s most important customer groups, i.e. advertisers and users. In addition to these, the board includes 

three members with operational experiences from delivering growth and profitability, one being the founder and 

CEO of G100 companies that helps firms deliver and set targets, the second being the previous CEO of Procter 

and Gamble, and the third as the current CEO of McAfee. Lastly, one members has experience in building 

companies from a venture-capital perspective as a Partner at Benchmark, a fund that has been responsible for early 
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stage investment in many relevant network start-ups including Dropbox, Twitter, Uber, Instagram and Snap (ibid). 

The board’s composition can thus be perceived valuable given the diversity of backgrounds in combination with 

the vision of the company as well as its current state in terms of growth. However, the board composition is not 

rare as all other competitors are in a strong position to attract relevant and experienced members to their board of 

directors and have managed to do so. For this reason, it can be argued that the board itself does not constitute a 

resource that fulfills all dimensions to be a temporary nor sustained competitive advantage, but rather a competitive 

parity. 

  

Looking at the management team, Snap has successfully recruited new members and created a more traditional 

division of responsibilities during the process of preparing for the IPO. Except for the two founders, none of the 

members were with the company prior to January 2015, i.e. two years prior to the IPO (Snap Inc., 2018). Moreover, 

the backgrounds differ among the members; two members distinguish themselves in their importance for the 

prospects of the company and that is the Chief strategic officer and the VP of Engineering. The Chief strategic 

officer was previously the managing director in the investment banking division of Credit Suisse. The position 

allowed for insights in many different companies and industries. More importantly, it provided Snap with an 

understanding of how and what the markets want a company to present strategically, and the importance on 

focusing on core capabilities and profitability. The Vice President of Engineering was previously the vice president 

for Amazon infrastructure (ibid). Given the supplier power and the importance of the cloud-infrastructure for Snap, 

it is evident that a key employee from the largest infrastructure provider could bring value in negotiations and 

potentially establish a team that is capable of developing the service in-house. Nevertheless, looking at the short 

record of accomplishment of the management team leaves some questions. Snap’s initiative to develop and launch 

Spectacles proved unsuccessful. Solely 0.08% of all Snap users bought a pair when they were launched and more 

than 50% of those buyers stopped using them a month after their purchase (Constine, 2018). Altogether, leading 

to a large financial loss and unsold inventory (ibid). 

  

Moreover, relating to the effectiveness of both control organs, it is highly restricted given the strong controlling 

power held by the two founders. The founders could in theory, disregard all input from management and the board 

as well as fire all those not in favor of their ideas. Shareholder activism from outsider investor is further not 

possible given that the shares offered in the IPO were of non-voting rights and the company has been called a 

“corporate governance nightmare” (Smith, 2018). An investment in Snap is therefore very much an investment in 

the founders. Earlier examples of similar situations suggest varying result for investors. While Mr. Zuckerberg has 

been successful in continuing to control Facebook, Travis Kalanick, the former CEO and founder of Uber suggest 

the opposite. Following months of scandals about sexual harassment, departure of senior executives and macho 
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culture, Mr. Kalanick was forced to leave his position as CEO (Kleinman, 2017). Nevertheless, since Snap’s 

inception, the two founders have been able to create a strong challenger to incumbent firms and further overcome 

the collective switching cost, thereby proving valuable in the past. Although they proved successful in developing 

the service since its inception, the question is whether they are capable to take the next step, create shareholder 

value, and turn the company from loss- to profit making. Assuming the founding managers are valuable, they too 

could further be rare, with its unique skills and young age differing them from its competitors. The only possibility 

for imitation would be if they turned to another company, but considering this is unlikely today, the managing 

founders fulfills the non-imitable dimension. Following the same argument, it can be claimed that the founding 

managers are non-substitutable. In other words, management could be a resource that fulfills all criteria to be a 

sustained competitive advantage in such that founders are in full control of the company and with their unique set 

of skills and experiences are rare and cannot be imitated nor substituted into a competing service. However, the 

question remain, are the founders valuable for the company going forward? 

5.4.2 Product  

Product development is perceived as an important resource as it potentially enables for increasing brand value, 

gain new or retain existing customers, and ultimately increase revenue. Given that Snap’s ability to retain and 

engage as well as improve profitability heavily depends on product development, this sections aims to analyze to 

what extent specific features including disappearing messages, platform development and audience-based filters 

contribute to a sustained competitive advantage. 

 

As discussed in section 5.3.1, the auto-deletion default of videos and pictures has made Snap unique in its product 

offering. As no content is saved once a picture or video is seen, the functionality allows users to share moment 

and interact with others fast and efficient without consuming the phone memory. As found in the macro analysis, 

younger users of social media prefer to share information that is eventually removed rather than sharing content 

on social media platforms like Facebook where content stays (Colao, 2018), and therefore it is arguable that Snap 

enables to offer a product to users in which the ephemeral content is highly valuable. When assessing how often 

users share disappearing videos privately with a friend on Instagram, the findings shows that 27% of the 

respondents use the function monthly, but remarkably 52% of the respondents never use it (Appendix 3, Q22). 

This implies that although the functionality is available on other platforms, Snap is perceived superior in the field 

of disappearing content, which further supports the fact that the deleting functionality fulfill the criteria of valuable.  
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Even through Snap has been perceived as the first mover in the field of ephemeral messaging, the disappearing 

functionality is however no longer rare due to the proven ability of competitors to imitate the digital functionalities 

of Snap. The “loopholes” of the “idea-expression dichotomy” (Ismanjanov, 2017; Samuels, 1989) has left room 

for Instagram and Facebook to imitate the disappearing messages. Due to the release of disappearing messages on 

Instagram, this functionality originally developed by Snap is substitutable, however to a very small extent and the 

reason being two folded. First, as previously stated the majority of the respondent using both Snapchat and 

Instagram never use the feature of disappearing messages on Instagram although the feature exists. Second, other 

networks such as Facebook, Twitter and LinkedIn have the financial and human resources to develop a similar 

feature but such application might questioning their vision to embody a network that is built upon publicly shared 

content. Altogether, Snap’s function of disappearing messages is perceived as a resource that fulfills the criteria 

of valuable, that enables Snap to attain a competitive advantage. It is evident however that this advantage cannot 

be seen as sustainable considering the feature is no longer rare, but instead available on other platforms.  

 

It is important to note that in November 2017, Snap introduced an updated version of its Snapchat application by 

separating “social from media”, through placement of chats and stories from friends on the left side and news and 

content from publishers in the Discover tab on the right side (Snapchat News, 2017). The innovation can be seen 

as an attempt to further differentiate Snapchat from other platforms and to bring more value to users. The new 

platform disseminates fake news, by separating media and personal content, unlike the outlay on Facebook and 

Twitter. This implies that users can actively choose what to view, which should be value adding. When examining 

the empirical findings, respondents are expected to find a lot of value in the ability to choose what to view. 

Respondents would decrease their usage of Snapchat if ads could not be skipped, and as much as 27% would stop 

using the app. Despite the intention to improve the platform and enhance user experience, the outcome was proven 

rather unsuccessful. According to the findings, 71% of the respondents had updated to the new version (Appendix 

3,Q9) and among these, 69% perceive the new layout more difficult to use (Appendix 3, Q11). This is further 

reflected in the usage of the application; since the update, 52% of the respondents use Snapchat less and 46% use 

it as much as before (Appendix 3, Q10). Even though a platform that allows for disseminating misinformation is 

not yet developed by competitors, the results depicts that it is not as valuable as predicted, considering the declining 

user engagement. One can therefore question whether the new feature might positioning them in a competitive 

disadvantage.  

 

Moreover, Snap’s targeting capabilities that are offered for filters enables for a valuable marketing platform for 

advertisers. Targeting capabilities is thus a crucial resource for Snap and is highly essential in order to compete 

with other large platforms. Audience-based filters imply advanced reach capabilities for business as Snapchat users 
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can place sponsored filters and graphical overlays in their video/photo conversations, which enables for optimal 

targeting as it is based on parameters such as location, interest, age and time of the day (Snapchat Ads, 2017). The 

feature allows for 3 billion filter views per day (Statista, 2018), reflecting the scalability of targeting capabilities 

for monetization. However, for targeting capabilities to have positive effect, users must be exposed to the filters 

but more importantly, apply them to their Snap. Results from the survey shows that among the respondents, 4% 

use sponsored filters frequently and 38% apply it occasionally, while the majority of 58% never uses it (Appendix 

3, Q16). Despite the low percentage of sponsored filter usage, it is difficult to conclude the level of exposure to 

brands considering users might view alternative filters without actually applying them. Regardless, the above 

depicts that audience-based filter is a valuable capability for Snap that position the company in the forefront of 

digital advertising. Audience-based filters are currently rare, but the other competitors are in a position to acquire 

similar features and for this reason, one can argue that Snap’s targeting capabilities constitute a temporary rather 

than sustained competitive advantage 

5.4.3 User positioning 

By succeeding in building a large and more importantly engaged user base, Snap has managed to create a valuable 

network for advertisers to use in order to reach younger demographics. The network could potentially be a resource 

that fulfills all dimensions to constitute a sustained competitive advantage. 

 

As discussed in the industry analysis, Snap has successfully managed to build a strong network of users, earlier 

proven difficult to attract and engage by other competing services. The notion of privacy and intimacy in the 

communication and lack of older demographics attracted users from the beginning. By being unique initially in 

providing this service, Snap created a close relationship with its users. Moreover, the close tie users have with 

each other creates a forum wherein users feel “safe” to share updates. The focus on content, illustrated by designing 

the app so that users first meets the camera when entering, creates value for other nodes in the network. Moreover, 

the disappearing nature of all content creates an urge among users to frequently visit the application, further adding 

to the engagement. The urge to open the Snapchat application can be reflected in the findings, in which 17% opens 

the Snapchat app 10-14 times a day, and 3% and 8% of the respondents, visit the app as much as 15-19 and 20-30 

times a day respectively (Appendix 3, Q3c). Moreover, data published by BTIG Research, showed that user spent 

32.8 minutes per day in the second quarter 2017, up from 30.3 from the preceding quarter. Among users younger 

than 25 years, the respective figure was 42 minutes, up from 33.4 minutes in the fourth quarter 2016, a period 

where Instagram launched its own version of Snap’s stories. Instagram’s users below 25 years spent around 32 

minutes a day (Wagner, 2017). Through high engagement, Snap is an interesting channel for the revenue-
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generating group of advertisers pursuing to connect with this demographic. The user group in itself has thereby 

been highly valuable for the company. The value going forward is however affected by Snap’s ability to retain 

users and engagement. With competing services copying valuable features from Snap, the competition has become 

fiercer and whether the user group will be as valuable in the future is less clear. Nevertheless, Snap continues to 

attract new users and engagement in terms of number of visits per day, which continues to remain high. The 

network itself is therefore perceived as valuable and rare considering that no other competing service has such an 

engaged and clearly defined user segment. Noteworthy, some of the features including stories and direct messages 

have been added to Instagram and Facebook suggesting that features themselves are imitable, and as shown in the 

empirical findings, the new version of Snap has to some degree decreased engagement among users. This could 

suggest that the network and its engagement is imitable by other services. Given that the target demographic is 

trend sensitive, it could make a switch if other established services begins to offer as much value for each node as 

Snap does. For advertisers pursuing this group, there are other services to use although the high engagement 

distinguishes Snap from its competitors. The network effect therefore fulfills the two first dimensions but are 

imitable and substitutable, thereby being a temporary competitive advantage. 

5.4.4 Workforce  

Snap’s ability to constantly innovate its products relies in the workforce, which is an important resource for Snap. 

First, the quality and experience of the employees has a large impact on daily operations and product development. 

Since 2015, Snap has added 2,000 employees bringing it to a total count of 3,069 as of December 31st, 2017 (Snap 

Inc., 2017). Furthermore, expenditures related to employees (e.g. stock-based compensation, partly R&D, salaries, 

benefits) constitutes a large part of Snap’s cost structure. Evidently, Snap’s workforce is a highly valued resource 

and the company invest heavily to attract and retain qualified employees and key personnel. In fact, previous 

funding rounds indicates that Snap had the highest valuation per headcount ratio in 2015, USD 48 million per 

employee versus Facebook of USD 24 million (Chen, 2015). However, Snap’s competitors also have teams that 

constitute highly professional employees with experience from well-established companies and degrees from Ivy 

League schools. Thus, the competition for talent does not make Snap’s valuable workforce neither rare nor 

inimitable. Interesting though, instead of being offered larger salaries, a major part of Snap’s total compensation 

to its employees derives from stock compensation. Stock rewards jumped 83-fold from the previous year to an 

amount of USD 2.6 billion by year-end 2017, representing more than three times generated revenue. Although it 

was found in selected balance sheets that Snap and its two peers Google and Facebook recorded large amount of 

excess cash, Snap uses share compensation to incentivize employees as opposed to Google and Facebook, which 

instead offer higher salaries. The decision to offer large stock-compensation to employees can be seen as a highly 
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valuable for Snap as it allows for a position in which the company can attract qualified employees despite the 

highly competitive market. Nevertheless, high stock-based compensation expenditures in the year of an IPO has 

not been rare; Facebook recognized stock-based compensation of approximately USD 1.6 billion which accounted 

for 31% of revenue (Facebook, Inc., 2013). Twitter recorded USD 600 million, representing 90% of revenue, and 

lastly LinkedIn had a stock-based compensation expense of USD 30 million equaling 6% of revenue (Twitter, Inc., 

2014, LinkedIn, Corp., 2012). This implies that large stock compensation is commonly used in the year of the IPO, 

but while the peers’ expenditure was lower relative to revenue it is worth mentioning that Snap is the first of having 

a stock-based compensation expenditure that exceeds revenue, which possibly reflect the importance of attracting 

and hiring excellent personnel. Moreover, according to Snap, stock-based compensation is expected be a 

considerable cost component in the future even though it is expected to decrease. It is of high importance to 

mention, that any decrease in Snap’s share price would imply a decreased stock-based compensation to employees. 

Relying on stock-based compensation as opposed to large salaries is “embedded” in the corporate culture and a 

benefit that incentivize employees. Therefore, it is of essence to questioning the impact of any decrease in the 

compensation if the share price drops. There is a risk that employees and key personnel become demotivated when 

not being compensated to a level observed at other competing firms and therefore actively resign and migrate to 

other competing firms who can offer larger salaries. Regardless, Snap’s stock-based compensation can be 

substituted by other compensation means, such as higher salaries, which challenges Snap’s ability in search for 

talent.  

 

Moreover, Snap stated in its annual report 2017 that any unfavorable performance that may harm the business and 

future growth may results in layoffs in employees (Snap, Inc., 2018). Snap has despite its high growth profile a 

history of cutbacks signaling contradicting messages considering Snap stated in its annual filing that the number 

of employees are expected to increase in the foreseeable future (Snap, Inc., 2018). According to CSO Imran Khan, 

layoffs has been part of a restructuring to enable for enhanced integration and closer collaboration between teams 

after two years of rapid hiring. Simultaneously, CEO Evan Spiegel confirmed earlier that the redesign of the 

Snapchat platform would most likely disrupt the business, which occurred considering the slower growth rate 

(Sprangler, 2018). Whether the cutback is a result of reorganization or unfavorable performance of the platform 

project is difficult to conclude. Regardless, it might impose risk on Snap in the future, as potential employees 

might be more willing to work for other companies that guarantee lower employee turnover.  

 

From above it is evident that Snap’s workforce is a valuable resource, seen as a key enabler for operations and 

business growth. Despite the ability to offer large stock compensation as part of total compensation to incentivize 

and attract qualified employees, competing companies have followed the same trend in the year of an IPO and are 
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currently in a position to offer compensation of similar value. Therefore, Snap and competing firms are operating 

on similar terms in regards to qualified employees and compensation expenditures, which implies that Snap’s 

workforce itself is not a resource that fulfills the criteria for a temporary or sustained competitive advantage, rather 

a competitive parity. It is important to note, that if layoffs continue to occur in the future, it might discourage 

potential candidates to work for Snap. As a result, Snap might face difficulties in finding key personnel, which 

would potentially harm the value of the workforce.  

6.0 Financial analysis 

The following chapters will analyze Snap’s historical financial performance. The financial statements are 

reformulated to separate financial- from operating activities to allow for an analysis of the sources of return on 

equity and growth (Koller et al., 2010). As an initial step, the selected peers, which the analysis is based upon are 

presented. 

6.1 Peer selection  

Given high entry barriers from a network perspective as well as interest from larger digital companies succeeding 

in overcoming the barrier, there have been a very limited number successful companies in this industry and even 

fewer that have gone public. From an operational perspective, the closest public peers are Twitter and Facebook 

followed by Google with its much broader (and less related to Snaps) business portfolio. All three have similar 

capital structure, and market opportunities and threats are similar for all, especially Facebook. However, 

profitability levels and market valuations differ greatly. For example, Google has a revenue that is 134x that of 

Snap. Moreover, all but Snap reports positive EBITDA. Further, the cost structure differs as Facebook, Twitter 

and Google all have invested in developing digital infrastructure while Snap uses Google and Amazon’s cloud 

offering. Nevertheless, as pointed out by Kaplan and Ruback (1995) comparable companies are not perfect 

matches. Consequently, and as discussed earlier, the relative valuations is to complement and test the DCF analysis 

(Koller et al., 2010). Following is a summary of the selected peers as of 31st of December 2017.  
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Figure 20: Summary of selected peers 

 

Source: Compiled by authors based on selected company’s data (2018) 

 

Share development indexed from Snap’s IPO date can be found in Appendix 16.  

6.2 Comment on GAAP practices 

Financial statements of Snap are formulated in accordance with U.S Generally Accepted Accounting Principles 

(GAAP), which conforms to the rules of accounting and reporting standards in the US set by the Financial 

Accounting Standards Board (FASB) and recognized by the Securities and Exchange Commission (SEC) 

(Financial Accountings Standards Boards, 2018). However, certain measures are reported under non-GAAP 

financial measures, including Adjusted EBITDA and Free Cash Flow. Adjusted EBITDA is defined as net income 

excluding interest income, interest expense, other income net, income tax benefit, depreciation and amortization, 

stock-based compensation expense and payroll tax expense. Applying adjusted EBITDA allows for identifying 

underlying drivers in the business that otherwise might be overlooked by expenses excluded in Adjusted EBITDA.  
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6.3 Preparation of analytical income statement 

Due to the difficulty in obtaining useful information from the traditional structure of the financial statements, it is 

necessary to reorganize the income statement. It allows for separating financial and operating activities, which 

further enables for identifying drivers of return on equity and growth.  

 

The reformulated income statement shows that Snap-sold revenue, e.g. advertising sold directly to advertisers, is 

fundamental for generating revenue and its significance has grown the last years, with an evident impact in 2017. 

Depreciation and Amortization, Stock-based compensation expense, and Payroll tax expense are excluded from 

both Cost of revenue and Operating expenses in the analytical income statement, and reported under one respective 

account to arrive at adjusted EBITDA. The reformulated income statement is presented below, followed by an 

examination of selected items  

 

Figure 21: Snap's analytical income statement 

 

Source: Compiled by authors based on Snap Inc. (2018) 

 

Snap Inc. (mn, USD)

2015 2016 2017

Revenue

    Snap-sold revenue 50.9                                            365.0           754.3           

    Advertising, partner-sold 7.7                                              34.9             48.5            

    Other 0.1                                              4.6               22.1            

      Total revenue 58.7                                            404.5           824.9           

Cost of revenue (1) 181.7                                          448.9           635.9           

Gross profit -123.1                                         -44.4            189.1           

OPEX

   R&D 60.8                                            143.9           345.9           

   Sales and marketing 23.4                                            117.2           273.3           

   General and administrative 85.6                                            153.6           289.9           

Adjusted EBITDA -292.9                                        -459.2         -720.1        

Depreciation and amortization (2) -15.3                                           -29.1            -61.3           

Spectacles inventory-related charges (3) -                                              -              -39.867        

Payroll tax expense related to stock-based compensation (4) -                                              -0.2             -24.5           

Stock-based compensation expense -73.5                                           -31.8            -2,639.9       

EBIT -381.7                                        -520.4         -3,485.6     

Tax benefit 7.6                                              7.1               18.3            

NOPAT -374.1                                        -513.3         -3,467.2     

Financial income 1.4                                              4.7               21.1            

Financial expenses -                                              -1.4             -3.5             

Other financial income (expenses) (5) -0.2                                             -4.6             4.5              

Net financial exepenses 1.2                                             -1.3             22.2            

Profit (loss) for the year -373                                           -515            -3,445        

Analytical Income Statement 



 73 

(1) Cost of revenue  

Cost of revenue is primarily composed by payments to cloud infrastructure partners, hosting Snap’s products. 

The cost items also includes content partner revenue. To enable for adjusted EBITDA, other COGS related to 

Spectacles, as well as stock-based compensation, and depreciation and amortization are excluded.  

 

(2) Depreciation and amortization  

Snap’s depreciable assets include computer hardware and software, furniture and equipment, short lease terms and 

buildings. Depreciation is computed through the straight-line method over the estimated useful live of the asset, 

normally a period of three to five years, while buildings are depreciated over a time period ranging from 25 to 45 

years. Amortization expense is compromised by amortizing Snap’s intangible assets, including domain names, 

trademarks, patent, non-compete agreements, acquired developed technology and customer relationships and are 

currently amortized over a time period of nine years the most. Depreciation and amortization is part of recurring 

expenses of the investments used for operating activities to produce revenue (Cost of revenue, R&D, Sales and 

Marketing, General and Administrative) and is therefore considered an operating expense (Penman, 2013).  

 

(3) Spectacles Inventory-related costs  

Spectacles inventory-related charges is part inventory reserves and a result of a one-time charge from cancellation 

of purchase commitment. That is, this expense is a non-recurring items, not reflecting the underlying trend of core 

activities. Including the non-recurring item allow for assessing Snap’s performance in the past and provides useful 

information for sudden changes in profitability. However, the non-recurring items will be excluded in Snap’s 

forecasted financials to prevent distortion and risk of compromising the validity of the forecast (Petersen and 

Plenborg, 2012).  

 

(4) Payroll tax expense related to stock-based compensation 

Payroll tax expense and stock-based compensation have been a recurring expense of Snap’s business the past two 

years and are expected to be a crucial part of the compensation business in the future. Hence, it is treated as a 

recurring item. 

 

(5) Net financial expenses  

Net financial expenses include financial income and expenses related to marketable securities, interests, financial 

leases, equity methods investments, commitment fees and amortization cost to credit facility, and foreign 

currency transactions (Snap Inc., 2018). 
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6.4 Preparation of analytical balance sheet 

As opposed to the traditional structure of Snap’s balance sheet, the analytical balance sheet allows for separating 

operating and financing activities, enabling to identify sources of value generation. The reformulated balance sheet 

renders the basic rules of accounting, e.g. total assets equals total equity and liabilities, and the invested capital 

represents the amount invested in operating activities, which generate a return: 

 

 

              Source: Compiled by authors based on Petersen and Plenborg 2012  

 

As shown in the reorganized balance sheet below, Snap holds substantial assets relative to debt. The substantial 

amount of operating liabilities as opposed to financial liabilities, envision the reduced need for loan to finance the 

activities. This is observed under the interest-bearing debt, only being composed of financial obligation related to 

financial leases. As apparent, Snap therefore has significant net financial assets as opposed to net financial 

obligation throughout the period. With such capital structure, it is necessary to apply RONFA when calculating 

return on equity. The usage and implication of such practice is explained in more detail in subsequent sections. 

Following is selected accounts from the reorganized balance sheet.  
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Figure 22: Snap's analytical balance sheet 

 

Source: Compiled by authors based on Snap Inc. (2018) 

Snap, Inc. (mn, USD)

2015 2016 2017

Total assets 938.9             1,722.8             3,421.6             

Excess cash at bank  (1) (2)

    Cash 639.6             142.0                251.2                

    U.S government securities -                -                   25.9                  

    U.S government agency securities -                -                   40.5                  

Marketable securities

    U.S government securities -                505.3                1,350.6             

    U.S government agency securities -                331.9                358.4                

Operating assets 299.3             743.5                1,395.0             

Accounts payable 0.7                 8.4                    71.2                  

Accrued expenses and other current liabilities 

    Legal settlement payable 107.5             -                   -                   

    Accrued infrastructure costs 14.8               43.5                  96.5                  

    Accrued compensation and related expenses 7.7                 23.4                  37.6                  

    Partner revenue share liability 6.6                 22.8                  31.9                  

    Acquisition purchase consideration liability -                6.0                    28.7                  

    Accrued professional fees 2.4                 11.2                  15.8                  

    Accrued tax liability (3) 1.1                 9.3                    10.3                  

    Other 15.5               32.1                  54.3                  

Other non-current liabilities 

    Lease incentive liability -                1.5                    28.1                  

    Deferrent rent -                8.5                    22.8                  

    Acquisition purchase consideration liability -                15.9                  10.3                  

    Other 5.0                 6.0                    5.8                    

Invested Capital 138.0             554.8                981.8                

    Built-to-suit financing obligations (4) 13.5               15.1                  16.0                  

Interest bearing debt 13.5               15.1                  16.0                  

Cash and cash equivalents

    Cash 639.6             142.0                251.2                

    U.S government securities -                -                   25.9                  

    U.S government agency securities -                -                   40.5                  

Marketable securitites

    U.S government securities -                505.3                1,350.6             

    U.S government agency securities -                331.9                358.4                

Net interest bearing debt (Net financial assets) -626.1           -964.1               -2,010.5            

Net interest bearing debt (Net financial assets) -795.1              -1,487.3           

Equity 764.1             1,518.9             2,992.3             

Invested capital (financing) 138.0             554.8                981.8                

Analytical Balance Sheet
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(1)  Operating cash 

Snap does not disclose the amount of cash and cash equivalents attributed to operations. According to Koller and 

colleagues (2010), it is important to distinguish operating cash from excess cash at bank, and based on 

examination of most S&P 500 non-financial firms, they recommend computing operating cash as 2% of revenue. 

In regards to Snap, 2% of revenue has therefore been used as a proxy when computing operating cash.  

 

(2) Excess cash at bank 

Excess cash at bank includes marketable securities and stated cash and cash equivalents less the operating cash, 

calculated as 2% of revenue. The significant increase in excess cash reflects objective to preserve liquidity and 

guard against short-term cash imbalances (Subramanyam and Wild, 2009).  

 

(3) Accrued tax liability  

The account for accrued tax liability is considered as an operating liability. The item comprises accrued tax 

payables not yet paid to compensate for the effect of negative earnings. Thus, when tax expenses are recognized, 

the accrued tax liability decreases. Snap recognizes tax benefit from an uncertain position, interest and penalties 

recorded are related to the uncertain tax position and not material. 

 

(4) Built-to-suit financing obligations  

Built-to-suit financing obligation relates to leasing agreement and is categorized as a financial obligation, as it is 

subject to interest expense with accounts payable within the next 12 months.  

6.5 Profitability analysis 

6.5.1 DuPont 

The focal point when analyzing return on equity (ROE) is to decompose ROE through an advanced DuPont 

model. ROE measures the rate of return generated by equity holders of Snap, equally the amount of net income 

returned per unit of shareholders’ equity. Decomposition of ROE should be utilized through the DuPont model 

as it enables for 1) separating operating activities and financing items and 2) breaking down ROE into multiple 

levels that allows for detailed analysis of the value drivers.  
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To attain a better comprehension of the development of Snap, selected peer group is used for benchmarking. The 

numerical breakdown and calculations of peer companies’ ROE is found in appendix 7.2-7.4 along with their 

reorganized income statement and balance sheet. It is important to note, that peer companies are not fully operating 

on the same condition as Snap, e.g. they are more mature which causes fluctuations in cross comparison.  

6.5.1.2 Return on Equity (ROE) 

Throughout the period, Snap has generated a negative ROE far below the industry average of 9%. As shown in 

the graph, the return is disappointing both in absolute values and relative to the peers. Despite the trend of a 

negative return, Snap experienced a significant drop in ROE to a return of -115% in 2017. The decline is explained 

by the charges related to spectacles inventory and the remarkable increase in stock-based compensation prior to 

the IPO, altogether imposing a negative effect on net earnings. When adjusting for these two operational expenses, 

the return derives at a level similar to the previous two years. Even though one can observe slight improvement in 

ROE in 2016, Snap’s financials reflect a downward trend in 2016-2017, remaining way below the average of the 

industry.  

 

Figure 23: ROE trend of Snap and peers 

 

 

Source: Compiled by authors based on company data (2018) 
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6.5.1.2 Return on invested capital and financial leverage  

Computing ROE requires distinguishing whether a company has net financial assets (NFA) or net interest-bearing 

debt (NIBD). Thus, ROE is computed with either of two equations. Although the fundamentals behind the two 

computations remain the same, they enable for adjusting to the capital structure (Sørensen, 2012). 

 

Equation 6.1 and 6.2: Calculation of ROE 

 

ROE (NIBD) = ROIC + (
NIBD

Equity
) x (ROIC − NBC), NBC =

Net Financial Expenses

NIBD
 

ROE (NFA) = ROIC − (
NFA

Equity
) x (ROIC − RONFA), RONFA =

Net Financial Income

NFA
 

 

Source: Compiled by authors based on Sørensen (2012) 

 

Since Snap has net financial asset, the second calculation is deemed suitable when deriving ROE. The first 

component of the equation, return on invested capital (ROIC), is calculated by dividing net operating profit after 

tax (NOPAT) with invested capital (also referred to as net operating assets). Some practitioners claim that one 

should use the invested capital from the previous and current period, i.e. average invested capital, to yield an 

accurate ROIC (Petersen and Plenborg, 2012; Subramanyan and Wild, 2009). However, Snap’s financial data is 

limited to the last three years and hence using average invested capital would only allow for comparing ROIC for 

two years, i.e. 2016-2017. This constraint the ability to assess the development in Snap’s profitability through the 

period and therefore an average measure is not applied.  

 

Calculating ROE through ROIC requires adjusting for the financial leverage of a firm multiplied by the spread. 

The spread shows the difference between ROIC and the net borrowing costs (NBC). A positive spread will increase 

ROE given that ROIC is positive. Considering Snap has net financial assets, yet the adoption of the latter equation, 

it is evident that ROE will increase when RONFA exceeds ROIC. The intuition is that when RONFA increases, 

less invested capital of the owners will be tied up in the financial assets, causing a positive effect on return.   
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Figure 24: ROIC trend of peers 

              

 Source: Compiled by authors based on company data (2018) 

    

Figure 25: NFA/EQUITY and spread of peers 

 

Source: Compiled by authors based on company data (2018) 

 

 

Table 7: Snap ROE decomposition 

 

 

Source: Compiled by authors based on Snap Inc. (2018) 

 

Figures 24 - 25 and table 8 shows the development of the drivers on return on equity for Snap and selected peers. 

Snap has throughout the period generated a ROIC far below peer average. Although Google and Facebook are the 

Snap ROE Decomposition 2015 2016 2017

ROIC (RNOA) -271% -93% -353%

RONFA (NFI/NFA) 0% 0% 1%

Spread (ROIC-RONFA) -271% -93% -354%

Financial leverage (NFA/Equity) 0,82 0,63 0,67

ROE -49% -34% -115%
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only peer with remarkable ROIC, Twitter shows improvements in the development of the return. Concerning Snap, 

the level of ROIC fluctuates throughout the period. Despite improvements in 2016, the level of ROIC reduced by 

306% in 2017. The unsatisfactory level is a result of poor utilization of its operating assets base, meaning that 

Snap has not been able to augment NOPAT faster than its operating asset base due to large operational expenses. 

This is further supported by benchmarking the ROIC against the company's cost of capital (WACC). Considering 

Snap’s ROIC of -353% is far below WACC of 7.1% in 2017 (derived in section 8.0), operating assets are not 

exploited efficiently, which signals value destruction as opposed to value creation. 

 

From figure 25, it is apparent that Snap and its peers hold similar capital structures, with net financial assets as 

opposed to net interest bearing debt. With average NFA/Equity ratio for the peer group at 0.56 as of December 

31st 2017 Snap had a ratio of 0.67 NFA/Equity. Evidently, Snap barely uses any debt to finance its activities. As 

discussed, the spread is determined by ROIC and RONFA, in which RONFA reflects the ability to generate return 

on financial assets. As observed, Snap generates a positive RONFA throughout the time period and as discussed 

in previous section, an increase in RONFA given that ROIC is positive should reduce the spread and thus have a 

positive effect on ROE. However, considering that Snap has experienced negative ROIC throughout the period, 

any positive return on financial assets instead increases the spread and thus resulting in a negative effect on ROE. 

This is depicted in year 2017, in which ROIC reduced by 282% to -353% while RONFA increased to a level of 

1.1%. Hence, more invested capital of the owners has been tied up in the financial assets, causing a negative effect 

on return on equity, with a significant drop to -115%.  

6.5.1.2 NOPAT-margin and Asset efficiency 

In order to further understand the drivers of ROIC, the measures of NOPAT-margin and asset efficiency is 

analyzed below.  

 

Table 8: Margins for peers and Snap 
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Source: Compiled by authors based on company data (2018) 

  

From the tables above, it is observed that Snap has a weak margin markup relative to its peers. However, gross-

margin shows a positive trend because of increased revenue generation from advertisers. In 2017, ads sold to 

advertisers resulted in a revenue increase by 104% while cost of revenue increased by 42% resulting in a positive 

gross margin. As observed, Snap’s gross margin is far below those peers, explained by the company’s use of third 

party infrastructure service. 

 

It is observed that Snap has generated lower operational earnings relative to the peer group average. In examining 

EBITDA and EBIT, one can observe that the two measures are closer to each other in percentage points the first 

two years, while a deviation is apparent in 2017. Investment in sales and marketing throughout the period has 

contributed to increased operational expenses, but increased revenue from ads compensate for this cost, explaining 

the improvement in EBITDA. Assumingly, EBIT should follow the same patterns with the major differences 

stemming from depreciation and amortization expenses. However, in 2017, a significant drop is apparent in the 

Snap’s EBIT-margin as a result of major expenses. First, Snap lost nearly USD 40 billion in unsold spectacles. 

Second, following the IPO Snap increased its stock-based compensation to an expense of USD 2.6 billion, 

representing 77% of its nets loss and three times its revenue. The amount spent in the year it went public was much 

higher than that of Facebook and Google in an attempt to compete for talented human capital.  

 

The second component of ROIC is asset turnover, which account for Snap’s ability to generate revenue from its 

operating assets. Below shows Snap’s and peers’ asset efficiency throughout the period, the inversed 

decomposition of asset turnover can be found in appendix 7.  
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Table 9: Asset efficiency of Snap and peers 

 

Source: Compiled by authors based on company data (2018) 

 

When examining Snap exclusively, its asset turnover ratio has remained rather low, implying that Snap has not 

been able to efficiently utilize its operating assets. When accounting for the peer average one can conclude that, a 

revenue to asset ratio below or equal to one seem to be the common trend in the industry with a steady improvement 

annually. Evidently, deviations are apparent between Snap and its peers and although Snap’s development in asset 

turnover shows a positive trend, it remains below peer average. Looking at the level in asset turnover, one can 

assume that Snap is not able to manage its operating assets as efficiently as its competitors, but considering Snap 

has experienced a significant increase in the ratio from 0.43 to 0.84 throughout the period, it signals improvements 

in asset efficiency. This is explained by the steady improvements in ratios related to domain names, computer 

hardware and software, acquired technology, and land, all reflects Snap’s strategy as well as growing ability to 

effectively manage and enhance its technologies as operations expands. Invested capital in operating assets 

increased by 611%, while revenue generation increased far more, namely by 1,306%, indicating improved usage 

of operating assets despite a level below peer average. Moreover, Snap uses third party infrastructure providers. 

This result in lower invested capital but also affects Snap’s margins. Given that Snap is currently improving its 

scale, it is likely that if the company instead developed the infrastructure in-house, it would not at this stage have 

a material positive effect on its margins. Altogether, in a scenario where they presently had their own infrastructure, 

its margin would not improve while invested capital would increase, leading to a lower ROIC. In the long-term, 

however, if it continues to outsource these services, Snap will have a lower gross margin than its peers while the 

effect on ROIC is less apparent.   

6.6 Trend analysis  

This analysis aims to provide a more comprehensive understanding of Snap’s financial historical development. It 

will include an assessment of the income statement and balance sheet that will be indexed to identify patterns. 

Accounts that were zero for the first year will be indexed from the year it was included.  

 

Asset turnover 2015 2016 2017

Snap 0.43 0.73 0.84

Twitter 0.88 0.99 0.98

Google 1.33 1.54 1.95

Facebook 0.68 0.91 1.22

Peer Average 0.96 1.15 1.38
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Figure 26: Trend analysis of income statement 

 

Source: Compiled by authors based on Snap Inc. (2018) 

 

As above table shows, total revenue has increased substantially more (1,306%) than cost of revenue (249%) 

thereby turning gross profit positive in 2017. Top line growth is primarily driven by “snap-sold revenue”, that is 

the sale of space directly to advertisers, which in 2017 stood for 92% of total revenue. Among operation 

expenditures, the total increased by 435% while the largest increase was in sales & marketing costs although the 

largest share of operation cost are R&D related costs. As a result, EBITDA- margin is improving, although it was 

negative in 2017. The EBIT- margin was following a similar pattern from 2015 to 2016 but due to the disappointing 

Spectacles initiative, an inventory related charge caused a negative EBIT- margin development from 2016 to 2017. 

Altogether, adjusted for the inventory related Spectacles cost, cost increased at a slower rate than revenue thereby 

contributing to improve margins although they remain largely negative. The development of the costs and their 

implications will be further assessed in the forecast.  

 

Snap, Inc. (mn, USD)

2015 2016 2017

Revenue

    Snap-sold revenue 100               717            1,482                 

    Advertising, partner-sold 100               453            630                    

    Other 100               7,273         35,157               

Total revenue 100               690            1,406                 

Cost of revenue 100               247            350                    

Gross profit 100               277            n.a.

OPEX

   R&D 100               237            569                    

   Sales and marketing 100               501            1,168                 

   General and administrative 100               179            339                    

Total OPEX 100               244            535                    

EBITDA 100               64              41                       

Depreciation and amortization (1) 100               190            400                    

Spectacles inventory-related charges (2) 100                    

Payroll tax expense related to stock-based compensation 100            13,227               

Stock-based compensation expense 100               43              3,591                 

EBIT

Tax benefit 100               93              242                    

NOPAT 100               137            927                    

Financial income 100               333            1,508                 

Financial expenses 100            243                    

Other financial income (expenses) (1) 100               3,005         n.a.

Net financial exepenses 100               -107          1,778                 

Profit (loss) for the year 100               138            924                    

Analytical Income Statement 
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Figure 27: Trend analysis of balance sheet 

 

Source: Compiled by authors based on Snap Inc. (2018) 

 

As can be seen above, the cash position declines between year 2016 and 2015 but begins to increase in 2017. This 

development is explained by the USD 2.66 billion raised from issuance of Class A common stocks in the IPO. In 

terms of liquidity, although the cash and cash equivalent item has declined since 2015, the company has invested 

heavily in marketable and highly liquid assets, and the overall liquid position (including operating and excess cash) 

has improved from a total of USD 641 million to USD 2,043 million, equivalent to an 219% increase. Moreover, 

as the company has continued to engage in acquisitions (e.g. Placed and Zenly), the Goodwill and intangible asset 

positions have continued to increase. Goodwill with 478% increase since 2015 and Intangibles by 285%, with the 

latter driven by a 387% increase in “acquired developed technology” with a weighted average remaining useful 

life of 4.7 years (Snap Inc., 2018). Regarding working capital, the large proceeds from the IPO has naturally 

increased short-term assets and hence net working capital showing a negative development. Adjusting for cash 

and cash equivalents, and marketable securities, short-term assets have increased with 600% while short-term 

liabilities have increase by 222%, thereby illustrating an opportunity to improve working capital management. 

Snap, Inc. (mn, USD)

2015 2016 2017

Total assets 100              183                  364                  

Cash and cash equivalents 100              22                    39                    

Marketable securities 100                  204                  

Operating assets 100              248                  488                  

Accounts payable 100              1,203              10,171            

Accrued expenses and other current liabilities (2) 100              95                    177                  

Other non-current liabilities (3)  100              635                  1,329              

Invested capital 100              402                  760                  

    Built-to-suit financing obligations (1) 100              112                  119                  

Interest bearing debt 100              112                  119                  

Cash and cash equivalents 100              22                    39                    

Marketable securitites 100                  204                  

Net interest bearing debt 100              65                    50                    

Equity 100              199                  392                  

Total funds (invested capital) 100              402                  760                  

Analytical Balance Sheet
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6.11 Part conclusion of strategic and financial analysis in a SWOT 

framework  

The strategic and financial analysis concludes with Albert Humphrey’s SWOT analysis introduced in 1965 

(Madsen, 2016) to gather and synthesize relevant and determinant aspects of the precedent analysis to predict the 

outlook of Snap. Thus, the SWOT framework exploits previous analytical sections to conclude and presents Snap’s 

strengths, weaknesses, opportunities and threats, which are considered in the forecasting section. For simplicity, 

the main findings are illustrated graphically in the SWOT matrix. 

 

 Figure 28: Summarizing SWOT matrix 

 

 

Snap currently has a strong foothold among younger demographics using social media. By aligning the service 

with the needs and desires of the targeted segment, i.e. functionality of disappearing content and 

video/photos/Emojis to communicate, Snap has historically managed to become superior in the field of ephemeral 

messaging, which differentiates its core product from competitors. The disappearing nature of messaging further 

encourages daily visits and more content-creation, consequently leading to higher engagement. Snap’s team has 

further proved successful through acquisitions and heavy investment in product development in setting standards 

for specific new features (e.g. lenses, filters, stories), many of which later being copied by its competitors. Lastly, 

through its successful IPO offering, the company has a considerable war chest guarding against potential short-

term cash imbalances. 
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A weakness of Snap is the hardware development team. The initiative of launching Spectacles proved 

unsuccessful, imposing excess inventory and large financial losses. In addition, the company has been criticized 

for its ability to redesign the application at whole. The new layout of the platform from November 2017 in an 

attempt to separate social and media also received disappointing response resulting a petition filed by users and 

large amount of users redistributing their content-creation to other platforms, e.g. Instagram. Moreover, the 

company is currently utilizing its operating assets poorly, with tied up capital related to spectacles inventory as an 

apparent example, resulting in negative return on operating assets and as well as equity. 

 

High engagement among users difficult for advertisers to reach through conventional marketing channels allows 

a great opportunity to improve monetization. Snap is still in the earliest stage of its monetization process, but a 

larger focus on opening sales offices and developing tools for advertisers allows an opportunity to improve its 

current low monetization (Snap Inc., 2018). There are moreover strong fundamentals for a much larger market in 

emerging markets. Increased penetration of internet and devices are expected to increase the addressable segment 

in most developing countries. In addition, as marketers becomes more experienced in using data and social medias 

as a marketing channel, the market for advertisement is expected to redistribute from more conventional channels 

(e.g. TV and radio) towards digital advertising, and more specifically social media advertising via phones. While 

financials depict that Snap faces challenges in yielding return, there are opportunities beside monetization, to 

improve working capital considering the larger increase in short terms assets relative to short terms liabilities, but 

that requires Snap to understand its business limitations e.g. new product launches, as well as their value adding 

activities. 

 

Perhaps the largest potential threat is the trend-sensitivity of the target segment. Low loyalty and low monetary 

switching costs could cause a declining user base. Moreover, at the core of operation is the infrastructure. Given 

the unpredictability of demand for the service in combination with a weaker position from tailoring part of the 

service to Google Cloud, Snap runs the risk of being forced to higher rates negatively affecting bottom-line. In 

addition, the consent recommendations imposed by GDPR could harm Snap’s ongoing business if not complied 

with as well as it runs the risk of impeding advertisers from engaging in digital marketing. It is therefore crucial 

that Snap manage to be thoughtful about how they approach privacy in their products and any other potential 

fallouts from GDPR. Lastly, the inability of active investors and the Board of directors to interfere if the confidence 

in the two founders deteriorates constitute a threat to investors.  
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7.0 Forecast 

The financial statement analysis in combination with the strategic analysis including insight from empirical 

findings, will lay the foundation for the forecasting. It is however important to stress that historical performance 

most often offers limited clues for a company experiencing such a rapid growth in an industry with disruption such 

as Snap.  

 

This paper adopts a sales-driven forecast approach, which is modelled to drive investments and operating expenses, 

to ensure the strong linkage between different activities within a company (Petersen and Plenborg 2012). Sales is 

made up by two components, (1) number of active users and (2) revenue per active users. In line with Koller and 

colleagues (2010), the focus is on incremental product improvements affecting top-line as well as predictions on 

sustainable profitability levels and estimation of the investments necessary to achieve scale. With the latter being 

reflected in changes in the margins. The forecast period should cover a business cycle and be of sufficient length 

for a company to reach a steady, terminal, growth rate. If the period extends too far, the reliability of the assumption 

becomes far more important and difficult to set (Petersen and Plenborg 2012). However, it is believed to take time 

until Snap reaches its steady state. For this reason, the paper has opted a ten-year forecast period (2018-2027). 

  

Post year 2027, a terminal growth rate is determined to account for “out-of-forecast” period cash flows. The 

terminal growth ought to reflect the eternal growth of the company and a company is not likely to grow at a higher 

rate than the growth of the economy it operates in. Since Snap operates in a variety of economies, it is subject to 

several different growth rates. Moreover, given the short history of the social media market, it is difficult to 

estimate the point Snap will reach a steady state. Growth can thus continue to outperform the global economic 

growth passed the “out-of-forecast period”. The terminal growth is set based on expected growth of the global 

economy, which is forecasted to have a GDP growth of 2.5% (PWC, 2016). Using a growth rate of the currently 

largest market (i.e. North America) would miss to account for the rapid growth expected in developing regions 

because of improved mobile infrastructure. These are currently relatively untapped but prospect markets for Snap 

and in order to take these into account, it is justified to apply the expected growth of the global economy.  

  

Sales is forecasted using a bottom-down approach whereby the number of active users are estimated going forward, 

multiplied by Snaps ability to monetize the engagement. To set the forecast in perspective, the resulting revenues 

has been assessed in relation to the overall market for online ads. This allows assessing the corresponding market 

share of the topline growth, i.e. a top-down check.  
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7.1 Income statement  

7.1.1 Revenue 

7.1.1.1 Number of users 

The development and size of quarterly active users differ among the regions Snap operates in. Since the fourth 

quarter 2015 up until the fourth quarter 2017, the North American user base has increased by a compounded 

quarterly growth of 6.6%, 7.4% in Europe and 8.8% in the rest of the world. Meanwhile, average revenue per user 

and geography has during the same period increased by 19.8% in North America, 42.0% in Europe and 77.7% in 

the rest of the world per quarter, illustrating a clear focus on improving monetization of user engagement. Given 

the findings of the questionnaire this paper predicts that engagement and number of users will reach a slower 

growth in North America and Europe due to increased competition from Instagram and the service being of less 

novel nature. As a result, in the base case, it has been modelled that the compounded quarterly growth will decrease 

to 1.0% quarterly between the 2018 and 2020, and post 2020 it further decreases to 0.5% until 2026 when the user 

group is expected to remain steady with new users compensating for those lost. In Europe, the corresponding 

growth for the same period is predicted to 2.0% and post 2020 at 1.0% per quarter. The reason for the higher 

corresponding growth in Europe compared to North America relates to the current smaller user base in Europe 

despite being a larger market in terms of potential users. It is thereby assumed that Snap will have a better chance 

of penetrating untapped user groups in Europe compared to North America. Regarding the rest of the world, growth 

is expected to be 6.0% from 2018-2020 per quarter and then fall to 4.0% between 2020-2027. The reason for the 

higher growth in this region, is due to the belief that Snap has at this point managed to overcome the collective 

switching cost in several countries thereby facilitating a higher growth as the penetration of internet and 

smartphones continues to be largely positive. On an annual base, following these quarterly assumptions, the North 

American user base is expected to grow by 2.2% annually, Europe by 5.3% and the rest of the world by 19.7% 

until 2027. It further implies the total active user base will increase from 187 million users worldwide in December 

2017 to 261 million users in 2020 and 484 million in December 2027; an 10.0% annual growth rate. In a broader 

perspective, these assumptions would imply that 8.99% of all social media users would be on Snap in 2020 

(Statista, 2018). 

7.1.1.2 Monetization 

Snap is still in the earliest stage of its monetization process but are investing resources to increase its revenue, 

partly by opening sales offices in key markets (Snap Inc., 2018). In the latest reported quarter, Snap generated 

USD 2.8, USD 0.7, and USD 0.6 per quarter and user in North America, Europe, and rest of world respectively. 
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The base case thus assumes that average revenue per user on a quarterly base will continue to increase in all 

markets. In North America, the average quarterly revenue will continue to increase by 7% per quarter up until the 

fourth quarter 2020, and 1% per quarter between 2021-2025, reaching USD 6.2 per user and quarter in 2020. 

Thereafter it is assumed to increase by 0.1% by quarter. USD 6.2 per quarter corresponds to 24.8 USD per user 

annually, which is above the average of Twitter, Instagram and Facebook in 2016 (14.3 USD annually per active 

user). This “premium” is justified by the fact that the market for digital media advertising is expected to continue 

to grow with 6% between 2016 and 2020 meaning the average for the group is likely to increase. In addition, the 

average for the group are based on global revenue, and digital market in North America is much more mature than 

global average; the average spend per user is higher in North America than the average market. In Europe, annual 

revenue per user is expected to increase by 14.0% up until the fourth quarter in 2019, 12% in 2020 and by 7% per 

quarter from 2021 to 2023, by 2.5% per quarter 2023-2024, and thereafter 1% reaching USD 3.0 per user and 

quarter in 2020 and USD 7.0 in 2027. In the rest of the world, the monetization first began the first quarter of 2016, 

thereby explaining the impressive growth up until the fourth quarter 2017 (77.7%). Going forward, it is modelled 

to increase by 12% on a quarterly basis up until 2020, by 9% in 2020 and 7% per quarter in 2021-2022, 3% in 

2023 and thereafter 1.5%, reaching USD 1.6 per user and quarter in 2020 and USD 5.1 in 2027.  

 

In summary, Snap reported in December 2017 that 80% of all its revenue were generated in North America, 12.4% 

in Europe and 7.2% in rest of the world. However, the assumptions in this paper implies that 28% of all revenues 

would be generated in North America, 25% in Europe and 47% in rest of the world by 2027. This is due to Europe’s 

improved contribution driven by increased monetization from the opening of sales offices throughout the region 

while rest of the world is mainly driven by increased user penetration from improved mobile infrastructure. This 

relates to the findings from the strategic analysis, suggesting strong fundamentals for future growth of social media 

users in emerging markets. The above suggest that the rest of the world would be the strongest revenue-generating 

segment despite North America experiencing an annual compounded revenue growth of 13.2% and Europe 33.3% 

between 2017-2027. In overall, the topline growth suggest that Snap would expand its market share in the global 

social media advertising market (covering 78% of global internet population) from 1.9% in 2017 (compared to 

Facebook’s 92.9% in 2017) to 5.1% in 2020 and 7.1% in 2022 (see figure 17 for market size).  

7.1.2 Expenses 

7.1.2.1 Cost of revenue 

As found, Snap’s expenses are driven by two sources, namely (1) cost of revenue and (2) head-count operational 

expenditure. Given the nature of the business, all but cost of revenue primarily consists of personnel-related costs, 
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while cost of revenue is made up by (1) cloud infrastructure, (2) partner revenue, (3) other COGS (Snap, Inc., 

2018).  

 

Cloud infrastructure costs are driven by engagement in the application, e.g. when Snap introduced “Memories” in 

2016 it increased its cloud infrastructure cost (Snap, Inc., 2018). Historical per user costs have been calculated to 

get an estimate of how infrastructure costs follows engagement. From the first quarter of 2016 to the last in 2017, 

infrastructure cost has increased from USD 0.52 per active user to USD 0.7. This paper models that cost per active 

user will continue to increase by 1% per quarter up until 2021 and thereafter stagnate on a per user basis. In other 

words, the base case suggest that competition among suppliers will ensure that prices do not hike considerably. 

Given that the calculation for total infrastructure cost accounts for increased number of users, the percentage 

increase per user is to account for increased engagement and launches of new features. As earlier noted, it is 

believed in the base case that the rest of the world segment will drive engagement going forward, partly offset by 

slightly stagnating engagement in Europe and North America, in line with the empirical findings. The overall 

effect on a per user basis is therefore expected to be partly offset by new users in rest of world, assuming to use 

less features, compensating for the more advanced usage, which requires more storage in North America and 

Europe. Moreover, Snap is committed to spend USD 2 billion, equally to USD 400 million annually with Google 

Cloud Platform and USD 1 billion with Amazon Web services between 2017-2021. The contract with Amazon, 

obligates Snap to spend USD 125 million in 2018, USD 200 million 2019, USD 275 million in 2020 and lastly 

USD 350 million in 2021 (Snap Inc. I, 2017). Further, Snap is required to spend the amounts stipulated but in case 

of a larger need than predicted, additional cost will be assumed. Therefore, when predicting the cost of 

infrastructure up until 2021, either the contractual obligation or the cost calculated through the number of active 

users can be used. Based on the increased cost of hosting per user, the base case forecast is solely based on the per 

user calculation. 

  

Since partner revenue share is the percentage of ad revenue Snap pays to content publishers, this cost is estimated 

as a fraction of revenue going forward. The average revenue share cost in 2016 and 2017 (i.e. 13.1% of revenue) 

will be used as a proxy for partner revenue share going forward.  

 

Other cost of revenue includes content measurement services and creation. Content measurement and creation is 

likely to increase as the company continues to focus on monetization. While the historical average is USD 0.11 

per user, this paper expects it to increase slightly but thereafter remain steady at USD 0.13 per daily active user. 

Other cost of revenue also includes spectacles-related costs. As stated, this part of the business will not continue 

due to the unsuccessful launch. It is a non-recurring item and hence excluded in the forecast. 
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7.1.2.2 Operational expenditure (OPEX)  

In terms of headcount, Snap had 3,069 employees as of December 31st, 2017 (Snap Inc., 2017). As presented in 

section 5.4.4, Snap has a history of cutbacks but has stated in its annual filing that the number of employees are 

expected to increase in the future (Snap, Inc., 2018). In order to continue to drive engagement and improved 

monetization, Snap must continue to hire talented engineers and sales representatives. It is therefore expected in 

the base case that the number of employees will to continue to grow; Snap will have 5,965 employees at the end 

of 2020 and thereafter the employee pool is expected to grow by 10% until 2025 and thereafter by 5% up until 

2026, leaving a total pool of 9,994 employees in 2027. That represents 35.4% of all Facebook employees as of 

2017 or 10.2% of all Google’s employees.  

 

OPEX per employee was USD 0.34 million in 2016 and USD 0.37 million in 2017. Snap has communicated its 

focus to improve productivity among employees going forward (Vollero, 2018). Nevertheless, the paper projects 

that OPEX per employee will continue grow by 2% to account for project-based hires that are not counted in the 

employee pool, e.g. consultants. To set the assumptions of both growth and OPEX per employee in relation to its 

peers, revenue and OPEX per employee is benchmarked with Snap’s peers. For Facebook, revenue per employee 

and OPEX per employee were USD 1.93 million and USD 0.54 million in 2017 respectively. The corresponding 

figures for Google was USD 1.38 and USD 0.49 million while USD 0.70 million and USD 0.33 million for Twitter. 

Regarding Snap, the corresponding figures were USD 0.33 and 0.37 respectively in 2017. Due to the maturity of 

competing companies, this paper does not assume that Snap will reach its peers’ level of revenue efficiency in the 

near term. However, it models that in relation to each other, i.e. revenue and OPEX per employee, improvements 

are evident in 2020. Aligned with the sales forecast, revenue per employee is expected to increase to USD 0.6 (in 

relation to the average for peers in 2017 of USD 1.34) and OPEX per employee is projected to USD 0.39 (average 

for peers was USD 0.45 in 2017). In 2025, revenue per employee is modelled to reach USD 0.93 and OPEX per 

employee to USD 0.43 and lastly in 2027 USD 1.09 and USD 0.45 respectively. Figure 11 below shows the 

benchmark.  
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 Table 10: Revenue and operating expenditures per employee 

 

 Source: Compiled by authors based on company data (2018) 

 

Despite improving the revenue per employee ratio, figures lower than average ratio relates to the niched segment 

served by Snap limiting its ability to outcompete average on monetization. Looking at the averages, Facebook can 

with its much broader audience attract a much broader set of advertisers compared to Snap. 

7.1.2.3 Stock-Based compensation 

Stock-based compensation is a function of the total volume of share-based compensation securities and the 

development of the share itself. Given the difficulty in predicting the future share price for each expiration date, 

this paper adopts an analysis of previous levels seen at different years post IPO for its peers. This figure is put in 

relation to total revenue. The reason for relating this item to revenue is that for young tech companies with initially 

low profit margins and high expectations on future improved monetization of users, revenue correlates well with 

stock development initially. Thereby, applying this method allows for a better proxy than e.g. looking at the year-

on-year growth. However, Snap recorded a much higher stock-based compensation in relation to their revenue, 

compared to its peers. As stated, Google recorded an expense of 9% of its revenue while the corresponding figures 

for Facebook and Twitter were 31% and 90% respectively. This illustrates Snap’s quick head-count development 

in relation to topline growth and profitability as Snap to a larger degree must rely on stock-based compensation to 

attract talented people rather than offering higher salaries. This further illustrates the difficulty in finding a proper 

proxy for this item, as well as the sensitivity of forecasted cash flow. For this reason, it is deemed suitable to 

estimate future stock-based compensation based on peer group’s historical average.  

Benchmark (in USDm)

Avg. Employees 

16'-17'  Revenue  OPEX 

 Revenue/ 

employee 

 OPEX/ 

employee 

Facebook 17' 21,077             40,653             11,451             1.93 0.54

Alphabet 17' 80,077             110,855           39,126             1.38 0.49

Twitter 17' 3,478               2,443               1,133               0.70 0.33

average for group 1.34 0.45

Snap inc 17' 2,464               825                  910                  0.33 0.37

Snap inc 20' 5,576               3,346               2,185               0.60 0.39

Snap inc 25' 9,169               8,536               3,967               0.93 0.43

Snap inc 27' 9,896               10,792             4,480               1.09 0.45
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Table 11: Stock-based compensation as percentage of sales 

 

Source: Compiled by authors based on company data (2018) 

 

The benchmarked stock-based compensations in relation to revenue covers the year each peer was initially offered 

and the next four years, thereby allowing for a proxy of Snap’s stock based compensation between 2018-2021. 

The implied stock-based compensation in 2018 represent a large decrease from 2017 and this paper justifies this 

for two reasons. First, approximately 25% of the stock-based compensation in 2017 related to a stock award issued 

to the CEO Evan Spiegel that vested at the IPO (Levy, 2018). Second, the stock had at December 31st 2017 fallen 

by 38.3% and given that the value of stock-based compensation naturally follows the stock’s development, it is 

predicted that stock-based compensation will decrease substantially from 2017 and steady increase as the company 

records improved monetization rates and thereby topline growth. This paper assumes that post 2021; Snap will to 

a larger degree rely on salaries while stock-based compensation will decrease to 8% of revenue as the company 

generates a larger cash flow. The payroll tax expense relating to stock-based compensation historically average at 

0.8% of the compensation and is projected to continue to constitute 0.8% going forward.  

7.1.2.3 Depreciation and amortization  

Depreciation and amortization in the last two years accounted for 7.3% of sales. Since the company’s depreciated 

and amortized assets are not expected to be at its steady state but instead will likely continue to grow as the 

company generates more revenue, this paper uses the 2017 item and increases this by the year on year increase in 

capital expenditures. Although this is below that of peers, it reflects Snap’s capital light model whereby the 

company uses third-party infrastructure services compared to its peers.  

IPO year +1 year +2 years +3 years +4 years

Facebook

Revenue 5,089          7,872          12,466        17,928        40,653        

stock-based comp 1,570          906             1,840          2,970          3,720          

% of sales 30.9% 11.5% 14.8% 16.6% 9.2%

Alphabet

Revenue 3,189          6,139          10,605        16,594        21,796        

stock-based comp 279             201             458             869             1,120          

% of sales 8.7% 3.3% 4.3% 5.2% 5.1%

Twitter 

Revenue 665             1,403          2,218          2,530          2,443          

stock-based comp 600             632             682             615             434             

% of sales 90.3% 45.0% 30.8% 24.3% 17.8%



 94 

7.1.2.4 Spectacles inventory-related charges 

Given the failure of the venturing into Spectacles, this paper estimates that Snap will not incur this cost going 

forward.  

7.1.2.5 Interest expense/income, net 

Interest income primarily consist of realized gains on cash, cash equivalents and marketable securities. 95 % of all 

marketable securities are held in the United States and the weighted average interest rate on Snaps marketable 

securities was 0.6% in 2016 and 1.2% in 2017. It is estimated that the 2017 rate will continue to increase given the 

Federal reserve’s forecast of three additional rate increases in 2018 and 2019 (Federal Reserve, 2018). The interest 

income is thus modelled to increase at the same rate as the federal reserve’s rate. At the same time, given the large 

expected losses in the early forecasted years, marketable securities are expected to be sold to maintain cash 

positive, which is accounted for in calculating interest income.   

 

Interest expense primarily consist of interest on build-to-suit lease finance obligations as well as fees and 

amortization of the credit facility. The credit facility allows Snap to borrow up to USD 1.2 billion to fund general 

corporate purpose expenditures and working capital. The loan bears an interest at LIBOR plus 0.75% and a 

commitment fee (paid annually) of 0.1% on the daily undrawn balance of the facility. As of December 31st 2017, 

no amounts were outstanding. Thus, the total interest expense of USD 3.5 million consisted of USD 1.2 million in 

commitment fee and the remaining of interest on the built-to-suit lease. This paper forecasts that the credit facility 

will continue to be undrawn as the company has a strong cash- and marketable securities position to fund working 

capital. Further, as elaborated in 7.2.1.3 Snap turned its net working capital position positive in 2017 and is 

forecasted to keep it low going forward.  

 

The built-to-suit obligation is expected, in line with earlier years, to increase as the company continues to grow 

and needs more space. The USD 2.4 million interest expense is therefore expected to grow by 9% annually going 

forward in line with the growth of the obligation between 2015-17.    

7.1.2.6 Tax rate 

Snap is subject to income taxes in the United States and several other foreign jurisdictions. Given differences in 

statutory tax rates, Snap’s effective tax rates varies depending on the proportions of income from different markets. 

On December 22nd, 2017, the Tax Cuts and Job Act of 2017 was signed into law making and reduced the corporate 

tax rate to 21% effective for tax years from December 31st 2017. This paper, thus, applies the newly set tax rate 

for positive taxable incomes. Snap has historically reported negative earnings before tax. Going forward, negative 
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earnings will build up the tax asset and will offset taxes in years with positive earnings, i.e. no cash effect from 

taxes up until the tax asset built up during years of losses has been used up.  

7.2 Balance sheet  

7.2.1 Assets 

7.2.1.1 Capex 

Total operating assets going forward are modelled to be affected by working capital development as well as capex 

and depreciation. Capex were less than USD 85 million in 2017, and although Snap communicated that a slight 

absolute increase is expected in 2018, the reliance on third party infrastructure providers allow for lower relative 

to revenue Capex spending in the long-run. The base case, thus assumes that capital expenditures will increase 

with the same percentages as number of employees. The reason lies in the assumption that buildings and equipment 

currently suffice for the current size of the workforce but needs to be increased along with new recruitment. The 

non-current assets will, thus, increase with the amount of capex minus the depreciation per year going forward. 

7.2.1.2 Net working capital (NWC) 

Historically, Snap reported a negative net working capital of -26% of revenue in 2015, -37% in 2016 and positive 

1.3% in 2017. Due to the volatility in its historical working capital, it is deemed misleading to use an average 

fraction of sales as a prediction going forward. Moreover, the failure of Spectacles is likely to continue to have 

large effects on working capital. First, accounts payables/receivables are likely to decrease in line with less 

purchase commitments from producers and customers. Secondly, prepaid expenses relating to Spectacles are 

expected to decrease. The effect of these decreases on net working capital is not as clear. A decrease in accounts 

receivable positively affects net working capital while the opposite is true for decreases in accounts payable and 

prepaid expenses. Nevertheless, in the long run, the reduction is likely to positively affect working capital since 

the year-on-year relative changes will be smaller absolutes changes and thus smaller amounts. Return on net 

operating assets and financial leverage, given the abolishment of Spectacles, this thesis predicts that Snap will 

going forward become better at exploiting its operating assets. As a result, it is modelled that Snap will have a 

lower percentage change in working capital in relation to revenue. Another method to estimate working capital is 

by looking at the peers, all of which operate with a similar business model and low working capital needs. The 

average change in net working capital as a fraction of revenue in the last five years for the peers was 0.2%, more 

specifically 3.7% for Facebook, 2.4% for Google, and -5.6% for Twitter. Given that Google is a much more mature 

company while Facebook and Twitter went IPO more recently, Snap rather resemble the average for Facebook 
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and Twitter, which will be used from 2020, i.e. -1.0%. Up until 2020, this paper models Snap’s net working capital 

to follow the average of Twitter and Facebook the two years post their IPO’s, i.e. -2.9% in 2018, and -4.1% in 

2019.  

7.2.2 Debt 

7.2.2.1 Net interest bearing debt (NIBD) 

Based on the current cash flows from operation in combination with the large cash position held by the company, 

it is unlikely that Snap will raise debt to finance its future operation. Based on the forecasted cash flows, Snap is 

predicted to present positive cash flows in 2022, making it unlikely that the company would raise any debt up until 

that date. Although the company has the credit facility at hand, this debt account is forecasted at zero percent of 

revenue throughout the remaining period. However, built-to-suit financing obligation is forecasted to increase by 

9% annually, nevertheless, given the currently low proportion (0.1%) of enterprise value, this item will have no 

effect on the weighted average cost of capital.  

8.0 Cost of capital  

Having the forecast prepared, the following section present the weighted average cost of capital; the final input 

prior to the DCF analysis.  

 

Companies can choose to raise capital through debt or equity to finance its activities. In return, investors require a 

compensation, referred to as required rate of return, for the increased risk imposed on the company (Berk and 

DeMarzo, 2017). The required return to investors is what constitutes the company’s cost of capital, commonly 

known as the weighted average cost of capital (WACC), and it reflects investors’ opportunity cost of investing in 

a given firm instead of other companies with similar risk profiles. More specifically, WACC is the weighted 

average of return required from different investors, both debt and equity investors (Petersen and Plenborg, 2012). 

The WACC is applied as the discount rate when forecasting a company’s future cash flow and is calculated using 

the following formula: 

 

WACC = rd × (1 − Tm) ×  
D

(D + E)
 + re ×  

E

(D + E)
 

       Source: Petersen and Plenborg (2012) 
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The formula above shows that WACC is composed by three components, namely cost of debt, cost of equity and 

the target capital structure (including target level of debt and equity). The three components of Snap’s WACC are 

estimated in the following sub-sections.  

8.1 Capital structure 

To value Snap, the capital structure can be estimated through two approaches. The first derives from peer’s average 

capital structure based on market values, and the second approach is the iteration practice also based on market 

values. The first approach estimated the peers to have an average leveraged structure of 6% as of December 31st 

2017. As stated, peers have reported net financial assets as opposed to net interest bearing debt, with Google and 

Facebook recognizing significantly low debt with no material impact on market enterprise value. While these peers 

are fully equity financed, the 6% average of the industry derives from the higher financial leverage of Twitter.  

 

To capture the most accurate structure of Snap, the iteration procedure is also used. Snap has historically not issued 

any material debt, and considering that peers have remained more or less equity financed since their IPO, it is 

believed to be characteristic for this industry. One might argue that the short historical data is not sufficient to 

conclude that debt will remain zero in the future. However, given Snap’s currently low proportion of debt (0.1%) 

and strong cash position as stated in the section above, it is assumed that Snap strives to maintain a similar capital 

structure.  

8.2 Cost of equity, 𝐫𝐞 

The Capital Asset Pricing Model (CAPM) is widely used to estimate the cost of equity. The model suggests that 

equity holders’ expected rate of return on a given security is the risk-free return plus a risk premium, which is 

based on the security’s sensitivity to the market, i.e. the security’s beta. The CAPM formula is shown below, with 

each of the equity components estimated in the following sections.  

 

Equation 8.0: CAPM formula  

     𝑟𝑒 = 𝑟𝑓 +  × β𝑆𝑛𝑎𝑝(rm − 𝑟𝑓) 

                      Source: Petersen and Plenborg (2012) 
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8.2.1 The risk-free rate, rf 

The risk-free rate is the estimated return investors can expect on investment without incurring any risk. The most 

common proxy for the risk-free rate is to use a 10-year Treasury bond, as it removes any risk of default (Berk 

and DeMarzo, 2017). The yield for the current effective US 10-year Treasury bond is 2.92%, but in order to 

avoid any potential under- overestimation of Snap, an average of the US 10-year Treasury bond rate between the 

years 2009-2018 is used. This yields a risk-free rate of 2.58% (U.S Department of the Treasury, 2018).  

8.2.2 The market risk-premium, rm - rf     

The difference between the expected return in the market and the risk-free rate is referred to as the market risk 

premium. Koller et al. (2010) suggests three general methods when estimating the market risk premium. The first 

projects future risk premium by measuring and examining historical returns. The second method is based on 

regression analysis of present market values to estimate expected market risk premium, and the third uses a DCF 

valuation together with return on investment estimates and growth. Estimation is very complex and therefore this 

paper has used the risk premium based on empirical evidence. Damodaran (2018) estimates the market risk 

premium in the US as of December 2017 to be 5.08%. According to Koller et al. (2010), the market risk premium 

should range between 4.5-5.5% based on historical evidence. The estimated market risk premium of 5.08% is 

consistent with the authors’ range, and therefore deemed reliable. 

8.2.3 Systematic risk – Beta (βSnap) 

Beta is a given company’s systematic risk, measured as the correlation between the development of the company’s 

stock and the market. A beta above one implies the stock price fluctuates more than the market portfolio, and 

similarly a beta below one fluctuates less than the market. The most common practice for estimating a company’s 

beta is through a regression analysis of the historical excess return on the stock and return on the market. However, 

since Snap went public in 2017, only data for one year is publicly available. Therefore, the period for performing 

a regression analysis on the company’s stock against the US index is too short and thus not applied in this paper. 

This shortcoming is acknowledged, but to avoid the risk of estimating a beta that is misleading, alternative methods 

have been used instead. According to Petersen and Plenborg (2012), a company’s beta can be estimated from peer 

companies. As stated in section 6.1, this approach might not be optimal considering selected peers do not perfectly 

match Snap, despite their similar capital structure. Additionally, the estimated beta may not accurately reflect 

Snap’s stock considering the high volatility observed in the past. However, it is believed that the volatility will 

become similar to peers in the long run since they assumingly face similar operational risk. For this reason, peer 

companies’ average beta is used as a proxy when estimating Snap’s beta. The historical beta values are found 

through Thomson One (2018). In order to remove the impact of capital structure, the values have been unlevered. 
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Thereafter, the unlevered betas of the companies have been estimated to an average of 0.9. Finally, the average 

beta is re-levered based on Snap’s capital structure but given that Snap has no financial leverage, the capital 

structure has no significant impact on the beta and thus the value is estimated to 0.9.  

 

Table 12: Beta calculations 

 

 Source: Compiled by authors based on Thomson One (2018).  

 

To test whether the beta seem accurate, the averaged unlevered beta from the industry is estimated. Damodaran 

(2018) allocates Snap and selected peers in the software industry, but in which Snap and peers belong to the 

categories System and Application, and Internet respectively. One might question whether the allocation of the 

companies to their respective industry niche fully reflects reality. Regardless, it is necessary to take into account 

the risk of both Snap and peers considering they are comparable firms, and thus is seems accurate to average the 

two industry betas despite the rough proxy. The industry average beta is weighted against the regions in which 

Snap generates income. Currently, ~80% of Snap’s revenue generation stems from North America, but considering 

the forecast assumes that a larger proportion of revenue generation will stem for rest of the world  (47%), a global 

average industry beta is deemed suitable. Hence, the values below reflect the average industry betas globally.  

 

Table 13: Average industry beta 

 

 Source: Compiled by authors based on Damodaran (2018).  

 

Facebook Twitter Google Average 

D/E 0.0 0.2 0.0 0.1

Levered beta 1.2 0.1 1.4 0.9

Peers unlevered beta 0.8

Snap D/E 0.001

Snap levered beta 0.9

Industry (Global) No. of firms Beta D/E ratio Effective tax rate Unlevered beta

Software (Internet) 880 1.24 3.88% 8.11% 1.21

Software (System and Application) 1075 1.16 11.86% 9.89% 1.06

Average: 1.14

Snap D/E 0.001

Snap levered beta 1.1
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The averaged betas from the industry and the peers differ slightly, in which the industry beta is estimated to a 

higher value. The deviation is most likely because the industry beta is based on a large number of firms with risk 

profiles and maturity levels pre-assumingly not accurately reflecting Snap. In contrast, Snap and selected peers 

are assumed to face similar risk and volatility in the long run and therefore it seems more accurate to rely on the 

average beta derived from peer companies solely even though this is a rough approximation. Hence, the beta of 

Snap is 0.9. Based on the computed components of CAPM, Snap’s cost of equity is:  

  

𝑟𝑒 = 𝑟𝑓 +  β𝑆𝑛𝑎𝑝(rm − 𝑟𝑓) = 2.58% +  0.9(5.08%) = 7.1% 

8.3 After-tax cost of debt, 𝐫𝐝 (𝟏 −  𝐭)  

The cost of debt for an investment grade is approximated through the yield to maturity after tax on the given 

company’s long-term debt (Koller et al., 2010). In regards to Snap, the company has not issued any bonds and 

therefore this method is not applicable. For this reason, the cost of debt of the industries can be used. Based on 

Damodaran (2018) the software (system and applications) industry have a cost of debt of 3.9%. Snap’s corporate 

tax rate is 21% according to the annual report 2017 (Snap Inc, 2018). Together, this gives the following after-tax 

cost of debt: 

 

rd (1 −  t) = 3.9%(1 − 21%) =  3.08% 

 

However, as stated in section 8.2.1 Snap’s capital structure is assumed to remain unchanged. This implies that 

Snap’s debt level is no material and thus the after-tax cost of debt is irrelevant here. Taking into account 0.1% debt 

have no material effect on the WACC calculation going forward and therefore Snap’s target capital structure is 

expected 100% equity financed as projected in the forecast. Having computed all calculations, Snap’s cost of 

capital is estimated at 7.1%.  

 

WACC = rd × (1 − t) ×  
D

(D + E)
 +  re ×  

E

(D + E)
= 

WACC = (1 − 21%) ×  0 +  7.1% ×  1 = 7.1% 

 

Evidently, the cost of capital is equal to the cost of equity since Snap’s is fully equity financed. 
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9.0 Valuation 

Having understood the internal and external concerns that effect Snap along with the company’s financial 

performance, Snap’s income statement, balance sheet and free cash flow have been forecasted. By adding the 

estimated weighted average cost of capital, all input for the DCF analysis is available, allowing for a valuation of 

the company. The first section presents the base case DCF valuation, followed by two scenarios, namely the bear 

and bull case. To test whether the value derived from the DCF analysis seems accurate; a stress test is conducted 

through a relative valuation approach. The chapter concludes with alternative valuation methods given the new 

insight about the evident impact of networks. 

9.1 DCF  

The derived base case suggest that the stock price should fall by 27.8% compared to the price December 31st, 

2017 (i.e. USD 14.61).  

 

Figure 29: DCF base case 

 
Source: Compiled by authors (2018) 

 

Given the all-equity capital structure, beta is highly affecting the resulting valuation. Moreover, given that the full 

equity value is derived in the terminal value, the forecasted positive cash flows does not offset those negative 

earlier in the forecasted period, and hence the terminal growth rate further highly influences the value of the share. 

The sensitivity table below illustrates these points and shows the corresponding share price for a range of beta and 

terminal growth values. 

 

DCF Model Terminal period Growth

Base case 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e 2028e 2.5%

FCFF -1,175 -1,220 -896    -387    153      523      778      1,001   972      1,492   1,227              

WACC 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1%

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

Risk free interest 2.6% Snap % NPV

Beta 0.9 Explicit forecast -396    -3%

Market risk premium (Damodoran) 5.1% Terminal 13,355 103%

Cost of equity 7.1% Enterprise value 12,958 100%

Cost of debt 0.0% Net debt/ Net cash 2,011   

Cost of debt after tax Equity value 14,969 

D/EV 0.0%

Cost of capital (WACC) 7.1% Fully diluted No. Shares 1,420   

share price 10.5

General assumptions

Forecast period

Valuation summary
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      Table 14: Sensitivity table 

 

    Source: Compiled by authors (2018) 

9.1.1 Scenarios 

The scenario analysis will be based on the testing of two core assumptions in the valuation, namely (1) number of 

users and (2) number of employees. Engagement runs revenue, which further drives partner revenue cost, stock, 

based compensation and net working capital, while number of employees drives operating expenditures, capital 

expenditures and depreciation & amortization. Monetization rates have been held constant across scenarios. This 

assumption is justified by the reasoning that even if a private network’s total engaged user base decreases 

substantially, the remaining engaged users would still be attractive to advertisers and the per user monetization 

will be less effected. Moreover, with the expected market growth in digital marketing, this paper assumes that the 

rates for an engaged audience will increase along the base case in all scenarios presented towards industry average 

rates but not surpass average. The main driver behind monetization is, thus, to what extent Snap can maintain or 

increase its engaged user base. The analysis will depart with the bear case assumptions and the resulting valuation 

and thereafter discuss the bull case. The difference between the best and worst case will be used to assess the risk 

of Snap (Damodaran II, 2018). Below is a summary of the assumptions for number of users and employees for all 

three scenarios. 

 

        Table 15: Scenario assumptions 

 

10.5 0.5 0.7 0.9 1.1 1.3 1.5 1.7

4.0% 48.9      23.9      15.3      10.7      8.0        6.3        5.0        

3.5% 34.1      19.5      13.3      9.7        7.4        5.8        4.7        

3.0% 26.2      16.5      11.7      8.8        6.8        5.5        4.5        

2.5% 21.4      14.4      10.5      8.1        6.4        5.1        4.2        

2.0% 18.1      12.7      9.6        7.5        6.0        4.9        4.0        

1.5% 15.7      11.4      8.8        6.9        5.6        4.6        3.9        

1.0% 13.9      10.4      8.1        6.5        5.3        4.4        3.7        

T
er

m
in

al
 g

ro
w

th

Beta

Scenario Region 2018-20 2020-26

North America 1.0% 0.5%

Europe 2.0% 1.0%

Rest of the world 6.0% 4.0% 

North America 1.0% -1.0%

Europe 1.0% 0.0%

Rest of the world 2.0% 1.0%

North America 2.0% 1.0%

Europe 3.0% 2.0%

Rest of the world 8.0% 6.0%

Bull Case

User development (quartely)

Base Case 

Bear Case
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   Source: Compiled by authors (2018) 

9.1.1.1 Bear case  

The assumptions made in the bear-case suggest that Snap would follow a similar pattern as Twitter instead of 

Facebook, whereby user growth is lower than expected. In the bear case, the user base in North America is expected 

to decline by 1% on a quarterly basis as users find substituting services in the North America. In Europe, the 

corresponding growth is forecasted to be 0% until 2020 and a decline by 1% post 2020. Lastly, in rest of the world, 

the user base is expected to grow by 2% to 2020 and thereafter stay steady. Altogether these assumptions imply 

that Snap’s revenue CAGR between 2018-2027 is 13.5% and that the revenue share in the last forecasted year (i.e. 

2027) is 41% from North America, 31% in Europe and 28% in rest of the world. The Bear-case thus assumes that 

Snap will find it difficult to maintain users as they will be ageing and therefore face tougher competition from 

substituting services for younger, more trend-sensitive, demographics going forward in North America and Europe 

while failing to benefit from the strong fundaments (i.e. improved penetration rates of necessary infrastructure) 

for increased addressable market in emerging regions. The assumption suggest that Snap would have 191 million 

users in 2020 compared to 261 million in base case and 158 million in 2027. The implied market share in the 

global social media advertising market is, thus, expected in this scenario to be 4.6% in 2022 compared to 7.1% in 

the base case  (see figure 17 for market size). Market share in terms of users is in the bear case suggested to decline 

from 7.6% in 2017 to 6.6% in 2020 and 6.1% in 2021 (Statista, 2018). In line with slower growth in user base, the 

estimated infrastructure cost is below that stipulated in the contract 2019-2021. As a result, from 2019-2021, the 

minimum amount to be spent according to the contract will constitute the infrastructure expense and thereafter 

follow the development as in the base case. Moreover, it is modelled that the workforce will not increase at the 

same rate as that forecasted in the base case. Instead, the workforce is expected to increase to 3,889 employees in 

2020, compared to 5,965 in the base case. Post 2020 the workforce is expected to increase by 5% until 2026 and 

thereafter by 2%. The assumptions laid out above suggest that Snap would have USD 0.81 of revenue per employee 

in 2027 and USD 0.45 per employee in operating expenditure, i.e. the same as in the base-case.  

 

This scenario corresponds to a share price of USD 0.8 corresponding to a decrease of 94.4% compared to price in 

December 31st 2017. 

Scenarios 2017 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e

Base Case Employees years end 3,069      3,990      5,187      5,965      6,561      7,217      7,939      8,733       9,606       9,798       9,994       

Base Case y/y Growth 65.1% 30.0% 30.0% 15.0% 10.0% 10.0% 10.0% 10.0% 10.0% 2.0% 2.0%

Bear Case Employees years end 3,069      3,376      3,713      3,899      4,094      4,299      4,514      4,739       4,834       4,931       5,030       

Bear Case y/y Growth 65.1% 10.0% 10.0% 10.0% 5.0% 5.0% 5.0% 5.0% 2.0% 2.0% 2.0%

Bull Case Employees years end 3,069      3,990      5,187      6,224      7,469      8,962      9,859      10,845      11,929      13,122      14,434      

Bull Case y/y Growth 65.1% 30.0% 30.0% 20.0% 20.0% 20.0% 10.0% 10.0% 10.0% 10.0% 10.0%
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Figure 30: DCF bear case 

 

9.1.1.2 Bull case  

In contrast with the bear case, the bull-case assumes that Snap will manage to keep a strong hold of younger 

demographics as they get older while also being able to attract other currently untapped demographical segment, 

i.e. older as well as younger groups as they join social medias. But foremost, Snap is expected to benefit from 

developing regions as the addressable user market increases. In 2027, the Bull case predicts that 57% of total 

revenues will be generated in rest of the world, compared to 47% in base case and 27% in the bear case. The bull 

case assumes that number of active users will increase by 2% quarterly between 2018-2020 and thereafter by 1%. 

In Europe, the user base is assumed to increase by 3% until 2021 and thereafter by 2% quarterly. Lastly, rest of 

the world is expected in this scenario to increase by 8% until 2021 and thereafter by 6%. Altogether, these growth 

rates imply that Snap would have 305 million users in 2020 (compared to 261 million in base case) and 888 million 

in December 2027. These assumptions further imply that Snap would increase its market share of the global social 

media advertising market to 8.9% in 2022, compared to 7.1% in base case (see figure 17 for market size). 

Moreover, in terms of number of users, Snap is in the bear case expected to increase its market share to 10.5% in 

2020 and further to 11.5% in 2020 (Statista, 2018).  

 

In this scenario, it is modelled that the workforce will increase at a higher rate than that assumed in the base case. 

The workforce is expected to increase to 6,224 employees in 2020, compared to 5,965 in the base case. Post 2020, 

the workforce is expected to increase by 20% until 2023 and thereafter by 10%. The assumptions presented above 

suggest that Snap would have USD 1.34 of revenue per employee in 2027, which is the same level of top-line 

efficiency in relation to its employees as Google but slightly lower efficiency in operational expenditure with USD 

DCF Model Terminal period Growth

Base case 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e 2028e 2.5%

FCFF -1,054 -900    -567    -282    155      250      235      200      135      53        89                   

WACC 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1%

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

Risk free interest 2.6% Snap % NPV

Beta 0.9 Explicit forecast -1,808 216%

Market risk premium (Damodoran) 5.1% Terminal 970      -116%

Cost of equity 7.1% Enterprise value -838    100%

Cost of debt 0.0% Net debt/ Net cash 2,011   

Cost of debt after tax Equity value 1,172   

D/EV 0.0%

Cost of capital (WACC) 7.1% Fully diluted No. Shares 1,420   

share price 0.8

General assumptions

Forecast period

Valuation summary
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0.45 per employee compared to Google’s USD 0.43. This scenario corresponds to a share price of USD 28.3 or a 

93.6% increase in the share price from December 31st 2017.  

 

Figure 31: DCF Bull case 

 

 

As the two scenarios illustrate, the difference between the base, bull and bear case is approximately 100% value 

change in the stock price. This further illustrates the riskiness of Snap as a stock and the sensitivity of the 

assumptions made for user growth and number of employees.  

9.1 Relative valuation 

As stated, the relative valuation approach is useful to test whether the value derived from the DCF model seem 

accurate. Recall, in order to apply multiples, peers must have identical growth rates, profitability, cost of capital, 

tax rate and depreciation rate (Petersen and Plenborg, 2012). Although selected peers in the paper are not truly 

identical on the above parameters, they are deemed best comparable firms for Snap and are therefore used as 

benchmark for the relative valuation approach. Forward-looking multiples based on 2018 and 2019 have also been 

applied to allow for lower variations between peers and due to the benefit of yielding values that are more 

consistent with the DCF analysis (Koller et al., 2010). Multiples are based on current earnings as well to avoid 

potential errors in the forecast. In order to exclude any extreme values, this paper follows Plenborg and Petersen’s 

(2012) recommendation to use the harmonic mean for the peer multiples.  

 

First, the peer group’s multiples are determined based on Thomson One (2017). Through these multiples, a peer 

harmonic mean is calculated and used as benchmark to estimate Snap’s implied equity value and share price. Due 

to the negative results in 2017 and projected in 2018-2019, multiples based on earnings are not meaningful as they 

DCF Model Terminal period Growth

Base case 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e 2028e 2.5%

FCFF -1,169 -1,174 -781    -254    295      878      1,497   1,828   2,591   3,638   3,227              

WACC 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1%

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

Risk free interest 2.6% Snap % NPV

Beta 0.8937 Explicit forecast 3,051   8%

Market risk premium (Damodoran) 5.1% Terminal 35,109 92%

Cost of equity 7.1% Enterprise value 38,160 100%

Cost of debt 0.0% Net debt/ Net cash 2,011   

Cost of debt after tax Equity value 40,171 

D/EV 0.0%

Cost of capital (WACC) 7.1% Fully diluted No. Shares 1,420   

share price 28.3

General assumptions

Forecast period

Valuation summary
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would yield negative values and hence they are excluded. For this reason, the EV/Sales is applied due to its broad 

applicability and wide use in consensus valuation reports, and particularity in cases where earnings are negative. 

It is, however, acknowledged that the usage of additional multiples would have been preferable for a more rigorous 

comparison. The results of the multiple valuation is presented in table 8.2 below.  

 

   Figure 32: Traditional multiple valuation 

 

   Source: Compiled by authors based on Thomson One (2017) 

 

Applying the peer harmonic mean 2017, 2018e and 2019e multiples yield an implied average equity value of Snap 

at 11.011 billion and a share price of USD 7.8, which is lower than the results obtained from the DCF analysis. 

Based on the peer group, the EV/Sales multiples shows that Snap would trade at USD 5.6-9.7, hence in between 

the base and bear case. Noteworthy, peers’ forward EV/Sales depicts improvement in revenue generation, aligned 

with this paper’s projections of Snap. The resulting share price from using the forward 2017 multiple, is USD 5.6, 

which is below that price derived in the DCF as well as the market price, once again illustrating that equity might 

be overvalued.  

 

Peers’ high P/B multiples can be explained by the market’s expectations that peers will yield return to equity 

holders. It should be mentioned, that the relatively high ratios depict that peers’ stocks are overvalued. The reason 

is due their intangible assets, including R&D, IP rights and patents where a significant amount of the value is 

stored. This may not be adjusted correctly to the books, resulting in a divergence in book and market value, hence 

Year 2017 2018e 2019e 2017 2018e 2019e

Facebook 11.6x 8.0x 5.6x 6.9x 5.1x 4.2x

Twitter 6.3x 7.7x 5.9x 3.6x 4.3x 3.6x

Google 5.7x 4.8x 4.6x 4.8x 4.3x 3.2x

Peer harmonic mean 7.1x 6.5x 5.3x 4.8x 4.5x 3.6x

Snap 

Sales 825 1,471 2,218 Book Value of Equity 2,992 2,500 2,011

Implied Enterprise Value 5,887 9,530 11,769 Implied Equity Value 14,226 11,342 7,283

Implied Equity Value 7,898 11,540 13,779 Implied Enterprise Value 12,215 9,332 7,283

No. of fully diluted shares 1420 1420 1420 1420 1420 1420

Share price 5.6 8.1 9.7 8.6 6.6 5.1

Implied average Snap equity value: 11,011

Implied average share price: 7.8

P/BEV/Sales
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the high multiples. Applying the peer harmonic mean however gives an implied share price of Snap that ranges 

from USD 5.1-8.6. Similarly to the share price arrived from the EV/Sales multiple, this share price is below the 

fair value obtained in the DCF analysis. This is explained by the fact that comparable peers have maturity levels 

that differ in regard to their growth face, and whereas Snap create earning from a currently less capital intensive 

business model. Thus, one should expect to observe a higher implied equity value of Snap.  

 

Altogether, the usage of the peer group mean results in a lower implied equity value of Snap than found in the 

DCF analysis, more specifically a value between a base and bear case. From above, it is evident that the number 

of comparable peers are few with maturity levels that differ in regards to their growth prospects. Applying 

multiples from peers often provide an estimate of a given firm’s implied enterprise value and share price, and thus 

avoid potential distortion from too optimistic or conservative projection of the cash flow valuation (Petersen and 

Plenborg, 2012). However, considering peers are not perfectly comparable, traditional peer multiples were used 

to test the resulting DCF model.  

9.3 Alternative valuation methods 

In companies with no or negative cash flows, practitioners valuing these assets must use creative ways to derive a 

value. In order to gain more insight on this topic, an interview was conducted with Karl Blomsterwall, an associate 

with four-year experience at the top-tier investment bank for tech companies, GP Bullhound. With extensive 

experience from similar assets like Snap, where the value is based on the potential of converting networks and 

negative margins, Blomsterwall (2018) claims that it is necessary to look at market- and precedent multiples at 

daily/weekly/monthly users, defining engagement and lastly look at revenue potential in such as group. This is a 

key complement to test the robustness of traditional valuation methods (Blomsterwall, 2018). Three dimensions 

were proposed to be used, (1) active users, (2) conversion rates and lastly (2) time-spent per day/month. The first 

aims to use the valuation of comparable companies over the number of active users (e.g. monthly or daily). The 

second is to benchmark revenues in relation to active users, and lastly the value of comparable companies over the 

time spent in the application. Given Google’s broad business scope, the following multiples will solely cover 

Twitter and Facebook. Given the low number of observation, this analysis will also look at precedent transactions, 

namely YouTube, Skype and LinkedIn as to derive the corresponding multiples for when they were acquired. The 

first figure illustrates the multiples for public peers. 
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Figure 33: Alternative multiple valuation 

 

 

Looking at the precedent transactions, Google acquired YouTube in 2006 for USD 1.65 billion and had at the time 

50 million users (Sorkin and Peters, 2006). Microsoft acquired Skype in 2011 for USD 8.65 billion and had 170 

monthly active users at the time and 68 million per day, assuming 40% of monthly active users online each day 

(Microsoft, 2011). Lastly, Microsoft further acquired LinkedIn in 2016 for USD 26.2 billion (Lunden, 2016) while 

the social media had 200 active users (Omnicoreagency, 2018). It is important to note variation in the time-periods 

for the acquisitions makes these multiples less implicating but they do nevertheless offer some insights in how 

conversion ability has been valued historically. Leading to the following implied share price. 

 

EV/DAU EV/Time spent*

Year 2017 2017

Facebook 336.2x 495.9x

Twitter 92.9x 327.7x

Google

Peer average 145.5x 394.6x

Snap 

DAU 187 Time spent 106    

Implied EV 27,214 Implied EV 41,942

Implied Equity Value 29,225 Implied Equity Value 43,953

No. of fully diluted shares 1420 1420

Share price 20.6 31.0

36,589

25.8

*defined total number of hourse spent by all users in the app in a day

Implied average Snap equity value:

Implied average share price: 
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Figure 34: Precedent transactions- revenue multiple   

 

Source: Compiled by authors based on (Microsoft, 2011; Microsoft, 2016; Sorkin and Peters, 2006) 

 

Figure 35: Precedent transactions- alternative multiple  

 

Source: Compiled by authors based on (Microsoft, 2011; Microsoft, 2016; Sorkin and Peters, 2006) 

 

Overall, this analysis points to some insights. The wide range between Twitter and Facebook suggest that the 

market has different views on the companies’ ability to convert users into revenue contribution. Moreover, as seen 

EV/Sales Year

Youtube n.a. 2006

Skype 10.0x 2011

Linkedin 7.4x 2016

Peer average 8.7x

Snap 

Sales (2017) 825

Implied EV 7,164

Implied Equity Value 9,175

No. of fully diluted shares 1,420    

Share price 6.5

9,175

6.5

Implied average Snap equity value:

Implied average share price: 

EV/DAU

Year 2017

Youtube 33.0x

Skype 125.9x

Linkedin 163.8x

Peer average 107.5x

Snap 

DAU 187

Implied EV 20,111

Implied Equity Value 22,122

No. of fully diluted shares 1420

Share price 15.6

22,122

15.6

*defined total number of hourse spent by all users in the app in a day

Implied average Snap equity value:

Implied average share price: 
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in the precedent transaction, the same is true. Although it is worth stressing that the variation in point of time for 

the acquisition could explain the difference, as the multiple increased for each transaction, the group nevertheless 

suggest differences in views on how well these platforms can improve monetization. These differences may further 

be explained by network theory, a topic covered in the discussion. In addition, the precedent alternative multiples 

are much closer to the share price derived in the DCF-analysis and the actual share price at 31st of December 2017 

compared to more conventional precedent multiple (i.e. EV/Sales), suggesting that the market might use different 

evaluation criteria for these types of companies. On the other hand, the traditional market multiples are closer than 

those derived using the alternative methodology. The figure below summarizes the valuation derived:  

 

Figure 36: Valuation summary 

 

10.0 Discussion 

Snap has since its inception reported an impressive growth in the number of users as well as strong engagement 

through content-creation and visits among users. From one million daily active users in 2012 to 187 million in 

merely five years. Going forward, the strong fundamentals for a larger addressable user market, mainly in 

developing regions, contributes to an optimistic overall growth in number of users. We moreover acknowledge 

the company’s improvement in monetizing its user engagement the last two years. We are confident that Snap will 

continue to improve its monetization, largely because of their current low levels and as the market for social media 
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advertising is expected to continue to increase by 13% annually until 2022. Altogether, our base case assumes that 

Snap’s revenue will increase up until 2028 with an annual compounded growth of 29.4% and by 45.9% the next 

five years. To set this in comparison, Facebook reported an annual compounded growth rate of 51.5% over the 

five years post IPO (2012-2017). Regarding costs, operating expenditures (the largest cost component) are 

expected to increase as a function of increased number of employees but only to reach the peer average while 

revenue efficiency per employee increases much more. Value to equity holder is thus expected to be driven by 

improved asset utilization through top-line growth rather than cost cutting. Despite this overall rather optimistic 

view of Snap’s outlook in our base case, the resulting discounted cash flow results in a price 27.8% below that in 

December 31st 2017. This altogether points to the high level of confidence and optimism by the market for Snap’s 

stock. Therefore, it is of interest to discuss why the market may have had a more optimistic view than the case 

presented above. Through the lenses of theory, one can discuss why the fair price derived through our DCF analysis 

is below that of the market.  

  

As found in the strategic analysis, top-line growth is the main driver behind value creation to equity holders. 

Revenue growth in itself is a function of engagement among users, which drives monetization. Prior literature 

within the field of network theory, emphasis favorable positions within a network as well as the impact of the 

overall structure of a network for information sharing. This paper suggests that the type of network (namely 

broadcast, communication, and private networks) may explain differences in monetization potential. The only 

assessed communication network, Facebook, has a much higher DAU and time spent multiple as well as revenue 

multiple than the broadcasting networks (Twitter, YouTube, LinkedIn). A possible explanation for this might the 

content contribution structure. As found in the literature review, broadcasting networks relies to a larger degree on 

“super-nodes”, celebrities and influencers attracting large follower bases. Users in these types of networks derive 

value from following these accounts but not as much from connecting with people in their personal networks as 

they follow rather than contribute. Thus, the connection between nodes is therefore not as strong as it is between 

nodes in communication- and private networks. The overall size of the network is therefore much more important 

for the value of a broadcasting network compared to communication- and private networks where in theory, a user 

could derive full value if there was only a few users but all are close to each other. Moreover, these “super-nodes” 

are usually active on multiple platforms simultaneously and followers are often following these contributors across 

these platforms. This paper therefore predicts that if a competing broadcasting platform allows for better content 

creation or better interaction with its followers, super nodes will use those largely while following nodes are less 

attached to the actual network but only to the contributors. In other words, this paper suggest that the switching 

cost is lower for broadcasting networks and this may help explain why the market is more conservative on 

monetization potential and per active user valuation for Twitter compared to Facebook. As argued above, even if 
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Facebook’s total user base decreased substantially, those engaged remaining users would thus be attractive to some 

advertisers and the monetization will be less affected on a per user basis compared to e.g. Twitter if the same 

percentage of total users left. Since these properties of closer connection to a larger set of nodes is similar for 

communication and private networks, this paper believes that Snap could well be traded on a higher value per 

active user than the average, which includes Twitter. It could be argued that a private network even further 

amplifies this effect given that stories and other means of communication disappears triggering a more continued 

visiting and engagement in the application. This could therefore help explain why Snap was initially offered at the 

highest forward revenue multiple among its peers followed by Facebook and thereafter Twitter. Moreover, from a 

competitive dynamic perspective, it indicates the importance of the type of communication as well as the structure 

of the network for equity markets assessment. Nevertheless, the platform users expect to become dominant is that 

platform, which eventually becomes dominant. Given the pessimistic view in the questionnaire about future 

engagement in Snap as seen in section 5.1.3.1, the future user growth could potentially resemble the bear case 

whereby user growth is driven from rest of the world, while North America and Europe declines.   

 

Figure 37: 12 months consensus forward sales multiple at IPO 

 

Source: Compiled by authors based on Morgan Stanley (2017) 

  

Having discussed the competitive position in terms of one key customer group, users, it is of further interest to 

discuss the competitive position in targeting the other group, namely advertisers. While Snap has proven to be 

differentiated through its targeting capabilities, its ability to improve monetization is dictated by the platform’s 

ability to facilitate a valuable service to marketers. Content created on Snap is possibly more valuable to users 

than on other media platforms due to the ephemeral messaging, which justifies that user growth continues and the 

network effect strengthens. This should incentivize marketers to use Snap as a marketing channel, allowing for 

enhanced brand exposure. Although monetization being in its infancy, the market projects substantial monetization 

potential. Despite this paper sharing a similar opportunistic view, there may be reason to project for lower than 

expected DAU monetization as a result of diminishing interest from publishers. Having compared the content 
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structure of Facebook and Snap, one can argue that marketers can engage with their targeted segments better on 

Facebook than Snap. The content distribution structure of Facebook allows advertisers to reach a broader audience, 

as well as communicating uniformly across Facebook's different platforms (e.g. Instagram) while using different 

means of communication (i.e. video, text, and pictures). Although engagement intensity is lower in terms of 

content creation than that of Snap, the competing platform allows for spreading and sharing content to a broader 

audience as well as for better interaction with its targeted segment. Target segments can easily respond and share 

content published by advertisers as well getting valuable feedback on products and services.  Given the benefit of 

sharing of posts, leaving comments, and giving “likes”, more reaction is created and with high DAU, content 

accelerate to reach a broader network, in contrast to the private social network of Snap, where content remains. 

For this reason, marketers should expect to perceive better ROI on larger platforms since once a person responds 

to an advertiser, it spreads to that node’s entire network. This indicates that Snap will face fierce competition in 

terms of advertising dollar and perhaps lowering than expected growth potential to gain a solid slice of a digital 

ad market, currently dominated by Facebook. Even though DAU growth and new innovative advertising formats 

on Snap should yield more ad loads, it is possible that advertisers still prioritize other social media channels, more 

particularly Facebook, where the communication form and network dynamics allows for a larger scope of targets. 

It is important to note, that GDPR requirement might pose significant challenges for social media networks, 

including Facebook, to sell advertising formerly based on highly targeted user information. Despite preparation 

for the tough data protection law, it is possible to expect disruption in their business model. Such outcome might 

increase the opportunities for Snap, as their advertising features not solely relies on user’s personal data.  

 

Referring back to Gatuti’s (2017) notion of platform economy, it is suggested that the value and success of Snap’s 

platform depends on the level of satisfaction derived from efficient exchange of values between users and 

advertisers. One should note that Snap’s current platform allows user to separate their social content from media 

content. Evidently, this is value-added for users who can choose what content to consume. From an advertisers’ 

perspective, this ensures that users consume promotion content in line with their preferences such as sponsored 

lenses or filters. As found in the interview, this is an important property when launching a campaign. However, 

the scope and scale of brand exposure will most likely not arrive at the extent currently evident on Facebook 

considering the specific demographic of Snap’s user base and their ability to exclude media from their private 

network. This implies that their preferences will dictate what to view and considering that marketers employing 

social media want the largest possible brand exposure, one could question the value exchange between the two 

stakeholders as they become more isolated. Perhaps the market has been too optimistic about Snap’s expected 

market share in terms of ad revenue, while the above depicts that it will be lower than expected. Although it was 

evident that Snap will continue facing aggressive competition from significantly larger companies, the equity 
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market most likely did not project to what extent Snap could lose market share to fast-follower competitors, more 

specifically Facebook’s Instagram, since the competing platform launched similar features. In order for Snap to 

outpace rivals in ad loads, the company would be required to increase its size and scale notably to enhance revenue 

generation and user growth. However, this would imply Snap leaving its niche segment and become more like the 

mass media offering of Facebook. Such positioning could impose challenges on Snap in terms whether the 

company can maintain the quality, as well as the relevance of its contents, which currently differentiate Snap from 

competitors. Altogether, this paper predicts that Snap will improve its monetization as its transit toward the revenue 

per user as its peers, but that the value exchange between advertisers and Snap will not suffice to justify that Snap 

would manage to reach the level of revenue efficiency in terms of users as Facebook.  

 

Another issue affecting the fair price of the share is Snap’s corporate governance. The mitigation of shareholder 

activism as well as the limited ability of the board of directors to step in could both be a benefit and liability to 

Snap’s continued journey. Shareholder must have strong confidence in Mr. Spiegel and Mr. Murphy’s ability in 

continued innovation while improving profitability. They must further prove mature to handle the amount of 

responsibilities assumed with the position. Referring back to section 5.4.1 and the scandals that drove Travis 

Kalanick (Former CEO and founder of Uber) out of office, if the founders of Snap find themselves in a similar 

situation the price and view of Snap would deteriorate quickly while investors would be mitigated to take action 

to drive a change. This might help explain the low institutional holding in Snap compared to its peers. At such, an 

investment in Snap is very much an investment in the founding team, we thus predict higher volatility in such an 

investment compared to one with better control mechanism and thus suggest that investors should require a higher 

return. 

 

In terms of methods used, we complemented conventional- with alternative network specific multiple valuation to 

test the robustness of both. The result showed that the conventional sales multiple implied a much lower valuation 

than that derived in the discounted cash flow model as well as the actual price in December 31st 2017 while the 

opposite was true for DAU and time spent. The peer group is however limited to two companies with widely 

different observations. If the DAU multiple is used in isolation on Snap, Twitter’s multiple would lead to a share 

price of USD 13.6 while Facebooks leaves a price of USD 45.6.  The limited number of observation confines the 

generalizability of testing the network-specific and revenue multiples although the DAU 2017 multiple comes out 

closer (USD +5.9) to the actual price than the 2017 revenue multiple (USD -6.9). Moreover, one should note that 

when forecasting the performance of Snap, the projections were to some extent influenced by our primary data, 

i.e. social media users’ opinion about Snap and their attitude towards shared content, both in terms of users and 

advertiser. For this reason, one could questioning whether a different sample group would have resulted in a 
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different outlook on Snap and thus an equity value that deviates from our current findings. For example, more 

observations from users in developing regions, might had showed different attitudes towards Snap and content 

sharing, requiring us to revise the expected risk Snap will be facing, as well as opportunities. Thus, if findings 

depicted that users in developing countries hold a more conservative attitude towards Snap, our forecast might had 

been revised to arrive at a fair equity value of Snap, similar to the bear case.  

11.0 Conclusions 

This paper pursued to derive the fair equity value of Snap Inc. as of December 31st 2017. By assessing, a company 

in industry characterized by technological disruption and dual customer groups; this paper applied both 

conventional valuation theory and tested recently developed valuation methodologies. Supported by primary data, 

the findings suggest that Snap has successfully managed to align their service with the preferences and needs of 

its targeted segment. However, through mimicking Snap’s innovative features, competitors are gaining traction 

among younger demographics and imposes a threat for Snap’s future engagement. Given its rapid development 

and short history, Snap historically has solely generated negative returns and poor utilization of operating assets. 

Although, this paper suggest that Snap will improve its monetization and profitability, the concluding valuation 

suggest that the fair equity value is 27.8% below that of its reference. The discussion outlined suggest that despite 

the network in itself is valuable for one key customer group, namely users, it is not as well positioned toward the 

second group, advertisers. The lack of reciprocal communication between users and marketers as well as a more 

narrow brand exposure compared to communication platforms makes Snap less attractive to the revenue-

contributing group. As a result, this paper predicts that Snap will not manage to reach revenue efficiency levels 

above average.  

 

Previous research in the field of network theory have assessed the value of positions within networks as well as 

the ability to transfer information. This paper aimed to extend this field by using concepts derived in earlier 

research from a financial and valuation perspective. Given the nature of the industry and the company, alternative 

valuation method allowed for a more comprehensive testing of the DCF analysis. Therefore, we recommend other 

authors for future research to test conventional as well as network-specific multiples, potentially using network-

based companies beyond solely social media actors, to test if DAU is becoming a better determinant of traded 

values compared to traditional multiple metrics.  
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14.0 Appendixes 

Appendix 1: Executive officers 

-       Evan Spiegel: 

o   Co-founder, CEO and a member of the board since May 2012 

-       Robert Murphy: 

o   Co-founder, CTO and member of the board since May 2012 

o   Holds a B.S. in Mathematical and Computational Science from Stanford University 

-       Imran Khan: 

o   Chief Strategy Officers since January 2015 

o   Previously Managing Director in the Investment Banking Division at Credit Suisse 

o   Holds a B.S.B.A. in Finance and Economics from University of Denver 
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-        Michael O’Sullivan 

o   General Counsel since July 2017 

o   Previously lawyer at Munger, Tolles & Olson LLP in Los Angeles 

o   J.D. from University of California Gould School of Law and a B.A. from University 

of Pennsylvania 

-       Andrew Vollero 

o   CFO since February 2016, with Snap since August 2015 

o   Previously Senior Vice President, Corporate Strategy, Development & Investor 

Relations at Mattel, Inc 

o   Holds a B.A. in Mathematics and Economics from Yale University and a Master of 

Science in Management from Oxford University 

-       Lara Sweet 

o   Chief Accounting Officer since October 2017, with Snap since June 2016 

o   Previously Controller and Chief Accounting Officer at AOL, Inc. 

o   Holds a B.S. in Accounting from George Mason University 

-       Steven Horowitz 

o   VP of Hardware since January 2015 

o   Previously Senior Vice President of Software Engineering at Motorola Mobility 

(formerly a Google Company) 

o   Holds a B.A. from University of Michigan 

-       Jerry Hunter: 

o   Senior VP of Engineering since December 2017, with Snap since October 2016 

o   Previously Vice president of Infrastructure at Amazon 

o   Holds a B.S. and M.S. in Systems Engineering from University of Arizona 

 

  

 

 



 126 

Appendix 2: Board of Directors 

Source: (Investor relations, 2018) 

-       Michael Lynton 

o   Chairman of the board of directors since September 2016, with the board since 

April 2013 

o   Previously CEO of Sony Entertainment as well as Chairman and CEO of Sony 

Pictures Entertainment 

o   Holds a B.A. in History and Literature from Harvard College and M.B.A. from 

Harvard Business School 

-       Evan Spiegel (see above) 

-       Robert Murphy (see above) 

-       Joanna Coles 

o   Chief content officers of Hearst Magazines since September 2016 

o   Previously Editor-in-Chief of Cosmopolitan 

o   Holds a B.A. in English and American Literature from the University of East Anglia 

-       A.G. Lafley 

o   Held various positions within Procter & Gamble, including CEO from June 2000 

to June 2009 and again from May 2013 to June 2016 

o   Holds an A.B. from Hamilton College and an M.B.A. from Harvard Business 

School 

-       Mitchell Lasky 

o   Partner at Benchmark (Venture capital firm) 

o   Holds a B.A. in History and Literature from Harvard College and a J.D. from 

University of Virginia School of Law 

-       Stanley Meresman 

o   Member of the board of directors of Palo Alto Networks 

o Previously member of the board of directors of LinkedIn Corporation (2010-2016) 

o   B.S. in Industrial Engineering and Operations Research from the University of 

California, Berkeley and an M.B.A. from Stanford Graduate School of Business 
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-       Scott D. Miller 

o   Founder and CEO of G100 Companies (operating G100 Network and SSA & 

Company) 

o   Holds a B.S. in Human Biology from Stanford University and an M.B.A. from the 

University of Chicago 

-       Christopher Young 

o   CEO of McAfee 

o   Member of the President’s National Security Telecommunications Advisory 

Committee (NSTAC) 

o   Holds an A.B. degree cum laude from Princeton University and an M.B.A. degree 

with distinction from Harvard Business School 

Appendix 3: Data from Survey  

Part 1: General Social Media questions 
 

Q1. Of the following social media apps, rank how often you use each 
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Q2. Do you think you will be using the following platforms in 3 years?  

 

 
 

 

 

 

 

Part 2: Engagement  

 
Q3. Have you ever used Snapchat? 
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Q3a. How do you agree with the following statements? (disagree, neither, agree).  

 

 
 

 

 

 

 

 

 

Q3b.Why did you stop using Snapchat? (disagree ,neither, agree). Please skip if answered 3a.  

 

 
 

 

 

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

I use social media to keep in touch with a close

group of friends and family…

When I share content on social media, I want as many

people as possible to see it and interact with it…

I frequently share content on other social media

platforms…

I’m optimistic I may like the service

I will likely try Snapchat in the next few

months…

Agree Neither Disagree

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

It was difficult to find my friends/people to follow

I don’t like the idea of my pictures, videos, and text …

I no longer have time to use it

I switched to another service…

I got sick of using it…

My friends migrated away from using it…

My friends were not on it…

It was complicated or difficult to use…

Agree Neither Disagree
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Q3c. How many times do you open the Snapchat app/day? Please skip if answered 3a or 3b 

 

 
 

 

 

 

 

 

 

 

Q4. How do you agree with the following Snapchat statements (disagree, neither, agree) 
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Q5. How many pictures/videos do you take with the Snapchat camera every day (not posting, just 

picture taking) 

 

 
 

 

 

 

 

 

 

 

Q6. How many pictures/videos do you post to your Snapchat story? 
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Q7. Approx. what % of your time in the Snapchat App is spent on the following? 

 

 
 

 

 

 

 

 

Q8. Please qualify each of these statements regarding Snapchat (less, about the same, more) 
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I post to Snap a lot more or less than I did 6
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I use Snap a lot more or less than I did 6

months ago
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Q9. Have you updated to the most recent version of Snapchat?  

 

 
 

 

 

 

 

 

 

 

Q10. How has your usage of Snap changed since the update? 
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Q11. How do you find the updated Snap version? 

 

 
 

 

Q12. How often do you view Snapchat featured stories? 

 

 
 

 

Q13. Do you get your news from Snapchat? 
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Q14.What % of time do you look for a geofilter to place on your photos/videos you take in Snapchat?  

 

 
 

 

Part 3: Monetization and Ad efficiency  

 

Q15. Have you ever purchased a product after seeing a picture with a sponsored lens or filter ad on 

Snapchat? 
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Q16. Do you use the Snapchat sponsored lenses and filters? 

 

 
 

 

 

Q17. How do you agree with the following Snapchat statements? (disagree, neither, agree) 
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Q18. Have you ever purchased a product after seeing an ad on Snapchat? 

 

 
 

 

 

 

 

 

 

Q19. Have you “swiped up” on a Snapchat ad to get more info/play game/watch a longer video? 
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Q20.Would you still use Snapchat if you could not skip the ads?  

 

 
 

 

 

 

 

Part 4: Competition/Churn  
 

Q21. How many pictures and videos are you posting on Instagram stories? 
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Q22. Have you ever used Instagram to share a disappearing video privately with a friend, but not 

posted publicly?  

 
 

 

Q23. Since the rollout of the Instagram stories feature, has this impacted your use of Snapchat? 
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Appendix 4: Analytical Income statement and Balance Sheet, Facebook 

 

 

 

 

 

 
 

Facebook, Inc. (mn, USD)

2015 2016 2017

Revenue

    Advertising 17,079                      26,885            39,942            

    Payments and other fees 849                           753                 711                 

      Total revenue 17,928                      27,638            40,653            

Cost of revenue 841                           1,334              2,251              

Gross profit 17,087                      26,304            38,402            

R&D 2,466                        3,425              4,934              

Sales and marketing 2,405                        3,404              4,289              

General and administrative 1,077                        1,488              2,228              

Adjusted EBITDA 11,139                      17,987            26,951            

Depreciation and amortization -1,945                       -2,342             -3,025             

Stock-based compensation -2,969                       -3,218             -3,723             

EBIT 6,225                        12,427            20,203            

Tax provision (benefit) -2,506                       -2,301             -4,660             

NOPAT 3,719                        10,126            15,543            

Interest income 29                             166                 392                 

Other expense, net -60                            -75                  -1                    

    Interest and other income (expense), net -31                            91                   391                 

Net financial exepenses -31                            91                   391                 

Profit (loss) for the year 3,688                        10,217            15,934            

Analytical Income Statement 
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Facebook, Inc. (mn, USD)

2015 2016 2017

Total assets 49,407      64,961      84,524     

Cash and cash equivalents

    Cash 1,344        811           1,399       

    Money market funds 2,409        5,409        5,268       

    U.S government securities 597           1,463        66            

    U.S government agency securities 145           667           25            

    Certificate of deposits and time deposits -            -            440          

    Corporate debt secusities 53             -            68            

Marketable securities

    U.S government securities 5,948        7,130        12,766     

    U.S government agency securities 4,475        7,411        10,944     

    Corporate debt securities 3,104        6,005        9,922       

Operating assets 31,332      36,065      43,626     

Accounts payable 196           302           380          

Partner payable 217           280           390          

Accured expenses and other current liabilities

    Accrued compensation and benefits 473           636           776          

    Accrued property and equipment 192           331           685          

    Accrued tax payable -            155           230          

    Contingent consideration liability -            242           -          

    Promissory note payable 201           -            -          

    Other current liabilities 583           839           1,201       

Deferred revenue and deposits

    Deferred revenue 28             62             68            

    Deposits 28             28             30            

Other non-current liabilities

    Income tax payble 2,458        2,431        5,372       

    Contingent consideration liability 267           -            -          

    Other liabilities 432           461           1,045       

Invested capital 26,257      30,298      33,449     

Capital lease obligation, current portion 7               -            -          

Capital lease obligation, less current portion 107           -            -          

Interest bearing debt 114           -            -          

Cash and cash equivalents

    Cash 1,344        811           1,399       

    Money market funds 2,409        5,409        5,268       

    U.S government securities 597           1,463        66            

    U.S government agency securities 145           667           25            

    Certificate of deposits and time deposits -            -            440          

    Corporate debt secusities 53             -            68            

Marketable securities

    U.S government securities 5,948        7,130        12,766     

    U.S government agency securities 4,475        7,411        10,944     

    Corporate debt securities 3,104        6,005        9,922       

Net financial assets -17,961     -28,896     -40,898   

Equity 44,218      59,194      74,347     

Total funds (invested capital) 26,257      30,298      33,449     

Analytical Balance Sheet
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Appendix 5: Analytical Income statement and Balance Sheet, Google 

 
 

 

 

Google (mn, USD)

2015 2016 2017

Revenue

    Google advertising revenues 67,390             79,383         95,375            

    Google other revenues 7,154               10,080         14,277            

    Other Bets revenues 445                  809              1,203              

      Total revenues 74,989             90,272         110,855          

Cost of revenue

    TAC 14,343             16,793         21,672            

    Other cost of revenues 1) 3,555               5,498           9,317              

      Total cost of revenues 17,898             22,291         30,989            

Gross profit 57,091             67,981         79,866            

R&D 12,282             13,948         16,625            

Sales and marketing 9,047               10,485         12,893            

General and administrative 6,136               6,985           6,872              

European Comission fine -                  -               2,736              

Adjusted EBITDA 29,626             36,563         40,740            

Depreciation,amortization and impairment -5,063             -6,144          -6,915            

Stock-based compensation expense -5,203             -6,703          -7,679            

EBIT 19,360             23,716         26,146            

Tax provision (benefit) 3,303               4,672           14,531            

NOPAT 16,057             19,044         11,615            

Interest income 999                  1,220           1,312              

Interest expense -104                -124             -109               

Foreign currency exhange losses, net -422                -475             -121               

Loss on marketable securities, net -208                -210             -80                 

Loss on non-marketavle investmentes, net -126                -65               -114               

Other 152                  88                159                 

Net financial exepenses 291                  434              1,047              

Profit (loss) for the year 16,348             19,478         12,662            

Analytical Income Statement 
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Google, Inc. (mn, USD)

2015 2016 2017

Total assets 147,461    167,497    197,295   

Cash and cash equivalents 15,049      11,113      8,498       

Marketable securities 56,517      73,415      91,156     

Operating assets 75,895      82,969      97,641     

Accounts payable 1,931        2,041        3,137       

Accrued compensation and benefit 3,539        3,976        4,581       

Accured expenses and other current liabilities

    European commission fine -            -            2,874       

    Accrued customer liabilities 908           1,256        1,489       

    Other accrued expenses and current liabilities 3,860        4,888        5,814       

Accrued revenue share 2,329        2,942        3,975       

Deferred revenue, current 788           1,099        1,432       

Deferred revenue, non-current 151           202           340          

Income taxes payable, current 302           554           881          

Income taxes payable, non-current 3,663        4,677        12,812     

Deferred income taxes 189           226           430          

Other long-term liabilities 1,822        2,665        3,059       

Invested capital 56,413      58,443      56,817     

Short-term debt 3,225        -            -          

Long-term debt

    Senior unsecured notes 2,000        4,000        4,000       

    Unamortized discount of the notes above -5              -65            -57          

    Capital lease obligation -            -            26            

Securities lending payble 2,428        -            -          

Interest bearing debt 7,648        3,935        3,969       

Cash and cash equivalents 15,049      11,113      8,498       

Marketable securities 56,517      73,415      91,156     

Net financial assets -63,918     -80,593     -95,685   

Equity 120,331    139,036    152,502   

Total funds (invested capital) 56,413      58,443      56,817     

Average invested capital

Analytical Balance Sheet
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Appendix 6: Analytical Income statement and Balance Sheet, Twitter 

 

 
 

Twitter, Inc. (mn, USD)

2015 2016 2017

Revenue

    Advertising services 1,994              2,248            2,110             

    Data licensing and other 224                 282               333                

      Total revenue 2,218              2,530            2,443             

Cost of revenue 363                 399               447                

Gross profit 1,855              2,130            1,996             

R&D 405                 378               301                

Sales and marketing 715                 797               623                

General and administrative 178                 204               209                

Adjusted EBITDA 558                 751               863                

Depreciation and amortization -313               -402             -396              

Stock-based compensation expense -682               -615             -434              

Restructuring charges and one-time nonrecurring gain -13                 -101             5                    

EBIT -450               -367             39                  

Provision (benefit) for income taxes -12                 16                 13                  

NOPAT -438               -383             26                  

Interest income (expense), net 15                   26                 -29                

Interest expense -98                 -100             -105              

Net financial exepenses -83                 -74               -134              

Profit (loss) for the year -521               -457             -108              

Analytical Income Statement 
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Twitter, Inc. (mn, USD)

2015 2016 2017

Total assets 6,442                   6,870          7,412            

   Cash and cash equivalents

      Cash 256                      203             253               

      Money market funds 142                      423             982               

      U.S government and agency securities including treasury bills -                      13               -               

      Corporate notes, commercial paper and certificates of deposit 469                      300             355               

   Short-term investments (1)

      U.S government and agency securities including treasury bills 1,156                   1,184          1,065            

      Corporate notes, commercial paper and certificates of deposit 1,427                   1,602          1,700            

Operating assets 2,991                   3,146          3,058            

Accounts payable 134                      122             171               

Accrued and other current liabilities

    Accrued compensation 91                        82               99                 

    Accrued tax liabilities 26                        34               36                 

    Accrued publisher, content and ad network costs 23                        44               32                 

    Accrued restructuring 0                          56               29                 

    Deferred revenue 24                        34               28                 

    Accrued sales and marketing expenses 28                        -              -               

    Accrued other 92                        130             104               

Deferred and other long-term tax liabilities, net 3                          8                 13                 

Other long-term liabilities 51                        68               60                 

Invested capital 2,520                   2,568          2,487            

Capital leases, short term 88                        81               85                 

Capital leases, long-term 60                        67               81                 

Convertible notes (2) 1,455                   1,539          1,627            

Interest bearing debt 1,603                   1,687          1,794            

Cash and cash equivalents

      Cash 256                      203             253               

      Money market funds 142                      423             982               

      U.S government and agency securities including treasury bills -                      13               -               

      Corporate notes, commercial paper and certificates of deposit 469                      300             355               

Short-term investments (1)

      U.S government and agency securities including treasury bills 1,156                   1,184          1,065            

      Corporate notes, commercial paper and certificates of deposit 1,427                   1,602          1,700            

Net financial assets -1,848                 -2,037         -2,560           

Equity 4,368                   4,605          5,047            

Total funds (invested capital) 2,520                   2,568          2,487            

Analytical Balance Sheet
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Appendix 7: DuPont breakdown 

 

Appendix 7.1: Snap 

 

 

 
 

 
 

 
 

ROE Decomposition 2015 2016 2017

ROIC -271.1% -92.5% -353.1%

RONFA (NFI/NFA) 0.2% 0.1% 1.1%

Spread (ROIC-RONFA) -271% -93% -354%

Financial leverage (NFA/Equity) 0.82 0.63 0.67

ROE -49% -34% -115%

Net earnings -372.9                                         -514.6          -3,445.1       

Equity 764.1 1,518.9         2,992.3        

ROE control -49% -34% -115%

ROIC Decomposition 2015 2016 2017

NOPAT -374.1             -513.3      -3,467.2       

Invested Capital 138.0               554.8       981.8           

ROIC (NOPAT/Invested Capital) -271% -93% -353%

NOPAT-margin -638% -127% -420%

x Asset turnover 0.425 0.729 0.840

ROIC control -271% -93% -353%

Profit margin 2015 2016 2017

Gross-margin -210% -11% 23%

EBITDA-margin -499% -114% -87%

EBIT-margin -651% -129% -423%

NOPAT-margin -638% -127% -420%
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Asset turnover decomposition 2015 2016 2017

ROIC/Revenue 2.35 1.37 1.19

Operating cash/Revenue 0.02 0.02 0.02

Accounts receivable/Revenue 0.76 0.40 0.34

Prepaid expenses and other current assets/Revenue 0.13 0.07 0.05

Total current operating assets/Revenue 0.90 0.50 0.41

Intangible assets/Revenue

    Domain names 0.07 0.01 0.00

    Trademarks 0.03 0.00 0.00

    Non-compete agreements 0.00 0.00 0.00

    Acquired developed technology 0.47 0.15 0.16

    Customer relationships 0.02 0.00 0.01

    Patents 0.15 0.02 0.02

PPE/Revenue

    Computer hardware and software 0.26 0.06 0.03

    Buildings 0.09 0.09 0.07

    Leasehold improvements 0.04 0.03 0.06

    Land 0.08 0.01 0.01

    Furniture and equipment 0.06 0.05 0.06

    Construction in progress 0.34 0.05 0.01

    Less: accumulated depreciation and amortization -0.11 -0.04 -0.05

Goodwill/Revenue 2.28 0.79 0.78

Other non-current assets/Revenue 0.43 0.12 0.10

Toal non-current operating assets/Revenue 4.20 1.34 1.28

Accounts payable/Revenue -0.01 -0.02 -0.09

Accrued expenses and other current liabilities/Revenue -2.65 -0.37 -0.33

Total current operating liabilities/Revenue -2.66 -0.39 -0.42

Other non-current operating liabilities /Revenue -0.09 -0.08 -0.08

Other non-current operating liabilities/Revenue -0.09 -0.08 -0.08
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Appendix 7.2: Facebook 

 

 
 

 
 

 
 

ROE Decomposition 2015 2016 2017

ROIC 14.2% 33.4% 46.5%

RONFA (NFI/NFA) -0.2% 0.3% 1.0%

Spread (ROIC-RONFA) 14.3% 33.1% 45.5%

Financial leverage (NFA/Equity) 0.41 0.49 0.55

ROE 8.3% 17.3% 21.4%

Net earnings 3,688                        10,217            15,934            

Equity 44,218                      59,194            74,347            

ROE control 8.3% 17.3% 21.4%

ROIC Decomposition 2015 2016 2017

NOPAT 3,719.0                     10,126.0         15,543.0         

Invested Capital 26,257                      30,298            33,449            

ROIC 14.2% 33.4% 46.5%

NOPAT-margin 20.7% 36.6% 38.2%

x Asset turnover 68.3% 91.2% 121.5%

ROIC control 14.2% 33.4% 46.5%

Profit margins 2015 2016 2017

Gross-margin 95% 95% 94%

EBITDA-margin 62% 65% 66%

EBIT-margin 35% 45% 50%

NOPAT-margin 21% 37% 38%



 149 

 
 

 

 

Appendix 7.3: Google 

 
 

 

Asset turnover decomposition 2015 2016 2017

Invested capital/Revenue 1.46 1.10 0.82

Operating cash /Revenue 0.02 0.02 0.02

Accounts receivable /Revenue 0.14 0.14 0.14

Prepaid expenses and other current assets/Revenue 0.04 0.03 0.03

Total current operating assets/Revenue 0.20 0.20 0.19

Intangible assets/Revenue 0.18 0.09 0.05

PPE/Revenue 0.32 0.31 0.34

Goodwill/Revenue 1.01 0.66 0.45

Other non-current assets/Revenue 0.04 0.05 0.05

Total non-current operating assets/Revenue 1.55 1.11 0.88

Accounts payable /Revenue -0.01 -0.01 -0.01

Partners payable/Revenue -0.01 -0.01 -0.01

Accrued expenses and other current liabilities/Revenue -0.08 -0.08 -0.07

Deferred revenue and deposits/Revenue 0.00 0.00 0.00

Total current operating liabilities/Revenue -0.11 -0.10 -0.09

Other non current liabilities/Revenue -0.18 -0.10 -0.16

Total non-current operating liabilities/Revenue -0.18 -0.10 -0.16

ROE Decomposition 

ROIC 28.5% 32.6% 20.4%

RONFA (NFI/NFA) 0.5% 0.5% 1.1%

Spread (ROIC-RONFA) 28.0% 32.0% 19.3%

Financial leverage (NFA/Equity) 0.53 0.58 0.63

ROE 13.6% 14.0% 8.3%

Net earnings 16,348             19,478         12,662            

Equity 120,331           139,036       152,502          

ROE control 13.6% 14.0% 8.3%

ROIC Decomposition 

NOPAT 16,057             19,044         11,615            

Invested Capital 56,413             58,443         56,817            

ROIC (NOPAT/Invested Capital) 28.5% 32.6% 20.4%

NOPAT-margin 21.4% 21.1% 10.5%

x Asset turnover 1.329 1.545 1.951

ROIC control 28.5% 32.6% 20.4%
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Profit margins

Gross-margin 76.1% 75.3% 72.0%

EBITDA-margin 39.5% 40.5% 36.8%

EBIT-margin 25.8% 26.3% 23.6%

NOPAT-margin 21.4% 21.1% 10.5%

Asset turnover decomposition 2015 2016 2017

Invested capital/Revenue 0.75 0.78 0.76

Operating cash/Revenue 0.02 0.02 0.03

Accounts receivable/Revenue 0.15 0.19 0.24

Receivable under reverse repurchase agreements/Revenue 0.01 0.00 0.00

Income taxes receivables, net/Revenue 0.03 0.00 0.00

Inventory/Revenue 0.01 0.00 0.01

Prepaid revenue share, expenses and other assets/Revenue 0.04 0.06 0.04

Total current operating assets/Revenue 0.25 0.28 0.33

Prepaid revenue share, expenses and other non-current assets/Revenue 0.04 0.02 0.04

Non-marketable investments/Revenue 0.07 0.08 0.10

Deferred income taxes/Revenue 0.00 0.01 0.01

PPE/Revenue 0.39 0.46 0.57

Intangible assets/Revenue 0.05 0.04 0.04

Goodwill/Revenue 0.21 0.22 0.22

Total non-current operating assets/Revenue 0.76 0.83 0.97

Accounts payable/Revenue -0.03 -0.03 -0.04

Accrued compensation and benefits/Revenue -0.05 -0.05 -0.06

Accrued expenses and other current liabilities/Revenue -0.06 -0.08 -0.14

Accrued revenue share/Revenue -0.03 -0.04 -0.05

Deferred revenue/Revenue -0.01 -0.01 -0.02

Income taxes payable/Revenue 0.00 -0.01 -0.01

Total current operating liabilities/Revenue -0.18 -0.22 -0.32

Deferred revenue, non-current/Revenue 0.00 0.00 0.00

Income taxes payable, non-current/Revenue -0.05 -0.06 -0.17

Deferred income taxes/Revenue 0.00 0.00 -0.01

Other long-term liabilities/Revenue -0.02 -0.04 -0.04

Total non-current operating liabilities/Revenue -0.08 -0.10 -0.22
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Appendix 7.4: Twitter 

 

 
 

 
 

 
 

ROE Decomposition 

ROIC -17.4% -14.9% 1.0%

RONFA (NFI/NFA) -4.5% -3.6% -5.2%

Spread (ROIC-RONFA) -12.9% -11.3% 6.3%

Financial leverage (NFA/Equity) 0.42 0.44 0.51

ROE -11.9% -9.9% -2.1%

Net earnings -521               -457             -108              

Equity 4,368              4,605            5,047             

ROE control -11.9% -9.9% -2.1%

ROIC Decomposition 

NOPAT -437.8            -383.2          26.1               

Invested Capital 2,520              2,568            2,487             

ROIC (NOPAT/Invested Capital) -17.4% -14.9% 1.0%

NOPAT-margin -20% -15% 1%

x Asset turnover 0.880 0.985 0.983

ROIC control -17.4% -14.9% 1.0%

Profit margins

Gross-margin 83.6% 84.2% 81.7%

EBITDA-margin 25.1% 29.7% 35.3%

EBIT-margin -20.3% -14.5% 1.6%

NOPAT-margin -19.7% -15.2% 1.1%
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Appendix 8: Peer financial leverage  

 

 
 

 

 

Asset turnover decomposition 2015 2016 2017

Invested Capital/Revenue 1.14 1.02 1.02

Operating cash/Revenue 0.02 0.02 0.02

Accounts receivable/Revenue 0.29 0.26 0.27

Prepaid expenses and other current assets/Revenue 0.11 0.09 0.10

Total current operating assets/Revenue 0.42 0.37 0.40

PPE/Revenue 0.33 0.31 0.32

Intagible assets/Revenue 0.06 0.04 0.02

Goodwill/Revenue 0.51 0.47 0.49

Other assets/Revenue 0.03 0.06 0.03

Total non-current operating assets/Revenue 0.93 0.88 0.86

Accounts payable /Revenue -0.06 -0.05 -0.07

Accrued and other current liabilities /Revenue -0.13 -0.15 -0.13

Total corrent operating liabilities/Revenue -0.19 -0.20 -0.20

Deferred and other long-term tax liabilities/Revenue 0.00 0.00 -0.01

Other long-term liabilities/Revenue -0.02 -0.03 -0.02

Total non-current operating liabilities/Revenue -0.02 -0.03 -0.03

Facebook Share price No. of shares Market value of equity D EV D/EV E/EV D/E

2015 104.66 3,426                      358,565                             114            358,679     0% 100% 0.0

2016 115.1 2,892                      332,869                             -            332,869     0% 100% 0.0

2017 176.5 2,906                      512,909                             -            512,909     0% 100% 0.0

Average: 0% 100% 0%

Google Share price No. of shares Market value of equity D EV D/EV E/EV D/E

2015 758.9 697.0 528,939                             7,648         536,587     1% 99% 1%

2016 792.5 691.3 547,855                             3,935         551,790     1% 99% 1%

2017 1,053.4                      694.8 731,902                             3,969         735,871     1% 99% 1%

Average: 1% 99% 1%

Twitter Share price No. of shares Market value of equity D EV D/EV E/EV D/E

2015 23.14 662.4 15,328                               1,603         16,931       9% 91% 10%

2016 16.3 721.6 11,762                               3,935         15,697       25% 75% 33%

2017 24 746.9 17,926                               3,969         21,895       18% 82% 22%

Average: 18% 82% 22%

Average financial leverage of peers: 6%
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Appendix 9: Beta estimation 

The average beta of the group/industry is calculated and used as a proxy for industry average levered beta. 

Thereafter, the beta is unlevered using the debt-to-equity ratio for the comparable companies, lastly beta is re-

levered using the Snap’s debt/equity.  

 

β Snap levered  = β Unlevered x (1+(1-tax rate) x Snap D/E ratio) 

 

 

Appendix 9.1: Snap levered beta based on global industry average 

 
 

Appendix 9.2: Snap levered beta through earnings-beta approach 

 

 

 
 
 

  

Industry (Global) No. of firms Beta D/E ratio Effective tax rate Unlevered beta

Software (Internet) 880 1.24 3.88% 8.11% 1.21

Software (System and Application) 1075 1.16 11.86% 9.89% 1.06

Average: 1.14

Tax rate 21%

Snap D/E 0.001

βSnap levered 1.1

Facebook Twitter Google Average 

D/E 0.0 0.2 0.0 0.1

Levered beta 1.2 0.1 1.4 0.9

Peers unlevered beta 0.8

Tax rate 21%

Snap D/E 0.001

βSnap levered 0.9
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Appendix 10: Snap forecast income statement 

 

 
 

  

Snap, Inc. (mn, USD)

2015 2016 2017 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e

Total revenue 59            404          825          1,471       2,218       3,346       4,392       5,454       6,518       7,506       8,536       9,592    10,792  

% increase 589.5% 104.0% 78.4% 50.8% 50.8% 31.2% 24.2% 19.5% 15.2% 13.7% 12.4% 12.5%

Infrastructure cost 573          665          776          864          935          1,017       1,111       1,218       1,336    1,471    

% of sales 38.9% 30.0% 23.2% 19.7% 17.1% 15.6% 14.8% 14.3% 13.9% 13.6%

Partner revenue cost 192          290          437          574          713          852          981          1,115       1,253    1,410    

% of sales 13.1% 13.1% 13.1% 13.1% 13.1% 13.1% 13.1% 13.1% 13.1% 13.1%

Other revenue costs 104          116          130          142          154          168          183          201          220       242       

% of sales 7.1% 5.2% 3.9% 3.2% 2.8% 2.6% 2.4% 2.4% 2.3% 2.2%

Cost of revenue 182          449          636          869          1,070       1,343       1,580       1,802       2,036       2,274       2,534       2,810    3,124    

% of sales 309.8% 111.0% 77.1% 59.1% 48.2% 40.1% 36.0% 33.0% 31.2% 30.3% 29.7% 29.3% 28.9%

Gross profit -123         -44           189          602          1,148       2,003       2,812       3,652       4,481       5,232       6,003       6,782    7,668    

Gross margin -209.8% -11.0% 22.9% 40.9% 51.8% 59.9% 64.0% 67.0% 68.8% 69.7% 70.3% 70.7% 71.1%

OPEX 170          415          909          1,329       1,763       2,185       2,503       2,809       3,151       3,536       3,967       4,295    4,480    

% of sales 289.5% 102.6% 110.2% 90.3% 79.5% 65.3% 57.0% 51.5% 48.4% 47.1% 46.5% 44.8% 41.5%

Adjusted EBITDA -293         -459         -720         -727         -615         -182         309          843          1,330       1,696       2,035       2,487    3,189    

EBITDA margin -499.3% -113.5% -87.3% -49.4% -27.7% -5.4% 7.0% 15.5% 20.4% 22.6% 23.8% 25.9% 29.5%

Depreciation and amortization -15           -29           -61           -80           -104         -119         -131         -144         -159         -174         -192         -196      -200      

% of sales -26.1% -7.2% -7.4% -5.4% -4.7% -3.6% -3.0% -2.6% -2.4% -2.3% -2.2% -2.0% -1.8%

Special items, spectacles inventory-related charges -           -           -40           -           -           -           -           -           -           -           -           -        -        

% of sales 0.0% 0.0% -4.8% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Payroll tax expense related to stock-based compensation -           -0             -24           -2             -3             -4             -4             -3             -4             -5             -5             -6          -7          

% of sales 0.0% 0.6% 0.9% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8% 0.8%

Stock-based compensation expense -74           -32           -2,640      -293         -368         -514         -469         -436         -521         -600         -683         -767      -863      

% of sales -125.3% -7.9% -320.0% -19.9% -16.6% -15.4% -10.7% -8.0% -8.0% -8.0% -8.0% -8.0% -8.0%

EBIT -382         -520         -3,486      -1,102      -1,089      -819         -295         259          646          916          1,155       1,518    2,119    

EBIT margin -650.7% -128.7% -422.5% -74.9% -49.1% -24.5% -6.7% 4.8% 9.9% 12.2% 13.5% 15.8% 19.6%

Interest income 1              5              21            25            16            5              0              1              9              22            41            65         96         

% of sales 2.4% 1.2% 2.6% 1.7% 0.7% 0.2% 0.0% 0.0% 0.1% 0.3% 0.5% 0.7% 0.9%

Interest expense -           -1             -3             -4             -4             -4             -4             -5             -5             -5             -6             -6          -7          

% of sales 0.0% -0.4% -0.4% -0.3% -0.2% -0.1% -0.1% -0.1% -0.1% -0.1% -0.1% -0.1% -0.1%

Other income (expense), net -0             -5             5              -           -           -           -           -           -           -           -           -        -        

% of sales -0.3% -1.1% 0.5% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Earnings/Loss before income taxes (EBT) -380         -522         -3,463      -1,077      -1,082      -823         -304         251          645          928          1,185       1,571    2,202    

% of sales -648.6% -129.0% -419.8% -73.2% -48.8% -24.6% -6.9% 4.6% 9.9% 12.4% 13.9% 16.4% 20.4%

Income tax benefit (Expense) 8              7              18            226          227          173          64            -53           -135         -195         -249         -330      -462      

% of sales 12.9% 1.8% 2.2% 15.4% 10.2% 5.2% 1.5% -1.0% -2.1% -2.6% -2.9% -3.4% -4.3%

Net loss -373         -515         -3,445      -851         -855         -650         -240         199          509          733          936          1,241    1,740    

Net income/loss margin -635.7% -127.2% -417.6% -57.8% -38.6% -19.4% -5.5% 3.6% 7.8% 9.8% 11.0% 12.9% 16.1%
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Appendix 11: Snap forecast balance sheet  

 
 

 

 

  

Mn USD 2015 2016 2017 2018e 2019e 2020e 2021e 2022e 2023e 2024e 2025e 2026e 2027e

ASSETS

Non-current assets

Intangible assets 43                76                166              166              166              166              166              166              166              166              166              166       166       

PPE 44                101              167              197              236              281              331              386              446              512              585              659       734       

Goodwill 134              319              640              640              640              640              640              640              640              640              640              640       640       

Other non-current assets 25                47                82                82                82                82                82                82                82                82                82                82         82         

Deferred tax asset 226              453              626              690              637              502              307              58                -       -       

Total non-current assets 246              543              1,055           1,311           1,578           1,796           1,909           1,911           1,836           1,707           1,531           1,547    1,622    

Current assets

Cash and cash equivalents 641              150              268              77                33                7                  81                609              1,517           2,713           4,178           6,021    8,445    

Marketable securities -              837              1,775           1,175           375              15                15                15                15                15                15                15         15         

Accounts receivable 44                163              279              290              326              348              367              396              425              451              478              505       535       

Prepaid expenses and other current assets 7                  30                44                74                118              153              183              218              268              333              403              473       558       

Total current assets 693              1,180           2,367           1,617           853              524              647              1,239           2,226           3,513           5,075           7,015    9,554    

TOTAL ASSETS 939              1,723           3,422           2,928           2,430           2,320           2,556           3,150           4,062           5,220           6,606           8,561    11,176  

EQUITY AND LIABILITIES 

Equity 

Convertable voting preferred stock (series A,B) 0                  0                  -              -              -              -              -              -              -              -              -              -       -       

Convertable voting preferred stock (series C) -              -              -              -              -              -              -              -              -              -              -              -       -       

Convertable voting preferred stock (series D,E,F) 0                  0                  -              -              -              -              -              -              -              -              -              -       -       

Series FP convertible voting preferred stock 0                  0                  -              -              -              -              -              -              -              -              -              -       -       

Class A non-voting shares 0                  0                  0                  -              -              -              -              -              -              -              -              -       -       

Class B voting shares -              -              0                  -              -              -              -              -              -              -              -              -       -       

Class C non-voting shares -              -              0                  -              -              -              -              -              -              -              -              -       -       

Note receivable from officers/stockholders -10              -              

Additional paid-in capital 1,467           2,729           7,635           7,993           8,360           8,873           9,340           9,721           10,105         10,508         10,940         11,646  12,506  

Accumulated other comprehensive income/loss -              -2                14                14                14                14                14                14                14                14                14                14         14         

Accumulated deficit -693            -1,208         -4,657         -5,508         -6,363         -7,013         -7,253         -7,054         -6,545         -5,812         -4,875         -3,634  -1,894  

Total equity 764              1,519           2,992           2,500           2,011           1,874           2,101           2,681           3,574           4,711           6,079           8,026    10,626  

Non-current liabilities

Other non-current liabilities 5                  32                67                67                67                67                67                67                67                67                67                67         67         

Built-to-suit financing obligations (1) 13                15                16                17                19                21                23                25                27                29                32                35         38         

Total non-current liabilities 19                47                83                84                86                88                90                92                94                96                99                102       105       

Current liabilities

Accounts payable 1                  8                  71                67                64                79                86                98                113              126              136              140       149       

Accrued expenses and other current liabilities 140              116              221              223              223              233              233              240              242              248              253              254       257       

Other 16                32                54                54                46                46                46                39                39                39                39                39         39         

Total current liabilities 156              157              346              344              333              358              365              377              394              413              428              433       445       

TOTAL EQUITY AND LIABILITIES 939              1,723           3,422           2,928           2,430           2,320           2,556           3,150           4,062           5,220           6,606           8,561    11,176  
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Appendix 12: Working capital calculation  

 
 

 

Appendix 13: Base case scenario   

 
 

Appendix 14: Bear case scenario   

 
 

 

 

 

Working capital 

2015 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027

Change in accounts receivables, net of allowances -42                   -118                 -104                      -11                        -36             -22             -19             -29 -29 -26 -27 -27 -30

Change in prepaid expenses and other current assets -7                     -21                   -40                        -30                        -44             -35             -30             -35             -50             -65             -70             -70             -85             

Change in other assets -4                     -5                     -5                          

Change in Accounts payable -7                     6                      50                         -4                          -3               15              7                12 15 13 10 4 9

Change in accrued expenses 40                    -20                   101                       2                           -             10              -             7 2 6 5 1 3

Change in other liabilities 4                      7                      9                           -                        -8               -             -7

change in NWC -15                   -150                 11                         -43                        -91             -32             -42             -52             -62             -72             -82             -92             -103           

In % -26.4% -37.2% 1.3% -2.9% -4.1% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0%

(in USDm) Historical

2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E Terminal

Sales 59                   404                 825                              1,471              2,218                  3,346                  4,392              5,454                  6,518                 7,506                 8,536                 9,592                 10,792               11,062            

% growth 589.5% 104.0% 78.4% 50.8% 50.8% 31.2% 24.2% 19.5% 15.2% 13.7% 12.4% 12.5% 2.5%

EBIT -383               -521               -3,486                          -1,102             -1,089                -819                   -295                259                     646                    916                    1,155                 1,518                 2,119                 1,807              

% margin -653.6% -128.8% -422.6% -74.9% -49.1% -24.5% -6.7% 4.8% 9.9% 12.2% 13.5% 15.8% 19.6% 16.3%

Tax (cash) 8                     7                     18                                -                    -                       -                       -                    -                        -                       -                       -                       -380                   -448                   -379                

% rate 0% 0% 0% 21% 21% 21% 21% 21% 21% 21% 21.0%

NOPAT -376               -514               -3,468                          -1,102             -1,089                -819                   -295                259                     646                    916                    1,155                 1,138                 1,671                 1,427              

Depreciation and amortisation 15                   29                   61                                80                   104                     119                     131                 144                     159                    174                    192                    196                    200                    249                 

% of sales 26.1% 7.2% 7.4% 5.4% 4.7% 3.6% 3.0% 2.6% 2.4% 2.3% 2.2% 2.0% 1.8% 2.2%

Change in NWC -15                 -150               11                                -43                  -91                     -32                     -42                  -52                      -62                     -72                     -82                     -92                     -103                   -106                

% of sales -26.4% -37.2% 1.3% -2.9% -4.1% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0%

Cash flow from operation -376               -635               -3,396                          -1,065             -1,077                -732                   -206                351                     742                    1,019                 1,266                 1,242                 1,767                 1,570              

CAPEX -19 -66 -85 -110                -143                   -164                   -181                -199                    -219                   -240                   -265                   -270                   -275                   -343                

-32.7% -16.4% -10.2% -7.5% -6.4% -4.9% -4.1% -3.6% -3.4% -3.2% -3.1% -2.8% -2.6% -3.1%

Free cash flow -395               -702               -3,480                          -1,175             -1,220                -896                   -387                153                     523                    778                    1,001                 972                    1,492                 1,227              

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

NPV contribution -1097 -1063 -729 -294 108 346 481 577 524 750 13,355            

(in USD) Historical

2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E Terminal

Sales 59                   404                 825                              1,389              1,910                  2,620                  3,133              3,518                  3,788                 3,931                 4,015                 4,036                 4,039                 4,140              

% growth 589.5% 104.0% 68.4% 37.5% 37.1% 19.6% 12.3% 7.7% 3.8% 2.1% 0.5% 0.1% 2.5%

EBIT -383               -521               -3,486                          -988                -793                   -511                   -220                223                     322                    310                    277                    213                    131                    213                 

% margin -653.6% -128.8% -422.6% -71.1% -41.5% -19.5% -7.0% 6.3% 8.5% 7.9% 6.9% 5.3% 3.2% 5.1%

Tax (cash) 8                     7                     18                                -                    -                       -                       -                    -                        -                       -                       -                       -                       -                       -45                  

% rate 0% 0% 0% 21% 21% 21% 21% 21% 21% 21% 21.0%

NOPAT -376               -514               -3,468                          -988                -793                   -511                   -220                223                     322                    310                    277                    213                    131                    168                 

Depreciation and amortisation 15                   29                   61                                67                   74                       82                       86                   90                       94                      99                      101                    103                    105                    104                 

% of sales 26.1% 7.2% 7.4% 4.9% 3.9% 3.1% 2.7% 2.6% 2.5% 2.5% 2.5% 2.6% 2.6% 2.5%

Change in NWC -15                 -150               11                                -40                  -79                     -25                     -30                  -34                      -36                     -38                     -38                     -39                     -39                     -40                  

% of sales -26.4% -37.2% 1.3% -2.9% -4.1% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0%

Cash flow from operation -376               -635               -3,396                          -961                -797                   -455                   -164                279                     380                    372                    340                    278                    198                    233                 

CAPEX -19 -66 -85 -93                  -102                   -112                   -118                -124                    -130                   -137                   -139                   -142                   -145                   -144                

-32.7% -16.4% -10.2% -6.7% -5.4% -4.3% -3.8% -3.5% -3.4% -3.5% -3.5% -3.5% -3.6% -3.5%

Free cash flow -395               -702               -3,480                          -1,054             -900                   -567                   -282                155                     250                    235                    200                    135                    53                      89                   

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

NPV contribution -984 -784 -462 -214 110 165 145 116 73 27 970                 
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Appendix 15: Bull case scenario   

 
 

Appendix 16: Share development indexed at IPO date of Snap (2/3-2017-

31/12-2017) 

 
Source: Compiled by authors based on Finance.yahoo.com (2018) 

 

 

 

 

 

 

(in USDm) Historical

2015 2016 2017 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E 2026E 2027E Terminal

Sales 59                   404                 825                              1,514              2,389                  3,781                  5,192              6,781                  8,558                 10,427               12,593               15,182               18,452               18,914            

% growth 589.5% 104.0% 83.5% 57.8% 58.3% 37.3% 30.6% 26.2% 21.8% 20.8% 20.6% 21.5% 2.5%

EBIT -383               -521               -3,486                          -1,095             -1,037                -698                   -148                428                     1,035                 1,752                 2,585                 3,593                 4,971                 4,485              

% margin -653.6% -128.8% -422.6% -72.3% -43.4% -18.5% -2.8% 6.3% 12.1% 16.8% 20.5% 23.7% 26.9% 23.7%

Tax (cash) 8                     7                     18                                -                    -                       -                       -                    -                        -                       -73                     -546                   -758                   -1,047                -942                

% rate 0% 0% 0% 21% 21% 21% 21% 21% 21% 21% 21.0%

NOPAT -376               -514               -3,468                          -1,095             -1,037                -698                   -148                428                     1,035                 1,679                 2,039                 2,836                 3,924                 3,543              

Depreciation and amortisation 15                   29                   61                                80                   104                     124                     149                 179                     197                    217                    238                    262                    288                    358                 

% of sales 26.1% 7.2% 7.4% 5.3% 4.3% 3.3% 2.9% 2.6% 2.3% 2.1% 1.9% 1.7% 1.6% 1.9%

Change in NWC -15                 -150               11                                -44                  -98                     -36                     -50                  -65                      -82                     -100                   -120                   -145                   -176                   -181                

% of sales -26.4% -37.2% 1.3% -2.9% -4.1% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0% -1.0%

Cash flow from operation -376               -635               -3,396                          -1,060             -1,031                -610                   -48                  542                     1,150                 1,796                 2,157                 2,953                 4,035                 3,720              

CAPEX -19 -66 -85 -110                -143                   -171                   -206                -247                    -272                   -299                   -329                   -361                   -398                   -493                

-32.7% -16.4% -10.2% -7.3% -6.0% -4.5% -4.0% -3.6% -3.2% -2.9% -2.6% -2.4% -2.2% -2.6%

Free cash flow -395               -702               -3,480                          -1,169             -1,174                -781                   -254                295                     878                    1,497                 1,828                 2,591                 3,638                 3,227              

Discount factor 93.4% 87.1% 81.4% 75.9% 70.9% 66.2% 61.8% 57.7% 53.8% 50.3% 46.9%

NPV contribution -1092 -1023 -635 -193 209 581 925 1055 1395 1829 35,109            



 158 

 

 

 

Appendix 17: Original Income Statement and Balance Sheet, Snap  

 
 

 

 

 

 

 

 

Snap, Inc. (mn, USD)

2015 2016 2017

Revenue

    Snap-sold revenue 50.9                                            365.0           754.3           

    Advertising, partner-sold 7.7                                              34.9             48.5            

    Other 0.1                                              4.6               22.1            

       Total revenue 58.663                                         404.482        824.95         

Cost of revenue 181.7                                          448.9           635.9           

Gross profit -123.1                                         -44.4            189.1           

OPEX

R&D 60.8                                            143.9           345.9           

Sales and marketing 23.4                                            117.2           273.3           

General and administrative 85.6                                            153.6           289.9           

Total cost and expenses 351.6                                          863.7           1,545.0        

Adjusted EBITDA -292.898                                      -459.243      -720.056      

Depreciation and amortization -15.3                                           -29.1            -61.3           

Special items, spectacles inventory-related charges -                                              -              -39.867        

Payroll tax expense related to stock-based compensation -                                              -0.2             -24.5           

Stock-based compensation expense -73.5                                           -31.8            -2,639.9       

EBIT -381.7                                         -520.4          -3,485.6       

Interest income 1.4                                              4.7               21.1            

Interest expense -                                              -1.4             -3.5             

Other income (expense), net -0.2                                             -4.6             4.5              

Loss before income taxes (EBT) -380.482                                      -521.723      -3,463.408   

Income tax benefit (Expense) 7.6                                              7.1               18.3            

Net loss -372.893                                      -514.643      -3,445.066   

Income Statement 
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Snap, Inc. (mn, USD)

2015 2016 2017

ASSETS

Non-current assets

Intangible assets

    Domain names 4                    3                       2                       

    Trademarks 2                    1                       3                       

    Non-compete agreements 0                    0.02                  -                   

    Acquired developed technology 28                  63                     135                   

    Customer relationships 1                    1                       12                     

    Patents 9                    8                       14                     

PPE

    Computer hardware and software 15                  23                     29                     

    Buildings 6                    37                     60                     

    Leasehold improvements 3                    13                     52                     

    Land 5                    5                       5                       

    Furniture and equipment 3                    20                     50                     

    Construction in progress 20                  21                     10                     

    Less: accumulated depreciation and amortization -7                  -18                   -38                   

Goodwill 134                319                   640                   

Other non-current assets 25                  47                     82                     

Total non-current assets 246.372         543                   1,055                

Current assets

Cash and cash equivalents 

    Cash 641                150                   268                   

    U.S government securities -                -                   26                     

    U.S government agency securities -                -                   40                     

Marketable securities

    U.S government securities -                505                   1,351                

    U.S government agency securities -                332                   358                   

Accounts receivable 44                  163                   279                   

Prepaid expenses and other current assets 7                    30                     44                     

Total current assets 693                1,180                2,367                

TOTAL ASSETS 939                1,723                3,422                

EQUITY AND LIABILITIES 

Equity 

Convertable voting preferred stock (series A,B) 0                    0                       -                   

Convertable voting preferred stock (series C) -                   -                   

Convertable voting preferred stock (series D,E,F) 0                    0                       -                   

Series FP convertible voting preferred stock 0                    0                       -                   

Class A non-voting shares 0                    0                       0                       

Class B voting shares -                -                   0                       

Class C non-voting shares -                -                   0                       

Note receivable from officers/stockholders -10                -                   

Additional paid-in capital 1,467             2,729                7,635                

Accumulated other comprehensive income/loss -2                     14                     

Accumulated deficit -693              -1,208              -4,657              

Total equity 764.145         1,518.914         2,992.327         

Non-current liabilities

Other non-current liabilities

    Lease incentive liability 2                       28                     

    Deferrent rent 9                       23                     

    Built-to-suit financing obligations (1) 13                  15                     16                     

    Acquisition purchase consideration liability -                16                     10                     

    Other 5                    6                       6                       

Total non-current liabilities 19                  47                     83                     

Current liabilities

Accounts payable 1                    8                       71                     

Accrued expenses and other current liabilities

    Legal settlement payable 108                -                   -                   

    Accrued infrastructure costs 15                  44                     96                     

    Accrued compensation and related expenses 8                    23                     38                     

    Partner revenue share liability 7                    23                     32                     

    Acquisition purchase consideration liability -                6                       29                     

    Accrued professional fees 2                    11                     16                     

    Accrued tax liability 1                    9                       10                     

    Other 16                  32                     54                     

Total current liabilities 156                157                   346                   

TOTAL EQUITY AND LIABILITIES 939                1,723                3,422                

Balance Sheet


