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RampUp! 2016 Key Data Takeaways:
FB Takes the Cake

 

We attended the LiveRamp RampUp! 2016 conference in San Francisco.
The conference had ~1,800 attendees including Facebook, Google, Adobe,
Pubmatic, Turn, Yahoo, Tivo, Rakuten, Citigroup, Macy’s, and others. Key
themes were the ownership of customer data, driving more mobile ad spend
and the power of native programmatic ads, and more. We highlight the key
takeaways and our opinions.

1. Facebook is getting more aggressive in bridging offline to online
attribution through P.O.S. systems. Facebook’s Head of Measurement
Product Marketing, Scott Shapiro, noted that Point of Sale data is a key focus
for his team in 2016 - Facebook wants to help drive better attribution between
ads on Facebook driving actual offline and online sales. We think Facebook is
in a unique position to do this, given that Facebook dominates mobile time spent
and enables rich targeting. With products such as Custom Audiences, Facebook
can tie users to actual purchases. More importantly, this indicates to us that
Facebook is getting more aggressive on direct response advertising, which
has traditionally been Google’s moat.

2. Marketers are seeing solid results with native advertising. Native ads are
ad formats that follow the natural form/function of the media unit of the site
– these ads often include promoted units such as promoted videos, promoted
stories, promoted tweets, etc. Companies like Rakuten are seeing solid results
with native ads, and 80% of Rakuten’s native ad spend now goes to Facebook.
YouTube seems to be the dominant native video ad medium, but advertisers are
experiencing good traction with Facebook, Instagram, and Twitter video ads.

3. Focus on closing the mobile gap. Pubmatic noted that for the past four
quarters, mobile CPMs have exceeded desktop CPMs. Mobile data is becoming
increasingly important, and companies that can use their first party data with
third party data (like LiveRamp) can create unique profiles of consumers outside
of Google or Facebook activity. For example, Facebook is now "conversing"
with users, asking them if they would like to check into a specific location. This
"pulling” activity on mobile devices helps draw out important location data that
can then use to triangulate online to offline attribution.

4. Amazon - the powerful marketer. Traditional retailers noted that they are
investing in and building out their data / analytic teams to figure out how to
best re-market to existing customers, and use third party data to try and find
new customers that mimic existing ones. Retailers continue to feel threatened
by Amazon’s flywheels with Prime, customer data, and continued share gains
as offline retail shifts to online retail.

Price
Company Symbol (2/23) Rating PT

Alphabet, Inc. GOOGL $717.29 Buy $1,070.00
 

Amazon.com,
Inc.

AMZN $552.94 Buy $685.00
 

Facebook Inc. FB $105.46 Buy $130.00

Source: Bloomberg and Mizuho Securities USA
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Price�Target�Calculation�and�Key�Risks
Alphabet, Inc.
Valuation:

We use a Sum-of-Parts valuation methodology to arrive at our price target of $1,070
for Google.

Core Google - This includes Google's Advertising business, Google Play, Hardware
sales, Apps, and Google Cloud, among other things. We estimate that Core Google
will generate $39.1 billion in 2017 Non-GAAP Operating Income. Adjusting for $650
million in Other Income, and factoring a 17% tax rate, we arrive at a 2017 Non-GAAP
EPS of $47.09. We apply a 20x multiple to get to a valuation per share of $942. For
context, Alphabet's shares currently trade at 18x 2017 P/E. Given Google's dominant
share in online advertising, solid margin profile and top-notch management team, we'd
expect to see multiple expansion from current levels.

Other Bets - This includes Calico, Autonomous Vehicles, Nest/Dropcam, Fiber and
other businesses. We conservatively estimate that Alphabet's Other Bets will generate
revenue of $1.05b in 2017. We assign a Price to Sales multiple of 10x (a discount to
Unicorn valuations), and arrive at $15 per share.

The sum of Core Google ($942) + Other Bets ($15), as well as adjusting for $113
per share in YE 2016 net cash, we arrive at our target valuation of $1,070.

Key Risks:

Key risks to owning GOOGL stock include: 1) Intense competition from other online
media properties like Facebook, Twitter, Yahoo!, and Microsoft Bing; 2) Intense
competition from eCommerce companies like Amazon, eBay, and potentially Alibaba;
3) A multi-year, heavy investment cycle where pro forma operating margins have gone
from the mid-50% range to the low 40% range; and 4) Regulatory concerns.

Amazon.com, Inc.
Valuation

Applying a 26x multiple to our 2017 free cash flow estimate of $11.1 billion, we arrive
at a target price of $585. We believe AMZN could see multiple expansion as high
margin businesses like 3P/FBA and AWS become more material. Our target multiple
is largely driven off growth assumptions, but we also considered other factors such as
new business opportunities, comparable company multiples, historical multiple ranges,
and management's ability to execute. For context, Amazon currently trades at 24x our
2017 P/FCF estimate.

Using a P/S valuation, we apply a 2.5x multiple to our 2017 sales estimate of $153.9
billion, while adjusting for 2016 year end shares to arrive at a target price of $784.
We acknowledge that this is a high multiple, but AMZN currently trades at 2.0x 2016
sales, and given the multiple levers of growth, we believe that such a high multiple
is warranted.
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The average of the P/S and FCF valuation methodologies results in a blended target
price of $685.

Risks

Risks to our target price include:

1) Competition - Amazon is no longer just a retailer. While it faces stiff competition
on the retailing side from traditional and online retailers, it is also facing competition
from eBay, Google, Apple, Alibaba, FlipKart, and others.

2) Potential for increased investments - While we do believe that Amazon is coming
out of a multi-year investment phase, there are plenty of pans in the investment fire
- Grocery, same day delivery, investments in China and India, and more. We believe
that these investments could each cost several billion dollars if Amazon wants to be a
leading player, and the ROI is hard to calculate. This would put pressure on CSOI and
could result in the stock to fall.

3) European Corporate Taxes - Amazon may have to start paying taxes in Europe on
a country-by-country basis, as the EU is cracking down on U.S. companies that have
created tax-favorable reporting structures.

Facebook Inc.
Valuation:

We use multiple valuation methodologies to arrive at our price objective of $130,
including Non-GAAP P/E and EV/EBITDA, supported by a DCF valuation.

We are expecting multiple expansion, given new vectors of growth, new billion-dollar
revenue opportunities, and the highest margin profile of any online media company.
We apply a 32x multiple to our 2017 Non-GAAP EPS of $4.18 to derive a target price
of $138. For context, FB currently trades at 31x 2016 Non-GAAP P/E.

Using EV/EBITDA, we apply a 17x multiple to our 2017 EBITDA estimate of $19.8
billion. Adjusting for 2016 year end net cash of $25.2 billion and fully diluted shares
outstanding of 2.94 billion, we arrive at a target price of $123. For context, we note
that Facebook currently trades at 17x 2016 EV/EBITDA.

The average of the P/E and EV/EBTIDA valuation methodologies yields a blended
target price of $130.

Risks:

Competition:

Facebook faces intense competition from Internet platform providers, such as Google,
Amazon, Microsoft, and Apple. Facebook is heavily dependent on the Apple iOS
mobile platform, as well as Google’s Android mobile OS platform for growth.
Facebook also faces stiff competition from other social networks, such as LinkedIn,
Twitter, as well as private ones like Pinterest, Whisper, SnapChat, etc. Finally,
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Facebook does not have a hardware strategy that could potentially tie users to a
“Facebook ecosystem”.

Margin Pressure:

Facebook is investing heavily in its business, and rightly so. But this can (and has) put
pressure on margins. We’ve seen EBITDA margins come down from a record high of
68% in 2Q14 to 66% in 4Q15, and Facebook’s guidance implies further margin erosion
for the balance of 2015.

Regulatory Concerns

While Facebook has been relatively unscathed by regulatory issues thus far, Facebook
has pushed the boundaries of sharing and pushing personal data. If Facebook continues
to gain scale and market share, we believe that various government regulatory bodies
could try to take action sooner. And if various governments force Facebook to limit
or delete personal information of its members out of concern for people’s right to
privacy, this could impact Facebook’s ability to use personal information to deliver
more targeted ads.
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IMPORTANT DISCLOSURES
The disclosures for the subject companies of this report as well as the disclosures for Mizuho Securities USA Inc. entire coverage universe can be found
at https://msusa.bluematrix.com/sellside/Disclosures.action or obtained by contacting EQSupervisoryAnalystUS@us.mizuho-sc.com or via postal mail
at Equity Research Editorial Department, Mizuho Securities USA Inc., 320 Park Avenue, 12th Floor, New York NY, 10022.

Ownership Disclosures and Material Conflicts of Interest or Position as Officer or Director
None

Receipt of Compensation
Mizuho Securities USA Inc. and or its affiliates makes a market in the following securities: Facebook Inc., Alphabet, Inc. and Amazon.com, Inc.

Mizuho Securities USA Inc. has provided non-securities-related services for Amazon.com, Inc. who is or was a client in the past 12 months.
The compensation of the research analyst writing this report, in whole or part, is based on MSUSA's annual revenue and earnings and is not directly related
to any specific investment banking compensation. MSUSA's internal policies and procedures prohibit research analysts from receiving compensation
from companies covered in the research reports.

Regulation Analyst Certification (AC)
I, Neil A. Doshi, hereby certify that the views expressed in this research report accurately reflect my personal views about any and all the subject
companies. No part of my compensation was, is or will be, directly or indirectly, related to the specific recommendations or views expressed in this
research report.

Rating Definitions

Mizuho Securities USA investment ratings are based on the following definitions. Anticipated share price change is based on a 6- to 12-month time
frame. Return expectation excludes dividends.

Buy:
Neutral:
Underperform:
RS:
NR:

Stocks for which the anticipated share price appreciation exceeds 10%.
Stocks for which the anticipated share price appreciation is within 10% of the share price.
Stocks for which the anticipated share price falls by 10% or more.
Rating Suspended - rating and price objective temporarily suspended.
No Rating - not covered, and therefore not assigned a rating.

Rating Distribution
(As of 2/23 ) % of coverage IB service past 12 mo
Buy (Buy) 51.96% 37.63%

Hold (Neutral) 46.93% 25.00%

Sell (Underperform) 1.12% 0.00%

For disclosure purposes only (NYSE and FINRA ratings distribution requirements), our Buy, Neutral and Underperform ratings are displayed as Buy, Hold and Sell,
respectively.
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For additional information: Please log on to http://www.mizuhosecurities.com/us or write to Mizuho Securities USA, 320 Park Ave, 12th FL, New
York, NY 10020.

Disclaimers
This report has been prepared by Mizuho Securities USA Inc. (“MSUSA”), a subsidiary of Mizuho Securities Co., Ltd. (“MHSC”), solely for the
purpose of supplying information to the clients of MSUSA and/or its affiliates to whom it is distributed. This report is not, and should not be construed
as, a solicitation or offer to buy or sell any securities or related financial products.

This report has been prepared by MSUSA solely from publicly available information. The information contained herein is believed to be reliable but
has not been independently verified. MSUSA makes no guarantee, representation or warranty, and MSUSA, MHSC and/or their affiliates, directors,
employees or agents accept no responsibility or liability whatsoever as to the accuracy, completeness or appropriateness of such information or for any
loss or damage arising from the use or further communication of this report or any part of it. Information contained herein may not be current due to,
among other things, changes in the financial markets or economic environment. Opinions reflected in this report are subject to change without notice.

This report does not constitute, and should not be used as a substitute for, tax, legal or investment advice. The report has been prepared without regard to
the individual financial circumstances, needs or objectives of persons who receive it. The securities and investments related to the securities discussed
in this report may not be suitable for all investors, and the report is intended for distribution to Institutional Investors. Readers should independently
evaluate particular investments and strategies, and seek the advice of a financial adviser before making any investment or entering into any transaction
in relation to the securities mentioned in this report.
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MSUSA has no legal responsibility to any investor who directly or indirectly receives this material. Investment decisions are to be made by and remain
as the sole responsibility of the investor. Investment involves risks. The price of securities may go down as well as up, and under certain circumstances
investors may sustain total loss of investment. Past performance should not be taken as an indication or guarantee of future performance. Unless
otherwise attributed, forecasts of future performance represent analysts’ estimates based on factors they consider relevant. Actual performance may
vary. Consequently, no express or implied warranty can be made regarding future performance.

Any references in this report to Mizuho Financial Group, Inc. (“MHFG”), MHSC and/or its affiliates are based only on publicly available information.
The authors of this report are prohibited from using or even obtaining any insider information. As a direct subsidiary of MHSC and indirect subsidiary
of MHFG, MSUSA does not, as a matter of corporate policy, cover MHFG or MHSC for investment recommendation purposes.

MSUSA or other companies affiliated with MHFG or MHSC, together with their respective directors and officers, may have or take positions in the
securities mentioned in this report, or derivatives of such securities or other securities issued by companies mentioned in this report, for their own
account or the accounts of others, or enter into transactions contrary to any recommendations contained herein, and also may perform or seek to perform
broking and other investment or securities related services for the companies mentioned in this report as well as other parties generally.
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state, country or other jurisdiction where such distribution, publication, availability or use would be contrary to or restricted by law or regulation. Persons
or entities into whose possession this report comes should inform themselves about and observe such restrictions.

United States: Mizuho Securities USA Inc., a member of the MHSC Group, 320 Park Avenue, 12th Floor, New York, NY 10022, USA, contact number
+1-212-209-9300, distributes or approves the distribution of this report in the United States and takes responsibility for it. Any transaction by a US
investor resulting from the information contained in this report may be effected only through MSUSA. Interested US investors should contact their
MSUSA sales representative.

United Kingdom/European Economic Area: This report is distributed or has been approved for issue and distribution in the UK by Mizuho
International plc (“MHI”), Bracken House, One Friday Street, London EC4M 9JA, a member of the MHSC Group. MHI is authorized and regulated
by the Financial Services Authority and is a member of the London Stock Exchange. For the avoidance of doubt this report is not intended for retail
clients. This report may be distributed in other member states of the European Union.
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of the Japan Securities Dealers Association, the Japan Securities Investment Advisers Association and the Financial Futures Association of Japan, and
the Type II Financial Instruments Firms Association.

Singapore: This report is distributed or has been approved for distribution in Singapore by Mizuho Securities (Singapore) Pte. Ltd. (“MHSS”), a
member of the MHSC Group, which is regulated by the Monetary Authority of Singapore. Any research report produced by a foreign Mizuho entity,
analyst or affiliate is distributed in Singapore only to “Institutional Investors,” “Expert Investors” or “Accredited Investors” as defined in the Securities
and Futures Act, Chap. 289 of Singapore. Any matters arising from, or in connection with this material, should be brought to the attention of MHSS.

Hong Kong: This report is being distributed in Hong Kong by Mizuho Securities Asia Limited (“MHSA”), a member of the MHSC Group, which is
licensed and regulated by the Hong Kong Securities and Futures Commission.

Australia: This report is being distributed in Australia by MHSA, which is exempted from the requirement to hold an Australian financial services
license under the Corporation Act 2001 (“CA”) in respect of the financial services provided to the recipients. MHSA is regulated by the Securities and
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