The Clarity Compass

Your weekly guide to clear financial thinking

July 2026

Issue #1: Meta Platforms Inc.

How Meta Sells Your Attention for
Billions

If the stock market feels like a chaotic casino and financial reports read like
a foreign language, you are in the right place. Today, we are breaking down
exactly how Meta makes money, what protects their business, and what
could go wrong — all in plain English.

The 60-Second Snapshot

The fastest way to understand Meta's entire business

THE BUSINESS

Meta sells your attention to advertisers. They build apps —
Facebook, Instagram, WhatsApp, Messenger — that keep roughly
3 billion people scrolling every day. Advertisers pay to reach those
eyeballs. That's 98% of their revenue.

THE MENTAL MODEL

"Think of Meta as a tollbooth on humanity's attention. Every time someone
opens Instagram, Meta collects a few fractions of a cent from an

advertiser. Multiply that by 3 billion people, and you get $201 billion in

annual revenue."




The Méney Engifie: Followiing the Délfar ™~

Exactly what happens when an advertiser pays Meta

59¢ 41¢ 30¢

Cost of Goods Sold Operating Profit Net Income

Servers, data centers, Al 41.4% margin — exceptional After taxes and interest (Source:
infrastructure (Source: 10-K (Source: 10-K FY2025) 10-K FY2025)

FY2025)

Revenue Per User Per Day Free Cash Flow (Annual)

Across 3 billion daily users (Source: 10-K FY2025) 23% of total revenue (Source: 10-K FY2025)

. The Capital Shift

Meta now spends $70 billion per year (35% of revenue) on Al data centers. This is a major
change: Meta used to be asset-light. Now they're asset-heavy. The big question: will these
investments pay off?



The Numbers Don't Lie

Revenue, capex, and free cash flow — 4-year trend

Revenue vs Capex vs Free Cash Flow

All figures in $ billions. Source: Meta Platforms Inc. Form 10-K filings FY2022-FY2025 (SEC EDGAR CIK
0001326801)

@ Revenue @ Capex @ Free Cash Flow

+22% -3% +89% -15%

Revenue Growth YoY Net Income Growth YoY Capex Jump YoY FCF Decline YoY



The Hidden Payroll

Stock-based compensation — paying employees in shares instead of cash

Stock-Based Compensation ($ Billions)

This dilutes existing shareholders. 34% of netincome in 2025. Source: 10-K FY2025, Stock-Based
Compensation line item.

$9.2B $12.0B $14.0B $16.7B $20.4B

Diluted Share Count (Billions)

Buybacks are offsetting SBC dilution — share count declining. Source: 10-K diluted weighted-average
shares outstanding.



The Moat: Why They're Hard to Kill

Three layers of protection that reinforce each other

1 The Network Effect

People use Instagram because their friends are there. Advertisers go where the people are.
More users - more advertisers - more revenue - better features - more users. This
flywheel is extremely hard to break. Despite TikTok competition, Meta's daily active users
have continued to grow.

2 The Data Advantage

Every like, comment, and scroll tells Meta what you want. This data makes their ad targeting
better than competitors. Better targeting means advertisers get more sales per dollar, so
they pay Meta more. This is why US ads are so expensive — Meta has the richest data on
US users.

3  The Al Reinforcement Loop

Meta uses Al to do two things simultaneously: (1) recommend content that keeps you
scrolling longer, and (2) make ads more relevant. More data - better Al = more
engagement - more data. This loop is incredibly difficult for competitors to replicate.

The Evidence

Meta grew revenue 22% year-over-year with 41% operating margins and $46 billion in free cash
flow (Source: 10-K FY2025). These are not the numbers of a company losing its competitive edge.



The Fatal Vulnerabilities

How the story could change

/\ Privacy Regulation Trap

Governments are limiting how Meta can track users. Less tracking = less precise targeting =
advertisers pay less = revenue falls. This is already happening. Apple's privacy policy cost Meta an
estimated $10 billion in lost revenue in a single year.

Watch for: Declining revenue per user in Europe (28% of Meta's revenue)

/\ The Capex Black Hole

Meta is spending $70 billion annually on Al infrastructure. If these investments don't produce
better ad targeting, profits could collapse. We're already seeing strain: revenue grew 22% last year,
but net income actually declined 3%.

Watch for: Revenue growing but operating income shrinking for two consecutive quarters

/A The Attention Shift

TikTok proved that a new format can capture attention Meta previously owned. If users shift to Al-
generated content, gaming, or something unexpected, Meta's money engine breaks. Fewer hours
on the app = fewer ads shown = lower revenue.

Watch for: Declining daily time spent per user for two consecutive quarters



The Variant View: What the Crowd Might Be Missing

Two possible futures

"\ The Margin Compression Story

Wall Street assumes revenue growth = profit

growth. But last year, revenue grew 22%
while net income fell 3%. The market may
underestimate how long it takes for Al
investments to generate returns. If it takes
2-3 years, earnings could be flat or
declining even as revenue grows.

Result: Stock could be more expensive than it
looks

The Honest Take

~ The Al Upside Story

If Meta's Al makes ad targeting 20% more
effective, they could raise prices
significantly. Since showing a better-
targeted ad costs almost nothing extra, that
20% improvement flows almost entirely to
profit. Earnings could accelerate
dramatically in 2027-2028.

Result: Current spending looks like a brilliant

investment

The market understands Meta's core business well. The real uncertainty is about whether $70
billion per year in Al infrastructure will build a durable advantage or burn cash. This is not a case
where the market is clearly wrong — it's a case where the outcome depends on execution that

hasn't happened yet.



The Verdict & Your Next Move

What this all means

QUALITY SCORE

8/1 Exceptional core business with strong moats. Pulled down by capital intensity
and regulatory risk.

INVESTMENT CONCLUSION

Meta is not a trap — the core advertising engine generates enough cash to fund Al
investments and return capital to shareholders. But it's also not an "effortless
compounder." The next 2-3 years will be a tug-of-war between revenue growth and
margin compression from capex depreciation.

THE KEY QUESTION

"How much of Meta's $70 billion annual capex is actually going to improve their

business, and how much is simply the cost of keeping up with the competition?"

Disclaimer: This newsletter is for informational and educational purposes only. It does not constitute financial or investment
advice. Always conduct your own research or consult with a qualified financial advisor before making investment decisions.

Data Sources: All financial figures sourced from Meta Platforms Inc. Form 10-K annual reports (FY2021-FY2025) filed with
the U.S. Securities and Exchange Commission (SEC EDGAR, CIK 0001326801). Revenue, operating income, net income,
capital expenditures, stock-based compensation, and diluted share count verified against SEC CompanyFacts XBRL data.
Free Cash Flow calculated as Operating Cash Flow minus Capital Expenditures per 10-K cash flow statements. All
percentages independently rechecked for mathematical consistency prior to publication.



