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The current study analyzed one of the most successful and yet most unexpected decisions for acquisition: Facebook 
purchase of WhatsApp in 2014. The study focuses on the several reasons, as well as general prospects and potential 
of the deal, that justified the company decision to purchase an expensive but rather promising WhatsApp 
messenger. We try to answer the question what made Facebook put monetization efforts on hold and spend about 
a third of its free capital on the purchase of the mobile messenger, even though Facebook own messenger was 
developing. 
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В настоящем исследовании было проанализировано одно из самых успешных и в то же время самых 
неожиданных решений о приобретении мессенджера WhatsApp компанией Facebook в 2014 году. В 
исследовании рассматриваются несколько причин, а также общие перспективы и потенциал сделки, 
которые оправдывают решение о покупке дорогого, но довольно перспективного мессенджера WhatsApp. 
Мы пытаемся ответить на вопрос, что заставило Facebook приостановить усилия по монетизации и 
потратить около трети своего свободного капитала на покупку мобильного мессенджера, несмотря на 
разработку собственного Facebook Messenger. 

 
Ключевые слова: мессенджер; социальная сеть; интернет-аудитория; активные пользователи; рост внимания 
аудитории; команды разработчиков; приобретаемые услуги; методы монетизации. 
 

Today we can clearly see that M&A can be a value creation tool for a company. But it is careful 
planning and thoughtful decision-making that creates success in any transaction or purchase. We 
decided to analyze one of the most successful and yet most unexpected decisions for acquisition: 
Facebook purchase of WhatsApp in 2014. 

The subject of the study is the Facebook purchase of WhatsApp in 2014. The object of our study 
are prospects and potential of the deal, and its benefits. The goal of the study is to reveal the main 
reasons, for Facebook to spend more than $20 billion on purchase of WhatsApp shortly after buying 
Instagram. 

Founded in 2009, WhatsApp is one of the fastest growing technology projects in recent years. It 
was the first network to adopt the principle of applying the smartphone user's contact list and declare 
itself an alternative to SMS. By the time of the transaction it accumulated an audience of 450 million 
active users. 70% of them communicate via WhatsApp every day. At the same time, up to 1 million 
new users download the application daily. 
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Facebook noted that the mission of the social network coincides with the principles of WhatsApp 
– to make the process of online communication as simple and convenient as possible. The synergy 
from the deal was supposed to help both social networks to further increase audience and user 
engagement. 

“WhatsApp is on its way of connecting a billion people. Services that reach this bar are incredibly 
valuable,” – commented Facebook’s founder and CEO Mark Zuckerberg, when had just announced 
the deal. “I’ve known Jan for a long time (Koum, co-founder and CEO of WhatsApp), and I look 
forward to working with him and his team to make the world more open and communicative.” 
Facebook noted that the success of acquisitions can be built by “independently minded” entrepreneurs 
who can choose the right vector for developing their business and achieve consistent growth of social 
services and Facebook expertise, resources and the global scale can be useful. 

Society in 2014 was still impressed by the amount of money Facebook paid for the Instagram 
shortly before the announcement of the intention to purchase WhatsApp, and was struck again by the 
possibility of a more expensive acquisition. However, the deal was closed only eight months after the 
announcement of Facebook intentions to take over the WhatsApp. The initial price – $ 19 billion - 
was announced in February. After that, Facebook was waiting for regulatory approval - it was 
received from the US in April, and from the European Commission only three days later. By this 
time, the price increased being now $ 21.8 billion. This is due to the fact that Facebook shares have 
since gone up by 13% (part of the money was paid in Facebook shares). 

Under the terms of the transaction, all outstanding shares, as well as WhatsApp options, were 
redeemed and exchanged for 177.7 million class A Facebook shares ($ 17.2 billion). Owners of the 
messenger shares also received $ 4.59 billion in cash. WhatsApp employees also acquired 45.9 
million Facebook shares as a grant for the deal. WhatsApp CEO Ian Coom and co-founder and vice 
president of the company Brian Acton received 37,475,271 of the social network shares. The cost of 
the package was $ 2.8 billion. Koum acquired a grant of $ 1.9 billion, Acton - $ 966.3 million. In 
addition, Koum joined the Facebook Directors. 

In this study, we examined what was so special about the Jan Koum service social network, that 
Facebook were ready not only to spend $ 19-21.8 billion on the deal, but also to pay $ 2 billion in 
case of failure. We are to figure out how Facebook evaluated possible benefits of acquisition and 
what the main reasons of choosing WhatsApp were. 

When looking at the capitalization in general, at many existing and already fully operating 
companies, the idea of a bubble arises. There are more and more Internet users on the planet, and 
those who have already entered the network spend more and more time on it. Our life is tied to IT, 
and the ranking of the most expensive companies in the world is led by two IT companies - Apple 
and Google with a capitalization of 480 and 400 billion dollars. It is logical to assume that the 
companies that Internet audience are actively using, social networks and instant messengers, will 
climb to the top. So it is better to be among the leaders. 

Another reason to buy a startup is to show your innovativeness. Marissa Mayer, when came to 
Yahoo, began active work not only inside the company, but also outside it. For example, in March 
2013, Yahoo bought Summly, a small startup led by a 17-year-old. According to Mayer, creative 
employees are even more valuable than startup content. In the case of the purchase of WhatsApp, and 
a little earlier Instagram, Facebook also receives excellent development teams. But since the 
purchased services remain integral, we can talk at best about optimization, but not about expanding 
the staff of developers of the main project of the company. 

After the evaluation and purchase of Instagram, subconsciously any sales, in which companies 
were valued less than a billion dollars, did not seem very significant. For example, WhatsApp's 
competitor, the Viber messenger was bought “for only 900 million.” Although, shortly before the 
purchase, the media declared its potential value as 300-400 million dollars. It turns out that the more 
expensive the service is valued, the higher its value will be in the eyes of others. 

The financial market lives by its own laws, that might sometimes be far from reality. But the 
market for Internet companies has already passed the first test for reasonable prices. Moreover, 
Facebook was precisely the participant in the experiment. After the initial issue of shares in May 
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2012, their price fell by about half. The market has become distrustful of Internet companies, and 
many of them had to postpone their IPO, (for example, Twitter). However, at the end of 2013, 
Facebook shares exceeded the initial offering price, and the subsequent Twitter IPO showed that the 
market again believes in such companies: with an initial price of $ 26, its shares have increased in 
price to $ 55.5. So the bubble seems to be very strong, so why not invest in a market that is growing 
and does not show potential signs of crisis? Facebook took up the chance to acquire WhatsApp 
because, otherwise, its competitors would. 

So, the purchase of WhatsApp could be a takeover of a potential competitor. Users of social 
networks often wonder which social network will replace Facebook, who is in turn to squeeze them 
from the top of LJ and MySpace. It might even be not a social network in particular. 

Kirill Petrov, head of i-Free Innovations, noted at the Mobile VAS & Apps Conference that in 
2013 instant messengers began to take away not only the users attention from social networks, but 
also their income. Users spend quite a lot of time on messengers, as these programs have methods of 
monetization that are not as annoying to users as banner ads. For example, selling applications 
(mainly games) or additional chat features, such as stickers (animated images for chatting). Petrov 
also noted a small number of developers in such companies, for example, in WhatsApp in particular. 

Another fact that showed the prospects of messengers is the interest of the creator of the VKontakte 
social network Pavel Durov to them. Taking into consideration the security issues of private 
information he released Telegram, the messenger that allows encrypting communication between 
users. 

In addition to the prospects, competition could also affect the value of WhatsApp. For instance, 
Instagram, which surprised us with its value, was about to be bought by Twitter first, so it probably 
had a significant price at the time of selling the social network for amateur photographers. 

So, 19 billion - is it really so expensive? Long before the Instagram Microsoft bought the Skype 
messenger for $ 8.5 billion. The price was surprising, but it did not shock the community of social 
networks so much as to generate new units of measure. Skype has existed on the market for a long 
time, and Microsoft's financial capabilities did not raise doubts about the possibility of large 
investments. 

That time Skype totaled 170 million users. It turned out about $ 50 per user. If you make the same 
calculation for WhatsApp, then each user of the messenger cost Facebook $ 42, so it is 19 billion for 
450 million users. This is besides the fact that the popularity of Internet services, and hence the 
possibility of earning money from them, had grown significantly over the past three years. 

Of course, it can be considered in different ways. Viber users cost the Japanese corporation 
Rakuten $ 3 per account, she paid $ 900 million, and the number of users with the service is now 300 
million. Here is where various additional factors come into force. All of them, one way or another, 
take into account the potential simplicity of monetizing the service, which depends on many details: 
from the time spent by users on it to the funds that they are willing to spend. 

The main contender for the record value of one user is the Snapchat messenger. Its main feature is 
disappearing photos. A few seconds after the receiving party viewed the picture it disappears. This 
opportunity attracted a significant audience, mostly among young people, which is considered the 
key factor for long existence of the service. Although Snapchat owners refuse to show their numbers, 
Forbes estimates it at 50 million users. At the same time, the service has already rejected offers of $ 
3 billion from Facebook, which could make Snapchat a champion in user value: $ 60 per account. At 
the same time, based on the calculation of the cost of WhatsApp per active user, Zuckerberg paid 
about $ 34 for each. And yet, if you take only superficial indicators as the basis for assessing 
WhatsApp, the deal looks a little awkward - the company spends about a third of its free capital on 
the purchase of the messenger, while developing its own Facebook Messenger. However, if you dig 
a little deeper and take into account the existing market conditions, the situation becomes somewhat 
clearer. 

So we considered 5 reasons why Facebook turned out to go for such a risky deal. 
1. Facebook cannot attract new users. 
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Many analysts have long predicted Facebook «stagnation» associated with the lack of potential 
new users. Say, the social network has covered all available segments and began to replenish mainly 
due to spam bots and other automatic registrations. Obviously, the most promising direction in this 
situation is the expansion into the mobile application market, where, as ONAVO researchers found 
out, Facebook is not as good as WhatsApp (Figure 1). 

 
Figure 1 – Decline in the popularity of FaceBook Messenger 

 
The infographics presented by TechCunch clearly demonstrate the significant decline in the 

popularity of Facebook Messenger amid the growing audience of WhatsApp among iPhone users. It 
can be assumed that the situation with the Android platform is not too different and in some regions, 
for example, in Spain, the Jan Kouma service almost completely replaced the traditional 
correspondence. 

Besides, the main audience of WhatsApp are young people under the age of 25-30. Facebook, on 
the contrary, faced the outflow of adolescents and students who used to be the “core” of resource 
users. Finally, WhatsApp was able to maintain the unique simplicity of its service. Unlike competitors 
(for example, Japanese LINE or Chinese WeChat), the application has not turned into a gaming 
platform with advertising, paid options, stickers, and so on. on the contrary, Facebook was known for 
“advertising overload”. 

2. WhatsApp popularity growth was out of competition. 
Indeed, the main indicators of WhatsApp had been growing by leaps and bounds. The company 

reported that the service audience had grown to 200 million users, and now has 450 million active 
accounts. At the same time, the average daily number of messages sent via WhatsApp increased from 
18 to 27 billion for the period from December 2012 to June 2013 (Figure 2). 

At the same time, the messenger is not a unique service, the competition in this segment is quite 
serious – KakaoTalk, Line, Viber, Skype and even the WhatsApp imitator from Pavel Durov – 
Telegram, are constantly looking for new ways to win a large part of the audience. 

3. Delay could lead to Google takeover of WhatsApp. 
The purchase of Whats App by Sergey Brin and the company is what Mark Zuckerberg definitely 

couldn’t allow. It could happen so - at the beginning of 2012, industry media reported that Google 
was ready to pay $ 1 billion to Ian Koum – then this amount looked quite relevant. The technological 
resource “The Information” reports that the “corporation of goodness” even tried to negotiate with 
the WhatsApp management offering to pay for the information about incoming offers - apparently, 
Google really did not want the competitors to overtake the messenger. 
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Figure 2 – WhatsApp audience growth 

 
4. WhatsApp – the most cross-platform messenger. 
Indeed, WhatsApp developers are trying to cover all possible segments - the service is supported 

by iOS, Android, BlackBerry, Windows Phone, Symbian, Nokia Asha platforms (Figure 3). 

 
Figure 3 – WhatsApp platforms 

 
The only caveat is the lack of desktop and browser versions, however, this is rather an advantage. 

The fact is that WhatsApp was the first messenger that required binding to a phone number, thus 
ensuring the purity of traffic and registrations. 

5. WhatsApp was perfect for Internet.org realization. 
In August last year, Mark Zuckerberg announced the launch of the Internet.org project, in which 

several companies, led by Facebook, plan to make the Internet accessible to the entire population of 
the Earth. The main focus of this venture is to reduce the cost of access devices and creating 
convenient and affordable software. 

According to forecasts, in the foreseeable future, smartphones worth no more than $ 50 will appear 
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on the market, which will allow people from all over the world to connect to the communications of 
the 21st century. It is possible that Zuckerberg saw one of the main tools for implementing this idea 
in the WhatsApp messenger. 

To sum up, WhatsApp plays a significant role in the global areas crucial to Facebook growth. 
There are several reasons, as well as general prospects and potential of the deal, that justified the 
company decision for purchasing expensive but rather promising messenger. By putting monetization 
efforts on hold, Facebook focused on the future of international, cross-platform communications. 
Through the acquisition of WhatsApp, Facebook succeed in reaching billions of people, and with a 
market of that size, Facebook was sure to find a way to eventually cash in. 
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