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NOTE ABOUT FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q contains forward-looking statements within the meaning of the Private Securities
Litigation Reform Act of 1995. All statements contained in this Quarterly Report on Form 10-Q other than statements
of historical fact, including statements regarding our future results of operations and financial position, our business
strategy and plans, and our objectives for future operations, are forward-looking statements. The words "believe,"
"may," "will," "estimate," "continue," "anticipate,”" "intend," "expect," and similar expressions are intended to identify
forward-looking statements. We have based these forward-looking statements largely on our current expectations and
projections about future events and trends that we believe may affect our financial condition, results of operations,
business strategy, short-term and long-term business operations and objectives, and financial needs. These
forward-looking statements are subject to a number of risks, uncertainties and assumptions, including those described
in Part II, Item 1A, "Risk Factors" in this Quarterly Report on Form 10-Q. Moreover, we operate in a very competitive
and rapidly changing environment. New risks emerge from time to time. It is not possible for our management to
predict all risks, nor can we assess the impact of all factors on our business or the extent to which any factor, or
combination of factors, may cause actual results to differ materially from those contained in any forward-looking
statements we may make. In light of these risks, uncertainties and assumptions, the future events and trends discussed
in this Quarterly Report on Form 10-Q may not occur and actual results could differ materially and adversely from
those anticipated or implied in the forward-looking statements.

We undertake no obligation to revise or publicly release the results of any revision to these forward-looking
statements, except as required by law. Given these risks and uncertainties, readers are cautioned not to place undue
reliance on such forward-looking statements.

Unless expressly indicated or the context requires otherwise, the terms "Facebook," "company," "we," "us," and "our"
in this document refer to Facebook, Inc., a Delaware corporation, and, where appropriate, its wholly owned
subsidiaries. The term "Facebook" may also refer to our products, regardless of the manner in which they are
accessed. For references to accessing Facebook on the "web" or via a "website," such terms refer to accessing
Facebook on personal computers. For references to accessing Facebook on "mobile," such term refers to accessing
Facebook via a mobile application or via a mobile-optimized version of our website such as m.facebook.com, whether
on a mobile phone or tablet.
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LIMITATIONS OF KEY METRICS AND OTHER DATA

The numbers for our key metrics, which include our daily active users (DAUs), mobile DAUs, monthly active users
(MAUs), mobile MAUs, and average revenue per user (ARPU), as well as certain other metrics such as mobile-only
DAUSs and mobile-only MAUS, are calculated using internal company data based on the activity of user accounts.
While these numbers are based on what we believe to be reasonable estimates of our user base for the applicable
period of measurement, there are inherent challenges in measuring usage of our products across large online and
mobile populations around the world.

For example, there may be individuals who maintain one or more Facebook accounts in violation of our terms of
service. We estimate, for example, that "duplicate” accounts (an account that a user maintains in addition to his or her
principal account) may have represented less than 5% of our worldwide MAUs in 2015. We also seek to identify
"false" accounts, which we divide into two categories: (1) user-misclassified accounts, where users have created
personal profiles for a business, organization, or non-human entity such as a pet (such entities are permitted on
Facebook using a Page rather than a personal profile under our terms of service); and (2) undesirable accounts, which
represent user profiles that we determine are intended to be used for purposes that violate our terms of service, such as
spamming. In 2015, for example, we estimate user-misclassified and undesirable accounts may have represented less
than 2% of our worldwide MAUs. We believe the percentage of accounts that are duplicate or false is meaningfully
lower in developed markets such as the United States or United Kingdom and higher in developing markets such as
India and Turkey. However, these estimates are based on an internal review of a limited sample of accounts and we
apply significant judgment in making this determination, such as identifying names that appear to be fake or other
behavior that appears inauthentic to the reviewers. As such, our estimation of duplicate or false accounts may not
accurately represent the actual number of such accounts. We are continually seeking to improve our ability to identify
duplicate or false accounts and estimate the total number of such accounts, and such estimates may change due to
improvements or changes in our methodology.

Our data limitations may affect our understanding of certain details of our business. For example, while user-provided
data indicates a decline in usage among younger users, this age data is unreliable because a disproportionate number
of our younger users register with an inaccurate age. Accordingly, our understanding of usage by age group may not
be complete.

Some of our metrics have also been affected by applications on certain mobile devices that automatically contact our
servers for regular updates with no user action involved, and this activity can cause our system to count the user
associated with such a device as an active user on the day such contact occurs. The impact of this automatic activity
on our metrics varies by geography because mobile usage varies in different regions of the world. In addition, our data
regarding the geographic location of our users is estimated based on a number of factors, such as the user's IP address
and self-disclosed location. These factors may not always accurately reflect the user's actual location. For example, a
mobile-only user may appear to be accessing Facebook from the location of the proxy server that the user connects to
rather than from the user's actual location. The methodologies used to measure user metrics may also be susceptible to
algorithm or other technical errors. Our estimates for revenue by user location and revenue by user device are also
affected by these factors. For example, we discovered an error in the algorithm we used to attribute our revenue by
user geography in late 2015. While this issue did not affect our overall worldwide revenue, it did affect our attribution
of revenue to different geographic regions. The fourth quarter of 2015 revenue by user geography and ARPU amounts
were adjusted to reflect this reclassification. We regularly review our processes for calculating these metrics, and from
time to time we may discover inaccuracies in our metrics or make adjustments to improve their accuracy, including
adjustments that may result in the recalculation of our historical metrics. We believe that any such inaccuracies or
adjustments are immaterial unless otherwise stated. In addition, our DAU and MAU estimates will differ from
estimates published by third parties due to differences in methodology. For example, some third parties are not able to
accurately measure mobile users or do not count mobile users for certain user groups or at all in their analyses.

The numbers of DAUs, mobile DAUs, MAUs, mobile MAUs, mobile-only DAUs and mobile-only MAUs discussed
in this Quarterly Report on Form 10-Q, as well as ARPU, do not include Instagram, WhatsApp, or Oculus users unless
they would otherwise qualify as such users, respectively, based on their other activities on Facebook. In addition,
other user engagement metrics included herein do not include Instagram, WhatsApp, or Oculus unless otherwise
specifically stated.
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PART I—FINANCIAL INFORMATION

Item 1. Financial Statements

FACEBOOK, INC.

CONDENSED CONSOLIDATED BALANCE SHEETS
(In millions, except for number of shares and par value)

September 30, December 31,

(Unaudited)

2016
Assets
Current assets:
Cash and cash equivalents $ 6,038
Marketable securities 20,102
Accounts receivable, net of allowances for doubtful accounts of $83 and $68 as of 3.070
September 30, 2016 and December 31, 2015, respectively ’
Prepaid expenses and other current assets 1,118
Total current assets 30,328
Property and equipment, net 7,899
Intangible assets, net 2,702
Goodwill 18,085
Other assets 660
Total assets $ 59,674
Liabilities and stockholders' equity
Current liabilities:
Accounts payable $ 260
Partners payable 239
Accrued expenses and other current liabilities 2,018
Deferred revenue and deposits 78
Current portion of capital lease obligations —
Total current liabilities 2,595
Capital lease obligations, less current portion —
Other liabilities 2,964
Total liabilities 5,559

Stockholders' equity:

Common stock, $0.000006 par value; 5,000 million Class A shares authorized,

2,336 million and 2,293 million shares issued and outstanding, including 5 million and 8
million outstanding shares subject to repurchase, as of September 30, 2016 and December
31, 2015, respectively; 4,141 million Class B shares authorized, 546 million and —
552 million shares issued and outstanding, including 2 million and 3 million outstanding
shares subject to repurchase, as of September 30, 2016 and December 31, 2015,

respectively

Additional paid-in capital 38,756
Accumulated other comprehensive loss (372
Retained earnings 15,731
Total stockholders' equity 54,115
Total liabilities and stockholders' equity $ 59,674

See Accompanying Notes to Condensed Consolidated Financial Statements.
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2015

$ 4,907
13,527

2,559

659
21,652
5,687
3,246
18,026
796

$ 49,407

$ 196
217
1,449
56

7
1,925
107
3,157
5,189

34,886

(455 )
9,787

44,218

$ 49,407
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FACEBOOK, INC.
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
(In millions, except per share amounts)

(Unaudited)

Nine Months

Three Months Ended September 30, Ended September
30,
2016 2015 2016 2015

Revenue $7,011 $4,501 $18,829 $12,087
Costs and expenses:
Cost of revenue 987 720 2,741 2,043
Research and 1,539 1,271 4345 3,502
development
Marketing and sales 925 706 2,651 1,953
General and 438 345 1216 924
administrative
Total costs and 3,889 3,042 10,953 8,422
expenses
Income from 3,122 1,459 7876 3,665
operations
.Interest and other 47 27 ) 125 28
income/(expense), net
Income before
provision for income 3,169 1,432 8,001 3,637
taxes
Provision for income 790 536 2.057 1510
taxes
Net income $2,379 $896 $5,944 $2,127
Less: Net income
attributable to 6 5 18 12
participating securities
Net income
attributable to Class A $2.373 $891 $5.926 $2.115
and Class B common
stockholders
Earnings per share
attributable to Class A
and Class B common
stockholders:
Basic $0.83 $0.32 $2.07 $0.76
Diluted $0.82 $0.31 $2.05 $0.75
Weighted average
shares used to compute
earnings per share
attributable to Class A
and Class B common
stockholders:
Basic 2,871 2,808 2,857 2,796
Diluted 2915 2,863 We are developing AFREZZA as a new treatment for

diabetes utilizing unique, proprietary components. As a
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combination product, any changes to either the AFREZZA
inhaler, or AFREZZA, including new suppliers, could
possibly result in FDA requirements to repeat certain
clinical studies. For example, we plan to launch AFREZZA
with our next-generation inhaler rather than the device that
was used in pivotal clinical studies, and in our July 2010
reply to the FDA s Complete Response letter, we submitted
information on the comparability of our next-generation
inhaler to the device that was used in pivotal clinical
studies. As a result of our change to our next-generation
inhaler, the FDA could yet require us to undertake
additional clinical trials and other studies, which could
significantly delay the development and commercialization
of AFREZZA. Our product candidates that are currently in
development for the treatment of cancer also face similar
obstacles and costs.

We also must obtain final approval from the FDA for the
trade name of our product. In September 2009, we
proposed AFREZZA as a trade name, which the FDA
found conditionally acceptable in December 2009.
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We have Only Limited Experience in Filing and Pursuing Applications Necessary to Gain Regulatory Approvals,
Which May Impede Our Ability to Obtain Timely Approvals From the FDA Or Foreign Regulatory Agencies, If at All.

We will not be able to commercialize AFREZZA or any other product candidates until we have obtained regulatory
approval. Until we prepared and submitted our NDA for AFREZZA, we had no experience as a company in late-stage
regulatory filings, such as preparing and submitting NDAs, which may place us at risk of delays, overspending and
human resources inefficiencies. Any delay in obtaining, or inability to obtain, regulatory approval could harm our
business.

If We Do Not Comply With Regulatory Requirements at Any Stage, Whether Before Or After Marketing Approval is
Obtained, We May be Subject to Criminal Prosecution, Fined Or Forced to Remove a Product From the Market Or
Experience Other Adverse Consequences, Including Restrictions Or Delays in Obtaining Regulatory Marketing
Approval.

Even if we comply with regulatory requirements, we may not be able to obtain the labeling claims necessary or
desirable for product promotion. We may also be required to undertake post-marketing trials. In addition, if we or
other parties identify adverse effects after any of our products are on the market, or if manufacturing problems occur,
regulatory approval may be withdrawn and a reformulation of our products, additional clinical trials, changes in
labeling of, or indications of use for, our products and/or additional marketing applications may be required. If we
encounter any of the foregoing problems, our business and results of operations will be harmed and the market price
of our common stock may decline.

Even If We Obtain Regulatory Approval for Our Product Candidates, Such Approval May be Limited and We Will be
Subject to Stringent, Ongoing Government Regulation.

Even if regulatory authorities approve any of our product candidates, they could approve less than the full scope of
uses or labeling that we seek or otherwise require special warnings or other restrictions on use or marketing or could
require potentially costly post-marketing follow-up clinical trials. Regulatory authorities may limit the segments of the
diabetes population to which we or others may market AFREZZA or limit the target population for our other product
candidates. Based on currently available clinical studies, we believe that AFREZZA may have certain advantages over
currently approved insulin products including its approximation of the natural early insulin secretion normally seen in
healthy individuals following the beginning of a meal. Nonetheless, there are no assurances that these or any other
advantages of AFREZZA will be agreed to by the FDA or otherwise included in product labeling or advertising and,
as a result, AFREZZA may not have our expected competitive advantages when compared to other insulin products.

The manufacture, marketing and sale of any of our product candidates will be subject to stringent and ongoing
government regulation. The FDA may also withdraw product approvals if problems concerning safety or efficacy of a
product occurs following approval. We cannot be sure that FDA and United States Congressional initiatives pertaining
to ensuring the safety of marketed drugs or other developments pertaining to the pharmaceutical industry will not
adversely affect our operations.

We also are required to register our establishments and list our products with the FDA and certain state agencies. We
and any third-party manufacturers or suppliers must continually adhere to federal regulations setting forth
requirements, known as cGMP (for drugs) and QSR (for medical devices), and their foreign equivalents, which are
enforced by the FDA and other national regulatory bodies through their facilities inspection programs. If our facilities,
or the facilities of our manufacturers or suppliers, cannot pass a preapproval plant inspection, the FDA will not
approve the marketing of our product candidates. In complying with cGMP and foreign regulatory requirements, we
and any of our potential third-party manufacturers or suppliers will be obligated to expend time, money and effort in

Table of Contents 10
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production, record-keeping and quality control to ensure that our products meet applicable specifications and other
requirements. QSR requirements also impose extensive testing, control and documentation requirements. State
regulatory agencies and the regulatory
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agencies of other countries have similar requirements. In addition, we will be required to comply with regulatory
requirements of the FDA, state regulatory agencies and the regulatory agencies of other countries concerning the
reporting of adverse events and device malfunctions, corrections and removals (e.g., recalls), promotion and
advertising and general prohibitions against the manufacture and distribution of adulterated and misbranded devices.
Failure to comply with these regulatory requirements could result in civil fines, product seizures, injunctions and/or
criminal prosecution of responsible individuals and us. Any such actions would have a material adverse effect on our
business and results of operations.

Our Insulin Supplier Does Not Yet Supply Human Recombinant Insulin for an FDA-Approved Product.

Our insulin supplier for purposes of the AFREZZA NDA sells its product outside of the United States. The FDA has
inspected this supplier and found it to be acceptable. If we were required to find a new or additional supplier of
insulin, we would be required to evaluate the new supplier s ability to provide insulin that meets our specifications and
quality requirements, which would require significant time and expense and could delay the manufacturing and future
commercialization of AFREZZA. We also depend on suppliers for other materials that comprise AFREZZA,
including our AFREZZA inhaler and cartridges. Each device supplier must comply with relevant regulatory
requirements including QSR and is subject to inspection by the FDA. There can be no assurance, in the conduct of an
inspection of any of our suppliers, that the agency would find that the supplier substantially complies with the QSR or
cGMP requirements, where applicable. If we or any potential third-party manufacturer or supplier fails to comply with
these requirements or comparable requirements in foreign countries, regulatory authorities may subject us to
regulatory action, including criminal prosecutions, fines and suspension of the manufacture of our products.

Reports of Side Effects Or Safety Concerns in Related Technology Fields Or in Other Companies Clinical Trials
Could Delay Or Prevent Us from Obtaining Regulatory Approval Or Negatively Impact Public Perception of Our
Product Candidates.

At present, there are a number of clinical trials being conducted by us and other pharmaceutical companies involving
insulin delivery systems. If we discover that AFREZZA is associated with a significantly increased frequency of
adverse events, or if other pharmaceutical companies announce that they observed frequent adverse events in their
trials involving the pulmonary delivery of insulin, we could encounter delays in the timing of our clinical trials or
difficulties in obtaining approval of AFREZZA. As well, the public perception of AFREZZA might be adversely
affected, which could harm our business and results of operations and cause the market price of our common stock to
decline, even if the concern relates to another company s products or product candidates.

There are also a number of clinical trials being conducted by other pharmaceutical companies involving compounds
similar to, or competitive with, our other product candidates. Adverse results reported by these other companies in
their clinical trials could delay or prevent us from obtaining regulatory approval or negatively impact public
perception of our product candidates, which could harm our business and results of operations and cause the market
price of our common stock to decline.

Risks Related to Intellectual Property

If We are Unable to Protect Our Proprietary Rights, We May Not be Able to Compete Effectively, Or Operate
Profitably.

Our commercial success depends, in large part, on our ability to obtain and maintain intellectual property protection
for our technology. Our ability to do so will depend on, among other things, complex legal and factual questions, and
it should be noted that the standards regarding intellectual property rights in our fields are still evolving. We attempt
to protect our proprietary technology through a combination of patents, trade secrets and confidentiality agreements.

Table of Contents 12
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We own a number of domestic and international patents, have a number of domestic and international patent
applications pending and have licenses to additional patents. We
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cannot assure you that our patents and licenses will successfully preclude others from using our technologies, and we
could incur substantial costs in seeking enforcement of our proprietary rights against infringement. Even if issued, the
patents may not give us an advantage over competitors with similar alternative technologies.

Moreover, the issuance of a patent is not conclusive as to its validity or enforceability and it is uncertain how much
protection, if any, will be afforded by our patents. A third party may challenge the validity or enforceability of a patent
after its issuance by various proceedings such as oppositions in foreign jurisdictions or re-examinations in the United
States. If we attempt to enforce our patents, they may be challenged in court where they could be held invalid,
unenforceable, or have their breadth narrowed to an extent that would destroy their value.

We also rely on unpatented technology, trade secrets, know-how and confidentiality agreements. We require our
officers, employees, consultants and advisors to execute proprietary information and invention and assignment
agreements upon commencement of their relationships with us. We also execute confidentiality agreements with
outside collaborators. There can be no assurance, however, that these agreements will provide meaningful protection
for our inventions, trade secrets, know-how or other proprietary information in the event of unauthorized use or
disclosure of such information. If any trade secret, know-how or other technology not protected by a patent were to be
disclosed to or independently developed by a competitor, our business, results of operations and financial condition
could be adversely affected.

If We Become Involved in Lawsuits to Protect Or Enforce Our Patents Or the Patents of Our Collaborators or
Licensors, We Would be Required to Devote Substantial Time and Resources to Prosecute Or Defend Such
Proceedings.

Competitors may infringe our patents or the patents of our collaborators or licensors. To counter infringement or
unauthorized use, we may be required to file infringement claims, which can be expensive and time-consuming. In
addition, in an infringement proceeding, a court may decide that a patent of ours is not valid or is unenforceable, or
may refuse to stop the other party from using the technology at issue on the grounds that our patents do not cover its
technology. A court may also decide to award us a royalty from an infringing party instead of issuing an injunction
against the infringing activity. An adverse determination of any litigation or defense proceedings could put one or
more of our patents at risk of being invalidated or interpreted narrowly and could put our patent applications at risk of
not issuing.

Interference proceedings brought by the U.S. Patent and Trademark Office may be necessary to determine the priority
of inventions with respect to our patent applications or those of our collaborators or licensors. Litigation or
interference proceedings may fail and, even if successful, may result in substantial costs and be a distraction to our
management. We may not be able, alone or with our collaborators and licensors, to prevent misappropriation of our
proprietary rights, particularly in countries where the laws may not protect such rights as fully as in the United States.
We may not prevail in any litigation or interference proceeding in which we are involved. Even if we do prevail, these
proceedings can be very expensive and distract our management.

Furthermore, because of the substantial amount of discovery required in connection with intellectual property
litigation, there is a risk that some of our confidential information could be compromised by disclosure during this
type of litigation. In addition, during the course of this kind of litigation, there could be public announcements of the
results of hearings, motions or other interim proceedings or developments. If securities analysts or investors perceive
these results to be negative, the market price of our common stock may decline.

S-24
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If Our Technologies Conflict With the Proprietary Rights of Others, We May Incur Substantial Costs as a Result of
Litigation or Other Proceedings and We Could Face Substantial Monetary Damages and be Precluded from
Commercializing Our Products, Which Would Materially Harm Our Business.

Over the past three decades the number of patents issued to biotechnology companies has expanded dramatically. As a
result it is not always clear to industry participants, including us, which patents cover the multitude of biotechnology
product types. Ultimately, the courts must determine the scope of coverage afforded by a patent and the courts do not
always arrive at uniform conclusions.

A patent owner may claim that we are making, using, selling or offering for sale an invention covered by the owner s
patents and may go to court to stop us from engaging in such activities. Such litigation is not uncommon in our
industry.

Patent lawsuits can be expensive and would consume time and other resources. There is a risk that a court would
decide that we are infringing a third party s patents and would order us to stop the activities covered by the patents,
including the commercialization of our products. In addition, there is a risk that we would have to pay the other party
damages for having violated the other party s patents (which damages may be increased, as well as attorneys fees
ordered paid, if infringement is found to be willful), or that we will be required to obtain a license from the other party
in order to continue to commercialize the affected products, or to design our products in a manner that does not
infringe a valid patent. We may not prevail in any legal action, and a required license under the patent may not be
available on acceptable terms or at all, requiring cessation of activities that were found to infringe a valid patent. We
also may not be able to develop a non-infringing product design on commercially reasonable terms, or at all.

Moreover, certain components of AFREZZA and/or our cancer vaccines may be manufactured outside the United
States and imported into the United States. As such, third parties could file complaints under 19 U.S.C.

Section 337(a)(1)(B), or a 337 action, with the International Trade Commission, or the ITC. A 337 action can be
expensive and would consume time and other resources. There is a risk that the ITC would decide that we are
infringing a third party s patents and either enjoin us from importing the infringing products or parts thereof into the
United States or set a bond in an amount that the ITC considers would offset our competitive advantage from the
continued importation during the statutory review period. The bond could be up to 100% of the value of the patented
products. We may not prevail in any legal action, and a required license under the patent may not be available on
acceptable terms, or at all, resulting in a permanent injunction preventing any further importation of the infringing
products or parts thereof into the United States. We also may not be able to develop a non-infringing product design
on commercially reasonable terms, or at all.

Although we own a number of domestic and foreign patents and patent applications relating to AFREZZA and cancer
vaccine products under development, we have identified certain third-party patents having claims relating to
pulmonary insulin delivery that may trigger an allegation of infringement upon the commercial manufacture and sale
of AFREZZA as well as third-party patents disclosing methods of use and compositions of matter related to cancer
vaccines that also may trigger an allegation of infringement upon the commercial manufacture and sale of our cancer
immunotherapy. If a court were to determine that our insulin products or cancer therapies were infringing any of these
patent rights, we would have to establish with the court that these patents were invalid or unenforceable in order to
avoid legal liability for infringement of these patents. However, proving patent invalidity or unenforceability can be
difficult because issued patents are presumed valid. Therefore, in the event that we are unable to prevail in an
infringement or invalidity action we will have to either acquire the third-party patents outright or seek a
royalty-bearing license. Royalty-bearing licenses effectively increase production costs and therefore may materially
affect product profitability. Furthermore, should the patent holder refuse to either assign or license us the infringed
patents, it may be necessary to cease manufacturing the product entirely and/or design around the patents, if possible.

Table of Contents 15
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In either event, our business would be harmed and our profitability could be materially adversely impacted.
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Furthermore, because of the substantial amount of discovery required in connection with intellectual property
litigation, there is a risk that some of our confidential information could be compromised by disclosure during this
type of litigation. In addition, during the course of this kind of litigation, there could be public announcements of the
results of hearings, motions or other interim proceedings or developments. If securities analysts or investors perceive
these results to be negative, the market price of our common stock may decline.

In addition, patent litigation may divert the attention of key personnel and we may not have sufficient resources to
bring these actions to a successful conclusion. At the same time, some of our competitors may be able to sustain the
costs of complex patent litigation more effectively than we can because they have substantially greater resources. An
adverse determination in a judicial or administrative proceeding or failure to obtain necessary licenses could prevent
us from manufacturing and selling our products or result in substantial monetary damages, which would adversely
affect our business and results of operations and cause the market price of our common stock to decline.

We May Not Obtain Trademark registrations for Our Potential Trade Names.

We have not selected trade names for some of our product candidates; therefore, we have not filed trademark
registrations for our potential trade names for our product candidates in all jurisdictions, nor can we assure that we
will be granted registration of those potential trade names for which we have filed. Although we intend to defend any
opposition to our trademark registrations, no assurance can be given that any of our trademarks will be registered in
the United States or elsewhere or that the use of any of our trademarks will confer a competitive advantage in the
marketplace. Furthermore, even if we are successful in our trademark registrations, the FDA has its own process for
drug nomenclature and its own views concerning appropriate proprietary names. It also has the power, even after
granting market approval, to request a company to reconsider the name for a product because of evidence of confusion
in the marketplace. We cannot assure you that the FDA or any other regulatory authority will approve of any of our
trademarks or will not request reconsideration of one of our trademarks at some time in the future.

Risks Related to Our Common Stock
Our Stock Price is Volatile.
The stock market, particularly in recent years, has experienced significant volatility particularly with respect to
pharmaceutical and biotechnology stocks, and this trend may continue. The volatility of pharmaceutical and
biotechnology stocks often does not relate to the operating performance of the companies represented by the stock.
Our business and the market price of our common stock may be influenced by a large variety of factors, including:
the progress and results of our clinical trials;
general economic, political or stock market conditions;
legislative developments;
announcements by us or our competitors concerning clinical trial results, acquisitions, strategic
alliances, technological innovations, newly approved commercial products, product discontinuations, or

other developments;

the availability of critical materials used in developing and manufacturing AFREZZA or other product
candidates;
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the expense and time associated with, and the extent of our ultimate success in, securing regulatory
approvals;

announcements by us concerning our financial condition or operating performance;
changes in securities analysts estimates of our financial condition or operating performance;
general market conditions and fluctuations for emerging growth and pharmaceutical market sectors;

the issuance and sale of our common stock in this offering and pursuant to the Seaside purchase
agreement and the Mann purchase agreement over the terms of these agreements;

sales of large blocks of our common stock, including sales by our executive officers, directors and
significant stockholders;

the existence of, and the issuance of shares of our common stock pursuant to, the share lending
agreement and the short sales of our common stock effected in connection with the sale of the notes in
our concurrent note offering; and

discussion of AFREZZA, our other product candidates, competitors products, or our stock price by the
financial and scientific press, the healthcare community and online investor communities such as chat
rooms. In particular, statements about us and our investigational products that appear on interactive
websites that permit users to generate content anonymously or under a pseudonym may be difficult to
verify and statements attributed to company officials may, in fact, have originated elsewhere.

Any of these risks, as well as other factors, could cause the market price of our common stock to decline.

If Other Biotechnology and Biopharmaceutical Companies Or the Securities Markets in General Encounter Problems,
the Market Price of Our Common Stock Could be Adversely Affected.

Public companies in general and companies included on the Nasdaq Global Market in particular have experienced
extreme price and volume fluctuations that have often been unrelated or disproportionate to the operating performance
of those companies. There has been particular volatility in the market prices of securities of biotechnology and other
life sciences companies, and the market prices of these companies have often fluctuated because of problems or
successes in a given market segment or because investor interest has shifted to other segments. These broad market
and industry factors may cause the market price of our common stock to decline, regardless of our operating
performance. We have no control over this volatility and can only focus our efforts on our own operations, and even
these may be affected due to the state of the capital markets.

In the past, following periods of large price declines in the public market price of a company s securities, securities
class action litigation has often been initiated against that company. Litigation of this type could result in substantial
costs and diversion of management s attention and resources, which would hurt our business. Any adverse
determination in litigation could also subject us to significant liabilities.
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Our Chairman, Chief Executive Officer and Principal Stockholder Can Individually Control Our Direction and
Policies, and His Interests may be Adverse to the Interests of Our Other Stockholders. After His Death, His Stock Will
be Left to His Funding Foundations for Distribution to Various Charities, and We Cannot Assure You of the Manner
in Which Those Entities will Manage Their Holdings.

At July 23, 2010, Mr. Mann beneficially owned approximately 42.1% of our outstanding shares of capital stock. After
giving effect to an assumed issuance of 8,000,000 shares of our common stock in this offering, at July 23, 2010

Mr. Mann would have beneficially owned approximately 39.3% of our outstanding shares of capital stock. We believe
members of Mr. Mann s family beneficially owned approximately an additional 1% of our outstanding shares of
common stock, although Mr. Mann does not have voting or investment power with respect to these shares. By virtue
of his holdings, Mr. Mann can and will continue to be able to effectively control the election of the members of our
board of directors, our management and our affairs and prevent corporate transactions such as mergers, consolidations
or the sale of all or substantially all of our assets that may be favorable from our standpoint or that of our other
stockholders or cause a transaction that we or our other stockholders may view as unfavorable.

Subject to compliance with United States federal and state securities laws, and lockup restrictions in connection with
the concurrent offering of our convertible notes, Mr. Mann is free to sell the shares of our stock he holds at any time.
Upon his death, we have been advised by Mr. Mann that his shares of our capital stock will be left to the Alfred E.
Mann Medical Research Organization, or AEMMRO, and AEM Foundation for Biomedical Engineering, or
AEMFBE, not-for-profit medical research foundations that serve as funding organizations for Mr. Mann s various
charities, including the Alfred Mann Foundation, or AMF, and the Alfred Mann Institutes at the University of
Southern California, the Technion-Israel Institute of Technology, and Purdue University, and that may serve as
funding organizations for any other charities that he may establish. The AEMMRO is a membership foundation
consisting of six members, including Mr. Mann, his wife, three of his children and Dr. Joseph Schulman, the chief
scientist of the AEMFBE. The AEMFBE is a membership foundation consisting of five members, including

Mr. Mann, his wife, and the same three of his children. Although we understand that the members of AEMMRO and
AEMFBE have been advised of Mr. Mann s objectives for these foundations, once Mr. Mann s shares of our capital
stock become the property of the foundations, we cannot assure you as to how those shares will be distributed or how
they will be voted.

The Future Sale of Our Common Stock Or the Conversion of Our Senior Convertible Notes into Common Stock Could
Negatively Affect Our Stock Price.

As of July 23, 2010, we had approximately 113,760,415 shares of common stock outstanding. Substantially all of
these shares are available for public sale, subject in some cases to volume and other limitations or delivery of a
prospectus. If our common stockholders sell substantial amounts of common stock in the public market, or the market
perceives that such sales may occur, the market price of our common stock may decline. Likewise the issuance of
additional shares of our common stock upon the conversion of some or all of our existing senior convertible notes or
the convertible notes sold concurrently with this offering could adversely affect the trading price of our common
stock. In addition, the existence of these notes may encourage short selling of our common stock by market
participants. Furthermore, if we were to include in a company-initiated registration statement shares held by our
stockholders pursuant to the exercise of their registration rights, the sale of those shares could impair our ability to
raise needed capital by depressing the price at which we could sell our common stock.

On August 10, 2010, we entered into the Seaside purchase agreement and the Mann purchase agreement, which
together provide for the sale and issuance by us of up to 36,400,000 shares of our common stock over a period of
approximately 50 weeks. The future issuance of shares of our common stock pursuant to these two agreements, or the
expectation that these issuances will occur, may further depress the price of our common stock.
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In addition, we will need to raise substantial additional capital in the future to fund our operations. If we raise
additional funds by issuing equity securities or additional convertible debt, the market price of our common stock may
decline and our existing stockholders may experience significant dilution.

Anti-Takeover Provisions in Our Charter Documents and Under Delaware Law Could Make an Acquisition of Us,
Which May be Beneficial to Our Stockholders, More Difficult and May Prevent Attempts by Our Stockholders to
Replace Or Remove Our Current Management.

We are incorporated in Delaware. Certain anti-takeover provisions under Delaware law and in our certificate of
incorporation and amended and restated bylaws, as currently in effect, may make a change of control of our company
more difficult, even if a change in control would be beneficial to our stockholders. Our anti-takeover provisions
include provisions such as a prohibition on stockholder actions by written consent, the authority of our board of
directors to issue preferred stock without stockholder approval, and supermajority voting requirements for specified
actions. In addition, we are governed by the provisions of Section 203 of the Delaware General Corporation Law,
which generally prohibits stockholders owning 15% or more of our outstanding voting stock from merging or
combining with us in certain circumstances. These provisions may delay or prevent an acquisition of us, even if the
acquisition may be considered beneficial by some of our stockholders. In addition, they may frustrate or prevent any
attempts by our stockholders to replace or remove our current management by making it more difficult for
stockholders to replace members of our board of directors, which is responsible for appointing the members of our
management.

Because We Do Not Expect to Pay Dividends in the Foreseeable Future, You Must Rely on Stock Appreciation for Any
Return on Your Investment.

We have paid no cash dividends on any of our capital stock to date, and we currently intend to retain our future
earnings, if any, to fund the development and growth of our business. As a result, we do not expect to pay any cash
dividends in the foreseeable future, and payment of cash dividends, if any, will also depend on our financial condition,
results of operations, capital requirements and other factors and will be at the discretion of our board of directors.
Furthermore, we may in the future become subject to contractual restrictions on, or prohibitions against, the payment
of dividends. Accordingly, the success of your investment in our common stock will likely depend entirely upon any
future appreciation. There is no guarantee that our common stock will appreciate or maintain its current price. You
could lose the entire value of your investment in our common stock.

Upon Completion of This Offering and the Concurrent Public Offering of Convertible Notes, We Will Have Reserved
for Future Issuance Substantially All of Our Authorized but Unissued Shares of Common Stock, Which May Impair
Our Ability to Conduct Future Financing and Other Transactions.

Our certificate of incorporation currently authorizes us to issue up to 200,000,000 shares of common stock and
10,000,000 shares of preferred stock. As of June 30, 2010, we had a total of 86,325,779 shares of common stock that
were authorized but unissued, and we have currently reserved a significant number of these shares for future issuance
pursuant to outstanding equity awards, our equity plans, our 3.75% senior convertible notes due 2013, and our
common stock purchase agreements with Seaside 88 and The Mann Group. Following the completion of this offering
and the concurrent offering of convertible notes described under the caption Description of Share Lending Agreement
and Concurrent Offering of Our Convertible Notes , and assuming the initial purchasers in the concurrent offering of
convertible notes exercise their overallotment option in full, we will have reserved for issuance substantially all of our
authorized but unissued shares of common stock. As a result, our ability to issue shares of common stock other than
pursuant to existing arrangements will be limited until such time, if ever, that we are able to amend our certificate of
incorporation to further increase our authorized shares of common stock or shares currently reserved for issuance
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If we are unable to enter into new arrangements to issue shares of our common stock or securities convertible or
exercisable into shares of our common stock, our ability to complete equity-based financings or other transactions that
involve the potential issuance of our common stock or securities convertible or exercisable into our common stock,
will be limited. In lieu of issuing common stock or securities convertible into our common stock in any future equity
financing transactions, we may need to issue some or all of our authorized but unissued shares of preferred stock,
which would likely have superior rights, preferences and privileges to those of our common stock, or we may need to
issue debt that is not convertible into shares of our common stock, which may require us to grant security interests in
our assets and property and/or impose covenants upon us that restrict our business. If we are unable to issue additional
shares of common stock or securities convertible or exercisable into our common stock, our ability to enter into
strategic transactions such as acquisitions of companies or technologies, may also be limited. If we propose to amend
our certificate of incorporation to increase our authorized shares of common stock, such a proposal would require the
approval by the holders of a majority of our outstanding shares of common stock, and we cannot assure you that such
a proposal would be adopted. If we are unable to complete financing, strategic or other transactions due to our
inability to issue additional shares of common stock or securities convertible or exercisable into our common stock,
our financial condition and business prospects may be materially harmed.

Risks Related to This Offering

The Effect of the Issuance and Sale of Our Shares of Common Stock in This Offering, Which Issuance is Being Made
to Facilitate Transactions by Which Investors in Our Convertible Notes May Hedge Their Investments, May be to
Lower the Market Price of Our Common Stock.

All of the shares sold in this offering are being borrowed by the share borrower under the share lending agreement.

We will not receive any proceeds from the borrowed shares of common stock, but we will receive a nominal one-time
lending fee from the share borrower for the use of those shares. All borrowed shares (or identical shares or, in certain
circumstances, the cash value thereof) must be returned to us on or about the 45th business day following the date as

of which the entire principal amount of the convertible notes ceases to be outstanding, subject to extension or
acceleration under certain circumstances or early termination under BANA s option. See Description of Share Lending
Agreement and Concurrent Offering of Our Convertible Notes.

The existence of the share lending agreement, the short sales of our common stock effected in this offering and the
trading of the notes following completion of this offering could cause the market price of our common stock to be
lower over the term of the share lending agreement than it would have been had we not entered into that agreement,
due to the effect of the increase in the number of outstanding shares of our common stock or otherwise. In addition,
we have been informed by Merrill Lynch, Pierce, Fenner & Smith Incorporated that it or its affiliates intend to use the
short position created by the share loan and the concurrent short sales of the borrowed shares in this offering for
purposes reasonably designed to facilitate transactions by which investors in the notes may hedge their investments
through short sales or privately negotiated derivative transactions. The market price of our common stock could be
negatively affected by these or other short sales of our common stock, including other sales by the purchasers of the
notes hedging their investment therein.

Future Sales of Our Common Stock in the Public Market or the Issuance of Other Equity Securities May Adversely
Affect the Market Price of Our Common Stock and Our Ability to Raise Funds in New Equity or Equity-Related
Offerings.

Sales of a substantial number of shares of our common stock or other equity-related securities in the public market
could depress the market price of our common stock, and impair our ability to raise capital through the sale of
additional equity securities. We cannot predict the effect that future sales of our common stock or other equity-related
securities would have on the market price of our common stock. In addition, the price of our common stock could be

Table of Contents 24



Edgar Filing: Facebook Inc - Form 10-Q

affected by possible sales of our common stock by purchasers of our convertible notes and by hedging or arbitrage
trading activity that we expect to develop involving our common

S-30

Table of Contents

25



Edgar Filing: Facebook Inc - Form 10-Q

Table of Contents

stock. This hedging or arbitrage could, in turn, affect the market price of our common stock. In addition, the existence
of the convertible notes also may encourage short selling by market participants because the conversion of such notes
could depress our common stock price.

On August 10, 2010, we entered into the Seaside purchase agreement and the Mann purchase agreement, which
together provide for the sale and issuance by us of up to 36,400,000 shares of our common stock over a period of
approximately 50 weeks. The future issuance of shares of our common stock pursuant to these two agreements, or the
expectation that these issuances will occur, may further depress the price of our common stock.

The Adjustments by Convertible Note Investors of Their Hedging Positions in Our Common Stock and the Expectation
Thereof May Have a Negative Effect on the Market Price of Our Common Stock.

The short positions in our common stock resulting from the share loan and the sale of borrowed shares in this offering
are expected to be used by the underwriter or its affiliates to facilitate hedging by investors in the convertible notes
with respect to our common stock through privately negotiated derivative transactions. The borrowed shares sold in
this offering may be more or less than the number of shares that will be needed from time to time by the convertible
notes investors to hedge their exposure under the notes. Any buying or selling of shares of our common stock by the
investors in the concurrent note offering to adjust their hedging positions may affect the market price of our common
stock.

Changes in the Accounting Guidelines Relating to the Borrowed Shares Could Decrease Our Reported Net Loss or
Earnings Per Share and Potentially Affect Our Common Stock Price.

Because the borrowed shares sold in this offering (or identical shares or, in certain circumstances, the cash value
thereof) must be returned to us on or about the 45th business day following the date as of which the entire principal
amount of the convertible notes offered concurrently ceases to be outstanding under the share lending agreement,
subject to extension or acceleration under certain circumstances, we believe that under generally accepted accounting
principles in the U.S., or U.S. GAAP, as presently in effect, the borrowed shares will not be considered outstanding
for the purpose of computing and reporting our earnings or loss per share. If accounting guidelines were to change in
the future, we may become required to treat the borrowed shares as outstanding for purposes of computing earnings or
loss per share, our reported earnings or loss per share would be reduced, which could affect our common stock price.
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USE OF PROCEEDS

The shares of our common stock offered hereby are shares that we are loaning to the share borrower pursuant to the
share lending agreement. We have been informed by Merrill Lynch, Pierce, Fenner & Smith Incorporated that it or its
affiliates intend to use the short position created by the share loan and the short sales of the borrowed shares in this
offering for purposes reasonably designed to facilitate transactions by which investors in our convertible note offering
may hedge their investments through short sales or privately negotiated derivative transactions. We will not receive
any proceeds from the sale of the borrowed shares in this offering, but we will receive a nominal one-time lending fee
of $0.01 per share from the share borrower for the use of the shares. The share borrower or its affiliates will receive all
the proceeds from the sale of the borrowed shares. See Description of Share Lending Agreement and Concurrent
Offering of Our Convertible Notes.
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CAPITALIZATION
The following table shows our cash and cash equivalents and capitalization as of June 30, 2010:

on an actual basis; and

on an as-adjusted basis to give effect to (1) our issuance and sale of $100,000,000 aggregate principal
amount of notes in our concurrent convertible note offering, after deducting the discount to the initial
purchasers and estimated offering expenses payable by us, and (2) the completion of this offering of the
borrowed shares (assuming the sale of 8,000,000 shares), including our receipt of the nominal one-time

lending fee in respect of the borrowed shares.

This table should be read with Use of Proceeds and our financial statements and the related notes incorporated by

reference in this prospectus supplement.

Actual

As Adjusted

(in thousands, except for
share and per share data)

Cash and cash equivalents $30,772
Note payable to principal stockholder(1) 242,000
Senior convertible notes due 2013 113,030

Senior convertible notes due 2015 offered concurrently

Stockholders equity:

Undesignated preferred stock, $0.01 par value, 10,000,000 shares authorized; no
shares issued or outstanding

Common stock, $0.01 par value; 200,000,000 shares authorized;

113,674,221 shares issued and outstanding, actual, and 121,674,221 shares issued

and outstanding, as adjusted(2) 1,137
Additional paid-in capital 1,552,335
Deficit accumulated during the development stage (1,691,133)
Total stockholders equity. (137,662)
Total capitalization $217,369

$126,602
242,000

113,030
100,000

1,217
1,552,568
(1,691,133)

(137,349)

$317,682

(1) On August 10, 2010, we amended and restated the promissory note evidencing the loan arrangement with The
Mann Group to extend the maturity date to December 31, 2012, to provide for the cancellation of indebtedness
under the note in connection with the purchase of newly-issued shares of our common stock by The Mann Group
pursuant to the Mann purchase agreement, to shorten the notice period from 180 days to 90 days (or the number
of days to maturity of the note if less than 90 days) if The Mann Group requires us to prepay the note, and to

eliminate our ability to reborrow under the note the amount of any cancelled indebtedness.
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(2) The borrowed shares (or identical shares or, in certain circumstances, the cash value thereof ) must be returned to
us on or about the 45th business day following the date on which the entire principal amount of the convertible
notes offered concurrently ceases to be outstanding, subject to extension or acceleration in certain circumstances.
We believe that under U.S. GAAP, as presently in effect, the borrowed shares will not be considered outstanding
for the purpose of computing and reporting our earnings or loss per share, although the borrowed shares will be
outstanding for corporate law purposes.
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The number of shares of common stock is based on the actual number of shares outstanding as of June 30, 2010, but
excludes, as of that date:

6,210,883 shares of common stock issuable upon the exercise of outstanding stock options with a
weighted average exercise price of $7.23 per share;

3,046,559 shares of common stock issuable upon the settlement of outstanding restricted stock units;

5,117,523 shares of common stock issuable upon the conversion of our outstanding 3.75% senior
convertible notes due 2013 at a conversion price of approximately $22.47 per share and up to

1,484,064 shares issuable as make-whole premiums if the notes are converted in connection with certain
fundamental charges;

2,882,873 shares of common stock reserved for issuance upon the exercise of outstanding warrants with
a weighted average exercise price of $12.23 per share; and

8,295,091 shares of common stock available for future grant under our 2004 equity incentive plan, 2004
non-employee directors stock option plan and 2004 employee stock purchase plan.

The warrants to purchase up to 2,882,873 shares of common stock set forth above subsequently expired in August
2010.

The number of shares of common stock also does not give effect to (a) the aggregate of up to 36,400,000 shares of
common stock that may be issued pursuant to the Seaside purchase agreement and the Mann purchase agreement,
provided that certain conditions under such agreements are met or (b) the shares of common stock reserved for
issuance upon conversion of the convertible notes being concurrently offered by us.

For purposes of this prospectus supplement, it is assumed that 8,000,000 shares will be lent by us to the share
borrower under the share lending agreement. We expect the actual number of borrowed shares will be equal to the
actual number of shares sold in this offering. The exact number of shares of our common stock to be offered will
depend on the terms of the notes and the hedging to be conducted by certain investors in the notes.
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PRICE RANGE OF COMMON STOCK

Our common stock has been traded on the Nasdaq Global Market under the symbol MNKD since July 28, 2004. The
following table sets forth for the quarterly periods indicated, the high and low sales prices for our common stock as
reported by the Nasdaq Global Market.

High Low

Year ended December 31, 2008

First quarter $8.62 $4.25
Second quarter $6.44 $1.86
Third quarter $5.25 $2.39
Fourth quarter $4.30 $2.61
Year ended December 31, 2009

First quarter $4.09 $2.00
Second quarter $9.25 $3.35
Third quarter $12.30 $6.62
Fourth quarter $9.94 $5.02
Year ended December 31, 2010

First quarter $11.12 $6.35
Second quarter $7.33 $4.76
Third quarter (through August 13, 2010) $7.36 $5.67

The closing sale price of our common stock on the Nasdaq Global Market was $6.53 on August 13, 2010. As of
June 30, 2010, there were 190 registered holders of our common stock of record.

DIVIDEND POLICY

We have never declared or paid cash dividends. We do not anticipate declaring or paying cash dividends in the
foreseeable future. Instead, we will retain our earnings, if any, for the future operation and expansion of our business.
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DESCRIPTION OF SHARE LENDING AGREEMENT AND
CONCURRENT OFFERING OF OUR CONVERTIBLE NOTES

Concurrently with this offering of borrowed shares of our common stock, we are offering $100 million aggregate
principal amount of our % Senior Convertible Notes due 2015 by means of a separate offering memorandum only
to qualified institutional buyers (as defined in Rule 144 A under the Securities Act) in reliance on the exemption from
the registration requirements of the Securities Act provided by Rule 144A. We also expect to grant a 13-day option to
the initial purchasers of the convertible notes to purchase up to an additional $15,000,000 principal amount of
convertible notes to cover overallotments, if any. We intend to use the net proceeds from the concurrent note offering
to fund the costs of our clinical trials programs and other research and development activities, to expand our
manufacturing operations, both on-going and planned, and for general corporate purposes, including working capital.
This prospectus supplement is not an offer to sell nor a solicitation of an offer to buy our convertible notes, which
offer is strictly limited to qualified institutional buyers that received a related offering memorandum from us or the
initial purchasers of the notes.

To make the purchase of the convertible notes offered pursuant to the separate offering memorandum more attractive
to prospective investors, we have entered into a share lending agreement concurrently with the pricing of the notes

with Bank of America, N.A., or BANA, an affiliate of Merrill Lynch, Pierce, Fenner & Smith Incorporated, the
underwriter in this common stock offering, as principal, under which we have agreed to lend to BANA

8,000,000 shares of our common stock (the borrowed shares ) during a period beginning on the date we enter into the
share lending agreement and ending on or about the 45th business day following the date as of which the entire
principal amount of the convertible notes ceases to be outstanding as the result of conversion, redemption, repurchase
or cancellation, at maturity or otherwise, subject to extension or acceleration under certain circumstances or early
termination at BANA s option. We will receive a nominal one-time lending fee of $0.01 for each share of our common
stock that we loan to BANA.

BANA or its affiliate will receive all of the proceeds from this common stock offering. We will not receive any
proceeds from this offering of common stock, other than the nominal one-time lending fee described above. The
delivery of the shares of common stock hereunder is contingent upon the closing of the concurrent note offering, and
the closing of our concurrent note offering is contingent upon the delivery by us of the borrowed shares pursuant to
the share lending agreement.

We expect that delivery of our common stock in this offering will be made on or about the closing date of the
concurrent note offering. The exact number of shares of our common stock sold in this offering will depend on the
terms of the notes and the hedging to be conducted by certain investors in the notes, as described below.

Under the share lending agreement, BANA has agreed to use the shares borrowed from us and offered in this common
stock offering for the purpose of directly or indirectly facilitating the sale of the notes and the hedging of the notes by
certain holders as described below or performing its obligations under the share lending agreement.

The share loan under the share lending agreement will terminate and the borrowed shares (or identical shares or, in
certain circumstances, the cash value thereof) must be returned to us on or about the 45th business day following the
date on which the entire principal amount of the convertible notes ceases to be outstanding, subject to extension under

certain circumstances, as well as under the following circumstances:

BANA may terminate all or any portion of the loan at any time;
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we or BANA may terminate all or any portion of the loan upon a default by the other party under the
share lending agreement, including certain breaches by BANA of its representations, warranties,
covenants or agreements under the share lending agreement, or the bankruptcy of BANA or us; or
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the loan will terminate automatically if our common stock is exchanged for or converted into cash
pursuant to a reorganization, merger, sale of substantially all of our assets, share exchange or similar
transaction.

Any shares that we loan to BANA will be issued and outstanding for corporate law purposes, and accordingly, the
holders of the borrowed shares will have all of the rights of a holder of our outstanding shares, including the right to
vote the shares on all matters submitted to a vote of our stockholders and the right to receive any dividends or other
distributions that we may pay or make on our outstanding shares of our common stock. However, under the share
lending agreement, BANA has agreed:

to pay to us an amount equal to any cash dividends that we pay on the borrowed shares; and

that any other distribution that we make on the borrowed shares will be treated as part of the loan, or
BANA may pay to us the cash value thereof, as determined by BANA.

To the extent the borrowed shares we lend under the share lending agreement and offered in this common stock
offering have not been sold or returned to us, BANA has agreed that it and its affiliates will not vote any such
borrowed shares of which it or its affiliate is the record or beneficial owner that are held by BANA or its affiliate prior
to any sale thereof pursuant to a registration statement or for the purpose of hedging the share lending agreement and
facilitating hedging by the convertible note investors. BANA has also agreed under the share lending agreement that it
will not transfer or dispose of any borrowed shares, other than to its affiliates, unless the transfer or disposition is
pursuant to a registration statement that is effective under the Securities Act. However, investors that purchase the
shares from BANA (and any subsequent transferees of such purchasers), including purchasers in this offering, will be
entitled to the same voting rights with respect to those shares as any other holder of our common stock.

In view of the contractual undertakings of BANA in the share lending agreement, which have the effect of
substantially eliminating the economic dilution that otherwise would result from the issuance of the borrowed shares,
we believe that under U.S. GAAP currently in effect, the borrowed shares will not be considered outstanding for the
purpose of computing and reporting our earnings or loss per share.

We have been advised by BANA that it, or its affiliates, intend to use shares borrowed from us to facilitate the sale of
the notes and hedging by certain holders of their exposure under the notes, through short sales by BANA or its
affiliate of the borrowed shares effected in this offering and the entry into privately negotiated derivative transactions
with such investors. In addition, BANA and its affiliates may engage in or terminate these transactions at any time and
from time to time during the term of the share lending agreement in share amounts to be determined by BANA and its
affiliates.

The existence of the share lending agreement and the short sales of our common stock effected in this offering could
have the effect of causing the market price of our common stock to be lower over the term of the share lending
agreement than it would have been had we not entered into the agreement. See Risk Factors Risks Related to this
Offering The effect of the issuance of our shares of common stock in this offering, which issuance is being made to
facilitate transactions by which investors in our convertible notes may hedge their investments, may be to lower the
market price of our common stock. Despite the potential negative impact on the price of our common stock, we intend
to enter into the share lending agreement as a means to facilitate the offer and sale of the convertible notes pursuant to
the separate offering memorandum.
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DESCRIPTION OF CAPITAL STOCK

Our authorized capital stock consists of 200,000,000 shares of common stock, $0.01 par value, and 10,000,000 shares
of preferred stock, $0.01 par value. As of June 30, 2010, there were 113,674,221 shares of common stock outstanding
and no shares of preferred stock outstanding.

Voting Rights

Each holder of our common stock is entitled to one vote for each share on all matters submitted to a vote of our
stockholders, including the election of our directors. Under our certificate of incorporation and bylaws, our
stockholders will not have cumulative voting rights. Accordingly, the holders of a majority of our outstanding shares
of common stock entitled to vote in any election of directors can elect all of the directors standing for election, if they
should so choose.

Dividends

Subject to preferences that may be applicable to any outstanding shares of our preferred stock, holders of our common
stock are entitled to receive ratably any dividends our board of directors declares out of funds legally available for that
purpose.

Liquidation, Dissolution or Winding Up

If we liquidate, dissolve or wind up, the holders of our common stock are entitled to share ratably in all assets legally
available for distribution to our stockholders after the payment of all of our debts and other liabilities and the
satisfaction of any liquidation preference granted to the holders of any outstanding shares of our preferred stock.

Rights and Preferences

Our common stock has no preemptive, conversion or subscription rights. There are no redemption or sinking fund
provisions applicable to our common stock. The rights, preferences and privileges of the holders of our common stock
are subject to, and may be adversely affected by, the rights of the holders of any outstanding shares of our of preferred
stock, which we may designate and issue in the future.

Anti-Takeover Effects of Provisions of Delaware Law and Our Certificate of Incorporation and Bylaws
Delaware takeover statute
We are subject to Section 203 of the Delaware General Corporation Law, or DGCL, which regulates acquisitions of
some Delaware corporations. In general, Section 203 prohibits, with some exceptions, a publicly held Delaware
corporation from engaging in a business combination with an interested stockholder for a period of three years
following the date of the transaction in which the person became an interested stockholder, unless:

the board of directors of the corporation approved the business combination or the other transaction in

which the person became an interested stockholder prior to the date of the business combination or other
transaction;
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the person owned at least 85% of the voting stock of the corporation outstanding at the time the
transaction commenced, excluding shares owned by persons who are directors and
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also officers of the corporation and shares issued under employee stock plans under which employee
participants do not have the right to determine confidentially whether shares held subject to the plan will
be tendered in a tender or exchange offer; or

on or subsequent to the date the person became an interested stockholder, the board of directors of the
corporation approved the business combination and the stockholders of the corporation authorized the
business combination at an annual or special meeting of stockholders by the affirmative vote of at least
662/3% of the outstanding stock of the corporation not owned by the interested stockholder.

Section 203 of the DGCL generally defines a business combination to include any of the following:
any merger or consolidation involving the corporation and the interested stockholder;

any sale, transfer, pledge or other disposition of 10% or more of the corporation s assets or outstanding
stock involving the interested stockholder;

in general, any transaction that results in the issuance or transfer by the corporation of any of its stock to
the interested stockholder;

any transaction involving the corporation that has the effect of increasing the proportionate share of its
stock owned by the interested stockholder; or

the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or
other financial benefits provided by or through the corporation.

In general, Section 203 defines an interested stockholder as any person who, together with the person s affiliates and
associates, owns, or within three years prior to the determination of interested stockholder status did own, 15% or
more of a corporation s voting stock.

Section 203 of the DGCL could depress our stock price and delay, discourage or prohibit transactions not approved in
advance by our board of directors, such as takeover attempts that might otherwise involve the payment to our
stockholders of a premium over the market price of our common stock.

Certificate of incorporation and bylaw provisions

Our certificate of incorporation and bylaws include a number of provisions that may have the effect of deterring
hostile takeovers or delaying or preventing changes in our control or our management, including, but not limited to the
following:

Our board of directors can issue up to 10,000,000 shares of preferred stock with any rights or
preferences, including the right to approve or not approve an acquisition or other change in our control.

Our certificate of incorporation and bylaws provide that all stockholder actions must be effected at a
duly called meeting of holders and not by written consent.

Our bylaws provide that special meetings of the stockholders may be called only by the Chairman of
our board of directors, by our Chief Executive Officer, by our board of directors upon a resolution
adopted by a majority of the total number of authorized directors or, under certain limited
circumstances, by the holders of at least 5% of our outstanding voting stock.
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Our bylaws provide that stockholders seeking to present proposals before a meeting of stockholders or
to nominate candidates for election as directors at a meeting of stockholders must provide timely notice
in writing and also specify requirements as to the form and content of a stockholder s notice. These
provisions may delay or preclude stockholders from bringing matters before a meeting of our
stockholders or from making nominations for directors at a meeting of stockholders, which could delay
or deter takeover attempts or changes in our management.

Our certificate of incorporation provides that, subject to the rights of the holders of any outstanding
series of preferred stock, all vacancies, including newly created directorships, may, except as otherwise
required by law, be filled by the affirmative vote of a majority of directors then in office, even if less
than a quorum. In addition, our certificate of incorporation provides that our board of directors may fix
the number of directors by resolution.

Our certificate of incorporation does not provide for cumulative voting for directors. The absence of
cumulative voting may make it more difficult for stockholders who own an aggregate of less than a
majority of our voting stock to elect any directors to our board of directors.

These and other provisions contained in our certificate of incorporation and bylaws are expected to discourage
coercive takeover practices and inadequate takeover bids. These provisions are also designed to encourage persons
seeking to acquire control of us to first negotiate with our board of directors. However, these provisions could delay or
discourage transactions involving an actual or potential change in control of us or our management, including
transactions in which our stockholders might otherwise receive a premium for their shares over market price of our
stock and may limit the ability of stockholders to remove our current management or approve transactions that our
stockholders may deem to be in their best interests and, therefore, could adversely affect the price of our common
stock.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is BNY Mellon Shareowner Services, LLC. Its address is 400
South Hope Street, Suite 400, Los Angeles, California 90071.
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UNDERWRITING

The shares of our common stock offered by this prospectus supplement are shares that we have agreed to loan to
BANA, an affiliate of Merrill Lynch, Pierce, Fenner & Smith Incorporated ( Merrill Lynch ), pursuant to the share
lending agreement.

We have been advised by BANA that it intends to use the shares borrowed from us to facilitate the sale of the
convertible notes offered concurrently with this offering and hedging by certain holders of their exposure under the
notes through entry into privately negotiated derivative transactions with such investors. The reference price of such
derivative transactions will be negotiated between BANA or its affiliates and the investors in the notes, and may differ
from the prices at which shares of common stock are sold in this offering. In connection with facilitating such
transactions, BANA or its affiliates expect to receive customary negotiated fees from investors in convertible notes,
which may be deemed to be underwriter s compensation. BANA and its affiliates may engage in such transactions at
any time and from time to time during the term of the agreement in share amounts to be determined by BANA and
such affiliates. We will not receive any proceeds from the sale of shares of our common stock pursuant to this
prospectus supplement. The delivery of the shares being offered hereby is contingent upon the closing of the offering
of convertible notes, and the closing of the offering of convertible notes is contingent upon the delivery by us of
shares pursuant to the share lending agreement.

The borrowed shares are to be offered by Merrill Lynch at a price of $§  per share in a fixed price offering.

Under the share lending agreement, we will receive a nominal one-time lending fee of $0.01 per share from BANA.
All expenses in connection with this offering are being paid in connection with the concurrent note offering.

We have entered into an underwriting agreement with Merrill Lynch, as underwriter, pursuant to which Merrill Lynch
intends to sell the shares that BANA will be entitled to borrow from us pursuant to the share lending agreement.

We have agreed to indemnify BANA and Merrill Lynch against liabilities under the Securities Act, or contribute to
payments which they may be required to make in that respect.

Merrill Lynch is acting as a book-running underwriter of the concurrent note offering in respect of which it expects to
earn customary underwriting discounts and commissions. Merrill Lynch and its respective affiliates may perform
various financial advisory, investment banking and commercial banking services from time to time for us and our
affiliates.
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LEGAL MATTERS

Certain legal matters relating to the sale of our common stock being offered hereby will be passed upon for us by
Cooley LLP, San Diego, California. The underwriter is being represented by Davis Polk & Wardwell LLP, New York,
New York and Menlo Park, California.

EXPERTS

The financial statements incorporated in this prospectus supplement by reference from our Annual Report on
Form 10-K and the effectiveness of our internal control over financial reporting have been audited by Deloitte &
Touche LLP, an independent registered public accounting firm, as stated in their reports, which are incorporated
herein by reference. Such financial statements have been so incorporated in reliance upon the reports of such firm
given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We have filed with the SEC a registration statement on Form S-3 under the Securities Act with respect to the shares of
common stock we are offering under this prospectus supplement. This prospectus supplement and the accompanying
prospectus do not contain all of the information set forth in the registration statement and the exhibits to the
registration statement. For further information with respect to us and the securities we are offering under this
prospectus supplement, we refer you to the registration statement and the exhibits and schedules filed as a part of the
registration statement. We also file annual, quarterly and current reports, proxy statements and other information with
the SEC. You may read and copy the registration statement, as well as any other material we file with the SEC, at the
SEC s Public Reference Room at 100 F Street, NE, Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330
for more information on the Public Reference Room. The SEC maintains an Internet site that contains reports, proxy
and information statements, and other information regarding issuers that file electronically with the SEC, including
MannKind. The SEC s Internet site can be found at http://www.sec.gov.

INCORPORATION BY REFERENCE

The SEC allows us to incorporate by reference into this prospectus supplement the information we file with it, which
means that we can disclose important information to you by referring you to those documents. Information
incorporated by reference is part of this prospectus supplement. Later information filed with the SEC will update and
supersede this information.

We incorporate by reference the documents listed below and any future filings made with the SEC under
Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act until this offering is completed (other than current reports or
portions thereof furnished under Item 2.02 or Item 7.01 of Form 8-K):

our annual report on Form 10-K for the fiscal year ended December 31, 2009, which was filed on
March 16, 2010;

our quarterly reports on Form 10-Q for the quarters ended March 31, 2010 and June 30, 2010, which
were filed on April 30, 2010 and August 2, 2010, respectively;

our current reports on Form 8-K filed on March 1, 2010, June 15, 2010, August 11, 2010 (Items 1.01,
3.02, 8.01 and 9.01) and August 11, 2010 (Items 8.01 and 9.01);
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the description of our common stock set forth in our registration statement on Form 8-A, filed with the
SEC on July 23, 2004, including any amendments or reports filed for the purposes of updating this
description.

We will furnish without charge to you, on written or oral request, a copy of any or all of the documents incorporated
by reference, including exhibits to these documents. You should direct any requests for documents to:

Investor Relations
MannKind Corporation
28903 North Avenue Paine
Valencia, CA 91355
(661) 775-5300

In accordance with Rule 412 of the Securities Act, any statement contained in a document incorporated by reference
herein shall be deemed modified or superseded to the extent that a statement contained herein or in any other
subsequently filed document which also is or is deemed to be incorporated by reference herein modifies or supersedes
such statement.

S-43

Table of Contents 43



Edgar Filing: Facebook Inc - Form 10-Q

Table of Contents
PROSPECTUS
$200,000,000
MannKind Corporation

Common Stock
Warrants
Debt Securities

From time to time, we may sell up to an aggregate of $200,000,000 of our common stock, warrants or debt securities.
We will specify in any accompanying prospectus supplement the terms of any offering.

Our common stock is traded on The NASDAQ Global Market under the trading symbol MNKD. The applicable
prospectus supplement will contain information, where applicable, as to other listings, if any, on The NASDAQ
Global Market or other securities exchange of the securities covered by the prospectus supplement.

Our principal executive offices are located at 28903 North Avenue Paine, Valencia, California 91355, and our
telephone number at that address is (661) 775-5300.

You should read this prospectus and any prospectus supplement carefully before you invest.

Investing in our securities involves a high degree of risk. You should review carefully the risks and

uncertainties referenced under the heading Risk Factors on page 2 of this prospectus as well as those contained
in the applicable prospectus supplement and any related free writing prospectus, and under similar headings in
the other documents that are incorporated by reference into this prospectus.

This prospectus may not be used to offer or sell any securities unless accompanied by a prospectus supplement.

The securities may be sold directly by us to investors, through agents designated from time to time or to or through
underwriters or dealers, on a continuous or delayed basis. For additional information on the methods of sale, you

should refer to the section entitled Plan of Distribution in this prospectus and in the applicable prospectus supplement.
If any agents or underwriters are involved in the sale of any securities with respect to which this prospectus is being
delivered, the names of such agents or underwriters and any applicable fees, commissions, discounts and

over-allotment options will be set forth in a prospectus supplement. The price to the public of such securities and the

net proceeds that we expect to receive from such sale will also be set forth in a prospectus supplement.

Neither the Securities and Exchange Commission nor any state securities commission has approved or disapproved of

these securities or determined if this prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.
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You should rely only on the information that we have provided or incorporated by reference in this prospectus, any
applicable prospectus supplement and any related free writing prospectus that we may authorize to be provided to you.
We have not authorized anyone to provide you with different information. No dealer, salesperson or other person is
authorized to give any information or to represent anything not contained or incorporated by reference in this
prospectus, any applicable prospectus supplement or any related free writing prospectus that we may authorize to be
provided to you. You must not rely on any unauthorized information or representation. This prospectus is an offer to
sell only the securities offered hereby, but only under circumstances and in jurisdictions where it is lawful to do so.
You should assume that the information in this prospectus, any applicable prospectus supplement or any related free
writing prospectus is accurate only as of the date on the front of the document and that any information we have
incorporated by reference is accurate only as of the date of the document incorporated by reference, regardless of the
time of delivery of this prospectus, any applicable prospectus supplement or any related free writing prospectus, or
any sale of our securities. Our business, financial condition, results of operations and prospects may have changed
since that date.

AFREZZA™ is our trademark and Technosphere® is our registered trademark in the United States. We have also
applied for or registered company trademarks in other jurisdictions, including Europe and Japan. This document also
contains trademarks and service marks owned by other companies that are the property of their respective owners. Use
or display by us of other parties trademarks, trade dress or products in this prospectus is not intended to, and does not
imply a relationship with, endorsements by or sponsorship of, us by the trademark or trade dress owners.
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ABOUT THIS PROSPECTUS

This prospectus is part of a registration statement that we filed with the Securities and Exchange Commission, or SEC,
using a shelf registration process. Under this shelf registration process, we may sell common stock, warrants or debt
securities in one or more offerings up to a total dollar amount of $200,000,000. This prospectus provides you with a
general description of the securities we may offer. Each time we offer a type or series of securities under this
prospectus, we will provide a prospectus supplement that will contain more specific information about the terms of
those securities. We may also authorize one or more free writing prospectuses to be provided to you that may contain
material information relating to these
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offerings. We may also add, update or change in the prospectus supplement (and in any related free writing prospectus

that we may authorize to be provided to you) any of the information contained in this prospectus or in the documents

that we have incorporated by reference into this prospectus. We urge you to carefully read this prospectus, any

applicable prospectus supplement and any related free writing prospectus, together with the information incorporated
herein by reference as described under the headings Where You Can Find Additional Information and Incorporation of
Certain Information by Reference before buying any of the securities being offered.

il
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SUMMARY

The following summary provides an overview of selected information relating to this offering and does not contain all
the information that you should consider before investing in our securities. You should carefully read this prospectus,
all documents incorporated by reference, any prospectus supplement and related free writing prospectus, and the
additional information described under the caption WHERE YOU CAN FIND MORE INFORMATION, beginning on
page 18, before buying securities in this offering. References in this prospectus to MannKind, the Company, we,
and our refer to MannKind Corporation and its subsidiary, on a consolidated basis, unless the context requires
otherwise.

MannKind Corporation

MannKind Corporation is a biopharmaceutical company focused on the discovery, development and
commercialization of therapeutic products for diseases such as diabetes and cancer. Our lead product candidate,
AFREZZA (insulin human [rDNA origin]) Inhalation Powder, is an ultra rapid-acting insulin that has completed
Phase 3 clinical trials that evaluated its safety and efficacy in the treatment of diabetes. We submitted a new drug
application, or NDA, to the United Stated Food and Drug Administration, or FDA, for AFREZZA in March 2009. On
March 12, 2010, we received a Complete Response letter from the FDA regarding this NDA, seeking additional
information about AFREZZA. Currently, AFREZZA remains under review by the FDA.

AFREZZA utilizes our proprietary Technosphere formulation technology, which is based on a class of organic
molecules that are designed to self-assemble into small particles onto which drug molecules can be loaded. With
AFREZZA, we load recombinant human insulin onto the Technosphere particles; however, this technology is not
limited to insulin delivery. We believe it represents a versatile drug delivery platform that may allow pulmonary
administration of certain drugs that currently require administration by injection, such as glucagon-like peptide-1, or
GLP-1. Beyond convenience, we believe the key advantage of drugs inhaled as Technosphere formulations is that
they have been shown to be absorbed very rapidly into the arterial circulation, essentially mimicking intra-arterial
administration.

In addition to our Technosphere platform, we are developing therapies for the treatment of different types of cancer.
We have conducted Phase 1 clinical studies of two immunotherapy product candidates, MKC1106-PP and
MKC1106-MT, and are preparing to initiate a Phase 2 study of MKC1106-MT in patients with advanced melanoma.
We are also conducting preclinical studies of a drug candidate, MKC204, that may have the potential to treat certain
malignancies and inflammatory diseases.

We are a development stage enterprise and have incurred significant losses since our inception in 1991. As of

March 31, 2010, we have incurred a cumulative net loss of $1.6 billion and accumulated deficit in stockholders equity
of $100.9 million. To date, we have not generated any product revenues and have funded our operations primarily
through the sale of equity securities and convertible debt securities. If we are unable to obtain additional funding in

the future, there will be substantial doubt about our ability to continue as a going concern.

We have held extensive discussions with a number of pharmaceutical companies concerning a potential strategic
business collaboration for AFREZZA. Recently, we initiated partnership discussions with a number of pharmaceutical
companies regarding our cancer immunotherapy and cancer drug programs. We cannot predict when, if ever, we could
conclude an agreement with a partner. There can be no assurance that any such collaboration will be available to us on
a timely basis or on acceptable terms, if at all.
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We do not expect to record sales of any product prior to regulatory approval and commercialization of AFREZZA.
We currently do not have the required approvals to market any of our product candidates, and we may not receive
such approvals. We may not be profitable even if we succeed in commercializing any of
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our product candidates. We expect to make substantial expenditures and to incur additional operating losses for at
least the next several years as we:

continue the clinical development of AFREZZA and new inhalation systems for the treatment of
diabetes;

seek regulatory approval to sell AFREZZA in the United States and other markets;
seek sales and marketing collaborations for AFREZZA;
seek development collaborations for our cancer immunotherapy and cancer drug programs; and

develop additional applications of our proprietary Technosphere platform technology for the pulmonary
delivery of other drugs.

Our business is subject to significant risks, including but not limited to the risks inherent in our ongoing clinical trials
and the regulatory approval process, the results of our research and development efforts, competition from other
products and technologies and uncertainties associated with obtaining and enforcing patent rights.

Risk Factors

An investment in our securities involves a high degree of risk. Prior to making a decision about investing in our
securities, you should carefully consider the specific risk factors discussed in the sections entitled Risk Factors
contained in any applicable prospectus supplement and our filings with the SEC and incorporated by reference in this
prospectus, together with all of the other information contained in this prospectus, any applicable prospectus
supplement or free writing prospectus, or incorporated by reference in this prospectus. These risks and uncertainties
are not the only risks and uncertainties we face. Additional risks and uncertainties not presently known to us, or that
we currently view as immaterial, may also impair our business. If any of the risks or uncertainties described in our
SEC filings or any prospectus supplement or any additional risks and uncertainties actually occur, our business,
financial condition and results of operations could be materially and adversely affected. In that case, the trading price
of our securities could decline and you might lose all or part of your investment.

The Securities We May Offer

We may offer shares of our common stock, various series of debt securities and/or warrants to purchase any of these
securities, with a total value of up to $200,000,000, from time to time under this prospectus at prices and on terms to
be determined by market conditions at the time of offering. This prospectus provides you with a general description of
the securities we may offer. Each time we offer a type or series of securities, we will provide a prospectus supplement
that will describe the specific amounts, prices and other important terms of the securities, including, to the extent
applicable:

designation or classification;

aggregate principal amount or aggregate offering price;

maturity, if applicable;

original issue discount, if any;
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rates and times of payment of interest, dividends or other payments, if any;
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redemption, conversion, exercise, exchange or sinking fund terms, if any;
ranking;

restrictive covenants, if any;

voting or other rights, if any;

conversion or exchange prices or rates, if any, and, if applicable, any provisions for changes to or
adjustments in the conversion or exchange prices or rates and in the securities or other property
receivable upon conversion or exchange; and

certain federal income tax considerations.

A prospectus supplement and any related free writing prospectus that we may authorize to be provided to you also
may add, update or change information contained in this prospectus or in documents we have incorporated by
reference. However, no prospectus supplement or free writing prospectus will offer a security that is not registered and
described in this prospectus at the time of its effectiveness.

This prospectus may not be used to offer or sell securities unless it is accompanied by a prospectus supplement.

We may sell the securities directly to or through agents, underwriters or dealers. We, and our agents, dealers or
underwriters, reserve the right to accept or reject all or part of any proposed purchase of securities. If we do offer
securities through agents or underwriters, we will include in the applicable prospectus supplement:

the name of those agents or underwriters;

applicable fees, discounts and commissions to be paid to them;
details regarding over-allotment options, if any; and

the net proceeds to us.

Common Stock. We may issue shares of our common stock from time to time. Holders of our common stock are
entitled to one vote per share on all matters submitted to a vote of stockholders. Subject to any preferences of any of
our preferred stock that may be outstanding, holders of our common stock are entitled to dividends when and if
declared by our board of directors.

Warrants. We may issue warrants for the purchase of common stock or debt securities in one or more series, from
time to time. We may issue warrants independently or together with common stock or debt securities, and the warrants
may be attached to or separate from these securities. In this prospectus, we have summarized certain general features
of the warrants. We urge you, however, to read the applicable prospectus supplement (and any free writing prospectus
that we may authorize to be provided to you) related to the particular series of warrants being offered, as well as the
complete warrant agreements and warrant certificates that contain the terms of the warrants. Forms of the warrant
agreements and forms of warrant certificates containing the terms of the warrants being offered have been filed as
exhibits to the registration statement of which this prospectus is a part, and supplemental warrant agreements and
forms of warrant certificates will be filed as exhibits to the registration statement of which this prospectus is a part or
will be incorporated by reference from reports that we file with the SEC.
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We will evidence each series of warrants by warrant certificates that we will issue. Warrants may be issued under an
applicable warrant agreement that we enter into with a warrant agent. We will indicate the name and address of the
warrant agent, if applicable, in the prospectus supplement relating to the particular series of warrants being offered.

Debt Securities. We may issue debt securities from time to time, in one or more series, as either senior or
subordinated debt or as senior or subordinated convertible debt. The senior debt securities will rank equally with any
other unsecured and unsubordinated debt. The subordinated debt securities will be subordinate and junior in right of
payment, to the extent and in the manner described in the instrument governing the debt, to all of our senior
indebtedness. Convertible debt securities will be convertible into or exchangeable for our common stock or other
securities. Conversion may be mandatory or at your option and would be at prescribed conversion rates.

The debt securities will be issued under one or more documents called indentures, which are contracts between us and
a national banking association or other eligible party, as trustee. In this prospectus, we have summarized certain
general features of the debt securities. We urge you, however, to read the applicable prospectus supplement (and any
free writing prospectus that we may authorize to be provided to you) related to the series of debt securities being
offered, as well as the complete indentures that contain the terms of the debt securities. Forms of indentures have been
filed as exhibits to the registration statement of which this prospectus is a part, and supplemental indentures and forms
of debt securities containing the terms of the debt securities being offered will be filed as exhibits to the registration
statement of which this prospectus is a part or will be incorporated by reference from reports that we file with the
SEC.

RATIO OF EARNINGS TO FIXED CHARGES

The following table sets forth our ratio of earnings to fixed charges for the periods indicated:

Three
Months
Ended
Fiscal Year Ended December 31, March 31,
2005 2006 2007 2008 2009 2010

Ratio of earnings to fixed charges

For the purpose of this table, earnings consist of income (loss) from continuing operations before income taxes,
extraordinary items, cumulative effect of accounting changes, equity in net losses of affiliates and fixed charges. Fixed
charges consist of interest expense. For the fiscal years ended December 31, 2005, 2006, 2007, 2008 and 2009, and
the three months ended March 31, 2010, we had no earnings. Our earnings for those periods were insufficient to cover
fixed charges by $114.3 million, $230.5 million, $293.2 million, $303.0 million, $220.1 million, and $44.7 million,
respectively.
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SPECIAL NOTE REGARDING FORWARD-LOOKING STATEMENTS

Statements contained in this prospectus, in the documents incorporated by reference herein and in any prospectus
supplement that are not strictly historical in nature are forward-looking statements within the meaning of Section 27A
of the Securities Act of 1933, as amended, or the Securities Act, and within the meaning of Section 21E of the
Securities Exchange Act of 1934, as amended, or the Exchange Act. These forward-looking statements are subject to
the safe harbor created by Section 27A of the Securities Act and Section 21E of the Exchange Act and may include,
but are not limited to, statements about:

the progress, timing and results of clinical trials and research and development efforts involving our
product candidates;

the submission of applications for and receipt of regulatory clearances and approvals;

our ability to successfully protect our intellectual property;

our plans to conduct future clinical trials or research and development efforts;

our expectations about partnering, marketing and commercializing our product candidates; and
economic conditions, both generally and those specifically related to the biotechnology industry.

In some cases, you can identify forward-looking statements by terms such as anticipates, believes, could, estimates,
expects, goal, intends, may, plans, potential, predicts, projects, should, will, would, the negati

words or similar expressions intended to identify forward-looking statements. These statements reflect our views as of

the date on which they were made with respect to future events and are based on assumptions and subject to risks and

uncertainties. The underlying information and expectations are likely to change over time. Given these uncertainties,

you should not place undue reliance on these forward-looking statements as actual events or results may differ

materially from those projected in the forward-looking statements due to various factors, including, but not limited to,

those set forth under the heading Risk Factors in any applicable prospectus supplement or free writing prospectus and

in our SEC filings. These forward-looking statements represent our estimates and assumptions only as of the date of

the document containing the applicable statement.

You should rely only on the information contained, or incorporated by reference, in this prospectus, the registration
statement of which this prospectus is a part, the documents incorporated by reference herein, and any applicable
prospectus supplement or free writing prospectus and understand that our actual future results may be materially
different from what we expect. We qualify all of the forward-looking statements in the foregoing documents by these
cautionary statements. Unless required by law, we undertake no obligation to update or revise any forward-looking
statements to reflect new information or future events or developments. Thus, you should not assume that our silence
over time means that actual events are bearing out as expressed or implied in such forward-looking statements. Before
deciding to purchase our securities, you should carefully consider the risk factors discussed here or incorporated by
reference, in addition to the other information set forth in this prospectus, any accompanying prospectus supplement
or free writing prospectus and in the documents incorporated by reference.
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USE OF PROCEEDS

Except as described in any prospectus supplement or in any related free writing prospectus that we may authorize to
be provided to you, we currently intend to use the net proceeds from this offering for general corporate purposes,
including clinical trial expenses, research and development expenses, general and administrative expenses, repayment
of outstanding indebtedness, manufacturing expenses, and other expenses related to commercialization of AFREZZA.
We may also use a portion of the net proceeds to in-license, invest in or acquire businesses or technologies that we
believe are complementary to our own, although we have no current plans, commitments or agreements with respect
to any acquisitions. As of the date of this prospectus, we cannot specify with certainty all of the particular uses of the
proceeds from this offering. Accordingly, we will retain broad discretion over the use of such proceeds. Pending the
use of the net proceeds from this offering as described above, we intend to invest the net proceeds in
investment-grade, interest-bearing securities.
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DESCRIPTION OF COMMON STOCK

Our authorized capital stock consists of 150,000,000 shares of common stock, $0.01 par value, and 10,000,000 shares
of preferred stock, $0.01 par value. At our annual meeting of stockholders scheduled for June 10, 2010, we are
seeking approval of an amendment to our certificate of incorporation to increase the authorized number of shares of
common stock from 150,000,000 shares to 200,000,000 shares. As of April 21, 2010, there were 113,454,807 shares
of common stock outstanding and no shares of preferred stock outstanding.

Voting Rights

Each holder of our common stock is entitled to one vote for each share on all matters submitted to a vote of our
stockholders, including the election of our directors. Under our certificate of incorporation and bylaws, our
stockholders will not have cumulative voting rights. Accordingly, the holders of a majority of our outstanding shares
of common stock entitled to vote in any election of directors can elect all of the directors standing for election, if they
should so choose. In all other matters, an action by our common stockholders requires the affirmative vote of the
holders of a majority of our outstanding shares of common stock entitled to vote.

Dividends
Subject to preferences that may be applicable to any outstanding shares of our preferred stock, holders of our common

stock are entitled to receive ratably any dividends our board of directors declares out of funds legally available for that
purpose. Any dividends on our common stock will be non-cumulative.

Liquidation, Dissolution or Winding Up

If we liquidate, dissolve or wind up, the holders of our common stock are entitled to share ratably in all assets legally
available for distribution to our stockholders after the payment of all of our debts and other liabilities and the
satisfaction of any liquidation preference granted to the holders of any outstanding shares of our preferred stock.
Rights and Preferences

Our common stock has no preemptive, conversion or subscription rights. There are no redemption or sinking fund
provisions applicable to our common stock. The rights, preferences and privileges of the holders of our common stock
are subject to, and may be adversely affected by, the rights of the holders of any outstanding shares of our of preferred
stock, which we may designate and issue in the future.

Anti-Takeover Effects of Provisions of Delaware Law and Our Certificate of Incorporation and Bylaws
Delaware takeover statute

We are subject to Section 203 of the Delaware General Corporation Law, or DGCL, which regulates acquisitions of
some Delaware corporations. In general, Section 203 prohibits, with some exceptions, a publicly held Delaware
corporation from engaging in a business combination with an interested stockholder for a period of three years

following the date of the transaction in which the person became an interested stockholder, unless:

the board of directors of the corporation approved the business combination or the other transaction in
which the person became an interested stockholder prior to the date of the business combination or other
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upon consummation of the transaction that resulted in the person becoming an interested stockholder,
the person owned at least 85% of the voting stock of the corporation outstanding at the time the
transaction commenced, excluding shares owned by persons who are directors and also officers of the
corporation and shares issued under employee stock plans under which employee participants do not
have the right to determine confidentially whether shares held subject to the plan will be tendered in a
tender or exchange offer; or

on or subsequent to the date the person became an interested stockholder, the board of directors of the
corporation approved the business combination and the stockholders of the corporation authorized the
business combination at an annual or special meeting of stockholders by the affirmative vote of at least
662/3% of the outstanding stock of the corporation not owned by the interested stockholder.

Section 203 of the DGCL generally defines a business combination to include any of the following:
any merger or consolidation involving the corporation and the interested stockholder;

any sale, transfer, pledge or other disposition of 10% or more of the corporation s assets or outstanding
stock involving the interested stockholder;

in general, any transaction that results in the issuance or transfer by the corporation of any of its stock to
the interested stockholder;

any transaction involving the corporation that has the effect of increasing the proportionate share of its
stock owned by the interested stockholder; or

the receipt by the interested stockholder of the benefit of any loans, advances, guarantees, pledges or
other financial benefits provided by or through the corporation.

In general, Section 203 defines an interested stockholder as any person who, together with the person s affiliates and
associates, owns, or within three years prior to the determination of interested stockholder status did own, 15% or
more of a corporation s voting stock.

Section 203 of the DGCL could depress our stock price and delay, discourage or prohibit transactions not approved in
advance by our board of directors, such as takeover attempts that might otherwise involve the payment to our
stockholders of a premium over the market price of our common stock.

Certificate of incorporation and bylaw provisions

Our certificate of incorporation and bylaws include a number of provisions that may have the effect of deterring
hostile takeovers or delaying or preventing changes in our control or our management, including, but not limited to the

following:

Our board of directors can issue up to 10,000,000 shares of preferred stock with any rights or
preferences, including the right to approve or not approve an acquisition or other change in our control.

Our certificate of incorporation and bylaws provide that all stockholder actions must be effected at a
duly called meeting of holders and not by written consent.
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upon a resolution adopted by a majority of the total number of authorized directors or, under certain
limited circumstances, by the holders of at least 5% of our outstanding voting stock.

Our bylaws provide that stockholders seeking to present proposals before a meeting of stockholders or
to nominate candidates for election as directors at a meeting of stockholders must provide timely notice
in writing and also specify requirements as to the form and content of a stockholder s notice. These
provisions may delay or preclude stockholders from bringing matters before a meeting of our
stockholders or from making nominations for directors at a meeting of stockholders, which could delay
or deter takeover attempts or changes in our management.

Our certificate of incorporation provides that, subject to the rights of the holders of any outstanding
series of preferred stock, all vacancies, including newly created directorships, may, except as otherwise
required by law, be filled by the affirmative vote of a majority of directors then in office, even if less
than a quorum. In addition, our certificate of incorporation provides that our board of directors may fix
the number of directors by resolution.

Our certificate of incorporation does not provide for cumulative voting for directors. The absence of
cumulative voting may make it more difficult for stockholders who own an aggregate of less than a
majority of our voting stock to elect any directors to our board of directors.

These and other provisions contained in our certificate of incorporation and bylaws are expected to discourage
coercive takeover practices and inadequate takeover bids. These provisions are also designed to encourage persons
seeking to acquire control of us to first negotiate with our board of directors. However, these provisions could delay or
discourage transactions involving an actual or potential change in control of us or our management, including
transactions in which our stockholders might otherwise receive a premium for their shares over market price of our
stock and may limit the ability of stockholders to remove our current management or approve transactions that our
stockholders may deem to be in their best interests and, therefore, could adversely affect the price of our common
stock.

Transfer Agent and Registrar

The transfer agent and registrar for our common stock is BNY Mellon Shareowner Services, LLC. Its address is 400
South Hope Street, Suite 400, Los Angeles, California 90071.

9
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DESCRIPTION OF WARRANTS

We may issue warrants for the purchase of common stock or debt securities in one or more series. We may issue
warrants independently or together with common stock or debt securities, and the warrants may be attached to or
separate from these securities. While the terms summarized below will apply generally to any warrants that we may
offer, we will describe the particular terms of any series of warrants in more detail in the applicable prospectus
supplement. The terms of any warrants offered under a prospectus supplement may differ from the terms described
below.

We have filed forms of the warrant agreements and forms of warrant certificates containing the terms of the warrants
being offered as exhibits to the registration statement of which this prospectus is a part. We will file as exhibits to the
registration statement of which this prospectus is a part, or will incorporate by reference from reports that we file with
the SEC, the form of warrant agreement, including a form of warrant certificate, that describes the terms of the
particular series of warrants we are offering before the issuance of the related series of warrants. The following
summaries of material provisions of the warrants and the warrant agreements are subject to, and qualified in their
entirety by reference to, all the provisions of the warrant agreement and warrant certificate applicable to the particular
series of warrants that we may offer under this prospectus. We urge you to read the applicable prospectus supplements
related to the particular series of warrants that we may offer under this prospectus, as well as any related free writing
prospectuses, and the complete warrant agreements and warrant certificates that contain the terms of the warrants.

General

We will describe in the applicable prospectus supplement the terms of the series of warrants being offered, including:
the offering price and aggregate number of warrants offered;
the currency for which the warrants may be purchased;

if applicable, the designation and terms of the securities with which the warrants are issued and the
number of warrants issued with each such security or each principal amount of such security;

if applicable, the date on and after which the warrants and the related securities will be separately
transferable;

in the case of warrants to purchase debt securities, the principal amount of debt securities purchasable
upon exercise of one warrant and the price at, and currency in which, this principal amount of debt
securities may be purchased upon such exercise;

in the case of warrants to purchase common stock, the number of shares of common stock purchasable
upon the exercise of one warrant and the price at which these shares may be purchased upon such

eXercise;

the effect of any merger, consolidation, sale or other disposition of our business on the warrant
agreements and the warrants;

the terms of any rights to redeem or call the warrants;
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the manner in which the warrant agreements and warrants may be modified;

a discussion of any material or special United States federal income tax consequences of holding or
exercising the warrants;

the terms of the securities issuable upon exercise of the warrants; and
any other specific terms, preferences, rights or limitations of or restrictions on the warrants.

Before exercising their warrants, holders of warrants will not have any of the rights of holders of the securities
purchasable upon such exercise, including:

in the case of warrants to purchase debt securities, the right to receive payments of principal of, or
premium, if any, or interest on, the debt securities purchasable upon exercise or to enforce covenants in
the applicable indenture; or

in the case of warrants to purchase common stock, the right to receive dividends, if any, or, payments
upon our liquidation, dissolution or winding up or to exercise voting rights, if any.

Exercise of Warrants

Each warrant will entitle the holder to purchase the securities that we specify in the applicable prospectus supplement
at the exercise price that we describe in the applicable prospectus supplement. Unless we otherwise specify in the
applicable prospectus supplement, holders of the warrants may exercise the warrants at any time up to the specified
time on the expiration date that we set forth in the applicable prospectus supplement. After the close of business on the
expiration date, unexercised warrants will become void.

Holders of the warrants may exercise the warrants by delivering the warrant certificate representing the warrants to be
exercised together with specified information, and paying the required amount to the warrant agent in immediately
available funds, as provided in the applicable prospectus supplement. We will set forth on the reverse side of the
warrant certificate and in the applicable prospectus supplement the information that the holder of the warrant will be
required to deliver to the warrant agent.

Upon receipt of the required payment and the warrant certificate properly completed and duly executed at the
corporate trust office of the warrant agent or any other office indicated in the applicable prospectus supplement, we
will issue and deliver the securities purchasable upon such exercise. If fewer than all of the warrants represented by
the warrant certificate are exercised, then we will issue a new warrant certificate for the remaining amount of
warrants. If we so indicate in the applicable prospectus supplement, holders of the warrants may surrender securities
as all or part of the exercise price for warrants.

Governing Law

Unless we provide otherwise in the applicable prospectus supplement, the warrants and warrant agreements will be
governed by and construed in accordance with the laws of the State of New York.

11
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Enforceability of Rights by Holders of Warrants

Each warrant agent will act solely as our agent under the applicable warrant agreement and will not assume any
obligation or relationship of agency or trust with any holder of any warrant. A single bank or trust company may act
as warrant agent for more than one issue of warrants. A warrant agent will have no duty or responsibility in case of
any default by us under the applicable warrant agreement or warrant, including any duty or responsibility to initiate
any proceedings at law or otherwise, or to make any demand upon us. Any holder of a warrant may, without the
consent of the related warrant agent or the holder of any other warrant, enforce by appropriate legal action its right to
exercise, and receive the securities purchasable upon exercise of, its warrants.

12
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DESCRIPTION OF DEBT SECURITIES

We may issue debt securities, in one or more series, as either senior or subordinated debt or as senior or subordinated
convertible debt. While the terms we have summarized below will apply generally to any debt securities that we may
offer under this prospectus, we will describe the particular terms of any debt securities that we may offer in more
detail in the applicable prospectus supplement. The terms of any debt securities offered under a prospectus supplement
may differ from the terms described below. Unless the context requires otherwise, whenever we refer to the
indentures, we also are referring to any supplemental indentures that specify the terms of a particular series of debt
securities.

We will issue the senior debt securities under the senior indenture that we will enter into with the trustee named in the
senior indenture. We will issue the subordinated debt securities under the subordinated indenture that we will enter
into with the trustee named in the subordinated indenture. The indentures will be qualified under the Trust Indenture
Act of 1939. We use the term debenture trustee to refer to either the trustee under the senior indenture or the trustee
under the subordinated indenture, as applicable. We have filed forms of indentures to the registration statement of
which this prospectus is a part, and supplemental indentures and forms of debt securities containing the terms of the
debt securities being offered will be filed as exhibits to the registration statement of which this prospectus is a part or
will be incorporated by reference from reports that we file with the SEC.

The following summaries of material provisions of the senior debt securities, the subordinated debt securities and the
indentures are subject to, and qualified in their entirety by reference to, all of the provisions of the indenture
applicable to a particular series of debt securities. We urge you to read the applicable prospectus supplements and any
related free writing prospectuses related to the debt securities that we may offer under this prospectus, as well as the
complete indentures that contain the terms of the debt securities. Except as we may otherwise indicate, the terms of
the senior indenture and the subordinated indenture are identical.

General

We will describe in the applicable prospectus supplement the terms of the series of debt securities being offered,
including:

the title;

the principal amount being offered, and if a series, the total amount authorized and the total amount
outstanding;

any limit on the amount that may be issued;

whether or not we will issue the series of debt securities in global form, the terms and who the
depositary will be;

the maturity date;
whether and under what circumstances, if any, we will pay additional amounts on any debt securities

held by a person who is not a United States person for tax purposes, and whether we can redeem the
debt securities if we have to pay such additional amounts;
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whether or not the debt securities will be secured or unsecured, and the terms of any secured debt;
the terms of the subordination of any series of subordinated debt;
the place where payments will be payable;
restrictions on transfer, sale or other assignment, if any;
our right, if any, to defer payment of interest and the maximum length of any such deferral period;
the date, if any, after which, and the price at which, we may, at our option, redeem the series of debt
securities pursuant to any optional or provisional redemption provisions and the terms of those
redemption provisions;
the date, if any, on which, and the price at which we are obligated, pursuant to any mandatory sinking
fund or analogous fund provisions or otherwise, to redeem, or at the holder s option to purchase, the
series of debt securities and the currency or currency unit in which the debt securities are payable;
whether the indenture will restrict our ability and/or the ability of our subsidiaries to:

incur additional indebtedness;

issue additional securities;

create liens;

pay dividends and make distributions in respect of our capital stock and the capital stock of our
subsidiaries;

redeem capital stock;

place restrictions on our subsidiaries ability to pay dividends, make distributions or transfer assets;
make investments or other restricted payments;

sell or otherwise dispose of assets;

enter into sale-leaseback transactions;

engage in transactions with stockholders and affiliates;

issue or sell stock of our subsidiaries; or

effect a consolidation or merger;

whether the indenture will require us to maintain any interest coverage, fixed charge, cash flow-based,
asset-based or other financial ratios;
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a discussion of any material United States federal income tax considerations applicable to the debt
securities;

information describing any book-entry features;
provisions for a sinking fund purchase or other analogous fund, if any;
the applicability of the provisions in the indenture on discharge;

whether the debt securities are to be offered at a price such that they will be deemed to be offered at an
original issue discount as defined in paragraph (a) of Section 1273 of the Internal Revenue Code;

the denominations in which we will issue the series of debt securities, if other than denominations of
$1,000 and any integral multiple thereof;

the currency of payment of debt securities if other than U.S. dollars and the manner of determining the
equivalent amount in U.S. dollars; and

any other specific terms, preferences, rights or limitations of, or restrictions on, the debt securities,
including any additional events of default or covenants provided with respect to the debt securities, and
any terms that may be required by us or advisable under applicable laws or regulations.

Conversion or Exchange Rights

We will set forth in the prospectus supplement the terms on which a series of debt securities may be convertible into
or exchangeable for our common stock or our other securities, if applicable. We will include provisions as to whether
conversion or exchange is mandatory, at the option of the holder or at our option. We may include provisions pursuant
to which the number of shares of our common stock or our other securities that the holders of the series of debt
securities receive would be subject to adjustment.

Consolidation, Merger or Sale

Unless we provide otherwise in the prospectus supplement applicable to a particular series of debt securities, the
indentures will not contain any covenant that restricts our ability to merge or consolidate, or sell, convey, transfer or
otherwise dispose of all or substantially all of our assets. However, any successor to or acquirer of such assets must
assume all of our obligations under the indentures or the debt securities, as appropriate. If the debt securities are
convertible into or exchangeable for our other securities or securities of other entities, the person with whom we
consolidate or merge or to whom we sell all of our property must make provisions for the conversion of the debt
securities into securities that the holders of the debt securities would have received if they had converted the debt
securities before the consolidation, merger or sale.

Events of Default Under the Indenture

Unless we provide otherwise in the prospectus supplement applicable to a particular series of debt securities, the
following are events of default under the indentures with respect to any series of debt securities that we may issue:

if we fail to pay interest when due and payable and our failure continues for 90 days and the time for
payment has not been extended or deferred;
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if we fail to pay the principal, premium or sinking fund payment, if any, when due and payable and the
time for payment has not been extended or delayed;

if we fail to observe or perform any other covenant contained in the debt securities or the indentures,
other than a covenant specifically relating to another series of debt securities, and our failure continues
for 90 days after we receive notice from the debenture trustee or holders of at least 25% in aggregate
principal amount of the outstanding debt securities of the applicable series; and

if specified events of bankruptcy, insolvency or reorganization occur.

If an event of default with respect to debt securities of any series occurs and is continuing, other than an event of
default specified in the last bullet point above, the debenture trustee or the holders of at least 25% in aggregate
principal amount of the outstanding debt securities of that series, by notice to us in writing, and to the debenture
trustee if notice is given by such holders, may declare the unpaid principal of, premium, if any, and accrued interest, if
any, due and payable immediately. If an event of default specified in the last bullet point above occurs with respect to
us, the principal amount of and accrued interest, if any, of each issue of debt securities then outstanding shall be due
and payable without any notice or other action on the part of the debenture trustee or any holder.

The holders of a majority in principal amount of the outstanding debt securities of an affected series may waive any
default or event of default with respect to the series and its consequences, except defaults or events of default
regarding payment of principal, premium, if any, or interest, unless we have cured the default or event of default in
accordance with the indenture. Any waiver shall cure the default or event of default.

Subject to the terms of the indentures, if an event of default under an indenture shall occur and be continuing, the
debenture trustee will be under no obligation to exercise any of its rights or powers under such indenture at the request
or direction of any of the holders of the applicable series of debt securities, unless such holders have offered the
debenture trustee reasonable indemnity. The holders of a majority in principal amount of the outstanding debt
securities of any series will have the right to direct the time, method and place of conducting any proceeding for any
remedy available to the debenture trustee, or exercising any trust or power conferred on the debenture trustee, with
respect to the debt securities of that series, provided that:

the direction so given by the holder is not in conflict with any law or the applicable indenture; and
subject to its duties under the Trust Indenture Act of 1939, the debenture trustee need not take any
action that might involve it in personal liability or might be unduly prejudicial to the holders not

involved in the proceeding.

A holder of the debt securities of any series will have the right to institute a proceeding under the indentures or to
appoint a receiver or trustee, or to seek other remedies only if:

the holder has given written notice to the debenture trustee of a continuing event of default with respect
to that series;

the holders of at least 25% in aggregate principal amount of the outstanding debt securities of that series

have made written request, and such holders have offered reasonable indemnity to the debenture trustee
to institute the proceeding as trustee; and
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These limitations do not apply to a suit instituted by a holder of debt securities if we default in the payment of the
principal, premium, if any, or interest on, the debt securities.

We will periodically file statements with the debenture trustee regarding our compliance with specified covenants in
the indentures.

Modification of Indenture; Waiver

We and the debenture trustee may change an indenture without the consent of any holders with respect to specific

to fix any ambiguity, defect or inconsistency in the indenture;

to comply with the provisions described above under Description of Debt Securities Consolidation,
Merger or Sale;

to comply with any requirements of the SEC in connection with the qualification of any indenture under
the Trust Indenture Act of 1939;

to add to, delete from or revise the conditions, limitations, and restrictions on the authorized amount,
terms, or purposes of issue, authentication and delivery of debt securities, as set forth in the indenture;

to provide for the issuance of and establish the form and terms and conditions of the debt securities of
any series as provided under Description of Debt Securities General to establish the form of any
certifications required to be furnished pursuant to the terms of the indenture or any series of debt
securities, or to add to the rights of the holders of any series of debt securities;

to evidence and provide for the acceptance of appointment hereunder by a successor trustee;

to provide for uncertificated debt securities in addition to or in place of certificated debt securities and
to make all appropriate changes for such purpose;

to add to our covenants such new covenants, restrictions, conditions or provisions for the protection of
the holders, and to make the occurrence, or the occurrence and the continuance, of a default in any such
additional covenants, restrictions, conditions or provisions an event of default; or

to change anything that does not materially adversely affect the interests of any holder of debt securities
of any series.

In addition, under the indentures, the rights of holders of a series of debt securities may be changed by us and the
debenture trustee with the written consent of the holders of at least a majority in aggregate principal amount of the
outstanding debt securities of each series that is affected. However, unless we provide otherwise in the prospectus
supplement applicable to a particular series of debt securities, we and the debenture trustee may make the following
changes only with the consent of each holder of any outstanding debt securities affected:

extending the fixed maturity of the series of debt securities;
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reducing the percentage of debt securities, the holders of which are required to consent to any
amendment, supplement, modification or waiver.

Discharge

Each indenture provides that we can elect to be discharged from our obligations with respect to one or more series of
debt securities, except for specified obligations, including obligations to:

register the transfer or exchange of debt securities of the series;
replace stolen, lost or mutilated debt securities of the series;
maintain paying agencies;

hold monies for payment in trust;

recover excess money held by the debenture trustee;
compensate and indemnify the debenture trustee; and

appoint any successor trustee.

In order to exercise our rights to be discharged, we must deposit with the debenture trustee money or government
obligations sufficient to pay all the principal of, any premium, if any, and interest on, the debt securities of the series
on the dates payments are due.

Form, Exchange and Transfer

We will issue the debt securities of each series only in fully registered form without coupons and, unless we provide
otherwise in the applicable prospectus supplement, in denominations of $1,000 and any integral multiple thereof. The
indentures provide that we may issue debt securities of a series in temporary or permanent global form and as
book-entry securities that will be deposited with, or on behalf of, The Depository Trust Company, or DTC, or another
depositary named by us and identified in a prospectus supplement with respect to that series. See Legal Ownership of
Securities for a further description of the terms relating to any book-entry securities.

At the option of the holder, subject to the terms of the indentures and the limitations applicable to global securities
described in the applicable prospectus supplement, the holder of the debt securities of any series can exchange the
debt securities for other debt securities of the same series, in any authorized denomination and of like tenor and
aggregate principal amount.

Subject to the terms of the indentures and the limitations applicable to global securities set forth in the applicable
prospectus supplement, holders of the debt securities may present the debt securities for exchange or for registration
of transfer, duly endorsed or with the form of transfer endorsed thereon duly executed if so required by us or the
security registrar, at the office of the security registrar or at the office of any transfer agent designated by us for this
purpose. Unless otherwise provided in the debt securities that the holder presents for transfer or exchange, we will
impose no service charge for any registration of transfer or exchange, but we may require payment of any taxes or
other governmental charges.
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We will name in the applicable prospectus supplement the security registrar, and any transfer agent in addition to the
security registrar, that we initially designate for any debt securities. We may at any time designate additional transfer
agents or rescind the designation of any transfer agent or approve a change in the
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office through which any transfer agent acts, except that we will be required to maintain a transfer agent in each place
of payment for the debt securities of each series.

If we elect to redeem the debt securities of any series, we will not be required to:

issue, register the transfer of, or exchange any debt securities of that series during a period beginning at
the opening of business 15 days before the day of mailing of a notice of redemption of any debt
securities that may be selected for redemption and ending at the close of business on the day of the
mailing; or

register the transfer of or exchange any debt securities so selected for redemption, in whole or in part,
except the unredeemed portion of any debt securities we are redeeming in part.

Information Concerning the Debenture Trustee

The debenture trustee, other than during the occurrence and continuance of an event of default under an indenture,
undertakes to perform only those duties as are specifically set forth in the applicable indenture. Upon an event of
default under an indenture, the debenture trustee must use the same degree of care as a prudent person would exercise
or use in the conduct of his or her own affairs. Subject to this provision, the debenture trustee is under no obligation to
exercise any of the powers given it by the indentures at the request of any holder of debt securities unless it is offered
reasonable security and indemnity against the costs, expenses and liabilities that it might incur.

Payment and Paying Agents

Unless we otherwise indicate in the applicable prospectus supplement, we will make payment of the interest on any
debt securities on any interest payment date to the person in whose name the debt securities, or one or more
predecessor securities, are registered at the close of business on the regular record date for the interest.

We will pay principal of and any premium and interest on the debt securities of a particular series at the office of the
paying agents designated by us, except that unless we otherwise indicate in the applicable prospectus supplement, we
will make interest payments by check that we will mail to the holder or by wire transfer to certain holders. Unless we
otherwise indicate in the applicable prospectus supplement, we will designate the corporate trust office of the
debenture trustee in the City of New York as our sole paying agent for payments with respect to debt securities of
each series. We will name in the applicable prospectus supplement any other paying agents that we initially designate
for the debt securities of a particular series. We will maintain a paying agent in each place of payment for the debt
securities of a particular series.

All money we pay to a paying agent or the debenture trustee for the payment of the principal of or any premium or
interest on any debt securities that remains unclaimed at the end of two years after such principal, premium or interest
has become due and payable will be repaid to us, and the holder of the debt security thereafter may look only to us for
payment thereof.

Governing Law

The indentures and the debt securities will be governed by and construed in accordance with the laws of the State of
New York, except to the extent that the Trust Indenture Act of 1939 is applicable.

Subordination of Subordinated Debt Securities
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The subordinated debt securities will be unsecured and will be subordinate and junior in priority of payment to certain
of our other indebtedness to the extent described in a prospectus supplement. The subordinated indenture does not
limit the amount of subordinated debt securities that we may issue, nor does it limit us from issuing any other secured
or unsecured debt.
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LEGAL OWNERSHIP OF SECURITIES

We can issue securities in registered form or in the form of one or more global securities. We describe global

securities in greater detail below. We refer to those persons who have securities registered in their own names on the
books that we or any applicable trustee, depository or warrant agent maintain for this purpose as the holders of those
securities. These persons are the legal holders of the securities. We refer to those persons who, indirectly through
others, own beneficial interests in securities that are not registered in their own names, as indirect holders of those
securities.

As we discuss below, indirect holders are not legal holders, and investors in securities issued in book-entry form or in
street name will be indirect holders.

Book-Entry Holders

We may issue securities in book-entry form only, as we will specify in the applicable prospectus supplement. This
means securities may be represented by one or more global securities registered in the name of a financial institution
that holds them as depositary on behalf of other financial institutions that participate in the depositary s book-entry
system. These participating institutions, which are referred to as participants, in turn hold beneficial interests in the
securities on behalf of themselves or their customers.

Only the person in whose name a security is registered is recognized as the holder of that security. Securities issued in
global form will be registered in the name of the depositary or its participants. Consequently, for securities issued in
global form, we will recognize only the depositary as the holder of the securities, and we will make all payments on
the securities to the depositary. The depositary passes along the payments it receives to its participants, which in turn
pass the payments along to their customers who are the beneficial owners. The depositary and its participants do so
under agreements they have made with one another or with their customers; they are not obligated to do so under the
terms of the securities.

As aresult, investors in a book-entry security will not own securities directly. Instead, they will own beneficial
interests in a global security, through a bank, broker or other financial institution that participates in the depositary s
book-entry system or holds an interest through a participant. As long as the securities are issued in global form,
investors will be indirect holders, and not holders, of the securities.

Street Name Holders

We may terminate a global security or issue securities in non-global form. In these cases, investors may choose to
hold their securities in their own names or in street name. Securities held by an investor in street name would be
registered in the name of a bank, broker or other financial institution that the investor chooses, and the investor would
hold only a beneficial interest in those securities through an account he or she maintains at that institution.

For securities held in street name, we will recognize only the intermediary banks, brokers and other financial
institutions in whose names the securities are registered as the holders of those securities, and we will make all
payments on those securities to them. These institutions pass along the payments they receive to their customers who
are the beneficial owners, but only because they agree to do so in their customer agreements or because they are
legally required to do so. Investors who hold securities in street name will be indirect holders, not holders, of those
securities.

Table of Contents 81



Edgar Filing: Facebook Inc - Form 10-Q
Legal Holders

Our obligations, as well as the obligations of any applicable trustee and of any third parties employed by us or a
trustee, run only to the legal holders of the securities. We do not have obligations to investors who hold beneficial
interests in global securities, in street name or by any other indirect means. This will be the
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case whether an investor chooses to be an indirect holder of a security or has no choice because we are issuing the
securities only in global form.

For example, once we make a payment or give a notice to the holder, we have no further responsibility for the
payment or notice even if that holder is required, under agreements with depositary participants or customers or by
law, to pass it along to the indirect holders but does not do so. Similarly, we may want to obtain the approval of the
holders to amend an indenture, to relieve us of the consequences of a default or of our obligation to comply with a
particular provision of the indenture or for other purposes. In such an event, we would seek approval only from the
holders, and not the indirect holders, of the securities. Whether and how the holders contact the indirect holders is up
to the holders.

Special Considerations for Indirect Holders

If you hold securities through a bank, broker or other financial institution, either in book-entry form or in street name,
you should check with your own institution to find out:

how it handles securities payments and notices;
whether it imposes fees or charges;
how it would handle a request for the holders consent, if ever required;

whether and how you can instruct it to send you securities registered in your own name so you can be a
holder, if that is permitted in the future;

how it would exercise rights under the securities if there were a default or other event triggering the
need for holders to act to protect their interests; and

if the securities are in book-entry form, how the depositary s rules and procedures will affect these
matters.

Global Securities

A global security is a security that represents one or any other number of individual securities held by a depositary.
Generally, all securities represented by the same global securities will have the same terms.

Each security issued in book-entry form will be represented by a global security that we deposit with and register in
the name of a financial institution or its nominee that we select. The financial institution that we select for this purpose
is called the depositary. Unless we specify otherwise in the applicable prospectus supplement, DTC will be the
depositary for all securities issued in book-entry form.

A global security may not be transferred to or registered in the name of anyone other than the depositary, its nominee

or a successor depositary, unless special termination situations arise. We describe those situations below under Special
Situations When a Global Security Will Be Terminated. As a result of these arrangements, the depositary, or its
nominee, will be the sole registered owner and holder of all securities represented by a global security, and investors
will be permitted to own only beneficial interests in a global security. Beneficial interests must be held by means of an
account with a broker, bank or other financial institution that in turn has an account with the depositary or with

another institution that does. Thus, an investor whose security is represented by a global security will not be a holder

of the security, but only an indirect holder of a beneficial interest in the global security.
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then the security will be represented by a global security at all times unless and until the
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global security is terminated. If termination occurs, we may issue the securities through another book-entry clearing
system or decide that the securities may no longer be held through any book-entry clearing system.

Special Considerations for Global Securities

As an indirect holder, an investor s rights relating to a global security will be governed by the account rules of the
investor s financial institution and of the depositary, as well as general laws relating to securities transfers. We do not
recognize an indirect holder as a holder of securities and instead deal only with the depositary that holds the global
security.

If securities are issued only in the form of a global security, an investor should be aware of the following:

An investor cannot cause the securities to be registered in his or her name and cannot obtain non-global
certificates for his or her interest in the securities, except in the special situations we describe below.

An investor will be an indirect holder and must look to his or her own bank or broker for payments on
the securities and protection of his or her legal rights relating to the securities, as we describe above.

An investor may not be able to sell interests in the securities to some insurance companies and to other
institutions that are required by law to own their securities in non-book-entry form.

An investor may not be able to pledge his or her interest in a global security in circumstances where
certificates representing the securities must be delivered to the lender or other beneficiary of the pledge
in order for the pledge to be effective.

The depositary s policies, which may change from time to time, will govern payments, transfers,
exchanges and other matters relating to an investor s interest in a global security. We and any applicable
trustee have no responsibility for any aspect of the depositary s actions or for its records of ownership
interests in a global security. We and the trustee also do not supervise the depositary in any way.

The depositary may, and we understand that DTC will, require that those who purchase and sell
interests in a global security within its book-entry system use immediately available funds, and your
broker or bank may require you to do so as well.

Financial institutions that participate in the depositary s book-entry system, and through which an
investor holds its interest in a global security, may also have their own policies affecting payments,
notices and other matters relating to the securities. There may be more than one financial intermediary
in the chain of ownership for an investor. We do not monitor and are not responsible for the actions of
any of those intermediaries.

Special Situations when a Global Security Will Be Terminated

In a few special situations described below, the global security will terminate, and interests in it will be exchanged for
physical certificates representing those interests. After that exchange, the choice of whether to hold securities directly
or in street name will be up to the investor. Investors must consult their own banks or brokers to find out how to have

their interests in securities transferred to their own name, so that they will be direct holders. We have described the
rights of holders and street name investors above.
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The global security will terminate when the following special situations occur:

if the depositary notifies us that it is unwilling, unable or no longer qualified to continue as depositary
for that global security and we do not appoint another institution to act as depositary within 90 days;

if we notify any applicable trustee that we wish to terminate that global security; or

if an event of default has occurred with regard to securities represented by that global security and has
not been cured or waived.

The applicable prospectus supplement may also list additional situations for terminating a global security that would
apply only to the particular series of securities covered by the prospectus supplement. When a global security
terminates, the depositary, and not we or any applicable trustee, is responsible for deciding the names of the
institutions that will be the initial direct holders.
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PLAN OF DISTRIBUTION
We may sell our securities covered by this prospectus in any of three ways (or in any combination):
to or through underwriters or dealers;
directly to one or more purchasers; or
through agents.
We may distribute the securities:

from time to time in one or more transactions at a fixed price or prices, which may be changed from
time to time;

at market prices prevailing at the time of sale;
at prices related to the prevailing market prices; or
at negotiated prices.

Each time we offer and sell securities covered by this prospectus, we will provide a prospectus supplement or
supplements that will describe the method of distribution and set forth the terms of the offering, including:

the name or names of any underwriters, dealers or agents;

the amounts of securities underwritten or purchased by each of them;

the purchase price of securities and the proceeds we will receive from the sale;

any over-allotment options under which underwriters may purchase additional securities from us;

any underwriting discounts or commissions or agency fees and other items constituting underwriters or
agents compensation;

the public offering price of the securities;

any discounts, commissions or concessions allowed or reallowed or paid to dealers; and

any securities exchange or market on which the securities may be listed.
Any public offering price and any discounts or concessions allowed or reallowed or paid to dealers may be changed
from time to time. We may determine the price or other terms of the securities offered under this prospectus by use of
an electronic auction. We will describe how any auction will determine the price or any other terms, how potential

investors may participate in the auction and the nature of the obligations of the underwriter, dealer or agent in the
applicable prospectus supplement.
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Underwriters or dealers may offer and sell the offered securities from time to time in one or more transactions,
including negotiated transactions, at a fixed public offering price or at varying prices determined at the time of sale. If
underwriters or dealers are used in the sale of any securities, the securities will be acquired by the underwriters or
dealers for their own account and may be resold from time to time in one or more transactions described above. The
securities may be either offered to the public through underwriting
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syndicates represented by managing underwriters, or directly by underwriters or dealers. Generally, the underwriters
or dealers obligations to purchase the securities will be subject to certain conditions precedent. The underwriters or
dealers will be obligated to purchase all of the securities if they purchase any of the securities, unless otherwise
specified in the prospectus supplement. We may use underwriters with whom we have a material relationship. We will
describe the nature of any such relationship in the prospectus supplement, naming the underwriter.

We may sell the securities through agents from time to time. The prospectus supplement will name any agent involved
in the offer or sale of the securities and any commissions we pay to them. Generally, any agent will be acting on a best
efforts basis for the period of its appointment. We may authorize underwriters, dealers or agents to solicit offers by
certain purchasers to purchase the securities from us at the public offering price set forth in the prospectus supplement
pursuant to delayed delivery contracts providing for payment and delivery on a specified date in the future. The
contracts will be subject only to those conditions set forth in the prospectus supplement, and the prospectus
supplement will set forth any commissions we pay for solicitation of these contracts.

Agents, dealers and underwriters may be entitled to indemnification by us against certain civil liabilities, including
liabilities under the Securities Act, or to contribution with respect to payments which the agents, dealers or
underwriters may be required to make in respect thereof. Agents, dealers and underwriters may be customers of,
engage in transactions with, or perform services for us in the ordinary course of business.

All securities we may offer, other than common stock, will be new issues of securities with no established trading
market. Any underwriters may make a market in these securities, but will not be obligated to do so and may
discontinue any market making at any time without notice. We cannot guarantee the liquidity of the trading markets
for any securities.

Any underwriter may engage in overallotment, stabilizing transactions, short covering transactions and penalty bids in
accordance with Regulation M under the Exchange Act. Overallotment involves sales in excess of the offering size,
which create a short position. This short sales position may involve either covered short sales or naked short sales.
Covered short sales are short sales made in an amount not greater than the underwriters over-allotment option to
purchase additional securities in this offering described above. The underwriters may close out any covered short
position either by exercising their over-allotment option or by purchasing securities in the open market. To determine
how they will close the covered short position, the underwriters will consider, among other things, the price of
securities available for purchase in the open market, as compared to the price at which they may purchase securities
through the over-allotment option. Naked short sales are short sales in excess of the over-allotment option. The
underwriters must close out any naked short position by purchasing securities in the open market. A naked short
position is more likely to be created if the underwriters are concerned that, in the open market after pricing, there may
be downward pressure on the price of the securities that could adversely affect investors who purchase securities in
this offering. Stabilizing transactions permit bids to purchase the underlying security for the purpose of fixing the
price of the security so long as the stabilizing bids do not exceed a specified maximum. Penalty bids permit the
underwriters to reclaim a selling concession from a dealer when the securities originally sold by the dealer are
purchased in a covering transaction to cover short positions.

Similar to other purchase transactions, an underwriter s purchase to cover the syndicate short sales or to stabilize the
market price of our securities may have the effect of raising or maintaining the market price of our securities or
preventing or mitigating a decline in the market price of our securities. As a result, the price of our securities may be
higher than the price that might otherwise exist in the open market. The imposition of a penalty bid might also have an
effect on the price of the securities if it discourages resales of the securities.
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Neither we nor the underwriters makes any representation or prediction as to the effect that the transactions described
above may have on the price of the securities. If such transactions are commenced, they may be discontinued without
notice at any time.

LEGAL MATTERS
The validity of the securities being offered hereby will be passed upon for us by Cooley LLP, San Diego, California.

EXPERTS

The financial statements incorporated in this Prospectus by reference from the Company s Annual Report on

Form 10-K and the effectiveness of MannKind Corporation s internal control over financial reporting have been
audited by Deloitte & Touche LLP, an independent registered public accounting firm, as stated in their reports, which
are incorporated herein by reference. Such financial statements and financial statement schedules have been so
incorporated in reliance upon the reports of such firm given upon their authority as experts in accounting and auditing.

WHERE YOU CAN FIND MORE INFORMATION

We are a reporting company and file annual, quarterly and current reports, proxy statements and other information
with the SEC. We have filed with the SEC a registration statement on Form S-3 under the Securities Act with respect
to the securities we are offering under this prospectus. This prospectus, which constitutes a part of the registration
statement, does not contain all of the information set forth in the registration statement or the exhibits which are part
of the registration statement. For further information with respect to us and the securities we are offering under this
prospectus, we refer you to the registration statement and the exhibits and schedules filed as a part of the registration
statement. You may read and copy any document we file with the SEC at the SEC s Public Reference Room at

100 F Street, N.E., Washington, D.C. 20549. Please call the SEC at 1-800-SEC-0330 for more information about the
operation of the Public Reference Room. Our SEC filings are also available at the SEC s website at www.sec.gov. We
maintain a website at www.mannkindcorp.com. Information contained in our website does not constitute a part of this
prospectus.

INCORPORATION BY REFERENCE

The SEC allows us to incorporate by reference information that we file with it, which means that we can disclose
important information to you by referring you to those documents. The information incorporated by reference is an
important part of this prospectus. Information in this prospectus supersedes information incorporated by reference that
we filed with the SEC prior to the date of this prospectus, while information that we file later with the SEC will
automatically update and supersede the information in this prospectus. We incorporate by reference into this
registration statement and prospectus the documents listed below, and any future filings we will make with the SEC
under Sections 13(a), 13(c), 14 or 15(d) of the Exchange Act after the date of the initial registration statement but
prior to effectiveness of the registration statement and after the date of this prospectus but prior to the termination of
the offering of the securities covered by this prospectus (other than current reports or portions thereof furnished under
Item 2.02 or Item 7.01 of Form 8-K):

our Annual Report on Form 10-K for the year ended December 31, 2009, which was filed on March 16,
2010;

our Quarterly Report on Form 10-Q for the quarter ended March 31, 2010, which was filed on April 30,
2010;
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our Current Report on Form 8-K filed on March 1, 2010;
our Definitive Proxy Statement on Schedule 14A, which was filed on April 30, 2010; and

the description of our common stock set forth in our registration statement on Form 8-A, filed with the
SEC on July 23, 2004, including any amendments or reports filed for the purposes of updating this
description.

We will furnish without charge to you, on written or oral request, a copy of any or all of the documents incorporated
by reference, including exhibits to these documents. You should direct any requests for documents to:
Investor Relations
MannKind Corporation
28903 North Avenue Paine
Valencia, CA 91355
(661) 775-5300
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Other liabilities:

Contingent consideration liability

$
260

$
260

We classify our cash equivalents and marketable securities within Level 1 or Level 2 because we use quoted market
prices or alternative pricing sources and models utilizing market observable inputs to determine their fair value.

The performance milestones related to our contingent consideration liability were completed in the second quarter of
2016. Therefore, we no longer have to estimate the fair value of our contingent consideration liability based on the
present value of probability-weighted future cash flows which are unobservable inputs that are not supported by
market activity. As such, we reclassified our contingent consideration liability from Level 3 to Level 2.
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During the three and nine months ended September 30, 2016, we recognized an increase in the fair value of our
contingent liability of $20 million and $87 million, respectively, in research and development expense in our
condensed consolidated statements of income, mostly due to the increase in the fair value of our common stock and
the completion of the performance milestones described above. In addition, we settled a portion of the contingent
liability in July 2016 and the remaining portion of the contingent liability was reclassified to accrued expenses and
other current liabilities on our condensed consolidated balance sheets as of September 30, 2016.
Note 5. Property and Equipment
Property and equipment consists of the following (in millions):

September 30, December 31,

2016 2015
Land $ 692 $ 596
Buildings 2,687 2,273
Leasehold improvements 474 447
Network equipment 4,734 3,633
Computer software, office equipment and other 351 248
Construction in progress 1,840 622
Total 10,778 7,819
Less: Accumulated depreciation (2,879 ) (2,132 )
Property and equipment, net $ 7,899 $ 5,687

Construction in progress includes costs primarily related to construction of data centers, network equipment
infrastructure to support our data centers around the world, and office buildings. No interest was capitalized during the
three and nine months ended September 30, 2016 and 2015.

Note 6. Goodwill and Intangible Assets

The changes in the carrying amount of goodwill for the nine months ended September 30, 2016 are as follows (in
millions):

Balance as of December 31, 2015 $18,026
Goodwill acquired 56
Effect of currency translation adjustment 3
Balance as of September 30, 2016 $18,085
15
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Intangible assets consist of the following (in millions):

September 30, 2016 December 31, 2015
Welg}.lte‘:d—Average . . Gross. AccumulatedNet . Gross' Accumula‘[edNet .
Remaining Useful Lives (in  Carrying .. Carrying Carrying ... Carrying
Amortization Amortization
years) Amount Amount Amount Amount
Finite-lived intangible
assets:
Acquired users 5.0 $2,056 $ (604 ) $1,452 $2,056 $ (382 ) $1,674
Acquired technology 3.8 915 (462 ) 453 831 (310 ) 521
Acquired patents 6.1 785 (399 ) 386 785 (333 ) 452
Trade names 34 629 (265 ) 364 629 (163 ) 466
Other 3.5 162 (115 ) 47 162 (89 ) 73
Total finite-lived 4.7 $4,547 $ (1,845 ) $2,702 $4.463 $ (1277 ) $3,186
intangible assets
Indefinite-lived
intangible assets:
In-process research and
development (IPR&D) $— $— $— $60 $— $60
Total intangible assets $4,547 $ (1,845 ) $2,702 $4,523 $ (1,277 ) $3,246

We completed the IPR&D and reclassified it from indefinite-lived intangible asset to acquired technology in March
2016. We also began amortizing the balance over its estimated useful life.

Amortization expense of intangible assets was $195 million and $568 million for the three and nine months ended
September 30, 2016, respectively, and $180 million and $539 million for the three and nine months ended
September 30, 2015, respectively.

As of September 30, 2016, expected amortization expense for the unamortized acquired intangible assets for the next
five years and thereafter is as follows (in millions):

The remainder of 2016 $182

2017 681
2018 614
2019 522
2020 357
Thereafter 346
Total $2,702

Note 7. Long-term Debt

In May 2016, we terminated our undrawn five-year senior unsecured revolving credit facility that allowed us to
borrow up to $6.5 billion and entered into a $2.0 billion senior unsecured revolving credit facility (2016 Facility). Any
amounts outstanding under the 2016 Facility will be due and payable on May 20, 2021. As of September 30, 2016, no
amounts had been drawn down and we were in compliance with the covenants under the 2016 Facility.
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Note 8. Commitments and Contingencies

Commitments

Leases

We have entered into various non-cancelable operating lease agreements for certain of our offices, land, and data
centers with original lease periods expiring between 2016 and 2032. We are committed to pay a portion of the related
actual operating expenses under certain of these lease agreements. Certain of these arrangements have free rent
periods or escalating rent payment provisions, and we recognize rent expense under such arrangements on a
straight-line basis. Operating lease expense was $63 million and $181 million for the three and nine months ended
September 30, 2016, respectively, and $47 million and $127 million for the three and nine months ended

September 30, 2015, respectively. As of September 30, 2016, we had fully repaid all of our capital lease obligations.
Contingencies

Legal Matters

Beginning on May 22, 2012, multiple putative class actions, derivative actions, and individual actions were filed in
state and federal courts in the United States and in other jurisdictions against us, our directors, and/or certain of our
officers alleging violation of securities laws or breach of fiduciary duties in connection with our initial public offering
(IPO) and seeking unspecified damages. We believe these lawsuits are without merit, and we intend to continue to
vigorously defend them. The vast majority of the cases in the United States, along with multiple cases filed against
The NASDAQ OMX Group, Inc. and The Nasdaq Stock Market LLC (collectively referred to herein as NASDAQ)
alleging technical and other trading-related errors by NASDAQ in connection with our IPO, were ordered centralized
for coordinated or consolidated pre-trial proceedings in the U.S. District Court for the Southern District of New York.
In a series of rulings in 2013 and 2014, the court denied our motion to dismiss the consolidated securities class action
and granted our motions to dismiss the derivative actions against our directors and certain of our officers. On July 24,
2015, the court of appeals affirmed the dismissal of the derivative actions. On December 11, 2015, the court granted
plaintiffs' motion for class certification in the consolidated securities action. In addition, the events surrounding our
IPO became the subject of various state and federal government inquiries. In May 2014, the Securities and Exchange
Commission (SEC) notified us that it had terminated its inquiry and that no enforcement action had been
recommended by the SEC.

On April 27, 2016, we announced a proposal to create a new class of non-voting capital stock (Class C capital stock)
and our intention to declare and pay a dividend of two shares of Class C capital stock for each outstanding share of
Class A and Class B common stock (the Reclassification). Following our announcement of the Reclassification,
beginning on April 29, 2016, multiple purported class action lawsuits were filed on behalf of our stockholders in the
Delaware Court of Chancery against us, certain of our board of directors, and Mark Zuckerberg. The lawsuits have
been consolidated under the caption In re Facebook, Inc. Class C Reclassification Litig., C.A. No. 12286-VCL, and
the consolidated complaint generally alleges that the defendants breached their fiduciary duties in connection with the
Reclassification. Among other remedies, these lawsuits seek to enjoin the Reclassification as well as unspecified
money damages, costs, and attorneys’ fees. We believe that the lawsuits are without merit and intend to vigorously
defend against all claims asserted.

We are also party to various legal proceedings and claims that arise in the ordinary course of business. Among these
pending matters, one case is currently scheduled for trial in the near future. ZeniMax Media Inc. v. Oculus VR Inc., is
scheduled to begin trial in January 2017, in the U.S. District Court for the Northern District of Texas. In the ZeniMax
case, the plaintiff asserts a number of claims against us, including trade secret misappropriation, copyright
infringement, tortious interference with contract, unfair competition, unjust enrichment, trademark infringement, and
false designation. The plaintiff is seeking significant monetary damages and equitable relief, including an injunction.
We believe the claims made by the plaintiff in the ZeniMax case are without merit, and we intend to defend ourselves
vigorously. Because the outcome of litigation is inherently uncertain, we believe it is reasonably possible that we may
incur a loss in connection with this matter. However, we do not believe a material loss is probable and we are unable
to estimate a reasonable range of loss, if any, that could result were there to be an adverse final decision, and we
therefore have not accrued a liability for this matter. If an unfavorable outcome were to occur in this case, it is
possible that the impact could be material to our results in the period(s) in which any such outcome becomes probable
and estimable.
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With respect to our other outstanding legal matters, we believe that the amount or estimable range of reasonably
possible loss will not, either individually or in the aggregate, have a material adverse effect on our business,
consolidated financial position, results of operations, or cash flows. However, the outcome of litigation is inherently
uncertain. Therefore, if one or more of these legal matters were resolved against us for amounts in excess of
management's expectations, our results of operations and financial condition, including in a particular reporting
period, could be materially adversely affected.

For information regarding income tax contingencies, see Note 10 — Income Taxes.
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Note 9. Stockholders' Equity
Reclassification
In April 2016, our board of directors approved the Reclassification by approving amendments to our restated
certificate of incorporation (the New Certificate) that would, among other things, create non-voting Class C capital
stock. The Class C capital stock will have the same rights and powers, rank equally (including as to dividends and
distributions, mergers or similar business combinations, and in connection with any liquidation, dissolution or winding
up of the corporation), share ratably and be identical in all other respects and as to all matters to the shares of Class A
and Class B common stock, except for voting rights and as expressly provided in the New Certificate. The New
Certificate was approved by our stockholders on June 20, 2016. As of September 30, 2016, the New Certificate was
not yet effective.
As part of the Reclassification, we announced that our board of directors intends to issue two shares of the Class C
capital stock as a one-time stock dividend for each share of Class A and Class B common stock outstanding. The
record and payment dates for this dividend will be determined by our board of directors in its discretion and there can
be no assurance as to the timing of such dates. For accounting purposes, we expect this dividend will be treated as a
stock split in the form of a dividend.
Share-based Compensation Plans
We maintain two share-based employee compensation plans: the 2012 Equity Incentive Plan (2012 Plan) and the 2005
Stock Plan (collectively, Stock Plans). Our 2012 Plan serves as the successor to our 2005 Stock Plan and provides for
the issuance of incentive and nonstatutory stock options, restricted stock awards, stock appreciation rights, RSUs,
performance shares, and stock bonuses to qualified employees, directors and consultants. Outstanding awards under
the 2005 Stock Plan continue to be subject to the terms and conditions of the 2005 Stock Plan. Our board of directors
approved the amendment and restatement of our 2012 Plan (the Amended 2012 Plan), which was approved by our
stockholders and adopted by us in June 2016.
We initially reserved 25 million shares of our Class A common stock for issuance under our 2012 Plan. Following the
date of the stock dividend described above, if it is declared and paid, the shares reserved and available for issuance
under our Amended 2012 Plan will be shares of the new Class C Capital Stock, except for shares reserved for awards
outstanding immediately prior to the payment of the dividend. The number of shares reserved for issuance under our
Amended 2012 Plan increases automatically on January 1 of each of the calendar years during the term of the
Amended 2012 Plan, which will continue through and including April 2026 unless terminated earlier by our board of
directors or a committee thereof, by a number of shares of Class C capital stock (and prior to the date of the payment
of the stock dividend described above, Class A common stock) equal to the lesser of (i) 2.5% of the total issued and
outstanding shares of our Class A common stock and Class C capital stock as of the immediately preceding December
31st or (ii) a number of shares determined by our board of directors. Our board of directors elected not to increase the
number of shares reserved for issuance in 2016.
The following table summarizes the activities of stock option awards under the Stock Plans for the nine months ended
September 30, 2016:

Shares Subject to Options Outstanding

Weighted Weighted
Number Average  Aggregate
Average g .
of Exercise Remaining Intrinsic
Shares . Contractual Value)
Price
Term
(in thousands) (in years)  (in millions)
Balance as of December 31, 2015 8,443 $ 7.10
Stock options exercised (2,127) 5.21
Balance as of September 30, 2016 6,316 $ 7.74 3.1 $ 761
Stock options vested and expected to vest as of September 30, 2016 6,315 $ 7.74 3.1 $ 761
Stock options exercisable as of September 30, 2016 4827 $599 29 $ 590

(1) The aggregate intrinsic value is calculated as the difference between the exercise price of the underlying stock
option awards and the official closing price of our Class A common stock of $128.27, as reported on the NASDAQ
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Global Select Market on September 30, 2016.
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The following table summarizes the activities for our unvested RSUs for the nine months ended September 30, 2016:
Unvested RSUs(»
Weighted

Number Average
Grant

of Shares Date Fair

Value
(in
thousands)
Unvested at December 31, 2015 116,409 $ 65.95
Granted 26,264 112.08
Vested (33,820 ) 58.27
Forfeited (4,351 ) 73.91
Unvested at September 30, 2016 104,502 $ 79.69
(I)Unvested shares include inducement awards issued in connection with an acquisition in 2014 and are subject to the
terms, restrictions, and conditions of separate non-plan RSU award agreements.

The fair value as of the respective vesting dates of RSUs that vested during the three and nine months ended
September 30, 2016 was $1.21 billion and $3.84 billion, respectively, and $894 million and $2.38 billion,
respectively, during the three and nine months ended September 30, 2015.
As of September 30, 2016, there was $7.48 billion of unrecognized share-based compensation expense, of which (i)
$7.15 billion was related to RSUs, and (ii) $323 million was related to restricted shares, shares related to our
contingent consideration with performance conditions that were met in the second quarter of 2016 but are still subject
to service condition, and stock options. This unrecognized compensation expense is expected to be recognized over a
weighted-average period of approximately three years.
Note 10. Income Taxes
Our tax provision for interim periods is determined using an estimate of our annual effective tax rate, adjusted for
discrete items arising in that quarter. In each quarter, we update our estimate of the annual effective tax rate, and if our
estimated annual tax rate changes, we make a cumulative adjustment in that quarter. Our quarterly tax provision, and
our quarterly estimate of our annual effective tax rate, are subject to significant volatility due to several factors,
including our ability to accurately predict our income (loss) before provision for income taxes in multiple
jurisdictions, including the portions of our share-based compensation that will not generate tax benefits, and the
effects of acquisitions and the integration of those acquisitions. In addition, our effective tax rate can be more or less
volatile based on the amount of income before provision for income taxes.
Our effective tax rate is lower than the United States statutory rate primarily because of income in jurisdictions with
tax rates lower than that of the United States. We have not provided United States taxes for all foreign earnings
because we intend to indefinitely reinvest a substantial portion of those earnings outside of the United States. Our
effective tax rate in the future will depend on the portion of our profits earned within and outside the United States,
which will also be affected by our methodologies for valuing our intellectual property and intercompany transactions.
We are subject to taxation in the United States and various other state and foreign jurisdictions. The material
jurisdictions in which we are subject to potential examination include the United States and Ireland. We are under
examination by the Internal Revenue Service (IRS) for our 2010 through 2013 tax years. Our 2014 and subsequent
years remain open to examination by the IRS. Our 2011 and subsequent years remain open to examination in Ireland.
In July 2016, we received a Statutory Notice of Deficiency (Notice) from the IRS relating to transfer pricing with our
foreign subsidiaries in conjunction with the examination of the 2010 tax year. While the Notice applies only to the
2010 tax year, the IRS states that it will also apply its position for tax years subsequent to 2010, which, if the IRS
prevails in its position, could result in an additional federal tax liability of an estimated aggregate amount of
approximately $3.0 billion to $5.0 billion, plus interest and any penalties asserted. We do not agree with the position
of the IRS and have filed a petition in the United States Tax Court challenging the Notice. If the IRS prevails in the
assessment of additional tax due based on its position, the assessed tax, interest and penalties, if any, could have a
material adverse impact on our financial position, results of operations or cash flows.
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Our gross unrecognized tax benefits were $3.20 billion and $3.02 billion as of September 30, 2016 and December 31,
2015, respectively. If the gross unrecognized tax benefits as of September 30, 2016 were realized in a subsequent
period, this would result in a tax benefit of $2.53 billion within our provision of income taxes at such time. Our
existing tax positions will continue to generate an increase in unrecognized tax benefits in subsequent periods.
Although the timing of the resolution, settlement, and closure of any audits is highly uncertain, it is reasonably
possible that the balance of gross unrecognized tax benefits could significantly change in the next 12 months. Given
the number of years
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remaining that are subject to examination, we are unable to estimate the full range of possible adjustments to the
balance of gross unrecognized tax benefits, however, we do not anticipate a significant impact to such amount within
the next 12 months.

Note 11. Geographical Information

Revenue by geography is based on the billing address of the marketer or developer. The following tables set forth
revenue and property and equipment, net by geographic area (in millions):

Three Months Ended Nine Months
Ended September

September 30, 30

2016 2015 2016 2015
Revenue:
United States $3,184 $2,166 $8,545 $5,699
Rest of the world (D 3,827 2,335 10,284 6,388
Total revenue $7011 $4501 $18,829 $12,087

(1)No individual country, other than disclosed above, exceeded 10% of our total revenue for any period presented.
September 30, December 31,

2016 2015
Property and equipment, net:
United States $ 6,239 $ 4,498
Rest of the world (D 1,660 1,189
Total property and equipment, net $ 7,899 $ 5,687

As of September 30, 2016, property and equipment, net in Sweden no longer exceeded 10% of our total property
(1)and equipment, net. As of December 31, 2015, such balance was $713 million. Other than disclosed, no individual
country exceeded 10% of our total property and equipment, net for any period presented.
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Item 2. Management's Discussion and Analysis of Financial Condition and Results of Operations

You should read the following discussion of our financial condition and results of operations in conjunction with the
condensed consolidated financial statements and the related notes included elsewhere in this Quarterly Report on
Form 10-Q and with our audited consolidated financial statements included in our Annual Report on Form 10-K for
the year ended December 31, 2015, as filed with the Securities and Exchange Commission. In addition to our
historical condensed consolidated financial information, the following discussion contains forward-looking statements
that reflect our plans, estimates, and beliefs. Our actual results could differ materially from those discussed in the
forward-looking statements. Factors that could cause or contribute to these differences include those discussed below
and elsewhere in this Quarterly Report on Form 10-Q, particularly in Part II, Item 1A, "Risk Factors." For a discussion
of limitations in the measurement of certain of our user metrics, see the section entitled "Limitations of Key Metrics
and Other Data" in this Quarterly Report on Form 10-Q.

Certain revenue information in the section entitled "—Three and Nine Months Ended September 30, 2016 and
2015—Revenue—Foreign Exchange Impact on Revenue" is presented on a constant currency basis. This information is a
non-GAAP financial measure. To calculate revenue on a constant currency basis, we translated revenue for the three
and nine months ended September 30, 2016 using the prior year's monthly exchange rates for our settlement
currencies other than the U.S. dollar. This non-GAAP financial measure is not intended to be considered in isolation
or as a substitute for, or superior to, financial information prepared and presented in accordance with GAAP. This
measure may be different from non-GAAP financial measures used by other companies, limiting its usefulness for
comparison purposes. Moreover, presentation of revenue on a constant currency basis is provided for year-over-year
comparison purposes, and investors should be cautioned that the effect of changing foreign currency exchange rates
has an actual effect on our operating results. We believe this non-GAAP financial measure provides investors with
useful supplemental information about the financial performance of our business, enable comparison of financial
results between periods where certain items may vary independent of business performance, and allows for greater
transparency with respect to key metrics used by management in operating our business.

Executive Overview of Third Quarter Results

Our key user metrics and financial results for the third quarter of 2016 are as follows:

User growth:

Daily active users (DAUs) were 1.18 billion on average for September 2016, an increase of 17% year-over-year.
Mobile DAUs were 1.09 billion on average for September 2016, an increase of 22% year-over-year.

Monthly active users (MAUs) were 1.79 billion as of September 30, 2016, an increase of 16% year-over-year.
Mobile MAUs were 1.66 billion as of September 30, 2016, an increase of 20% year-over-year.

Financial results:

Revenue was $7.01 billion, up 56% year-over-year, and ad revenue was $6.82 billion, up 59% year-over-year.

Total costs and expenses were $3.89 billion.

{ncome from operations was $3.12 billion.

Net income was $2.38 billion with diluted earnings per share of $0.82.

Capital expenditures were $1.10 billion.

Effective tax rate was 25%.

€Cash and cash equivalents and marketable securities were $26.14 billion as of September 30, 2016.

Headcount was 15,724 as of September 30, 2016.

In the third quarter of 2016, we continued to make progress on our three main revenue growth priorities: (i) continuing
to capitalize on the shift to mobile, (ii) growing the number of marketers using our ad products, and (iii) making our
ads more relevant and effective through expanded capabilities of tools for marketers.

We continued to invest, based on our roadmap, in: (i) our most developed ecosystem, the Facebook app and platform,
(ii) driving growth and building ecosystems around our products and features that already have significant user bases,
such as Messenger, Instagram, WhatsApp and video, and (iii) long-term technology initiatives that we believe will
further our mission to connect the world, such as virtual reality and artificial intelligence. We intend to continue to
invest based on this roadmap and we expect these investments and our increasingly global scale will drive significant
overall year-over-year expense growth compared to 2015. In addition, we anticipate our expenses in 2017 will
continue to grow as we invest in priorities such as hiring top engineering talent and our ongoing data center expansion
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efforts.
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Trends in Our User Metrics

The numbers for our key metrics, our DAUs, mobile DAUs, MAUs, mobile MAUs, and average revenue per user
(ARPU), and certain other metrics such as mobile-only DAUs and mobile-only MAUs, do not include Instagram,
WhatsApp, or Oculus users unless they would otherwise qualify as such users, respectively, based on their other
activities on Facebook. In addition, other user engagement metrics do not include Instagram, WhatsApp, or Oculus
unless otherwise specifically stated.

Trends in the number of users affect our revenue and financial results by influencing the number of ads we are able to
show, the value of our ads to marketers, the volume of Payments transactions, as well as our expenses and capital
expenditures.

Daily Active Users (DAUs). We define a daily active user as a registered Facebook user who logged in and visited
Facebook through our website or a mobile device, or used our Messenger application (and is also a registered
Facebook user), on a given day. We view DAUSs, and DAUSs as a percentage of MAUS, as measures of user
engagement.

Note: For purposes of reporting DAUs, MAUs, and ARPU by geographic region, Europe includes all users in Russia
and Turkey and Rest of World includes all users in Africa, Latin America, and the Middle East.
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Worldwide DAUs increased 17% to 1.18 billion on average during September 2016 from 1.01 billion during
September 2015. We experienced growth in DAUSs across major markets, including India, Brazil, and Mexico. Overall
growth in DAUs was driven by increased mobile usage of Facebook, and the number of DAUs accessing Facebook on
personal computers decreased in September 2016, compared to the same period in 2015. We believe that use of
Facebook through personal computers will continue to decline.

Mobile DAUs. We define a mobile DAU as a user who accessed Facebook via a mobile application or via mobile
versions of our website such as m.facebook.com, whether on a mobile phone or tablet, or used our Messenger mobile
application (and is also a registered Facebook user) on a given day. We define a mobile-only DAU as a user who
accessed Facebook solely through mobile applications or mobile versions of our website on a given day, whereas a
mobile DAU may have also accessed Facebook on a personal computer on that day.

Worldwide mobile DAUs increased 22% to 1.09 billion on average during September 2016 from 894 million during
September 2015. In all regions, an increasing number of our DAUs accessed Facebook through mobile devices on
average during September 2016, as compared to the same period during 2015, with users in India, Brazil, and the
United States representing key sources of mobile DAU growth on average during September 2016. On average during
September 2016, there were 945 million mobile-only DAUS, increasing 28% from 738 million mobile-only DAUSs
during the same period in 2015. The remaining mobile DAUs accessed Facebook from both mobile devices and
personal computers. We anticipate that growth in mobile users will continue to be the driver of our user growth for the
foreseeable future.
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Monthly Active Users (MAUs). We define a monthly active user as a registered Facebook user who logged in and
Vvisited Facebook through our website or a mobile device, or used our Messenger application (and is also a registered
Facebook user), in the last 30 days as of the date of measurement. MAUs are a measure of the size of our global
active user community.

As of September 30, 2016, we had 1.79 billion MAUSs, an increase of 16% from September 30, 2015. Users in India,
Indonesia, and Brazil represented key sources of growth in the third quarter of 2016, relative to the same period in
2015. Overall growth in MAUs was driven by increased mobile usage of Facebook, and the number of MAUSs
accessing Facebook on personal computers decreased in September 2016, compared to the same period in 2015. We
believe that use of Facebook through personal computers will continue to decline.
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Mobile MAUs. We define a mobile MAU as a user who accessed Facebook via a mobile application or via mobile
versions of our website such as m.facebook.com, whether on a mobile phone or tablet, or used our Messenger mobile
application (and is also a registered Facebook user) during the period of measurement. We define a mobile-only MAU
as a user who accessed Facebook solely through mobile applications or mobile versions of our website during the
period of measurement, whereas a mobile MAU may have also accessed Facebook on a personal computer during the
period of measurement.

Worldwide mobile MAUs increased 20% to 1.66 billion as of September 30, 2016 from 1.39 billion as of

September 30, 2015. In all regions, an increasing number of our MAUs accessed Facebook through mobile devices in
the third quarter of 2016, as compared to the same period in 2015, with users in India, Indonesia, and Brazil
representing key sources of mobile MAU growth in the third quarter of 2016. There were 1.05 billion mobile-only
MAUESs as of September 30, 2016, increasing 45% from 727 million mobile-only MAUs during the same period in
2015. The remaining 603 million mobile MAUs accessed Facebook from both mobile devices and personal computers
during September 2016. We anticipate that growth in mobile users will continue to be the driver of our user growth for
the foreseeable future.
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Trends in Our Monetization by User Geography

We calculate our revenue by user geography based on our estimate of the geography in which ad impressions are
delivered, virtual and digital goods are purchased, or virtual reality platform devices are shipped. We define ARPU as
our total revenue in a given geography during a given quarter, divided by the average of the number of MAUs in the
geography at the beginning and end of the quarter. While ARPU includes all sources of revenue, the number of MAUSs
used in this calculation only includes users of Facebook and Messenger as described in the definition of MAU above.
The geography of our users affects our revenue and financial results because we currently monetize users in different
geographies at different average rates. Our revenue and ARPU in regions such as United States & Canada and Europe
are relatively higher primarily due to the size and maturity of those online and mobile advertising markets. For
example, ARPU in the third quarter of 2016 in the United States & Canada region was more than eight times higher
than in the Asia-Pacific region.

Note: Our revenue by user geography in the charts above is geographically apportioned based on our estimation of the
geographic location of our users when they perform a revenue-generating activity. This allocation differs from our
revenue by geography disclosure in our condensed consolidated financial statements where revenue is geographically
apportioned based on the location of the marketer or developer. We discovered an error in the algorithm we used to
attribute our revenue by user geography in late 2015. While this issue did not affect our overall worldwide revenue, it
did affect our attribution of revenue to different geographic regions. The fourth quarter of 2015 revenue by user
geography and ARPU amounts for all regions were adjusted to reflect this reclassification.
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During the third quarter of 2016, worldwide ARPU was $4.01, an increase of 35% from the third quarter of 2015.
Over this period, ARPU increased by 49% in United States & Canada, 36% in Europe and Asia-Pacific, and 29% in
Rest of World. In addition, user growth was more rapid in geographies with relatively lower ARPU, such as
Asia-Pacific and Rest of World. We expect that user growth in the future will be primarily concentrated in those
regions where ARPU is relatively lower, such that worldwide ARPU may continue to increase at a slower rate relative
to ARPU in any geographic region, or potentially decrease even if ARPU increases in each geographic region.
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Components of Results of Operations

Revenue

Advertising. We generate substantially all of our revenue from advertising. Our advertising revenue is generated by
displaying ad products on Facebook properties, such as our mobile applications, and third-party affiliated websites or
mobile applications. Marketers pay for ad products either directly or through their relationships with advertising
agencies, based on the number of clicks made by people, the number of actions taken by people, or the number of
impressions delivered. We recognize revenue from the delivery of click-based ads in the period in which a person
clicks on the content, and action-based ads in the period in which a person takes the action the marketer contracted for.
We recognize revenue from the display of impression-based ads in the contracted period in which the impressions are
delivered. Impressions are considered delivered when an ad is displayed to people. The number of ads we show is
subject to methodological changes as we continue to evolve our ads business and the structure of our ads products. We
calculate price per ad as total ad revenue divided by the number of ads delivered, representing the effective price paid
per impression by a marketer regardless of their desired objective such as impression, click, or action. For advertising
revenue arrangements where we are not the primary obligor, we recognize revenue on a net basis.

Payments and other fees. We enable Payments from people to purchase virtual and digital goods from our developers.
People can transact and make payments on the Facebook website by using debit and credit cards, PayPal, mobile
phone payments, gift cards, or other methods. We receive a fee from developers when people make purchases in these
applications using our Payments infrastructure. We recognize revenue net of amounts remitted to our developers. We
have mandated the use of our Payments infrastructure for game applications on Facebook, and fees related to
Payments are generated almost exclusively from games. Our other fees revenue, which has not been significant in
recent periods, consists primarily of revenue from the delivery of virtual reality platform devices and related platform
sales, and our ad serving and measurement products.

Cost of Revenue and Operating Expenses

Cost of revenue. Our cost of revenue consists primarily of expenses associated with the delivery and distribution of
our products. These include expenses related to the operation of our data centers, such as facility and server equipment
depreciation, energy and bandwidth costs, and salaries, benefits, and share-based compensation for employees on our
operations teams. Cost of revenue also includes credit card and other transaction fees related to processing customer
transactions, amortization of intangible assets, costs associated with data partner arrangements, and cost of virtual
reality platform device inventory sold.

Research and development. Research and development expenses consist primarily of share-based compensation,
salaries, and benefits for employees on our engineering and technical teams who are responsible for building new
products as well as improving existing products. We expense all of our research and development costs as they are
incurred.

Marketing and sales. Our marketing and sales expenses consist of salaries, benefits, and share-based compensation for
our employees engaged in sales, sales support, marketing, business development, and customer service functions. Our
marketing and sales expenses also include marketing and promotional expenditures, as well as amortization of
intangible assets.

General and administrative. Our general and administrative expenses consist primarily of salaries, benefits, and
share-based compensation for certain of our executives as well as our legal, finance, human resources, corporate
communications and policy, and other administrative employees. In addition, general and administrative expenses
include professional and legal services. General and administrative expenses also include depreciation of property and
equipment and amortization of intangible assets we have acquired.
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Results of Operations
The following tables set forth our condensed consolidated statements of income data:

Nine Months
Three Months Enﬁ%%ed September

September 30, 30,

2016 2015 2016 2015
(in millions)

Revenue $7,011 $4,501 $18,829 $12,087
Costs and expenses:

Cost of revenue 987 720 2,741 2,043
Research and development 1,539 1,271 4,345 3,502
Marketing and sales 925 706 2,651 1,953
General and administrative 438 345 1,216 924
Total costs and expenses 3,889 3,042 10,953 8,422
Income from operations 3,122 1,459 7,876 3,665

Interest and other income/(expense), net 47 27 ) 125 (28 )
Income before provision for income taxes 3,169 1,432 8,001 3,637

Provision for income taxes 790 536 2,057 1,510
Net income $2,379 $896  $5,944 $2,127
Share-based compensation expense included in costs and expenses:

Three MonthNiadednths

September Ended

30, September 30,

2016 2015 2016 2015
(in millions)

Cost of revenue $30 $21 $80  $59
Research and development 633 598 1,842 1,767
Marketing and sales 94 82 269 236
General and administrative 62 56 180 161

Total share-based compensation expense $819 $757 $2,371 $2,223
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The following tables set forth our condensed consolidated statements of income data (as a percentage of revenue):

Nine Months
Three Months Ended Ended
September 30, September
30,
2016 2015 2016 2015
Revenue 100 % 100 % 100% 100%
Costs and expenses:
Cost of revenue 14 16 15 17
Research and development 22 28 23 29
Marketing and sales 13 16 14 16
General and administrative 6 8 6 8
Total costs and expenses 55 68 58 70
Income from operations 45 32 42 30
Interest and other income/(expense), net 1 a ) 1 —
Income before provision for income taxes 45 32 42 30
Provision for income taxes 11 12 11 12
Net income 34 % 20 % 32 % 18 %
Share-based compensation expense included in costs and expenses (as a percentage of revenue):
Nine
Three Months Ended Months
September 30 Ended
’ September
30,
2016 2015 2016 2015
Cost of revenue — % — %9 —% —%
Research and development 9 13 10 15
Marketing and sales 1 2 1 2
General and administrative 1 1 1 1

Total share-based compensation expense 12 % 17 % 13% 18%
Three and Nine Months Ended September 30, 2016 and 2015

Revenue
Three Months Ended Nine Months
Ended September
September 30,
30,
2016 2015 % 2016 2015 %
change change
(in millions, except for percentages)
Advertising $6,816 $4,299 59 % $18,256 $11,442 60 %
Payments and other fees 195 202 3 Yo 573 645 (11 )%
Total revenue $7,011 $4,501 56 % $18,829 $12,087 56 %

Revenue in the third quarter and the first nine months of 2016 increased $2.51 billion, or 56%, and $6.74 billion, or
56%, respectively, compared to the same periods in 2015. The increases were mostly due to increases in advertising
revenue.

The most important factor driving advertising revenue growth was an increase in revenue from ads on mobile devices.
For the third quarter and the first nine months of 2016, we estimate that mobile advertising revenue represented
approximately 84% and 83%, respectively, of total advertising revenue, as compared with approximately 78% and
76%, respectively in the same periods in 2015. Factors that influenced our mobile advertising revenue growth in the
third quarter and the first nine months of 2016 included (i) an increase in demand for our ad inventory, in part driven
by an increase in the number of marketers actively advertising on Facebook, (ii) an increase in mobile user growth and
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engagement, and (iii) an increase in the number and frequency of ads displayed on mobile devices, as well as the
quality, relevance, and performance of those ads. However, we anticipate increases in the number and frequency of
ads displayed in News Feed will be a less significant driver of our revenue growth in the future.

In addition, during the third quarter and the first nine months of 2016, as compared to the same periods in 2015, the
average price per ad increased by 6% and 7%, respectively, and the number of ads delivered increased by 50% for
both periods. The
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increase in average price per ad was driven by a continued mix shift towards a greater percentage of our ads being
shown in News Feed, while the increase in the ads delivered was driven by the same factors that influenced our
mobile advertising revenue growth.

Payments and other fees revenue in the third quarter and the first nine months of 2016 decreased $7 million, or 3%,
and $72 million, or 11%, respectively, compared to the same periods in 2015. The majority of the decreases in
Payments and other fees revenue were due to decreased Payments revenue from games played on personal computers.
Facebook usage on personal computers has been declining and will continue to decline in the future, resulting in a
continuing decline in our Payments revenue. We anticipate the decline in our Payments revenue will be offset, in part
or in whole, by the revenue from the delivery of virtual reality platform devices and related platform sales.

Foreign Exchange Impact on Revenue

The foreign exchange impact on our revenue and advertising revenue from the third quarter of 2015 compared to the
same period in 2016 was not material.

The general strengthening of the U.S. dollar relative to certain foreign currencies from the first nine months of 2015
compared to the same period in 2016 had an unfavorable impact on our revenue. If we had translated revenue for the
nine months ended September 30, 2016 using the prior year's monthly exchange rates for our settlement currencies
other than the U.S. dollar, our total revenue would have been $19.06 billion, and our advertising revenue would have
been $18.49 billion. Using these constant rates, both revenue and advertising revenue would have been $234 million
higher than actual revenue and advertising revenue for the first nine months of 2016.

Cost of revenue

Three Months Ended Nine Months
Ended September
September 30, 30
2016 2015 % 2016 2015 %
change change
(in millions, except for percentages)
Cost of revenue $987 $720 37 % $2,741 $2,043 34 %
Percentage of revenue 14 % 16 % 15 % 17 %

Cost of revenue in the third quarter and the first nine months of 2016 increased $267 million, or 37%, and $698
million, or 34%, respectively, compared to the same periods in 2015. The increases in both periods were primarily due
to increases in operational expenses related to our data centers and technical infrastructure and, to a lesser extent,
higher costs associated with ads payment processing and various partnership arrangements.

Research and development

Nine Months
Three Months Ended
Ended September
September 30,
30,
2016 2015 % 2016 2015 %
change change

(in millions, except for percentages)
Research and development $1,539  $1,271 21 % $4,345 $3,502 24 %
Percentage of revenue 22 % 28 % 23 % 29 %
Research and development expenses in the third quarter and the first nine months of 2016 increased $268 million, or
21%, and $843 million, or 24%, respectively, compared to the same periods in 2015. The majority of the increases in
both periods were due to increases in payroll and benefits expenses as a result of a 32% increase in employee
headcount from September 30, 2015 to September 30, 2016 in engineering and other technical functions. Additionally,
in the third quarter and the first nine months of 2016, our equipment and related expenses to support our research and
development efforts increased $48 million and $119 million, respectively.
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Marketing and sales

Three Months Ended Nine Months
Ended September
September 30, 20
2016 2015 7 2016 2015 ©
change change

(in millions, except for percentages)
Marketing and sales  $925 $706 31 % $2,651 $1,953 36 %
Percentage of revenue 13 % 16 % 14 % 16 %
Marketing and sales expenses in the third quarter and the first nine months of 2016 increased $219 million, or 31%,
and $698 million, or 36%, respectively, compared to the same periods in 2015. The majority of the increases in both
periods were due to increases in payroll and benefits expenses as a result of a 27% increase in employee headcount
from September 30, 2015 to September 30, 2016 in our marketing and sales functions, and increases in our consulting
and other professional service fees. Additionally, in the third quarter and the first nine months of 2016, our marketing
expenses increased $46 million and $182 million, respectively, compared to the same periods in 2015.
General and administrative

Nine Months
Three Months Ended
Ended September
September 30,
30,
2016 2015 % 2016 2015 %
change change

(in millions, except for percentages)
General and administrative $438  $345 27 % $1216 $924 32 %
Percentage of revenue 6 %8 % 6 % 8 %
General and administrative expenses in the third quarter and the first nine months of 2016 increased $93 million, or
27%, and $292 million, or 32%, respectively, compared to the same periods in 2015. The majority of the increases in
both periods were due to increases in payroll and benefits expenses as a result of a 31% increase in employee
headcount from September 30, 2015 to September 30, 2016 in general and administrative functions, and to a lesser
extent, higher professional services and legal fees.
Interest and other income/(expense), net

Nine
Three Months Ended Months
September Ended
30, September
30,
2016 2015 % 2016 2015 % change
change
(in millions, except for percentages)
Interest income/(expense), net $50 $7 NM $110 $15 NM
Other income/(expense), net B )B4 )91 % 15 @43 )NM

Interest and other income/(expense), net $47 $(27) NM $125 $(28) NM

Interest and other income/(expense), net in the third quarter and the first nine months of 2016 increased $74 million
and $153 million, respectively, compared to the same periods in 2015. Interest income/(expense), net increased in
both periods, primarily due to increases in interest income driven by higher invested cash balances and interest rates.
In addition, other income/(expense), net increased in both periods, mostly due to foreign exchange impact from the
periodic re-measurement of our foreign currency balances.
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Provision for income taxes

Nine Months
Three Months Ended
Ended September
September 30,
30,
2016 2015 % 2016 2015 %
change change

(in millions, except for percentages)
Provision for income taxes $790 $536 47 % $2,057 $1,510 36 %
Effective tax rate 25 % 37 % 26 % 42 %
Our provision for income taxes in the third quarter and the first nine months of 2016 increased $254 million, or 47%,
and $547 million, or 36%, respectively, compared to the same periods in 2015, primarily due to increases in pre-tax
income, partially offset by decreases in the effective tax rate. Our effective tax rate in the third quarter and the first
nine months of 2016 decreased compared to the same periods in 2015, primarily due to increases in pre-tax income in
jurisdictions with tax rates lower than that of the United States. We have not provided for United States taxes for all
foreign earnings because we intend to indefinitely reinvest a substantial portion of those earnings outside of the United
States.
Our effective tax rate differs from the U.S. statutory rate primarily because of the impact of operations in jurisdictions
with tax rates lower than the United States, acquiring intellectual property and integrating it into our business,
non-deductible share-based compensation, and tax research credits. There was no material impact from acquiring
intellectual property and integrating it into our business in the third quarter and the first nine months of 2016. Our
effective tax rate in the future will depend on the portion of our profits earned within and outside the United States,
which will also be affected by our methodologies for valuing our intellectual property and intercompany transactions.
Our future effective tax rate will also be affected by the timing, size, and integration of any acquisitions we make.
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Liquidity and Capital Resources

Our principal sources of liquidity are our cash and cash equivalents, marketable securities, and cash generated from
operations. Cash and cash equivalents and marketable securities consist primarily of cash on deposit with banks,
investments in money market funds, and investments in U.S. government securities, U.S. government agency
securities, and corporate debt securities. Cash and cash equivalents and marketable securities were $26.14 billion as of
September 30, 2016, an increase of $7.71 billion from December 31, 2015, primarily due to $9.76 billion of cash
generated from operations and $1.42 billion in excess tax benefits from share-based award activity, partially offset by
$3.22 billion for purchases of property and equipment and $312 million for principal payments on capital lease and
other financing obligations.

Cash paid for income taxes (net of refunds) was $764 million for the first nine months of 2016. As of September 30,
2016, our federal net operating loss carryforward was $2.60 billion, and we anticipate that none of this amount will be
utilized to offset our federal taxable income in 2016. As of September 30, 2016, we had $441 million of federal tax
credits, of which a substantial portion will be available to offset our federal tax liabilities in 2016.

In May 2016, we terminated our undrawn five-year senior unsecured revolving credit facility that allowed us to
borrow up to $6.5 billion, and entered into a $2.0 billion senior unsecured revolving credit facility (2016 Facility).
Any amounts outstanding under the 2016 Facility will be due and payable on May 20, 2021. As of September 30,
2016, no amounts had been drawn down and we were in compliance with the covenants under the 2016 Facility.

As of September 30, 2016, $3.99 billion of the $26.14 billion in cash and cash equivalents and marketable securities
was held by our foreign subsidiaries. We have provided for residual taxes in jurisdictions where we do not intend to
indefinitely reinvest the earnings of the local subsidiary.

Beginning in January 2017, we intend to fund withholding taxes due on employee equity awards by net share
settlement, rather than our current approach of requiring employees to sell shares of our common stock to cover taxes
upon vesting of such awards. We expect this net share settlement approach will increase our cash outflows and reduce
the number of shares that will be issued in connection with the vesting of our employee equity awards. If we had used
the net share settlement approach in 2016, our cash outflows would have increased by approximately $1.8 billion for
the nine months ended September 30, 2016, and the number of shares of Class A common stock issued in connection
with the vesting of employee equity awards during this period would have decreased by approximately 16 million
shares.

We currently anticipate that our available funds, cash flow from operations, and credit facility will be sufficient to
meet our operational cash needs for the foreseeable future.

Cash Provided by Operating Activities

Cash flow from operating activities during the first nine months of 2016 mostly consisted of net income, adjusted for
certain non-cash items, such as share-based compensation expense of $2.37 billion and total depreciation and
amortization of $1.73 billion. The increase in cash flow from operating activities during the first nine months of 2016,
compared to the same period in 2015, was primarily due to an increase in net income as adjusted for deferred income
taxes, depreciation and amortization, and share-based compensation expense.

Cash Used in Investing Activities

Cash used in investing activities was $9.76 billion for the first nine months of 2016, mostly due to $6.54 billion for net
purchases of marketable securities, and $3.22 billion for capital expenditures as we continued to invest in data centers
and servers, office buildings, and network infrastructure. The increase in cash used in investing activities during the
first nine months of 2016, compared to the same period in 2015, was mostly due to increases in net purchases of
marketable securities and in capital expenditures, partially offset by a decrease in acquisitions of businesses.

We anticipate making capital expenditures in 2016 of approximately $4.5 billion.

Cash Provided by Financing Activities

Cash flow from financing activities during the first nine months of 2016 mostly consisted of excess tax benefit from
share-based award activity and principal payments on capital lease and other financing obligations. The increase in
cash provided by financing activities during the first nine months of 2016, compared to the same period in 2015, was
mostly due an increase in excess tax benefit from share-based award activity, partially offset by higher principal
payments related to our capital lease and other financing obligations.

Table of Contents 120



Edgar Filing: Facebook Inc - Form 10-Q
34

Table of Contents 121



Edgar Filing: Facebook Inc - Form 10-Q

Off-Balance Sheet Arrangements

We did not have any off-balance sheet arrangements as of September 30, 2016.

Contractual Obligations

There were no material changes in our commitments under contractual obligations, as disclosed in our Annual Report
on Form 10-K for the fiscal year ended December 31, 2015.

Contingencies

We are involved in claims, lawsuits, government investigations, and other legal proceedings. We record a provision
for a liability when we believe that it is both probable that a liability has been incurred, and that the amount can be
reasonably estimated. Significant judgment is required to determine both probability and the estimated amount. Such
legal proceedings are inherently unpredictable and subject to significant uncertainties, some of which are beyond our
control. Should any of these estimates and assumptions change or prove to be incorrect, it could have a material
impact on our results of operations, financial position, and cash flows.

See Note 8 — Commitments and Contingencies and Note 10 — Income Taxes in the notes to the condensed consolidated
financial statements included in Part I, Item 1, and "Legal Proceedings" contained in Part I, Item 1 of this Quarterly
Report on Form 10-Q for additional information regarding contingencies.

Recently Issued Accounting Pronouncements

In February 2016, the Financial Accounting Standards Board (FASB) issued Accounting Standards Update No.
2016-02, Leases (Topic 842) (ASU 2016-02), which generally requires companies to recognize operating and
financing lease liabilities and corresponding right-of-use assets on the balance sheet. This guidance will be effective
for us in the first quarter of 2019 on a modified retrospective basis and early adoption is permitted. We are still
evaluating the effect that this guidance will have on our consolidated financial statements and related disclosures.

In March 2016, the FASB issued Accounting Standards Update No. 2016-08, Revenue from Contracts with
Customers (Topic 606): Principal versus Agent Considerations (Reporting Revenue Gross versus Net) (ASU 2016-08)
which clarifies the implementation guidance on principal versus agent considerations. The guidance includes
indicators to assist an entity in determining whether it controls a specified good or service before it is transferred to
the customers. This guidance will be effective for us in the first quarter of 2018, with the option to adopt it in the first
quarter of 2017. We are still evaluating the effect that this guidance will have on our consolidated financial statements
and related disclosures.

In March 2016, the FASB issued Accounting Standards Update No. 2016-09, Compensation-Stock Compensation
(Topic 718): Improvement to Employee Share-based Payment Accounting (ASU 2016-09) to simplify the accounting
for share-based payment transactions, including the income tax consequences, an option to recognize gross
share-based compensation expense with actual forfeitures recognized as they occur, as well as certain classifications
on the statement of cash flows. This guidance will be effective for us in the first quarter of 2017, and early adoption is
permitted. We are still evaluating the effect that this guidance will have on our consolidated financial statements and
related disclosures; however, we anticipate the impact will reduce our effective tax rate.

Critical Accounting Policies and Estimates

Our condensed consolidated financial statements are prepared in accordance with GAAP. The preparation of these
condensed consolidated financial statements requires us to make estimates and assumptions that affect the reported
amounts of assets, liabilities, revenue, costs and expenses, and related disclosures. These estimates form the basis for
judgments we make about the carrying values of our assets and liabilities, which are not readily apparent from other
sources. We base our estimates and judgments on historical experience and on various other assumptions that we
believe are reasonable under the circumstances. On an ongoing basis, we evaluate our estimates and assumptions. Our
actual results may differ from these estimates under different assumptions or conditions.

We believe that the assumptions and estimates associated with revenue recognition for Payments and other fees,
income taxes, share-based compensation, loss contingencies, and business combinations and valuation of goodwill
and other acquired intangible assets have the greatest potential impact on our condensed consolidated financial
statements. Therefore, we consider these to be our critical accounting policies and estimates.

There have been no material changes to our critical accounting policies and estimates as compared to the critical
accounting policies and estimates described in our Annual Report on Form 10-K for the fiscal year ended

December 31, 2015.

Table of Contents 122



Edgar Filing: Facebook Inc - Form 10-Q

35

Table of Contents 123



Edgar Filing: Facebook Inc - Form 10-Q

Item 3. Quantitative and Qualitative Disclosures About Market Risk

We are exposed to market risks, including changes to foreign currency exchange rates, interest rates, and inflation.
Foreign Currency Exchange Risk

We have foreign currency risks related to our revenue and operating expenses denominated in currencies other than
the U.S. dollar, primarily the Euro. In general, we are a net receiver of currencies other than the U.S. dollar.
Accordingly, changes in exchange rates, and in particular a strengthening of the U.S. dollar, have negatively affected
our revenue and other operating results as expressed in U.S. dollars.

We have experienced and will continue to experience fluctuations in our net income as a result of transaction gains or
losses related to revaluing certain current asset and current liability balances that are denominated in currencies other
than the functional currency of the entities in which they are recorded. At this time, we have not entered into, but in
the future we may enter into, derivatives or other financial instruments in an attempt to hedge our foreign currency
exchange risk. It is difficult to predict the effect hedging activities would have on our results of operations. We
recognized a foreign currency loss of $2 million and a foreign currency gain of $14 million in the three and nine
months ended September 30, 2016, respectively, and foreign currency losses of $36 million and $47 million in the
three and nine months ended September 30, 2015, respectively.

Interest Rate Sensitivity

Our exposure to changes in interest rates relates primarily to interest earned and market value on our cash and cash
equivalents and marketable securities.

Our cash and cash equivalents, and marketable securities consist of cash, certificates of deposit, time deposits, money
market funds, U.S. government securities, U.S. government agency securities, and corporate debt securities. Our
investment policy and strategy are focused on preservation of capital and supporting our liquidity requirements.
Changes in U.S. interest rates affect the interest earned on our cash and cash equivalents and marketable securities,
and the market value of those securities. A hypothetical 100 basis point increase in interest rates would have resulted
in a decrease of $367 million and $173 million in the market value of our available-for-sale debt securities as of
September 30, 2016 and December 31, 2015, respectively. Any realized gains or losses resulting from such interest
rate changes would only occur if we sold the investments prior to maturity.
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Item 4. Controls and Procedures

Evaluation of Disclosure Controls and Procedures

Our management, with the participation of our chief executive officer (CEO) and chief financial officer (CFO), has
evaluated the effectiveness of our disclosure controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e)
under the Securities Exchange Act of 1934, as amended (Exchange Act)), as of the end of the period covered by this
Quarterly Report on Form 10-Q. Based on such evaluation, our CEO and CFO have concluded that as of

September 30, 2016, our disclosure controls and procedures are designed at a reasonable assurance level and are
effective to provide reasonable assurance that information we are required to disclose in reports that we file or submit
under the Exchange Act is recorded, processed, summarized, and reported within the time periods specified in the
rules and forms of the Securities and Exchange Commission (SEC), and that such information is accumulated and
communicated to our management, including our CEO and CFO, as appropriate, to allow timely decisions regarding
required disclosure.

Changes in Internal Control

There were no changes in our internal control over financial reporting identified in management's evaluation pursuant
to Rules 13a-15(d) or 15d-15(d) of the Exchange Act during the period covered by this Quarterly Report on Form
10-Q that materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
Limitations on Effectiveness of Controls and Procedures

In designing and evaluating the disclosure controls and procedures and internal control over financial reporting,
management recognizes that any controls and procedures, no matter how well designed and operated, can provide only
reasonable assurance of achieving the desired control objectives. In addition, the design of disclosure controls and
procedures and internal control over financial reporting must reflect the fact that there are resource constraints and that
management is required to apply judgment in evaluating the benefits of possible controls and procedures relative to
their costs.
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PART II—OTHER INFORMATION

Item 1. Legal Proceedings

Beginning on May 22, 2012, multiple putative class actions, derivative actions, and individual actions were filed in
state and federal courts in the United States and in other jurisdictions against us, our directors, and/or certain of our
officers alleging violation of securities laws or breach of fiduciary duties in connection with our initial public offering
(IPO) and seeking unspecified damages. We believe these lawsuits are without merit, and we intend to continue to
vigorously defend them. The vast majority of the cases in the United States, along with multiple cases filed against
The NASDAQ OMX Group, Inc. and The Nasdaq Stock Market LLC (collectively referred to herein as NASDAQ)
alleging technical and other trading-related errors by NASDAQ in connection with our IPO, were ordered centralized
for coordinated or consolidated pre-trial proceedings in the U.S. District Court for the Southern District of New York.
In a series of rulings in 2013 and 2014, the court denied our motion to dismiss the consolidated securities class action
and granted our motions to dismiss the derivative actions against our directors and certain of our officers. On July 24,
2015, the court of appeals affirmed the dismissal of the derivative actions. On December 11, 2015, the court granted
plaintiffs' motion for class certification in the consolidated securities action. In addition, the events surrounding our
IPO became the subject of various state and federal government inquiries. In May 2014, the Securities and Exchange
Commission (SEC) notified us that it had terminated its inquiry and that no enforcement action had been
recommended by the SEC.

On April 27, 2016, we announced a proposal to create a new class of non-voting capital stock (Class C capital stock)
and our intention to declare and pay a dividend of two shares of Class C capital stock for each outstanding share of
Class A and Class B common stock (the Reclassification). Following our announcement of the Reclassification,
beginning on April 29, 2016, multiple purported class action lawsuits were filed on behalf of our stockholders in the
Delaware Court of Chancery against us, certain of our board of directors, and Mark Zuckerberg. The lawsuits have
been consolidated under the caption In re Facebook, Inc. Class C Reclassification Litig., C.A. No. 12286-VCL, and
the consolidated complaint generally alleges that the defendants breached their fiduciary duties in connection with the
Reclassification. Among other remedies, these lawsuits seek to enjoin the Reclassification as well as unspecified
money damages, costs, and attorneys’ fees. We believe that the lawsuits are without merit and intend to vigorously
defend against all claims asserted.

In addition, we are also currently parties to multiple other lawsuits related to our products, including intellectual
property lawsuits as well as class action lawsuits brought by users and marketers. Among these pending matters, one
case is currently scheduled for trial in the near future. ZeniMax Media Inc. v. Oculus VR Inc., is scheduled to begin
trial in January 2017, in the U.S. District Court for the Northern District of Texas. In the ZeniMax case, the plaintiff
asserts a number of claims against us, including trade secret misappropriation, copyright infringement, tortious
interference with contract, unfair competition, unjust enrichment, trademark infringement, and false designation. The
plaintiff is seeking significant monetary damages and equitable relief, including an injunction. We believe the claims
made by the plaintiff in the ZeniMax case are without merit, and we intend to defend ourselves vigorously.

We are also involved in other claims, government and regulatory investigations, and proceedings arising from the
ordinary course of our business, and we may in the future be subject to additional lawsuits and disputes.
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Item 1A. Risk Factors
Certain factors may have a material adverse effect on our business, financial condition, and results of operations. You
should consider carefully the risks and uncertainties described below, in addition to other information contained in this
Quarterly Report on Form 10-Q, including our condensed consolidated financial statements and related notes. The
risks and uncertainties described below are not the only ones we face. Additional risks and uncertainties that we are
unaware of, or that we currently believe are not material, may also become important factors that adversely affect our
business. If any of the following risks actually occurs, our business, financial condition, results of operations, and
future prospects could be materially and adversely affected. In that event, the trading price of our Class A common
stock could decline, and you could lose part or all of your investment.
Risks Related to Our Business and Industry
If we fail to retain existing users or add new users, or if our users decrease their level of engagement with our
products, our revenue, financial results, and business may be significantly harmed.
The size of our user base and our users' level of engagement are critical to our success. Our financial performance has
been and will continue to be significantly determined by our success in adding, retaining, and engaging active users.
We anticipate that our active user growth rate will continue to decline over time as the size of our active user base
increases, and as we achieve higher market penetration rates. If people do not perceive our products to be useful,
reliable, and trustworthy, we may not be able to attract or retain users or otherwise maintain or increase the frequency
and duration of their engagement. A number of other social networking companies that achieved early popularity have
since seen their active user bases or levels of engagement decline, in some cases precipitously. There is no guarantee
that we will not experience a similar erosion of our active user base or engagement levels. Our user engagement
patterns have changed over time, and user engagement can be difficult to measure, particularly as we introduce new
and different products and services. Any number of factors could potentially negatively affect user retention, growth,
and engagement, including if:
asers increasingly engage with other products or services;
we fail to introduce new products or services that users find engaging or if we introduce new products or services that
are not favorably received;
users feel that their experience is diminished as a result of the decisions we make with respect to the frequency,
prominence, format, size, and quality of ads that we display;
users have difficulty installing, updating, or otherwise accessing our products on mobile devices as a result of actions
by us or third parties that we rely on to distribute our products and deliver our services;
user behavior on any of our products changes, including decreases in the quality and frequency of content shared on
our products and services;
we are unable to continue to develop products for mobile devices that users find engaging, that work with a variety of
mobile operating systems and networks, and that achieve a high level of market acceptance;
there are decreases in user sentiment about the quality or usefulness of our products or concerns related to privacy and
sharing, safety, security, or other factors;
we are unable to manage and prioritize information to ensure users are presented with content that is appropriate,
interesting, useful, and relevant to them;
we are unable to obtain or attract engaging third-party content;
users adopt new technologies where our products may be displaced in favor of other products or services, or may not
be featured or otherwise available;
there are adverse changes in our products that are mandated by legislation, regulatory authorities, or litigation,
including settlements or consent decrees;
technical or other problems prevent us from delivering our products in a rapid and reliable manner or otherwise affect
the user experience, such as security breaches or failure to prevent or limit spam or similar content;

we adopt terms, policies, or procedures related to areas such as sharing or user data that are perceived negatively

by our users or the general public;
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we elect to focus our user growth and engagement efforts more on longer-term initiatives, or if initiatives designed to
attract and retain users and engagement are unsuccessful or discontinued, whether as a result of actions by us, third
parties, or otherwise;

we fail to provide adequate customer service to users, marketers, or developers;

we, developers whose products are integrated with our products, or other companies in our industry are the subject of
adverse media reports or other negative publicity; or

our current or future products, such as our development tools and application programming interfaces that enable
developers to build, grow, and monetize mobile and web applications, reduce user activity on our products by making
it easier for our users to interact and share on third-party mobile and web applications.

If we are unable to maintain or increase our user base and user engagement, our revenue and financial results may be
adversely affected. Any decrease in user retention, growth, or engagement could render our products less attractive to
users, marketers, and developers, which is likely to have a material and adverse impact on our revenue, business,
financial condition, and results of operations. If our active user growth rate continues to slow, we will become
increasingly dependent on our ability to maintain or increase levels of user engagement and monetization in order to
drive revenue growth.

We generate substantially all of our revenue from advertising. The loss of marketers, or reduction in spending by
marketers, could seriously harm our business.

Substantially all of our revenue is currently generated from third parties advertising on Facebook and Instagram. For
the first nine months of 2016 and 2015, advertising accounted for 97% and 95%, respectively, of our revenue. As is
common in the industry, our marketers do not have long-term advertising commitments with us. Many of our
marketers spend only a relatively small portion of their overall advertising budget with us. We expect our ability to
grow advertising revenue will continue to be dependent on our ability to generate revenue from ads displayed on
mobile devices. In addition, marketers may view some of our products as experimental and unproven. Marketers will
not continue to do business with us, or they will reduce the prices they are willing to pay to advertise with us or the
budgets they are willing to commit to us, if we do not deliver ads in an effective manner, or if they do not believe that
their investment in advertising with us will generate a competitive return relative to other alternatives.

Our advertising revenue could also be adversely affected by a number of other factors, including:

decreases in user engagement, including time spent on our products;

our inability to continue to increase user access to and engagement with our mobile products;

product changes or inventory management decisions we may make that change the size, format, frequency, or relative
prominence of ads displayed on our products or of other unpaid content shared by marketers on our products;

our inability to maintain or increase marketer demand, the pricing of our ads, or both;

our inability to maintain or increase the quantity or quality of ads shown to users;

changes to third-party policies that limit our ability to deliver or target advertising on mobile devices;

the availability, accuracy, and utility of analytics and measurement solutions offered by us or third parties that
demonstrate the value of our ads to marketers, or our ability to further improve such tools;

loss of advertising market share to our competitors, including if prices for purchasing ads increase or if competitors
offer lower priced or more integrated products;

adverse legal developments relating to advertising, including legislative and regulatory developments and
developments in litigation;

decisions by marketers to reduce their advertising as a result of adverse media reports or other negative publicity
tnvolving us, our advertising metrics, content on our products, developers with mobile and web applications that are
integrated with our products, or other companies in our industry;

the effectiveness of our ad targeting or degree to which users opt out of certain types of ad targeting;

the degree to which users cease or reduce the number of times they click on our ads;
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changes in the way advertising on mobile devices or on personal computers is measured or priced; and

the impact of macroeconomic conditions, whether in the advertising industry in general, or among specific types of
marketers or within particular geographies.

The occurrence of any of these or other factors could result in a reduction in demand for our ads, which may reduce
the prices we receive for our ads, or cause marketers to stop advertising with us altogether, either of which would
negatively affect our revenue and financial results.

Our user growth, engagement, and monetization on mobile devices depend upon effective operation with mobile
operating systems, networks, and standards that we do not control.

There is no guarantee that popular mobile devices will continue to feature Facebook or our other products, or that
mobile device users will continue to use our products rather than competing products. We are dependent on the
interoperability of Facebook and our other products with popular mobile operating systems, networks, and standards
that we do not control, such as the Android and iOS operating systems. Any changes, bugs, or technical issues in such
systems, or changes in our relationships with mobile operating system partners, handset manufacturers, or mobile
carriers, or in their terms of service or policies that degrade our products' functionality, reduce or eliminate our ability
to distribute our products, give preferential treatment to competitive products, limit our ability to deliver, target, or
measure the effectiveness of ads, or charge fees related to the distribution of our products or our delivery of ads could
adversely affect the usage of Facebook or our other products and monetization on mobile devices. Additionally, in
order to deliver high quality mobile products, it is important that our products work well with a range of mobile
technologies, systems, networks, and standards that we do not control, and that we have good relationships with
handset manufacturers and mobile carriers. We may not be successful in maintaining or developing relationships with
key participants in the mobile ecosystem or in developing products that operate effectively with these technologies,
systems, networks, or standards. In the event that it is more difficult for our users to access and use Facebook or our
other products on their mobile devices, or if our users choose not to access or use Facebook or our other products on
their mobile devices or use mobile products that do not offer access to Facebook or our other products, our user
growth and user engagement could be harmed. From time to time, we may also take actions regarding the distribution
of our products or the operation of our business based on what we believe to be in our long-term best interests. Such
actions may adversely affect our users and our relationships with the operators of mobile operating systems, handset
manufacturers, mobile carriers, or other business partners, and there is no assurance that these actions will result in the
anticipated long-term benefits. In the event that our users are adversely affected by these actions or if our relationships
with such third parties deteriorate, our user growth, engagement, and monetization could be adversely affected and our
business could be harmed.

Our business is highly competitive. Competition presents an ongoing threat to the success of our business.

We face significant competition in every aspect of our business, including from companies that provide tools to
facilitate communication and the sharing of information, companies that enable marketers to display advertising and
companies that provide development platforms for applications developers. We compete with companies that offer
products that replicate the full range of capabilities we provide. For example, Google has integrated social
functionality into a number of its products, including search and Android. We also compete with other, largely
regional, social networks that have strong positions in particular countries, and with companies that develop
applications, particularly mobile applications, that provide social or other communications functionality, such as
messaging, photo- and video-sharing, and micro-blogging. In addition, we compete with companies that provide web-
and mobile-based information and entertainment products and services that are designed to engage users and capture
time spent on mobile devices and online. We also face competition from traditional, online, and mobile businesses
that provide media for marketers to reach their audiences and/or develop tools and systems for managing and
optimizing advertising campaigns. We also compete with companies that develop and deliver virtual reality products
and services.

Some of our current and potential competitors may have significantly greater resources or better competitive positions
in certain product segments, geographic regions or user demographics than we do. These factors may allow our
competitors to respond more effectively than us to new or emerging technologies and changes in market conditions.
We believe that some of our users, particularly our younger users, are aware of and actively engaging with other
products and services similar to, or as a substitute for, Facebook products and services, and we believe that some of
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our users have reduced their use of and engagement with Facebook in favor of these other products and services. In
the event that our users increasingly engage with other products and services, we may experience a decline in use and
engagement in key user demographics or more broadly, in which case our business would likely be harmed.

Our competitors may develop products, features, or services that are similar to ours or that achieve greater acceptance,
may undertake more far-reaching and successful product development efforts or marketing campaigns, or may adopt
more aggressive pricing policies. In addition, developers whose mobile and web applications are integrated with
Facebook or our other products may use information shared by our users through our products in order to develop
products or features that compete with us.
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Certain competitors, including Google, could use strong or dominant positions in one or more markets to gain
competitive advantage against us in areas where we operate, including: by integrating competing platforms,
applications, or features into products they control such as mobile device operating systems, search engines, or web
browsers; by making acquisitions; by limiting or denying our access to advertising measurement or delivery systems;
by limiting our ability to deliver, target, or measure the effectiveness of ads; by imposing fees or other charges related
to our delivery of ads; by making access to our products more difficult; or by making it more difficult to communicate
with our users. As a result, our competitors may acquire and engage users or generate advertising or other revenue at
the expense of our own efforts, which may negatively affect our business and financial results. In addition, from time
to time, we may take actions in response to competitive threats, but we cannot assure you that these actions will be
successful or that they will not negatively affect our business and financial results.

We believe that our ability to compete effectively depends upon many factors both within and beyond our control,
including:

the popularity, usefulness, ease of use, performance, and reliability of our products compared to our competitors'
products, particularly with respect to mobile products;

the size and composition of our user base;

the engagement of our users with our products and competing products;

the timing and market acceptance of products, including developments and enhancements to our or our competitors'
products;

our ability to distribute our products to new and existing users;

our ability to monetize our products;

the frequency, size, format, quality, and relative prominence of the ads displayed by us or our competitors;

customer service and support efforts;

marketing and selling efforts, including our ability to measure the effectiveness of our ads and to provide marketers
with a compelling return on their investments;

our ability to establish and maintain developers' interest in building mobile and web applications that integrate with
Facebook and our other products;

our ability to establish and maintain publisher interest in integrating their content with Facebook and our other
products;

changes mandated by legislation, regulatory authorities, or litigation, including settlements and consent decrees, some
of which may have a disproportionate effect on us;

acquisitions or consolidation within our industry, which may result in more formidable competitors;

our ability to attract, retain, and motivate talented employees, particularly software engineers, designers, and product
managers;

our ability to cost-effectively manage and grow our operations; and

our reputation and brand strength relative to those of our competitors.

If we are not able to compete effectively, our user base and level of user engagement may decrease, we may become
less attractive to developers and marketers, and our revenue and results of operations may be materially and adversely
affected.
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Action by governments to restrict access to Facebook or our other products in their countries could substantially harm
our business and financial results.

It is possible that governments of one or more countries may seek to censor content available on Facebook or our
other products in their country, restrict access to our products from their country entirely, or impose other restrictions
that may affect the accessibility of our products in their country for an extended period of time or indefinitely. For
example, access to Facebook has been or is currently restricted in whole or in part in China, Iran, and North Korea. In
addition, government authorities in other countries may seek to restrict access to our products if they consider us to be
in violation of their laws, and certain of our products have been restricted by governments in other countries from time
to time. In the event that content shown on Facebook or our other products is subject to censorship, access to our
products is restricted, in whole or in part, in one or more countries, or other restrictions are imposed on our products,
or our competitors are able to successfully penetrate new geographic markets or capture a greater share of existing
geographic markets that we cannot access or where we face other restrictions, our ability to retain or increase our user
base and user engagement may be adversely affected, we may not be able to maintain or grow our revenue as
anticipated, and our financial results could be adversely affected.

Our new products and changes to existing products could fail to attract or retain users or generate revenue and profits.
Our ability to retain, increase, and engage our user base and to increase our revenue depends heavily on our ability to
continue to evolve our existing products and to create successful new products, both independently and in conjunction
with developers or other third parties. We may introduce significant changes to our existing products or acquire or
introduce new and unproven products, including using technologies with which we have little or no prior development
or operating experience. For example, in March 2016, we shipped our first virtual reality hardware product, the
Oculus Rift. We do not have prior experience with consumer hardware products or virtual reality technology, which
may adversely affect our ability to successfully develop and market the Oculus Rift and related products or
technology, and we will incur increased costs in connection with the development and marketing of such products and
technology. In addition, we have invested significant resources in growing our WhatsApp and Messenger products.
We have historically monetized messaging in only a very limited fashion, and we may not be successful in our efforts
to generate meaningful revenue from messaging over the long term. If these or other new or enhanced products fail to
engage users, marketers, or developers, or if we are unsuccessful in our monetization efforts, we may fail to attract or
retain users or to generate sufficient revenue, operating margin, or other value to justify our investments, and our
business may be adversely affected.

We make product and investment decisions that may not prioritize short-term financial results.

We frequently make product and investment decisions that may not prioritize short-term financial results if we believe
that the decisions are consistent with our mission and benefit the aggregate user experience and will thereby improve
our financial performance over the long term. For example, from time to time we may change the size, frequency, or
relative prominence of ads in order to improve ad quality and overall user experience. Similarly, from time to time we
update our News Feed ranking algorithm to deliver the most relevant content to our users, which may adversely affect
the distribution of content of marketers and developers and could reduce their incentive to invest in their development
and marketing efforts on Facebook. We also may introduce changes to existing products, or introduce new stand-alone
products, that direct users away from properties, formats, or use cases where we have a proven means of monetization.
For example, we have taken action to redirect users who send messages from within the Facebook application to our
stand-alone Messenger application, although we do not monetize the stand-alone Messenger application in any
significant manner. In addition, we plan to continue focusing on growing the user base for WhatsApp and potentially
other stand-alone applications that may have limited or no near-term monetization, and it is possible that these efforts
may reduce engagement with the core Facebook application. We are also investing in new experiences using video,
including Facebook Live, and we may not successfully monetize such experiences. We also may take steps that result
in limiting distribution of mobile products and services in the short term in order to attempt to ensure the availability
of our products and services to users over the long term. These decisions may not produce the long-term benefits that
we expect, in which case our user growth and engagement, our relationships with marketers and developers, and our
business and results of operations could be harmed.
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If we are not able to maintain and enhance our brands, or if events occur that damage our reputation and brands, our
ability to expand our base of users, marketers, and developers may be impaired, and our business and financial results
may be harmed.

We believe that our brands have significantly contributed to the success of our business. We also believe that
maintaining and enhancing our brands is critical to expanding our base of users, marketers, and developers. Many of
our new users are referred by existing users. Maintaining and enhancing our brands will depend largely on our ability
to continue to provide useful, reliable, trustworthy, and innovative products, which we may not do successfully. We
may introduce new products or terms of service or policies that users do not like, which may negatively affect our
brands. Additionally, the actions of our developers or advertisers may affect our brands if users do not have a positive
experience using third-party mobile and web applications integrated with our products or interacting with parties that
advertise through our products. We will also continue to experience media, legislative, or regulatory scrutiny of our
decisions regarding user privacy and other issues, which may adversely affect our reputation and brands. We also may
fail to provide adequate customer service, which could erode confidence in our brands. Our brands may also be
negatively affected by the actions of users that are deemed to be hostile or inappropriate to other users, by the actions
of users acting under false or inauthentic identities, by perceived or actual efforts by governments to obtain access to
user information for security-related purposes, or by the use of our products or services for illicit, objectionable, or
illegal ends. Maintaining and enhancing our brands may require us to make substantial investments and these
investments may not be successful. Certain of our past actions have eroded confidence in our brands, and if we fail to
successfully promote and maintain our brands or if we incur excessive expenses in this effort, our business and
financial results may be adversely affected.

Security breaches and improper access to or disclosure of our data or user data, or other hacking and phishing attacks
on our systems, could harm our reputation and adversely affect our business.

Our industry is prone to cyber-attacks by third parties seeking unauthorized access to our data or users’ data. Any
failure to prevent or mitigate security breaches and improper access to or disclosure of our data or user data could
result in the loss or misuse of such data, which could harm our business and reputation and diminish our competitive
position. In addition, computer malware, viruses, social engineering (predominantly spear phishing attacks), and
general hacking have become more prevalent in our industry, have occurred on our systems in the past, and will occur
on our systems in the future. As a result of our prominence, we believe that we are a particularly attractive target for
such breaches and attacks. Such attacks may cause interruptions to the services we provide, degrade the user
experience, cause users to lose confidence and trust in our products, or result in financial harm to us. Our efforts to
protect our company data or the information we receive may also be unsuccessful due to software bugs or other
technical malfunctions, employee, contractor, or vendor error or malfeasance, government surveillance, or other
threats that evolve. In addition, third parties may attempt to fraudulently induce employees or users to disclose
information in order to gain access to our data or our users' data. Although we have developed systems and processes
that are designed to protect our data and user data, to prevent data loss, and to prevent or detect security breaches, we
cannot assure you that such measures will provide absolute security.

In addition, some of our developers or other partners, such as those that help us measure the effectiveness of ads, may
receive or store information provided by us or by our users through mobile or web applications integrated with
Facebook. We provide limited information to such third parties based on the scope of services provided to us.
However, if these third parties or developers fail to adopt or adhere to adequate data security practices, or in the event
of a breach of their networks, our data or our users' data may be improperly accessed, used, or disclosed.

Affected users or government authorities could initiate legal or regulatory actions against us in connection with any
security breaches or improper disclosure of data, which could cause us to incur significant expense and liability or
result in orders or consent decrees forcing us to modify our business practices. Any of these events could have a
material and adverse effect on our business, reputation, or financial results.

Unfavorable media coverage could negatively affect our business.

We receive a high degree of media coverage around the world. Unfavorable publicity regarding, for example, our
privacy practices, terms of service, product changes, product quality, litigation or regulatory activity, government
surveillance, the actions of our advertisers, the actions of our developers whose products are integrated with our
products, the use of our products or services for illicit, objectionable, or illegal ends, the actions of our users, or the
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actions of other companies that provide similar services to us, could adversely affect our reputation. Such negative
publicity also could have an adverse effect on the size, engagement, and loyalty of our user base and result in
decreased revenue, which could adversely affect our business and financial results.
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Our financial results will fluctuate from quarter to quarter and are difficult to predict.

Our quarterly financial results have fluctuated in the past and will fluctuate in the future. Additionally, we have a
limited operating history with the current scale of our business, which makes it difficult to forecast our future results.
As a result, you should not rely upon our past quarterly financial results as indicators of future performance. You
should take into account the risks and uncertainties frequently encountered by companies in rapidly evolving markets.
Our financial results in any given quarter can be influenced by numerous factors, many of which we are unable to
predict or are outside of our control, including:

our ability to maintain and grow our user base and user engagement;

our ability to attract and retain marketers in a particular period;

fluctuations in spending by our marketers due to seasonality, such as historically strong spending in the fourth quarter
of each year, episodic regional or global events, or other factors;

the frequency, prominence, size, format, and quality of ads shown to users;

the success of technologies designed to block the display of ads;

the pricing of our ads and other products;

the diversification and growth of revenue sources beyond advertising on Facebook and Instagram;

our ability to generate revenue from Payments or the sale of Oculus products and services;

the development and introduction of new products or services by us or our competitors;

increases in marketing, sales, and other operating expenses that we will incur to grow and expand our operations and
to remain competitive;

costs and expenses related to the development and delivery of Oculus products and services;

our ability to maintain gross margins and operating margins;

costs related to acquisitions, including costs associated with amortization and additional investments to develop the
acquired technologies;

charges associated with impairment of any assets on our balance sheet;

our ability to obtain equipment and components for our data centers and other technical infrastructure in a timely and
cost-effective manner;

system failures or outages, which could prevent us from serving ads for any period of time;

breaches of security or privacy, and the costs associated with any such breaches and remediation;

changes in the manner in which we distribute our products or inaccessibility of our products due to third-party actions;
fees paid to third parties for content or the distribution of our products;

share-based compensation expense, including acquisition-related expense;

adverse litigation judgments, settlements, or other litigation-related costs;

changes in the legislative or regulatory environment, including with respect to privacy and data protection, or
enforcement by government regulators, including fines, orders, or consent decrees;

.the overall tax rate for our business, which may be affected by a number of factors, including the financial results of
our international subsidiaries and the timing, size, and integration of acquisitions we may make from time to time;
tax obligations that may arise from changes in laws or resolutions of tax examinations, including the examination we
are currently under by the Internal Revenue Service (IRS), that materially differ from the amounts we have
anticipated;

fluctuations in currency exchange rates and changes in the proportion of our revenue and expenses denominated in
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foreign currencies;

fluctuations in the market values of our portfolio investments and in interest rates;

changes in U.S. generally accepted accounting principles; and

changes in global business or macroeconomic conditions.

We expect our rates of growth to decline in the future.

We expect that our user growth and revenue growth rates will decline over time as the size of our active user base
increases and as we achieve greater market penetration. For example, the growth rate of our revenue declined from
58% from 2013 to 2014, to 44% from 2014 to 2015. We expect our revenue growth rate will generally decline over
time as our revenue increases to higher levels. As our growth rates decline, investors' perceptions of our business may
be adversely affected and the trading price of our Class A common stock could decline.

Our costs are continuing to grow, which could harm our business and profitability.

Operating our business is costly, and we expect our expenses to continue to increase in the future as we broaden our
user base, as users increase the amount of content they consume and the data they share with us, for example with
respect to video, as we develop and implement new products, as we continue to expand our technical infrastructure,
and as we continue to hire additional employees to support our expanding operations. We expect to continue to invest
in our global connectivity efforts, which may not have a clear path to monetization. We may also be subject to
increased costs in order to obtain and attract third-party content or to facilitate the distribution of our products. In
addition, we will incur increased costs in connection with the development and marketing of our Oculus products and
services. Any such investments may not be successful, and any such increases in our costs may adversely affect our
business and profitability.

Our business is subject to complex and evolving U.S. and foreign laws and regulations regarding privacy, data
protection, competition, consumer protection, and other matters. Many of these laws and regulations are subject to
change and uncertain interpretation, and could result in claims, changes to our business practices, monetary penalties,
increased cost of operations, or declines in user growth or engagement, or otherwise harm our business.

We are subject to a variety of laws and regulations in the United States and abroad that involve matters central to our
business, including privacy and data protection, rights of publicity, content, intellectual property, advertising,
marketing, distribution, data security, data retention and deletion, personal information, electronic contracts and other
communications, competition, protection of minors, consumer protection, telecommunications, product liability,
taxation, economic or other trade prohibitions or sanctions, securities law compliance, and online payment services.
The introduction of new products or expansion of our activities in certain jurisdictions may subject us to additional
laws and regulations. In addition, foreign data protection, privacy, competition, and other laws and regulations can be
more restrictive than those in the United States.

These U.S. federal and state and foreign laws and regulations, which in some cases can be enforced by private parties
in addition to government entities, are constantly evolving and can be subject to significant change. As a result, the
application, interpretation, and enforcement of these laws and regulations are often uncertain, particularly in the new
and rapidly evolving industry in which we operate, and may be interpreted and applied inconsistently from country to
country and inconsistently with our current policies and practices. For example, regulatory or legislative actions
affecting the manner in which we display content to our users or obtain consent to various practices could adversely
affect user growth and engagement. Such actions could affect the manner in which we provide our services or
adversely affect our financial results.

We are also subject to laws and regulations that dictate whether, how, and under what circumstances we can transfer,
process and/or receive transnational data that is critical to our operations, including data relating to users, customers,
or partners outside the United States, and those laws and regulations are uncertain and subject to change. For example,
in October 2015, the European Court of Justice invalidated the European Commission's 2000 Safe Harbour Decision
as a legitimate basis on which Facebook could rely for the transfer of data from the European Union to the United
States. The European Union and United States recently agreed to an alternative transfer framework for data transferred
from the European Union to the United States, called the Privacy Shield, but this new framework may be challenged
by national regulators or private parties. In addition, the other bases on which Facebook relies to legitimize the
transfer of data, such as standard Model Contractual Clauses (MCCs), have been subjected to regulatory or judicial
scrutiny. For example, the Irish Data Protection Commissioner is investigating and has challenged the legal grounds
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for transfers of user data to Facebook, Inc.If one or more of the legal bases for transferring data from Europe to the
United States is invalidated, or if Facebook is unable to transfer personal data between and among countries and
regions in which it operates, it could affect the manner in which we provide our services or adversely affect our
financial results.
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Proposed or new legislation and regulations could also significantly affect our business. There currently are a number
of proposals pending before federal, state, and foreign legislative and regulatory bodies. In addition, the European
Commission has approved a new data protection regulation, known as the General Data Protection Regulation
(GDPR), which has been finalized and is due to come into force in or around May 2018. The GDPR will include
operational requirements for companies that receive or process personal data of residents of the European Union that
are different than those currently in place in the European Union, and that will include significant penalties for
non-compliance. Similarly, there are a number of legislative proposals in the United States, at both the federal and
state level, that could impose new obligations in areas affecting our business, such as liability for copyright
infringement by third parties. In addition, some countries are considering or have passed legislation implementing data
protection requirements or requiring local storage and processing of data or similar requirements that could increase
the cost and complexity of delivering our services.

These existing and proposed laws and regulations, as well as any associated inquiries, investigations, or actions, can
be costly to comply with and can delay or impede the development of new products, result in negative publicity,
increase our operating costs, require significant management time and attention, and subject us to remedies that may
harm our business, including fines or demands or orders that we modify or cease existing business practices.

We have been subject to regulatory investigations and settlements, and we expect to continue to be subject to such
proceedings and other inquires in the future, which could cause us to incur substantial costs or require us to change
our business practices in a manner materially adverse to our business.

From time to time, we receive formal and informal inquiries from government authorities and regulators regarding our
compliance with laws and regulations, many of which are evolving and subject to interpretation. We are and expect to
continue to be the subject of investigations, inquiries, actions, and audits in the United States, Europe, and around the
world, particularly in the areas of consumer and data protection and competition, as we continue to grow and expand
our operations. For example, several data protection authorities in the European Union have initiated actions,
investigations, or administrative orders seeking to assert jurisdiction over Facebook, Inc. and our subsidiaries and to
restrict the ways in which we collect and use information, and other data protection authorities may do the same.
Orders issued by, or inquiries or enforcement actions initiated by, government or regulatory authorities could cause us
to incur substantial costs, expose us to unanticipated civil and criminal liability or penalties (including substantial
monetary fines), or require us to change our business practices in a manner materially adverse to our business.

If we are unable to protect our intellectual property, the value of our brands and other intangible assets may be
diminished, and our business may be adversely affected.

We rely and expect to continue to rely on a combination of confidentiality, assignment, and license agreements with
our employees, consultants, and third parties with whom we have relationships, as well as trademark, copyright,
patent, trade secret, and domain name protection laws, to protect our proprietary rights. In the United States and
internationally, we have filed various applications for protection of certain aspects of our intellectual property, and we
currently hold a number of issued patents in multiple jurisdictions and have acquired patents and patent applications
from third parties. In addition, in the future we may acquire additional patents or patent portfolios, which could
require significant cash expenditures. Third parties may knowingly or unknowingly infringe our proprietary rights,
third parties may challenge proprietary rights held by us, and pending and future trademark and patent applications
may not be approved. In addition, effective intellectual property protection may not be available in every country in
which we operate or intend to operate our business. In any or all of these cases, we may be required to expend
significant time and expense in order to prevent infringement or to enforce our rights. Although we have generally
taken measures to protect our proprietary rights, there can be no assurance that others will not offer products or
concepts that are substantially similar to ours and compete with our business. In addition, we regularly contribute
software source code under open source licenses and have made other technology we developed available under other
open licenses, and we include open source software in our products. For example, we have contributed certain
specifications and designs related to our data center equipment to the Open Compute Project Foundation, a non-profit
entity that shares and develops such information with the technology community, under the Open Web Foundation
License. As a result of our open source contributions and the use of open source in our products, we may license or be
required to license or disclose code and/or innovations that turn out to be material to our business and may also be
exposed to increased litigation risk. If the protection of our proprietary rights is inadequate to prevent unauthorized
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use or appropriation by third parties, the value of our brands and other intangible assets may be diminished and
competitors may be able to more effectively mimic our products, services, and methods of operations. Any of these
events could have an adverse effect on our business and financial results.

We are currently, and expect to be in the future, party to patent lawsuits and other intellectual property rights claims
that are expensive and time consuming and, if resolved adversely, could have a significant impact on our business,
financial condition, or results of operations.

Companies in the Internet, technology, and media industries own large numbers of patents, copyrights, trademarks,
and
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trade secrets, and frequently enter into litigation based on allegations of infringement, misappropriation, or other
violations of intellectual property or other rights. In addition, various "non-practicing entities" that own patents and
other intellectual property rights often attempt to aggressively assert their rights in order to extract value from
technology companies. Furthermore, from time to time we may introduce or acquire new products, including in areas
where we historically have not competed, which could increase our exposure to patent and other intellectual property
claims from competitors and non-practicing entities.

From time to time, we receive notice letters from patent holders alleging that certain of our products and services
infringe their patent rights. We presently are involved in a number of intellectual property lawsuits, and as we face
increasing competition and gain an increasingly high profile, we expect the number of patent and other intellectual
property claims against us to grow. Defending patent and other intellectual property litigation is costly and can impose
a significant burden on management and employees, and there can be no assurances that favorable final outcomes will
be obtained in all cases. In addition, plaintiffs may seek, and we may become subject to, preliminary or provisional
rulings in the course of any such litigation, including potential preliminary injunctions requiring us to cease some or
all of our operations. We may decide to settle such lawsuits and disputes on terms that are unfavorable to us.
Similarly, if any litigation to which we are a party is resolved adversely, we may be subject to an unfavorable
judgment that may not be reversed upon appeal. The terms of such a settlement or judgment may require us to cease
some or all of our operations or pay substantial amounts to the other party. In addition, we may have to seek a license
to continue practices found to be in violation of a third party's rights, which may not be available on reasonable terms,
or at all, and may significantly increase our operating costs and expenses. As a result, we may also be required to
develop alternative non-infringing technology or practices or discontinue the practices. The development of
alternative non-infringing technology or practices could require significant effort and expense or may not be feasible.
Our business, financial condition, and results of operations could be adversely affected as a result of an unfavorable
resolution of the disputes and litigation referred to above.

We are involved in numerous class action lawsuits and other litigation matters that are expensive and time consuming,
and, if resolved adversely, could harm our business, financial condition, or results of operations.

In addition to intellectual property claims, we are also involved in numerous other lawsuits, including putative class
action lawsuits, many of which claim statutory damages and/or seek significant changes to our business operations,
and we anticipate that we will continue to be a target for numerous lawsuits in the future. Because of the scale of our
user base, the plaintiffs in class action cases filed against us typically claim enormous monetary damages even if the
alleged per-user harm is small or non-existent. In addition, we may be subject to additional class action lawsuits based
on product performance or other claims related to the use of consumer hardware and software, as well as virtual reality
technology and products, which are new and unproven. Any negative outcome from any such lawsuits could result in
payments of substantial monetary damages or fines, or undesirable changes to our products or business practices, and
accordingly our business, financial condition, or results of operations could be materially and adversely affected.
Although the results of such lawsuits and claims cannot be predicted with certainty, we do not believe that the final
outcome of those matters relating to our products that we currently face will have a material adverse effect on our
business, financial condition, or results of operations. In addition, we are currently the subject of stockholder class
action suits in connection with our IPO and with our intention to create a new class of capital stock (Class C capital
stock) and to declare and pay a dividend of two shares of Class C capital stock for each outstanding share of Class A
and Class B common stock (the Reclassification). We believe these lawsuits are without merit and are vigorously
defending these lawsuits.

There can be no assurances that a favorable final outcome will be obtained in all our cases, and defending any lawsuit
is costly and can impose a significant burden on management and employees. Any litigation to which we are a party
may result in an onerous or unfavorable judgment that may not be reversed upon appeal or in payments of substantial
monetary damages or fines, or we may decide to settle lawsuits on similarly unfavorable terms, which could adversely
affect our business, financial conditions, or results of operations.

We may incur liability as a result of information retrieved from or transmitted over the Internet or published using our
products or as a result of claims related to our products.

We have faced, currently face, and will continue to face claims relating to information that is published or made
available on our products. In particular, the nature of our business exposes us to claims related to defamation,
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intellectual property rights, rights of publicity and privacy, personal injury torts, or local laws regulating hate speech
or other types of content. This risk is enhanced in certain jurisdictions outside the United States where our protection
from liability for third-party actions may be unclear and where we may be less protected under local laws than we are
in the United States. We could incur significant costs investigating and defending such claims and, if we are found
liable, significant damages. We could also face orders restricting or blocking our services in particular geographies as
a result of content hosted on our services. If any of these events occur, our business and financial results could be
adversely affected.

Our CEO has control over key decision making as a result of his control of a majority of the voting power of our
outstanding capital stock.
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Mark Zuckerberg, our founder, Chairman, and CEQ, is able to exercise voting rights with respect to a majority of the
voting power of our outstanding capital stock and therefore has the ability to control the outcome of matters submitted
to our stockholders for approval, including the election of directors and any merger, consolidation, or sale of all or
substantially all of our assets. This concentrated control could delay, defer, or prevent a change of control, merger,
consolidation, or sale of all or substantially all of our assets that our other stockholders support, or conversely this
concentrated control could result in the consummation of such a transaction that our other stockholders do not support.
This concentrated control could also discourage a potential investor from acquiring our Class A common stock, which
has limited voting power relative to the Class B common stock, or if issued, our Class C capital stock, which will
generally have no voting power, and might harm the trading price of our Class A common stock and, if issued, our
Class C capital stock. In addition, Mr. Zuckerberg has the ability to control the management and major strategic
investments of our company as a result of his position as our CEO and his ability to control the election or
replacement of our directors. In the event of his death, the shares of our capital stock that Mr. Zuckerberg owns will be
transferred to the persons or entities that he has designated. As a board member and officer, Mr. Zuckerberg owes a
fiduciary duty to our stockholders and must act in good faith in a manner he reasonably believes to be in the best
interests of our stockholders. As a stockholder, even a controlling stockholder, Mr. Zuckerberg is entitled to vote his
shares, and shares over which he has voting control as governed by a voting agreement, in his own interests, which
may not always be in the interests of our stockholders generally.

Moreover, since our Class C capital stock, if issued, will generally have no voting power, the issuance of the Class C
capital stock, including in connection with future financings, acquisitions, or the issuance of future equity awards,
could have the effect of prolonging the duration of Mr. Zuckerberg's ability to exercise voting rights with respect to a
majority of the voting power of our outstanding capital stock and therefore his ability to control the outcome of
matters submitted to our stockholders for approval, including the election of directors, and any merger, consolidation,
or sale of all or substantially all of our assets. We believe that Mr. Zuckerberg's continued control of a majority of the
voting power of our outstanding capital stock is beneficial to us and is in the best interests of our stockholders. In the
event that Mr. Zuckerberg no longer controls a majority of the voting power, whether as a result of the disposition of
some or all his shares of Class A or Class B common stock or otherwise, our business or the trading price of our Class
A common stock and, if issued, our Class C capital stock may be adversely affected.

We plan to continue to make acquisitions, which could harm our financial condition or results of operations and may
adversely affect the price of our common stock.

As part of our business strategy, we have made and intend to continue to make acquisitions to add specialized
employees and complementary companies, products, or technologies. We may not be able to find suitable acquisition
candidates, and we may not be able to complete acquisitions on favorable terms, if at all. In some cases, the costs of
such acquisitions may be substantial. For example, in 2014 we paid approximately $4.6 billion in cash and issued 178
million shares of our Class A common stock in connection with our acquisition of WhatsApp, and we paid
approximately $400 million in cash and issued 23 million shares of our Class B common stock in connection with our
acquisition of Oculus. We also issued a substantial number of RSUs to help retain the employees of these companies.
There is no assurance that we will receive a favorable return on investment for these or other acquisitions.

We may pay substantial amounts of cash or incur debt to pay for acquisitions, which could adversely affect our
liquidity. The incurrence of indebtedness would also result in increased fixed obligations, increased interest expense,
and could also include covenants or other restrictions that would impede our ability to manage our operations. We
may also issue equity securities to pay for acquisitions and we regularly grant RSUs to retain the employees of
acquired companies, which could increase our expenses, adversely affect our financial results, and result in dilution to
our stockholders. In addition, any acquisitions we announce could be viewed negatively by users, marketers,
developers, or investors, which may adversely affect our business or the price of our Class A common stock.

In the future, we may use shares of Class C capital stock as consideration in connection with acquisitions. However,
we may not be able to issue shares of Class C capital stock because companies that we are interested in acquiring may
not agree to accept shares that carry no voting rights, or for other reasons. If the Class C capital stock trades at a
discount to the Class A common stock, companies that we seek to acquire may also demand more shares of Class C
capital stock in exchange for accepting such stock as consideration. In such instances, we may need to pay cash, issue
shares of our Class A or Class B common stock as consideration, or issue a relatively greater number of shares of
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Class C capital stock to consummate the acquisitions.
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We may also discover liabilities or deficiencies associated with the companies or assets we acquire that were not
identified in advance, which may result in significant unanticipated costs. The effectiveness of our due diligence
review and our ability to evaluate the results of such due diligence are dependent upon the accuracy and completeness
of statements and disclosures made or actions taken by the companies we acquire or their representatives, as well as
the limited amount of time in which acquisitions are executed. In addition, we may fail to accurately forecast the
financial impact of an acquisition transaction, including tax and accounting charges. Acquisitions may also result in
our recording of significant additional expenses to our results of operations and recording of substantial finite-lived
intangible assets on our balance sheet upon closing. Any of these factors may adversely affect our financial condition
or results of operations.

We may not be able to successfully integrate our acquisitions, and we may incur significant costs to integrate and
support the companies we acquire.

The integration of acquisitions requires significant time and resources, and we may not manage these processes
successfully. Our ability to successfully integrate complex acquisitions is unproven, particularly with respect to
companies that have significant operations or that develop products where we do not have prior experience. For
example, Oculus and WhatsApp are larger and more complex than companies we have historically acquired. In
particular, Oculus builds technology and products that are new to Facebook and with which we did not have
significant experience or structure in place to support prior to the acquisition. We are making substantial investments
of resources to support these acquisitions, which will result in significant ongoing operating expenses and may divert
resources and management attention from other areas of our business. We cannot assure you that these investments
will be successful. If we fail to successfully integrate the companies we acquire, we may not realize the benefits
expected from the transaction and our business may be harmed.

If our goodwill or finite-lived intangible assets become impaired, we may be required to record a significant charge to
earnings.

We review our finite-lived intangible assets for impairment when events or changes in circumstances indicate the
carrying value may not be recoverable, such as a decline in stock price and market capitalization. We test goodwill for
impairment at least annually. If such goodwill or finite-lived intangible assets are deemed to be impaired, an
impairment loss equal to the amount by which the carrying amount exceeds the fair value of the assets would be
recognized. We may be required to record a significant charge in our financial statements during the period in which
any impairment of our goodwill or finite-lived intangible assets is determined, which would negatively affect our
results of operations.

Our business is dependent on our ability to maintain and scale our technical infrastructure, and any significant
disruption in our service could damage our reputation, result in a potential loss of users and engagement, and
adversely affect our financial results.

Our reputation and ability to attract, retain, and serve our users is dependent upon the reliable performance of our
products and our underlying technical infrastructure. Our systems may not be adequately designed with the necessary
reliability and redundancy to avoid performance delays or outages that could be harmful to our business. If our
products are unavailable when users attempt to access them, or if they do not load as quickly as expected, users may
not use our products as often in the future, or at all, and our ability to serve ads may be disrupted. As our user base and
engagement continue to grow, and the amount and types of information shared on Facebook and our other products
continue to grow and evolve, such as increased engagement with video, we will need an increasing amount of
technical infrastructure, including network capacity and computing power, to continue to satisfy the needs of our
users. It is possible that we may fail to continue to effectively scale and grow our technical infrastructure to
accommodate these increased demands. In addition, our business may be subject to interruptions, delays, or failures
resulting from earthquakes, adverse weather conditions, other natural disasters, power loss, terrorism, cyber-attacks, or
other catastrophic events. If such an event were to occur, users may be subject to service disruptions or outages and
we may not be able to recover our technical infrastructure and user data in a timely manner to restart or provide our
services, which may adversely affect our financial results.

A substantial portion of our network infrastructure is provided by third parties. Any disruption or failure in the
services we receive from these providers, including as a result of cyber-attacks, could harm our ability to handle
existing or increased traffic and could significantly harm our business. Any financial or other difficulties these
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providers face may adversely affect our business, and we exercise little control over these providers, which increases
our vulnerability to problems with the services they provide.

We could experience unforeseen difficulties in building and operating key portions of our technical infrastructure.
We have designed and built our own data centers and key portions of our technical infrastructure through which we
serve our products, and we plan to continue to significantly expand the size of our infrastructure primarily through
data centers and other projects. The infrastructure expansion we are undertaking is complex, and unanticipated delays
in the completion of these projects or availability of components may lead to increased project costs, operational
inefficiencies, or interruptions in the delivery or degradation of the quality of our products. In addition, there may be
issues related to this infrastructure that are not identified
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during the testing phases of design and implementation, which may only become evident after we have started to fully
utilize the underlying equipment, that could further degrade the user experience or increase our costs.

Our products and internal systems rely on software that is highly technical, and if it contains undetected errors or
vulnerabilities, our business could be adversely affected.

Our products and internal systems rely on software, including software developed or maintained internally and/or by
third parties, that is highly technical and complex. In addition, our products and internal systems depend on the ability
of such software to store, retrieve, process, and manage immense amounts of data. The software on which we rely has
contained, and will in the future contain, undetected errors, bugs, or vulnerabilities. Some errors may only be
discovered after the code has been released for external or internal use. Errors, vulnerabilities, or other design defects
within the software on which we rely may result in a negative experience for users and marketers who use our
products, delay product introductions or enhancements, result in targeting, measurement, or billing errors,
compromise our ability to protect the data of our users and/or our intellectual property or lead to reductions in our
ability to provide some or all of our services. In addition, any errors, bugs, vulnerabilities, or defects discovered in the
software on which we rely, and any associated degradations or interruptions of service, could result in damage to our
reputation, loss of users, loss of revenue, or liability for damages, any of which could adversely affect our business
and financial results.

Technologies have been developed that can block the display of our ads, which could adversely affect our financial
results.

Technologies have been developed, and will likely continue to be developed, that can block the display of our ads,
particularly advertising displayed on personal computers. We generate substantially all of our revenue from
advertising, including revenue resulting from the display of ads on personal computers. Revenue generated from the
display of ads on personal computers has been impacted by these technologies from time to time. As a result, these
technologies have had an adverse effect on our financial results and, if such technologies continue to proliferate, in
particular with respect to mobile platforms, our future financial results may be harmed.

Real or perceived inaccuracies in our user and other metrics may harm our reputation and negatively affect our
business.

The numbers for our key metrics, which include our DAUSs, mobile DAUs, MAUs, mobile MAUs, and average
revenue per user (ARPU), as well as certain other metrics such as mobile-only DAUs and mobile-only MAUs, are
calculated using internal company data based on the activity of user accounts. While these numbers are based on what
we believe to be reasonable estimates of our user base for the applicable period of measurement, there are inherent
challenges in measuring usage of our products across large online and mobile populations around the world. For
example, there may be individuals who maintain one or more Facebook accounts in violation of our terms of service.
We estimate, for example, that "duplicate” accounts (an account that a user maintains in addition to his or her
principal account) may have represented less than 5% of our worldwide MAUs in 2015. We also seek to identify
"false" accounts, which we divide into two categories: (1) user-misclassified accounts, where users have created
personal profiles for a business, organization, or non-human entity such as a pet (such entities are permitted on
Facebook using a Page rather than a personal profile under our terms of service); and (2) undesirable accounts, which
represent user profiles that we determine are intended to be used for purposes that violate our terms of service, such as
spamming. In 2015, for example, we estimate that such user-misclassified and undesirable accounts may have
represented less than 2% our worldwide MAUs. We believe the percentage of accounts that are duplicate or false is
meaningfully lower in developed markets such as the United States or United Kingdom and higher in developing
markets such as India and Turkey. However, these estimates are based on an internal review of a limited sample of
accounts and we apply significant judgment in making this determination, such as identifying names that appear to be
fake or other behavior that appears inauthentic to the reviewers. As such, our estimation of duplicate or false accounts
may not accurately represent the actual number of such accounts. We are continually seeking to improve our ability to
identify duplicate or false accounts and estimate the total number of such accounts, and such estimates may change
due to improvements or changes in our methodology.

Our data limitations may affect our understanding of certain details of our business. For example, while user-provided
data indicates a decline in usage among younger users, this age data is unreliable because a disproportionate number
of our younger users register with an inaccurate age. Accordingly, our understanding of usage by age group may not
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be complete.

Some of our metrics have also been affected by applications on certain mobile devices that automatically contact our
servers for regular updates with no user action involved, and this activity can cause our system to count the user
associated with such a device as an active user on the day such contact occurs. The impact of this automatic activity
on our metrics varied by geography because mobile usage varies in different regions of the world. In addition, our data
regarding the geographic location of our users is estimated based on a number of factors, such as the user's IP address
and self-disclosed location. These factors may not always accurately reflect the user's actual location. For example, a
mobile-only user may appear to be accessing Facebook from the location of the proxy server that the user connects to
rather than from the user's actual location. The methodologies used to measure user metrics may also be susceptible to
algorithm or other technical errors. Our estimates for revenue by user location and revenue by
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user device are also affected by these factors. For example, we discovered an error in the algorithm we used to
attribute our revenue by user geography in late 2015. While this issue did not affect our overall worldwide revenue, it
did affect our attribution of revenue to different geographic regions. The fourth quarter of 2015 revenue by user
geography and ARPU amounts were adjusted to reflect this reclassification. We regularly review our processes for
calculating these metrics, and from time to time we may discover inaccuracies in our metrics or make adjustments to
improve their accuracy, including adjustments that may result in the recalculation of our historical metrics. We believe
that any such inaccuracies or adjustments are immaterial unless otherwise stated. In addition, our DAU and MAU
estimates will differ from estimates published by third parties due to differences in methodology. For example, some
third parties are not able to accurately measure mobile users or do not count mobile users for certain user groups or at
all in their analyses.

In addition, from time to time we provide, or rely on, certain other metrics, including those relating to the reach and
effectiveness of our ads. All of our metrics are subject to software bugs, inconsistencies in our systems, and human
error. If marketers, developers, or investors do not perceive our metrics to be accurate, or if we discover material
inaccuracies in our metrics, we may be subject to liability, our reputation may be harmed, and marketers and
developers may be less willing to allocate their budgets or resources to Facebook, which could negatively affect our
business and financial results.

We cannot assure you that we will effectively manage our growth.

Our employee headcount and the scope and complexity of our business have increased significantly, with the number
of employees increasing to 15,724 as of September 30, 2016 from 11,996 as of September 30, 2015, and we expect
headcount growth to continue for the foreseeable future. The growth and expansion of our business and products
create significant challenges for our management, operational, and financial resources, including managing multiple
relations with users, marketers, developers, and other third parties. In the event of continued growth of our operations
or in the number of our third-party relationships, our information technology systems or our internal controls and
procedures may not be adequate to support our operations. In addition, some members of our management do not have
significant experience managing a large global business operation, so our management may not be able to manage
such growth effectively. To effectively manage our growth, we must continue to improve our operational, financial,
and management processes and systems and to effectively expand, train, and manage our employee base. As our
organization continues to grow, and we are required to implement more complex organizational management
structures, we may find it increasingly difficult to maintain the benefits of our corporate culture, including our ability
to quickly develop and launch new and innovative products. This could negatively affect our business performance.
The loss of one or more of our key personnel, or our failure to attract and retain other highly qualified personnel in the
future, could harm our business.

We currently depend on the continued services and performance of our key personnel, including Mark Zuckerberg and
Sheryl K. Sandberg. Although we have entered into employment agreements with Mr. Zuckerberg and Ms. Sandberg,
the agreements have no specific duration and constitute at-will employment. In addition, many of our key
technologies and systems are custom-made for our business by our personnel. The loss of key personnel, including
members of management as well as key engineering, product development, marketing, and sales personnel, could
disrupt our operations and have an adverse effect on our business.

As we continue to grow, we cannot guarantee we will continue to attract the personnel we need to maintain our
competitive position. In particular, we intend to continue to hire a significant number of technical personnel in the
foreseeable future, and we expect to continue to face significant competition from other companies in hiring such
personnel, particularly in the San Francisco Bay Area, where our headquarters are located and where the cost of living
is high. As we continue to mature, the incentives to attract, retain, and motivate employees provided by our equity
awards or by future arrangements may not be as effective as in the past, and if we issue significant equity to attract
additional employees, the ownership of our existing stockholders may be further diluted. Our ability to attract, retain,
and motivate employees may also be adversely affected by stock price volatility. Additionally, we have a number of
current employees whose equity ownership in our company has provided them a substantial amount of personal
wealth, which could affect their decisions about whether or not to continue to work for us. As a result of these factors,
it may be difficult for us to continue to retain and motivate our employees. If we do not succeed in attracting, hiring,
and integrating excellent personnel, or retaining and motivating existing personnel, we may be unable to grow
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effectively.
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We may not be able to continue to successfully grow usage of and engagement with mobile and web applications that
integrate with Facebook and our other products.

We have made and are continuing to make investments to enable developers to build, grow, and monetize mobile and
web applications that integrate with Facebook and our other products. Such existing and prospective developers may
not be successful in building, growing, or monetizing mobile and/or web applications that create and maintain user
engagement. Additionally, developers may choose to build on other platforms, including mobile platforms controlled
by third parties, rather than building products that integrate with Facebook and our other products. We are
continuously seeking to balance the distribution objectives of our developers with our desire to provide an optimal
user experience, and we may not be successful in achieving a balance that continues to attract and retain such
developers. For example, from time to time, we have taken actions to reduce the volume of communications from
these developers to users on Facebook and our other products with the objective of enhancing the user experience, and
such actions have reduced distribution from, user engagement with, and our monetization opportunities from, mobile
and web applications integrated with our products. In some instances, these actions, as well as other actions to enforce
our policies applicable to developers, have adversely affected our relationships with such developers. If we are not
successful in our efforts to continue to grow the number of developers that choose to build products that integrate with
Facebook and our other products or if we are unable to continue to build and maintain good relations with such
developers, our user growth and user engagement and our financial results may be adversely affected.

We currently generate substantially all of our Payments revenue from developers that use Facebook on personal
computers, and we expect that our Payments revenue will continue to decline in the future as usage of Facebook on
personal computers continues to decline.

We currently generate substantially all of our Payments revenue from developers that use Facebook on personal
computers. Specifically, applications built by developers of social games are currently responsible for substantially all
of our revenue derived from Payments, and the majority of the revenue from these applications has historically been
generated by a limited number of the most popular games. We have experienced and expect to see the continued
decline in usage of Facebook on personal computers for the foreseeable future, which we expect will result in a
continuing decline in Payments revenue. In addition, a relatively small percentage of our users have transacted with
Facebook Payments. If the Facebook-integrated applications fail to grow or maintain their users and engagement,
whether as a result of the continued decline in the usage of Facebook on personal computers or otherwise, if
developers do not continue to introduce new applications that attract users and create engagement on Facebook, or if
Facebook-integrated applications outside of social games do not gain popularity and generate significant revenue for
us, our financial performance could be adversely affected.

Payment transactions may subject us to additional regulatory requirements and other risks that could be costly and
difficult to comply with or that could harm our business.

Our users can purchase virtual and digital goods from developers that offer applications using our Payments
infrastructure on the Facebook website. In addition, certain of our users can use our Payments infrastructure, including
on Messenger, for other activities, such as sending money to other users and making donations to certain charitable
organizations. We are subject to a variety of laws and regulations in the United States, Europe, and elsewhere,
including those governing anti-money laundering and counter-terrorist financing, money transmission, gift cards and
other prepaid access instruments, electronic funds transfer, charitable fundraising, and import and export

restrictions. Depending on how our Payments product evolves, we may also be subject to other laws and regulations
including those governing gambling, banking, and lending. In some jurisdictions, the application or interpretation of
these laws and regulations is not clear. To increase flexibility in how our use of Payments may evolve and to mitigate
regulatory uncertainty, we have received certain money transmitter licenses in the United States and an Electronic
Money (E-Money) license that allows us to conduct certain regulated payment activities in the participating member
countries of the European Economic Area, which will generally require us to demonstrate compliance with many
domestic and foreign laws in these areas. Our efforts to comply with these laws and regulations could be costly and
result in diversion of management time and effort and may still not guarantee compliance. In the event that we are
found to be in violation of any such legal or regulatory requirements, we may be subject to monetary fines or other
penalties such as a cease and desist order, or we may be required to make product changes, any of which could have
an adverse effect on our business and financial results.
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In addition, we may be subject to a variety of additional risks as a result of Payments transactions, including:
increased costs and diversion of management time and effort and other resources to deal with bad transactions or
customer disputes;

potential fraudulent or otherwise illegal activity by users, developers, employees, or third parties;

restrictions on the investment of consumer funds used to transact Payments; and
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additional disclosure and reporting requirements.

We have significant international operations and plan to continue expanding our operations abroad where we have
limited operating experience, and this may subject us to increased business and economic risks that could affect our
financial results.

We have significant international operations and plan to continue the international expansion of our business
operations and the translation of our products. We currently make Facebook available in more than 100 different
languages, and we have offices or data centers in more than 30 different countries. We may enter new international
markets where we have limited or no experience in marketing, selling, and deploying our products. Our products are
generally available globally through the web and on mobile, but some or all of our products or functionality may not
be available in certain markets due to legal and regulatory complexities. For example, Facebook is not generally
available in China. We also outsource certain operational functions to third-party vendors globally. If we fail to
deploy, manage, or oversee our international operations successfully, our business may suffer. In addition, we are
subject to a variety of risks inherent in doing business internationally, including:

political, social, or economic instability;

risks related to the legal and regulatory environment in foreign jurisdictions, including with respect to privacy, tax,
law enforcement, content, trade compliance, intellectual property, and terrestrial infrastructure matters;

potential damage to our brand and reputation due to compliance with local laws, including potential censorship or
requirements to provide user information to local authorities;

fluctuations in currency exchange rates and compliance with currency controls;

foreign exchange controls and tax regulations that might prevent us from repatriating cash earned in countries outside
the United States or otherwise limit our ability to move cash freely, and impede our ability to invest such cash
efficiently;

higher levels of credit risk and payment fraud;

enhanced difficulties of integrating any foreign acquisitions;

burdens of complying with a variety of foreign laws;

reduced protection for intellectual property rights in some countries;

difficulties in staffing, managing, and overseeing global operations and the increased travel, infrastructure, and legal
compliance costs associated with multiple international locations;

compliance with the U.S. Foreign Corrupt Practices Act, the U.K. Bribery Act, and similar laws in other jurisdictions;
and

compliance with statutory equity requirements and management of tax consequences.

If we are unable to expand internationally and manage the complexity of our global operations successfully, our
financial results could be adversely affected.

We face design, manufacturing, and supply chain risks that, if not properly managed, could adversely impact our
financial results.

We face a number of risks related to design, manufacturing, and supply chain management with respect to our Oculus
products. For example, the Oculus products we sell may have quality issues resulting from the design or manufacture
of the products, or from the software used in the products. Sometimes, these issues may be caused by components we
purchase from other manufacturers or suppliers. If the quality of our Oculus products does not meet our customers'
expectations or such products are found to be defective, then our financial results could be adversely affected.

We rely on third parties to manufacture our Oculus products. We may experience supply shortages or other supply
chain disruptions in the future that could negatively impact our operations. We could be negatively affected if we are
not able to engage third parties with the necessary capabilities or capacity on reasonable terms, or if those we engage
with fail to meet their obligations (whether due to financial difficulties or other reasons), or make adverse changes in
the pricing or other material terms of such arrangements with them.
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We also require the suppliers and business partners of our Oculus products to comply with laws and certain company
policies regarding sourcing practices, but we do not control them or their practices. If any of them violates laws or
implements practices regarded as unethical or corrupt, we could experience supply chain disruptions, canceled orders,
or damage to our reputation.

In addition, the Securities and Exchange Commission’s conflict minerals rule requires disclosure by public companies
of information relating to the origin, source and chain of custody of specified minerals, known as conflict minerals,
that are necessary to the functionality or production of products manufactured or contracted to be manufactured. We
may incur significant costs associated with complying with the rule, such as costs related to the determination of the
origin, source and chain of custody of the minerals used in Oculus products, the adoption of conflict minerals-related
governance policies, processes and controls, and possible changes to products or sources of supply as a result of such
activities.

We may face inventory risk with respect to our Oculus products.

We may be exposed to inventory risks with respect to our Oculus products as a result of rapid changes in product
cycles and pricing, unsafe or defective merchandise, changes in consumer demand and consumer spending patterns,
changes in consumer tastes with respect to Oculus products, and other factors. We endeavor to accurately predict these
trends and avoid overstocking or understocking products Oculus may sell. Demand for products, however, can change
significantly between the time inventory or components are ordered and the date of sale. In addition, when we begin
selling or manufacturing a new Oculus product, it may be difficult to establish vendor relationships, determine
appropriate product or component selection, and accurately forecast demand. The acquisition of certain types of
inventory or components may require significant lead-time and prepayment and they may not be returnable. Any one
of these factors may adversely affect our operating results.

We may require additional capital to support our business growth, and this capital may not be available on acceptable
terms, if at all.

We may require additional capital to support our business growth or to respond to business opportunities, challenges
or unforeseen circumstances. Our ability to obtain additional capital, if and when required, will depend on our
business plans, investor demand, our operating performance, the condition of the capital markets, and other factors. If
we raise additional funds through the issuance of equity, equity-linked or debt securities, those securities may have
rights, preferences, or privileges senior to the rights of our Class A common stock, and our existing stockholders may
experience dilution. If we are unable to obtain additional capital when required, or are unable to obtain additional
capital on satisfactory terms, our ability to continue to support our business growth or to respond to business
opportunities, challenges, or unforeseen circumstances could be adversely affected, and our business may be harmed.
We may have exposure to greater than anticipated tax liabilities.

Our income tax obligations are based in part on our corporate operating structure and intercompany arrangements,
including the manner in which we operate our business, develop, value, manage, protect, and use our intellectual
property and the valuations of our intercompany transactions. The tax laws applicable to our business, including the
laws of the United States and other jurisdictions, are subject to interpretation and certain jurisdictions are aggressively
interpreting their laws in new ways in an effort to raise additional tax revenue from companies such as Facebook. The
taxing authorities of the jurisdictions in which we operate may challenge our methodologies for valuing developed
technology or intercompany arrangements, which could increase our worldwide effective tax rate and harm our
financial position and results of operations. For example, the IRS recently issued us a formal assessment relating to
transfer pricing with our foreign subsidiaries in conjunction with the examination of the 2010 tax year, and although
we disagree with the IRS's position and are contesting this issue, the ultimate resolution is uncertain and, if resolved in
a manner unfavorable to us, may adversely affect our financial results. We are subject to regular review and audit by
U.S. federal and state and foreign tax authorities. Tax authorities may disagree with certain positions we have taken
and any adverse outcome of such a review or audit could have a negative effect on our financial position and results of
operations. In addition, the determination of our worldwide provision for income taxes and other tax liabilities
requires significant judgment by management, and there are many transactions where the ultimate tax determination is
uncertain. Our provision for income taxes is also determined by the manner in which we operate our business, and any
changes to such operations or laws applicable to such operations may affect our effective tax rate. Although we
believe that our provision for income taxes is reasonable, the ultimate tax outcome may differ from the amounts
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recorded in our financial statements and may materially affect our financial results in the period or periods for which
such determination is made. In addition, our future income taxes could be adversely affected by earnings being lower
than anticipated in jurisdictions that have lower statutory tax rates and higher than anticipated in jurisdictions that
have higher statutory tax rates, by changes in the valuation of our deferred tax assets and liabilities, or by changes in
tax laws, regulations, or accounting principles. For example, we have previously incurred losses in certain
international subsidiaries that resulted in an effective tax rate that is significantly higher than the statutory tax rate in
the United States and this could continue to happen in the future.
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Changes in tax laws or tax rulings could materially affect our financial position and results of operations.

The tax regimes we are subject to or operate under are unsettled and may be subject to significant change. Changes in
tax laws or tax rulings, or changes in interpretations of existing laws, could materially affect our financial position and
results of operations. Many countries in Europe, as well as a number of other countries and organizations, have
recently proposed or recommended changes to existing tax laws or have enacted new laws that could significantly
increase our tax obligations in many countries where we do business or require us to change the manner in which we
operate our business. The Organization for Economic Cooperation and Development has been working on a Base
Erosion and Profit Sharing Project, and has issued in 2015, and is expected to continue to issue, guidelines and
proposals that may change various aspects of the existing framework under which our tax obligations are determined
in many of the countries in which we do business. The European Commission has conducted investigations in
multiple countries focusing on whether local country tax rulings or tax legislation provides preferential tax treatment
that violates European Union state aid rules and concluded that certain countries, including Ireland, have provided
illegal state aid in certain cases. These investigations may result in changes to the tax treatment of our foreign
operations. In addition, the current U.S. administration and key members of Congress have made public statements
indicating that tax reform is a priority. Certain changes to U.S. tax laws, including limitations on the ability to defer
U.S. taxation on earnings outside of the United States until those earnings are repatriated to the United States, could
affect the tax treatment of our foreign earnings. Due to the large and expanding scale of our international business
activities, many of these types of changes to the taxation of our activities could increase our worldwide effective tax
rate and harm our financial position and results of operations.

Risks Related to Ownership of Our Class A Common Stock

The trading price of our Class A common stock has been and will likely continue to be volatile, and if the creation and
dividend of Class C capital stock is effected, the trading price of that class will likely be volatile and may impact the
trading price for the Class A common stock.

The trading price of our Class A common stock has been, and is likely to continue to be, volatile. Since shares of our
Class A common stock were sold in our IPO in May 2012 at a price of $38.00 per share, our stock price has ranged
from $17.55 to $131.98 through September 30, 2016. In addition to the factors discussed in this Quarterly Report on
Form 10-Q, the trading price of our Class A common stock may fluctuate significantly in response to numerous
factors, many of which are beyond our control, including:

actual or anticipated fluctuations in our revenue and other operating results;

the financial projections we may provide to the public, any changes in these projections or our failure to meet these
projections;

actions of securities analysts who initiate or maintain coverage of us, changes in financial estimates by any securities
analysts who follow our company, or our failure to meet these estimates or the expectations of investors;

additional shares of our stock being sold into the market by us, our existing stockholders, or in connection with
acquisitions, including shares sold by our employees to cover tax liabilities in connection with RSU vesting events, or
the anticipation of such sales;

tnvestor sentiment with respect to our competitors, our business partners, and our industry in general;
announcements by us or our competitors of significant products or features, technical innovations, acquisitions,
strategic partnerships, joint ventures, or capital commitments;

announcements by us or estimates by third parties of actual or anticipated changes in the size of our user base, the
level of user engagement, or the effectiveness of our ad products;

changes in operating performance and stock market valuations of technology companies in our industry, including our
developers and competitors;

price and volume fluctuations in the overall stock market, including as a result of trends in the economy as a whole;
the inclusion, exclusion, or deletion of our stock from any trading indices, such as the S&P 500 Index;

media coverage of our business and financial performance;

{awsuits threatened or filed against us;

developments in anticipated or new legislation and pending lawsuits or regulatory actions, including interim or final
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rulings by tax, judicial, or regulatory bodies; and

other events or factors, including those resulting from war or incidents of terrorism, or responses to these events.

In addition, we recently announced a proposal to create a new class of non-voting capital stock, known as Class C
capital stock, and to distribute two shares of Class C capital stock as a dividend to the holders of our Class A and
Class B common stock. While this proposal has been approved by our stockholders, the record and payment dates for
this dividend will be determined by our board of directors in its discretion and there can be no assurance as to the
timing of such dates. Once the dividend is distributed, we expect that the market price for the shares of our Class A
common stock will generally reflect the effect of a three-for-one stock split. The pending Reclassification is currently
subject to class action lawsuits that were filed on behalf of our stockholders.

If issued, we plan to list the Class C capital stock on the NASDAQ Stock Market LLC. The trading price for the Class
C capital stock may be volatile and affected by the factors noted with respect to our Class A common stock above.
The trading price of the Class C capital stock may also be affected by the difference in voting rights compared to our
Class A and Class B common shares, the liquidity of the market for Class C capital stock, and investor demand for
Class C capital stock, including that of institutional investors that may be unwilling, unable, or choose not to hold
non-voting shares of our capital stock.

In addition, the stock markets have experienced extreme price and volume fluctuations that have affected and continue
to affect the market prices of equity securities of many technology companies. Stock prices of many technology
companies have fluctuated in a manner unrelated or disproportionate to the operating performance of those companies.
We are currently subject to securities litigation in connection with our [IPO. We may experience more such litigation
following future periods of volatility. Any securities litigation could subject us to substantial costs, divert resources
and the attention of management from our business, and adversely affect our business.

We do not intend to pay cash dividends for the foreseeable future.

We have never declared or paid cash dividends on our capital stock. We currently intend to retain any future earnings
to finance the operation and expansion of our business, and we do not expect to declare or pay any cash dividends in
the foreseeable future. As a result, you may only receive a return on your investment in our Class A common stock
and, if issued, our Class C capital stock if the trading price of your shares increases.

The dual class structure of our common stock and a voting agreement between certain stockholders have the effect of
concentrating voting control with our CEO and certain other holders of our Class B common stock; this will limit or
preclude your ability to influence corporate matters.

Our Class B common stock has ten votes per share, and our Class A common stock has one vote per share, and we
intend to create Class C capital stock that generally has no voting rights. Stockholders who hold shares of Class B
common stock, including certain of our executive officers, employees, and directors and their affiliates, together hold
a substantial majority of the voting power of our outstanding capital stock. Because of the ten-to-one voting ratio
between our Class B and Class A common stock, the holders of our Class B common stock collectively control a
majority of the combined voting power of our common stock and therefore are able to control all matters submitted to
our stockholders for approval so long as the shares of Class B common stock represent at least 9.1% of all outstanding
shares of our Class A and Class B common stock. This concentrated control will limit or preclude your ability to
influence corporate matters for the foreseeable future.

Transfers by holders of Class B common stock will generally result in those shares converting to Class A common
stock, subject to limited exceptions, such as certain transfers effected for estate planning or charitable purposes. The
conversion of Class B common stock to Class A common stock will have the effect, over time, of increasing the
relative voting power of those holders of Class B common stock who retain their shares in the long term. If, for
example, Mr. Zuckerberg retains a significant portion of his holdings of Class B common stock for an extended period
of time, he could, in the future, continue to control a majority of the combined voting power of our outstanding capital
stock.
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Our status as a "controlled company" could make our Class A common stock less attractive to some investors or
otherwise harm our stock price.
Because we qualify as a "controlled company" under the corporate governance rules for NASDAQ-listed companies,
we are not required to have a majority of our board of directors be independent, nor are we required to have a
compensation committee or an independent nominating function. In connection with the pending Reclassification, we
intend to amend our corporate governance guidelines to provide that we will not avail ourselves of the "controlled
company" exemption with respect to the independence of the members of our compensation & governance committee.
However, we do not have a separate and independent nominating function and will continue to have the full board of
directors be directly responsible for nominating members of our board. In addition, in the future we could elect not to
have a majority of our board of directors be independent or not to have a compensation committee. Accordingly,
should the interests of our controlling stockholder differ from those of other stockholders, the other stockholders may
not have the same protections afforded to stockholders of companies that are subject to all of the corporate governance
rules for NASDAQ-listed companies. Our status as a controlled company could make our Class A common stock and,
if issued, our Class C capital stock less attractive to some investors or otherwise harm our stock price.
Delaware law and provisions in our restated certificate of incorporation and bylaws could make a merger, tender offer,
or proxy contest difficult, thereby depressing the trading price of our Class A common stock.
Our status as a Delaware corporation and the anti-takeover provisions of the Delaware General Corporation Law may
discourage, delay, or prevent a change in control by prohibiting us from engaging in a business combination with an
interested stockholder for a period of three years after the person becomes an interested stockholder, even if a change
of control would be beneficial to our existing stockholders. In addition, our current restated certificate of incorporation
and bylaws contain provisions that may make the acquisition of our company more difficult, including the following:
until the first date on which the outstanding shares of our Class B common stock represent less than 35% of the
combined voting power of our common stock, any transaction that would result in a change in control of our company
requires the approval of a majority of our outstanding Class B common stock voting as a separate class;

we currently have a dual class common stock structure, which provides Mr. Zuckerberg with the ability to
. control the outcome of matters requiring stockholder approval, even if he owns significantly less than a

majority of the shares of our outstanding Class A and Class B common stock;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting
power of common stock, certain amendments to our restated certificate of incorporation or bylaws will require the
approval of two-thirds of the combined vote of our then-outstanding shares of Class A and Class B common stock;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting
power of our common stock, vacancies on our board of directors will be able to be filled only by our board of
directors and not by stockholders;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting
power of our common stock, our board of directors will be classified into three classes of directors with staggered
three-year terms and directors will only be able to be removed from office for cause;
when the outstanding shares of our Class B common stock represent less than a majority of the combined voting
power of our common stock, our stockholders will only be able to take action at a meeting of stockholders and not by
written consent;
9nly our chairman, our chief executive officer, our president, or a majority of our board of directors are authorized to
call a special meeting of stockholders;

advance notice procedures apply for stockholders to nominate candidates for election as directors or to bring
matters before an annual meeting of stockholders;

our restated certificate of incorporation authorizes undesignated preferred stock, the terms of which may be
established, and shares of which may be issued, without stockholder approval; and
certain litigation against us can only be brought in Delaware.
We intend to amend and restate our restated certificate of incorporation to create, as further described above, a new
class of non-voting capital stock which may prolong Mr. Zuckerberg’s ability to control the outcome of matters
submitted to our
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stockholders for approval, including the election of directors and any merger, consolidation, or sale of all or
substantially all of our assets.
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds.
a) Sales of Unregistered Securities

None.

c) Issuer Purchases of Equity Securities

None.
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Item 6. Exhibits

Exhibit

Number

31.1

31.2

32.1#

32.24

101.INS

101.SCH

101.CAL

101.DEF

101.LAB

101.PRE

Exhibit Description

Certification of Mark Zuckerberg, Chief Executive Officer,
pursuant to Rule 13a-14(a)/15d-14(a), as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.

Certification of David M. Wehner, Chief Financial Officer,
pursuant to Rule 13a-14(a)/15d-14(a), as adopted pursuant
to Section 302 of the Sarbanes-Oxley Act of 2002.
Certification of Mark Zuckerberg, Chief Executive Officer,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.
Certification of David M. Wehner, Chief Financial Officer,
pursuant to 18 U.S.C. Section 1350, as adopted pursuant to
Section 906 of the Sarbanes-Oxley Act of 2002.

XBRL Instance Document.

XBRL Taxonomy Extension Schema Document.

XBRL Taxonomy Extension Calculation Linkbase
Document.

XBRL Taxonomy Extension Definition Linkbase
Document.

XBRL Taxonomy Extension Labels Linkbase Document.

XBRL Taxonomy Extension Presentation Linkbase
Document.

Incorporated by Reference

Form

File
No.

Exhibit Filing Date

Filed
Herewith

# This certification is deemed not filed for purposes of Section 18 of the Securities Exchange Act of 1934, as amended
(Exchange Act), or otherwise subject to the liability of that section, nor shall it be deemed incorporated by reference
into any filing under the Securities Act of 1933, as amended (Securities Act), or the Exchange Act.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this Quarterly
Report on Form 10-Q to be signed on its behalf by the undersigned, thereunto duly authorized, in the City of Menlo
Park, State of California, on this 3rd day of November 2016.

FACEBOOK, INC.

Date: November 3, 2016 /s/ DAVID M. WEHNER
David M. Wehner
Chief Financial Officer
(Principal Financial Officer)

Date: November 3, 2016 /s/ JAS ATHWAL
Jas Athwal

Chief Accounting Officer
(Principal Accounting Officer)
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