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Facebook hits new low as IPO lock-up ends
(Update 3)

August 17 2012, by BARBARA ORTUTAY

In this May 21, 2012 file photo, television correspondent Sabrina Quagliozzi
reports from inside the Nasdaq MarketSite in New York's Times Square.
Facebook's stock plunged to a new low Thursday, Aug. 16, 2012, after the
expiration of a ban that had prevented some early investors and insiders from
dumping millions of additional shares they own in the social-networking leader.
Firms ranging from Accel Partners to Goldman Sachs, Zynga CEO Mark Pincus
and Facebook board members James Breyer, Peter Thiel and Reid Hoffman
were among those free to sell stock they own, after the lifting of a ban known as
a lock-up period. If many of them took advantage of that, Facebook's stock
could decline because the market would be flooded with nearly two-thirds more

shares. (AP Photo/Richard Drew)
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(AP) — Facebook's stock plunged to a new low Thursday as some of the
social networking leader's early backers got their first chance to sell their
shares since the company's initial public offering went awry.

Analysts interpreted the unusually high trading volume as a clear sign
that at least a few of the insiders were seizing on a fresh selling
opportunity. That is stirring a debate over whether they're simply locking
in long-awaited gains on investments made many years ago or bailing out
of a company that has lost its luster.

A breakdown on just how many major Facebook Inc. shareholders sold
their stock probably won't be available until next week at the earliest.
Securities regulations give them at least three business days before they
have to disclose such transactions.

The information is important "because if you are an investor who has
been sitting on the sidelines waiting for a good time to buy the stock, you
might decide to stay on the sidelines for a little longer after seeing which
insiders decided to sell their stock," CapStone Investments analyst Rory
Maher said.

All told, investors who owned a combined 271 million Facebook shares
could have sold their holdings Thursday with the expiration of a ban
known as a lock-up period. The restrictions were imposed on a group of
venture capitalists, companies and Silicon Valley cognoscente who
invested in Facebook during its formative years and sold some of their
holdings three months ago when the company went public at $38.

The highly anticipated IPO had valued the company at $104 billion,
similar to those of Amazon.com Inc. and PepsiCo Inc.

The shares have plunged by nearly 50 percent since then amid concerns
about whether Facebook is destined to become a passing fancy and
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worries about whether it will be able to sell more advertising on mobile
devices as users gravitate there.

Facebook' stock traded as low as $19.69 before bouncing back slightly.
The shares closed Thursday at $19.87, down $1.33, or more than 6
percent. The previous low during the day was $19.82 and the previous
low for a close was $20.04, both reached Aug. 2

More than 156 million shares were traded, more than five times the
stock's average volume over the past month. Trading in the overall
market was lighter than usual.

The Facebook investors eligible to sell their shares Thursday included
venture capital firms Accel Partners and Greylock Partners; investment
banker Goldman Sachs Group; software maker Microsoft Corp.; Zynga
Inc. CEO Marc Pincus; LinkedIn Corp. Chairman Reid Hoffman; and
former PayPal CEO Peter Thiel.

If there was mass selling within this group, Facebook's stock could
decline further because the market would be flooded with nearly two-
thirds more shares.

Given that most of these investors put their money into Facebook five to
eight years ago, they probably were eager to sell, said Sam Hamadeh, the
CEO of PrivCo, a research firm that follows privately held companies.

"A lot of people have been waiting," he said. "Facebook was expected to
go public a long time ago."

Despite the sharp drop in Facebook's market value during the past three

months, the early investors can still reap huge windfalls by selling at the
current price.
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For instance, Thiel invested $500,000 in Facebook in 2004, the year
CEO Mark Zuckerberg began the site in a Harvard dorm room.

After selling 16.8 million shares for $640 million at the time of the
initial public offering in May, Thiel still owned nearly 28 million shares
worth about $560 million at Thursday's trading prices.

Accel Partners invested $12.7 million in Facebook in 2005. The firm
sold nearly 58 million shares for $2.2 billion as part of Facebook's IPO
and still owned nearly 144 million shares worth about $2.9 billion.

It wasn't known how many of those shares could have been sold
Thursday, and whether any of them were.

Because those investors had put up little compared with the shares' value
today, "you can understand why they would want to take some of their
money off the table now," Maher said. "But at the same time, you have
to wonder if they're thinking that Facebook isn't much of a bargain
anymore."

Hamadeh believes the venture capitalists who invested in Facebook
realize it's a "fool's game" to wait for a better price on the stock.

On the flip side, other key investors seem unlikely to sell additional
shares right away. Microsoft, which invested $240 million in Facebook
in 2007, relies on Facebook's social network to help bring more traffic to
its Bing search engine, making it less likely that it would risk
antagonizing Facebook executives by bailing out. The software company
also doesn't need the money, as it is already is sitting on $63 billion in
cash.

A Microsoft spokesman declined to comment Thursday.
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The selling shackles will come off of an additional 1.66 billion locked-
up Facebook shares during the next nine months to place more potential
pressure on the stock. One of the biggest tests will come in November
when about 1.2 billion insider shares will be eligible for sale.

The freed-up shares will include those owned by Zuckerberg, the
Facebook CEO and founder who sold 30 million shares for $1.1 billion
in the May IPO to cover his taxes.

Other Internet companies that have gone public in the past year have
been hit hard by the expiration of their lock-up periods.

On Tuesday, shares of online reviews service Angie's List suffered their
biggest one-day drop so far and closed at a new low following the
expiration of a similar ban. The price dropped, even though there was no
word on whether any of the major investors had dumped their shares.

LinkedIn, which runs a professional networking version of Facebook,
also took a big hit when restrictions on insider selling lifted last
November. Its shares sank to their trading low of $55.98 after the lock-
up period expired, but have since rebounded strongly. The shares closed
at $103.99 Thursday, more than twice its IPO price of $45.

It appears some investors believe Facebook's stock price is nearing its
low point, at least until the next lock-up periods end this fall.

Short sellers, a type of investor that bets certain stocks will fall, had been
intensifying their focus on Facebook since the company's July 26 report
of disappointing revenue growth during the second quarter. To wager
against a company, short sellers must borrow the stock of other investors
and then make money by paying back the shares at a lower price.

The amount of borrowed Facebook shares had spiked from about 70
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million before Facebook's second-quarter earnings report to about 92
million at the end of Thursday's trading, said Tim Smith, senior vice
president of SunGard Astecs Analytics, which tracks short-selling
activity.

But sentiments started to shift Thursday as the volume of shares being
returned to the lenders outstripped the number being borrowed, Smith
said. The cost to borrow Facebook shares also has been declining, a sign
that short-selling demand is waning.

"Facebook's stock might be finally bumping along its bottom," Smith
said.

Considering the heavy trading volume, Facebook's stock would have
fallen more dramatically if buyers hadn't stepped in, said Louise
Yamada, a technical analyst who runs her own research firm.

She suspects Facebook insiders are being careful not to flood the market
with stock. "They're smart enough to know if they sell at the same time,
the stock would fall," Yamada said.

It has been a rough run for Facebook. After one of the most-anticipated
IPOs in history, Facebook had perhaps the most-botched stock market
debut as glitches marred its first day of trading. Things have gotten
progressively worse as Facebook's market value has plunged by about
$49 billion.

The downfall stems from doubts about Facebook's ability to fend off
intensifying competition from Internet search leader Google Inc. while
trying to develop a plan for increasing the amount of revenue that it
brings in from a worldwide audience of 955 million users.

The uncertainty means Facebook's stock is likely to be volatile until the
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end of the year when the majority of the lockups expire. Hamadeh views
the end of those selling constraints as a "dark cloud on the horizon."

"There is no way around it. It'll be painful," he said. "But hopefully once
that selling pressure is gone, it will find its floor and could be a basis for
a more stable stock through 2013."

Copyright 2012 The Associated Press. All rights reserved. This material
may not be published, broadcast, rewritten or redistributed.

Citation: Facebook hits new low as IPO lock-up ends (Update 3) (2012, August 17) retrieved 29
May 2024 from https://phys.org/news/2012-08-facebook.html

This document is subject to copyright. Apart from any fair dealing for the purpose of private
study or research, no part may be reproduced without the written permission. The content is
provided for information purposes only.

17


https://phys.org/news/2012-08-facebook.html
http://www.tcpdf.org

