
AppLovin (NASDAQ: APP)



• Ad Exchange: online marketplace where publishers 

make ad inventory available while brands/ad agencies 

bid on and purchase it

• Demand-Side Platform (DSP): aggregates ad inventory 

from several exchanges in one place, allowing for greater 

efficiency for marketers

• Sell-Side Platform (SSP): allows publishers to sell ad 

inventory across different exchanges

• Data Management Platform: allows brands to store 

relevant data in one place to use whenever they run an ad 

campaign

Business Price Summary

Leadership

• Adam Foroughi (CEO, Co-Founder)

• Herald Chen (President, CFO)

• Andrew Karam (VP of New Initiatives, Co-Founder)

The company is currently founder-led and much of the shares are owned by the 

leadership, hence enabling them to align shareholder and management 

incentives

Company Overview
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APP Stock Chart (down 90.38% from its high in Nov ‘21)



Customer Base

• APP develops and owns 350 free-to-play (F2P) 
mobile games across 19 studios and 5 genres

• 200 million monthly active users (MAU)

• 3 million monthly active in-app payers

• #1 in downloads for all mobile game developers 

in 2021

• Generates revenue through in-app purchases 
and advertising to users on these platforms

Revenue Breakdown

Company Overview (Cont.)
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43%

38%

19%

Sales

Software In-App Purchases Advertising



Products

• Ad Exchange: online marketplace where publishers make 
ad inventory available while brands/ad agencies bid on 

and purchase it

• Demand-Side Platform (DSP): aggregates ad inventory 
from several exchanges in one place, allowing for greater 

efficiency for marketers

• Sell-Side Platform (SSP): allows publishers to sell ad 
inventory across different exchanges

• Data Management Platform: allows brands to store 

relevant data in one place to use whenever they run an ad 
campaign

Main Players

to deliver strategic digital advertising campaigns

Industry Overview
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Reliance on First Party Data

Expanding Popularity of  

Immersive Ads

Shift from Console to Mobile 

Gaming Spending

• Increasingly relevant following the announcement of  Apple’s App 

Tracking Transparency (ATT) rule in early ‘21

• Forecasts of  digital video consumption surpassing TV viewing time by 20261

• Introduction of  shoppable video ads, livestream ads, and mobile game ads foster real-

time connection

• Smartphone games currently account for 45% of  global video gaming revenue

• With smartphone penetration is continuing its steady growth, mobile games revenue is 

expected to surpass $100bn by 20232

Industry Trends
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1. Statista, “Average daily time spent with video content among adults in the United States from 2019 to 2026, by device”

2. Statista, “Mobile gaming market in the United States - Statistics & Facts”



Investment Thesis



Quality Data Advantage

Unique Application Ecosystem

Market Overreaction

Margin Expansion

• APP collects data from its >200mn mobile game users that feeds quality first-party data to its 

recommendation algorithms

• APP’s software stack is uniquely integrated at scale, thus providing a competitive advantage against 

competitors

• Market overreaction to macroeconomic and industry headwinds do not reflect APP’s intrinsic 

values

• Software revenue (65% margins) will be a majority of total revenue in the future instead of apps 

revenue (14% margins)

Investment Thesis Summary
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APP is trading at 2.2x EV/Revenue and 5.9x EV/EBITDA while competitors are trading at 3.4x and 13.9x median respectively, indicating the market currently 

views it as an inferior player in the space. We believe that as a leader in the industry with multiple growth runways, the company is significantly undervalued 

compared to its competitors’ valuations as well as based on APP’s own potential future cash flows.



Thesis Point 1: Competitive 
Advantage of  Data



• APP collects data from user behavior directly from their 300+ mobile games and >200mn users

• APP’s DSP (MAX) and SSP (AppDiscovery) have also scaled significantly, increasing the number of  data points

• All these sources are directly related to APP’s advertising as their recommendation algorithms are built 
and trained on this data

• In particular, APP’s data is related to mobile games. They can build their models off  this quality data, 
creating a “content fortress”

• Quality data is so sought after that DSPs like Google, Snapchat, and LinkedIn purchase this data from 
APP

Niche and Quality Data
APP has an advantage due to its niche data and product offering compared to larger competitors
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• First-Party Data: Collected by companies through a direct relationship with consumers

• For example, when someone plays a mobile game, APP is able to collect data on their play style, risk tolerance, and 

in-app purchases

• Machine learning models are built off  the amount and quality of  data3

• More data means lower variation in estimates

• Higher-quality data is used to build more predictive inputs into the model, hence improving the machine model’s 
efficacy

• Low-quality data, even in large sums, leads to poor predictive models

• Better recommendation models means better ad conversion rates, leading to customer satisfaction, higher NRR for 

APP, and improved cash flow

Advantaged Machine Learning Models
APP has been able to build recommendation algorithms of  significantly higher quality than competitors

3. NeuroComputing: How important is data quality? Best classifiers vs best features 10



• Apple’s introduction of  ATT furthered this competitive discrepancy through limitations of  
third-party data

• Third-party Data: Comes from sources not directly related to app or website usage

• For example, the cookies that Google uses to track someone across multiple websites

• In 2021, Apple introduced a new policy (ATT) which limited the collection/access of  third-
party data by asking individuals for their consent on being tracked

• 62% of  users refuse to allow third-party data

• This hurt advertisers as they could no longer rely on third-party data to optimize recommendation 
algorithms, leading to worse targeting, lower ROI and decreased spending for advertisers

App Tracking Transparency
APP is in a defensive position to handle changes in recent regulations due to its quantity of  first-party data from its 350+ mobile applications
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• ATT has pushed the reliance to data being generated 

on-platform

• Mobile game focused ad tech companies (Non) are 

taking significant market share in the mobile 

advertising space from general advertisers like Meta 

and Google (SAN) since ATT

Market Share Cannibalization

124. Incrmtal



Thesis Point 2: Unique 
Application Ecosystem



• Unique integration of  first-party data and the data from 

developers on its demand-side platforms (DSPs)

• The integration of  the different data forms improves the 

quality of  inputs and continuously improves the 

recommendation algorithms

• Will continue to improve as the DSP scales

• Creates the “flywheel” effect

Flywheel Effect of  Product Offering

Improved recommendations increases ROI for both demand and sell side products
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Data Quality Advantage

• APP’s portfolio of  200+ mobile games is 
wider than other players in the space such as 
Zynga

• This strategy allows for collection of  data 
across more genres while also minimizing 
APP’s dependence on a few titles

• APP was the #3 source of  iOS app installs in 
Jan behind Google & Meta, but ahead of  

competitors Unity & ironSource5

Data Integration

• APP has the more users on apps than other 
competitors.

• Its DSP is also more scaled than competitors like 

Zynga and Digital Turbine. 

• This larger integrated scale of  first-party data as 
well as scale of  ad tech software enables APP to 

have an advantage over other players in the space

• While other companies have the “flywheel 
effect”, APP’s first-mover advantage in this niche 
puts it in a unique competitive positioning

Scale Advantage

155. Bloomberg



Current Penetration

• Unity has much larger penetration on 

the DSP side (750,000 apps vs 150,000 

for AppLovin)

• This is because Unity has a unique 

integration where their customers 

typically automatically integrate their 

developed games into the Unity DSP 

ecosystem

Opportunity

• Unity lacks access to first-party data like APP to fuel their recommendation 
algorithms

• Their Net Retention Rate is currently 110% compared to APP’s 166% (which is 

201% excluding non-recurring publisher bonuses)6

• Despite the scale of their DSP software, Unity has not been able to drive 

organic growth at the same rate APP has, which is evident by their NRRs

• As APP’s DSP grows, this discrepancy will be furthered

APP’s Superior Software

166. AppLovin and Unity 10K and Shareholder Letters



Thesis Point 3: Market 
Overreaction to Headwinds



App Tracking Transparency (ATT) 

App Tracking Transparency (ATT)

Competition from Unity-ironSource Merger

Competition from Unity-Ironsource Merger

Macroeconomic Headwinds on Ad-Spend

• ATT limits the ability for mobile developers to collect 

third-party data

• This reduces data inputs, impacts recommendation algorithms, 

and hurts advertisers’ conversion rates

• Investors are concerned about macroeconomic 

headwinds that is predicted to limit consumer 

discretionary income

• This may result in less in-app purchases as well as declining ad 

spend

• APP’s competitors, Unity and IronSource, completed a 

merger in November 2022

• Fearing increased competition from the consolidation 

of  large competitors, the market devalued APP

Market Overreaction
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Merger Concerns

• APP’s largest and 4th-largest competitors completed a merger in November 
2022

• The market was concerned about consolidation into one large player

• Unity also gains access to ironSource’s portfolio of apps through SuperSonic

APP’s Unique Defensive Positioning

• The market priced in this competitive risks without taking 
into account the unique factors of  APP

• APP has significantly higher Net Retention Rates than Unity and 

ironSource

• APP is also the largest mediation platform (has the largest 
integration of different ad networks)

• Both DSPs & SSPs prefer APP as shown by NRRs and APP’s 
scale as a mediator

• There is also significant risk in the merger and it will take 
significant time periods before a successful merger can 
properly compete with APP

Overreaction to Potential Competitive Pressures
The market significantly overreacted to the potential competitive pressures from the Unit-Ironsource merger

197. Unity Quarterly Report, AppLovin Shareholder Letter, Bloomberg



• APP is uniquely protected from ATT due to its limited reliance on third-party 

data for machine learning recommendation models

• The market discounted APP at a similar scale to competitors that don’t have 

similar data advantages

ATT’s Limited Impacts
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Shift to Mobile

• First, there has been a continued shift towards mobile games 
as the primary revenue source in the gaming industry

• Due to lower discretionary income, consumers will shift away 

from expensive console games to F2P mobile games

• Larger number of users will offset declining spending

Sticky Product in Fragmented Market

• There are 5.6mm applications on the App Store and Google Play 

• The market is fragmented, and a company must advertise for their 
application to gain traction and user growth

• Even with declining market conditions, NRR for APP was 166% 

(201% excluding frictions from acquisitions)

Market Overreaction to Macroeconomic headwinds
Investors overreacted to macroeconomic uncertainty regarding ad-spend and its impact on APP

218. AppLovin Shareholder Letter (3Q22) and New Zoo



Thesis Point 4: Shift to 
Higher Margin Business



Software as a Larger % of  Revenue

• Software-adjusted EBITDA margins are 65%

• This is much higher compared to 14% margins for apps

• APP is focusing on growing their software vertical as well 
as investing less on their applications growth

• It is expected that in the future, software will make up a larger 
portion of revenue with declining costs from app-related 
investments

• Blended margins will be significantly higher than current 
margins moving onwards, driving significantly higher cash 
flow for the company

Non-Recurring Costs Impacting S.T. Cash Flow

• APP paid $200mn in non-recurring costs to transition old 
customers to a new platform resulting from the MAX 

acquisition in 1Q22

• Additionally, APP has realized $100mn in merger costs from 
the MoPub acquisition (also in 2022)

Thesis Point 4: Shift to Higher Margin Business

0. AppLovin 10K and Shareholder Letters



Valuation



Bull Case: 165% Upside

Base Case: 98% Upside

Bear Case: 28% Upside

• Larger TAM and growing market share driving faster Software segment revenue growth

• Stagnant Apps segment revenue

• Long-term blended EBITDA margins at 40%

• Short-term Software segment revenue impacts with long-term growth

• Stagnant Apps segment revenue

• Long-term blended EBITDA margins at 37%

• Slower growth of TAM and stagnant market share driving slower Software segment revenue 
growth

• Declining Apps segment revenue

• Long-term blended EBITDA margins at 35%

Valuation Summary
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Public Comparable Analysis
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Major Drivers

• APP faces headwinds in 2023 but software 
expansion drives growth in 2023 and beyond

• APP captures market share from both large 

and small players

• Blended EBITDA margins expand from 21% to 

37%

• Software (% of  Revenue) (36% → 63%)

• Software margins constant (65%)

• Apps margins constant (13%)

Model Inputs

• WACC: 11.98%

• Terminal Growth Rate: 2.5%

• Unlevered Beta: 1.99

• Market Risk Premium: 6.94%

Valuation Summary
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Base Case DCF
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Sensitivity Analysis
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Risks



• Apple’s privacy changes has made it more difficult for advertisers to target users while also raising 
average CPI (cost per install)

• The reopening of  the economy following COVID as well as weaker consumer spending in general has 
decreased spend on mobile games

• This has meant lower ad budgets

• However, as aforementioned, APP is more resilient to ATT. So even as advertiser budgets fall, APP 
remains a more attractive choice

• Hyper-casual games were up year-over-year, and APP’s leading market position as a mediator will be an advantage 

as these games are ad-based and less focused on in-app purchases

• All players in the industry are affected by this trend, and it is not necessarily indicative of  a problem 

specific to APP

Macro Headwinds in the Gaming Industry
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• In recent years, management has discussed the restructuring and decreased focus on its Apps 
business

• This could erode their first-party data advantage, leaving them more vulnerable to ATT

• However, in the short term, the firm’s focus is to run Apps more profitably, improving 
margins this year from 8% to 17%
• The firm still treats the segment as a valuable tool, and we expect it to be value-additive (in terms of  data 

collection)

• APP can benefit from the apps’ data without having the segment operate as the main 
business focus

• The integration of  MoPub data will also help offset this potential loss of  some data

Eroding First Party Data Advantage
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Appendix



Revenue and Margin Build



WACC Build

35


