Is META The Winner of The Agentic AI Race?
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Meta is a front-runner in monetizing Al across an enormous consumer and advertising network - but it has not

yet won the agentic Al race. Its ad models are demonstrably improving conversion and pricing; its Muse
personal agent has impressive initial adoption. The missing proof is economic: Meta says Muse requires a
greater-than-10x reduction in serving costs before global scale is viable. Against guided 2026 capital
investment of $135B-$145B and negative Q3 free cash flow, the winner will be the company that converts agent
activity into durable cash returns, not merely user activation or compute capacity.

AD MACHINE MUSE TRACTION CASH PRESSURE
$63.06B of Q3 ad revenue; 97.6% of Meta's >10M activations in six weeks in the US and -$2.12B Q3 free cash flow after $34.91B CapEx
consolidated revenue. Canada; ~25% daily activity. and finance-lease principal.

1. Aleader in three different races - only one is already won

The race has three distinct scoreboards. Al inside existing feeds and advertising is a measurable current business: Meta already commands
3.64B daily active people across its app family and can deploy better ranking, retrieval and campaign tools at scale. Personal agents are a
product-adoption contest: Muse has demonstrated early interest, but retention beyond launch and profit per task remain unclear. Agentic
commerce and enterprise software are a platform contest: standards, merchants, developers and monetization must still scale.

On the first scoreboard, Meta has hard evidence of advantage. On the second, it has a promising launch. On the third, it has an ecosystem
strategy rather than disclosed stand-alone returns. The research provides no like-for-like financial or user-cohort comparisons against OpenAl,
Google, Apple or Microsoft sufficient to crown an industry-wide winner.

2. The earnings proof comes from ads, not agents
Q3 revenue grew 26.1% to $64.60B, including $63.06B in advertising. Reported ad impressions rose 10% while average price per ad increased
14% worldwide, led by 23% price growth in the US and Canada. This combination suggests Meta is extracting more value from inventory,
rather than depending only on audience expansion. Model-level conversion results provide plausible operating support for that pricing power -
though they do not isolate AI as the sole cause of revenue growth.

Reported Al system Observed performance change Investment significance

+1.7% conversions on offsite campaigns; +9.6% on app

GEM ad model . Direct advertiser value, supporting bid intensity.

campaigns
Andromeda +1.4% Facebook ad conversions Better retrieval can compound across enormous ad volumes.
Generative Recommender ~2% conversions in targeted Facebook Feed segments Ranking improvements already reach monetized products.

~5% more conversions at unchanged cost; +9% advertiser
budgets

This is the strongest source-backed moat: Meta can fund frontier Al with a mature, cash-generative distribution engine. But 97.6% of revenue
still comes from ads. The new Al agent itself is not yet a proven second earnings engine.

Al Business Assistant Improved outcomes can expand ad budgets, not just clicks.

3. Muse has demand. It does not yet have proven gross profit

Launched in late August in the US and Canada, Muse reportedly passed 10M activated users in six weeks, with roughly 25% daily activity. More
than one-quarter of weekly active users perform shopping-related tasks, and the research describes an average basket exceeding $200 for
purchases. Over one-fifth of US Muse users also sit in Meta's $1,000-plus annual Family of Apps ARPU cohort. These are encouraging signals of
intent and potentially valuable cross-selling, not evidence that Muse itself earns $1,000 per user or that every shopping query becomes a
purchase.

The architectural catch is central. Muse assigns an isolated, persistent cloud virtual machine to each user; a separate Sentinel model supervises
network actions, credentials and sensitive transactions. Autonomy and security consume resources even when a task is complex or
intermittent. Management describes a more-than-10x compute-efficiency target over the next 12 months before broad international rollout.
Actual cost per completed task, contribution margin and longer-term retention are not disclosed. Without those three numbers, adoption
cannot establish economic dominance.

4. The agentic monetization thesis has four reinforcing legs

Layer What Meta is building Evidence still needed
P Meta One and Muse Pro; reported 15M subscriptions/trials across Meta  Paid renewal rates and net profit per subscriber, not trial
Consumer subscriptions
One counts.
. Personal Agent Protocol with Walmart, Shopify, Stripe and Sierra; Merchant adoption, completed transactions, take rates
Agentic commerce - .
authenticated checkout and refund economics.

Third-party revenue, utilization and durable enterprise

Enterprise and SMB Meta Enterprise Platform, Muse API, code tools, business automation .
gross margins.

Ambient interfaces Ray-Ban Meta and Oakley Meta glasses as hands-free agent endpoints Usage frequency and software monetization beyond
near-cost hardware.

The Personal Agent Protocol could let agents transact through authenticated merchant systems rather than brittle website navigation. That is a

plausible path to owning consumer purchase intent. Yet the research describes planned performance fees rather than demonstrated fee

revenue. The strategy also creates an internal conflict: an agent that completes a purchase without a user scrolling may displace Meta's

extraordinarily profitable ad impressions.
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5. The $140B question is return on capital

Reported Q3 operating cash flow was $32.79B. Property-and-equipment purchases were $33.94B and finance-lease principal another $0.96B,
producing negative $2.12B of free cash flow versus positive $10.63B one year earlier. Free cash flow for the first nine months of 2026 remained
positive at $11.05B; the Q3 loss is real, but it does not establish that all of 2026 is cash-flow negative.

Capital/cash line Reported amount Credit and equity read-through

Q3 operating cash flow $32.79B Core platforms still generate substantial cash.

Q3 CapEx + lease principal $34.91B Quarterly investment outran operating inflows.

Q3 /9M free cash flow -$2.12B / +$11.05B A weak quarter inside a still-positive year to date.

FY 2026 CapEx guidance $135B-$145B Implies ~$49.18B-$59.18B of Q4 spend.

Cash + marketable securities / long-term debt $82.45B / $80.92B Balance-sheet capacity exists, but commitments are large.

The Prometheus program targets a roughly million-GPU, gigawatt-scale cluster; Meta is also leasing third-party cloud capacity while it builds.
Large facilities bring utilization, depreciation, grid-stability and power-delivery risk alongside potential advantages in scale. Its Q3 GAAP
margin dropped to 20.1%, partly because of a $9.89B legal charge. Adding back that charge gives a reported 35.4% operating margin, still below
roughly 40.1% one year earlier. Even before the legal distortion, Al investment is absorbing operating leverage.

6. Governance, litigation and wearables change the payoff

The approved one-for-one Class C non-voting share dividend, scheduled for January 2027, would preserve existing voting control while giving
Meta a potential new equity issuance currency. The dividend itself raises no cash; later sales of non-voting shares could fund infrastructure at
the cost of economic dilution and weaker influence for outside shareholders. The research also describes a founder-alignment arrangement
and concentrated voting power. Those are genuine capital-allocation considerations, not proof of operating Al leadership.

The source reports a settlement framework of up to $18.59B involving state attorneys general, of which $9.89B was recognized in Q3 expense,
plus a separate $25B New Mexico judgment subject to appeal. These are different accounting and legal exposures, not amounts that can
automatically be added into immediately payable cash obligations. Their outcome matters because Meta's infrastructure program is already
unusually demanding.

Reality Labs, meanwhile, is shifting from a VR-centered approach toward agent-enabled smart glasses. Its Q3 operating loss narrowed to $4.13B;
the source gives $18B-$19B of losses for 2026 and a target of approximately $15B in 2027. That pivot may improve strategic coherence, but a
$15B annual loss target is not an earnings contribution.

7. Three credible paths to the finish line

Case What happens Read-through for Meta

Muse serving cost falls >10x, recurring use persists, PAP .
8 e p Core ads plus a profitable new transaction and software

Bull: agentic platform leader commerce and enterprise fees scale without hurting ad . .
9 P P J layer; potential durable leadership.
returns.
Ad ranking gains continue; Muse expands selectively while One of the best positioned contenders, but not an established
Base: ad-Al powerhouse I . . I
monetization and serving economics mature. agentic winner.
Bear: expensive Serving savings disappoint; agents cannibalize feeds; legal More usage and more compute, but weaker free cash flow
disintermediation defense costs and CapEx remain high, with equity dilution. and shareholder returns.

8. What would actually settle the question?

Muse unit economics. Disclose per-task cash costs, paid conversion, cohort retention and contribution margin; demonstrate the claimed order-of-
magnitude efficiency improvement.

Commerce capture. Show completed orders and sustainable take rates under PAP, rather than engagement and shopping-interest measures alone.
Cannibalization. Track whether agent-heavy users reduce sponsored-feed impressions, and whether commerce fees offset any displaced ad profit.
Capital discipline. Compare actual 2027 investment and depreciation with incremental operating cash generation; monitor the return on Prometheus
and third-party cloud commitments.

Legal and governance cost. Watch the settlement cash schedule, New Mexico appeal, Class C financing transactions and progress toward lower Reality
Labs losses.

9. The editorial answer

Meta has already won an important battle: Al is making its core advertising system more productive at enormous scale, and that is an
advantage few aspiring agent companies can claim. Muse gives it a credible path from passive attention to agent-directed action, while PAP,
enterprise services and smart glasses extend that path into payments, work and the physical world. But a ten-million-user launch is not a
positive unit-economic proof point, and an enormous compute buildout is not the same as earning a return on it.

Verdict: Meta is among the most credible leaders in the agentic Al race - and arguably ahead in distribution
plus near-term Al monetization. It is not yet the proven winner. The decisive test is whether Muse becomes a
repeat-use, profitable transaction platform before infrastructure spending, legal demands and potential
advertising cannibalization consume the economics of the opportunity.

SOURCE NOTE

Based exclusively on the research file dated October 22, 2026. Figures, legal developments, plans and usage statistics are reproduced as reported there, without independent
verification. Management targets and outlooks are forward-looking; estimates of adoption and legal liability are not audited future outcomes.

IMPORTANT INFORMATION

Prepared by TEV Capital for informational purposes only. This document does not constitute investment advice, research, an offer, or a solicitation to buy or sell any security. The
information herein is based on sources believed to be reliable as of the publication date, but accuracy and completeness are not guaranteed. Past performance is not indicative of
future results. Investors should consult a licensed financial adviser before making any investment decision.
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