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INTRODUCTION: The Most Human Place on the Internet

Reddit, Inc. (NASDAQ: RDDT) represents one of the most compelling long-term investment opportunities
in consumer technology today. That thesis can be found here. But times have changed, and so has the
market. Software Armageddon is upon us, an impending war has continued to create stress on quality names,
and investors now fear a recession and rate hikes (???) more than ever before. This is my new and improved
$RDDT Thesis.

When we first presented this thesis at $147 per share, we argued that the market fundamentally misunderstood
Reddit's transformation from a niche internet community into a scaled advertising and data infrastructure
platform. Since that initial pitch, the stock has declined to approximately $124.12 — now down 56% from its
all-time high of $283 — and yet the fundamental thesis has not weakened. It has strengthened materially.

The sell-off has created an even more compelling entry point, with the stock now trading at approximately 6x
its 2028 revenue potential, a valuation that embeds virtually no optionality for the structural advantages we
outline below.

Consider what has transpired since our original analysis. In Q4 2025, Reddit delivered $726 million in
revenue, representing 70% year-over-year growth, alongside $252 million in net income and $264
million in free cash flow at a 36.3% margin. Full-year 2025 revenue reached $2.2 billion (+69% YoY),
and the company swung from a $(484) million net loss in FY2024 to $530 million in net income — a
billion-dollar improvement in profitability in a single fiscal year. The advertising business crossed $2.1
billion for the first time, with every quarter of 2025 delivering 60%+ ad revenue growth. Active advertiser
count surged 75% year-over-year, confirming that Reddit's ad platform is graduating from experimental
budgets into core allocations. And yet, the stock is lower.

Our original thesis comprised five core pillars: the ARPU monetization gap relative to Meta, the dynamic
pricing potential of Al data licensing, the untapped international expansion opportunity, the accretive capital
allocation framework, and the product innovation pipeline. Each of these theses has strengthened over the past
months as execution has confirmed our assumptions. We now expand this framework to seven-plus-one
theses with the addition of two new structural pillars that address the most critical questions facing any
Reddit investor today. The total framework of 7+1 independent thesis pillars establishes a multi-year bull case
in which each pillar represents an independent catalyst for value creation. The probability-weighted outcome
is overwhelmingly positive: even if several pillars underperform, the remaining catalysts support a price target
well above current levels. At $124 per share, the market is offering investors the opportunity to own a 70%-
growth, capital-light platform with a recession-immune data licensing business, accelerating profitability, and
the most defensible content moat on the internet — at a price that implies virtually none of these advantages
persist. We believe this represents one of the most attractive risk-reward opportunities available in
public equities today.
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THESIS #1 The Human Data Scarcity Premium

Reddit's twenty years of authentic, human-generated conversation constitute a non-replicable depleting
natural resource — one whose value appreciates as artificial intelligence simultaneously consumes and
degrades all available alternatives. This is not a speculative claim about future optionality. It is an
observable structural reality. Reddit hosts over 16 billion authentic human comments spanning two
decades across more than 100,000 active communities, encompassing everything from deeply technical
engineering discussions to intimate personal health experiences. No other platform on the internet offers a
comparable breadth and depth of genuine human discourse, organized by topic and validated by community
engagement. And critically, this corpus cannot be recreated — it represents the accumulated organic output of
millions of real people over twenty years of internet history.

The significance of this asset becomes clear when examined through the lens of artificial intelligence
development. Research from Profound Al has documented that Reddit is the #1 most-cited source in Al
model outputs — approximately 3x more frequently than Wikipedia. This is not a coincidence. When large
language models are trained on internet data, Reddit's content consistently ranks as among the highest-quality
signals available precisely because it represents genuine human opinion, experience, and expertise rather than
SEO-optimized content or marketing copy. Every major Al model — from OpenAl's GPT series to Google's
Gemini to Anthropic's Claude — has been trained in part on Reddit data, and every future model will require
similar or superior human-generated training input to maintain quality.
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We frame Reddit's data corpus as "digital oil" — a finite
natural resource whose supply is fundamentally fixed
while demand grows exponentially. The analogy is
precise: just as petroleum is the accumulated product of
millions of years of biological processes that cannot be
replicated on human timescales, Reddit's conversational
corpus is the accumulated product of twenty years of
human interaction that cannot be synthetically reproduced.
And just as the discovery that oil could power engines
transformed its value overnight, the discovery that
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models trained on synthetic data — that is, data generated
by other Al models — suffer from '""model collapse," a
phenomenon in which successive generations of Al-trained-on-Al output progressively degrade in quality,
losing nuance, diversity, and factual accuracy. The implication is profound: synthetic data is not a substitute
for authentic human data. It is a degraded imitation that becomes progressively worse with each iteration.

As Invisible Technologies has documented, the Al industry is recognizing that human-generated data
must serve as the anchor for any training pipeline, with synthetic data used only as a supplement. This
structural dependency means that demand for Reddit's corpus will intensify — not diminish — as Al models
scale.

VVoronoi Where Data Tells the Story.



By Invisible Technologies The "Al SlOp" moat further reinforces

MODEL TRAINING - DEC 3, 2025 Reddit's pOSitiOIliIlg. As AI-generated
content floods the open internet — from
Al-written blog posts and product reviews
to Al-generated social media comments —
The constraint on artificial intelligence is no longer be bigger frontier models, it is the signal-to-noise ratio of the broader web
better training data. The web corpus that fed GPT-3, GPT-4, Llama, DeepSeek is deteriorating rapidly. Platforms that lack
and other foundation models is long exhausted. More scraping from blogs, docs . .
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real-world use cases flatlines and risks model collapse, where models mostly experiences and advertising environments.
remix their own past outputs. Reddit's community moderation model —
in which volunteer moderators across
100,000+ communities actively filter, curate, and validate content — creates a natural defense against Al
contamination. The result is that Reddit's content becomes increasingly premium relative to the degrading
quality of the open web, a dynamic that benefits both the advertising business (advertisers pay more for
high-quality environments) and the data licensing business (Al companies pay more for verified human
data).

CEO Steve Huffman has articulated this advantage directly: "In a world flooded with Al slop, people are
seeking real community, lived experience, and trusted opinions. That is Reddit's differentiator.” This
statement captures the essence of our thesis — Reddit is not merely a social media platform competing for
attention. It is the custodian of the internet's most authentic human knowledge base, and the value of that
custodianship is being recognized by Al companies willing to pay hundreds of millions of dollars annually for
access.

Synthetic data scales human judgement

We urge investors to reconsider Reddit's valuation framework entirely. The traditional approach — applying
social media advertising multiples to Reddit's revenue — misses the most significant component of intrinsic
value. Reddit should be evaluated as Al infrastructure, not social media. Its data corpus is analogous to the
proprietary datasets that power Bloomberg terminals or the satellite imagery that powers Palantir's
analytics — irreplaceable, mission-critical information assets that command premium valuations. The
value of Reddit's data corpus is not merely its volume — it is its human authenticity, which by definition
cannot be replicated by Al.

THESIS #2 The ARPU Monetization Gap: A ~5x Discount to U.S. Peers

Reddit's single most underappreciated fundamental driver is the extraordinary gap between its current
monetization per user and the demonstrated monetization levels of comparable social media and digital
advertising platforms. In Q4 2025, Reddit reported global ARPU of $5.98 (up 42% year-over-year from
$4.21), with U.S. ARPU reaching $10.79 (up 53% year-over-year from $7.04). These figures, while
representing accelerating progress, remain a fraction of what peer platforms have demonstrated is achievable.
Meta Platforms monetizes its U.S. users at approximately $50+ ARPU. Snap monetizes at approximately $8
ARPU globally. Pinterest, arguably the most comparable platform in terms of advertiser intent targeting,
monetizes at $7-8 ARPU globally. Reddit, with its deeply engaged, intent-driven user communities, is
currently extracting roughly one-fifth of Meta's U.S. monetization despite possessing a content ecosystem
that, by many measures, is more valuable per impression for performance advertisers.



Platform ARPU ‘ YoY ARPU Growth

Reddit (RDDT) — Q4 2025 $5.98 +42% YoY
Reddit U.S. Only — Q4 2025 $10.79 +53% YoY
Meta Platforms (U.S.) ~$50+ Mature Growth
Snap Inc. ~$8.00 ~10-12% YoY
Pinterest ~$7.50 ~15% YoY
Reddit Gap to Meta (U.S.) 4.7x discount N/A

The critical question is not whether Reddit can close this gap entirely—it almost certainly cannot replicate
Meta's deep social graph monetization—but rather what happens to Reddit's economics if it closes even a
fraction of it. This is one of the largest bull cases within the Reddit thesis over the next 3-5 years. A
scenario in which Reddit achieves $20 U.S. ARPU (still a 60% discount to Meta's current level) by 2028, with
a user base of approximately 60 million U.S. DAUq, implies U.S. revenue alone of approximately $1.2 billion
annually, roughly double Q4 2025's annualized U.S. revenue run rate of approximately $2.3 billion. The
mechanism for this ARPU expansion is already evident in the Q4 2025 data, and a clear runway exists where
the gap between $SRDDT and SMETA closes.

Reddit Max campaigns, Reddit's Al-powered automated campaign type launched to public beta in Q4 2025,
are directly attacking the structural reason Reddit has historically been under-monetized. Traditional Reddit
ad campaigns required significant manual configuration, creative selection, and targeting optimization—a
burden that discouraged smaller performance advertisers from scaling budgets. Reddit Max addresses this by
automating targeting, creative selection, placement, and budget allocation at the impression level, powered by
Reddit's Community Intelligence engine that has categorized Reddit's 24+ billion posts and comments into
structured audience signals. The Brooks Running case study disclosed in the Q4 letter is instructive:
Reddit Max campaigns delivered a 26% lift in click volume, a 37% decrease in cost per click, and a
26% increase in click-through rate versus standard campaigns, while simultaneously achieving a 17%
lower cost per action and 27% more conversion results. These are not incremental improvements—they
represent a step-change in performance advertising efficacy that, if replicated across Reddit's advertiser base,
would justify meaningfully higher ARPU across users and inevitably forward a more efficient business
model.

The ad load dimension provides additional structural runway. Reddit's advertising load—the ratio of ads to
organic content—remains materially below peer platforms, a deliberate strategic choice to protect community
experience. Rather than maximizing short-term revenue through aggressive ad insertion, management is
focused on improving revenue per impression through better targeting and higher-quality creative formats.
This implies that ARPU expansion can continue for multiple years without requiring user base growth, purely
through impression quality improvements. As management stated in the shareholder letter, ad revenue growth
in Q4 2025 was driven by year-over-year growth in both impressions and pricing, demonstrating that both
levers are being pulled simultaneously.

THESIS #3 Al Data Licensing Optionality: The Potential Revenue Multiplier

Reddit occupies a structurally unique position in the Al training data ecosystem that is fundamentally
different from all other publicly traded companies. While much of the internet's content consists of polished
articles, marketing copy, and algorithmically optimized engagement bait, Reddit contains 16 billion authentic
human comments spanning decades of genuine conversation across 100,000+ communities. When a user asks
an Al model whether the Mazda CX-5 has transmission issues, whether a particular medication interacts with
alcohol, or how to negotiate a salary offer at a technology company, the model is pulling from Reddit's
community knowledge to generate its response. According to research from Profound Al, Reddit is the #1



most-cited source in AI models—three times more frequently cited than Wikipedia—a statistic that
underscores the irreplaceable nature of Reddit's content corpus in the Al training and inference pipeline.

Reddit currently monetizes this position through licensing agreements that generate approximately $36
million per quarter in 'Other' revenue, which grew only 8% year-over-year in Q4 2025. The company's known
Al licensing arrangements include a ~$60 million annual deal with Google (signed February 2024) and a
~$70 million annual deal with OpenAl, together totaling approximately $130 million annually, or $32.5
million per quarter. The modest 8% growth in this line reflects the static nature of these initial deal
structures—flat fee arrangements negotiated before Reddit had established its leverage in the market. The
transformative opportunity lies in what happens when these deals are renegotiated.

The Dynamic Pricing Framework

CEO Steve Huffman has explicitly outlined Reddit's renegotiation strategy. In prior earnings commentary,
Huffman stated: 'Every variable has changed since we signed those first deals. Our corpus is bigger, it's more
distinct, more essential... this puts us in a really good strategic position.' The proposed shift from fixed-fee to
dynamic pricing—where compensation scales with the frequency and depth of Reddit content usage within Al
outputs—would fundamentally change the economics of the licensing business. Under a dynamic pricing
model, every inference call that draws upon Reddit data would generate incremental revenue, creating a direct
mathematical link between the growth of Al usage globally and Reddit's licensing revenue.

To understand the scale of this opportunity, consider the following: OpenAl reportedly processes over 10
million ChatGPT queries per day, with a significant percentage touching topics where Reddit content
provides authoritative community input (product reviews, personal finance, health questions, technical
troubleshooting). If Reddit were to capture even $0.001 in licensing revenue per Al inference call that
references Reddit data, and if 10% of OpenAl's daily queries qualify, the annual revenue implication would
exceed $360 million from OpenAl alone—nearly 3x Reddit's current total Other revenue. This is illustrative,
not a forecast, but it demonstrates the order-of-magnitude upside embedded in a successful dynamic pricing
transition.

Al Licensing Scenario \ Annual Revenue ‘ Projected Revenue

Base (Current flat-fee deals) ~$144M 1.0x baseline
Bear (Modest renegotiation +30%) ~$185M +$40M
Base (Dynamic pricing, moderate adoption) ~$350M +$200M
Bull (Dynamic pricing, broad Al adoption) ~$600M+ +$450M
Ad Revenue (Q4 2025 annualized) ~$2.76B Core business

The risk to the Al licensing thesis is also real and worth addressing directly. The Q4 2025 earnings letter
contained zero mention of dynamic pricing progress or Al licensing renegotiations—a notable omission
given Huffman's prior commentary on the topic. This could reflect deliberate confidentiality around ongoing
negotiations, or it could indicate that renegotiations are proceeding more slowly than anticipated.
Additionally, the theoretical risk that Al models become self-sufficient in generating Reddit-style content—
removing the need to license the original—is a long-term concern that the market is beginning to price.
However, the practical barriers to replicating Reddit's authenticity, community trust, and lived-experience
specificity through generative Al are substantial. Synthetic Al-generated content lacks the provenance, the
emotional texture, and the geographic and temporal specificity of genuine community discussion.

This is precisely the insight Huffman was signaling when he wrote in the Q4 letter: 'In a world flooded
with Al slop, people are seeking real community, lived experience, and trusted opinions. That is
Reddit's differentiator.’



THESIS #4 International Expansion: A Monetization Arbitrage

International represents Reddit's most tangible multi-year growth opportunity and the clearest example of
monetization arbitrage in the public markets. In Q4 2025, international users comprised 57% of Reddit's
total DAU(q (68.9 million of 121.4 million total), yet generated only 20% of total revenue ($142.3 million of
$725.6 million). International ARPU stood at just $2.31—compared to U.S. ARPU of $10.79—a 4.7x gap
that reflects the early stage of Reddit's advertising infrastructure in non-English speaking markets, not a
fundamental limit on international monetization potential. For context, Meta's international ARPU in Europe,
the company's second-most-monetized region, runs at approximately $20+. Even markets like India and
Brazil, which represent significant portions of Reddit's international growth, are well-served by digital
advertising infrastructure that Reddit has not yet meaningfully plugged into.

Machine Translation as the Top-of-Funnel Engine

The mechanism enabling Reddit's international growth is machine translation coverage across 35
languages, which has effectively removed the language barrier that historically limited Reddit to English-
speaking markets. Machine translation creates a 'multiplier effect' on Reddit's content value: a thread
discussing symptoms of a medical condition, originally written in English, can now surface to a Portuguese
speaker in Brazil, a French speaker in France, or a Hindi speaker in India searching for the same information.
This dramatically expands the relevance and utility of Reddit's existing content library without requiring the
creation of new community infrastructure. The Q4 2025 data confirms this is working: International DAUq
grew 28% year-over-year to 68.9 million, while international logged-out DAUq grew 40% year-over-year
to 41.2 million—demonstrating that Reddit is successfully attracting new international users at scale.

The sequential DAUq trend is revealing: U.S. DAUq has shown modest sequential volatility (52.5M in Q4
versus 53.7M in Q3), while International DAUq has grown consistently each quarter throughout 2025—from
53.7M in Q1, to 58.0M in Q2, to 64.4M in Q3, to 68.9M in Q4. This is a structural growth dynamic, not a
one-quarter phenomenon. Management has called out France, Brazil, and India specifically as markets where
engagement is inflecting, and the launch of Reddit Answers in five new languages in Q4—with additional
languages planned—directly accelerates the international content discovery loop. When an international user
arrives on Reddit via search, finds a relevant community in their native language through machine translation,
and then searches within Reddit using the Al-powered Reddit Answers feature in their language, the
probability of retention increases substantially. Reddit disclosed that over 80 million people search directly
on Reddit every week in Q4, up from 60 million just one year earlier—a 33% increase in search engagement
that is heavily influenced by international growth.

The International Revenue Conversion Model

The path to international monetization follows a predictable sequence: user acquisition through machine
translation and content discovery, engagement deepening through community participation, and then
monetization through advertising once Reddit builds out the local sales infrastructure and programmatic
advertising connections in each market. Reddit is currently in the 'user acquisition and engagement deepening'
phase in most international markets, with revenue monetization lagging engagement by approximately 12-24
months based on prior market entries. This creates a compelling forward revenue visibility: the 28%
international user growth we are observing today converts into revenue growth 12—24 months from now, with
no incremental user acquisition cost required since the users are already on the platform.



ARPU BRIDGE — CURRENT - TARGET SCENARIOS A conservative scenario: if international ARPU
reaches $5.00 (less than half of current U.S.
ARPU) by 2027, with international DAUq growing
to approximately 90 million (consistent with the
current 28% growth trajectory), international
revenue alone would reach approximately $1.8
billion annually—compared to the approximately
$570 million annualized run rate in Q4 2025.
Combined with U.S. ARPU expansion, this creates
a path to $4-5 billion in total annual revenue by
2027-2028, implying that Reddit at current prices
trades at approximately 6-7x its 2028 revenue
potential. International revenue growth of 78%
year-over-year in Q4 2025—outpacing U.S.
revenue growth of 68% —provides early evidence
that the monetization ramp has already begun.

THESIS #5 Management Capital Discipline: The $1 Billion Buyback

The announcement of a $1 billion share repurchase program in the Q4 2025 earnings letter is one of the
most significant signals in the Reddit investment thesis, and one that the market has not yet fully digested.
Share buybacks by high-growth technology companies are exceptionally rare—virtually every growth
investor's first instinct is to reinvest incremental capital into user acquisition, product development, or
geographic expansion. The decision to instead return capital to shareholders via buybacks sends an
unambiguous message: management believes the current stock price is substantially below fair value, and
they have the cash generation capacity to reduce the share count without compromising investment in the
business.

The financial mechanics of the buyback are important. At $124 per share with 206.1 million fully diluted
shares outstanding, a $1 billion buyback would retire ~7 million shares, or roughly 3.3% of the fully diluted
share count. More importantly, Reddit is generating the cash to execute this buyback organically: Q4 2025
free cash flow was $263.6 million, with a 36.3% free cash flow margin. On an annualized basis, Reddit is
generating approximately $1 billion in free cash flow per year—meaning the entire buyback authorization can
be funded by a single year's cash generation. This is not financial engineering funded by debt; it is genuine
capital return from a business that has crossed into durable cash generation.

Financial Metric \ Q4 2025 ‘ YoY Change
Total Revenue $725.6M +70%
Gross Profit $666.9M +71%
Gross Margin 91.9% +90bps QoQ
Adjusted EBITDA $327.0M +112% YoY
Adjusted EBITDA Margin 45.1% +900bps YoY
Net Income $251.6M +255% YoY
Net Margin 34.7% vs. 16.6% Q4 24




Operating Cash Flow $266.8M +196% YoY
Free Cash Flow $263.6M +196% YoY
FCF Margin 36.3% vs. 20.8% Q4 24
Cash & Marketable Securities $2.48B +$640M YoY
Diluted EPS $1.24 vs. $0.36 Q4 '24
"Rule of 40" Score Rule of 115 70% growth + 45%

EBITDA

CEO Steve Huffman: Long-Term Alignment and Strategic Vision

Steve Huffman, Reddit's co-founder and CEQ, has stewarded the company through its IPO transition while
maintaining a product philosophy centered on authentic community over algorithmic engagement
maximization. His Q4 2025 shareholder letter articulated a strategic vision that directly addresses the most
significant risk to the Reddit thesis—AlI disruption—Dby reframing it as a competitive advantage. The letter's
central argument is that 'Reddit is the most human place on the internet' and that Al proliferation, by flooding
the web with synthetic content, increases rather than decreases Reddit's relative value to users seeking
authentic perspectives. This is not boilerplate CEO messaging—it is a testable hypothesis that Q4 2025 data
supports: Reddit's daily active user base grew 19% year-over-year to 121.4 million even as Al-powered
alternatives to web search have proliferated, suggesting that users are finding Reddit's authentic
community content increasingly valuable in the Al era rather than being displaced from the platform by it.

The appointment of Maria Angelidou-Smith as Chief Product Officer in Q4 2025 signals an upgrade in
execution velocity. Huffman acknowledged in the shareholder letter that product execution speed has been a
limiting factor, and the CPO hire is a direct response. For a company at Reddit's stage—strong fundamentals,
nascent monetization infrastructure, significant product build-out required for international markets—CPO
quality is a first-order determinant of whether the bull case materializes on the expected timeline. This hire,
combined with the buyback authorization, suggests a management team that is both ambitious about the
growth opportunity and disciplined about capital allocation.

THESIS #6 The Product Innovation Ecosystem: AI-Native Tools

Reddit's product strategy in 2025 and into 2026 reflects a sophisticated understanding of how to leverage Al
to compound its existing competitive advantages rather than simply adding Al features as a marketing
exercise. The three most important product developments—Reddit Max campaigns, Reddit Answers, and the
verified profiles and bot labeling initiative—each address a specific vulnerability in Reddit's monetization
model while simultaneously reinforcing its core differentiation as an authentic human community platform.

Reddit Max: Democratizing Performance Advertising

Traditional Reddit advertising required significant advertiser sophistication and manual optimization,
effectively limiting Reddit's addressable advertiser base to large brands with dedicated social media teams.
Reddit Max, powered by the Reddit Community Intelligence engine that categorizes 24+ billion posts and
comments into audience signals, automates targeting, creative selection, placement, and budget allocation at
the impression level. This product directly addresses the structural barrier that has kept Reddit's ARPU below
peers: the friction cost of advertising on Reddit was simply too high for the performance advertising budgets
that have driven Meta and Google's ARPU to current levels. By automating this process—while
simultaneously providing Community Intelligence transparency showing advertisers exactly which
audience cohorts are engaging with their ads—Reddit Max is positioning Reddit as a serious performance
advertising platform for the first time. The Q4 2025 results are early validation: advertising revenue grew
75% year-over-year, outpacing the already-strong total revenue growth of 70%, as 11 of Reddit's top-15
industry verticals grew over 50% year-over-year. This breadth of growth across verticals is precisely what



you would expect from a platform successfully expanding its advertiser base beyond a niche audience to a
broad performance marketing destination.

Reddit Answers: The Search Destination Strategy

Reddit's disclosure that over 80 million people search directly on Reddit every week—up from 60 million
one year earlier, a 33% increase—reveals a strategic opportunity that the market has not fully priced. Reddit is
already the #3 most visited website in the United States (per Semrush), driven substantially by users who
append 'Reddit' to Google search queries to find authentic human answers. Reddit Answers, its Al-powered
search feature, is designed to convert this external search behavior into internal platform engagement: when a
user arrives on Reddit from a Google search, the Al-powered summary and related queries on the search-
forward landing page encourage the user to continue searching within Reddit rather than returning to Google.
This is a direct attack on Google's role as the intermediary that sends traffic to Reddit, building a more
defensible direct-to-user engagement model.

The integration of Reddit Answers with Reddit's core search infrastructure—and its expansion to five new
languages in Q4 2025—directly feeds the international growth thesis. When a French user discovers Reddit
through a Google search and lands on a translated community page, a locally relevant Reddit Answers
experience dramatically increases the probability that they bookmark Reddit directly for future searches. This
creates a search destination flywheel: more international users finding Reddit through machine translation
drives more multilingual searches within Reddit, which improves Reddit Answers' language-specific
relevance, which attracts more users who prefer Reddit's authenticated community answers over Al-generated
synthetic responses. This flywheel is still in early innings but is structurally self-reinforcing.

Authenticity Infrastructure: The Long-Term Competitive Moat

Perhaps the most strategically important product initiative in the Q4 2025 letter is not the highest-profile one.
The launch of verified profiles for brands, journalists, and public figures, and the planned rollout of bot
verification and labeling, directly address the existential risk to Reddit's value proposition in the Al era: the
contamination of its authentic human community with Al-generated synthetic content. Huffman identified
this risk explicitly: 'If you can't easily distinguish a real person's thoughts or recommendations from a bot, that
trust erodes.' By building identity verification and bot labeling infrastructure, Reddit is creating a technical
moat that protects the authenticity of its content corpus—the very property that makes Reddit's data valuable
for Al licensing and that drives users to prefer Reddit over Al-generated alternatives. This infrastructure
investment may appear incremental today, but over a 3—5 year horizon, a verified, authentic community
platform will command meaningfully higher advertiser CPMs, higher data licensing rates, and stronger user
retention than an unverified platform susceptible to Al content contamination.

Thesis #7 AD Spend Consolidation in Downturns

When advertising budgets are cut during economic downturns, companies do not reduce spend proportionally
across all platforms — they consolidate onto fewer, proven channels with measurable ROI, creating a
"winner-take-more" dynamic that systematically benefits scaled platforms with intent-based ad models. This
pattern has repeated in every advertising recession of the digital era, and we believe the current tariff-driven
uncertainty will follow the same playbook. Reddit — despite being a smaller platform — is positioned to be
a net beneficiary of consolidation rather than a casualty, due to its unique combination of intent-rich
advertising, structural peer weakness, and recession-immune Al licensing revenue.

Historical Evidence: The Consolidation Pattern

2008-2009: The Great Recession. Total U.S. advertising spending fell 15.4% in the first half of 2009 versus
the prior year, according to the Congressional Research Service. Traditional media — print, television, radio
— bore the brunt of cuts, with newspapers seeing advertising revenue collapse by over 25%. Internet
advertising declined only 5.3% over the same period, demonstrating digital's relative resilience. But the
critical insight is the distribution of that digital spend. Google grew revenue 31% in Q3 2008, even as the



recession deepened, because search advertising — the most measurable, intent-driven format — was

the last budget line to be cut (LA Times). By Q2 2009, the top 10 digital advertising firms captured 71%
of total online ad revenue, up from approximately 65% before the recession — a massive acceleration of
concentration at the top.

2022-2023: The Digital Ad Downturn. Meta's advertising revenue declined 4.2% in Q4 2022, marking its
first-ever annual decline. Google's ad revenue fell 3.6% in the same quarter. Snap was crushed —

eMarketer slashed Snap's estimates by 18.3%, and the company's stock lost over half its value. Digital ad
spending growth hit its lowest rate since 2009 at just 7.8% overall. Yet Amazon's advertising business grew
23% in Q4 2022, proving that intent-based, lower-funnel platforms with measurable attribution can thrive
even when the broader market contracts. The lesson was unambiguous: when budgets tighten, advertisers
flee to measurability.

2025-2026: The Current Tariff-Driven Uncertainty. An IAB survey reports that 94% of U.S. ad decision-
makers are concerned about tariff impact, with 45% planning to cut ad budgets. More than 60% of
advertisers expect 6—10% declines, and 22% anticipate cuts up to 20%. Social media (41%) and traditional
media (43%) face the largest spending reductions. The early casualties are already visible: Pinterest guided
Q1 2026 revenue below consensus, and its shares plunged 18% after the announcement (Reuters). Pinterest
CFO Julia Donnelly acknowledged that "many of our largest retailers have been disproportionately impacted
by tariffs and have been pulling back on advertising." The company subsequently announced 15% workforce
reductions, signaling structural retrenchment.

Why Reddit Wins Despite Being Smaller

First, Reddit's ad model is intent-based, mapping to the same category as search — the last budget line
to be cut. As Evelyn Mitchell of Insider Intelligence has observed, "Advertisers facing budget cuts typically
prioritize lower-funnel channels with higher ROI like search." Reddit's community-structured advertising is
inherently intent-rich: a user browsing r/PersonalFinance or searching "best laptop under $1000" has declared
their interest through their behavior. This is fundamentally different from the impression-based, interruptive
model of platforms like Snap or Twitter. Dan Salmon of BMO Capital Markets has noted that "when times
are lean, advertisers look for the most measurable media" — and Reddit's contextual targeting, powered by 80
million weekly searches on the platform, provides precisely that measurability.

Second, Reddit's direct peers are structurally weaker and losing ground. Pinterest is guiding below
estimates, cutting 15% of its workforce, and trading at six-year lows. Snap faces declining daily active users
as it pulls back growth marketing spend, with its stock down nearly 30% over six months. When advertisers
consolidate away from these platforms, the displaced budgets flow to whichever alternatives offer comparable
audience reach with better ROI. Reddit, with 121.4 million DAUq and a rapidly maturing ad stack, is
positioned to capture a meaningful share of that displacement.

Third, Reddit is graduating from "experimental" to "core' advertiser budgets at precisely the right
moment. Active advertiser count grew 75% year-over-year in Q4 2025. Eleven of Reddit's top fifteen
industry verticals grew advertising spend by more than 50% year-over-year. Lower-funnel conversion volume
doubled. Reddit Max campaigns in beta delivered a 26% lift in clicks, 37% lower CPC, 26% higher CTR,
17% lower CPA, and 27% more conversions. These are not the metrics of an experimental platform —
they are the metrics of a platform earning its way into core advertising budgets. As TIKR's

analysis documented, Reddit's 7% selloff on broader ad recession fears was "guilt by association'" — the
market punished Reddit alongside Snap and Pinterest without differentiating their fundamentally different
trajectories. TIKR noted that "brands reportedly cut 'experimental' budgets on smaller platforms to focus on
proven giants," but Reddit is increasingly on the "proven" side of that divide.

Fourth, Al data licensing provides a recession-immune revenue hedge that no ad-only peer

possesses. Reddit's data licensing agreements with Google, OpenAl, and other Al companies generate
revenue that is completely uncorrelated to advertising cycles. In a downturn scenario where ad revenue
growth moderates, this revenue stream provides a floor that Snap, Pinterest, and Twitter simply do not have.
Needham analysts have specifically cited this structural advantage as a reason to favor Reddit over ad-only
peers in a macro-challenged environment.



Fifth, Reddit's content economics are uniquely resilient. Reddit's content is entirely user-generated,
meaning the platform bears zero marginal content cost regardless of economic conditions. The community
moderation model — powered by volunteer moderators — ensures content quality without corresponding
expense growth. Contrast this with platforms dependent on paid content acquisition or growth marketing:
Snap, for instance, has been forced to cut user-acquisition spending in downturns, directly impacting DAU
growth. Reddit's engagement is organic and self-sustaining, making it — as one industry observer described it
— the "cockroach platform" that thrives regardless of the macro environment.

Consolidation Winners vs. Losers

Category | Platform Downturn Evidence Outlook

Winner | Google +31% rev in Q3 2008 recession Search = last budget cut
Winner | Amazon Ads | +23% rev in Q4 2022 downturn Closed-loop attribution
Winner | Meta +24.3% Q4 2025 despite fears Scale + Al ad tools = default

Winner | Reddit (thesis) | +75% ad rev Q4 2025, 75% adv. growth | Intent-based + Al licensing hedge

Loser Pinterest Guided below, -18% stock, 15% layoffs | Tariff-exposed retailers pulling back
Loser Snap Estimates slashed 18%, DAUs declining | SMB-heavy, first budgets cut
Loser Twitter/X Secular revenue decline pre-downturn | Advertiser trust deficit

The pattern is unambiguous across three distinct economic cycles: advertising downturns do not destroy
digital advertising — they redistribute it toward platforms with the most measurable, intent-driven, and
defensible ad models. Reddit's combination of community-based intent targeting, explosive advertiser growth,
improving ad technology, and recession-immune data licensing revenue places it firmly in the "winner"
column. The market's current pricing — which treats Reddit as another small-cap social media platform
vulnerable to ad cyclicality — fails to account for this structural distinction.

VALUATION Price Target Framework and Risk/Reward Analysis

At $124.12 per share, Reddit offers compelling risk-reward across all reasonable scenario assumptions,
with even the bear case implying meaningful upside from current levels. The stock has declined from
$147 at our original pitch to approximately $124 today — a further 16% drawdown that has occurred while
fundamentals have accelerated in every measurable dimension. The market capitalization of

approximately $23.7 billion now stands against a company generating $2.2 billion in trailing revenue growing
69%, $684 million in free cash flow, and holding $2.48 billion in cash with essentially zero net debt. The
consensus analyst price target stands at $238, implying 92% upside, with a range of $170-$300 and zero
bearish ratings among covering analysts.

We construct our valuation framework around three revenue scenarios for fiscal year 2028, each
reflecting different assumptions about ad revenue growth, international monetization, and Al licensing
expansion. Consensus estimates project $3.14 billion in 2026 revenue, $4.09 billion in 2027, and $5.17 billion
in 2028. Our scenarios bracket this consensus with risk-adjusted bear and bull cases.



2028 Revenue Scenario Analysis

Scenario | 2028E Implied Growth Key Assumptions
Revenue (CAGR)
Bear $3.5B ~17% from 2025 Ad growth decelerates sharply; intl. monetization stalls;
Al licensing flat
Base $4.5B ~27% from 2025 Ad growth moderates to 30-40%; intl. ARPU doubles; Al
licensing grows steadily
Bull $6.0B ~40% from 2025 Ad share gains accelerate; intl. ARPU triples; Al dynamic

pricing realized

Valuation Multiple Sensitivity

8x Revenue 10x Revenue 12x Revenue 15x Revenue
Bear ($3.5B) $135 (+9%) $169 (+36%) $203 (+64%) $253 (+104%)
Base ($4.5B) $173 (+40%) $217 (+75%) $260 (+110%) $325 (+162%)
Bull (86.0B) $231 (+86%) $289 (+133%) $347 (+180%) $434 (+250%)

Note: Implied share prices assume ~207M fully diluted shares and account for ~$2.5B in net cash.
Percentages represent upside from $124.12.

Several observations are critical. First, even the bear case at the lowest reasonable multiple (8x) implies
$135 per share — 9% upside from current levels. This means the market is currently pricing Reddit below
its bear-case outcome, embedding an implied assumption that growth will decelerate more dramatically than
even pessimistic estimates suggest. Second, the base case at a market-appropriate multiple of 10—12x revenue
implies $217-$260 per share, or 75-110% upside — consistent with the consensus analyst target of $238.
Third, the bull case — which is not unreasonable given Reddit's current growth trajectory and the potential for
Al licensing to transition to dynamic pricing — implies $289-$434 per share, or 133-250% upside from
current levels.

The sensitivity analysis also highlights why the 7+1 thesis framework is structurally valuable as an
investment construct. Each thesis pillar represents an independent catalyst: the ARPU monetization gap, Al
licensing evolution, international expansion, capital allocation, product innovation, human data scarcity, and
ad consolidation dynamics. The probability that all of these pillars fail simultaneously is vanishingly
small. Even partial realization of three or four theses is sufficient to drive meaningful outward revisions
in revenue estimates and corresponding multiple expansion. The base case effectively represents a
scenario in which Reddit merely executes at consensus levels — and even that outcome implies significant
upside, underscoring the deeply pessimistic assumptions baked into the current share price.

KEY RISKS Material Risks to the Investment Thesis

1. Google Traffic Dependency: A significant portion of Reddit's traffic originates from Google search. An
algorithm change penalizing Reddit—or Google Al Overviews further reducing click-through rates to
Reddit—could materially impact user growth and advertiser reach.

2. U.S. Engagement Plateau: U.S. DAUq declined sequentially in Q4 2025 (from 53.7M to 52.5M), and
management announced plans to phase out logged-in versus logged-out reporting. If U.S. engagement is
structurally stalling, ARPU expansion must compensate entirely for user growth—a dependence that
increases earnings volatility.



3. Al Licensing Stagnation: Other revenue (including Al licensing) grew only 8% year-over-year in Q4
2025 and showed no sequential growth. The dynamic pricing renegotiation thesis has not materialized in
financial results and received no substantive commentary in the Q4 letter, raising questions about execution
timeline.

4. Al Search Disintermediation: As ChatGPT, Perplexity, and Google Al Overviews synthesize Reddit
content directly in search results, users may consume Reddit's knowledge without visiting Reddit itself,
reducing both traffic and the freshness of user-generated content that feeds Reddit's data moat.

5. Valuation and Multiple Compression Risk: At approximately 10x forward revenue, Reddit remains a
premium-multiple asset. A broader software sector de-rating or growth deceleration below 40% could
compress multiples further, creating near-term price pressure even if fundamentals remain healthy.

CONCLUSION Reddit as the Authentic Human Community of the AI Era

We began this analysis at $147 per share, arguing that the market fundamentally undervalued Reddit's
transformation. At $124.12, the discount has widened further, and the investment case has only grown
stronger. The seven-plus-one thesis framework we have presented establishes Reddit as one of the most
compelling asymmetric opportunities in public technology markets today.

Together, these seven independent theses — plus the overarching reframing of Reddit from social media to Al
data infrastructure — create a conviction framework in which each pillar provides its own margin of safety.
The probability that all seven fail simultaneously is negligible. The probability that several succeed is
high. And the current stock price implies that none of them succeed, which we believe is demonstrably
incorrect.

At $124 per share, Reddit trades at approximately 6x its 2028 base-case revenue potential, with a consensus
price target of $238 (92% upside) and zero bearish analyst ratings. The company is generating $684 million in
annual free cash flow, growing revenue at 69%, expanding margins sequentially every quarter, and sits on a
$2.5 billion cash hoard with no debt. The bear case implies 9% upside. The base case implies 75—-110%
upside. The bull case implies 130-250% upside. The stock has been punished by guilt-by-association with
structurally weaker peers and by broad macro anxiety that, as we have demonstrated, may actually benefit
Reddit through the consolidation dynamic.

Reddit is the rare company that sits at the intersection of three of the most powerful secular trends of the next
decade: the exponential growth of Al (which needs Reddit's data), the shift of advertising budgets to digital
intent-based platforms (which benefits Reddit's ad model), and the growing premium on authentic human
community in an age of synthetic content (which is Reddit's foundational moat).

The market sees a small-cap social media company vulnerable to ad cycles. We see the custodian of the
internet's most valuable human knowledge base, trading at a fraction of its intrinsic value.

Reddit is not a company that Al disrupts. Reddit is a company that the Al era needs.

DISCLAIMER: This document is for informational purposes only and does not constitute investment advice. All figures sourced from Reddit Q4 2025
Shareholder Letter (February 5, 2026). Past performance is not indicative of future results. Investing involves risk, including the possible loss of
principal.



