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Background

Roblox Corporation provides entertainment products and services. The company
designs and develops a wide range of online videogames such as internet three-dimensional
and tutorial games for kids, teens, and adults worldwide.

Performance

Roblox's growth may cool as the global economy reopens with the shift away from
summer gaming and towards the return to in-person education, which hampered the average
hours of engagement per daily active user and bookings per user. Roblox's average hours of
engagement per daily active user (DAU) growth slowed to 13.5% in 1Q from 21.2% in 2020 and
down from peak growth of 35.6% in 2Q20, as social distancing measures began to ease.
Average hours of engagement per DAU slipped further in April 2021 from 1Q21 levels and
growth may remain under pressure as reopening continues.

Roblox can at least meet consensus expectations for about 40% net bookings (spending
by users) growth in 2021, fueled by continued strong user gains and modest expansion in
average bookings per user, aided in part by rising uptake of subscriptions.
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Roblox is leading the way in capturing the emerging opportunity of bringing live events
into virtual 3D spaces, also known as the Metaverse, a market which has the potential to reach
S800 billion by 2024. Brand partnerships and live events such as concerts are near-term growth
drivers while longer-term opportunities exist in virtual education and enterprise-collaboration
software.

Roblox's integrated development, user-generated content and social platform positions
it to capture a big slice of the emerging Metaverse market opportunity, given the company's
early entry and scale advantages. Roblox appears ahead of competitors within this market with
their 3D platforms spanning infrastructure and design software, user-generated content, social
features, and ability to host live events.

Capital Structure
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Roblox’s equity market capitalization currently sits at 62,271.14 MM. The company has
total outstanding debt of 1 senior unsecured bond, which is the bond being analyzed. There’s
nothing of concern to note regarding the capital structure, especially since it only recently went
public with an IPO in March 2020. There’s lots of room for growth for the company, and its debt
is small relative to market cap (debt-to-equity ratio of 0.016), hence its growth shouldn’t be
hindered by restructuring or worries to repay debt at this point in time.

Outlook

Roblox is well placed to maintain a leading position in the emerging Metaverse market,
fueled by early entry advantage and scale, technological investments, and international growth.
Sales growth and profitability could at least meet or potentially exceed consensus expectations
over the next few years, even as competition increases from rival game makers, social
networks, and others.

Bond Description
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e Issuer: ROBLOX CORP (RBLX)

e Price: 100.526
e Coupon: 3.875

e Maturity: 05/01/2030

e Yield: 3.757
e Par:1,000.00 MM
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Both the company and the issued bond received a Ba2 rating from Moody's and BB from
Standard & Poor's. Clearly, both are non-investment grade and speculative, but Bloomberg
believes their outlooks are stable, especially given the default risk probability.

Default Risk
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The 1-year default probability of Roblox is a mere 0.0093%. This establishes the viability
of this investment despite the non-investment grade credit ratings of the company and the
bond.

Comparables
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From the above table, the computed average of the comparables' Z-spreads is 368 bps. The
bond’s Z-spread sits at 274 bps, which is lower than the average by 94 bps. Hence, the bond is
slightly overvalued relative to bonds offered by comparable peers. However, it does
compensate for its price through the company’s low default probability, which can’t necessarily

be said about all its peers.
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Looking at the average of the comparables' price-to-book ratio, which was 8.3, the
company’s price-to-book ratio was massively overpriced at 73.6. This was a difference of 65.3,
indicating that the company’s stock was greatly overvalued. However, this could also be an
indication of optimism and public belief in the company’s potential growth and performance in
the future.

Liquidity and Trade History
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Using the available data from the table above, the average bid-ask spread for this bond
was about -0.971. Given how relatively low it is, we can assume the bond is fairly liquid.
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Looking at the trade history, we can see that this bond’s trading has been fairly active
within the last 15 days.

Assessment

Overall, this bond seems like a very viable investment. Roblox is showing lots of
potential for future growth and their capital structure is well structured. Both the company and
the bond have stable credit outlooks and very low default probability within the next year.
Despite the bond's slight overvaluation concerning its Z-spread, the low default probability is a



strong advantage of this offering. Moreover, given the fair liquidity of this bond shown through
its relatively low bid-ask spread and its active trading history, this bond could be acquired
without extensive difficulty in finding a fitting price and/or willing seller.

Recommendation

If not currently investing in this bond, slight BUY recommendation depending on
portfolio needs and offering availability.

If currently investing in this bond, strong HOLD recommendation.



