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Status of the U.S. Equities Markets
The U.S. equity markets are the largest and most liquid in the world. Their health has a
direct impact on the ability of emerging and growth companies to raise funds and to
have successful exits. Therefore, it is important to understand their status in relation to
the business cycle and secular trends, and near-term risks that might affect planned
financings, IPOs and M&A.

Current Status
The U.S. equity markets reached record levels starting in December 2016 and continuing
into 2017. As of mid-February 2017, the major indices -- the Standard & Poor's 500
index, the Nasdaq composite and the Dow Jones industrial average -- set new all-time
highs. The records were driven by strong fourth-quarter corporate earnings and
anticipation the new President and Congress will enact fiscally stimulatory policies,
including substantially higher infrastructure spending, lower corporate and individual
taxes and eased regulations for companies across many sectors.
The strong performance of the major indices stands in contrast to a rather dreary year
for IPOs. In 2016, 105 IPOs raised roughly $20 billion, among the lowest levels in the
past decade, and under 2015’s 174 IPOs that raised over $34 billion. While a few
companies such as Twilio (TWLO), Line (LN) and Nutanix (NTNX) had successful initial
offerings, many others chose to exit by M&A instead.

2017 Outlook
The tumultuous first few weeks of the Trump administration has increased an already
high level of uncertainty created by a variety of domestic and global political and
economic factors. Nevertheless for IPOs, the new year has indicated a potential uptick as
several companies launched or priced their IPOs in January, and the backlog continues
to grow. The most notable is Snapchat’s parent’s filing to go out at a valuation of $20 $22.5 Billion.
The number of new IPO filings is especially impressive in light of recently enacted new
rules that allow for a higher number of shareholders before a company must go public.
Such rules have enabled Uber, for example, to remain private despite having a huge
valuation and public commercial presence.

The outlook for the remainder of the year is highly dependent on several key factors,
including the ultimate success of announced, but not yet enacted legislation, the most
important of which are:

Financial Services Deregulation
Trump has already held a widely covered meeting with the current titans of Wall Street
to confirm his announced intention to loosen significantly the Dodd-Frank Act regulations
enacted in the wake of the 2008 financial collapse. The impact appears to be positive for
IPOs and the equity markets in general as financial stocks have seen substantial recent
gains. The strength in financial stocks may support other equity issuances. In addition,
permitting banks to go back to trading high-yield bonds and underwriting them for more
highly leveraged companies will likely strengthen the M&A environment by increasing
private equity activity.

Corporate Tax Reform
Nearly all observers agree corporate tax reform is sorely needed in the U.S., but its
ultimate form is impossible to predict. At this point, the most likely outcome is probably
to have a positive, possibly significant impact on the equity markets. Supportive policies
would be a reduced tax rate for repatriated corporate cash held abroad, now widely
estimated at a stunning $2.5 Trillion; permission to expense rather than to depreciate
capital investments over several years; and, of course, a lower federal corporate tax
rate, now among the highest of developed nations.

Infrastructure
During the campaign, and now in office, the Administration has promised large
investment in basic infrastructure, such as transportation, energy and other core sectors.
These would amount to a large fiscal stimulus, which could improve corporate profits
and result in higher stock prices for the firms likely to get large government contracts.
Weighing against the above likely positive factors are the rising threat of protectionist
trade policies, and higher interest rates implemented by the Federal Reserve. Important
non-legislative factors are:

First Quarter Earnings
Quarterly earnings for technology companies were generally good in the fourth quarter
of 2016, and the trend is expected to continue into this quarter.

Private Equity Firms
It remains unclear whether VCs and PE firms will choose to exit by IPO or sale of the
companies. But the growing view that the long economic expansion is in its final phase,
the predisposition of decision-makers is likely to favor IPO exits before the year runs its
course.

Policy Influence
Many of the Administration’s most senior members have had successful careers on Wall
Street. They are likely to favor policies supportive of a robust trading and M&A
environment, which they would see as an indicator of economic health.

Impact on Technology Industry
Technology companies will play a large role in any resurgence of the IPO market.
Snapchat’s parent’s recent filing to go public may encourage others to do the same
should it be seen as successful. There are many brand-name software and Internet
companies eligible for large initial offerings, such as Spotify, Palantir, Uber, Lyft, Airbnb
and Dropbox among others.
High activity in the IPO market will engender more activity in the private market as
investors will take advantage of good valuations and opportunities to exit. Be prepared
for an active year in financings and exits!

Note: This newsletter if for informational purposes only, and not for the purpose of providing legal,
financial or other advice.
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Transactions

The following are notable M&A Transactions and Capital Financings announced or
completed in the last month.

Notable M&A Transactions
Grab to acquire Kudo, an Indonesian startup that develops solution for the e-commerce
and payment market in Indonesia, for $100 million. See details here ...
Intelligent Apps (mytaxi) acquires Taxibeat, a smartphone app that transforms the taxihailing process into a direct marketplace. See details here ...
IDT to acquire GigPeak, a leading innovator of semiconductor ICs and software
solutions. See details here ...
PayPal acquires TIO Networks, a telecom, wireless, cable and utility network operator,
that also offers bill payment services, for $304 million. See details here ...
Twilight Technology and Now Electronics, acquire Semiconductor Technology (STI),
which serves the industrial, telecom, medical, energy, aerospace and military discrete
semiconductor markets. See details here ...
Take-Two Interactive Software acquires Social Point, a mobile game developer and
maker of two popular mobile games - Dragon City and Monster Legends, for $250
million. See details here ...

Notable Capital Financings
Dedrone, a developer of software and hardware to detect unauthorized drones threats,
raises $15M in a Series B . The round was led by Felicis Ventures. See funding details
here ...
IOVOX, a developer of phone data analytics software for business, has raised $10M in
Series A. The funding was led by Octopus Ventures, SF Capital, and Silicon Valley
Bank. See funding details here ...
Komprise, a developer of data and storage management software, has raised $12M in
Series B funding, led by Walden International. See funding details here ...
Sensely, a developer of "virtual" medical assistant software, has raised $8M in Series B.
The round was led by Chengwei Capital, and also included Bioveda Ventures, Fenox
Venture Capital. See funding details here ...
Upstream, an accelerator for mobile commerce, has raised €25m. See funding details
here ...
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