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Introduction
This assignment, constituting a comprehensive exploration within the Banking and Financial Economics module, is designed to critically analyse and evaluate aspects of financial management, market dynamics, and their broader economic implications. The core objectives are to dissect the interrelations between real and financial markets, delve into the intricacies of capital and derivatives markets, and assess the impact of financial instruments on the economy. This endeavour requires a nuanced understanding of theoretical frameworks, coupled with the application of empirical analysis to real-world scenarios.

Snapchat, officially known as Snap Inc., presents a fascinating case study for the initial public offering (IPO) segment of this assignment. Since its IPO in March 2017, Snapchat has evolved from a messaging app popular among teens into a dynamic platform encompassing multimedia, augmented reality, and digital content. Its journey to going public offers valuable insights into the strategic considerations and financial mechanisms underlying IPOs in the tech sector. The examination of Snapchat's S-1 filing, alongside a detailed review of its post-IPO share price performance, will illuminate the risks, valuation, and market reception associated with high-profile technology IPOs (Snap Inc., 2017).

Netflix, a behemoth in the streaming industry, is selected for the analysis of exchange-traded options and the impact of debt instruments on consumer behaviour. With its extensive history in the public markets and a rich dataset of its options and debt instruments, Netflix provides an exemplary framework for understanding derivatives' roles in financial markets and the interplay between corporate debt levels and consumer spending patterns. The exploration of Netflix’s financial instruments and their market implications will shed light on the strategic financial management decisions that drive corporate growth and influence market behaviour (Netflix, Inc., 2023).

This assignment aims not only to articulate the theoretical underpinnings of financial economics but also to apply these principles to the practical contexts of Snapchat and Netflix, thereby offering a bridge between academic knowledge and industry application.


Section 1: IPO Analysis of Snapchat
1.1 Snapchat Company Overview
Snap Inc., the parent company of Snapchat, was launched in 2011 by Evan Spiegel, Bobby Murphy, and Reggie Brown while they were students at Stanford University. The app's primary feature allows users to send pictures and messages that are only available for a short time before they become inaccessible, promoting a more natural flow of interaction. Over the years, Snapchat has evolved to include a variety of features such as Stories, Discover, and augmented reality (AR) filters, setting it apart from its competitors. The platform primarily targets a younger demographic, with a significant portion of its user base between the ages of 13 and 34. Snapchat's Unique Selling Proposition (USP) is its focus on privacy and ephemeral content, which appeals to users seeking more authentic and less curated social media experiences.

1.2 Reasons for Snapchat Going Public
The decision for Snapchat to go public in March 2017 was driven by several financial and strategic motivations. Financially, the IPO offered Snap Inc. an opportunity to raise capital to fund further development, innovation, and expansion of its platform. This was crucial for maintaining its competitive edge in the fast-paced tech industry. Strategically, going public increased Snap Inc.'s visibility and credibility in the market, which is beneficial for attracting top talent and potential partnerships. Additionally, the IPO allowed the company's founders and early investors to realize some of their investments' value, providing a liquidity event for stakeholders.

1.3 Analysis of Snapchat’s S-1 Filing
The S-1 filing by Snap Inc. provided a comprehensive overview of the company's financial health, business model, and future growth strategies. However, it also highlighted several risks inherent to the company's operations and market environment.

Key Risks from the S-1 Filing:
User Growth and Engagement: One of the significant risks mentioned was the potential stagnation or decline in user growth and engagement. Given the competitive landscape of social media platforms, any slowdown could adversely affect advertising revenues, which are crucial for the company's profitability.

Monetization Strategies: Another risk outlined was the challenge of monetizing its user base effectively without compromising the user experience. Snapchat's ability to attract advertising spending hinges on its innovative ad products and the effectiveness of its targeting capabilities.

Dependence on Third-Party Platforms: Snapchat's reliance on Google Cloud for hosting its services and the iOS and Android platforms for distribution was also cited as a risk. Changes in the policies or fee structures of these platforms could have a significant impact on Snap Inc.'s operational costs and market reach.

Proposed Valuation and Identified Risks:
The proposed valuation at the time of the IPO was ambitious, reflecting the market's optimism about Snapchat's potential for growth and innovation. However, the risks identified in the S-1 filing, especially those related to user growth, monetization, and platform dependence, posed substantial challenges. The valuation needed to account for these risks, with investors requiring a clear understanding of how Snap Inc. planned to address them to sustain growth and achieve profitability.

In conclusion, Snapchat's IPO was a landmark event that reflected both the potential and the challenges facing the company. While the capital raised provided a vital boost for future initiatives, the risks highlighted in the S-1 filing underscored the importance of strategic planning and innovation in navigating the competitive social media landscape.
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