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Non-voting shares are nothing new in the world of capital markets, but never 

before have they been the security on sale in an IPO. They hadn’t been, that is, 

until Snap. Inc. sold $3 billion of non-voting shares in a splashy IPO that gave the 

capital markets industry a welcome reminder of the glory days of old. But much 

remains unknown about shareholder experience with non-voting shares, leaving 

open the question of whether Snap’s IPO will, in retrospect, look more like a 

harbinger of further initial offerings of non-voting shares, or a “fool me once” 

event that wise investors will steer clear of in the future. 

 

In its February 2017 S-1 disclosure, Snap described the three classes of common 

stock—Class A, Class B and Class C—for its March 2017 IPO. Class A shares, the 

only shares being sold in the offering, “entitled to no vote on matters submitted 

to stockholders.” Class B shares, for executives and early investors, come with one 

vote each. And Class C shares, for Snap’s two founders, come with 10 votes each. 

Per the S-1, holders of Class B shares and Class C shares vote together as a single 

class on “all matters (including the election of directors) submitted to a vote of 

stockholders.” 
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Who holds the votes? 

 

Through this three-class structure, Snap founders Evan Spiegel and Bobby 

Murphy retain effective control of the company. Even after the IPO, the Class C 

common stock that they hold constitutes approximately 88.5% of the voting 

power. As long as they act together, Spiegel and Murphy maintain the ability to 

“control the outcome of all matters submitted to shareholders for approval.” This 

control is wide-ranging and encompasses the election, replacement and removal 

of directors; mergers and consolidations; and the sale of all or substantially all the 

company’s assets. As discussed in more detail later, in the event that one of the 

founders leaves the business, their control becomes concentrated entirely in the 

hands of the single remaining founder. 

 

None of the votes, but all of the risks 

 

It goes without saying that if you’re doing something in the world of public 

offerings that is a first, there will be some risks that you’ll need to get cozy with. 

Snap officials were relatively clear regarding the risks of the company’s Class A 

shares right out of the gate, stating the obvious point that: “Holders of Class A 

common stock have no voting rights. As a result, holders of Class A common 

stock will not have any ability to influence stockholder decisions.” 

 

Additional risk considerations that Snap enumerated include: 

 

• The company was unaware of any other IPO involving non-voting stock 

and cannot predict the impact that the capital structure and the 

concentrated control by founders will have on the stock price or business 

• Because Class A common stock is non-voting, and due to certain 

exemptions from U.S. securities laws, holders of Class A common stock 

have limited access to information 
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• The concentrated control by the founders could discourage others from 

initiating mergers, takeovers or change-of-control transactions 

• The current capital structure could prolong the influence of Spiegel and 

Murphy on the company 

 

Snap’s founders were likely betting on the fact they are piloting one of the most 

hotly anticipated tech IPOs in an era in which they have almost become extinct. 

They were proven right by investors who ponied up for Snap Class A shares, 

showing a healthy appetite for a rollercoaster ride completely controlled by 

management. 

 

Did SNAP skip out on proxy season? 

 

The question of whether Snap’s public investors can vote on company matters 

has been answered: they can’t. With that settled, another question is raised: 

namely, what does a Snap proxy season look like—and in particular, will there be 

such a thing as a proxy filing by Snap? 

 

What would proxy season look like for SNAP Inc.? 

 

Snap officials signaled in their IPO that proxy season would be a virtual non-

event for Snap investors. According the IPO, because the Class A common shares 

are non-voting, the company will not be required to file proxy statements or 

information statements under Section 14 of the Exchange Act. Proxy statements 

not only facilitate investors’ ability to vote on matters, they also are a key source 

for information. 

 

While the Snap “information well” isn’t necessarily going to run dry, investors 

were undoubtedly left thirsty for company information that most shareholders 
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are accustomed to receiving. Snap has sent mixed signals as to what degree it will 

quench that thirst. The company’s reporting leads with the fact that it is 

technically not required to submit proxy statements, but Snap only closes the 

door halfway. 

 

It all seems to hinge on what information they opt to share with holders of Class 

B and Class C shares. According to the IPO, if the company does not deliver any 

proxy statements, information statements, annual reports and other information 

to the holders of Class B and C shares they then will similarly not provide any of 

this information to holders of Class A non-voting shares. The company softens 

this blow by indicating that key information will be reported in other public 

filings, specifically citing Part III of Form 10-K. 

 

There’s no “there, there” for key proxy-related topics 

 

Snap appears to have craftily side-stepped some thorny proxy-related matters in 

which most issuers eventually come face-to-face. The company wasn’t required 

to comply with proxy access rules under Section 14 of the Exchange Act. If the 

company takes any actions in an extraordinary meeting of stockholders, Snap will 

not be required to provide information normally required under Section 14 to 

Class A stockholders. Since this information is not required in the 10-K, holders of 

Class A shares have little view with respect to extraordinary meetings of 

stockholders. 

 

Say-on-pay and say-on-frequency is also off the table for Snap.  Stockholders 

didn’t have an opportunity to provide a non-binding vote on compensation of 

the company’s executive officers. Additionally, Rule 14a-8 proposals are out. 

Holders of Class A common stock will not be able to bring matters before the 
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company’s annual meeting of stockholders or nominate directors, nor can they 

submit stockholder proposals under Rule 14A-8 of the Exchange Act. 

 

You can’t vote, but you can still meet 

 

While Snap has systematically taken away the vote and some key sources for 

information for its holders of Class A common stock they will present investors 

with the opportunity to attend annual meetings. Snap has made it clear that 

these annual meetings will not resemble the more traditional annual meetings of 

stockholders that other issuers hold. 

 

SNAP will invite holders of Class A common stock to attend annual meetings so 

that they may “submit questions to our management team.” In the same breath, 

Snap reiterates that any proxy or information statement the company opts to 

send will indicate Snap is not seeking from non-voting shareholders their proxy 

to vote on any matter described in the proxy. 

 

Founder proxy agreement 

 

While proxy season was something of a non-event for Class A common stock 

holders, Snap’s founders Spiegel and Murphy have their own proxy process in 

place, through the Founder Proxy Agreement. 

 

According to disclosure, Spiegel and Murphy entered into a proxy agreement 

with each other that will remain in effect after the closing of the IPO. The 

agreement applies to all shares of Class B and Class C common stock that each 

beneficially owns, and represents approximately 89% of the outstanding voting 

power of the company’s capital stock. 
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Under the proxy agreement, Spiegel designated Murphy as his designated proxy 

holder and, in turn, Murphy selected Spiegel.  If one of the co-founders leaves 

the business, dies, or becomes “disabled,” the remaining co-founder will assume 

the right to exercise all voting and consent rights previously owned by the other. 

It appears that the Snap Founder Proxy Agreement will have a long-lasting 

lifespan. The agreement terminates if the business liquidates, dissolves or winds 

up business operations, goes into bankruptcy or receivership, both co-founders 

send written consent to terminate the proxy agreement or nine months after the 

death of both Spiegel and Murphy. 

 

As a result, both co-founders, or potentially either one alone, essentially could 

control the outcome of all matters submitted to stockholders for approval. This 

includes the election, removal and replacement of directors, compensation, and 

any merger, consolidation or sale of assets. 

 

The markets and regulators react  

 

Snap recently held its first quarter earnings report, which gave investors their first 

clear view into the company’s financials since its IPO earlier this year. It reported 

revenue of $149.6 million for the quarter, and a loss of $2.2 billion. Shares fell by 

about 23% in after-hours trading.  

 

It’s difficult to say whether the market’s reaction was more (or less) severe than it 

would have been if the company’s public investors had voting shares. Regardless, 

in the wake of lower-than-anticipated earnings and its multi-billion dollar loss, 

Snap now must contend with a new regulatory wrinkle— namely, an ever-

watchful SEC.  
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SEC comment letters related to the Snap IPO have been released and as 

expected, Snap finds itself under pressure to better disclose how it intends to 

communicate with shareholders and expand its risk factor reporting. For example, 

we are seeing comment letters putting pressure on Snap to better disclose issues 

around the timing implications of providing information through a Form 8-K 

filing versus a proxy statement. 

 

Unlike proxy or information statements that provide information in advance of 

corporate actions being taken, reports on Form 8-K may generally be filed up to 

four business days after the occurrence of reportable events and may include 

significantly less information than would otherwise be required in proxy or 

information statements,” the SEC explained in a Feb. 14, 2017 letter to Snap CEO 

Evan Spiegel. 

 

The SEC also requested that Snap discuss the impact on shareholders who may 

not be able to make an investment decision in advance of major corporate 

transactions, and only after the filing of a Form 8-K reporting the event. 

 

* * * 

Clearly, the Snap IPO is an interesting anomaly. It’s too early to say if non-voting 

IPOs will become the norm. Rumblings of displeasure from investors and 

regulators certainly were not calmed by the company’s first-quarter results. 

According to reports, one group representing large institutional investors has 

approached S&P Dow Jones Indices and MSCI Inc., pushing to bar Snap or any 

other issuer that sells investors non-voting shares from their stock benchmarks. 

Fooled once by the Snap offering, perhaps, they are doing everything they can to 

avoid letting a subsequent issuer “fool them twice.” Whether Snap can change 

the narrative and become a model for future IPOs is something that only time will 

tell. 


