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		Abstract

		The shareholder empowerment movement (movement) has renewed its effort to eliminate, restrict or at the very least discourage the use of dual class share structures in initial public offerings (IPOs).  This renewed effort was triggered by the recent Snap Inc. IPO that utilized non-voting stock.  Such advocacy, if successful, would not be trivial, as many of our most valuable and dynamic companies, including Alphabet (Google) and Facebook, have gone public by offering shares with unequal voting rights.  

Unless there are significant sunset provisions, a dual class share structure allows insiders to maintain voting control over a company even when, over time, there is both an ebbing of superior leadership skills and a significant decline in the insidersâ€™ ownership of the companyâ€™s common stock.  Yet, investors are willing to take that risk even to the point of investing in dual class shares where the shares have no voting rights and barely any sunset provisions, such as in the recent Snap Inc. IPO.  Why they are willing to do so is a result of the wealth maximizing efficiency that results from the private ordering of corporate governance arrangements and the understanding that agency costs are not the only costs of governance that need to be minimized.      

In this essay, Zohar Goshen and Richard Squireâ€™s newly proposed â€œprincipal-cost theory,â€� â€œeach firmâ€™s optimal governance structure minimizes the sum of principal costs, produced when investors exercise control, and agent costs, produced when managers exercise control,â€� is used to argue that the use of dual class shares in IPOs is a value enhancing result of private ordering, making the movementâ€™s renewed advocacy unwarranted. 
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