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Professor (Emeritus) and the former Raymond Ackerman Family Chair in
Israeli Corporate Governance (School of Business, Bar llan University).

Ph.D. in Finance from the University of Chicago.

Publication in the area:

Hauser, S. and Lauterbach, B., “The Value of Voting Rights to Majority Shareholders:
Evidence from Dual Class Stock Unifications”, Review of Financial Studies, 17 (4),
Winter 2004, 1167-1184.

Lauterbach, B., and Yafeh, Y., "Long—Term Changes in Voting Power and Control
Structure Following the Unification of Dual Class Shares”, Journal of Corporate
Finance, 17, 2011, 215-228.

. Lauterbach, B., and Pajuste, A., "The Long-Term Valuation Effects of Voluntary Dual
Class Share Unifications", Journal of Corporate Finance, 31, 2015, 171-185.

. Cremers, M., Lauterbach, B., and Pajuste, A., “The Life Cycle of Dual Class Firm
Valuations”, Review of Corporate Finance Studies, 13, 2024, 459-493.
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5-year moving averages of the total number of IPOs (bars)
and the percentage of dual-class IPOs (solid line)
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Dual Class Firms

* Most of the stock exchanges around the world allow a
dual class share structure.

 In dual class firms, controlling shareholders concentrate
their holdings in the high-vote shares, because it’s the
cheapest way to maintain control. This creates
disproportionality — a gap or wedge between their (high)
vote and (lower) equity holdings in the firm.

* The wedge aggravates the potential controlling
shareholder agency problem (private benefits).

e Bebchuk (1999) claims that wedge structures are the
worst form of corporate governance.



The Life Cycle of Dual Class Firm Valuation

Martijn Cremers, Beni Lauterbach and Anete Pajuste
University of Notre Dame, Bar llan University, and SSE at Riga, and ECGI



Life Cycle of Dual Class Firms: Valuation
® Dual class firm basic valuation

Cldual = Qsingle t AQLV t AO~Agency

* AQy is positive on average because in many firms
(about half of the firms in our large sample) the
founder is leading the firm at the IPO which may
indicate the firm vision is not yet accomplished or that
founder possesses high skills.

® AQpgen IS Negative because the potential agency
behavior of the controlling shareholders aggravate in a
dual class firm, discounting the firm market value.



Life Cycle of Dual Class Firms: Aging

¢ O*dual = Qsingle t AO~LV t AO*Agency
® Further:

* 0AQ,,/0T <0, (vision accomplished, founders’
marginal contribution diminishes);

® 0AQugene, /9T < O, (controlling shareholders tire,
dilute holdings, and are more prone to agency
behavior).




Outline of Results

Examining all dual- and single-class IPOs in the U.S. In
1980-2019, our central findings are:

1. Dual class firms exhibit a significant valuation (Tobin’s
Q) premium over comparable (“matched”) single class
firms at the IPO. On average, AQy, po > AQugency, 1Po

2. However, on average, this valuation premium gradually
dissipates with firm's listing age (= time from IPO).
Depending on the measure and methodology used,
within 6 to 9 years after the IPO, dual class firms drop
Into lower valuations (lower Tobin's Qs) than
comparable single-class firms.
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Outline of Results (continued

3. The IPO premium of dual class firms is relatively large for

firms led at the IPO by founders, especially when they are
young (less than 49 years old). This suggests that founders have
unique value and have to be protected from market pressures.

. The difference between the voting and equity stakes of the
controlling shareholders of dual class firms (the "wedge") tends
to increase as the firm ages. The widening of the wedge hurts
dual class firm’s value probably because of aggravated agency
problems. Dual class firms with no wedge increase deteriorated
significantly less as the firm aged.

. About 20% of the firms eliminate the dual class structure

voluntarily within 9 years after the IPO. However, this “self
correct” phenomena decays a few years after the I1PO.
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Control Group Holdings

- IPO+1 | IPO+2 | IPO+3 | IPO+4 [ IPO+5 |IPO+6 | IPO+7 | IPO+8

Controlling
BN LSRR IAARS 43,83 42.01 38.30 34.99 35.20 33.05 33.90 34.38 0.000
share, %

Vote minus equity
(wedge), %

14.74 16.24 17.88 19.45 20.08 21.39 22.02 22.74 0.000

Number of

. 497 456 409 352 300 252 228 199
observations
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Imk

 Johnson, Karpoff and Y1 (RFS, 2022) find that
anti-takeover defenses contribute positively to
firm market value in the first 4 years after the
|IPO, yet later on they begin to be negatively
assoclated with firm value.

e The analogy to our results Is striking. The
Implication is that sunset provisions should be
debated for other takeover defenses as well.
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Self Correction - Unifications
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The voice of corporate gavernance

Septearber 20, 2019

Director Angela Ahrendts

Director Ken Chenault

Director Ann Matler

/o General Counsel Robert Chestnut

Airbab, Ine.
SRR Brannan Street
San Franeiseo, CA 94103

Re: Adrbnb equity stroctuse as a public company
Dear Ms. Ahrendts, Mr. Chenault and Ms. Mather:

Lam writing on behalf of the Council of Institutional Investoes (C11) to request that Airbab, in
commection with an munl public offering, adopt either a “one-share, one-vole™ stock structare or
asun.aupmvmnu equal voting rghts for all classes of common stock by no later than
the seventh anniversary of the IO,

Cllisa i, i tation of U5, asset owners, prmarily pension funds, stale
and becal ertities charged with investing public asses and endowments and foundstions, with
combimed asets of 34 trillion. Our associate members include non-ULS. asset owners with mone
tsan &4 wrillion in assets and a range of assel managers with more tsan £33 wrillien in assews under
management’ CII members share a comenitment (o bealthy public capital markets and strong
COFPOTale BoVEmance.

UA. public company board members owe obligations equally to sharcholders generally.
However, many public company shaseholders are skeptical on whether managers bolding super-
voling rights are held acoountable by company boards, even in the face of extended poor
performanee or changed company circumstances that sugpest different management and/or
stratepy. A decision to disempower public sharcholders would add wo that skepticism.

The large mapority of U.S. companics go public with one-shase, one-vote stnactures. OFf those
Uzt o publie with differential voting rights, a growing sumber pul time-based sunses on those
structures.” This tend is geaesally supponed by the findings a secent study of dual-class

s imed 1o the iple of h woie i public egeity markess. Where a board decides to creme
du'ﬂerunm]vnungnghls.wmgenlmz-buadmmﬂmumhnmm the structure to one-share, ane-vate within
seven years of IPO), absent sppeovel by cach class of starcholders, votng separstely, to exiend such a sirocmure.

? For mare information about the Councdl of Instinutional Irvestors (Couneil or CIC) and our memshbers, plaase visi

the Council's websaie ot hitpewew 23 orgiaboul_us.

’hCII-c,umpd.ed Iu:oa’mlsmmwnu-bued. sun:m]nwubouonmxhl-:ls: structures i availzble mt

act

September 20, 2019
Pape 2 of 2

company performance, which found that even at innovative companies where unequal voling
struciures correlate o & value premivm at the time of the IPO, that premiom dissipates witliin six
Lo nine years before teming negative.® Anotler study found that dual-class structures correlate:
with moee innovation and value creation in the pertod shortly after an 1P, but within six o 10
vears, the costs of the umequal voling structunes outweigh the benefits. The study's authors
conclude, “Owr findings lend credence o the recent call fram sharcholder advocacy groups that
if dual elass structures shouwld be allowed at all, they should faee rigorous sunset provisions and
be eliminated in a certain period post-1PO

Adopting equal voting rights or a sunset provision of seven or fower years would result in the
permsanent exclusion of your pames from CL's “Dual Class Enablers™ list, which CTI members
and investors more broadly can use to hold directors 1o account at all public company boards on
which they serve.” We expoct that public investors will increasingly use this resource and others
like it o vole against directors who made pivotal pre-IPO decisions 1o limit the voice of public
sharcholders for the long term.

Public company investors bave dermonstrated time and again that they will support innovation
and long-term capital imvestment at one-slare, one-vole companics, 85 has been the case for
decades at examples like Apple, Amamon and Microsoft. While establishing scoountability to
OWINETS On & propomional basis does not always maximize comfont and compensation for
managemenl, we belweve accountability 5 important for performance longer verm, especially
through bumps in the road that every company will experienes.

PMlease share this letter with the full board. We would be pleased to have the opportunity to
discuss these marters with vou [ can be reached at keni@ciiorg or 202-261-T0408.

Sincercly,

Kenneth A Bensch
Executive Director

Ce Mathan Blecharceyk
Birian Chesky
Joe Gebhbia

‘Mmun&mmnal T Lifer-Cvete oof Do) Ty Farme, Movember 2017, “We find that the initial dual class
y and di within 10 9 vemrs affer the IFO. . _The declining valustioss of dusl-

\lm:mgk-cl.nuErmn@g:rbd:dpdmmﬂymrmndugmqpbﬂ:mmmmﬁulchﬂhﬁmybﬂ

minigated by & mandatory sunset provision for dual class struciures, as sdvocated by Bebehuk and Kastiel:™ S

Luczan Bebchuk exd Kohi Kastiel, T Usiepable Case S Perpasal Dl Clars Sock April 2007,

? Lindeay Baran, ot al., Oual Class Share Structuee and fanoueion, May 2008,

Pwmrmmmtllswmmimmm

* See hitpeVeraw g3
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