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Abstract. Following the abolition of the dual-class share structure in 1989, the Hong Kong
Exchanges and Clearing Limited re-launched the "Weighted Voting Right" mechanism. In February
2021, Kuaishou Technology listed in Hong Kong with a dual-class share structure, which has been
regarded as the initial public offering of “the first stock of short video” drew the attention of many
investors. Particularly, numerous international scholars have examined the performance of the dual-
class share structure. This paper examines the economic consequences of the three dimensions
based on the IPO of Kuaishou Technology. Taken together, by adopting a dual-class share structure,
managers are more likely to face lower unsystematic risk and firms are less likely to face acquisition
risks, as well as higher innovation performance and thus greater growth potential with a particular
emphasis on operation capacity and profitability, even if the performance is not obvious in the short
term. The contribution of this paper is to provide practical experiences for other Internet companies
with the aim of promoting dual-class share structure and corporate sustainability.
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1. Introduction

With the development of the world's capital markets, Initial Public Offerings (IPO) have become
one of the most important means for companies to raise capital and subsequently apply for listing on
major exchanges. According to the World Federation of Exchanges (WFE), the number of companies
listed by 2024 reaches more than 50,000. However, it is worth noting that the shareholding structure
of a company is directly related to the rights and interests of investors. In addition to the common
principle of “one share, one vote (a single class share structure)” in recent years, different voting
rights (DVR) has been increasingly favored by new economy enterprises, that is the use of dual-class
share (DCS) structure for listing.

A DCS structure is an unconventional shareholding structure in which the capital composition of
a listed company contains different voting rights. The DCS structure typically divides a listed
company's stock into two types: insiders receive common stock with multiple votes per share; public
stockholders receive shares with one vote per share [1]. The DCS structure is essentially a separation
of equity (cash flow rights) and control to ensure that control of the company is not lost through equity
dilution.

The United States, as one of the countries with developed capital markets, has the earliest and most
mature development of DCS structures. In 2021, in the midst of the global health crisis, IPO issuance
in the United States unexpectedly hit its highest level since the dot-com bubble of 2000, in what has
been dubbed the ‘IPO boom’. According to IPO data compiled by IPO expert Jay R. Ritter, a
whopping 1,026 companies successfully issued and went public in just one year in 2021, of which
32.5% of the 331 Tech IPOs and Non-tech IPOs using a DCS structure, a much higher percentage
than the average of 9.76% in the 1980-2022 statistics. In addition to the United States, the DCS
structure is more common in Canada, Germany and other Western capital markets, but China is still
relatively conservative about it, which is the main reason why some Chinese companies such as Baidu
and JD chose to list aboard.

Back in 2014, Hong Kong (HK), one of the world's financial centers, also missed out on Alibaba's
IPO citing its system (one vote, one share). The former Financial Secretary of Hong Kong, Mr.
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Antony Leung has said it was a big mistake. In 2008, Hong Kong Exchanges and Clearing Limited
(HKEX) has introduced most significant listing overhaul in more than two decades, in order to attract
more emerging industries and innovative companies to list locally. Amendments to the Main Board
Listing Rules of the HKEX permits listings of companies with weighted voting right structures, which
is the dual class share structure referred in the paper [2].

The rest of the paper is organized as follows: Section 2 presents insights from a literature review
on the dual class share structure and argue the feasibility of the research methods. Next the case study
is discussed. In Section 3 describes the basic information of the selected company and its listing.
Section 4 focuses on analyzing the economic consequences from various aspects. Section 5 concludes.

2. Literature Review

2.1. Research on DCS Structure

Numerous studies have examined the effects of DCS structure on firms, but only unilateral
performance has been obtained. In positive terms, Onur suggested that managers seem to take their
firms public with dual-class stock to reduce costs associated with their lack of diversification [3].
Bradford et al. argued that dual-class firms tend to face lower short-term market pressures and have
greater growth opportunities [4]. Baran et al.’s study and La’s study both find a positive association
between DCS structure and innovation [5, 6]. On the other hand, some scholars argues that DCS
structure negatively affects firm performance. Hettler et al. investigated the corporate social
responsibility performance of firms with a DCS structure, finding a negative association with excess
insider control [7]. Lindsay et al. examined that disproportionate internal controls have a negative
effect on company value [8]. Overall, the literature suggests that the impact of DCS structure varies
across different dimensions, but few studies have realistically analyzed the overall economic
performance of specific companies. Therefore, a representative company from the internet industry
was selected for this paper to generalize the performance of similar companies.

2.2. Methodology Feasibility

The selection of 2021-listed Kuaishou Technology (Kuaishou Tech) as the research subject of this
paper is highly representative for three reasons: a) According to data disclosed by HKEX, there are
24 companies listed on the Main Board of HKEX with dual-class share from 2018 to 2023, accounting
for 3.34% of all listed companies of 717 companies (excluding the Technology and Innovation Board).
b) Kuaishou Tech is the first short videos company listed in HK, which means that the development
of short-video platforms is gradually extending from the Internet to the capital market. c) Due to the
late liberalization of dual class share in HK, the vast majority of companies are using HK as secondary
listing and Kuaishou Tech is one of the few companies that have taken a non-dual listing, so its
financial data can better reflect the performance brought by being in a single market.

3. Case Analysis: Kuaishou Tech

Founded in 2011, Kuaishou Technology Co., Ltd (Listed as Kuaishou Technology) is an Internet
enterprise with technology development as its core and its main business is divided into Online
marketing services, E-commerce and Live streaming. In addition, it is committed to overseas business
development and continues to promote localization in core markets such as Brazil and Indonesia. The
famous application “Kuaishou (domestic version)” is a product of Kuaishou Tech, which started out
as a tool to create GIF animated pictures and then transformed into a short video platform for users
to share their lives, in the fourth quarter of 2023, the monthly average active users of application
exceeded 700 million for the second time in a record. Kuaishou Tech's operating results are steadily
improving with good growth prospects, according to the company’s annual report: The company
achieved revenues of 39.12 billion, 58.77 billion, 81.08 billion, and 94.18 billion from 2019 to 2022,
respectively, and total annual revenues of 113.47 billion in 2023, representing a year-on-year growth

182



Highlights in Business, Economics and Management GEFHR 2024
Volume 43 (2024)

of 20.5% and profit turnaround. Currently the short-video industry is growing rapidly, and the fact
that Kuaishou Tech has captured the market with a differentiation advantage signifies that it has more
potential economic value.

3.1. Listing Necessity

Prior to its IPO, Kuaishou Tech had raised a total of about $4.8 billion in nine rounds in the primary
market, involving dozens of investment institutions, as shown in Table 1 below. In the angel
investment round, which is also the period of the rise of the mobile Internet, 5Y Capital (formerly
Morningside Venture Capital) was the first institution to invest in Kuaishou Tech. Subsequently,
Delta Capital Markets Ltd., Sequoia Capital, Baidu, Tencent and others have invested millions in
Kuaishou Tech.

Table 1. The funding process of Kuaishou Tech before its IPO

Date of Disclosure | Funding Rounds | Funding Amount ($million)

17th, Apr, 2012 Angel 0.3

26th, Apr, 2013 Series A undisclosed amount
30th, June,2014 Series B 21.75

5th, Jan, 2015 Series B+ 130

1st, Mar, 2016 Series C 128.5
23rd, Mar, 2017 Series D 350
23rd, July, 2018 Series E 1,000

6th, Aug, 2019 Series E+ 180

3rd, Dec, 2019 Series F Nearly 3,000

After completing its last funding round in December 2019, in addition to fulfilling a larger funding
quest, the biggest reason why Kuaishou Tech chose to list is the sharp increase in pressure from the
competitor environment. QuestMobile's 2019 data shows that ByteDance's short video application
TikTok users amounted to 590 million and the Kuaishou users amounted to 340 million, occupying
the top two of the short video industry. While the rankings of the monthly independent device ranking
of short video apps in 2019 showed almost no significant change, so it can be determined that the
powerful position of Kuaishou and Tiktok [9]. At this point, Listing is a good choice in order to
further capture market dominance. Take the example of Youku and Tudou, which submitted their
listing applications almost simultaneously in 2010, the latter listing only eight months later, the two
companies with similar data and scale have huge differences in share price and customer traffic. That's
why Kuaishou Tech is pushing forward with its IPO, posing competition to other short-video
companies.

3.2. Equity Structure

According to the prospectus, the shareholding structure of Kuaishou Tech before the initial global
offering was more dispersed: Multiple rounds of funding diluted the 72.8% stake, which Tencent
holding the most with a 21.6% external stake, followed by 5Y capital shareholders with a 16.7% stake,
the Kuaishou Tech co-founders retaining just a 27.2% stake (the four co-founders are Mr. Su with
12.648% shareholding, Mr. Cheng with 10.023% shareholding, Mr. Yin with 2.422% shareholding
and Mr. Yang with 2.069% shareholding), as shown in Figure 1 below.
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Fig. 1 Pre-1PO shareholding structure (Photo/Picture credit: Original).

Kuaishou Tech takes a global offering comprises of: HK Public Offering of initially 9,130,500
offer shares and International Offering of initially 356,088,100 offer shares, HK$115.00 per offer
share. As shown in Figure 2 below, Kuaishou Tech adopt a weighted voting rights (WVR) structure
of the global offering, that the share capital will comprise Class A (holders can exercise 10 votes each
share) and Class B (holders can exercise one vote each share). Founders Su and Cheng are the WVR
beneficiaries, holding 55.79% and 44.21% of class A shares respectively and other shareholders hold
Class B shares. Upon calculated, Su and Cheng own only 17.79% and 9.36% of shareholding in the
issued and outstanding share capital of the company but have as much as 39.36% and 31.2% of the
voting rights, approximately 70% of the control is retained of the founders, which is more centralized
than the 27.2% prior to the IPO.

Class B 1w ]
Class A I

0% 20% 40% 60% 80% 100%

Class A Class B

mSu 55.79% 1.70%
Cheng 44.21% 1.36%
mTecent 0 21.82%
5Y capital 0 16.84%
m Other 0 58.28%

Fig. 2 post-IPO shareholding structure (Photo/Picture credit: Original).

4. Analysis of Economic Consequences

Is DCS structure good or bad? Although there is no absolutely correct answer, DCS structure is
being adopted by more and more companies, and NUesch also found that dual equity structure will be
beneficial to firm performance if the firm needs external financing [10]. Therefore, as a new
shareholding structure, it is necessary to make a practical assessment of its economic consequences.

4.1. Risk Aversion

4.1.1 Risk of non-systematic

It is risky to invest in the offer shares. Kuaishou Tech’s prospectus states the company may incur
risks related to its business in which case the trading price of Class B Shares could also decline.
Especially, net losses during the Track Record Period and may not be able to achieve or maintain
profitability in the future [11]. Net losses for Kuaishou Tech in 2017-2019 were ¥0.0 billion, ¥.2.4
billion, and ¥.9.7 billion. Moreover, in the nine months ended September 30, 2020, the adjusted net
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loss was RMB?7.2 billion that the company's ability to declare and pay dividends after listing may be
adversely affected by accumulated losses.

According to the “Capital Market Equilibrium Model”, investors can reduce such unsystematic
risk by holding a portfolio (Class A and Class B) of risks. Consistent with this claim, Onur also argued
that managers take their firms public with dual class stock in order to retain control of their firms
while diversifying their wealth exposure to firm-specific risk [3]. Suand Cheng are the only executive
directors and major shareholders of Kuaishou Tech, who bear most of the operational risks, also as
the WVR beneficiaries, they sell off more their cash flow rights compared to their voting rights. Since
all shares of Kuaishou Tech had the same voting rights prior to the IPO, the percentage of voting
rights retained is equal to its cash flow rights. The data in Table 2 comparing the ownership and voting
rights before and after the global offering, the percentage change in voting rights (47.89%) much
higher than the cash flow rights (-1.52%) that held by WVR beneficiaries. These results reported Su
and Cheng have retained more voting rights following its IPO, while the almost unchanged of cash
flow rights suggested that they have diversified some risks to the outside investors.

Table 2. Changes in cash flow and voting rights before and after the global offering

Cash flow rights | Voting rights
Before 22.67% 22.67%
After 21.15% 70.56%
A - 1.52% 47.89%

4.1.2 Risk of acquisition

Prospectus of Kuaishou Tech mentions that they have not conducted any acquisitions, disposals
or mergers since their inception [11]. Although the acquisition did not happen, the dilution of equity
made Kuaishou Tech take the risk of being acquired at any time after multiple rounds of financing,
even when Tencent had become the largest investor with 21.6% shareholdings. As Hwang and Kim
noted, many Korean companies use a DCS structure as an anti-takeover device, in particular, firms
with lower inside ownership or lower cash holdings are more likely to take anti-takeover measures
[12]. Thus, even if an outside investor uses a large amount of capital to acquire Class B shares, it will
not be able to acquire a controlling stake, and the likelihood of a hostile takeover of Kuaishou Tech
is nil.

Furthermore, Howell pointed out that DCS structure potentially reduces managerial myopia [13].
Poorly performing management may be replaced if it does not serve stockholders' interests, which
creates a takeover threat, causing management to focus more on short-term strategic goals, such as
the current stock price instead of long-term strategic goals. However, the management of Kuaishou
Tech has avoided takeover threats by adopting the DCS structure, while information disclosed by
company shows that there have been no major changes in the board of directors in the two years upon
listing, except for a change in the CEO from Su to Cheng (Individual concessions). Besides,
comparing the short-term (see Figure 3) and long-term (see Figure 4) performance of Kuaishou Tech,
despite its undistinguished short-term performance, it has a greater potential for long-term growth.
Figure 5 provides evidence that there was a steady decline of the stock price after listing and no
abnormal movement in the stock price after it rose to the highest of HK$ 405.05 on 17th, Feb. Figure
6 graphically illustrates the shift from negative consolidated losses to positive consolidated incomes
for Kuaishou Tech from 2021-2023, especially in the year 2021 when it listed by adopting a DCS
structure, which increased by more than three times as much. Obviously, Kuaishou Tech avoided the
problem of management myopia effectively and management is free to act in the long-term best
interests of the company.
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Fig. 4 Total comprehensive income/loss (¥Billion) in 2021-2023 (Photo/Picture credit: Original).

4.2. Innovation Capability

Due to the small size and high demand for financing used to develop technique of tech companies
in the early stages of a business, the extent to adopt DCS structures for listing is generally higher than
for non-tech companies to avoid dilution of control by the founders. Moreover, Lindsay et al. found
a positive association between disproportionate insider control, enabled through DCS structures, and
innovation [14]. Because the DCS structure provides relatively free financial and competitive
environment for innovation within the company, which also makes leaders more likely to file patents
themselves [15]. It is only possible when the founders are either executives or board members that
the DCS structure fosters innovation and Kuaishou Tech fits the above scenario. As noted in the
prospectus, Cheng, the founder of Kuaishou Tech, is responsible for all product-related matters of the
Group, including developing new apps, creating product iterations, creating new app features, and
optimizing user interface. Accordingly, combining several factors related to innovation capability,
the outcomes in Table 3 support the argument that Kuaishou Tech have higher research and
development (R&D) capacity after IPO.
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Table 3. Detailed information about Kuaishou Tech's innovative capabilities

Post-1PO (using DCS

employees (in ¥thousand)

Pre-IPO
structure)
R&D expenses (in
¥thousand) 2,429,671 (2020Q4) 2,811,146 (2021Q1)
Share-based compensation
expenses for R&D 626,554 (2020Q4) 974,575 (2021Q1)

Number of patents

1,178 patents were registered, and
3,162 patent applications were filed
in the PRC as at the Latest
Practicable Date

1,155 patents were
registered, and 3,591 patent
applications were filed in
2021

Amount settled by

No clear criteria for copyright

3590% increase compared
to last year (as of the

copyright companies settlement

2021Q3)

In regard to innovation and intellectual property, Kuaishou Tech is not limited to internal
technology and external creators, such as the digital avatar "Guan Xiaofang" (2021.11) and the
innovative incentive system "Kuaishou Xingmang Plan" (2021.10). What’s more, the prospectus of
Kuaishou Tech clearly states that approximately 30% of the proceeds (HK$11,843.2 million) will be
used to strengthen research and development and technological capabilities. All things considered,
with its positive correlation between inputs and outputs of R&D, Kuaishou Tech has seen both
quantitative and qualitative leaps in its innovation capacity since adopting the DCS structure listing.

4.3. Growth Potentials

To gain further insights into the association between the DCS structure and the economic
consequences for Kuaishou Tech, two key financial ratios that focus on the advantage and prospects
are analyzed: Operation capacity and Profitability. Operating revenue is the main source of profit for
Kuaishou Tech and one of the most direct financial metrics, and Figure 5 provides complete statistics.
In 2021, Kuaishou Tech generated revenue of ¥81billion, up 38% from the previous year. Online
marketing services, one of the three major businesses, grew 95% to RMB42 billion, boosting revenue
contribution to 52%. While the growth rate of income seems to be negative until 2023 (due to the
relative saturation of the industry), but it is easy to see that the DCS structure has resulted in
significant positive growth in the two quarters (Qland Q2 in 2021) before and after the IPO (A slight
lag exists). Obviously, this does not indicate that the DCS structure is beneficial for Kuaishou Tech
and needs to be examined further.
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100000 50%

80000 40%

60000 30%

40000 20%

20000 10%

35388 39054
0 0%
2020 2021 2022 2023

Live streaming
Other services

Online marketing services
Growth rates of income (yoy)

Fig. 5 Operating revenue (¥million) composition and growth rate (Photo/Picture credit: Original).
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4.3.1 Operation capacity

An enterprise's ultimate goal is to make profits, as well as its operations must be efficient. If the
DCS structure brings stable and optimistic operating revenues to Kuaishou Tech but lacks the ability
to operate to achieve excellent profitability, that means the DCS structure serves no purpose. Any
operational decision made by an Internet company has the greatest impact on its users. In the wake
of the IPO, Kuaishou Tech had made a number of organizational restructurings and made efforts to
improve its operations and efficiency. In terms of retention, it merged the growth and product
departments in June and the retention rate of DAUs has achieved improvement. Figure 9 shows that,
despite Daily Active Users (DAUs) and Monthly Active Users (MAUS) grew negatively in Q1 and
Q2 of 2021 due to a slight lag, there was significant growth from Q2 to Q3 with a 13.2% increase
from 506.2 million to 572.9 million, as well as a good growth trend in the later years. Kuaishou Tech
shifted from a function-based structure to a division-based structure to strengthen the different
business lines to close the loop and improve efficiency. Overall, Kuaishou Tech's operational
adjustments were largely attributed to the effective management under its DCS structure, as well as
to the founders' exceptional management abilities [16]. As CEO at that time, Su had excellent work
experience in large corporations and was the founder of the company so that he was familiar with the
company's development path.

DAUs ® MAUs
640
790 5709 578 5979 5ge7 020
600 481.4 519.8 508.2
500 b
2 366
400 0058 s0spl 3208 323§ 34588 3478 3038
00 2638
200
100
0
N N a9 o) > N 4/ o] 3
\,@" fb’\o q,\o fﬁO Q?O qv qv rﬂfo qv
Q,Qg\\ P ® P P DY Y P P
P

Fig. 6 Average DAUs and MAUSs (in millions) (Photo/Picture credit: Original).

4.3.2 Profitability

Enterprises will lose their significance if there is no profit, and the profit essence will disappear
[16]. Profitability is an important capability for enterprises growth and the potential for a company to
be sustainable. Two profitability indicators reflect the profitability of Kuaishou Tech in order to assess
the economic consequences of the DCS structure on the enterprise.

Gross Profit Margin (GPM) is the percentage of gross profit (the difference between revenue and
operating costs) to operating income. As can be seen from Figure 7(a), the gross profit margin of
Kuaishou Tech is growing very steadily from 2020 to 2023 and has a good momentum of growth.
Due to its cost control and market positioning advantages, Kuaishou Tech is able to achieve this.
Although operating revenue increased significantly year-over-year in 2021, operating costs and other
expenses (including marketing and administration) increased only marginally. What’s more, DCS
structure listing allows Kuaishou Tech to occupy the investment market as the "First stock of short
video" and it is also the reason why it was valued at over $50 billion before it listed, while allowing
it to face lower short-term market pressure [17].

Return on equity (ROE) measures the compensation received by owner's equity as a ratio of net
profit to average net worth. Basically, it is about how efficiently an enterprise can utilize shareholders'
funds. It can be seen from Figure 7(b) that Kuaishou Tech's ROE has grown forcefully since its IPO,
even switching from negative to positive growth after the IPO. The role of DCS structure cannot be
ignored as the company has such an excellent performance. Its essence is the separation of managerial
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control and cash flow rights, which allows managers to concentrate on the company operation and
reduces the interference of external investors.

55% 259,

45% ”—/506% 0%
44.7%
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-41.8%
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(a) Gross profit margin (b) Return on equity (ROE)

Fig. 7 Profit margin and ROE of Kuaishou Tech (Photo/Picture credit: Original)

Whether its revenue growth, operation capacity or profitability, the short-term performance
brought by the DCS structure is not as significant as the long-term performance, but it is clear the
trend of steady growth that Kuaishou Tech has great potential for growth in the future. Overall, the
reasonable adoption of DCS structures was also a primary reason for Kuaishou Tech's decision to list
in HK, and other enterprises in the industry could benefit from its experience.

5. Conclusion

Dual-class share (DCS) structure has a positive impact on the development of the company. Based
on an empirical analysis of Kuaishou Tech's adoption of a DCS structure, the following conclusions
can be drawn a) The DCS structure reduces managers' unsystematic risk and reduces the firm's
acquisition risk; b) There is a positive correlation between the DCS structure of a firm and its
innovation capability; ¢) The DCS structure provides the company potential growth opportunities,
even though some financial performances have lagged. This paper contributes to the strengthening of
existing theories while simultaneously assessing how companies actually implement DCS structure
listings.

Due to its limited scope and method, this paper still has some defects. Even though the paper uses
a large number of real financial data, it is not sufficient to adequately represent the performance of a
class of companies by selecting only one listed company as the research object. The theoretical
aspects are informed by the current literature, but since this paper is a qualitative analysis of the case
study, subjective factors may also influence the argument. Whether the DCS structure generates other
positive consequences or even what about the performance of firms in other industries, is an intriguing
one which could be usefully explored in further research.
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