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In a shot heard around the World, Bri!sh voters unexpectedly chose to leave the
European Union by a 52-48 margin on Thursday. What came as a shock to the poli!cians
and pundits is probably “Exhibit A” in why it happened — the ruling elite lost touch with
what ordinary people care about.
The divorce will take at least a couple of years and will undoubtedly cause some
addi!onal pain as it is sorted out. There will likely be a"ershocks from other disgruntled
EU Partners like the Netherlands, and perhaps France.
While voters were split on the decision, global markets were decidedly nega!ve,
hemorrhaging approximately $2 trillion in the 24 hours following “Brexit.” The Bri!sh
Pound suﬀered a record one-day plunge to a 31-year low and money poured into safehaven gold and government bonds. Oil prices slumped 5% amid fears of a broader
economic slowdown.
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MARKETS SEEING RED OVER BREXIT
Percent Change in Key Interna!onal Market Indices Following the U.K. Vote to Leave the E.U.
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Source: Yahoo Finance, USA Today, Bloomberg

Snap judgements make for good sound bytes but they are typically short on insight.
Similar doom and gloom forecasts were made when the United Kingdom elected to
forego the Euro and keep the Pound in 1992.
The broader picture reveals that since Britain joined the European Economic
Community in 1973 — the precursor to the EU — the 28 countries that now make up the
EU represented 36% of the World’s economy. Last year it was 17%, and falling. At the
same !me, challenging dynamics have emerged for member countries with vastly
diﬀerent economic needs.
BRITAIN… TAKE A BOW
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What’s been made clear by the “experts” and elites is that if you don’t agree with them
on the dire implica!ons of Brexit, you’re an idiot. What’s less clear are the explicit
reasons why Britain’s decision to distance itself from a dysfunc!onal European family will
harm the average person in the long run. The referendum may indeed prove to be a
massive unforced error, but we’ll reserve judgement as the path forward begins to come
into focus. Stay tuned for a “Texit" debate in the United States.
SNAPCHAT SNAP JUDGEMENT
Silicon Valley and the global innova!on economy more broadly have been no stranger to
snap judgements — par!cularly in early 2016, with NASDAQ dropping nearly 10% from
January 1st to February 11th, before ending up flat for the first quarter.
We have also seen markdowns across the board for private companies. The good news is
that this dynamic enabled us to acquire shares in Spo!fy in the fourth quarter of 2015 at
a nearly 25% discount to the company’s Series G financing earlier in the year. The bad
news is that we have recorded some near-term markdowns to our por$olio for GSV
Capital. (Disclosure: GSV owns shares in Spo!fy)
An example of this trend is Snapchat, where we made a recent investment. Last fall,
Fidelity Investments marked down its posi!on in the company by 25%, only to mark it up
again 15% in December. In March, Fidelity invested $175 million in Snapchat at a flat
valua!on to its previous financing. (Disclosure: GSV owns shares in Snapchat)
Founded in 2011, many were ready to write oﬀ Snapchat as it quickly ascended to the
growing ranks of Unicorns. The conven!onal wisdom was that the company would
disappear as fast as a “Snap” — the company’s signature self-destruc!ng message format.
Instead, Snapchat’s surging popularity is beginning to redefine modern media.
Today, the company has well over 100 million daily users uploading 9,000 photos per
second and watching a mind-blowing 10 billion videos per day, up from just two billion in
May 2015. Users spend nearly 30 minutes on the app per day and over 66% of users
share new content every day.
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USERS WATCH OVER 10 BILLION VIDEOS ON SNAPCHAT PER DAY
Snapchat Daily Video Views (Billions)
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Source: Snapchat Announcements, GSV Es!mates

While Facebook has grown to over 1 billion daily ac!ve users, it is increasingly becoming
a u!lity — a news aggrega!on pla$orm — rather than a dynamic social network. Users
are sharing less and less of their own pictures and videos, and instead are repos!ng,
commen!ng and liking what’s trending on the web. The Informa!on reports that As of
mid-2015, total sharing had declined by about 5.5% year over year while “original
broadcast sharing” was down 21% year over year (Disclosure: GSV owns shares in
Facebook).
THE FOUR “P’s”
We evaluate investment opportuni!es like Snapchat through a lens that combines the
Megatrends that we highlighted with company-specific a%ributes — an approach we call
the “4 Ps”.
The first “P” is for “People” and it is the most important “P” by far. There is no shortage of
interes!ng ideas, but it’s always the TEAM’s ability to execute against the opportunity
that determines success or failure. Our experience is that “winners” find a way to win and
a%ract other winners.
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The Second “P” stands for “Product.” We want to support companies that are leaders in
what they do, have a proprietary product or service, or be%er yet, a “one-of-a-kind” type
of business. Said another way, a company needs to have a claim to fame. “Me too”
enterprises are of no interest to us.
Technology, in general, and the Internet, in par!cular, are all about dispropor!onate gains
to the leader in a category. We want to back businesses that not only survive, but thrive,
during their corporate evolu!on.
GSV CAPITAL’S “4PS” ANALYTICAL FRAMEWORK

People

Product

Poten!al

Predictability

Organiza!ons led by strong
management teams with indepth opera!onal focus

Large addressable markets and
scalable impact

Leading product or service

Business model lends itself to
high and visible growth

The Third “P” is for “Poten!al” — how big can the company become? Determining total
future market poten!al is a pillar of our research. Megatrends influence our analysis as
they provide “tailwinds” to accelerate growth. O"en, the companies with the most
poten!al are where the biggest problems are —the bigger the problem, the bigger the
opportunity.
The last “P” is for “Predictability” — how visible is the company’s growth and what kind
of opera!ng leverage does it get with scale? For most new enterprises, having any degree
of confidence in the forecast is a challenge. But we are looking for business models that
create predictability, whether it’s through recurring revenue or a clear ar!cula!on of
opera!ng metrics that drive the business.
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Company Snapshot

Founded:
2011

Capital Raised:
$2.6B

Market Value:
$16 Billion

Investors:
GSV, KPCB, Sequoia, Benchmark,
Fidelity, T. Rowe Price, IVP,
Lightspeed, Alibaba, Tencent, General
Atlan!c, Coatue, GIC, Kingdom
Holding Company, General Catalyst,
Meritech Capital

Megatrends:
Mobile, Network Eﬀects,
Demographics, Brands

Milestones:
100M+ Monthly Ac!ve Users;10B+ daily
video views; 66% of users post everyday;
Daily users spend 30 minutes on the app

GSV THESIS

Overview:
Snapchat is a highly engaging, video-first communica!on app. It is
also emerging as a disrup!ve digital entertainment and media
pla$orm.

Compe!tors:
Facebook, Instagram, Line, Twi%er, WeChat

Snapchat is emerging as the most popular and engaging social media pla$orm for the Millennial
genera!on, driven by innova!ve new oﬀerings such as Stories, Discover Media Partners, and Lenses +
Filters. Snapchat’s 100 million+ users watch more than 10 billion videos per day, up from just two
billion in May 2015.

GSVC 4Ps Analysis
People

Product

Poten!al

Predictability

Co-founder and CEO Evan
Spiegel has emerged as
one of the leading product
innovators in the growth
technology ecosystem. He
launched Snapchat with cofounder Bobby Murphy
from a Stanford dorm
room. Chief Strategy
Oﬃcer Imran Khan is the
former head of Internet
Banking at Credit Suisse.

Snapchat’s app allows users
to send videos, snaps or
messages to friends. All
content is ephemeral and
disappears a"er a pre-set
!me. Snapchat’s Discover
sec!on has mul!ple media
partners, including the Wall
Street Journal,
Cosmopolitan, People
Magazine, CNN, Na!onal
Geographic, MTV, Bleacher
Report, and others, who
provide daily content
curated specifically for the
Snapchat pla$orm.

Snapchat is rapidly
expanding beyond its core
Millennial user base. While
over 60% of Snapchat
users are under the age of
25, half of all new users are
older than 25. Coupled
with unprecedented
engagement rates, and a
maturing adver!sing
engine, Snapchat is
posi!oned for sustained
long term growth.

Snapchat's 100M+ daily
ac!ve users are highly
engaged, watching over 10
billion videos on the
pla$orm per day. This
engagement has translated
into diﬀeren!ated and
eﬀec!ve adver!sing
channels,
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PEOPLE
Snapchat CEO Evan Spiegel met co-founder Bobby Murphy at Stanford, where they
eventually became roommates. Spiegel recalls in interviews that he would o"en ask
Murphy for help with computer science projects. Murphy remembers being impressed
with a line of shirts that Spiegel designed for their fraternity (Spiegel would later draw the
iconic “ghost” icon).
Before working on Snapchat, Spiegel and Murphy collaborated on a Web product, Future
Freshman, a guide for high school students applying to college. The product failed to gain
any meaningful trac!on, however, and the founders went back to the drawing board.
SNAPCHAT CO-FOUNDER AND CEO, EVAN SPIEGEL

Source: Business Insider

In July 2011, they launched Snapchat — originally named “Picaboo” — inspired by a friend
who lamented sending a photo in a text message that he would never be able to erase.
By the end of the summer, it had only 127 users.
The turning point was a decision to take Snapchat from a clunky desktop computer
program and instead focus en!rely on building a mobile app. By the Spring of 2012,
Snapchat had over 100,000 users and the app was going viral, par!cularly among young
Millennials. On any given day, app ac!vity spiked between 9:00AM and 3:00PM — in
other words, among high school students.
A year later, Mark Zuckerberg reportedly approached Snapchat with what seemed a like a
preposterous $3 billion acquisi!on oﬀer. Even more preposterous? Spiegel turned Zuck
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down, despite es!mates from Forbes that suggest Spiegel and Bobby Murphy were
forgoing a $750 million windfall.
Today, Snapchat is valued at $16 billion, and the company is assembling a team to grow
into and beyond its valua!on. Despite recent a%ri!on as Evan Spiegel assembles his
senior leadership team, recent key hires include Chief Strategy Oﬃcer Imran Khan, the
former head of Internet Banking at Credit Suisse, and Vice President of Product Tom
Conrad, the former CTO of Pandora.
PRODUCT
Unlike Facebook, Twi"er, or Instagram, the first thing you see when you open Snapchat
isn’t a massive feed of informa!on. It’s a camera. (Disclosure: GSV owns shares of
Facebook and Twi%er)
That’s on purpose, and it’s at the core of Snapchat’s strategy. The whole idea behind the
app is to drive users to create content and share it — even if it’s just goofy videos. The
push toward crea!ng content as a vehicle to ul!mately drive content consump!on has
paid oﬀ, with over 10 billion videos viewed on the pla$orm per day.
The Snapchat pla$orm is built on three core pillars:
• Private Messaging: At the center of the Snapchat pla$orm is its signature private
photo messaging interface, where messages are automa!cally deleted a"er they are
read by the recipient. For the first-!me user, Snapchat doesn’t look or feel like a normal
form of communica!on. Open the app, and you’re greeted with a full-screen viewfinder
that looks a lot like your phone’s regular camera app. This is where commi%ed users
upload and send over 9,000 photos per second, annota!ng them with emojis or
doodles, or applying one of Snapchat’s constantly changing collec!on of “filters”.
• Stories: Swiping right gets you to “Stories”. These are short video clips that run in a
series and disappear, typically within 24 hours. You, your friends, and people you
follow, can share stories.
• Discover: Swipe right again and you’ll find Snapchat’s “Discover” channels. Each
channel is produced by established media brands such as CNN, ESPN, the Wall Street
Journal, Vice, and BuzzFeed, and they oﬀer engaging short-form content op!mized for
the Snapchat pla$orm.
Snapchat has developed a variety of adver!sing products that align to these three core
areas of engagement.
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LEADING SOCIAL MEDIA PLATFORMS BY YoY USER GROWTH
Users, Engagement, and Growth Dynamics by Social Media Pla!orm
MAU
(Millions)

Market
Value
Per User

2011

$16B
Per WSJ

>200
Es"mate

$80

1998

$207B

762

$272

$17.1B

$22

1,000

NA

NA

500

NA

NA

Pla#orm Founded

Snapchat

Tencent/
WeChat

Time
ARPU
MAU
Revenue
DAU/ MAU Spent per
(Avg. Rev.
YoY
(TTM)
Engagement
Day
Per User) Growth
(Minutes)

Market
Value*

2009
Whatsapp

2009
Instagram

Acquired
by
Facebook
for $22B in
2014
Acquired
by
Facebook
for $1B in
2012

>60%
Es"mate

~30 min
Per
Adweek

39%

88%

~40 min

NA

38%

70%

>20 min

NA

36%

60%

20 min

~30%

<30%

<18 min

Not
Not
>60%
Disclosed Disclosed Es"mate

Not
Not
Disclosed Disclosed

2010

$11B

~100

$110

2011

$5.5B

215

$26

$1.0B

$5

19%

Not
Disclosed

Not
Disclosed

2004

$321B

1,650

$195

$19.7B

$12

15%

66%

~30 min

2006

$11.5B

310

$37

$2.4B

$8

3%

~35%

<18 min

2011

$2.1B

72

$29

$159M

$2

-7%

Not
Disclosed

Not
Disclosed

2005

$1.8B

122

$15

$1.0B

$8

Not
Disclosed

Not
Disclosed

Not
Disclosed

Pinterest

Line

Facebook

Twi"er

MOMO

YY

Source: Yahoo Finance, Company Announcements, GSV Asset Management
*Market Values as of 6/24/2016
**Reported by Fortune and Re/code
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HOW SNAPCHAT MAKES MONEY

Source: Bloomberg, GSV Asset Management

PREDICTABILITY
The best growth companies have high predictability and gain opera!ng leverage as they
con!nue to achieve economies of scale. This is o"en a major challenge for young, fastgrowing businesses. Snapchat’s growth, and increasingly its predictability, has been
fueled by the crea!on of diﬀeren!ated, highly eﬀec!ve adver!sing channels that map to
its core areas of user engagement.
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SNAPCHAT ADVERTISING PLATFORM

Source: Snapchat, GSV Asset Management

A proxy for Snapchat’s impressive level of engagement is that the company’s CPM — cost
per thousand clicks — has been way above comparable social media pla$orms. In some
cases, CPM rates that the company charges adver!sers has been in the $40-60 level,
which is compe!!ve with TV adver!sements, according to Adweek. Facebook, by
contrast, has CPMs in the $6.00 range, and most other social media sites have CPMs of
around $2.00.
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SNAPCHAT’S THREE “V’s” OF ADVERTISING
Ver!cal (Made for Mobiles), Video (Great Way to Tell Story) + Viewing (Always Full Screen)

Source: KPCB, GSV Asset Management

Recently, Snapchat worked with MediaSciences to study the eﬀec!veness of its various
adver!sing vehicles. The results showed that Snapchat ads generated 2.0x the visual
a%en!on compared to ads on Facebook, 1.5x compared to Instagram, and 1.3x more
than on YouTube. (Disclosure: GSV owns shares in Facebook and Alphabet)
On the recent Cinco de Mayo holiday, for example, Taco Bell’s sponsored “Lens” was
viewed more than 224 million !mes by Snapchat users, surpassing Gatorade’s Super
Bowl campaign which was viewed 165 million !mes a few months earlier. The average
user engaged with Taco Bell’s lens for 20+ seconds before sharing it with friends.
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This month, Snapchat announced the launch of “Snapchat Partners”, its long-an!cipated
adver!sing API, which will hook up more than 20 tech-minded companies. The API is
expected to expand adver!sing on the pla$orm drama!cally.
For the first !me, Snapchat adver!sements will be sold by third par!es, divided into two
core groups: “Ads Partners” and “Crea!ve Partners”. The first group will develop so"ware
for Snapchat adver!sers, enabling buying, op!mizing and analyzing of campaigns. Ads
Partners includes 4C, Amobee, VaynerMedia, Brand Networks, SocialCode, TubeMogul,
Adaptly, and Unified. The Crea!ve Partners represent a mix of players with exper!se in
social content and experience with Snapchat's ver!cal-video format. (Disclosure: GSV
owns shares in 4C)
POTENTIAL
According to Nielsen, on any given day, Snapchat reaches 41% of all 18 to 34 year-olds in
the United States. Importantly, the company is rapidly expanding beyond its core
Millennial user base. While over 60% of Snapchat users are under the age of 25, half of
all new users are older than 25. We see a few key dynamics driving Snapchat’s long term
poten!al beyond a broadening demographic footprint.
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SELECT MEDIA PUBLIC COMPS
Valua!on, Mul!ples, Performance
Company

Market Cap*

P/S (NTM)

Revenue (TTM)

Growth (NTM)

Performance (TTM)

$321B

17.2x

$19.7B

36%

27%

$26.2B**

7.0x

$3.2B

25%

(12%)

$5.5B

4.1x

$1.0B

30%****

NA

$2.1B

5.1x

$159M

59%

(35%)

$16B

Not
Disclosed

Not
Disclosed

Not
Disclosed

NA

$11.5B

4.4x

$2.4B

30%

(53%)

$1.8B

1.3x

$1.0B

26%

(52%)

Facebook

LinkedIn**

Line***

MOMO

Snapchat

Twi"er

YY

Source: Yahoo Finance, Capital IQ, GSV Asset Management
*Market Values as of 6/24/2016
**Acquired by Microso" for $26.2 billion
***Line has filed for an IPO that implies a $5.5 billion valua!on
****GSV Es!mate
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Marke!ng Valida!on
Over the past 12 months, the Snapchat has locked in 10 partnerships with independent
firms to measure the eﬀec!veness of its adver!sing channels. Findings from a recent
research ini!a!ve with Oracle’s data cloud division show that the company’s marke!ng
tools can boost in-store sales — including 92 percent of ads for consumer packaged
goods from deodorant to breakfast cereals. As Snapchat con!nues to generate
transparent metrics around the eﬀec!veness of its marke!ng engine, it will con!nue to
lock in high profile, lucra!ve adver!sing deals.
AR/VR
The rise of consumer Augmented and Virtual Reality (AR/VR) aligns directly Snapchat’s
long term engagement strategy. Applying interac!ve “Lenses” to photos has already
proven to be wildly popular — AR/VR enables the expansion of this capability.
In recent months, Snapchat has acquired Vengeance Labs (creates eyeglass frames that
record videos of what the wearer sees) and Seene/Obvious Engineering (computer vision
startups that let’s mobile users take 3D “selfies”. The company has also been on a hiring
spree, adding hardware execu!ves from GoPro, Google Glass, Nokia, HoloLens, and
Qualcomm. (Disclosure: GSV owns shares in Alphabet)
SNAPCHAT ACQUISITIONS

Source: New York Times, VentureBeat, Company Disclosures, GSV Asset Management
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IMPORTANT DISCLOSURES
These materials are provided exclusively to A2Apple subscribers for informa!onal
purposes only, and should not be relied upon as the sole basis for any investment
decision. They are not an oﬀer or a solicita!on of an oﬀer to buy or sell securi!es, and
must not be used or construed as such. The opinions expressed herein are the personal
opinions of the authors. All informa!on of any sort contained herein, including but not
limited to research, market valua!ons, calcula!ons, es!mates, performance data and
referenced source material is believed to be reliable, but neither the co-authors, A2Apple
nor any of their aﬃliates warrants its accuracy or completeness. Past performance data
is not indica!ve of future results.
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