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Voting Your Shares May Start to Matter
 
By TARA SIEGEL BERNARD 

What would happen if all the small investors banded together and cast their ballots during 

proxy season, the time ofyear when all shareholders get to vote on corporate issues? How much 

of an impact would they have? 

UntH recently, the votes of small investors - the ones who didn't just throw their ballots in the 

trash - were largely meaningless. Even if they were angry about soaring executive pay and 

risky business practices, there was little they could do. 

Sure, in theory, investors could vote for the people who serve on the board, many of whom are 

paid handsomely to oversee management and set executive pay. But investors don't have any 

say on the nominees. Nor do they have much of a real choice even if they do vote. Say you 

withhold a vote for a candidate running uncontested. It doesn't matter, since directors can win 

without a majority. 

And if you chose not to vote? Your broker is allowed to cast your ballot without your 

permission, and brokers typically vote in line with management. 

"Up until now, it's been sort of a Soviet system," said Stephen Davis, executive director of the 

Millstein Center for Corporate Governance and Performance at the Yale School ofManagement. 

"We have been operating in the United States under the myth that boards have been 

accountable to shareholders." 

So much for shareholder democracy. 

But the tide is beginning to tum, albeit slightly. In recent years, more companies have adopted 

a "majority rules" requirement, meaning a single vote can no longer elect the entire board, even 

if all other votes are withheld (though some companies retain the power to reinstate directors). 

And starting this year, brokers can no longer vote shares held in their customers' accounts 

without permission. 
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On top of that, more voter resources are beginning to sprout on the Web that aim to educate 

smaller investors, demystify the issues on the ballot and make voting easier. 

Investors would also stand to benefit from the so-called Shareholder Bill of Rights, legislation 

proposed by Senator Charles Schumer of New York and Senator Maria Cantwell of Washington, 

both Democrats, most ofwhich was included in the original draft of Senator Christopher 
Dodd's financial overhaul bill. But like many other consumer-friendly measures - including a 

freestanding consumer protection agency - it has faced sharp opposition from some 
Republicans and business groups and may not survive. 

One provision that has particularly provoked opponents would make it easier for certain 

investors to nominate independent directors to corporate boards, or what is known as proxy 

access. 

The Securities and Exchange Commission is also pushing the issue, and, after several years of 

debate, is expected to adopt rules this year. Those rules would require companies to include the 
shareholders' nominees in their proxy materials, whereas now investors are forced to pay for 

their own campaigns. 

(The proposed rules would allow only those who own at least 1 percent of shares at large 

companies to nominate directors, as long as those directors fill under 25 percent of the board 
seats.) 

The Senate proposal would require that candidates for director receive at least half the vote in 

an uncontested election and require all directors to face re-election annually (unless 
shareholders approve otherwise). It would also give shareholders a so-called say on pay, which 

is a nonbinding vote on executive compensation practices. 

More companies are beginning to do this voluntarily, and corporate governance experts say 

these votes can actually help curb excessive pay. 

"The pressure is really on Chris Dodd as to whether the accountability provisions in the 

Shareholder Bill of Rights turn out in the final bill," said Mr. Davis, of the corporate governance 

center at Yale. 

Let's assume the worst for a moment, and most of the provisions in the Senate bill are whittled 

down to nothing. How much power do small investors have right now? 

Collectively, they own about 30 percent of outstanding shares. They hold a much larger stake 

when you consider their holdings in pensions and mutual funds. But since investors technically 
own shares of mutual funds and not their underlying investments, the fund companies cast the 
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ballots. As you may imagine, many of them do a poor job. 

Still, only a small fraction of retail investors vote. And no wonder - we're busy, we think our 

votes don't matter, and we don't have the time to become experts on corporate governance. Yet 

experts say small investors hold enough shares to move the needle, at least on some issues. 

"Thirty percent of outstanding shares is a substantial portion, easily enough to change the 

outcome of many proxyvoting results," said Mark Latham, a member ofthe S.E.C.'s investor 

advisory committee. 

Michael Passoff, an associate director at As You Sow, a shareholder advocacy group on 

environmental issues, has first-hand experience. "There have been many successes 

shareholders have had in changing corporate policies or practices," he said. "You can imagine 

virtually all retail shareholders supporting resolutions that would limit or link executive pay to 

performance." 

How much mental energy is required to vote intelligently? Thankfully, it's getting easier. Here 

are some shortcuts: 

THE BASICS Ifyou own stocks, you'll probably receive proxy materials - the company's 

annual report, a proxy statement and a proxy card/voting form - in the mail or via e-mail. You 

can vote by mail, by phone, on the Web or, if you're so inclined, you can show up at "the annual 

meeting, where, at the very least, you'll probably encounter some colorful gadflies. 

FOR STOCK HOLDERS Nell Minow, editor and co-founder of the Corporate Library, an 

independent, corporate governance research firm, offered a few tips on how to vote any proxy 

in two minutes or less. "You want to look at three things," she said. Do the directors own 

company stock? Do they attend more than 75 percent of the meetings? And do they do business 

with the company? All this information, she says, is available on a chart on the proxy statement. 

To find whether directors have side deals with the company, she said to look in the "related 

party transactions box." 

"If they don't go to meetings, don't vote for them," she said. "If they don't own stock, don't vote 

for them." 

If there are any shareholder proposals, Ms. Minow recommends finding out how others are 

voting, including activists in causes you believe in or institutional shareholders like TIAA-CREF 

or Calpers, which have reputations for voting independently. 

And if the proxy has too many shareholder proposals, "withhold your vote for the entire board," 

Ms. Minow said. "Any board that is not engaging with its shareholders to try and negotiate 
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some of its proposals needs to be reminded who they work for." 

MUTUAL FUNDS HOLDERS Since investors have less of a direct impact on their mutual 

funds' votes, it is important to hold the fund companies acrountable for the way they vote their 

proXIes. 

"The biggest thing you can do is find a better mutual fund," said Mr. Latham, who is also a 

director at ProxyDemocracy.org, which provides information on how mutual funds vote and 

other tools. "Ifyou are in a Standard & Poor's 500 index fund, there are many S.& P. 500 funds. 

But some vote better than others, and that is the biggest leverage you have." 

GETIING EDUCATED These are still early days, but various organizations that cater to retail 

investors have sprung up on the Web to help individuals essentially outsource their voting 

decisions to institutions or activists they trust. In addition to ProxyDemocracy.org, there are 

also sites like Shareowners.org. None has gone as fur as Moxy Vote, a Web site that was started 

in November and aims to educate investors and simplifythe voting process. 

It allows investors to view advocates' positions - 30 activists currently participate - to see 

where they stand on the issues. Investors can have their proxies delivered to MoxyVote and 

then vote directly from the site. They can also automate the process so that, say, they always 

vote in line with their favorite advocate. 

"We are trying to do something that has been never been done before, and that is to rally the 

retail vote," said Doug Gates, vice president of marketing at Moxy Vote. "We want to bring 

some illumination to that process and empower small shareholders to effect change." 

http://www.nytimes.com/201 0/03/06/your-money/stocks-and-bonds/06money.html?sq=Vo... 5/10/2010 


