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Different Issues Concerning Shareholder Rights

• Takeover Defenses

• Majority Voting

• Shareholder Access to the Proxy

• Executive Compensation

• Arbitration of securities actions
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Takeover Defenses

Simple Fact

Never has been a successful takeover with 

poison pill in place

Importance of Staggered Board

Takes two election cycles to replace the board
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Theoretical Problems

• Ex ante Agency Problems

• Ex Post Agency Problems
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Decline of the hostile takeover
(Bhagat, Dong, Hirschleifer and Noah 2005)
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Importance of the Takeover Market
(Berger and Ofek JOF, 1996)
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U.S. Corporate Law

• Pre-1990 case law

• Paramount v. Time

• Widescale presence of staggered boards
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A Point of Comparison

• General Principle 3 of the City Code on Takeovers and 
Mergers: 

A target board “must not deny holders of securities the 
opportunity to decide on the merits of the bid” made by an 

acquirer

• City Code Rule 21

Cannot adopt a poison pill without shareholder approval

• Companies Act of 1985

Statutory right to remove directors at any time
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“What Matters in Corporate Governance”
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Some additional studies

Faleye (2006)

negative announcement returns on adoption of classified boards (n=159)

Forced turnover for poor performance much lower

Pay for performance much less sensitive

Bebchuk, Coates and Subramanian (2002)

hostile targets far more likley to remain independent

Swartz (1998)

Market reaction (-16%) to Massachusetts’ 1990 mandatory classified board statute

Jarrell and Paulson (1987)

negative announcement returns on adoption of classified boards (n=28)
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Committee Recommendation

Classified boards of U.S. companies should be 

required to obtain shareholder authorization prior 

to the adoption of a poison pill

If the company is the target of a takeover, the 

board may adopt a poison pill unilaterally, but 

must receive shareholder ratification with three 

months.
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Resolution of disputes between 

shareholders and companies

• Shareholders are the residual claimants so they 

arguably have the proper incentives

• Post-IPO vote

• Issues concerning how arbitration would be 

structured



15

Shareholder Access to the Proxy

• Majority Voting

• Broker discretionary voting

• Falling costs of voting 

Electronic proxy delivery
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Executive Compensation

• New disclosure requirements

• Stock option expensing

• Compensation process requirements


