January 22, 1993

To Qur dients

Cor por at e Gover nance

The article in today's Wall Street Journal, "Cal pers
Goes Over CEGCs' Heads In Its Quest for Hi gher Returns",
denonstrates the validity of my prior advice to preenpt the
activist institutional investors and establish the conpany's own
programto provide access to its outside directors.

In our dissent to the Report of the Subcouncil on
Cor porate Governance and the Financial Markets of the Com
petitiveness Policy council, Jay Lorsch and | addressed the issue
in this way:

We recomrend that the board of directors (including its
managenent nenbers) neet annually or biannually in an
informal setting with five to ten of the larger investors in
the conpany. The purposes of the neeting are to facilitate
communi cati on between the institutions and the outside
directors and to avoid m sunderstandings, particularly to
di spel the views of sonme institutions that outside directors
are not know edgeabl e about the business of the conpany and
are overly tolerant of underperfornmance.

The informal format of the neeting allows the in-
stitutions to talk to the directors both as a group and on a
one-on-one basis. Wile senior nmanagenent will be present,
arrangenents should be nade to permt conversations between
the institutions and outside directors w thout managenent,
if the institutions so desire. In many cases it would be
desirable to start the neeting with a presentation by senior
managenent and then followit with an opportunity for
di al ogue.

In view of the limted nunber of senior personnel
available to institutional investors for the purpose of this
type of neeting and the advantages of diversity, invitations
shoul d be rotated anong the | arger holders so that the sane
institutions are not invited regularly. Conpanies that are
performng well may find that personnel constraints result
in the institutions not accepting the invitations or asking



that the neetings be scheduled on a four or five year basis
rather than a one or two year basis.

Several argunents for not having these neetings have
been advanced: (1) they will result in the disclosure of
mat eri al nonpublic information, (2) they are an undue
inposition on the tinme of the outside directors, (3) they
invite attenpts at m cromanagenent by institutions, (4) a

few activist institutions will be "anointed" as having a
special relationship with the conpany and (5) they
di scrim nate against the small individual investor. Wile

there is sone substance to each of these argunents, they do
not individually or in the aggregate outweigh the advant ages
of these neetings.

The inside information issue is readily dealt with
The neeting can be tined to take place shortly after either
quarterly or annual financials are issued. The "Managenent
Di scussi on and Anal ysi s" section of the financials should
cover whatever mght be of interest in the type of
di scussions that normally woul d take place. In large
measure the procedures and saf eguards that have been evol ved
for dealing with anal yst nmeetings can be adapted for this
meeting. Further, all participants in the neeting are aware
of the inside information problemand are accustoned to
dealing with it. Since only longterminstitutional hol ders
woul d have an interest in attending the neeting (short-term
hol ders woul d have sold in the market as soon as
under perf ormance was perceived), the attending institutions
woul d, in addition to not seeking inside information, be
willing to not act upon it if through inadvertence they
received it.

The neeting and preparation for it will require that
the directors devote additional tine. A day for the neeting
and a day for preparation are reasonable estimates. This is
a small and worthwhile investnment of tinme if it avoids the
much greater anount of tinme consunmed when a conpany falls
out of favor with institutions and becones the target of a
proxy resol ution canpai gn.

Alnmost all the institutions disclaimany desire to
m cromanage and there is no indication that there is any
change in prospect. The institutions do not have the staff
or the experience to eval uate managenent deci sions or
corporate strategies. Nor is it in their self interest to
incur the significant costs to create such capability.



The concern with devel oping a special relationship with
certain institutions is readily net by rotating the
institutions invited to the neeting. Different institutions
can be selected for each neeting. There is no need to
invite back the sane institutions each year. Wile it is
easy to avoid the "anointing" problem consideration should
be given to devel opi ng special relationships with |ong-term
institutional holders who will take |larger stakes in the
conpany and encourage the managenent to pursue |long-term
strategies. This is a key recommendati on of M chael Porter
in "Capital Choices: Changing the Wy Anerica Invests in
| ndustry" and a nunber of other thoughtful students of
cor por at e gover nance.

This type of neeting does not discrimnate against the
smal | individual investor. The format of the neeting is not
appropriate for small individual shareholders and there is
no reason to feel that all sharehol ders should have the sane
prograns available to them Mst conpani es have speci al
investor relations prograns for small sharehol ders and snal
sharehol ders benefit fromthe neeting with institutional
investors along with all sharehol ders, large and small.

M Lipton



