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Anticipating The Concerns Of Your Institutional Investors
By Harvey L. Pitt, Compliance Week Columnist—May 31, 2005

n Shakespeare’s The Tempest, Antonio prompts his friend Sebastian to action by telling him, 
“What’s past is prologue.” By this, he meant that the events of the past set the scene for what’s 

to come, and what’s to come is within our control to influence and even determine. The same 
advice is applicable to corporations wondering how to develop and facilitate healthy relationships 
with their institutional investors. By taking the time to get to know their institutional investors and 
their issues, corporations can anticipate and meet their concerns and thereby best adapt to the 
increased activity of institutional investors.

Most individuals find their way to our equity markets through financial institutions—
commercial banks, investment banks, mutual funds, hedge funds, pension funds, life 
insurance companies, among others. These large agglomerations of individual 
shareholders and their money are often on the receiving end of one of three 
dysfunctional relationships with corporate managers—they’re taken for granted, 
ignored or viewed as the enemy. None of these is a winning strategy. The best way for 
managers to think of institutional investors is as a very efficient means of dealing with 

the owners of their company. Of course, implicit in that approach is the need for managers to then 
treat these institutions accordingly.  

Like going to the dentist, many companies make the mistake of only talking to their institutional 
investors when they need them, or otherwise feel they must. Here are some approaches that 
corporate managers may wish to consider as they think about their relationships with various 
institutional investors. As Louis Pasteur so aptly put it, “Chance favors the prepared mind.”  

1. Take the time to learn who your institutional investors are. While this may seem fairly 
rudimentary, it’s actually a bit more complex than it appears at first blush. Learning about 
your institutional investors means much more than simply identifying who owns your 
company’s stock, and knowing how much stock they own. Among the characteristics with 
which corporate managers should familiarize themselves are:  

o What investment strategies are your institutional investors pursuing?  
o What has been the market experience of your institutional investors over the last two 

years, both with respect to your company and with respect to your core peer group 
of competitors?  

o At what price(s), in how many transactions, and over how long a period, was your 
company’s stock purchased by your institutional owners?  

o What is the current profit or loss position of each institutional investor with respect 
to your company’s securities?  

o Why did each institution decide to invest in your company?  
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o Is your strategic and competitive outlook consistent with your institutional 
investors’ outlook?  

2. Develop a rapport with your institutional shareholders long before you actually may 
need them. If you wait to begin communicating until you absolutely must have the support 
of your institutional investors, you’ve waited far too long. It’s pointless to find out what’s 
on the mind of your institutional owners in the midst of, or at the onset of, a crisis. Why 
should they support management then? Developing a rapport means getting to know the 
individual decision makers at large institutional holders, and giving them a chance to get to 
know your management team.  

3. Don’t wait for your institutional investors to articulate their views. It’s important to 
anticipate the needs and likely reactions of your institutional investors before those needs 
and reactions have been articulated publicly. Part of the goal of seeking out your 
institutional shareholders is to help shape their views in advance of corporate action, rather 
than forcing them to react on the fly to a new corporate policies, corporate initiatives, and 
important developments, both positive and negative.  

4. Schedule regular meetings with your institutional investors. If company managers are 
serious about developing a rapport with their institutional shareholders, the best way to 
demonstrate that is to take the initiative in scheduling regular meetings with them.  

5. Prepare for meetings with institutional investors as if your job depends on the 
outcome of the meeting, because it just might. Companies must be careful about the 
topics they discuss in one-on-one meetings with institutional—or any other—shareholders, 
but this is one place where companies and large institutions have a real community of 
interest; the institutions don’t want to learn material nonpublic information (it will preclude 
their ability to trade when and how they see fit), and the managers don’t want to divulge it. 
The best way to make these meetings meaningful and productive, and to avoid running 
afoul of SEC Regulation Fair Disclosure, is to prepare an agenda for these meetings. 
Naturally, the agenda should be agreed upon by both the parties to the proposed meeting, 
and vetted with securities counsel to ensure fidelity to Reg. FD.  

6. Reg. FD must play a prominent role in discussions with institutional investors, but it 
shouldn’t be used as an excuse for declining to meet with them. The current press is 
replete with stories about companies that refuse to meet with institutional investors out of 
an abundance of concern that they not violate the rule’s strictures against selective 
disclosure. As noted above, having an agenda will ensure that no one gets near any FD-
related concerns. And companies should remember that if something’s important enough to 
tell their institutional shareholders, it’s important enough to tell everyone. But the rule 
shouldn’t be used to reject the holding of periodic meetings. If the rule is used that way, 
managers can be certain of one thing: Any hope they may have harbored of developing a 
rapport and influencing the views and outlook of their institutional owners will effectively 
be destroyed.  

7. Listen to your institutional investors. Taking the time to develop a rapport with large 
institutional holders means evidencing a genuine interest in hearing what they think, and the 
reasons that prompt them to think that way. Please make note of the word “genuine,” which 
indicates that you really must care about learning their views and understanding the 
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predicates for those views. Of course, listening to, and agreeing with, the views of 
institutional investors are two disparate things. Just because one listens doesn’t mean one 
has to agree. But the goal here is to listen carefully, and make sure you completely 
understand the reasons that your institutional holders are pursuing various issues.  

8. Affirmatively encourage prospective institutional shareholders to invest for the long 
term, rather than the short term. Managers often assume, erroneously, that institutional 
investors are in for the long-term. Different institutional investors have different 
perspectives. There is precious little that most companies can do to change the investment 
strategy of large institutions. But making long-term share ownership of your company a 
priority for institutions bent on long-term share ownership is something companies can, and 
should, try to influence.  

9. Managers whose compensation is focused on short-term results, by definition, induce 
institutional shareholders to do the same. Whatever one may think of their largest 
shareholders, one must admit that institutional investors are all fairly savvy and 
sophisticated. They examine a company’s compensation plans to determine whether the 
company is accentuating short-term gains at the expense of long-term financial 
improvements. Looking at compensation structures, and even discussing them with 
institutional shareholders, can provide positive benefits.  

10. Discard reliance on the “Wall Street Walk” theory of investing. For far too many 
managers, it’s their way, or the highway. But large institutions have difficulty in disposing 
of their sizeable positions, at least quickly. Moreover, given the events of the last four years, 
most institutions—including hedge funds for the first time—are taking a different approach: 
They’re becoming more interested in, and more active regarding, corporate governance. 
When managers openly signal disdain for large investors and their various policy initiatives, 
it only breeds the potential for revolution. And, as the Walt Disney/Michael Eisner fiasco 
demonstrates, large institutions can actually influence corporate governance in ways that 
many managers will find unpalatable.  

11. It is useful to allow outside directors to meet periodically with large institutional 
shareholders. In addition to providing a regular forum for managers and their institutional 
investors to meet, it is useful to make a lead outside director, or some outside directors, 
available to meet with institutional shareholders. Since empirical evidence demonstrates 
that well-governed and transparent companies outperform their peers, the best way to 
demonstrate good governance is to let institutions have access to the people who are serving 
to ensure that your company is well-governed. Among the areas of concern are governance, 
including nominations for board seats, compensation, and general takeover defense strategy.  

12. Once you’ve had a chance to consider institutional investors’ concerns, develop and 
articulate a well-reasoned response, and make sure they know it. The one thing that’s 
far worse than disagreeing with the policies or views of a company’s institutional holders is 
failing to develop cogent reasons for a contrary view, and neglecting to articulate those 
views. Institutional investors do not expect agreement on all, or even many, of their policy 
positions. But they do expect to be taken seriously, and to receive the benefit of careful 
consideration of their views by corporate managers. Care should be taken in the way these 
views are articulated; a “take-it-or-leave-it” approach is hardly effective; the goal is to 



establish a dialogue, with the expectation that there will be many opportunities for both 
managers and institutions to persuade the other.  

13. Pay careful attention to shareholder resolutions. In years gone by, shareholder 
resolutions opposed by management had very little chance of gaining any meaningful 
support from a company’s shareholder constituencies. Those days are not only gone, they’re 
long gone! Today, some shareholder resolutions routinely garner more than 50 percent of 
the vote. There are two fundamental issues that should govern how companies deal with this 
phenomenon. First, it’s useful to avoid the necessity of having to give shareholders a vote 
on these issues. And, second, it’s important to pay attention to the results of shareholder 
votes. Avoiding the necessity of putting issues to a vote is not always within a company’s 
control, but the best way to do that is to meet with the proponents of a resolution, and 
determine whether there are ways to deal with their concerns without burdening the proxy 
materials. Since most shareholder resolutions are precatory in nature, the only thing being 
asked is that companies consider taking certain action. Companies can legitimately 
demonstrate far more flexibility and ability to consider a variety of issues, without having to 
agree with the views of the proponent. Once a vote has been taken, however, it is incumbent 
upon management and the board to pay careful attention to the sentiments of the 
shareholders. Again, this does not require making changes in corporate policy, but it does 
mean giving careful consideration to the issues raised, so that shareholders can see that their 
views are realistically meaningful to corporate managers and directors.  

These are doubtlessly critical times, with a rapidly evolving environment. No one can predict 
exactly how current notions of management and governance will change over the next several 
years. But everyone can, and should be able to, predict that listening to the views of institutional 
investors, understanding and respecting their reasoning, and developing a rapport with them will be 
part and parcel of any systemic changes that occur.  
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The column solely reflects the views of its author, and should not be regarded as legal advice. It is 
for general information and discussion only, and is not a full analysis of the matters presented.  


