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s T o c K s I Dissident investors in 

Luby's Cafeterias used the Internet 

to launch a coup to TAKE OVER THE 

COM PANY. By Catherine Siskos 

HE LUBY'S cafeteria chain is as 

Texan as the Alamo, and in the 

summer of 2000 its financial sit- 

uation was about as desperate- 

or so it seemed to the skarehold- 

ers posting e-mails on a Yahoo! message board. 

Luby 's was trading for $7.50 per share, down from 

$19 in October 1997, when Barry Parker took over 

as CEO, and from a peak of $33 in 1986. 

SHAREHC 
Posted messages blamed Parker for lowering 

Luby's standards. Noted for its comfort food and 

homey touches, such as cloth napkins, the venera- 

ble dining chain had begun substituting prepared 

food and paper napkins to cut costs. In less than three 

years, one-third of the chain's managers had quit 





afrer the  company changed irs policy of 
splitting each restaurant's profit 60-40 
with its managers (by one account, the 
change reduced managers' pay an aver- 
age of 40% to 50%). One investor 
compared Luby's to "a 747 at 30,000 
feet wich rwo engines out and nothing 
brrr fumes left in the wing tanks." 

So when shareholders heard in Au- 
gust 2000 chat the board ~lanned to 
rcnew Parker's contract, they were ripe 
far rebellion. Leading their ragtag 
ranks was k s  Greenberg, then 57, a 
semiretired lawyer and amateur in- 
vestor. Greenberg had been scrutiniz- 
ing Luby's financial reports, and had 
spent the first half of2000 trying ro 
rally shareholders online to act on their 
grievances. "Change will only come if 
you make it happen," Greenberg wrote 
in one message. "Orherwise you're 
whistling into the cyberspace wind." 

At firsc, investors posting online 
were more inclined ro bicker than ro 
organize, trading insults when rhey got 
on each other's nerves and occasionally 
speculating about who among them 
might be a management spy. Like 
truck drivers on CB radios, investors on 
the message board used handles and ab- 
breviated e-mail addresses, and knew 
little abour each orher. A few were for- 
met or current Luby's employees who 
held srock in the company. But most, 
like Greenberg, were loyal customers 
who had invested in a business they 
cared about. Galvanized by rhe 
prospect of Parker's reappointment, 
they began to line up behind Green- 
herg. "Plgreen, we need a game plan," 
one shareholder wrote. 

Greenberg had one: He proposed to 
lead a sharehalder revolt in an effort to 
win four seats on the company's 11- 
member board of directors at its annual 
meeting in January 2001. 

A plan takes shape 

A T A T I M E  when the Enron 
md GloM Crnssing debacles 
have left investors feeling be- 

trayed and powerless, the Luby's revolc 
stands out as a rare example of watch- 

dog shareholders who fought ro prorecc 
their investment in a company they be- 
lieved was headed for bankruptcy. And 
unlike che shareholders in mosr upris- 
ings, Luby's rebels were small investors, 
not powerful individuab or institutions. 

Compared with their counterparts 

20 years ago, ~oday's shareholders are 
younger, better educated, wealthier and 
more likely to manage their invest- 
ments themselves instead of relying on 
brokers. They're also more inclined to 
line up behind proposals char are op- 
p s e d  by company managers and to 
back dissident dates of candidates, says 
Aaron Brown, co-founder of eRaider, a 
mutual fund that invests in troubled 
companies in order to propose corpo- 

rate r e t b m  l i e d  bg ihe Internet, 
~dghmrled i n w t ~ ~ s  k w  an easier 
time fitding &h mher $ad o q p h -  
ing, The Lubpk. mnpaign alrty be d~ 
Eirst molt rrba r fumend d m ,  

Gceenbmg dhcmd hbfs 
through his wife, Paulette, a native 
Texan, who m n a b e ~  the chaia fond- 
$ fmm her ~ ' M W .  Luby 's garcrted in 
t 948 with a singlt h Antonio m- 
ram; today, it runs 201 decerJi& hm 
star& in tlne SOU& md Sgethwst. The 
m r n w  built its reputation otn ' f i t d -  
able, h s h  bod made from sc&. 
Even the mayonnaise is homemade. 

The Gmbergs ape PYiJ war bufes 
who live rsear Los An* a d  trawl 
&qwntlp rhmu&uc rbe Sou&, 



eating at  Luby's cafeterias. Between 
1996 and 2000, they baught 5,600 
shares of Luby's for $85,924. Those 
s h a m  are now w& 836,680. 
In Man% 2000, after the company 

reieased a series of gloomy earnings re- 
porn, Greenberg feared thar Luby's wm 
headed for bankruptcy unless s h e -  
holders intervened. On the message 
W, he unveiled his plan ro win four 
director's seats in 2001, and enough in 
2002 to give sharehoIders a majority. 

At a larger company with more in- 
stitutional investors (who typically 
don'r support dissident shareholders), 
the idea of seizing b m d  seats from 
management in a proxy contest wadd 
haw k e n  pie in the sky. Bur at Luby's, 
individual investors held about 60% of 
the shares. Nevertheless, "rhe dds h- 
vor management unless thew are seri- 
ous concerns abut what the company 
is doing," says C o r d  Hitchcock, a 
lawyer in Washington, D.C., who spe- 
cializes in shareholder cases. 

Tfmr to marshal support 

G RBEWBBRG appded to other 
dissidents m join him in run- 
ning for the had, but no one 

else c h e w  his bat in the ring. In May, 
he posted his email a d d m  and invit- 
td shareholders to contact him dimly.  

In Tyler, Tex., inv~tment manager 

At a larger firm, t u ~  

the idea of seizing 1 
seats on the board r i  

would have been s rt 1 

pie in the sky. ins#::- 

Thomas Palmer, who owned 4,000 
s h e s  of Luby's stack, responded to 
Greenberg's request and agreed to run. 
"If there was ever a time when a dissi- 
denr shareholder twld win a p m q  
contest, it was then," says Palmer. 

At about the same time, a g m p  of 
retired Luby's execudves-who togeth- 
er owned hundreds of thousands of 
Luby's s b w e t e  grumbling over 
their monthly dinner at a Sm Antonio 
Luby's. Worried that Parkel was de- 
stroying a firm they had spent decades 
building, they voluteed  rheir expr- 
tise to the directom. "We suggested 
that they put some of us on the board," 
says Tammy Griggs, a shareholder and 
rerired senior vice-president. "But they 
wouHtit nominate us. " 

Meanwhile, Greenberg's e-mail ad- 
dress found its way to shareholders who 
had awer been &the Yahoo! message 
bard. One of them told Emberg 
about Griggs d the other retirees' 
&Id arcempt w win nomination for 
a board smr. Greenberg cotuactd 
Griggs wirh a p+: if the rerirees 
couldn't run as the company's candi- 
dates, perhaps they would be willing to 
run in opposition, as part of Green- 
berg's dissident slate. 

Ar first Griggs was skeptical. "I 
didn't think hs would do much good 
because he was in Womia  and bad 
no knowledge of rhe food business," he 
says. Then nunors surfxed about the 
renewal of Parker's contraa. "Thar's 
when we signed up with Greenberg," 
says Davis Simpson, a retired vice- 
president who had worked for Griggs. 

Bur the proxy mre was still f a r  
months away* and shareholders wanted 

quick action. Greenberg suggared a 
letter-writing campaign demanding 
thar Parker be given the boot. The 
company estimates that it receivd no 
more rban 20 Letters. But in late Sep- 
tember, Parker abruptly resigned "to 
pursue other interests," says Susan 
Beggs, senior vice-president of investor 
relations. {Attempts to reach Parker for 
comment were unsuccessful.) 

Althougb Beggs says Faker's depar- 
turn was unrelated to the shhoIder 
unrest, investors were emboldened by 
the unexpected resignation md pressed 
ah& with their proxy fight for seats 
on the board. Supporters phoned or 
wrote letters pledging their votes. "A 
lot of the callers were saying, T h k  
God for you,' " 4 s  Palmer. 

One sharehoIder, El i se  Jones Free- 
man, flew to L a  Aageles ro she up 
Greenberg. Her farher, Henry Jones, 
had been a Luby's co-&under and had 
managed his own Luby's r e s t a w e .  
Nor only did Freeman end up support- 
ing Greenberg but she dse agreed to 
join him, Palmer and Simpson as the 
fourth candidate for the board seats. 
Together, the fbur held threetenth of 
a percent of Luhy's stock, which w a  
worth about $347,000 at the time, 
N m m h  2000. 

The costs of fitsumtion 

T HE DrssKnEN.Ts didn't have 
much money to mount a proxy 
fight. Legal fees to Me the nec- 

essarp papers wirh the &mities and 
Exchange Commission can range from 
$50,000 to $60,000. Then there is the 
expense af hiring ADP Brokerage Sen- 
ices Gcoup to p i n t  and mail proxy 
cards and tally the vote. At large com- 
panies, rhe price tag can climb into the 
millions. 'You cm run for Congress 
more chmply than you can run for a 
board seat,"-says Nell Minow, editor of 
Cmpute LBrmy, which tracks share- 
holder activism (www.thecorpomte- 
li brary.com). 

The Luby's sWo!ders  had two 
coseatcing advantages. Theirs was 
a small company, with oniy sweral 



rhousand shareholders, a d  Greenberg 
was a lmwyer. While he handled the le- 
gal paperwork, Palmer and a few orher 
investors put up the ash, with Griggs 
contributing the lion's share, 9 10,000. 
In the end, che dissidents spent just 
$1 5,000 on their campaign, compared 
with the $250,000 the company spent 
m fight them. . I  I 

PaImer phoned 75 of Luby's biggest 
inwswrs to court their votes. Green- 
berg spent an hour with Institutionat 
Sbareholder Services (ISS), which rec- 
ommends ro institutional inveseors 
how they should vote at annual meet- 
ings, and ISS promised to consider 
their concerns. But Greenberg md 
Palmer got a chilly reception at the 
Vanguard Group, which in November 
2000 held about 400,000 shares of 
Luby 's, mostly in index funds. Al- 
though the men had large personal ac- 
counts with Vanguard, says Greenberg. 
"we couldn't wen present our caw." 

Still, rhe dissidents seemed to be 
having an effect. Under chairman 
David Daviss, who took over as acting 
CEO after Parker resigned, Luby's be- 
gan to reverse some of the unpopular 
practices rhat had angered sharehold- 
ers. Restauraars returned to making 
food from scratch, and the company re- 
formulated its compensation to give 
managers a bigger slice of the profits. 

Daviss also nominated Jim Woiiver, 
a retired Luby's executive, to be one of 
the company's board candidates. Wo- 
liver, a 33-year Luby 's veteran and for- 
mer senior vice-president, had retired 
to his ranch near Waco but jumped at 
the chance to serve on the board. "As a 
st&lder, I was not pleased that the 
stock bd slipped," he says. 

Daviss maintains that the impend- 
ing proxy contest did not influence 
his decisions. "Nothing we did was in- 
tended to appease shareholders," he 
says. "We were trying to manage the 
company in a difficult time, and the 
proxy contest slowed down that process 
by two or three months." 

But Patrick McGurn, vice-president 
of ISS, believes that shareholdexs i d u -  

Lubyts began to 
reverse some of the 
unpopular practices 
that had angered 
shareholders. 

enced company reforms. What typical- 
ly happens in these cases, says McGurn, 
is that "the company has to co-opt the 
dissidents' agenda to win." 
In any event, Daviss's moves shar- 

rered Greenberg's coalition. In Novem- 
ber 2000, two months before the 
annual meeting, Griggs, Simpson and 
William Snyder, another brmer Luby's 
executive, wirhdrew their support. The 
retirees approved of the reforms, and 
Simpson felt guilty about opposing a 
company that still employed many 
friends and former colleagues. "I had 
personally recruited most of the man- 
agers off college campuses," he says. 
The retiree wen cried to get their 
money back from Greenbrg, but 
backed down after an exchange of Ier- 
ters through their attorneys. 

The voting went ahead, with the 
dissidenrs raking an early lead. But 
as the ballots trickled in to ADP, it 
became clear they would lose the elec- 
rim. On the night before the annual 
meeting, Greenberg and Palmer mm- 
miserated at their first face-to-face 
meetingdver dinner at Luby's. 

~f V ~ C ~ O W  
H E  A N N U A L  meeting Was 

held in the packed bailroom of 
a San Antonio hotel, with 

shareholders standing three-deep 
against the wall. The election results 
were now official: The dissidents had 
received 25% of the vote-an astonish- 
ingly high percentage for small in- 
vestors. Still, they had lost, mostly 
because they had Failed to gain the cov- 
eted supporr of 1%. Parker's d e p u r e  
and the company's other changes had 

convinced 1% rbar Luby's was '%ark m 
track," says EAcGurn. 

After the company's victory was an- 
nounced, one investor after another got 
up to lambaste the board. After two 
hours, board members turned off the 
microphone and fled, without bother- 
ing to adjourn the meeting. 

During the past year, Daviss has 
stepped dawn as chairman a d  CEO. 
Christopher and Harris Pappas, two 
brothers with their awn successfuI 
restaurant business, have come to 
Luby's aid, injecting $10 million of 
badly needed cash into the company. 
Together, Christopher, who is now 
president and CEO, and Harris, who is 
chief operating officer, o m  6% of 
Luby's. The stock (symbol LUB) re- 
bounded briefly, hitting $l&its high 
for 2001-in June. It now sells for $7. 

Luby's won't be a quick fm. It closed 
11 cafeterias in the par y m ,  lost $32 
million in the fiscal year that ended 
August 3 1, and dropped $5 million 
more in the subsequent quarter. "Be- 
cause so many of the old managers lefi, 
it's going m take a few years for the 
company to recover," says Bill Baldwin, 
a W n e r  with Baldwin, Anthony & 
McIntyre, a D d h  brokerage. 

On the Yahoo! message board, in- 
vestors continue ro chew over every bit 
of Luby's h d a l  data. AIthough the 
dissidents lost the election, Greenberg 
tallies their victories: "We pur the 
spotlight on the bmd of directors, 
which mismanaged the compy.  W e  
got rid of Barry Patker, and without 
that the board would he told the 
Pappas brorllers to get last." Greenberg 
still keeps a watchfuI eye on the com- 
pany's bottom line. T o  get the share- 
holders together again," he says, 
"would be very easy." H -Repwtw: 
ERiN BURT 

Take up the puntlet. Learn how 
to prepare and launch a successful 
shareholder proposal. 
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