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ABSTRACT
This paper analyses the level of small shareholder (SS) participation in
the Annual General Meeting (AGM), assessing how this reflects upon
the corporate governance of listed entities. It focuses on SS attendance,
voting and proposals (excluding those of institutional and majority
shareholders), improving SS participation and the significance of such
AGM proceedings to listed company corporate governance. Empirical
mixed methodology research is carried out in a Maltese listed company
(LC) setting by means of semi-structured interviews with seventeen LC
secretaries, five stockbrokers, an online questionnaire responded by
fifty-four shareholders in different LCs, as well as the analysis of
company notices and documentation relating to the AGM. Results
indicate that SS participation is weak. Attendance is poor, and is often
spurred both by legitimate factors such as information on current
financial performance and by questionable ones such as refreshments
served and venue. Shareholders seem uncomfortable in asking
management formal questions and even in voting by show of hands, and
therefore opt for informal interaction with management and for voting
by poll, the latter often rendering attendance fruitless and even
unnecessary by permitting proxies. As for proposals, they could induce
management’s later action despite seldom, if ever, being approved, but
their submission is rare and mostly frivolous, commonly hampered by a
lack of financial knowledge. The study concludes that the current level
of SS participation does not render the AGM a tool reflecting good
corporate governance, as it does not keep in balance the interests of this
shareholder with those of other stakeholders. For the sake of better
direction and control, and, in particular, for more transparency and
accountability, the AGM has to be less stage-managed, as well as more
interactive and engaging towards such shareholder. This calls for
increased management commitment, particularly towards more investor
education and guidance.
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1. Introduction
The term ‘corporate governance’ has been defined as the system by which companies are directed and
controlled (Cadbury Report, 1992). Corporate governance is mainly concerned with providing
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structures through which objectives are set, performance is monitored and rights and responsibilities
are adequately allocated among different participants in the corporation (OECD, 1999; OECD, 2004).
From a narrow perspective, corporate governance is limited to the relationship between the company
and its shareholders (Solomon, 2010). In a wider context, corporate governance may be considered as
a set of relationships between a company’s management, its board, its shareholders and other
stakeholders (OECD, 1999). While academics have defined corporate governance from varying
perspectives, the existence of conflicts arising from the separation of ownership and control is a
predominant feature. Discussions on corporate governance have concentrated on the relations between
the directors and managers of companies and other parties, in particular focusing on the role of
corporate governance to protect and advance the interest of shareholders through appointing and
monitoring capable management (Walker Review, 2009).
The Annual General Meeting (AGM) represents one of the corporate governance instruments intended
to assist shareholders in holding the directors of a company accountable, thus limiting the possibility
of expropriation of shareholders by managers (La Porta et al., 2003). It has been the interest of various
scholars to evaluate the importance of the physical meeting of shareholders on entities’ corporate
governance. While AGMs aim to serve as a means of overseeing the actions and decisions of
companies (OECD, 2004), studies have shown that AGMs can be seen as redundant in terms of
effectively exercising the agent-principal relationships (Apostolides and Boden, 2005).
Proponents of proposals that AGMs contribute little to effective corporate governance have justified
their conclusions by arguing that due to little or no opportunity to influence the company’s strategy,
private shareholders prefer to exit rather than use their voice in AGMs (Apostolides and Boden, 2005).
Nonetheless, while dominant investors have alternative routes by which to exercise governance
(Stratling, 2003), small shareholders largely depend on AGMs to exercise their shareholder rights
(Van der Elst, 2013).
The market instability brought about by corporate scandals such as Enron, WorldCom and Parmalat,
followed by the financial crises in 2008, have led shareholders to demand more information and
become more active (Ertimur et al., 2010; Gillan and Starks, 2000; Jensen and Meckling, 1976). The
primary focus of activist shareholders is to put pressure on companies to continue enhancing their
corporate governance practices, this with the aim of improving the companies’ performance and
achieving higher returns on investment. In April 2014, the European Commission submitted a
proposal on tackling corporate governance shortcomings relating to European listed companies with
the aim of enhancing shareholders’ rights where necessary to ensure that shareholders are more
engaged (European Commission, 2014).
This empirical is based in Malta, a small member state of the European Union (EU). In view of the
AGM’s importance to small shareholders, this paper analyses the level of small shareholder
participation in the AGM of Maltese listed companies. This paper aims to analyse small shareholder
attendance at AGMs, evaluate their voting rights, including their strength and effectiveness as well as
examine and assess shareholder proposals put as resolutions on the agenda of the AGM. In the light of
the emerged results, the paper will provide recommendations addressing the weaknesses identified
among AGMs of listed companies, particularly identifying means by which small shareholders’
participation at the AGM could be increased.
2. Literature review
The AGM is an integral part of a company’s corporate governance system as it provides the
opportunity to shareholders to exercise their ownership rights, including the opportunity to direct any
questions to the Board (The Association of British Insurers, 2013). Stratling (2003) identified that
AGMs serve to provide three principal functions. Firstly, AGMs aim at informing shareholders about
the company’s financial performance and important management decisions. Secondly, AGMs enable
companies to obtain the shareholders’ consent for decisions that the board of directors has no
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discretion to take. Thirdly, AGMs support a forum for discussion between directors and shareholders
about past performances and future business policies.
Similar to other jurisdictions, Maltese company law grants rights to shareholders at the AGM. In
particular, Maltese listing rules provide each shareholder, including a proxy holder, with the right to
attend the AGM and ask questions related to the items on the agenda and to have such questions
answered by directors or by a competent person as the directors may delegate (Laws of Malta, 1995
and MFSA, 2014). Moreover, such listing rules allow shareholders, holding a minimum of 5% of the
issued share capital, to table resolutions at the AGM.

2.1 Small Shareholders’ Attendance at the AGM
Shareholder democracy can be achieved through increased participation by investors at the AGM (Van
der Schee, 2011). Various scholars have determined that there may be a number of factors influencing
shareholder participation. Empirical research by Stratling (2003) and Apostolides and Boden (2005)
showed that participation tends to increase when the company is in financial difficulties, with the latter
stating, “the more salient the current issues, the greater the AGM attendance” (p.61). Similarly,
Kathurima (2011) claimed that the main determinants for shareholders’ attendance at meetings depend
on the agenda of the meeting and the need to enquire on the company’s performance.
Numerous researchers have analysed in great detail the real significance of the AGM, particularly to
different classes of investors. Van der Elst (2013) and Bottomley (2003) maintained that the AGM has
become less important to large shareholders as, in practice, the company often communicates with
institutional shareholders outside the AGM, for example through conferences or one-on-ones. While
one-on-ones and other activism behind closed doors are targeted towards large and often institutional
investors, the AGM is aimed at all shareholders, including individual and small shareholders (Van der
Elst, 2013). This implies that small shareholders largely rely on AGMs to exercise their shareholder
rights (Lafarre, 2014).
Recently, participation at AGMs has been increasing through technological breakthroughs (Weil,
Gotshal and Manges LLP, 2002). As a measure to increase participation at AGMs, the EU
Commission advocates that Member States should focus more on reducing participation barriers so
that shareholders could engage in cross-border voting more easily.

2.2 Minority Shareholder Voting
Voting is an important tool, as up to a certain extent, it enables shareholders to influence corporate
governance (Yermack, 2010). According to Macey (2008), it is presumed that more and better voting
rights to shareholders would further improve corporate performance and accountability. Shareholders
commonly vote on directors’ elections, executive compensation, fundamental corporate changes,
amendments and the sale of most or all corporate assets. These rights are subject to change by
contractual provisions. Furthermore, they are subject to legal precincts in various aspects.
Notwithstanding the importance of shareholder voting at the AGM, various scholars have discussed
whether voting indeed serves the purposes assigned to it by corporate law (Lafarre, 2014).
Low attendance rates and absenteeism of shareholders at the AGM is a widely debated topic in
corporate governance literature (Van der Schee, 2011). As proclaimed by economic theory, the
ownership structure of the company highly influences voting turnouts (Van der Elst, 2011). In a
widely dispersed ownership structure, the voting outcome will be the same irrespective of whether a
small (individual) shareholder participates in the AGM (Lafarre, 2014). In this respect, by holding
large voting blocks and being able to influence voting results, large shareholders tend to have more
motives to participate in AGMs than small shareholders (Van der Elst, 2011).
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The voting procedure can have an effect on the nature and quality of the general meeting (Apostolides,
2010). Shareholder voting models have evolved over time from one-share-one vote to a variety of
voting structures, some favouring small or individual shareholders and others enhancing the control of
large shareholders (Dunlavy, 2006; Pistor et al., 2003). According to Apostolides (2010), a poll by
ballot is one of the safest methods for directors, as the majority of proxy votes on resolutions would be
carried in favour of the Board. This view supports Hampel (1998) who argued that a show of hand is
riskier and more transparent, as small shareholders can still register an interesting majority against the
Board.
Maltese company law provides that a resolution put to vote shall be decided “on a show of hands
unless a poll is demanded” (MJCLE, Laws of Malta.Ch 386, First Schedule, Reg 41). Such voting is
“a method of dealing with non-contentious matters expeditiously and inexpensively” (Companies and
Securities Advisory Committee, 2000, Para 4.108). The study of Bottomley (2003) analysed the voting
tool adopted for approval of agenda items, whereby most of which were decided by show of hands,
except for the election of directors and the fixing of their remuneration.

2.3 Minority Shareholder Proposals
Shareholder-initiated proposals have become an integral part of corporate governance and
performance control. Shareholder proposals are a means of mitigating agency problems and thus,
advocating shareholder participation (Bebchuk, 2005).
Shareholder proposals are powerful and beneficial to both investors and companies. Investors are able
to communicate their concerns to the Board of Directors, while companies get an opportunity to gain
insights of shareholders’ interests and concerns over particular matters (British Columbia Investment
Management Corporation, 2010). Nevertheless, various scholars such as Bebchuk (2005) and De Jong
et al. (2006) have generally considered shareholder proposals to be a relatively weak disciplinary
mechanism whereby activist small shareholders exert little influence on management.
A recent study conducted on Maltese listed companies by Bezzina et al. (2014) revealed that the
ownership concentration of such companies influenced the effectiveness of the exercise of rights in
controlling decisions. In companies with a widely dispersed shareholding, shareholders were regarded
as less powerful and hence were unable to exercise effective control through their participation at the
AGM (Bezzina et al., 2014).
Empirical literature shows that proposal submissions do not really act as an agency control device as
often management and institutional activists negotiate between themselves behind the scenes or pursue
their own serving agendas (Bainbridge, 2006; Anabtawi, 2006; Crespi and Renneboog, 2010).
Similarly, Ertimur et al. (2010) argued that as shareholder proposals are presented well ahead of the
AGM, the Board could evaluate them, obtain management’s opinion, hear from large shareholders and
eventually determine whether to implement them or put them for shareholders’ vote. Some scholars
claimed that the non-binding nature of shareholder proposals yield no control benefits (Prevost and
Rao, 2000; Gillan and Starks, 2000). However, various others scholars asserted that albeit their nonbinding nature, submitted proposals can exert pressure on the firm being subject to the proposal.
Studies show that proposals attaining the majority vote are likely to be implemented (Bizjak and
Marquette, 1998; Martin and Thomas, 1999; Ertimur et al.l, 2010; Thomas and Cotter, 2007).
Evidently, shareholders target proposals to certain companies more than others, and there may be
various contributing factors for this. Shareholders tend to become aware and more active especially
when the company does not operate up to their expectations. Early studies proclaimed that proposals
submitted tend to be substantially targeted to underperforming companies (Karpoff et al., 1996; Martin
and Thomas, 1999). According to Cziraki et al. (2010), voting outcomes were strongest for proposals
seeking changes to the Board, thereby indicating major governance concerns.
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Findings by Gordon and Pound (1993) showed that shareholder proposals are likely to gain more votes
during the firm’s worsening economic performance period, this similarly indicating a potential quality
problem with present management. Maug and Rydqyst (2001) explained that investors are wary in
respect of governance issues where the benevolence of managers’ judgement is less plausible.
Nonetheless, the pass rates of investors’ proposals are low while approvals of managements’ proposals
are high (Maug and Rydqyst, 2001). The study of Gillan and Starks (2000) showed that proposals
sponsored by active individual investors receive significantly fewer votes than proposals sponsored by
institutional investors or coordinated groups of investors.

2.4 Improving Participation
The increasing desire to improve participation at AGMs has led various researchers to identify ways
how regulations can be improved. Common proposals were to allow for technology advances, with the
aim of making AGM practices more effective. One of the recommendations put forward by the
Australian CAMAC (Australian Government, 2012), was to embrace technology in the conduct of
meetings and thereby, doing away with proxy voting and mandating direct voting without having to
attend in person. Amey and Mozley (2012) stated that such an Internet voting system represents a
highly efficient way of increasing participation in shareholders’ meetings, doing away with physical
presence and thereby saving time, costs and inconvenience of travelling while assuring effective
communication. Similarly, Gonzalez et al. (2014) highlighted the importance of innovative voting
procedures by enabling foreign and other shareholders to vote in real time without having to travel.
Gonzalez et al. (2014) further advocated a public counting, this allowing for more transparency.
Good governance is achieved through continuous improvement. As circumstances change, companies
have to seek ways to keep advancing in the worldwide corporate governance and implement the best
practices for the benefit of the company, its shareholders and all other stakeholders (IFC, 2009).

3. Methodology
The findings and analysis of this study were supported by both secondary and primary data sources.
Secondary data sources consisted of company notices in relation to notices of the AGM, Annual
Reports and other documents published by company secretaries. This data was used to substantiate
primary data sources.
A mixed methodology was adopted. Data was mainly collected through twenty-two semi-structured
interviews. Seventeen interviews were held with company secretaries, aimed at ascertaining the level
of shareholders’ participation in their respective companies. The other five interviews were held with
stockbrokers dealing with shares of the same companies. The latter’s views were found relevant in
view of interactions with small shareholders and their independence.
Therefore, two semi-structured interview schedules were designed: one for company secretaries and
another for Maltese stockbrokers. The interview schedules consisted of both open- and close-ended
questions, with the latter involving either categorical questions or five-point Likert-type items,
signifying the respondents’ level of agreement to a number of statements (from 1 = ‘strongly agree’ to
5 = ‘strongly disagree’).
Obtaining small shareholders’ views was also essential to the study. Since the online address details of
such shareholders were unavailable, the Malta Association of Small Shareholders was contacted and
an on-line questionnaire was sent through their intermediation to those members of whom they had
on-line details. Fifty-four shareholders, being the majority of such members, responded to this
questionnaire. Descriptive statistics were used to summarise the item responses. To determine whether
the responses differed across the three groups (MLCs, shareholders and stockbrokers), the Chi-squared
test was used with nominal scales while the Kruskal Wallis test was used for ordinal scales.
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4. Analysis of results

4.1 Small Shareholders’ Participation at the AGM
In evaluating small shareholder participation in Malta, it was first essential to obtain an understanding
of the shareholding structure of listed companies. As per Maltese Listing Rules (MFSA, 2014),
shareholders in such companies are allowed to raise resolutions at the AGM when having a minimum
of 5% of the company’s issued share capital. An analysis of the shareholding structure of the listed
companies interviewed showed that, on average, 72.41% of the companies’ issued share capital was
held by shareholders holding more than 5% of the issued share capital.
While not all shareholders may table resolution at the AGM, they have the right to ask questions.
When the 17 Maltese listed company representatives (MLCs) were asked about the level of
shareholder participation, 64.7% claimed that it was quite low. Furthermore, 23.5% added that
shareholders tend to feel more comfortable approaching the Board informally before, during and after
the AGM rather than raising questions at the formal meeting.
As for the shareholders (N = 54), only 37.0% reported that they were active at least to some extent.
Most shareholders (57.4%) also indicated that they did not feel comfortable asking questions at the
AGM, the majority of these (51.6%) preferring to ask questions before/after the meeting, with the
remaining respondents feeling uncomfortable to ask any questions.
The three respondent groups were provided with two statements that, as revealed by the literature,
show the reality of AGMs. These two statements were: (i) ‘AGMs are truly an occasion where small
shareholders exercise their rights’; and (ii) ‘Large shareholders tend to have more motives to
participate in AGMs as they are more able to influence the voting turnout’. With regards to the first
statement, the Kruskal Wallis test revealed that the three groups varied significantly with respect to
mean ranks (p = 0.03); MLCs agreed to the statement (Median (Md) = 4), while small shareholders
and stockbrokers were undecided (Md = 3). However, with respect to the second statement, there was
no significant difference in mean ranks (p = 0.46); all groups agreed (Md = 4) that large shareholders
tend to have more motives to participate as they can have a greater influence on the voting turnout.
Shareholder participation in the AGM will now be assessed in more detail in the next four sections:
small shareholder attendance, their voting, their proposals and how to improve their participation. The
analysis will then delve into the significance of the AGM to the corporate governance of listed
companies.
4.2 Small Shareholder Attendance at the AGM
The number of shareholders eligible to attend the most recent AGM and the actual attendance figures
were obtained for each listed company were obtained from the 17 MLC’s. The attendance of the
shareholders was found poor: 13 companies had an average attendance below 20%, with two between
20-40%, and only the remaining two beyond 80%.
The shareholders were asked to indicate and justify their attendance levels at AGMs during the last
five years. Results showed that the majority of the 54 respondents (38.9%) indicated that they had
attended from four to six AGMs. Most respondents (94.4%) also stated that when attending they had
done so to get informed about their company’s performance and to exercise their voting rights. A few
(13.0%) had not attended AGMs at all because they were unable to influence the voting result.
The important determinants of shareholders’ attendance that emerged among all 76 respondents were
‘current financial performance’ (Md = 4) and ‘refreshments served’ (Md = 4). The agenda, venue and
duration of the AGM were neither important not unimportant (Md =3). Kruskal Wallis tests revealed
that only ‘agenda of the meeting’ differed significantly in mean ranks across groups (p = 0.05), with
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brokers seeing this factor as important (Md = 4) and shareholders and MLC’s as neither important nor
unimportant (Md = 3).
4.3 Small Shareholder Voting
4.3.1 Voting Rights emanating from local laws and EU directives
Each and every shareholder has various rights emanating from the regulatory framework. The three
independent respondent groups were asked to rate the strength of such shareholders’ rights. The level
of agreement differed considerably across mean ranks (p < 0.01), whereby companies rated
shareholders’ rights as strong (Md = 4), while small shareholders and stockbrokers considered rights
to be rather weak to moderate (Md = 2). One of the five independent local stockbrokers commented
that MLCs tend to adopt a “box-ticking exercise”, whereas another claimed that the revision of the
existing Shareholder Rights Directive (European Commission, 2014) would continue to improve such
rights.
Whether institutional shareholders are privileged and have more power over minority shareholders is
debatable. Out of the five stockbrokers interviewed, two agreed that institutional shareholders are
more powerful than the minority shareholders because they have a greater say owing to the weighting
of their shares. The remaining three stockbrokers stated that institutional and majority shareholders are
more privileged because they have access to more information and are in a better position to analyse
that information.
Greater shareholder participation may be achieved by encouraging investors to exercise their voting
rights. In order to achieve this, two out of five stockbrokers emphasised the importance of increasing
education among investors, claiming that “Maltese investors lack investment knowledge”. Three
stockbrokers agreed that the corporate governance framework should introduce incentives that
encourage investors to exercise their voting rights.

4.3.2 Shareholder Voting Method
Voting at Maltese AGMs takes place either by show of hands or by poll. Evidently, the 17 listed
companies investigated tend to adopt the show of hands method for most of the resolutions (58.8%)
rather than the poll because it is easier and less costly.
When the MLCs were asked to give their opinion on the level of transparency of the two methods,
over half of them (52.9%) stated that voting by poll is more transparent because it accurately provides
the exact number of shareholder votes. They added that when voting takes place by show of hands, the
votes of the investors could still not be easily determined and their respective amounts of shares are
also disregarded. However, some other MLCs (17.6%) stated that the show of hands is more
transparent because resolutions are approved visibly and publicly. The rest of MLCs (29.4%) claimed
that both voting methods may be regarded as transparent.
Given that MLCs indicated that voting by show of hands is a common voting method by most listed
companies, small shareholders were asked to indicate their preferred voting method. Interestingly, the
majority of the 54 small shareholders indicated that they prefer to vote by ballot for resolutions
(57.4%). Others indicated that they favour show of hands (24.1%) or they have no preference for any
particular voting method (18.5%).

4.4 Proposals from Small Shareholders
Shareholder participation can be analysed further from the aspect of the proposals put forward by
shareholders. Most of the 17 MLCs (88.2%) found it difficult to recall any shareholder proposals
made, this being indicative of the lack of shareholder participation. Nearly all MLCs (94.1%) stated
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that their companies mostly receive enquiries rather than proposals. Most (88.2%) commented that
shareholders are interested in dividends or offers given by the company.
For certain MLCs (29.4%), an appreciable number of proposals emanate from substantial and majority
shareholders, often also forming part of the Board, rather than small ones. According to the majority
of MLCs (58.8%), proposals made by such majority shareholders are always discussed at Board level
and implemented. However, most MLC’s (58.8%) also claimed that once any proposal is received
from minority shareholders, it is invariably evaluated by management and, if deemed “valid”, it is
forwarded to the Board for further consideration. Yet, only one of the 17 MLCs stated that the Board
had referred such proposals by small shareholders to the AGM, and this over the preceding five years’
period. Furthermore, no such referred proposal originating from small shareholders had in fact
resulted in acceptance at the AGM. Notwithstanding this, the MLC noted that such proposals had
resulted in the company holding further discussions with the representatives of the small shareholders
in question in an effort to take the proposals on board in managing the company.
On their part, all five stockbrokers also confirmed that, notwithstanding the fact that shareholders’
proposals may not be approved and thus not influence the outcome of the AGM, they might still have
an impact on future decisions. However, they added that the reluctance of small shareholders to put
forward such proposals could be due to the fact that they did not wish to be or to be seen to be
“frivolous”. Most of the stockbrokers (60.0%) pointed out that the major determinant of such
proposals was the level of investor education in financial matters. They emphasised that, in fact, at
present small shareholders are not adequately equipped to support or otherwise the Board in its
decision making. In their view, the participation of small shareholders is still primarily held back by
the latter’s common lack of financial knowledge. One of the stockbrokers even highlighted the freerider problem, whereby individual small shareholders do not bother to know more, and simply decide
to rely rather on the initiatives of a few other investors for any proposals to be made.
Both MLCs and stockbrokers were also asked whether proposals from small shareholders can be
considered as weak owing to the lack of influence that such shareholders can exert on management.
Only 3 out of 17 MLCs (17.6%) agreed that shareholder proposals are weak because of this. In
contrast, three out of five (60.0%) of stockbrokers agreed that, besides the question of influence of the
lack of financial knowledge referred to earlier, small shareholder proposals are also weak because of
their minimal or no influence which they could exert on management. Yet, the two stockbrokers in
disagreement stated that the weaknesses in shareholder proposals were little related to the influence
which shareholders could exert.
4.5 Improving Participation
As for matters that may improve shareholder participation, the majority of the 17 MLCs (64.7%)
agreed that an e-voting system would facilitate the counting process. However, they were concerned
about the ability of shareholders to use electronic systems. The rest of the MLCs stated that they did
not feel it necessary to adopt an e-voting system.
A similar question asked stockbrokers to give their opinion about the adequacy of the voting system
currently adopted by MLCs. All five stockbrokers stated that the voting system was adequate.
However, most (80.0%) added that the voting system could be improved by technology as this renders
the system less costly and also leads to more precise results than the show of hands.
When asked about the adequacy of the voting process for approval of resolutions, MLCs agreed more
strongly than brokers and shareholders (p < 0.01). Yet, when respondents were required to rate
whether technology can aid in the voting process at AGMs to improve transparency, all three groups
agreed (Md = 4) and the difference across groups was not statistically significant (p = 0.66).
Despite such consensus, both stockbrokers and MLCs agreed more strongly than shareholders that a
virtual meeting is not a full substitute for a physical meeting (p = 0.04).
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4.6 The Significance of the AGM in the Corporate Governance of MLCs
The AGM is a tool reflecting good corporate governance and thus, transparency and accountability.
MLCs, stockbrokers and shareholders indicated the extent to which these two principles are reflected
at AGMs. As for transparency, MLCs reported this to a higher extent (Md = 5) than stockbrokers and
shareholders (Md = 3), and this difference was statistically significant (p<0.01). As for accountability,
again MLCs reported this to a higher extent (Md = 5) than stockbrokers (Md = 4) and shareholders
(Md = 3), and this difference was statistically significant (p<0.01).
Two stockbrokers raised several comments about the importance of the AGM in providing
information and regular updates to shareholders, particularly in view of the separation of control that
exists between management and shareholders. A broker claimed that “a strong forum addresses
information asymmetry”. Similarly, one stockbroker commented that the presentation of information
at the AGM as well as disclosures should be clear and useful to shareholders in making their
investment decisions.
When asked whether directors are accountable to shareholders at the AGM, stockbrokers disagreed
that the AGM is effective with respect to such accountability (Md = 2). One broker commented that
the Chairman of a few of listed companies in Malta is as yet also the CEO, with a duality that in
practice “runs the show”. He further argued that directors are less likely to be accountable to
shareholders given that normally they do not even address shareholders at the AGM.
Stockbrokers and MLCs strongly agreed (Md = 5) that the AGM allows shareholders sufficient time to
ask questions to the Board, while shareholders agreed to a lower extent (Md = 4), with this difference
reaching statistical significance (p<0.01). As regards to the statements presented to respondents that (i)
the AGM provides information to shareholders on the company’s operation and (ii) generates a
discussion between directors and shareholders, stockbrokers and MLCs strongly agreed (Md = 5)
while shareholders agreed (Md = 4), with the Kruskal Wallis tests reaching statistical significance at p
<0.01.
MLCs and small shareholders were also asked whether the main purposes of the AGM are being
attained in Maltese AGMs. A significantly higher proportion (p < 0.01 using exact test, since some
cells had expected counts less than 5) of MLCs (76.5%) and stock brokers (80.0%) than shareholders
(22.2%) stated that these purposes are being attained, this again pointing to the relatively more
positive attitude towards the AGM being taken by MLCs as in contrast to the small shareholders.

5. Discussion
Given the weak participation of small shareholders in the AGM, two moot points emerge: firstly,
what makes it so weak and secondly, given such weakness, whether the meeting is an adequate
reflection of good corporate governance.

5.1 Participation by Small Shareholders – What makes it weak?
Results showed that the majority of small shareholders did not consider themselves as active
participants in the AGM. Research findings identified various factors contributing to weak small
shareholder participation.

5.1.1 Poor attendance
Results showed that the attendance of shareholders at AGMs of the interviewed MLCs was poor when
compared with the total number of shareholders in their respective listed companies. This was also
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apparent in international AGMs as research by Stratling (2003) and Hodges et al.(2004) also showed
poor attendance at the AGM. Results revealed that small shareholders were passive investors who felt
demotivated to attend AGMs owing to their inability to influence the voting turnout.
In conformity with the view of Apostolides and Boden (2005) and Kathurima (2011), research
findings showed that prominent agenda issues as well as the company’s performance tend to be the
factors that mostly motivate shareholders to attend. Results also indicated that refreshments offered by
companies could have a significant impact on shareholders’ attendance at AGMs. The provision of
refreshments seems to be highly valued by small investors, for whom such events serve as an outing.
Findings showed that small shareholders regard these as an informal setting in which to ask and
discuss questions with the directors – questions which they lack the confidence to place in the formal
meeting.

5.1.2 A box-ticking exercise
In contrast to MLCs responses, stockbrokers and small shareholders regarded shareholder’s rights to
be rather weak. Results have shown that small shareholders prefer to vote by ballot as they feel
uncomfortable showing hands, especially where they are investors in more than one company and
directors may be up for election in different companies. Much of this may be attributable to the fact
that, in the context of a small country, shareholders and directors are more likely to know each other.
Results have also shown that small shareholders were reluctant to ask questions during the AGM and
therefore, when attending the AGM they would only participate by ticking the boxes on the ballot.
Like all other shareholders, small shareholders have the right to vote and ask questions at the AGM.
However, brokers acknowledged that institutional and majority shareholders have access to more
information than small shareholders, giving them better ability to raise queries and analyse
information. This leads one to question whether the rights of small shareholders are in fact strong
enough to address their participation passivity at AGMs. Both stockbrokers and small shareholders
argued that shareholders’ rights could be improved in this regard. The new European-wide directive
(European Commission, 2007) which addresses the key principles of accountability and transparency,
is another milestone in shareholders’ rights. As proclaimed by ACCA (2015, p.5), “Recent global
developments in corporate governance include a new focus on the implementation and the quality of
response rather than simple ‘box ticking’ ”.

5.1.3 Rare and weak proposals hampered by a lack of financial knowledge
Proposals forwarded by shareholders at the AGM are both rare and weak, and there may be a number
of factors contributing to this. One clearly emerging factor is the poor financial background of small
investors rendering them unaware of the risks which they are exposed to and hardly capable of making
informed financial decisions, even hindering them to the extent that they do not understand the AGM
agenda. The strong indications, particularly as given by stockbrokers, are that this directly contributes
to shareholders being less likely to put forward AGM proposals and also to the probability that even
when they do so, these are in fact not taken seriously. For shareholder proposals to make any impact,
they commonly have to be backed by sound financial knowledge. More education to this effect is
therefore imperative if one is to have valid and increased shareholder proposals. As perceived to date,
it is as yet justifiable to consider proposals as a weak disciplinary mechanism, as claimed by Bebchuk
(2006). Yet, while there are diverging views on the power of such proposals, for the small shareholder
these clearly have the potential of being a main participation ingredient facilitating a better balance
among the corporate players.
MLCs do currently endeavour to increase investors’ financial skills through a few investor education
programmes and conferences held jointly with the Malta Association of Small Shareholders.
Additionally, media and stockbrokers do provide educational investment material on their website.
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Yet, evidently, more needs to be done with the specific aim to overcome shareholder apathy towards
reading and learning such skills. Furthermore, for the longer term, new investor generations may be
introduced earlier to the fundamental aspects of finance and stock market dynamics. As ultimate aim,
the necessary background is to be provided, rendering it more difficult for small shareholders to have
their resolutions by-passed, as such, proposals will then have the real potential of sending significant
messages to their company, even if not approved at the AGM itself. After all, it is in the interest of the
company itself that the small shareholders do not continue to rely on institutional investors or a few
active retail shareholders to speak up and try to bring change on their behalf.
Of course, the lower the level of investor knowledge, the greater the need for the MLCs also to ensure
that general communication with them is clear and effective. Therefore, on their part, directors and
others in contact with investors are also to ensure that their communication skills are sharp and may
themselves have to undergo regular training, including induction courses and professional
development programmes.

5.2 The AGM: Enough for Good Corporate Governance?

5.2.1 A Forum for Director/Shareholder Interaction?
In light of the weak participation by small shareholders at the AGM, one asks whether the functions of
the AGM as defined by Startling (2003) are being applied for the sake of good corporate governance,
particularly in supporting a forum for discussion between directors and shareholders both about past
performance and future business prospects.
Directors are to hold themselves accountable to shareholders, and this is hardly, if at all, possible
without shareholder participation and involvement. Accountability cannot be served merely with the
CEO or Chairman’s speech, and the rest of the directors being uninvolved and silent for most of the
meeting. As this seems to be commonly occurring, the inference is that AGMs are stage-managed and
not serving as a platform for shareholders to exercise their ownership rights, including that of deriving
from the directors the appropriate information concerning their stewardship. For this climate to be
dispelled, time is to be allowed not only for genuine questions but also for the transmission of all
needed information, such as the profile of all candidates, old and new, presenting themselves for
director election. As for the transfer of information on the company’s financial performance, it is
important that the information provided during the AGM is not too technical for investors to
understand. Such transmission has to be clear, simple and concise and, insofar as is possible, complete.
This would help to transform the AGM from mostly being, as at present, a set of procedures for having
management-backed resolutions rubber-stamped, focusing on the fulfilment of the financial reporting
legal requirements to one with meaningful and potentially far-reaching interactive discussions. Such
transformation is a sine qua non if the small shareholders’ interest to attend and participate in the
AGM is to be rekindled and for the AGM to become a more significant reflection of corporate
governance than at present.

5.2.2 Exploiting Technology – A Way Forward?
The study points to a general need to exploit technology further to improve the AGM. This includes
the use of electronic voting as long as shareholders are adept at using the new systems. In addition,
more webcasting of the AGMs would permit those shareholders unable to attend to follow the meeting
and thus with the opportunity of being kept informed as well.
Technological devices could be used to increase shareholder engagement in decision-making. Listed
companies could invest in an electronic polling system whereby the shareholder can select a simple
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‘yes’ or ‘no’. Such a polling system can become a simple and effective means for shareholders to
convey their opinion, and for management to take more account of shareholders’ opinions. This again
brings to the fore the importance of shareholder education in bringing about change.

6. Conclusion
In summary, this study indicates that the level of small shareholder participation at AGMs of listed
companies is low, with poor shareholder attendance being a major factor leading to this. Yet, even
when attending, small shareholders do not feel confident in raising questions or bringing forth
proposals during the AGM, and this is mainly due to limited meaningful information being transmitted
to them, this being commonly aggravated by their lack of financial knowledge. The resulting inability
of the AGM to create an effective forum for discussion between directors and shareholders casts
serious doubt on whether the AGM actually reflects good corporate governance, as it does not keep in
balance the interests of the small shareholder with those of the other stakeholders, including
themselves, management and major shareholders.
For the sake of better direction and control, and, in particular, for more transparency and
accountability, the study recommends that directors strive more towards ensuring that AGMs are not
stage-managed, going beyond the simple routines of gathering votes and formal approval of
resolutions towards serious interaction between themselves, management and all shareholders,
possibly involving the better use of technology. On their part, in order to effect fruitfully such
interaction, small shareholders have to combat their passivity and attain a stronger sense of ownership
in their company. For most of them, a main way towards effecting this is to stop relying on
institutional or main shareholders to speak up and bring change. As s a pre-requisite for this, they need
to commit themselves towards acquiring the minimum level of financial knowledge. For this purpose,
the study recommends that they participate much more in educational activities, particularly, though
not only, those that may be tailor-made for them by company management.
The study has its limitations. In their response to what occurs at the AGM, MLCs may have been
somewhat influenced by what their company expects to be occurring. Furthermore, the proportion of
small shareholders responding to the questionnaire was relatively low, being largely limited by on–line
accessibility. Following this study, further research may therefore attempt to place added focus on the
perspectives of small shareholders themselves, such as by securing direct listed company support, such
as listed company authorisations to attend the various AGMs and thus establishing face-to-face contact
with such shareholders.
To conclude, Baldacchino et al. (in press) envisage the creation of powerful means to align all
corporate stakeholders towards a major common goal – that of improving the corporate governance
performance of the company. Clearly, enabling a more meaningful participation for the small
shareholder in the AGM should be an important preliminary step in the process of achieving such
stakeholder alignment towards corporate governance improvement.
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