
www.csfme.org

Lender‐Directed Voting (LDV)

Proxy‐recall Reduction with Lender Income Protection

Presentation to IMN’s
18th Annual International Beneficial Owners’

Securities Lending Summit
J 29 31 2012

The Center for the Study of Financial Market Evolution (CSFME) is an independent, nonprofit organization whose 
mission is to improve transparency, reduce risks, support research, and promote sound regulation of financial 

k h h d d i i i l i

January 29-31, 2012
Phoenix, AZ

Slide 16

markets through data‐driven quantitative analysis.
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LDV:  Numerous benefits within proxy current processes

 Lender‐Directed Voting allows securities lenders and borrowers to optimize 
the voting of proxies for shares that would otherwise go uninstructed
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 Benefits:
• Securities lenders vote without recalling loans or losing income
• Corporate issuers reach quorum faster at lower cost, receiving more votes from well‐

known, long‐term investors
• Agents & brokers gain more stable loan and collateral portfolios, increasing revenue and 

decreasing risk
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• Financial markets gain additional liquidity, stability, and price discovery, while proxy 
voting rights are synchronized for long‐term and margin investors
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Vote supply was 10x higher than demand in first pilot

To test the LDV concept we:To test the LDV concept, we:

• Through 2010‐11, collected confidential 
loan and uninstructed share data from 

CUSIP Firm Record Date Coverage
054937107 BB&T CORP 2/24/2010 745%

060505104 Bank of America 1/7/2010 248%

112900105 Brookfield Properties Corp 3/8/2010 255%

150934503 Cell Therapeutics Inc 2/19/2010 486%beneficial owners and brokers

• In pilot, selected 25 sample CUSIPs that 
had highest overall loan volume or loan

150934503 Cell Therapeutics Inc 2/19/2010 486%

171779309 CIENA Corp 2/16/2010 198%

172967101 Citigroup Inc 2/25/2010 5873%
247916208 Denbury Resources 2/3/2010 133%

345370860 Ford Motor Co 3/17/2010 1604%

628530107 MYLAN, Inc 3/25/2010 94%had highest overall loan volume or loan 
utilization rates (most stressing cases)

• Found that:
S l b k h d 10

,

696643105 PALM Inc. 5/24/2010 1253%

742352107 Princeton Review 2/22/2010 163%

767754104 Rite Aid Corp 4/26/2010 499%

854616109 Stanley Black & Decker 1/11/2010 46%

984249102 YRC Worldwide Inc 1/4/2010 259%

• Sample brokers had on average 10x 
the number of discretionary shares 
as our sample lenders would have 
voted

984332106 Yahoo! Inc 4/27/2010 301%
01903Q108 Allied Capital Corp 2/2/2010 534%

25811P886 Doral Financial Corp 6/1/2010 838%

27579R104 East West Bankcorp 2/12/2010 64%

55261F104 M & T Bank Corp 2/26/2010 254%

62856H107 MYREXIS Inc 3/8/2010 796%

• LDV lenders would have been able 
to fully participate in 20 of 25 proxy 
events

• Issuers would have received

62856H107 MYREXIS, Inc 3/8/2010 796%

71343P200 PepsiAmericas, Inc 1/4/2010 54%

71654V408 Petroleo Brasileiro SA 5/28/2010 1164%

87161C105 SYNOVUS Financial Corp 2/12/2010 799%
Y1505D102 China Telecom CP H 4/23/2010 1%

Y3990B112 Industrial & Commer 4/16/2010 257%
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• Issuers would have received 
another 38 million votes from long‐
term investors

Overall 1026%
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Beneficial owners have actively supported LDV

“Even with early scrutiny of 
meetings of interest, many 
proxy votes cannot be 

ti i t d d h ll danticipated and shares recalled 
in advance of the record date … 
[FL] SBA staff believes that LDV 
has the potential to address 
th d th i ffi i ithese and other inefficiencies 
associated with the securities 
lending process.”

“We are writing this letter to 
encourage the SEC to consider 
Lender‐Directed Voting … 
Unfortunately under theUnfortunately, under the 
current voting rules CalSTRS
cannot vote the proxies of 
shares we have on loan despite 
the fact we remain the long
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the fact we remain the long‐
term beneficial owner.” 
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“In particular we find that recent systemic

Regulators have reviewed LDV

In particular, we find that recent systemic 
and technological advances have enabled 
modifications to existing practices, which 
could permit broker‐dealers to vote 
proxies at the direction of currentlyproxies at the direction of currently 
disenfranchised, institutional, beneficial 
owners of lent securities.”
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Some key processes needed to ensure equitability

 Basic U.S. proxy timeline (calendar days)

D.B.A. C.

1. Need to forecast before record date how many votes will eventually be uninstructed so 
lenders can make loan recall decisions

D.
Meeting 
Date (MD)

B.
Record Date 
(MD‐60)

A.
LDV Projection 

(MD‐70)

C.
Discretionary 
(MD‐10)

lenders can make loan recall decisions
2. Loans can reallocated to better match vote demand and supply
3. A vote assignment algorithm need to ensure equitable access to voting opportunities

 Constraints
• Lenders can only receive the number votes as shares they had on loan as of record date
• New loans need to be validated to ensure no exchange for other value
• Controls can be implemented to preclude inappropriately increasing lender voting power
• LDV will always be “best effort” due to changes in broker share inventory

Slide 21Timeline from https://materials.proxyvote.com/Approved/EPLST1/20100210/OTHER_52009/PDF/broadridge‐cis2010_0009.pdf
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Ready to conduct live pilot …

• Small‐medium group of lenders/agent/brokers

• Small sample of securities

• Various markets with differing proxy mechanics

• Execute contracts/amendments

• Work with CII / ICGN to engage issuers• Work with CII / ICGN to engage issuers

• Goal:  Work out operations prior to full launch
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