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Dinnertime: Katy Harrelson, at right with a plate. dishes up meals for cw.tomers at a Luby's in Hous­
ton. The first Luby's opened in 1948 in San Antonio. 

Cover story 

Luby's proxy fi~ht illustrates 
investors' readmess to act 
By Gary Srrauss 
USA lDDAY 

SAN AIIITONIO - If Luby's annual shart.>­
holder's met'ling was an anger-barometer 
of shareholder angst. Corporate Amerk.l 
may be in for a long proxy season. 

luby's. a troubled, San Antonio-based 
cham with 220 restaurants in 10 states. 
sUIViYed a contentious proxy fight Friday 
with the Committee of Concerned Luby's 
Shal1'hoklers. 

The dissident smup, which wanted 
more proactive dIrectors to engineer a 
quic~r corporate turnaround. didn't gar­
ner enough votes for its slate of directors. 
Stilllhe board faced lots of criticism from Luby's Dn the table (ustorm:rs head for a meal at a 
hostile shareholde~. "I'm g~d this is over Houston branch of the restaurant, 
clnd we can get down to the business of 
I1lnning the company," said a still ra ttled David Da­
viss, luby's chairman and acting CEO, following the 
rancorous, 2 V4-hour meeting. 

As this food fight demonstrates, the first p~y 
season of the new millennium promises to be a 
season of shareholder discontent. Historically. dis­
sidents have rarely woo proxy battles, But with 
scor~s of stocks down sharply in 2000, investors no 
longer appear willing to accept management spin 
control without question or rubber-stamp a com­
pany's director slare. 

~LDgic reUs you the complaining among share­
holders will be a lot more Intense be<:ause of lhe 
state of the markets," says Carol Bowie of the In-

vestment Responsibility Research Center. a non­
profit research firm. Key complaints among in­
vestors: stock option ,awards with few ties to cor­
pora te performanc<c. and excessive golden 
parachutes. 

l uby's is typical of an old-line business facing the 
modern pressures of a rapidly changing industry. 
After the opening of its first sIte here in 1948. Lu­
by's bloomed inro a Southern icon. its cafeteri,l- . 
style restauranlS relished by families and senior cit­
izens for abundant po rtions. moderate prices and 
made-from-scratch fare - even the mayonnaise. 

Please see' COVER STORY next page .. 
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Dissidents 
used Internet 
to get support 
Continued from 18 

But the past few years have been unkind to wby's 
and other cafeteria operators. Sandwiched between 
cheaper fast-food chains and pricier casual-dining eat­
eries, cafeteria industry revenues have steadily 
dropped the past few years, 

wby's 4,2SO shareholders have suffered more than 
most. Daviss acknowledged as much Friday. ~J feel 
your pain,~ he told them. 

Luby's shares have slumped 75% ( Cover from thei, 1993 peak. about 50% the 
past year alone, The cash-strapped firm story slashed its SO-cent stock dividend, then 
omitted it completely late last year. The 

board is seeking wby's fifth CEQ Since 1996. And w­
by's turnaround strategy has yet to take hold. 

Management got an earful from shareholders who 
took iSSlle with directors' compensation, their small 
holdings of company stock, lackluster oversight and 
even D.1viss' authority to control shareholder com­
ments at the annual meeting. 

In the end, the dissidents lost the election. But 
shareholders did approve their plan that all directors 
be elected annually rather than in staggered, multi­
year terms. 'The stock has been disappointing, the ( 
quality of the restaurants has gone down, and man­
agement isn't getting enough done," said David 
Poundstone, 81, a retired electrical engineer who vot ~ 

ed for the dissidents. "I wanted 
to send a message," 

Internet empowennent 

Most Internet stocks might 
be on life support, but the Net 
continues to empower share~ 
holder dissidents and activists 
such as eraider.com, which has 
been taking stakes in laggard 
firms since 1998. 

Greenberg: Led 
proxy fight. 

Core members. of the Com~ 
mitree for Concerned Luby's 
Shal'eholders, led by attorney 

Les Greenberg and Texas investor Thomas Palmer, got 
acquainted bemoaning the company on a Yahoo mes~ 
sage board. They're believed to be the first grassroots 
effort to successfully use the Internet to bring a proxy 
fight to a vote. ~Luby's board needs fresh blood and 
oversight." says Greenberg, who holds 5,600 shares, 

Greenberg's guerilla movement also sought input 
into Luby's discussions with two Houston restaura~ 
teurs who recently acquired a 6% stake in the compa~ 
ny and have yet to fully make their intentions clear. 

Daviss. who took to calling .the dissidents "in· 
surgents~ duri~ the proxy hght. said their Net~ 
propelled campatgn drove customers away, distracted 
management and has hampered CEO recruiting efforts 
to replace Barry Parker, recently ousted by the board, 

Daviss conceded their complaints may be valid, but 
said that given their lack of restaurant industry experi ~ 
ence and management eXP-t'rtise at publicly held com~ 
panies, they weren't quahfied to be directors. 

If the dissidents accomplished ~thing, they thor~ 
oughly shook up luby's staid corporate culrure. In f.1a. 
only two seminal events might have caused bigger 
jolts - the infamous shooting rampage by a gunman 
at a Killeen, Texas, restaurant that lOlled 23 patrons 
and wounded 20 more in 1991, and the 1997 suicide 
of then~CEO John CurtiS Jr, 

''This (proxy fight) is small potatoes by compari~ 
son," says Daviss. "But we've taken it seriously," 
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The !i.$['s legal and administrative expenses cost 
Luby's f250.000. Recent re~atory filings under­
scored the board's increasmg annoyance. Daviss 
charged in a Securities and Exchange Commission fil ­
ing that he'd been offended by some of Greenberg's 
online "unfounded accusatIOns and rhetoric." 

TIle proxy fight also put luby's on the defensive. 
"Althou;!;h our Intentions were good. in retrospect (he 
hiring oT(ex·CEO) Parker and the strategy pur in place 
during his tenure did nor reverse (he trend of declining 
same-store sales. This, together with the more com­
petitive restaurant environment, has hurt the value of 
rhe investmem of our shareholders: the board said in 
an earlier mea culpa filed with the SEC. 

Stiff competition 

To be sure, luby's. li ke rivals Piccadilly, with 235 caf­
eterias in 16 srates, and Furr's Restauranl Group, with 
100 oullets in 12 states, are likely !o remain under 
competitive siege, says Jeff Dabbs, a stock analyst for 
Kercheville & Co. ' 

Consumer sentiment was already shifting when 
Curtis became CEO in early 1997. Three months into 
the job, he committed suicide. Despite a close-knit 
corporate slrucrure lhat had always promoted in­
siders, Luby's diret10rs soughl.U1 outsider as CEO, 

MCompeting in a rapidly changing marketplace, we 
felt we couldn't be successful without making 
chJnges,~ Daviss says. "And we didn't see anybody at 
Luby's with the scope and breadth to do iL ~ 

OVerlooking his lack of restaurant experience, dle 
board hired Parker. He had previously headed Dal1as-
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based apparel retailer County Seat, which filed for 
Chapter 11 bankruptcy following his 1996 departure. 

Parker's three-year run. ending with his forced res­
ignation in late September, was rocky at best. Parker 
inilially had ambitIOUS plans. induding a lOO-restau­
rant expansion, Luby's also attempted to burnish its 
image with its first extensive advertising campaign, 
store remodels and new menu items. 

Some efforts, such as outsourcing fOod, didn't go 
over well with customers and failed {Q provide ex­
pected savings. Parker's best move was acceleraring 
take-out and drive-through selVice. says Southwest 
Securities analyst Stephen Spence. which now ac­
counts for 12% of sales. 

His management style and many initiatives never 
sat well with store managers. l uby 's occaSionally 
summoned field managers for leadership seminars, 
but senior executives cook lirele interest in their ideas, 
Retired senior executives said their offers to help ad­
vise the company were also rebuffed, 

"After Parker arrived. it became a top-down organi­
zation that didn't want our opinions,~ says Roger Voss, 
a field manager from 1990-1999. 

Parker says he had dear strategiC differences with 
the board concerning how long it was going to take to 
lurn around the company. "There art" long-leon prob­
lems lhal I'(!CjULre 1001$-tcl m ~olution<,," says Parker, 
noting that the cafetena concept has linured potential 

Stock analysts and other observers blame some of 
luby's sHde on Parker's decision to jettison the compa­
ny's lucrative compensation plan for store managers. 
Wby's traditionally took 60% of store profits, With lead 
managers getting the rest, some took home $150,000 

or more annually. After a new pay plan was imple­
mented in 1998 to boost corporate profits, managers' 
salaries were quickly halved, or worse, 

The pay plan was the company's biggest mistake 
dUring Parker's tenure, Daviss says. Scores of manag­
ers left, and their departures hurt rhe relationships 
many restaurants had with regulars, who were on a 
first-name basis and who were treated like family, 

In the end, many of Parker's initiatives failed, And 
the residU<ll debt from expansion and remodeling will 
likely keep the dividend from being reinstated. 

White knight? 

Luby's shares, which had been trading as !ow as 
$3.50 in Deceml;ler, surged to.$6 late last month on 
word that Houston-based brothers HaIns and Chns­
topher Pappas had accumulated a 6% sLl.ke (0 become 
the finn's largest individual shareholders. The Pappas­
es have been discussing possible roles with che com­
pany since late October, according to SEC filings. 

Daviss refused to elaborate Friday. The Pappases, 
whose restauranL group operates 60 casual dinlOg res­
taurants in five states, aren't talking. 

Greenberg fears that the Pappases may try to ac­
quire luby's for its valwb!e real estate holdings at a 
cut-rate price. ··Our concern is If the company is put up 
for sale, don·r go with the fim one lhat asks you to 
dance," he says. 

[fthe Pappases are merely fTlendly investors. it's un­
clear how tong they'll be patient. Almost half Iheir 
1.34 million shares trade at or below their purchase 
price, according to SEC filings. Now rhJt {he proxy 
fight is over. Daviss says the board can discuss optiollS, 
Meanwhile, he'U intensify e!forts La hire a new CEO. 

A turnarolUld specialist won'fcome easily or checlp­
Iy. Spence says. Despite new marketing efrom, t.uby·s 
posted a $2 million loss during i first fiscal quarter 
ended Nov. 30 - in part due to a S354,Ooo chaixe to­
ward Parker's golden parachute. Revenue feU i% to 
S114 million from $123 million. 

Darrell Wood, who oversees luby's store opera­
tions, says new mJrkering efforts. meals and a return 
to made-fronHcratdl philosophy wil! boost sates, "It's 
going to take time to tum things around, But will we 
do better in a competItive environment7 Absollltely.~ 

But shareholders ar Why's and otller moribund 
companies will be ket'ping the pressure on. "If there 
aren t results. next year's meetIng will be contested 
even more,~ investment manager Guy Adams said af­
ter the luby's meeting, '7he clock is started, and peo­
ple are going to have to see some visible results," 
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