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Abstract

Research background: Agency theory refers to the conflict of interests between different groups involved
in the business. One aspect of the agency theory is conflict among shareholders. One of the areas of potential
conflict is dividend payment.

Purpose: The goal of our paper was to identify the impact of voting behaviour of shareholders during
Annual General Meetings on dividend decisions. We make a comparison between big and small companies.
Research methodology: We included the 20 biggest and the 20 smallest companies from the Warsaw
Stock Exchange (WSE) in our sample over the 2010-2022 period. We collected 413 observations
(shareholders’ presence, voting results from annual general meetings, and financial data). We use statistical
tests, a correlation analysis, and a regression analysis.

Results: We found that in small companies there is conflict among large shareholders on dividend payout
decisions, while in big companies small shareholders show their disappointment by voting against or
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abstaining from voting for financial statement acceptance (but not dividend payout decisions). Additionally,
we found that the higher presence of large shareholders at the AGM the lower the dividend payout is.
Novelty: The originality of the paper is that instead of ownership structure we took into account
shareholders’ presence at AGM’s. We deal with a unique set of hand-collected data on voting results. We
present new evidence on interests of conflict among shareholders (not only on dividend decisions). Although
the problem of the conflict between minority and majority shareholders was identified, there is a scarcity
of research on its background and implication.

Keywords: agency theory, shareholders conflict, dividend payout

JEL classification: D23, D72, D74

Introduction

Conflicts over resources have existed since ancient times and are gaining special relevance
today. In recent studies, Denly, Findley, Hall, Stravers and Walsh (2022) have found that wealth
is associated with higher levels of conflict. In turn, natural resources can be an important source
of funding for warring parties in armed conflicts (Vlaskamp, 2019).

Coser (1998) argued that social conflicts can perform both negative (destructive) and
positive (constructive) functions. The point is the nature of the structure under the influence
of which the conflict develops. Herewith, the main task is to limit the negative and enhance the
positive functions. The finding showed that the relationship between workplace conflicts and
employee productivity is negative (Shakoor, 2020). Wrench, Punyanunt-Carter, and Thweatt
(2020) argue that conflict is a normal and natural part of life, and conflict can be very beneficial
and healthy for a relationship. Another positive result of conflict is that it strengthens social
groups, and teams — if managed properly, conflict makes teamwork effective (Tjosvold, 2007).
Conflict allows for the removal of the syndrome of obedience, stimulating human activity.

The classification of conflicts in an organization distinguishes the following types: conflicts
due to information reasons (lack of information, false information, differences in understanding
information); conflicts of interest (discrepancy of production and/or personal interests); conflicts
caused by the peculiarities of communication (expressive emotions, misinterpretation and the
stereotyping of thinking, etc.); organizational and structural conflicts (inequality of power and
authority; physical, geographical and other factors); conflicts of value systems (differences in
the evaluation criteria of ideas and behavior, goals, etc.). Conflicts can be divided and based on

several categories, such as essential or accidental, controlled and uncontrolled, and ones that can
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or cannot be solved (Kazansky, Trifunovic, 2021). Black, Gardner, Pierce, and Steers (2019)
suggest the following four types of conflicts: goal conflict (a clash over whose goals are going
to be pursued), cognitive conflict (which is evident in political debates), affective conflict (when
one person’s or a group’s feelings or emotions are incompatible with those of others), behavioral
conflict. Conflicts in organizations depending on the direction are divided into vertical conflicts,
horizontal conflicts, linear and personnel conflicts.

In the process of studying the nature of conflict in organizations, and corporations, it is
appropriate to consider the agency theory which focuses on interest conflict between principals
and agents. Corporate conflict in finance is described by the agency theory as interests conflicts
between the principal (shareholders) and agents (managers). However, the later development
of the agency theory allows us to identify also another dimension of the relationship: between
shareholders and debtholders and between shareholders.

One of the main areas of conflict is the dividend payout decisions. In the relationship between
shareholders and managers, the generous dividend is the tool for mitigating managers. However,
in the relationship between majority and minority shareholders, majority shareholders are to
minimize the dividend payment (Gugler, Yurtoglu, 2003). Instead, the interests of the minority
shareholder are completely opposite. The short-term perspective is important to them — to
receive a guaranteed income from their participation in the corporation. Additionally, minority
shareholders are aware of majority shareholders’ private benefits extraction and deem higher
dividends as compensation.

The goal of our paper is to identify the sharcholders’ presence at Annual General
Meetings, and their voting behaviour, especially on the dividend decision. We compare big and
small companies from the Warsaw Stock Exchange. We also wonder how the presence of large
shareholders affects dividend decisions.

We included the 20 biggest and 20 smallest listed companies from the Warsaw Stock
Exchange (WSE) in our sample. The data on large shareholders’ presence and voting results
come from Annual General Meetings that were held within the 2010-2022 period (13 years).
Data were hand-collected from current reports of the companies included in the research. We
implemented a statistical test to compare the results, a correlation analysis to find the relation
between variables, and a regression analysis to find the impact of large shareholders on dividend
decisions.

We found that big and small companies differ significantly. There is a higher shareholders’
presence, higher 1% largest shareholder presence, and lower large shareholders presence ratio at

the AGM’s in big companies. There is a higher consensus among shareholders in big companies
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for dividend payouts but lower for financial statement acceptance. In small companies, there
is higher consensus on financial statement acceptance but large shareholders are involved in
voting against or abstaining from voting for dividend payout resolutions. We found that the
higher the large shareholders’ presence the lower was the dividend payout. This finding is in line
with a previous notion that large shareholders due to wealth expropriation are not interested in
high dividend payouts.

We have contributed to the existing research in several ways. Our paper contributes to the
research on conflict and participation in elections. Our paper contributes also to the research on
corporate governance and agency theory. Existing research refers mostly to ownership structure
and dividend decisions while we think that only owners present at AGMs have an impact on
dividend decisions. We found several regularities in shareholders’ behaviour during Annual
General Meetings. We dealt with a unique set of data as they were hand-collected. We also
found a new area of conflict — minority shareholders showing their disappointment by voting
against or abstaining from voting for financial statement acceptance (but not dividend payout
decisions).

The rest of the paper is organized in the following way. The first section includes
a literature review on conflicts and agency theory achievement on interests conflict between
shareholders. The next section describes the methodology: sample, data source, and statistical
methods used to verify the hypotheses. The following sections includes the main findings and

discussion. The last section contains the research summary and conclusion.

1. Literature review

The agency theory focuses on interest conflict between principals and agents (principal-
agent conflict, PA conflict, and type I agency conflict). One of the representatives of this
theory, Jensen (1986), indicates that principals are forced to increase monitoring costs in
order to prevent managers from investing in ineffective projects. In order to diminish the
conflict between owners and managers, a company should pay out free cash flow in the
form of dividends. Otherwise, managers will simply follow their own self-interest instead
of maximizing the welfare of a company’s shareholders. The conflict of interest between owners
and managers results in activities having an effect on financial decisions such as dividends
debt or investments. If managers are overinvesting, an increase in the dividend or debt will
reduce the overinvestment and increase the market value of the firm (Tijjani, Bello, 2019).

In particular, Rozeff (1982) presents a model of optimal dividend payments in which increased
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dividends reduce agency costs. But Renneboog and Szilagyi (2020) perceive dividends and
shareholder control more as complementary rather than substitute mechanisms in mitigating
agency concerns.

Although the main concept of the agency theory describes the conflict of interests between
the principal (shareholder) and agents (managers), later development of the theory led to the
identification of other conflicts of interest within corporate governance area, i.e.: between
shareholders: principal-principal conflict (PP conflict, type II agency conflict). Shareholders’
conflict might refer to the conflict between e.g. majority and minority shareholders (La Porta
et al., 1999) or between large sharcholders (Cheng et al., 2018).

Large shareholders quite often have different interests from those of minority shareholders
in determining the future of a company (Rathod, 2019). The conflict of interest between large and
small shareholders lies in the possibility of expropriation by large shareholders, who frequently
control the decisions through their appointed directors (Chang, 2003). Forms of expropriation
include below-market value asset transfers to large shareholders, corporate expenditures on
non-value-creating assets for large shareholders, and corporate diversification resulting in stable
cash flows to large shareholders (Su et al., 2008). That is why many countries introduce legal
systems protecting minority sharcholder interests.

However, the minority shareholders have some benefits of large shareholders’
presence — the free-rider problem. Most of the monitoring expenses are incurred by large
shareholders. Minority sharecholders are usually passive and not engaged in everyday company
management but they benefit from the activities of large sharecholders and participate in the
financial results of large shareholders’ activity — dividends. Gugler and Yurtoglu (2003) believe
that smaller shareholders anticipate expropriation, thus they demand higher dividends. However,
the interests of majority shareholders are aimed at minimizing the payout dividends to minority
shareholders. An empirical analysis reveals that firms make lower dividend payouts as the
voting rights of the largest shareholder increase (Faccio et al., 2001; Mancinelli, Ozkan, 2006).
The negative relationship between ownership concentration and the dividend was also proved
by Khan (2006), and Renneboog and Trojanowski (2007), and Saez and Gutiérrez (2015).

But there are studies that indicate the dividend payout relates positively to the majority
shareholder’s ownership percentage in the firm (Jiang et al., 2017). This finding is inconsistent
with the idea that controlling shareholders reduce dividends in order to extract private
benefits. Instead, the evidence suggests that such shareholders take action to mitigate the potential
conflict of interest between majority and minority shareholders. In particular, controlling

shareholders seem to pay high dividends in order to build a reputation for not expropriating
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minority shareholders. Firms that pay high dividends benefit from this enhanced trust by being
able to attract greater minority investment later on. Hence, it is in the majority shareholder’s best
interest to voluntarily abstain from opportunism and instead adopt a minority-friendly and less
myopic dividend policy (Berzins et al., 2018). Several studies confirm that large shareholders
prefer to pay high cash dividends to alleviate minority shareholder concerns about expropriation
(Firth et al., 2016; Jiang et al., 2019; Anh, Tuan, 2019). However, Rodrigues, Felici and Matos
(2020) revealed that none of the analyzed ownership variables was significant for dividend
decisions.

The reason for inconsistent findings on ownership and dividend decisions might lie in
the problems associated with the high dispersion of shareholders. High dispersion leads to
a situation in which none of the shareholders have the incentive to properly monitor the activities
of the company (collective action problem) and conflict among large sharecholders might arise
(Rodrigues et al., 2020).

Faccio, Lang and Young (2001) studied multiple blockholders in several East Asian
countries and found that blockholders cooperate to expropriate wealth from minority
shareholders by withholding dividend payouts. However, Gugler and Yurtoglu (2003) studied
multiple blockholders in Germany and found that blockholders exert a monitoring function
on the largest blockholder and force dividend payouts. Jiang, Cai, Jiang and Nofsinger (2019)
found that firms with multiple large shareholders are more likely to pay dividends and pay
large dividends. They also found that dividend payouts and large payouts are more likely when
the largest shareholder needs the cooperation of other blockholders to exert control over the
dividend payout policy. The agency theory suggests that the largest shareholder and dividend
policy might be viewed as substitute monitoring devices. It is possible that the shareholding of the
largest shareholder is negatively related to dividend payout at low levels of shareholding, yet
as the shareholding increases, this relation becomes positive. Where the largest shareholder has
a comparatively small interest in a company, there will be a tendency for them to monitor more
actively the firm’s management, and so there is less need for the use of dividends in controlling
agency costs. As ownership levels of the largest sharcholder increase, this creates new agency
problems, resulting in the need for higher dividend levels and the external monitoring activity
that accompanies them. This is largely consistent with the traditional agency theory where it is
argued that ownership and dividends provide substitute monitoring devices. Truong and Heaney
(2007) provide evidence to support the positive relationship between the stake of the largest
shareholders and dividend payout — the greater the shareholding of the largest sharcholder, the
greater the dividend payout.
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Although existing research focuses on the relationship between ownership structure and
dividend payouts, the crucial issue is the presence of shareholders during general meetings and
their participation in voting, esp. on dividend payment. The large shareholders have a small role
to play if they are not present and not voting at general meetings.

Shareholders are providers of capital but they also have a set of rights (these rights vary from
country to country and from corporation to corporation). The main right of any shareholder is the
voting right at the shareholders’ meetings (Lazarides, 2020). The most important shareholders’
meeting is the Annual General Meeting. An annual general meeting (AGM) is a yearly gathering
of a company’s interested shareholders. At an AGM, the directors of a company present an
annual report containing information for shareholders about the company’s performance and
strategy. Shareholders vote on current issues, such as approval of audited financial statements,
financial result distribution (dividend paying, earning retaining, covering the losses), and
granting discharge to the members of the board of directors and supervisory board. Voting is the
main avenue to aggregate shareholder preferences. In the US average discretionary participation
rate in the US corporate voting is at 73% and there is considerable variation across proposals
(Cvijanovic et al., 2020).

Minority shareholders, due to little power, lack of coordination, interest misalignment,
and high cost of monitoring, have few options as far as their presence at AGMs is concerned
(Hirschman, 1970). According to the Hirschman EVL model (Exit, Voice, Loyalty), the first
option is the exit — when shareholders disagree or they believe that their interest is not served
with the current strategy made by the dominant stakeholders and the only viable choice is to
exit (Lazarides, 2020). This means that such investors sell their shares and do not take part in
AGMs. In the second option — voice — minority shareholders are present at an AGM to show
their concerns (Achilles heels — Lazarides, 2020). Loyalty (to the dominant shareholders) — as
the third option — is the most common one. As Aguilera and Jackson (2003) argue the continental
Eurosystem system is characterized by a commitment by large shareholders to their investment
and minority shareholders to the leadership and competence of major shareholders. Minority
shareholders choose to be present to show their support to the majority sharcholders (useful
idiots — Lazarides, 2020) or to be absent at the AGM which is a less costly option for showing
support (free riders — Lazarides, 2020). Summing up, at an AGM there are large shareholders
present, but also minority shareholders showing support to the majority shareholders or wanting

to show their concerns (Barros et al., 2021; Brav et al., 2020).
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On the basis of the literature review, we formulate several research hypotheses:

HI1. Voting results on profit distribution reach a lower consensus (than on financial
statement approval).

The justification for hypothesis 1 is that dividend decisions are the main issue
of conflict between shareholders (both majority and minority and among large
shareholders — Gugler, Yurtoglu, 2003).

H2. The higher presence of large shareholders the lower dividend payout.

The justification for hypothesis 2 is the fact that the shareholders, especially minority
shareholders prefer dividends and they are more prone to show their support for such
decisions (Gugler, Yurtoglu, 2003). Their support increases with the increase in the
dividend payment.

Additionally, we formulate the hypothesis including the size of the company into the
research:

H3. In small companies, there is a higher shareholders’ presence when compared to big
companies.

H4. In small companies, there is a higher voting consensus than in big companies (in
all points of the AGM agenda — financial results distribution, financial statement
approval).

The justification for hypotheses 3 and 4 is the fact that in small companies there are
fewer shareholders present at AGMs and thus it is easier to reconcile their interests

and reach a consensus.

2. Methodology

2.1. Sample and data source

We included the 20 biggest companies and 20 smallest companies from the Warsaw Stock
Exchange (WSE) in our sample. The big companies come from the WIG20 index (to that index
belong the biggest WSE companies) and the small companies from the sSWIG80 (to that index
belong the smallest WSE companies). Since 1994 (the start of the WSE) some companies
entered and left the indexes (WIG20 and sWIG80) we took the set of companies that constitute
those indexes at the date of 20" June, 2022. In the further part of the paper, we will call them

big companies (those coming from WI1G20) and small companies (those coming from sWIG80).



24 Elzbieta Bukalska, Myroslava Zabediuk, Nataliia Mostovenko

The data on voting results and sharcholders’ presence refer to the Annual General
Meetings that were held within the 2010-2022 period (13 years). We were able to make the
sample consisting of 413 firm-year observations.

Data on AGM presence and voting results were hand-collected from current reports. There
are two kinds of current reports: one referring to voting results on all points of the AGM agenda
and the second one referring to the largest shareholders present at the AGM. Therefore, we had
to collect almost 830 reports to collect the data on the AGMs for our research. To find these
current reports, we had to browse almost 10,000 current reports. Additionally, we collected
financial data on the sample companies. The source of the financial data was the Notoria Serwis

database.

2.2. Variables

We employed several variables describing: a) the shareholders’ presence at the AGM,
b) voting results at the Annual General Meeting, and c¢) variables describing dividend
payout. Additionally, we included several financial ratios as control variables. The set of variables
is presented in Table 1. As for dividend payout we included in our research several variables to
provide a reliability (robustness) check.

We define large shareholders as those with more than 5% of votes during the AGM. This
is in line with La Porta, Lopez-de Silanes and Shleifer (1999) and Barroso Casado, Burkert,
Davila and Oyon (2016) and De Cesari (2012). The level of 5% is also in line with Polish
legal rules. These rules assume that every shareholder whose stake in a company exceeds 5%
of all votes is obliged to report to the Polish Financial Supervision Authority and is the subject

of specific disclosure obligations.

Table 1. The variables included in the research

Variable Formula Author

1 2 3

Owners presence at the AGM

The number of votes present at the
Shareholders Presence Ratio Annual General Meeting in relation authors’ own proposal
to total number of votes outstanding

The number of votes of the first largest
1%t Largest Shareholder Presence | shareholder present at the Annual
Ratio General Meeting in relation to the total
number of votes present at the AGM

authors’ own proposal
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2

Large Shareholders Presence
Ratio

The number of votes of large sharehold-
ers present at the Annual General
Meeting in relation to the total number
of votes present at the AGM

authors’” own proposal

Naumber of large shareholders
present at the AGM

The number of large shareholders
present at the AGM (large shareholder
is one having more than 5% of votes
during the AGM)

authors’” own proposal

Voting results at the AGM

Financial Statement Acceptance
Ratio

The number of votes “for” the resolution
on accepting financial statement in
relation to all votes present at the AGM

authors’” own proposal

Financial Results Distribution
Acceptance Ratio

The number of votes “for” the resolution
on the net profit distribution (dividend
payout, earning retaining or loss
covering) in relation to all votes present
at the AGM

authors’” own proposal

Dividend payout variables

DPS Dividend per Share Anh and Tuan (2019)
Jiang, Cai, Jiang, Nofsinger, 2019;
.. . .. Anh and Tuan (2019);
Dividend to Profit Ratio Dividend to Net Profit Arora and Srivastava (2021);
Berzins, Behren, Stacescu (2018)
Dividend to Equity Ratio Dividend to Equity Arora and Srivastava (2021)

Dividend to Total Assets Ratio

Dividend to Total Assets

Jiang, Cai, Jiang, Nofsinger, 2019;
Arora and Srivastava (2021)

Control variables

Jiang, Cai, Jiang, Nofsinger, 2019;

Size Natural logarithm of Total Assets De Cesari (2012);

Anh and Tuan (2019)
Leverage Total Liabilities to Total Assets Jiang, Ce;:i),eji(e:tgsgérli\l(ozfgilr;g)er, 2019;
Profitability Net Profit to Total Assets Jiang, CtgeJi(?:;ge;rIi\I((;fgilr;%er, 2019;
Cash holdings iaslzlelt:nd Cash Equivalents to Total Jiang, i?lifl Jﬁggﬂl:lzsf(szlg%;r), 2019;

Source: authors” own elaboration.

2.3.

Methods and Models

To verify hypothesis H1 we compared the voting result on dividend decisions and financial

statement approval. We compared the voting results separately within each subsample (big and

small companies). To compare the variables within the subsamples of big and small companies

we used a statistical test for dependent samples.
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To verify hypothesis H2, we calculated the relation between dividend payout and large
shareholders’ presence at the AGM. To show the relationship between variables, we used
a correlation coefficient analysis. Additionally, to provide the reliability (robustness) of our
findings, we applied the regression analysis to find the impact of large shareholders on dividend

decisions. The regression model is the following:

DV= o+ BV + BCV +eg,
where:

DV — dependent variable vector, reflecting proxy for dividend payout (respectively
Dividend to Equity, Dividend to Assets),

IV — independent variables vector, reflecting proxies for shareholders presence at the
AGM (respectively Shareholders Presence Ratio, 1% Largest Shareholder Presence Ratio, Large
Shareholders Presence Ratio),

CV — control variables vector, reflecting proxies for size, profitability, leverage, and cash
holdings,

J — coefficient estimate for the independent and control variables,

&, — random error term/residual variable.

To verify hypotheses H3 and H4 we compared the shareholers’ presence and voting results
on the financial results distribution and financial statement approval between the subsamples
(small and big companies). To compare the variables between the subsample of big and small

companies we used a statistical test for independent samples.

3. Findings and discussion

Table 2 presents descriptive statistics of the variables included in the research with the
results of a normality test. Our findings show that the p-value for the Shapiro-Wilk normality
test of all variables is lower than the alpha level (0.05) then the null hypothesis (that the data
came from a normally distributed population) is rejected and there is evidence that the data
tested are not normally distributed. Thus, to compare the differences between two independent
samples when the samples are not normally distributed we applied a non-parametric U Mann

Whitney test.
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Table 2. Descriptive statistics with the results of the Shapiro-Wilk normality test

and U Mann Whitney test
Big companies Small companies Shapiro-Wilk U Mann Whitney
Variable (WIG20) (sWIGS80) .
N=215 N = 198 normality test test
1 2 3 4 5
Owners presence at the AGM
Shareholders Presence Ratio
Mean 66.54 59.89
Median 66.39 61.44
Min 35.54 21.66 0.991** —4.369%**
Max 98.24 99.57
SD 10.91 16.54
1%t Largest Shareholder
Presence Ratio
Mean 61.45 52.07
Median 66.10 47.17
Min 8.73 10.63 0.962%%%* —4.288%**
Max 99.80 100.00
SD 21.45 22.41
Large Shareholders Presence
Ratio
Mean 80.70 92.28
Median 81.22 95.99
Min 8.73 47.83 0.713%** —12.001***
Max 99.80 100.00
SD 10.37 10.20
Number of large sharehol-
ders present at AGM
Mean 2.82 3.78
Median 3.00 3.50
Min 1.00 1.00 0.941%** —5.391%**
Max 7.00 9.00
SD 1.51 1.78
Voting results at the AGM
Financial Statement
Acceptance Ratio
Mean 99.35 100.00
Median 99.89 100.00
Min 99.95 99.80 0.107%** —15.134%**
Max 100.34 100.00
SD 6.14 0.02
Financial Results Distri-
bution Acceptance Ratio
Mean 97.97 96.88
Median 100.00 100.00
Min 66.08 50.07 0.406%** —3.822%**
Max 100.00 100.00
SD 5.64 8.89
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3

Dividend payout variables

DPS
Mean 9.29 0.72
Median 1.00 0.19
Min 0.00 0.00 0.367%%* —4.913%**
Max 450.00 21.50
SD 40.92 1.85
Dividend to Profit Ratio®
Mean 35.05 54.02
Median 27.55 30.66
Min -203.32% 0.00 03817+ 1231
Max 205.10* 1,140.75*
SD 41.65 114.43
Dividend to Equity Ratio
Mean 4.54 6.27
Median 2.82 2.94
Min 0.00 0.00 0.746%** -1.347
Max 47.44 50.11
SD 6.52 8.57
Dividend to Total Assets
Ratio
Mean 1.81 4.12
Median 0.89 1.28
Min 0.00 0.00 0.702%%* —2.781%*
Max 19.74 43.31
SD 3.04 6.19
Controlling variables
Value of Assets (mIn PLN)
Mean 106,295.00 404.00
Median 30,331.00 412.00
Min 2,252.00 85.00 0.910%%* —16.960%**
Max 424,559.00 682.00
SD 132,504.00 192.00
Leverage
Mean 59.98 38.88
Median 55.54 39.29
Min 10.05 4.47 0.980** —0.252%**
Max 97.27 80.45
SD 22.33 17.93
Profitability
Mean 5.06 7.70
Median 3.97 6.72
Min -27.81 -73.15 0.677%%* —4.064%**
Max 51.95 155.55
SD 8.29 16.66
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1 2 3 4 5
Cash holdings
Mean 7.19 13.54
Median 5.96 8.84
Min 0.09 0.00 0.755%%%* —3.896%**
Max 59.72 81.39
SD 6.26 15.21

*there are some observations with loss and dividend decisions and there are some observations with dividends higher
than net profit. In all cases, dividends were paid out from retained earnings/reserve capital.

p-value: *** ** * significant at 1%, 5%, 10% respectively.

Source: authors” own elaboration.

During Annual General Meetings in big companies, there are more votes present than for
small companies. Almost 67% of shareholders in big companies come to the AGM while only
60% of shareholders are present at the AGM in small companies. To compare the presence in
these two subsamples, due to the fact that our data are not normally distributed, we applied
anon-parametric statistical test for independent variables, i.e.: the U Mann Whitney test. We got
the p-value lower than the significance alpha level, thus we rejected the null hypothesis assuming
that the distribution of subsamples is equal. It seems that the differences in shareholders’
presence at the AGM between big and small companies are statistically significant. Although
we found statistically significant differences between subsamples as for shareholders’ presence
our findings contradict hypothesis 3 (assuming that in small companies, there is a higher
shareholders presence when compared to big companies). Our finding indicates that there is still
a big number of shareholders with their votes who refrain from attending the AGM both in big
and small companies.

As for the 1% largest shareholders present at the AGM, we find that in big companies they
hold a bigger part of the votes during the AGM — more than 61%, while in small companies more
than 52%. These differences are statistically significant. While the presence of large shareholders
(holding more than 5% of votes present at the AGM) is higher in small companies — they hold
92% of the votes present at the AGM, in big companies it is only 80%. These differences are
statistically significant. Additionally, there are larger shareholders in small companies (median
is 3.5) than in big companies (3.0). These differences are statistically significant. This means
that in small companies the ownership is more dispersed. In small companies, a lower presence
ratio with a lower ratio of 1% shareholders and a higher presence ratio and a number of large
shareholders show higher diversity among large shareholders. This means that minority
shareholders in small companies choose more often the exit option (they do not appear at annual

general meetings).



30 Elzbieta Bukalska, Myroslava Zabediuk, Nataliia Mostovenko

As for voting results, there is a higher consensus as for financial statement acceptance
in small companies than in big companies. Higher voting consensus on financial statement
acceptance in small companies is connected with lower shareholders’ presence ratio and higher
large shareholders’ presence ratio. This shows cooperation among shareholders as for financial
statement acceptance. However, in small companies, there is a lower consensus with a higher
standard deviation as for financial results distribution than in big companies. These differences
are statistically significant. This finding partially confirms hypothesis 4 (assuming that in small
companies, there is a higher voting consensus than in big companies in all points of the AGM
agenda — financial results distribution and financial statement approval). We were able to
confirm hypothesis 4 only in the part relating to voting results on financial statement acceptance.
A lower consensus with higher standard deviation as for financial results distribution in small
companies shows that dividend decisions cause conflict among shareholders, especially in small
companies.

We found that the dividend per share ratio is higher for big companies, while the
dividend to total assets ratio is higher for small companies. These differences are statistically
significant. But we did not find statistically significant differences between big and small
companies as for dividend-to-profit ratio and dividend-to-equity ratio. Our findings contradict
those of DeAngelo, DeAngelo and Stultz (2006) who found that small and young companies
having many investment projects will prefer to use free funds to finance them, since borrowing
external capital will be more expensive and difficult for them to access. Big and mature
companies do not face such a problem, but at the same time opportunities for such companies to
expand their operations become less and less, and agency problems become more pronounced.
As aresult, big and mature companies will make dividend payments in the first place (life-cycle
theory of dividend). However, a similar level of dividend-to-profit ratio might be explained by
mimicking behavior. Younger, smaller and harder-to-value companies are more likely to mimic
their larger, older peers as for dividend decisions are concerned (Lee, 2020).

The value of financial ratios (total assets, leverage, profitability, and cash holdings)
significantly differs between big and small companies. As for total assets the big companies
have 100 times bigger total assets than small companies. Small companies have a significantly
lower leverage ratio, higher profitability, and higher cash holdings.

We noticed that the voting results between financial statement acceptance and financial
results distribution and between big and small companies differ. We decided to dig deeper
into this issue. To verify hypothesis H1 (assuming that voting results on profit distribution

reach a lower consensus than on financial statement approval) we applied a statistical test for
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dependent samples — as we compared the voting results within each subsample. Due to the fact
that the data of our sample are not normally distributed, we applied a non-parametric Wilcoxon

test. Table 3 presents the results of the Wilcoxon test.

Table 3. Results of Wilcoxon test

Big companies Small companies
N=215 N =198
Financial Statement Acceptance Ratio 99.35 100.00
(Mean and median) — FSAR 99.89 100.00
Financial Results Distribution Acceptance Ratio 97.97 96.88
(Mean and median) — FRDAR 100.00 100.00
Wilcoxon test results —2.694% 5785
FRDAR > FSAR FRDAR <FSAR

p-value: ¥** **_* significant at 1%, 5%, 10% respectively.

Source: authors’ own elaboration.

Comparing the financial results distribution acceptance (dividend decisions) ratio with
financial statement acceptance we can see that this difference is statically significant in each
subsample. However, in the big companies subsample, voting results on Financial Results
Distribution Acceptance Ratio (dividend decision) are higher than on Financial Statement
Acceptance, while in the small companies subsample there is quite the opposite situation. These
findings partially confirm hypothesis H1 (assuming that voting results on profit distribution
reach a lower consensus than on financial statement approval). Our assumptions turned out to
be confirmed but only in a subsample of small companies.

The voting results show again that dividend decisions cause conflict among sharcholders,
especially in small companies. But conflict among shareholders on dividend decisions is well
recognized in existing research. However, our findings show that in big companies financial
results distribution (dividend decisions) voting reaches a higher consensus than financial
statement acceptance. This finding raises questions about a new area of conflict among
shareholders. It seems that shareholders cannot agree on financial statement acceptance while
they agree on financial results distribution (dividend decisions). Thus, we applied a more
thorough analysis of voting results distribution on the financial statement acceptance ratio and
financial results distribution acceptance (dividend decisions) ratio. Table 4 presents the results

of this analysis.
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Table 4. Sample distribution on voting results on financial statement acceptance and financial
results distribution acceptance

Big companies Small companies
N=215 N =198
The same approval for financial statement and for financial 37 149
results distribution 17.2% 75.3%
Average voting results on financial statement 99.7 100.0
Average voting results on financial results distribution 99.7 100.0
Higher approval for financial statement than for financial 42 45
results distribution 19.5% 22.7%
Average voting results on financial statement 100.0 100.0
Average voting results on financial results distribution 88.0 94.8
Including:
— Large shareholders not voting for financial results 27 31
distribution (voting against or abstaining), 12.6% 15.7%
— I*largest shareholder not voting for financial results 1 6
distribution (voting against or abstaining) 0.5% 3.0
Lower approval for financial statement than for financial 136 4
results distribution 63.3% 2.0%
Average voting results on financial statement 99.8 99.9
Average voting results on financial results distribution 100.0 100.0
Including:
approval for financial statement (with votes against or
.. . o 65 4
abstaining) and approval for financial results distribution 30.2% 2.0%
(100% “for”, without votes against or abstaining) ’ ’

Source: authors’ own elaboration.

We identified three types of situations: a) the set of companies in which voting results
on Financial Statement Acceptance and Financial Results Distribution are the same, b) the set
of companies with higher approval for financial statements than for financial results distribution,
and c) the set of companies with lower approval for financial statement than for financial results
distribution.

We found that in 17% of cases of big companies and 75% of cases of small companies,
the voting results on financial statement acceptance are the same as on financial results
distribution. This means that shareholders vote in the same way (for, against or abstaining) on
financial statement acceptance and financial results distribution. However, in the subsample
of big companies, the voting results are lower as there are some shareholders voting against
or abstaining from voting (the average is lower than 100%). This means that the attitude
of shareholders in small companies is more consistent and more supportive.

We found that in almost 20% of cases of big companies and almost 23% of cases of small
companies, the voting results were higher in favour of financial statement acceptance. This
means that dividend decision is the area of conflict among the shareholders but only in 20%

of companies. This type of conflict among shareholders is already recognized and well-
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researched. And this conflict refers to both big and small companies but to a higher extent is
present in small companies. Additionally, in the big companies subsample, we found 27 cases
(out of 42) in which big shareholders (and one 1% biggest shareholder) were involved in
voting against or abstaining from voting on financial result distribution. While, in the small
companies subsample, we found 31 cases (out of 45) in which big shareholders (and six of the
1** biggest shareholders) were involved in voting against or abstaining from voting on financial
result distribution. The participation of large (and 1% largest) shareholders in voting against
or abstaining from voting on financial results distribution is a clear sign of conflict among
shareholders but also with managers.

We were able to identify that there are more than 63% of cases among big companies
and only 2% of cases among small companies in which some shareholders vote against or
abstain from voting on financial statement acceptance and at the same time they are in favour
of financial results distribution decisions. This is quite surprising as the financial statements
of all listed companies are of high quality as they are audited by the external auditor, and
verified by the supervisory board, and publicly published. But, by not accepting financial
statements, shareholders show their dissatisfaction. But their dissatisfaction disappears when
they vote for the dividend payout. Within this set of companies, we were able to find 65 big
companies (out of 136) and 4 small companies (out of 4) that some shareholders vote against
or abstain from voting on financial statement acceptance and fully support (100% of votes for
financial results distribution) the decisions on financial result distribution. Among shareholders
that vote in this way, there were only minority sharecholders (holding less than 5% of votes at
the AGM). These results support the findings of Gugler and Yurtoglu (2003) who found that
minority shareholders prefer dividends and they are more prone to show their support for such
decisions. But our findings are consistent with those of Gugler and Yurtoglu (2003) only among
big companies. In this way, we were able to identify a new type of conflict among shareholders
that is not fully recognized and not researched. This is in line with the Hirschman EVL model
and the second option — V — in which minority shareholders are present at the AGM to show
their disappointment (on the financial statement) without hurting their own interest (dividend
payment).

Additionally, for the shareholders’ presence and voting results, we present correlation
coefficients. Due to the fact that our data are not normally distributed, we implemented the
Spearman correlation analysis. Table 5 presents the correlation coefficient for shareholders’

presence and voting results.
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Table 5. Correlation analysis results for shareholders’ presence and voting results

Shareholders 1" Largest Large I(\)I;l g:) eer Financial Fllineasnisa l
Shareholder | Shareholders g Statement Results
Presence shareholders Distribution
Ratio Presence Presence present Acceptance Acceptance
Ratio Ratio at the AGM Ratio Ratio
Shareholders. 1
Presence Ratio
st _
1%t Largest Shar;hold 0.196%%+ |
er Presence Ratio
Large Sharehvolders 0.205%%* 0.144%% |
Presence Ratio
Number of large
shareholders present —0.184%** —0.811%%* -0.016 1
at the AGM
Financial Statement | 1 guun | g 11ox 0.641%F% | 0219w 1
Acceptance Ratio
Financial Results
Distribution -0.116* -0.009 0.316%** 0.010 0.256%** 1
Acceptance Ratio
Size 0.357*%* 0.285%** —0.588%** —0.292%** —0.679%** —0.253%**
Leverage 0.220%** 0.097* —0.168%** —0.187*** —0.305%** 0.015
Profitability 0.015 —0.3]2%%* —0.032 0.269%** 0.116* —-0.058
Cash holdings —0.299%** —0.052 —0.270%** 0.108* 0.171%%* 0.091*

p-value: *¥** ** *significant at 1%, 5%, 10% respectively.

Source: authors’ own elaboration.

Our results show that shareholders’ presence ratio is positively related to the size of the
company (the bigger company the more votes and shareholders are present at the AGM). The Size
of the company is also positively related to the presence and votes of the 1st biggest shareholder.
However, the more votes of the 1* largest shareholders the lower profitability (which indirectly
indicate the wealth expropriation by large shareholders). Thus, the more profitable the company
is the higher the financial statement acceptance ratio is.

However, the bigger company the lower the voting results are both on financial statement
acceptance and financial results distribution. This might indicate that the bigger company the
more shareholders are present but some are present to show their concern.

The higher the ratio of large shareholders’ presence is then the higher the voting results
on accepting the financial statement and financial results distribution is. This means that large
shareholders cooperate in voting and they achieve a higher consensus in voting.

The next step of our analysis is the correlation analysis between dividend payout and

shareholders’ presence. Due to the fact that our data are not normally distributed, we implemented
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the Spearman correlation analysis. Table 6 presents the correlation coefficients for dividend

payout and shareholders’ presence.

Table 6. Correlation analysis results for shareholders’ presence and dividend payout

DPS Dividend Dividend Dividend
to Profit Ratio to Equity Ratio to Assets Ratio
Shareholders Presence Ratio 0.134%* 0.100* 0.085* 0.069
1" Largest Shareholder ~0.153%* ~0.036 ~0.153%* —0.147%*
Presence Ratio
Large Shareholders Presence 03] 0,081 _0.118* 0056
Ratio
Number of large shareholders ~ " oo s
present at the AGM 0.106 0.053 0.130 0.139
Financial Statement L0.215%%* 0.031 0.033 0.100%
Acceptance Ratio
Financial Result's Distribution 0050 0.029 0.016 0.046
Acceptance Ratio
Size 0.313%%* 0.059 0.016 —0.080
Leverage 0.061 -0.161%** -0.161** —0.34]***
Profitability 0.297%%%* 0.293 %% 0.471 %% 0.555%%%*
Cash holdings -0.020 0.007 -0.002 0.080
p-value: *** ** * significant at 1%, 5%, 10% respectively.
Source: authors’ own elaboration.
Table 7. OLS regression analysis results
Dividend Dividend Dividend Dividend Dividend Dividend
to Equity to Equity to Equity to Assets to Assets to Assets
Ratio Ratio Ratio Ratio Ratio Ratio
Shareholders Presence Ratio 0.027 X X 0.035* X X
st
1s* Largest Shareholder « 0,005 o o 0.003 o
Presence Ratio
Large Shareholders Presence o o 0.080* o o 0028
Ratio
Size -0.317* -0.261 —0.460** -0.200* -0.157 -0.212*
Leverage 0.002 0.001 0.011 —0.058*** | —(,058%** | —(.055%**
Profitability 0.214%%%* 0.215%%%* 0.211%%* 0.130%%** 0.135%%%* 0.132%%*
Cash holdings —0.064* -0.071* —0.058* —0.043* -0.051* —0.047*
R square 0.148 0.146 0.157 0.274 0.265 0.268
F statistics 14.149%%% | [3.925%#* | [5153%#%*% | 30.648%*%* | 20366%** | 20.826%**

p-value: *¥** ** *gignificant at 1%, 5%, 10% respectively.

Source: authors’ own elaboration.
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The higher sharcholders’ presence at the AGM the higher the dividend payout. However,
with the higher 1% largest shareholder and the large shareholder presence ratio the dividend
payout is lower (a negative sign of a relation).

For a more thorough analysis of the relation between dividend payout and shareholders’
presence, we applied the OLS regression analysis. Table 7 presents the regression analysis
results.

In line with our expectations and assumption of hypothesis 2, we found that the higher
presence of large sharcholders the lower the dividend payout. Additionally, we found that the
higher shareholders’ presence ratio (including minority shareholders) the higher the dividend
payout.

These findings (correlation analysis and regression analysis) support hypothesis 2
(assuming that the higher presence of large sharcholders the lower the dividend payout). This
means that the higher the large shareholders’ presence (and the lower the minority shareholders’
presence) the lower the dividend payout. This finding is in line with the findings of Gugler and
Yurtoglu (2003), Faccio, Lang, and Young (2001), Mancinelli and Ozkan (2006), Khan (2006),
and Renneboog and Trojanowski (2007) and Saez and Gutiérrez (2015). However, this finding
is consistent with the idea that controlling shareholders reduce dividends in order to extract
private benefits in other forms. The majority shareholders act in their own best interest and
refrain from adopting a minority-friendly dividend policy.

Due to the fact that most companies have several large sharecholders present at the AGM,
our findings prove that they cooperate. While the role of the 1% largest shareholder is not
significant, probably due to the dispersed shareholdings and their relatively low level of stake
in the company.

Additionally, we found that profitability has a positive impact on dividend payout. But the
Size is negatively related to dividend payment (the lower the dividend the bigger the company).
Cash holdings are negatively related to dividend decisions (the bigger the dividend the lower the
cash holdings). This might mean that dividend is used as a tool for diminishing available cash to
prevent overinvestment and reduce agency problems between owners and managers. Moreover,
we find a negative relation between leverage and dividend (the higher dividend the lower the
leverage). This might mean that dividends and debt are alternative tools for mitigating the
conflict between owners and managers. Easterbrook (1984) adds that regular dividend payments
may force management to raise external capital for new projects, inflicting market discipline on

the firm.
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Conclusions

The goal of our paper was to identify the shareholders’ presence at an Annual General
Meeting, the voting results, and dividend payout decisions. The analysis included big and small
companies listed on the Warsaw Stock Exchange.

We found that in big companies there are more votes present at the AGM than in small
companies. But there are fewer large shareholders’ votes present in big companies than in small
companies.

We also found that the higher presence of large shareholders the lower the dividend
payout. This finding is in line with the findings of Gugler and Yurtoglu (2003), Faccio,
Lang, and Young (2001), Mancinelli and Ozkan (2006), Khan (2006), and Renneboog and
Trojanowski (2007) and Séaez and Gutiérrez (2015). However, this finding is consistent with
the idea that controlling shareholders reduce dividends in order to extract private benefits in
other forms. Majority shareholders act only in their own best interest and refrain from adopting
a minority-friendly dividend policy.

We found a higher voting consensus on financial statement acceptance in small companies
than in big companies. Higher voting consensus on financial statement acceptance in small
companies is connected with fewer votes present at the AGM, and higher large shareholders’
votes present. Additionally, we found that in small companies there is a higher voting consensus
on financial statement acceptance than on financial results distribution (net profit distribution/
losses compensation). This shows that dividend decisions cause conflict among shareholders in
small companies. This conflict involves mainly large shareholders.

We found that in big companies there is a lower voting consensus on financial statement
acceptance than on financial results distribution (dividend decisions). This shows the new area
of conflict among shareholders — voting “against” or “abstaining from voting” on financial
statement acceptance and voting “for” financial results distribution (dividend decisions). This
conflict involves mainly minority shareholders. We believe that this reflects the second option —
voice — of the EVL model. The minority shareholders are present at the AGM to show their
concerns by voting against or abstaining from voting for financial statements. But at the same
time, they do not want to act against their own interests and thus they vote “for” financial results
distribution (dividend payment).

We also found a positive relation between dividend payout and shareholders presence ratio,

but dividend payout is negatively related to large and 1* largest shareholders being present. This
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finding is consistent with the idea that controlling shareholders reduces dividends in order to
extract private benefits in other forms.

Summing up, at the AGM, there are not only large shareholders present but also minority
shareholders. Minority sharcholders show their support to the majority sharecholders but also
show their concerns (Barros ef al., 2021; Brav et al., 2020). Additionally, we found a conflict
among large shareholders on dividend decisions, especially in small companies. Moreover, we
found that minority shareholders that are present at AGMs in big companies show their concern
when voting on financial statement acceptance is concerned (but not dividend decisions).

Our research is not free of limitations. We tackled only public companies listed on the
WSE. Additionally, we conducted our research in one country — Poland. These limitations give
good grounds for the future direction of research. We might expand our research on private
companies and other countries. However, it is difficult to find proper data as many companies do

not reveal detailed information on voting results during the AGM as the Polish companies did.
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