
Twelve months ago, on October 

10, 2014, activist investor 

Starboard Value achieved 

something none of its peers have, 

either before or since. That day, the 

entire twelve-person board of Darden 

Restaurants—a $7 billion, Fortune 

500 Company—was removed by its 

shareholders and replaced entirely 

with nominees from an activist’s slate. 

Although it was hardly a battle to rival 

that between David and Goliath, given 

Starboard manages some $5 billion of 

assets and owned as much as 8% of 

Darden’s shares, it was nonetheless 

considered a stunning victory. 

The campaign

Starboard has never said whether 

Darden was on its radar before 

Barington Capital Group launched a 

campaign to get Darden’s CEO and 

Chairman Clarence Otis to give up 

one of those roles in October 2013. 

Like Barington, Starboard made much 

of the real estate opportunity open to 

Darden in its first public letter to the 

board, dated January 21, suggesting 

that its unusually high ownership 

rate for its restaurants would make 

the creation of a separately-traded 

real estate investment trust (REIT) 

a straightforward and attractive 

opportunity. 

Moreover, both activists opposed 

Darden’s decision to sell its Red 

Lobster chain of restaurants. As 

Starboard prepared for a likely majority 

slate contest, and solicited consents 

for a special meeting of shareholders, 

the company announced that it 

was selling Red Lobster, and its real 

estate, to private equity firm Golden 

Gate Capital. Starboard dropped its 

solicitation that spring, but announced 

it would seek to oust the entire board 

at the annual meeting later that year.

While within the traditional prerogatives 

of a board, the decision to sell Red 

Lobster struck those who sympathized 

with the activists’ case as strange, 

given that a majority of investors 

appeared to be behind Starboard’s 

calls for a special meeting. Writing in 

a Milken Institute report on activism, 

Starboard’s lawyer, Steve Wolosky, 

noted that “Darden represented the 

perfect storm. It is not every day that 

a board of directors of a Fortune 500 

company is completely removed and 

replaced with a dissident’s slate of 

director candidates while being advised 

by the nation’s leading financial and 

legal advisors. But it is also not every 

day that a board of directors ignores 

the will of its shareholders by entering 

into an important transaction prior 

to holding a shareholder-requested 

special meeting to first discuss the 

transaction.”

The aftermath

Overnight, Starboard’s Jeffrey Smith 

became “the investor CEOs fear 

most,”  having orchestrated the 

departure of Otis, who had played a 

significant role in building the Florida-

based company’s brand over a 20-

year period. Otis’ reputation was 

trashed, first by his failure to explain 

the Red Lobster deal adequately, and 

second by a 294-slide presentation 

prepared by a young Starboard 

analyst on how the company could 

revitalize its offering with fresher 

breadsticks, table-top iPads and more 

alcohol sales. At the end of a year in 

which activists had achieved almost 

unprecedented success at a growing 

number of targets, Darden became 

the archetypal specimen for a new 
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experiment, to see whether activists 

could not just reform, but run a public 

company.

So far, the evidence is encouraging. 

Darden’s earnings per share, the 

most common operating metric used 

by investors, doubled in 2015, before 

beating estimates in the first quarter 

of the 2016 fiscal year, which ended 

on August 30 and was reported on 

last month. The stock has surged in 

response, up more than 16% in a year 

when the S&P 500 Index is nursing 

considerable losses.

Then there is Olive Garden, the group’s 

flagship chain. Over the last year, 

traffic has fallen by 0.8%, but with a 

slight growth over the last quarter. 

By contrast, same-store sales have 

grown 2.2%. Starboard’s argument 

that the company was not capable of 

leading a turnaround under its former 

management team appear to have 

been justified. Darden operations 

man Gene Lee was appointed CEO 

and Jeffrey Smith became (an initially 

very hands-on) Chairman. A layer of 

supervisory roles were eliminated and 

the company’s CFO, HR chief and 

lobbyist offered early retirement.

The next big test relates to Darden’s 

real estate. Management has 

confirmed it will move forward with 

plans to create a REIT holding an 

expected 420 properties under the 

name Four Corners Property Trust and 

headed-up by former Farallon Capital 

Management investor (and Starboard 

nominee) Bill Lenehan. That should 

allow the operating business, Darden, 

to reduce its debt by $1 billion and, 

according to Guggenheim Securities 

analyst Matthew DiFrisco, add an 

extra $3.50 of value per share, given 

that REITs typically trade at higher 

multiples. Moreover, as long as low 

interest rates encourage investors to 

pursue high-yield strategies, they are 

also slightly more in demand than 

regular stocks. The Dow Jones’ US 

Retail REITs Index is down 6.5% in the 

year-to-date, slightly better than the 

S&P 500 Index.

Four Corners is expected to begin 

trading when the markets open for the 

first time in 2016. Meanwhile, Darden 

is targeting another 2% growth in 

same-store sales. Starboard, which 

tends to hang around as long as it 

needs to in order to transform its 

target companies, looks set to win big 

on Darden. 

“THE NEXT BIG TEST RELATES TO DARDEN’S 
REAL ESTATE, SOON TO BE SPUN-OFF”
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10 October, 2014 
Starboard Value wins all 12 seats on 
Darden’s board at the proxy contest

13 November, 2014 
Darden eliminates its poison pill

22 December, 2014 
Darden’s interim CEO, Gene 
Lee says that big changes 
will come but the company 
will take its time

23 February, 2015 
Darden announces that its interim CEO 
will be appointed to the full time role

20 March, 2015 
Darden reveals that its sales 
rose by 6.9% in the three 
months to February 22, with 
same store sales rising 3.6%

23 June, 2015 
Darden announces plans to create 
a separately-listed REIT into which it 
will transfer property it owns.

17 August, 2015 
Darden names Bill 
Lenehan as the man 
to run its REIT 


