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SEC Proxy Voting Disclosure Rules Aid Investors

By: Domenico Minerva and Philip Leggio

On November 2, 2022, the U.S. Securities and Ex-
change Commission (SEC) adopted rule 14Ad-1 under
the Securities Exchange Act of 1934 (the Exchange
Act) (Rule 14Ad-1) and amendments to Form N-PX
under the Investment Company Act of 1940 (the
Amendments), which will provide investors with
greater insight into how mutual funds, ETFs, and
other registered management investment companies
(Funds) exercise their proxy voting power on behalf of
investors.!

By way of background, in 2003, the SEC adopted Form
N-PX, which requires Funds to report publicly their
proxy voting records on an annual basis.? Transpar-
ency into Funds’ proxy voting
records are important to
investors because Funds have
the ability to influence the
outcome of a wide variety of
matters that public compa-
nies submit to a shareholder
vote, such as matters related
to governance, corporate
actions, and shareholder pro-
posals.® Indeed, as the SEC
stated in 2003, “ [ilnvestors
in mutual funds have a fun-
damental right to know how
the fund casts proxy votes on
shareholders’ behalf.”*

behalf.”*

Under current rules, however, it is challenging for
investors to analyze Funds’ Forms N-PX. For example,
prior to the Amendments, Funds were not previously
required to disclose votes in a consistent manner or in
a format that is machine-readable because, although
the form specifies the information that the Funds
must provide, the form does not specify the format of
the disclosure or how Funds present or organize the
information.> As SEC Commissioner Jaime Lizarraga
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explained, “[t]he current form . . . is outdated, overly
lengthy, difficult to navigate, and of very limited use
for comparisons across funds.”®

The Amendments and Rule 14Ad-1 Make Proxy
Voting More Transparent and Useful to Investors

The Amendments will require Funds that are required
to report their proxy votes annually to do so in a more
structured, uniformed, and useful way. The Amend-
ments will require a certain format for how Funds
organize their reports, and will require Funds to use

a structured data language to make the filings easier
to examine.” For instance, the SEC will require Funds
to file their reports using an XML structured data
language, making the data
easier to analyze.® Similarly,
Funds will have to follow a
standardized order of disclo-
sure requirements on Form
N-PX and present a complete,
separate voting record for
each fund.® Furthermore,
Funds will also be required

to categorize their votes on
Form N-PX.1° Moreover, the
Amendments will require
Funds to disclose the number
of shares that were voted

or instructed to be voted, as
well as the number of shares
loaned and not recalled, and thus, not voted.!

In addition, the SEC adopted Rule 14Ad-1 to require
institutional investment managers to disclose how
they voted on executive compensation (also referred
to as “say-on-pay” votes), which the SEC explained
will complete the implementation of section 951 of
the Dodd-Frank Wall Street Reform and Consumer
Protection Act.!? That is, Rule 14Ad-1 will require
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managers to report annually on Form N-PX each say-
on-pay vote over which the manager exercised voting
power.®* Specifically, Rule 14Ad-1 will require manag-
ers to report say-on-pay votes when they use voting
power to influence a voting decision with respect to
a security.* Rule 14Ad-1 will also require additional
disclosure to allow identi-

Caroline A. Crenshaw explained, “[t]his closes what
is a wide gap in the current disclosure regime, which
can lead to an incomplete picture of proxy voting
practices.”®

Additionally, the transparency improvements created
by these Amendments

fication of a given manag-
er’s full say-on-pay voting
record.®

The Amendments’ and
Rule 14Ad-1’s Positive
Impact on Investors

The Amendments to Form
N-PX and Rule 14Ad-1

will be a net positive for
investors as these changes
will make Funds’ proxy
votes easier to understand
and more transparent.
Indeed, according to the
SEC, the Amendments will make Funds’ proxy voting
records more usable and easier to analyze, improving
investors’ ability to monitor how their Funds vote and
compare different Funds’ voting records.*® Similarly,
because Funds will be required to categorize their
votes, investors will be able to focus on the topics
that investors find important.’

Furthermore, because the Amendments will require
Funds to disclose the number of shares loaned but
not recalled (and thus not voted by the Funds), the
Amendments will improve the transparency of fund
voting records and enable investors to more effective-
ly monitor their funds’ involvement in the governance
activities of their investments, including providing
context for understanding how securities lending ac-
tivities affect voting practices.’® As SEC Commissioner

...as SEC Chair Gensler stated, “these
enhancements to Form N-PX would
make it more useful, and more usable,
to investors.?
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benefit investors because,
as SEC Commissioner
Crenshaw stated, these
“amendments will further
act as a deterrent to fund
advisers who might be
motivated to vote corpo-
rate proxies based on their
own economic or person-
al interests, rather than
those of their investors.”?

In fact, as SEC Chairper-
son Gary Gensler him-

self explained, “these
amendments . . . will allow
investors to better understand and analyze how their
funds and managers are voting on shares held on
their behalf,” and these “amendments will provide
investors with more detailed information about proxy
votes, create more consistency around how funds de-
scribe their proxy votes, and structure Form N-PX in a
machine-readable format.”?* Thus, as SEC Chair Gens-
ler stated, “these enhancements to Form N-PX would
make it more useful, and more usable, to investors.”??

Domenico Minerva is a Partner and Philip Leggio is an
Associate at Labaton Sucharow.
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