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A Study on Regulation of Proxy Advisers-Focusing on the U.S. and U.K Laws
Yang-Bo Cheng*

Abstract

As institutional investors emerge, proxy advisers have played an important role in
corporate governance. Their main function is to advise investors on how to vote their
shares; after all, institutional investors, such as fund companies, may invest in
hundreds of targets and it is impossible for them to investigate each of these targets.
As a result, institutional investors often purchase the advice services offered by proxy
advisors to perform their fiduciary duty to their clients. In Taiwan, shares of listed and
over-the-counter companies are often held by foreign investors, and proxy advisers
often can affect the corporate fights of these companies. This article advocates that
proxy advisers should be regulated by an institution-based approach. Proxy advisers
shall disclose their codes of conduct and other reports. They should also disclose their
conflict of interests, be it direct or indirect. Moreover, before their advice is made
public, the company shall have a right to review it, so that investors can vote their
shares based on sufficient information.

Keyword: proxy advisers; institutional investors; corporate governance
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% Asaf Eckstein & Sharon Hannes, A Long/Short Incentive Campaign Scheme for Proxy Advisory

Firms, 53 (5) WAKE FOREST L. REV., 787, 790(2018).

 1d. at 817-24.

¥ Gaia Balp, Regulating Proxy Advisors through Transparency: Pros and Cons of

the EU Approach, 14 ECFR, 1, 12-13(2017).

% See DIRECTIVE (EU) 2017/828 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL

of 17 May 2017 amending Directive 2007/36/EC as regards the encouragement of long-term

shareholder engagement, Whereas: (1)-(10).

¥ DIRECTIVE (EU) 2017/828 OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL

of 17 May 2017. The Proxy Advisors (Shareholders’Rights) Regulations 2019,2(1)(a) -

¥ m < :(g) “proxy advisor” means a legal person that analyses, on a professional and commercial basis,
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the corporate disclosure and, where relevant, other information of listed companies with a view to
informing investors’ voting decisions by providing research, advice or voting recommendations that
relate to the exercise of voting rights;
% The Proxy Advisors (Shareholders’ Rights) Regulations 2019 ,PART 2 Transparency requirements in
relation to proxy advisors.
“*The Proxy Advisors (Shareholders’ Rights) Regulations 2019, §3(1)(a)-(c) °
“1d. §3(2).
“1d. §3(3).
“1d. §3(4).
“1d. 84(1)(2)-(9).
*1d. §4(3).
“®1d. §5(1)(a)(b).
“1d. §5(2)(a)(b).
*®|d. 6.
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“1d. §7-19.
%0 1d. §31(1)-(5).
Cappucci, supra note 21, at 8.
%2 1d. at 9.
OFFICE OF SEC, Proxy \oting: Proxy \oting Responsibilities of Investment Advisers and
Availability of Exemptions from the Proxy Rules for Proxy Advisory Firms (June 30, 2014).
(https:/lwww.sec.gov/interps/legal/cfslb20.htm)
> OFFICE OF SEC, COMMISSION GUIDANCE REGARDING PROXY VOTING RESPONSIBILITIES OF
INVESTMENT ADVISERS,2019 ,https://www.sec.gov/rules/interp/2019/ia-5325.pdf.
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