Independent
Directors
Council

Promoting Excellence in Fund Governance

June 30, 2026

By Electronic Transmission

The Honorable Paul S. Atkins

Chairman

U.S. Securities and Exchange Commission
100 F Street, NE

Washington, DC 20549-1090

Re: Fund Proxy Voting Modernization
Dear Chairman Atkins:

The Independent Directors Council (IDC)! writes in support of proxy voting reform to modernize
the proxy solicitation and voting process applicable to registered funds acting as issuers. The
existing process is extraordinarily costly and cumbersome. We believe that this process can be
both streamlined and updated without sacrificing the key shareholder protections that the U.S.
Securities and Exchange Commission (SEC or Commission) has sought to preserve.

IDC strongly supports reforms to make the proxy voting process more efficient and cost-effective
for shareholders, while safeguarding shareholder rights. We believe that the unique governance
framework of registered funds—and especially the role of independent board
oversight — supports the compelling case for fund proxy reform. We urge the SEC to prioritize
and act on these reforms without delay.

I. The Costs of the Current Fund Proxy System

A hallmark of registered funds is their unique retail shareholder base. Retail investors accounted
for eighty-seven percent of mutual fund assets in 2025 and ninety-four percent of long-term (non-
money market) mutual fund assets in the same period. Registered funds are the most widely used

! The Independent Directors Council serves the U.S.-registered fund independent director community by advancing
the education, engagement, and public policy priorities of fund independent directors, and promoting the
understanding of their role. IDC’s activities are led by a Governing Council of independent directors of Investment
Company Institute (ICI) member funds. ICI’s members manage total assets of $46.1 trillion in the United States,
serving more than 125 million U.S. shareholders, and an additional $10.4 trillion in assets in other jurisdictions. There
are approximately 1,600 independent directors of ICI-member funds. The views expressed in this letter do not purport
to reflect the views of all independent directors.

2 See 2026 Investment Company Fact Book, INV. CO. INST. 34 (2026) [hereinafter ICI Fact Book], available at
https://www.icifactbook.org/pdf/2026-factbook.pdf.
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investment vehicle in the U.S., held by 56.4 percent of households in 2025.3 In 2025, the median
household investing in mutual funds had investments of $125,000 held across three mutual funds
and household income of $125,000.% The shareholder-centric framework of the Investment
Company Act of 1940, as amended (Investment Company Act) remains vital to 125 million
shareholders who rely on registered funds to save for retirement, college, and other long-term goals.

The extraordinary costs of fund proxy campaigns, therefore, are particularly troubling. A
conservative estimate for the total cost of fund proxy campaigns since 2020 ranges from $675
million to $1.14 billion.” Because in many instances funds pay for these expenses, it is often fund
shareholders that are saddled with the cost. As the SEC Investor Advisory Committee (IAC)®
recently observed in its June 4, 2026 recommendations on fund proxy voting: “The system’s
mechanics — particularly quorum and voting thresholds, paired with constrained outreach
channels — are driving rising costs, repeated adjournments, and occasional failed proxy
campaigns even when voting shareholders overwhelmingly support proposals.”’ These costs have
a disproportionate impact on smaller fund complexes, which have less assets under management
and more limited established internal infrastructure at the fund complex-level. Smaller fund
complexes may be more reluctant to launch proxy campaigns unless absolutely necessary.®

The magnitude of these costs, by itself, warrants reform. Just as important, these costs directly
impact the governance process applicable to funds and impose additional hurdles to the proxy
voting process. A fund and its board must carefully weigh the matters to be presented for a
shareholder vote given these operational and monetary costs. A major consideration is whether
and at what cost a fund could secure the required quorum for a shareholder vote, which may require

3 Sarah Holden et al., ICI Research Perspective: Ownership of Mutual Funds and Shareholder Sentiment, 2025, Inv.
Co. Inst. 1, 3 (Nov. 2025) (including mutual funds, exchange-traded funds, closed-end funds, and unit investment
trusts), https://www.ici.org/system/files/2025-11/per31-08.pdf.

4 See ICI Fact Book, supra note 2, at 81.

5 See Paul Cellupica et al., Confronting the Growing Burden of Fund Proxy Campaigns: Analysis of Recent Fund
Campaigns and Policy Solutions, INV. CO. INST. (Mar. 2026) [hereinafter ICI Proxy Campaign Report],
https://www.ici.org/system/files/2026-03/26-confronting-growing-burden-fund-proxy-campaigns.pdf.

® The IAC was created by the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank Act) to
advise and consult with the Commission on various matters, including the Commission’s regulatory priorities and
other matters to protect the interests of investors, promote investor confidence, and promote the integrity of securities
markets. See Section 911 of the Dodd-Frank Act. The IAC is composed of various individuals appointed by the
Commission to represent interests specified by statute (e.g., the interests of senior citizens, individual investors, and
institutional investors). See id.

7 See SEC Inv. Advisory Comm., Recommendations of the SEC Investor Advisory Committee Regarding Fund Proxy
Voting 1 (June 4, 2026) [hereinafter IAC Recommendations], https://www.sec.gov/files/approved-iac-fund-proxy-
voting-recommendations-060426.pdf.

8 See ICI Proxy Campaign Report, supra note 5, at 18.
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substantial amounts of financial and other resources.” These costs may impact the timing and
nature of proxy solicitation efforts.!”

In their role as fiduciaries serving the interests of funds and their shareholders, fund boards cannot
ignore the expenses associated with fund proxy voting. Proxy campaign costs should not be
permitted to distort the governance process or undermine the oversight role of fund boards. In
other words, cost considerations should not drive decisions that are meant to be guided by board
judgment and fiduciary responsibility. Consistent with the recommendations of the IAC, we urge
the Commission to “begin to act now so that funds, their shareholders and the fund ecosystem, can
realize the numerous benefits of an improved proxy voting system.”!!

IL. The Role of Independent Directors in the Fund Proxy Process

The governance framework for registered funds—and the role of independent
directors — strengthens the case for fund proxy reform.!> When shareholders invest in a registered
fund, they benefit from governance oversight provided by a board composed primarily of directors
who are independent of the fund sponsor.'® This oversight is an important shareholder protection
that is consistent with the fundamental purposes of the proxy system itself and argues for increased
regulatory flexibility for the SEC to modify the rules governing fund proxies.

This governance structure is unique to the registered fund industry and differs in material ways
from the operating company framework. For example, when fund boards evaluate proxy proposals
in advance of mailing them to shareholders, they generally do so in consultation with their counsel
who is independent of the fund sponsor.!* Operating company shareholders may or may not have

° See id. at 8-9. An ICI survey found that, for certain special shareholder proposals between 2012 and 2019, at least
one meeting adjournment was required to meet quorum requirements for thirty-eight percent of the reported proposals.
See id.

10 See id. at 6.
I See IAC Recommendations, supra note 7, at 3.

12 Independent fund directors have long been recognized as the “watchdogs” for shareholder interests. See Burks v.
Lasker, 441 U.S. 471, 484-85 (1979) (quoting Tannenbaum v. Zeller, 552 F.2d 402, 406 (2d Cir. 1977)).

13 The Investment Company Act requires, at a minimum, that at least forty percent of a fund board be composed of
fiduciaries who are independent from the fund sponsor and are singularly focused on what is best for funds and their
shareholders. See Section 10(a) of the Investment Company Act. Section 2(a)(19) of the Investment Company Act
establishes the primary independence criteria for independent directors, including that they cannot own a single share
of the investment adviser to the fund or certain related entities and cannot have a material business relationship with
the fund, its investment adviser, its principal underwriter, and certain related entities. In order to rely on commonly
utilized exemptive rules under the Investment Company Act, at least two-thirds of a fund board must be composed of
independent directors. See Rule 0-1(a)(7) under the Investment Company Act. This standard is designed to ensure that
fund boards function independently from management and “that independent directors maintain control of the board
and its agenda.” Investment Company Governance, Investment Company Act Release No. 26520 (July 2004)
[hereinafter Governance Release]. As of the end of 2024, independent directors made up at least seventy-five percent
of board members in eighty-nine percent of surveyed fund complexes. Overview of Fund Governance Practices 1994-
2024, INDEP. DIR. COUNCIL 8 (2025) (providing a description of the study that collects data on this and other
governance practices) [hereinafter IDC Governance Practices Overview], www.idc.org/system/files/2025-10/25-idc-
overview-of-fund-governance-practices.pdf.

14 See Rule 0-1(a)(7)(iii) under the Investment Company Act. Although it is not required for independent directors to
have independent legal counsel, virtually all independent directors do. See IDC Governance Practices Overview, supra
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the benefit of independent directors and independent counsel. In addition, independent directors
on a fund board are prohibited from receiving an interest in the management company, whereas
the practice is common for corporate directors overseeing operating companies, given that they
are not subject to the same independence requirements applicable to fund directors. !>

Further, fund proxy statements are mailed to shareholders after the independent directors have
conducted significant diligence on the proposals.'® The diligence typically involves considerable
time spent in advance of meetings in preparation for discussions about the proxy statement and at
meetings discussing the proposals with management. Often, management’s proposals undergo
modifications after negotiations with the board. These dynamics are generally not present in the
operating company landscape.

Fund boards also focus on the anticipated costs of the proxy campaign, evaluating whether the
requests made of shareholders in the proxy statement merit the cost involved with the solicitation.
Fund boards take the time to thoroughly review proxy proposals, which can involve additional
board meetings and further discussions with management. These and other differences reflect the
unique role of registered fund boards relative to boards of operating companies and are directly
relevant to the proxy voting process.

These examples highlight the important oversight functions of fund independent directors. A fund
shareholder’s right to vote is an investor protection that empowers shareholders to oversee fund
management and influence governance matters. In connection with this right, however, fund
shareholders have an important first line of defense: independent directors. These fiduciaries
conduct rigorous evaluations well before a single shareholder receives a copy of the proxy
statement in question. This review serves as an essential protection for shareholders and enables
independent directors to “play a central role in policing the conflicts of interest that advisers
inevitably have with the funds they advise.”!"It is for this and other reasons that shareholders
overwhelmingly vote as their fund board recommends in uncontested elections.!'®

Indeed, the SEC has relied on fund boards and independent directors as an alternative to
shareholder approval. For example, Rule 32a-4 under the Investment Company Act exempts
registered funds from the statutory requirement that shareholders vote to ratify or reject the
selection of an independent public accountant at their next annual meeting if, among other

note 13, at 2. As of the end of 2024, ninety-five percent of surveyed fund complexes reported that their independent
directors were represented by either their own dedicated counsel or by counsel that was separate from the investment
adviser’s counsel. /d.

15 See Section 2(a)(19) of the Investment Company Act.

16 See, e.g., Section 15(c) of the Investment Company Act (requiring any advisory or underwriting contract to be
approved by the fund’s independent directors); Rule 17a-8 under the Investment Company Act (establishing required
board determinations in connection with affiliated fund mergers).

17 Governance Release, supra note 15 (discussing the role of independent directors in the board deliberation process
given, among other considerations, management’s potential conflicts of interest with respect to a fund and greater
access to information about that fund).

18 Fund shareholders regularly approve the board’s recommendation for uncontested matters at a rate exceeding eighty
percent. See, e.g., ICI Proxy Campaign Report, supra note 5, at 30. This assumes that applicable quorum requirements
have been satisfied.



Page 5 of 8

conditions, the fund board has established a committee, composed solely of independent directors,
that has responsibility for overseeing the fund’s accounting and auditing processes.'® In adopting
Rule 32a-4, the SEC staff recognized that ratification of a fund’s independent auditor was not
needed given that the ongoing oversight of the auditors by the fund’s independent audit committee
could “provide greater protection to shareholders than shareholder ratification of the choice of
auditor.”?

We believe that independent board oversight supports greater regulatory flexibility for the SEC to
modify the rules governing fund proxies. The time is ripe to modernize the proxy voting process
in ways that advance fund shareholders’ interests.

III.  Proposed Modernization Frameworks

IDC supports fund-specific proxy voting modernization that facilitates strong fund governance and
has the potential to lower fund expenses, while preserving shareholder interests. We recognize that
the Commission has long sought to protect the rights of shareholders in proxy voting matters. For
example, the Commission has adopted rules and regulations regarding the matters on which a
shareholder vote is required,?! the proxy materials to be provided to shareholders,? and the
mechanisms of the shareholder proxy solicitation process.”’

In keeping with these protections, IDC urges the Commission to adopt the reforms below.

A. Directed Voting Program

IDC supports the adoption of an opt-in, directed voting program that provides shareholders with
increased choice, creates efficiencies by helping to minimize prolonged proxy solicitation periods,
and offers the potential for lower costs to shareholders. Such a program would permit fund
shareholders to authorize standing instructions to vote their shares in the manner recommended by
the board of the fund, unless the sharcholders elect otherwise. This could result in increased
shareholder participation in the proxy process, helping the fund to satisfy applicable quorum
requirements, avoid drawn out proxy solicitation efforts, and reduce overall costs.

An opt-in voting program would preserve a shareholder’s right to participate in the proxy voting
process, including by:

e Providing a proxy statement complying with all legal requirements to each shareholder,
including those who opt in to the program;

19 See Rule 32a-4 under the Investment Company Act.

20 Role of Independent Directors of Investment Companies, Securities Act Release No. 7932, Exchange Act Release
No. 43786, and Investment Company Act Release No. 24816 (Jan. 2, 2001) (adopting release for Rule 32a-4).

2l See, e.g., Rule 17a-8 under the Investment Company Act (specifying when a shareholder vote is required in
connection with applicable affiliated fund mergers).

22 See, e.g., Rule 14a-3 under the Securities Exchange Act of 1934, as amended (Exchange Act), and Form N-14,
23 See, e.g., Rules 14a-3 and 14a-6 under the Exchange Act.
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¢ Including recommendations issued by the board, which would only issue recommendations
in the proxy statement when it believes those recommendations are in the best interest of
shareholders; and

e Permitting those who have opted in to override the standing instruction at any time with
respect to any proposal.

Importantly, shareholders could opt in or out of the directed voting program at any time, and would
receive regular reminders about their opt-in status, prior selection, and how to opt out of the
program. This framework is similar to that included in the recent no-action relief provided to
Exxon Mobil Corporation.?* Relief such as this, which the Commission staff has determined is
appropriate for an operating company, is even more compelling and appropriate for fund
shareholders, given the unique aspects of the fund governance regime and challenges of fund proxy
campaigns discussed above.

A fund-specific, opt-in, directed voting program could be subject to conditions to ensure that the
program is implemented in the interests of shareholders and could include robust disclosures to
those shareholders about the program.

A directed voting program would be an important step toward updating the proxy process for funds
by providing fund shareholders with increased choice regarding how and when they vote their
shares. This framework would not adversely affect a shareholder’s right to vote but rather enhance
shareholder choice and experience.

B. Modernizing the Rules Governing Fund Proxy Voting

Establishing a directed voting framework for fund proxies would be meaningful progress toward
modernizing the proxy system. Reforms, however, should not stop there. Modernizing the rules
that govern fund proxy voting is critically important, particularly in light of the daunting challenges
that many funds face in reaching quorum.

IDC strongly supports modernization steps, including the following:

e Lowering the quorum requirement in certain circumstances when a higher affirmative vote
threshold is satisfied. For example, instead of requiring a quorum of 50 percent of
outstanding shares coupled with a vote of 67 percent of the shares to approve a new
advisory agreement, the quorum requirement could be lowered to 33 '3 percent but tied to
an affirmative vote of 75 percent.”> This would reduce the significant burden to reach
quorum while protecting shareholder participation in the proxy process.

e Expanding board authority to implement certain types of approvals without shareholder
approval so long as shareholders receive advance notice, such as changes to a fundamental

24 Exxon Mobil Corporation, SEC No-Action Letter (pub. avail. Sept. 15, 2025).
25 See Section 2(a)(42) and 15(a) of the Investment Company Act.
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investment policy. Shareholders would continue to benefit from board oversight and
approval, while receiving notice of any changes prior to implementation of such changes.

e Permitting fund boards to appoint a greater number of independent directors without
requiring shareholder approval. The Investment Company Act requires that a fund solicit
shareholder approval of new directors if, after adding the new directors, fewer than two-
thirds of the board would have been elected by shareholders.?® A shareholder vote is also
required if at any time less than a majority of directors have been elected by shareholders.?’
Costly proxy solicitations to add new independent directors may cause boards to delay
adding directors when they are needed.

These reforms advance the goals of preserving strong fund governance, lowering fund expenses,
and protecting shareholder interests. The reforms are also consistent with the IAC’s
recommendations.?

IDC believes these reforms should be available to any fund whose board meets the fund
governance and independence standards set forth in Rule 0-1(a)(7) under the Investment Company
Act.? The governance standards safeguarded by that Rule have proven effective in protecting
shareholders when funds engage in transactions that the Commission has viewed as requiring a
high level of independent director independence and oversight (e.g., adopting distribution and
servicing plans under Rule 12b-1 under the Investment Company Act, issuing multiple share
classes of a mutual fund under Rule 18f-3 under the Investment Company Act, or engaging in
certain insurance arrangements under Rule 17d-1 under the Investment Company Act).*

26 See Section 16(a) of the Investment Company Act.

%7 See id.; Rule 10e-1 under the Investment Company Act.

28 See IAC Recommendations, supra note 7.

2 See Rule 0-1(a)(7)(i) under the Investment Company Act.

30 See, e.g., Rules 12b-1, 17d-1, and 18f-3 under the Investment Company Act.
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IDC appreciates the opportunity to provide our views on fund proxy voting reform. We urge the
Commission to pursue rulemaking, guidance, or other actions to modernize the proxy voting
process to serve shareholder interests.

If you have any questions regarding our letter or would like additional information, please contact
Nicole Baker, IDC Senior Director, at 202-326-5822 or me at 202-326-5463.

Sincerely,
/s/ Thomas T. Kim
Thomas T. Kim

Managing Director
Independent Directors Council

cc: The Honorable Hester M. Peirce, Commissioner
The Honorable Mark T. Uyeda, Commissioner

Brian T. Daly, Director, Division of Investment Management
Holly L. Hunter-Ceci, Chief Counsel, Division of Investment Management

U.S. Securities and Exchange Commission



