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Executive Summary

»

»

»

»

»

Like operating companies, mutual funds, exchange-traded funds (ETFs), and closed-end funds (CEFs)
(including business development companies (BDCs)) (“funds”) periodically call shareholder meetings and seek
shareholder approval—mostly by proxy—to elect directors and make other governance and policy changes.

Fund proxy campaigns are often costly and challenging because funds have diffuse, highly retail-oriented,
and sometimes large shareholder bases; retail investors are far less likely to vote proxies than institutional
investors; and legal and other communication impediments prevent funds from reaching shareholders in
efficient and cost-effective ways.

The Securities and Exchange Commission (SEC) staff, Commissioners, and other informed observers have
recognized these challenges for decades. Still, the SEC has not pursued fund-specific proxy reform.

In 2019, ICI analyzed the fund proxy system, quantifying the costs and challenges of special fund proxy
campaigns (i.e., those other than annual campaigns). ICI has also analyzed how activist investors exploit
CEFs’ exchange-imposed annual shareholder meeting requirement.

This paper presents survey results about fund proxy campaigns from 2020 through 2025. Sixty-two ICI
member firms responded, representing about $38 trillion, or approximately 85%, of US-registered fund
assets at year-end 2025. The data once again confirm and quantify the costs and challenges of fund proxy
campaigns and show worsening trends.

- We conservatively estimate that total costs for fund proxy campaigns since 2020 have ranged from
$675 million to $1.14 billion.

- Total estimated costs for the 362 special campaigns (which include all fund types) were between
$621 million and $1.06 billion. Six campaigns each incurred total costs of $25 million or more,
with the most expensive campaign totaling $111 million.

- Total estimated costs for the 39 contested CEF proxy campaigns involving activists were
between $24 million and $36 million, and total estimated costs for the 698 uncontested CEF
proxy campaigns were between $29 million and $52 million.

+ Survey respondents strongly indicated that special and contested CEF proxy campaigns have
gotten harder and more expensive—many saying significantly so—since 2020. For these categories,
almost no respondents indicated that their campaigns had become easier or cheaper.

- We thoroughly analyzed a subset of recent special campaigns covering 73 funds seeking to
change their Investment Company Act of 1940 ("1940 Act") sub-classifications from “diversified” to
“non diversified,” in many cases because of the growth in “Magnificent 7" stocks.

- The total cost for these proposals was $66 million—averaging more than $900,000 per fund—with
three funds incurring costs exceeding $5 million.

- Most of these proposals (92%) passed, and voting shareholders strongly favored them by wide
margins (an average of 85% of shares represented at these meetings voted “for” them).

- But more than one-third of the proposals required at least one adjournment to meet quorum, and
six failed for lack of quorum.
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» To improve the fund proxy system, we recommend that the SEC and its staff:

+ Create a new way for a fund to approve those items for which the 1940 Act and its rules require
a quorum of greater than 50%. We recommend coupling a lower quorum requirement (more than
33"/3%) with a higher affirmative vote requirement (at least 75%).

+ Adopt alternatives to shareholder approval (e.g., board approval and advance notice to shareholders)
for certain items, including fundamental policy changes.

- Permit fund boards to appoint a greater number of new independent directors.

< Permit funds to adopt retail voting programs similar to that of Exxon Mobil Corporation (“Exxon
Mobil”) to boost retail investor participation in proxy campaigns.

+ Return to states the ability to address governance matters not prescribed by the 1940 Act by
allowing exchanges to amend their listing standards for CEFs and BDCs to remove the annual
meeting requirement.

+ Revise processing fees and shareholder communication provisions to permit funds to select their
own vendors and directly contact shareholders.

- Reduce the length of proxy statements by allowing greater use of links to improve
shareholder engagement.
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Introduction

Like publicly traded operating companies, funds periodically call shareholder meetings and submit items for
shareholder approval, including director nominations and other policy and governance matters. Shareholders
typically vote by proxy, rather than in person, on these items. Multiple legal and regulatory provisions govern the
substance of proxy proposals and approval requirements for funds, including the terms of funds’ organizational
documents, state law, exchange listing requirements (as applicable), and the 1940 Act and rules thereunder.

In theory, requiring shareholder approval for certain proposed actions is a useful potential investor protection
mechanism—these votes ensure that meaningful changes to the fund, its operations, and its governance have
shareholder support. However, for shareholder approval to be an efficient and cost-effective means of investor
review and approval of important decisions, three conditions must hold:

» Funds must know the identities of all their shareholders;
» Funds must be able to reach and communicate with all their shareholders in a cost-effective way; and

» Once reached, a large percentage of shareholders (often, those holding more than half of total
outstanding shares) must vote promptly.

Industrywide, each of these conditions has broken down. In practice, the theoretical benefit of shareholder approvals
generally is not experienced by retail shareholders and is outweighed by the costs of soliciting shareholder votes.

Fund proxy campaigns are often expensive, inefficient, and unwelcome by shareholders, fund sponsors, and
intermediaries alike. Many shareholders are indifferent and do not vote; some find proxy proposals and materials
lengthy and at times overly technical; and others find them to be a nuisance—particularly when fund solicitors
make dinnertime phone calls to drum up sufficient numbers of votes. As one ICI member succinctly put it, “We're
spending a lot of money to irritate our shareholders.”

Listed CEFs and BDCs face additional challenges. Exchanges—not federal or state law—require them to hold
annual meetings, a requirement more common and relevant for operating companies. Aside from generating
additional fund expenses every year, the annual meeting requirement has become a “back door” for predatory
activists to attack listed CEFs and BDCs, significantly increasing proxy costs and enabling the very harms that
the 1940 Act was designed to prevent. This activity has chilled the initial public offering (IPO) market for listed
CEFs and BDCs, which have historically provided unique opportunities to retail investors, such as access to
private and less-liquid markets as well as leverage opportunities that may increase yields and total returns. To
their credit, certain exchanges have sought to remedy this issue by amending their listing standards, but the SEC
has so far declined to approve any proposed amendments.

The SEC staff publicly recognized the problems with fund proxy campaigns nearly 35 years ago." Still, the SEC’s
policymaking energy has been directed toward other proxy issues since then.

T Seeinfra, note 24 and accompanying text.
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While the SEC pursued other proxy-related rulemakings in 2019,2 ICI carefully analyzed the fund proxy system
through multiple conversations with members and extensive survey data, quantifying the costs and challenges
of special fund proxy campaigns (i.e., those other than annual campaigns).® ICl also closely analyzed listed CEF
shareholder meetings, for which proxy costs are an annual burden. Based on IClI member survey information
from 2019 to 2023 and our study of related data, average costs for annual meetings rapidly climb when
non-routine matters (e.g., approval of an advisory agreement) and contested matters (e.g., competing director
nomination slates) are included.*

For a short time, “Amendments to Improve Fund Proxy System” appeared on the SEC’s rulemaking agenda,
before being removed in 2022.

Has the fund proxy system improved since then? No—it is getting worse. Late in 2025, ICI conducted another
extensive member survey to better understand funds’ proxy campaign experiences since 2020. Based on survey
responses, we conservatively estimate that total costs from proxy campaigns since 2020 have ranged from $675
million to $1.14 billion. And survey respondents strongly indicated that special campaigns and contested CEF
proxy campaigns have gotten harder and more expensive—many saying significantly so—since 2020.

The SEC is once again pursuing proxy reform that would primarily affect operating companies. In one encouraging
development, the staff recently provided no-action relief allowing operating companies to implement retail voting
programs as a means of facilitating retail investors’ participation in proxy campaigns.® As part of these efforts, it is
well past time for the SEC to reform the fund proxy system, a long-standing policy priority for ICI.®

In this paper, we:

» outline the 1940 Act and related fund shareholder approval requirements and explain why fund proxy
campaigns are so costly and difficult;

» summarize the key findings from our 2019 report and CEF-specific work;
» present and analyze our 2025 survey results; and

» recommend several SEC or staff policy actions that collectively would significantly improve the fund
proxy system.

2 Seeinfra, "Regulatory Developments Since 2019 ICI Report."

3 See Analysis of Fund Proxy Campaigns: 2012-2019, ICI (Dec. 2019) (“2019 ICI Report”). See also ICl Letter to the SEC on Fund Proxy Reform, June 11,
2019. See also infra, "Key Findings From the 2019 ICI Report."

4 Seeinfra, "Additional Proxy Burdens for Listed CEFs and BDCs," for a summary of our CEF-specific analytical work.

5 Exxon Mobil Corporation, SEC Staff No-Action Letter (Sept. 15, 2025) (“Exxon Mobil no-action letter”).

5 See, e.g., Reimagining the 1940 Act, Key Recommendations for Innovation and Investor Protection, ICI, (Mar. 2025) and ICl’s Policy Priorities Letter to
SEC Chairman Atkins (Apr. 11, 2025).
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Background and Summary of ICI’s Prior Work

1940 Act Shareholder Approval Requirements

As with publicly traded operating companies, funds are subject to requirements imposed by state law and their
organizational documents (and for listed funds, applicable exchange listing standards) with respect to certain
shareholder voting requirements. The 1940 Act and its rules also subject funds to additional shareholder voting
requirements. Under the 1940 Act, a “vote of a majority of the outstanding voting securities” of a fund (a “1940 Act
Majority”) is required to approve certain 1940 Act-specified items. Depending on whether the fund is an open-end
fund, a CEF, or a BDC, proposals related to the following would be subject to a 1940 Act Majority vote standard:’

» changes to fundamental investment policies;?

» investment advisory agreements (including sub-advisory agreements);
» underwriting agreements;

» issuance of securities below net asset value (NAV) for BDCs;®

» Rule 12b-1 plans; or

» mergers of affiliated investment companies (collectively, “1940 Act Majority Items”).™

A successful 1940 Act Majority vote requires a vote at a duly-called shareholder meeting of (i) 67% or more of the
voting securities present at such meeting, if the holders of more than 50% of the outstanding voting securities of
such fund are present or represented by proxy; or (i) more than 50% of the outstanding voting securities of such
fund, whichever is the less.”" Successful fund proxy campaigns normally rely on this first prong.

7 Sections 13(a), 15(a)/59, 15(b), 63(2)(A) of the 1940 Act and Rule 12b-1(b)(1), and Rule 17a-8 thereunder, respectively. A fund’s organizational
documents may impose a higher voting standard.

8 Section 13(a) of the 1940 Act states that no registered investment company shall, unless authorized by the vote of a majority of its outstanding voting
securities, (i) change its subclassification as an open-end fund or CEF, or its subclassification from a diversified to a non-diversified company; (ii)
borrow money, issue senior securities, underwrite securities issued by other persons, purchase or sell real estate or commodities or make loans to
other persons, except in each case in accordance with the recitals of policy contained in its registration statement in respect thereto; (iii) deviate from
its industry concentration policy as recited in its registration statement, deviate from any investment policy which is changeable only if authorized by
shareholder vote, or deviate from any policy recited in its registration statement pursuant to Section 8(b)(3); or (iv) change the nature of its business
so as to cease to be an investment company.

9 Unlike BDCs, a traditional CEF must obtain the consent of a majority of its common stockholders to issue common stock at a price below the current
NAV of such stock. See Section 23(b) of the 1940 Act; see also Greater Washington Investors, Inc., SEC Staff No-Action Letter (Nov. 23, 1984) (stating
the Staff’s view that the majority requirement in “Section 23(b) should be interpreted to mean that a majority in interest, not a majority in number, of
[..] shareholders must approve [an issuance of common stock at a price below the current net asset value of such stock]").

=)

Rule 17a-8 requires the merging company’s shareholders to approve the merger with a 1940 Act Majority unless the proposed transaction satisfies
several conditions.

Section 2(a)(42) of the 1940 Act.
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Several other 1940 Act provisions—including director elections;'? ratifications of appointments and terminations
of employment of accountants;'® certain CEF-specific items;'* and certain BDC-specific items'—require
shareholder approval, but not a 1940 Act Majority."

Finally, unlike all other funds, listed CEFs and BDCs must also hold annual shareholder meetings to elect
directors pursuant to their appplicable exchange listing requirements.

Why Fund Proxy Campaigns Are So Difficult

Funds face daunting challenges when seeking to obtain quorum and shareholder approvals, primarily because:
» Funds have diffuse and retail-oriented shareholder bases.

+ In 2025, more than 125 million retail investors held fund shares."””

+ Retail investors accounted for 88% of mutual fund assets and 94% of long-term mutual fund
(i.e., non-money market fund) assets.®

» Retail investors are far less likely to vote proxies than institutional investors. Proxy voting participation rates for
retail investors have historically been around 30%, compared with around 80% for institutional investors."

» Funds must overcome, at great expense, legal and other impediments to communicating directly with
their shareholders.

+ Fund ownership is highly intermediated. Shareholders invest through broker-dealers, registered
investment advisers, and retirement plans.

- Intermediation offers many advantages (e.g., fund shareholders may receive advice from
their advisers), but it separates the shareholder and the fund (e.g., shareholders are not
always familiar with all their fund holdings). This separation unquestionably makes fund proxy
campaigns more difficult, particularly in cases where voting authority remains with the beneficial
owner rather than the intermediary.

2 Section 16(a) of the 1940 Act, for example, requires shareholder approval of at least two-thirds of a fund's directors.

® The 1940 Act requires shareholders to ratify or reject a fund’s independent public accountant, although subsequent rulemaking largely has obviated
this requirement. See Section 32(a)(2) of the 1940 Act and Rule 32a-4 thereunder, which exempts funds from this shareholder voting requirement,
provided they satisfy certain audit committee-related requirements.

4 E.g, Sections 18(a)(1)(C) and (2)(C) of the 1940 Act govern when debt senior security holders and preferred shareholders, respectively, of CEFs have
enhanced director voting rights.

5 Subject to certain conditions, BDCs are permitted to employ 150% asset coverage under Section 18 of the 1940 Act if it is approved by more
than 50% of the votes cast at a shareholder meeting at which a quorum is present and, in certain cases, a BDC requires “authorization by the
shareholders” to issue to its directors, officers, employees, and general partners, warrants, options, and rights to purchase voting securities of the
BDC pursuant to an executive compensation plan. See Sections 61(a)(2)(D)(ll) and (a)(4)(B) of the 1940 Act.

© A fund’s organizational documents may impose a higher voting standard.

7" See Holden, Sarah, Daniel Schrass, and Michael Bogdan. 2025. “Ownership of Mutual Funds and Shareholder Sentiment, 2025." IC/ Research
Perspective 31, no. 8 (November). Available at www.ici.org/files/2025/per31-08.pdf.

'8 See Investment Company Institute, 2025 Investment Company Fact Book: A Review of Trends and Activities in the Investment Company Industry (“ICI
Fact Book”), at 45, available at www.icifactbook.org.

9 See Broadridge ProxyPulse,TM Data and insights on corporate governance developments and important trends in proxy voting, at 7.
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- SEC rules prohibit funds from contacting directly their “objecting beneficial owners” or
“OBOs"—shareholders who have instructed their intermediaries not to disclose their identities
and share positions to the fund. This means that a fund frequently does not know the identities
of a large percentage of its shareholders.

» Individuals’ evolving communication preferences overall (not just as fund investors) generally make them
harder to reach and less responsive once reached.

+ Federal law impedes funds from contacting shareholders through their cell phones (assuming funds
have this information) unless the shareholder previously has consented to that form of contact.?°

- Together with shareholders’ transition to mobile devices from landlines, it is harder for funds to
reach their shareholders by phone because cell phone users typically do not answer calls from
unknown numbers.

+ Even when shareholders receive solicitations by phone or email, they are much more skeptical. Many
believe that calls, texts, and emails from unknown entities such as proxy solicitors are scams.

These factors lead to protracted proxy solicitations. This makes even many of the simplest proxy campaigns
burdensome and adds significantly to costs that typically are borne by funds and their shareholders.?'

For contested proxy campaigns for listed CEFs—where solicitors have been engaged to turn out shareholders
to vote—data show that on average less than two-thirds of retail shares are voted.?? This current “less-than
two-thirds” number is strikingly similar to voting patterns analyzed in the 1930s by the SEC.% This static data
point across nearly 100 years of fund evolution and technological development demonstrates the seemingly
immutable limits of retail shareholder engagement in proxy contests and the need for reform.

These are not novel observations. While some of the relevant numbers have changed over time and our most
recent survey data show worsening trends, fund proxy campaigns have been slogs for decades now. In 1992,
the SEC’s Division of Investment Management devoted about ten pages to fund shareholder voting (“The
Debate over Investment Company Shareholder Voting”) in its comprehensive assessment of the 1940 Act at the
mid-century mark, recognizing specifically the “essentially passive” nature of fund shareholders and concerns
about costs.?* Indeed, observations about the ill-fitting shareholder approval requirements for funds go back to
the early 1960s, where the influential Wharton Report stated:

2

S

See Telephone Consumer Protection Act of 1991 (TCPA), 47 U.S.C. § 227. The TCPA generally prohibits the use of certain kinds of automated dialing
equipment (“robo-calling”) to call or text wireless telephone numbers absent advance consent.

2

In some cases, a fund’s adviser may bear these direct costs, but even here, fund shareholders ultimately bear them.

2

N

Calculated using data from an analysis of 94 CEF proxy contests between July 2019 to June 2024. Source: Broadridge.

2

@

Investment Trusts and Investment Companies — Report of the SEC Pursuant to Section 30 of the Public Utility Holding Company Act of 1935: Part
Three, Chapters IlI, IV, and V, Abuses and Deficiencies in the Organization and Operation of Investment Trusts and Investment Trusts and Investment
Companies (1940), at 1875 (“As a rule less than two-thirds of the outstanding voting shares have been represented, either in person or by proxy, at
annual stockholders’ meetings.”).

2

R

Protecting Investors: A Half Century of Investment Company Regulation, SEC Division of Investment Management, May 1992 ("1992 Report"), at
272-282. "It is difficult to dispute the contention that investment company shareholders are passive. While in theory proxy voting should be

an important mechanism through which shareholders express opinions and attempt to influence management, short of the more final step of
redemption, in practice, investment company shareholders do not appear to use their vote to great effect. Many industry participants and observers
have told the staff that investment companies often find it difficult to obtain a quorum, meeting attendance is usually sparse, and a vote outcome is
almost never contrary to the wishes of management.” Id. at n.82.
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Since mutual fund shareholders are buyers of investment services as well as owners, and frequently regard
the former as the more important aspect of their relationship with the mutual fund, the very concept of
shareholder control through the exercise of voting rights may be contrary to the realities of the mutual fund
business. Shareholder attendance at annual meetings has been low, and shareholder voting has been carried
out almost exclusively by proxy.?°

The Wharton Report offered three explanations for the “passivity of shareholders of mutual funds,” each of
which still holds over 60 years later:

First is the appeal of mutual funds to large numbers of individuals of moderate means, which has
contributed to the wide diffusion of shares and shareholder inactivity. Second is the redemption feature
of mutual fund shares, which facilitates exit from the fund as the normal outlet for dissatisfaction with
management performance. Finally, to an unusual extent the acquisition of shares in this industry appears
to be regarded as the purchase of the continuing services of a particular management group.?®

Key Findings From the 2019 ICI Report

In 2019, ICI conducted a member survey on funds’ proxy experiences for certain special campaigns from 2012
through part of 2019. It provided more granular information about funds’ 1940 Act Majority Items; the costs of
their related proxy campaigns; and the anticipated effects of ICI's recommendation to couple a lower quorum
requirement (more than 33'/3%) with a higher affirmative vote requirement (at least 75%) as an additional way to
approve 1940 Act Majority Items (the “Supermajority Recommendation”).?”

Highlights from that survey included the following:
» Cost estimates for 145 separate campaigns totaled $373 million.?8

-+ Twenty-two campaigns had costs greater than or equal to $1 million.
 Eight had costs greater than or equal to $10 million.

+  The most expensive campaign was $107 million.

» 38% of reported proposals required at least one meeting adjournment to reach quorum, meaning that the affected
fund(s) had to reconvene the meeting at a later date (in some cases, multiple times) to resolve the proxy matter.

» The proxy system’s high costs and challenges disproportionately affected decisions related to fund policies,
governance, and operations.

2!

&

Wharton School of Finance and Commerce, A Study of Mutual Funds, H.R. REP. No. 2274, 87th Cong,, 2d Sess. (1962), at 7-8.

2

3

Id. at 64. Moreover, “In several instances company managements have made a deliberate effort to encourage shareholder attendance [at
shareholder meetings] by means of increased publicity and the fixing of meetings at convenient times and places. None of these endeavors are
reported to have met with success.”

2

N

Sixty-four ICI member firms responded, representing approximately 76% of US-registered fund assets.

2

@

This $373 million total understates industrywide proxy costs during that period because: (i) Not all fund complexes completed the survey; (i) Of
those that did, the survey did not capture all of respondents’ proxy costs over this period (respondents provided information limited to five 1940 Act
Majority Items and their related campaigns, and did not provide cost information for campaigns consisting solely of non-1940 Act Majority Items,
such as director elections); and (iii) Most respondents did not report internal proxy campaign costs (e.g., personnel time spent preparing proxy
materials, assisting with solicitation strategy, providing in-house legal assistance, and overseeing and coordinating efforts with third parties).

ICI // CONFRONTING THE GROWING BURDEN OF FUND PROXY CAMPAIGNS



« 77% of respondents indicated that they would consider changing at least one of their funds’
existing fundamental policies if they could do so with board approval and advance shareholder
notice in lieu of a proxy.

*  40% indicated that the proxy process impeded the fund complex’s decision, including how and when, to
add new board members.

* 36% indicated that the costs of the proxy process had led them to liquidate funds in lieu of other
alternatives (e.g., a shareholder-approved merger).

» Voting shareholders overwhelmingly supported funds’ proxy proposals, underscoring that the fund proxy system
itself—not the nature of the proposals—drives these costs and challenges for funds.

+ Despite funds’ challenges in reaching quorum, which funds sometimes overcome only by spending
significant money and using internal resources, fund shareholders ultimately approved 95% of 1940 Act
Majority Items reported in the survey.

+ Voting shareholders strongly favored 1940 Act Majority ltems by wide margins, with an average of 85% of
shares represented at shareholder meetings voting “for” these ltems. Excluding abstentions and broker
non-votes, the average percentage of votes cast “for” these ltems jumped to 94%.

» ICI’s Supermajority Recommendation would significantly reduce overall proxy campaign costs, by greatly reducing
follow-up solicitation costs.

+ Of the $373 million in total proxy campaign costs, the high-end estimate of follow-up solicitation costs was
$229 million (or 61% of total campaign costs), and the low-end estimate was $158 million (or 42% of total
campaign costs).

+ Nearly 85% of funds would benefit from ICI's Supermajority Recommendation because the quorum
requirements in most funds’ organizational documents are consistent with it. Furthermore, ICl’s
Supermajority Recommendation is consistent with the laws of Delaware, Massachusetts, and
Maryland—the states in which the large majority of funds are organized and operate.?®

2 See, e.g., ICl Fact Book, at 127 (showing that at year-end 2024, 95% of mutual funds were Delaware statutory trusts (43%), Massachusetts business
trusts (37%), or Maryland corporations (15%)).
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Additional Proxy Burdens for Listed CEFs and BDCs

In addition to the general fund obligations and burdens described above, exchanges—not federal or state law—require
listed CEFs and BDCs to hold annual meetings to elect directors. This additional requirement only magnifies the
effects and costs of low propensity retail shareholder voting. And for listed CEFs, it has allowed outside predatory
activists to implement a strategy whereby they build up significant ownership in a fund, vote in their own contested
board slates, and then the board appoints the activist as adviser, which often precedes significant changes in the
investment strategy of the fund. These tactics echo much earlier acts of “trafficking in advisory contracts” that the
1940 Act was designed to prevent.3® Recent ICI surveys and data showed the following:

+ Non-discretionary retail shareholders®' owned 59% of outstanding shares in listed CEFs, but they
only accounted for 37% of shares voted in contested proxies, which are the most expensive CEF
proxy campaigns requiring the most intensive outreach.

+ Of the non-discretionary retail shareholders that did vote, 84% of non-discretionary accounts voted
with management, which represented 57% of all non-discretionary retail shares voted.?

» The propensity of retail shareholders to vote is low, but the majority that vote align with management. These
long-term retail shareholders are paying significant—and very real—costs to reject outside activist agendas.

+ An annual meeting for routine matters, such as uncontested director elections, was on average
$32,000 per year.

< Anannual (or other shareholder) meeting for non-routine matters, such as approval of an advisory
contract or a fund merger, raised the cost to an average of $318,000.

< An annual meeting for contested matters, where an activist pushes its agenda for its own
benefit, raises costs to an average of $761,000. An activist may take several years to enact its agenda,
increasing costs significantly for that fund and ultimately hurting long-term retail shareholder returns.3?

» Long-term retail shareholders bear these increased costs, but any claimed “benefits” of the activist
agenda primarily flow to the activist and not long-term retail shareholders.

+ 72% of predatory activists sell their interests in the listed CEF within one year after forcing a tender
offer, with 48% exiting within three months.34 In other words, the activist extracts profits from the

30 For a thorough history of the SEC study underlying the 1940 Act and the Congressional hearings around its adoption, see Letter from Paul G.
Cellupica, General Counsel, and Kevin Ercoline, Assistant General Counsel, ICl to the SEC (Aug. 2, 2024). In particular, the acts of Atlas Corporation
prior to adoption of the 1940 Act (at 6-7) have present-day parallels (see the case study of a recent activist takeover of a listed CEF, at 17-25). An
annual meeting requirement was debated as part of the Congressional Record prior to passing 1940 Act, but was ultimately excluded from the final
text due to these acts.

31 “Non-discretionary retail” accounts are accounts for non-institutional (i.e., retail) shareholders that do not have an adviser or broker voting for the
beneficial retail owner.

32 Non-discretionary retail voting data from listed CEF contested proxies derived from Broadridge data on 94 CEF proxy contests between July
2019 to June 2024.

3 Listed CEF annual meeting cost data are based on responses to an ICl survey distributed to ICI CEF members in May 2024. Survey participation
represented 62% of CEF assets and 50% of the total number of CEFs.

w

4 Source: ICl calculations of Refinitiv data. For activist exits, data include 58 forced tender offers between January 2015 and July 2025. For CEFs
with multiple tender offers, the activist's position after the final tender offer is used. Three CEFs are counted twice because separate activists made
distinct Schedule 13D filings.

ICI // CONFRONTING THE GROWING BURDEN OF FUND PROXY CAMPAIGNS 10


https://www.sec.gov/comments/sr-cboebzx-2024-055/srcboebzx2024055-503595-1466622.pdf
https://www.sec.gov/comments/sr-cboebzx-2024-055/srcboebzx2024055-503595-1466622.pdf

fund and immediately leaves, which forces remaining long-term retail shareholders to shoulder the
costs that these tender offers create.

+ On average, more than 60% of the tender offer proceeds are distributed to activists and a small
number of discount-arbitraging institutional investors.3® Thus, opportunities to exit at NAV are largely
not being enjoyed by long-term retail investors, which makes sense because they are not the ones that
primarily voted for these plans.

+ Any questionable long-term benefit of activist activity on fund discounts is not reflected in the data,
as discounts tend to again widen after a forced tender offer.3¢

» The annual meeting requirement has allowed activists to implement their agenda with tremendous success.
This has led to an extreme chilling of the listed CEF IPO market, as sponsors are more likely to proceed
cautiously with investing capital in launching a new listed CEF if an activist can take it over. For example:

+ Activist activity surged in 2023 and 2024. And since 2015, nearly 40% of all listed CEFs have been
targeted by at least one of the three most committed activists.?’

+ Since 2023, just four new CEFs have listed and completed IPOs.38 Further, since 2007, there has
been an overall 42% drop in the number of listed CEFs offered, from 658 to 382.%°

+  Meanwhile, since 2023, more than 2,300 ETFs and more than 160 interval funds, tender offer funds,
and unlisted BDCs have launched. These vehicles do not have an annual meeting requirement—the
mechanism that predatory activists use to attack listed CEFs and listed BDCs.

3

&

Source: ICl calculations of SEC EDGAR (13D filings) and Refinitiv (13F filings) data. For tender offer proceeds, data include 50 forced tender offers between
2015 and June 2025. Data for one fund include the holdings of two predatory activists because two 13D filings were made on the same day. Data include
funds targeted more than once if tender offers were more than three years apart, but data exclude tender offers of less than 10% of the fund'’s outstanding
shares, tender offers completed after June 2025, and follow-on tender offers that occurred because of a discount-managing policy.

3

o

Sources: ICl and Morningstar. The average excess discount in the year prior to an initial public filing by an activist (among targeted funds) was

5.3%. The excess discount then narrows to just 0.5% during the tender offer period. And over the year following the activist-induced tender offer, the
average excess discount widens to 3.1%. Sample includes 41 funds with forced tender offers between 2015 and August 2024. “Excess discount” is
the simple average discount of the given listed CEF over the specified period minus the simple average discount of all funds in the same investment
objective over the specified period.

3

<

Source: ICl calculations of data from ICI, Refinitiv, Schedule 13D filings, and contested proxy solicitation filings.

3

3

Three listed CEFs launched in 2024, and one launched in 2025. And during this time, there were conversions to listed CEFs. In April 2025, a
REIT converted to a listed CEF. At the end of 2025, two unlisted regulated funds converted to listed CEFs. As of January 2026, there were also
approximately eight new registration statements for listed CEFs under review with the SEC, but none had yet gone effective.

3

I}

Data are through mid-September 2025 and sourced from ICI data.
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Regulatory Developments Since 2019 ICI Report

The SEC and its staff have been highly active with proxy-related rulemaking and guidance in the last several
years, including with respect to the use of proxy advisors,*® shareholder proposals,*' universal proxy cards

in contested director elections,*? investment advisers’ proxy voting responsibilities,*® and fund proxy voting
reporting.** This is virtually certain to continue during the next few years—shareholder proposal rule reform is on
the SEC’s rulemaking agenda, and the President’s Executive Order on proxy advisors instructs the SEC Chairman
to take several additional proxy-related actions.*®

However, the SEC has not adopted any rules directly aimed at funds generally as issuers (i.e., entities conducting
their own proxy campaigns). Several Commissioners have recognized funds’ proxy challenges, including
then-Commissioner Roisman*® and Acting Chair Lee.*” The SEC’s Spring 2020 rulemaking agenda included
“Amendments to Improve Fund Proxy System,”® but this item was removed from the Spring 2022 rulemaking
agenda without explanation. Commissioner Peirce objected to its removal.*

Under Chairman Clayton's leadership, the SEC was proactive and receptive to improving capital formation and
efficiency for listed CEFs and BDCs. In 2020, the Division of Investment Management withdrew the Boulder
no-action letter, which had effectively prevented listed CEFs and BDCs from relying on control share bylaws and
state control share statutes.®° This allowed listed CEFs and BDCs to adopt control share bylaws or elect to be
subject to control share statutes, and thus limit the voting power of entities with controlling blocks of shares,
similar to operating companies. However, control share bylaws and control share statutes have been challenged
in court, with activists successfully getting the bylaw provisions rescinded.®’

More recently, exchanges have attempted to remove their annual meeting requirements for listed CEFs, following
federalist principles and returning to the states the decision to determine proper governance requirements not
prescribed by federal law.

4

S

See, e.g.,_ Exemptions from the Proxy Rules for Proxy Voting Advice, SEC Release No. 34-89372 (July 22, 2020); and Proxy Voting Advice, SEC Release
No. 34-95266 (July 13,2022).

4

See, e.g., Procedural Requirements and Resubmission Thresholds under Exchange Act Rule 14a-8, SEC Release No. 34-89964 (Sept. 23, 2020).

4

S

See Universal Proxy, SEC Release No. 34-93596 (Nov. 17,2021).

4

@

See, e.g, Commission Guidance Regarding Proxy Voting Responsibilities of Investment Advisers, SEC Release No. IA-5325 (Aug. 21, 2019).

4

=

See Enhanced Reporting of Proxy Votes by Registered Management Investment Companies; Reporting of Executive Compensation Votes by
Institutional Investment Managers, SEC Release No. 33-11131 (Nov. 2, 2022).

4

&

Protecting American Investors from Foreign-Owned and Politically-Motivated Proxy Advisors, Executive Order, Dec. 11, 2025.

4

>

Remarks at SEC Speaks: Encouraging Smaller Entrants to Our Capital Markets, Commissioner Elad L. Roisman (Apr. 8, 2019) ("I am also sensitive to the
challenges that funds, as issuers themselves, face when they are required to seek shareholder proxies on certain matters, including the costs involved.”)

)

5

Every Vote Counts: The Importance of Fund Voting and Disclosure, Acting Chair Allison Herren Lee (Mar. 17,2021) (“These unique [fund] problems
translate into increased expenses for funds to carry out their regulatory obligations to obtain shareholder approval for items such as a change in a
fund’s fundamental investment policy and certain agreements. ... Both of these issues — problems [funds face in] obtaining a quorum and problems
confirming fund votes — deserve attention as we examine and attempt to modernize our proxy voting system.”)

4

3

SEC Agency Rule List=Spring 2020 (“The Division is considering recommending that the Commission propose rule and form amendments to
address the fund proxy system and the unique challenges that funds as issuers may experience in seeking shareholder approvals.”)

4

8

Rip Current Rulemakings: Statement on the Regulatory Flexibility Agenda, Commissioner Hester M. Peirce (June 22, 2022) (calling rules to reform the
fund proxy system “important mission-focused rules”).

51

S

See Control Shares Acquisition Statutes, Staff Statement Division of Investment Management (May 27, 2020).

5

See, e.g, Saba Capital CEF Opportunities 1, Ltd., et al. v. Nuveen Floating Rate Income Fund, et al., No. 22-cv-407 (2d. Cir. Nov. 30, 2023).
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The exchanges each made two separate filings—the first would have removed the requirement for all listed
CEFs,*? and the second would have removed only the requirement for newly listed CEFs®3—but the SEC approved
none, resulting at least indirectly in reduced capital formation and investment opportunities for retail investors
and the public markets as a whole. The SEC has given no public explanation for this.

In a more promising recent development, the SEC’s Division of Corporation Finance issued no-action relief to
Exxon Mobil, confirming that it would not recommend enforcement action to the SEC under certain proxy rules if
Exxon Mobil implemented a retail voting program as set forth in its request letter.>* Exxon Mobil highlighted in its
no-action request that at its most recent annual meeting, while retail investors held nearly 40% of the company’s
outstanding shares, only one quarter of those retail investor shares were voted. Exxon Mobil’s retail voting
program is designed to simplify the voting process. Retail investors can opt in to the free program to submit
standing voting instructions; they can opt out or override those instructions at any time.

52 Notice of Filing of Proposed Rule Change Amending Section 302.00 of the NYSE Listed Company Manual to Exempt Closed-End Funds Registered
Under the Investment Company Act of 1940 From the Requirement to Hold Annual Shareholder Meetings, SEC Release No. 34-100460, 89 Fed.
Reg. 56447 (July 9, 2024); and Notice of Filing of a Proposed Rule Change, as Modified by Amendment No. 1, To Exempt Closed-End Management
Investment Companies Registered Under the Investment Company Act of 1940 From the Annual Meeting of Shareholders Requirement Set Forth in
Exchange Rule 14.10(f). SEC Release No. 34-100473, 89 Fed. Reg. 57491 (July 15, 2024).

5

@

Notice of Filing of a Proposed Rule Change to Exempt Closed-End Management Investment Companies Registered Under the Investment Company Act
of 1940 That Are Listed as of or After May 20, 2025 from the Annual Meeting of Shareholders Requirement Set Forth in Exchange Rule 14.10(f), SEC
Release No. 34-103166, 90 Fed. Reg. 24172 (June 6, 2025); and Notice of Filing of Proposed Rule Change Amending Section 302.00 of the NYSE Listed
Company Manual, SEC Release No. 34- 103244, 90 Fed. Reg. 25659 (June 17, 2025).

5

£

Exxon Mobil no-action letter. See also Iceboxes and Soapboxes: Remarks at the Meeting of the SEC Investor Advisory Committee, Commissioner
Hester M. Peirce (Dec. 4, 2025) (“I support broad shareholder engagement by enabling all shareholders to enter standing proxy voting instructions.
Mechanisms that facilitate shareholder voting make sense and may save the company money that would otherwise have been spent on drumming
up votes to meet quorum requirements.”).
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Summary of Our 2025 Survey Results

To gain insight into funds’ more recent proxy experiences, we conducted another extensive member survey in

late 2025. Sixty-two ICI member firms responded, representing about $38 trillion, or approximately 85%, of

US-registered fund assets at year-end 2025.

The 2025 survey had four broad sections.

»

»

»

»

Section 1 asked about special proxy campaigns (including, for example, director elections and approvals
of advisory contracts) for all fund types, including mutual funds, ETFs, BDCs, and CEFs.

Section 2 asked about uncontested annual proxy campaigns for listed CEFs.
Section 3 asked about contested proxy campaigns or shareholder proposals for listed CEFs.

Section 4 asked about proposals to change a fund'’s status from “diversified” to “non-diversified” under
the 1940 Act.

We summarize below the survey results, which show a worsening fund proxy system.®®

Overview of Costs and Challenges by Campaign Type

For each of the three campaign categories listed above, we asked for similar information:

»

»

»

»

»

»

Since January 1, 2020, has your fund complex had any proxy campaigns?

For shareholder meetings since January 1, 2020, please indicate how many of your campaigns had total
costs within specified ranges.>®

Overall, when comparing your pre- and post-2020 fund proxy campaigns, how has the degree of difficulty
for conducting campaigns changed?®’

Please briefly explain why these campaigns have gotten easier or harder in recent years.%®
Overall, when comparing your pre- and post-2020 fund proxy campaigns, how have the total costs changed?>®

If you have observed changes in total costs, please briefly explain the reasons for the changes.

All cost estimates presented below are conservative for at least two reasons: (i) not all fund complexes

completed the survey; and (ii) most respondents did not attempt to report internal proxy campaign costs,

including personnel time spent preparing proxy materials, assisting with solicitation strategy, providing in-house

legal assistance, and overseeing and coordinating efforts with third parties. The numbers below are better

thought of as easily quantifiable costs paid to third parties in connection with fund proxy campaigns, including

legal, printing, and solicitation costs.

% Data and narrative responses in this section reflect the views of survey participants.

% These dollar ranges differed by category and are presented in the sub-sections below.

7 The choices were: “They've gotten significantly easier; They've gotten slightly easier; They're about the same; They've gotten slightly harder; They've
gotten significantly harder; and Other (please explain).”

% The narrative responses from respondents provided below are in some cases summarized to reduce redundancy (e.g., where multiple respondents
gave similar answers). The quoted responses are mostly verbatim but have been edited slightly for clarity and readability.

% The choices were: “They've gotten significantly cheaper; They've gotten slightly cheaper; Theyre about the same; They've gotten slightly more

expensive; They've gotten significantly more expensive; and Other (please explain)
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And unlike the 2019 ICI Report, this survey did not analyze how the proxy system'’s high costs and challenges
discourage funds from taking beneficial actions related to fund policies (e.g., seeking to change fundamental
policies), governance (e.g., seeking to add board members), and operations (e.g., seeking to merge funds).5°

The costs of this inactivity are hard to quantify, but very real and persistent. In the case of fund mergers,
foregoing these transactions means that many investors are missing out on reduced fees and expenses, as
mergers often produce these benefits for both acquired and acquiring fund shareholders.®'

Special proxy campaigns (all funds)

The data show a wide range of campaign costs, with some costing millions. About 5% of 362 special campaigns
reported by survey participants between 2020 and 2025 each cost more than $10 million, and four cost more
than $50 million. And another 58% of campaigns reported by survey participants cost between $100,000 and $10
million (Figure 1). In aggregate, the total estimated costs for these special campaigns in the sample are between
$621 million and $1.06 billion.5?

50 See Section IV.B of the 2019 ICI Report.

1 See Lopez Rago, Ricardo A. 2026. “When Funds Merge: What Happens to Fees? Evidence from Acquiring Mutual Funds and ETFs," at 1 (The paper
states, “The results suggest that mergers are generally associated with lower fees for investors in acquiring funds...."). Also, “While acquired funds
are not observable after the merger, the lower average fees in the post-merger acquiring funds suggest that investors from acquired funds likely
benefited as well (assuming they remained in the merged entity).” Id. at 3.

6!

B

The lower end of this range is calculated by multiplying the number of special campaigns in each total cost bucket by the smaller value in each
bucket. These values are then added across the total cost buckets up to $25 million. This total is added to the actual costs for the six special
campaigns that each cost more than $25 million (for which we had specific amounts). The higher end estimate is calculated similarly, but it uses the
larger value in each bucket across the total cost buckets up to $25 million.
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FIGURE 1

Special Proxy Campaigns Can Cost Millions
Percentage of campaigns reported by survey participants

39.2%
37.3%
9.4%
7.2%
1.9% 3.3%
- 7o - 0.6% 1.1%
<$100,000 >$100,000 >$500,000 >$1 million >$5 million >$10 million >$25 million  >$50 million*
and and and and and and

<$500,000 <$1 million <$5 million <$10 million <$25 million <$50 million

Total cost for a given special proxy campaign

* Data in this category include campaigns with total costs of $64 million, $87 million, $92 million, and $111 million.

Note: Among the 62 survey participants, 54 indicated that their complex has had at least one special shareholder meeting for their funds
since January 1, 2020. The total number of special shareholder meeting campaigns reported by survey participants was 362.

Some campaigns tend to be lower cost, and 37% of the special campaigns reported by survey participants cost
less than $100,000. Lower-cost campaigns (which included larger and smaller fund complexes alike) tend to
have one or more of the following characteristics:

» They are often limited in scope; they may include only a single item for a single fund.

> The proposal’s substance allows broker-dealers to vote uninstructed shares (e.g., uncontested director
elections) under applicable regulation.5?

v

v

They may have a less demanding quorum requirement (e.g., director elections).

» The funds have shareholder bases requiring little or no follow-up solicitation, due to one or more of the following:

- Relatively large percentages of institutional investors, which are much more likely to vote;
- Relatively large percentages of shareholders that can, and do, “echo vote”;%*

- Greater knowledge of and visibility into the shareholder base, allowing more efficient direct
communications; and/or

3 See infra, note 74 and accompanying text.

4 This is a common feature of insurance-dedicated funds and fund of funds arrangements. “Echo” (or “mirror”) voting occurs when a fund shareholder
votes all of their shares in the same proportion (e.g., “for” and “against”) as the vote of some or all of the other shareholders.
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- Relatively concentrated shareholder bases (i.e., individual shareholders holding large percentages
of a fund’s shares), where the large shareholders vote.

Funds often know whether they have these factors in their favor, and they are much more likely to seek
shareholder approval of items when their anticipated costs and difficulties are more manageable. Thus, there
is a high degree of “self-selection bias"—funds will pursue many proposals only if they believe they can conduct
relatively efficient and cost-effective campaigns. This suggests that campaigns are likely even more difficult
than some of these results indicate.

By contrast, complex-wide campaigns for large fund families (which typically have large numbers or high
percentages of retail shareholders and accounts) are unavoidably expensive, even when they are straightforward
and involve a less demanding quorum requirement (e.g., director elections). When these campaigns also include
one or more items requiring a 1940 Act Majority, costs escalate.

These survey results include many expensive campaigns:

» Forty-one campaigns had costs between $1 million and $10 million.
» Twelve had costs between $10 million and $25 million.

» Six had costs greater than $25 million: specifically, $25 million, $26 million, $64 million, $87 million, $92
million, and $111 million.

As previously reported, we know of two pre-2020 fund proxy campaigns that exceeded $100 million,®® one of
which would be $207 million in today’s dollars.

Even the most newsworthy corporate proxy “fights” (typically contested directed elections) fall short of these
higher-end fund numbers. Disney estimated the cost of its widely-publicized 2024 contested director elections—at
the time dubbed “the priciest shareholder fight ever”—to be about $40 million.%® The Procter & Gamble and Gildan
Activewear proxy fights were similarly contentious and public, and were estimated to cost their companies tens of
millions of dollars.%” By contrast, these fund campaigns were comparatively tame and commonplace—not a “fight”
in the bunch. That at least six fund campaigns in the past 20 years were each more expensive than Disney’s makes
the total costs for fund proxies all the more difficult to rationalize.

% See 2019 ICI Report, at 10.
° "The Priciest Shareholder Fight Ever s Headed to Disney’s Boardroom.” WSJ (Feb. 1,2024).

o7 “The Case For Trian’s Nelson Peltz Joining P&G’s Board,” Forbes (Oct. 31,2017) (providing P&G's estimate of its proxy costs of $35 million); and
“There’s no war without cost” Gildan’s proxy fight racked up USS77-million in expenses,” Institute for Governance (Aug. 1, 2024).
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Finally, we note that “cost” is a relative term—the size of a fund and its adviser impacts how well it can bear
costs of varying magnitudes. Also, a lower total cost in absolute terms for a small fund campaign may still be
much more costly for that fund in relative terms. ICI's Small Funds Committee members have been particularly
engaged on these matters and vocal in their desire for reform,®® in part because internal personnel at smaller
complexes are less able to absorb a campaign’s burdens. Given these limitations, smaller complexes are
frequently more reluctant to launch proxy campaigns unless absolutely necessary. As mentioned above, inaction
can itself be a burden (e.g., if funds are unable to change policies that they regard as sub-optimal). And smaller
funds may be subject to expense caps, meaning the advisers will absorb a greater percentage of proxy costs.

Additionally, survey responses indicate that special proxy campaigns have trended in a troubling direction since
2020—they are becoming harder to conduct successfully and are more expensive. When asked how their more
recent campaigns compared to their pre-2020 campaigns in terms of difficulty and cost, no respondent found
the process to be easier. And just one stated that the process had become slightly cheaper for its firm. Most
survey participants indicated that special proxy campaigns have become either slightly or significantly harder
and more expensive since 2020 (Figures 2 and 3).

FIGURE 2

Conducting Special Proxy Campaigns Has Become Harder Since 2020
Percentage of survey participant responses

Comparing pre- and post-2020, the difficulty in running efficient special proxy campaigns is now:

31%
35%
Slightly harder
Significantly harder
No survey participant indicated that
special campaigns had become
“slightly” or “significantly” easier.
N%
Other*

22%

About the same

* Three survey participants indicated they had no campaigns before 2020 on which to base a comparison. Two indicated that the comparison
is too difficult because the campaigns before and after 2020 differed in complexity. One indicated that the campaigns differed in difficulty
between “about the same” and “significantly harder.”

8 See, e.g, Letter from Neil Hennessy and Teresa Nilsen, Hennessy Advisors, Inc., to the SEC (Sept. 6, 2018).
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FIGURE 3

Special Proxy Campaigns Have Become More Expensive Since 2020
Percentage of survey participant responses

Comparing pre- and post-2020, the total costs for running special proxy campaigns are now:

33%

2% - .
Significantly more expensive
Slightly cheaper

1%
Other* No survey participant indicated
er that special campaigns had
become “significantly” cheaper.
17%

About the same
37%

Slightly more expensive

* Three survey participants indicated they had no campaigns before 2020 on which to compare (though one indicated that itemized costs
increased in 2021 compared to 2020). One noted its pre-2020 campaign was more expensive because of automation. One indicated that the
comparison is too difficult because the campaigns before and after 2020 differed in complexity. One indicated that its campaigns differed in
cost between “about the same” and “significantly more expensive.”

Respondents offered the following reasons for why these special campaigns have gotten harder in recent years:
» Twenty-one identified general issues with identifying and reaching shareholders, noting:

+ Itis “harder to contact/connect with end-voting shareholders, particularly smaller retail shareholders.”

« “There is limited transparency into who makes up the shareholder base, making it more difficult to
engage with retail shareholders.”

» Thirteen identified decreased retail shareholder participation. Comments included:

+ “While we have been able to benefit from improved technology, complacency among investors
regarding fund shareholder meetings has increased, resulting in challenges to meet quorums and
achieve vote thresholds to pass proposals.”

- “Shareholder apathy in proxy voting is significantly more prevalent among wealth clients and retail
investors compared to institutional investors, who participate more actively.”

» Thirteen identified intermediary fund ownership:

+ ‘“Increased intermediary account ownership, which leads to less transparency of the end voter.”

« “Intermediaries continue to establish more broker-controlled accounts, which in turn create additional
Objecting Beneficial Owner (OBO) accounts—these are significantly harder to communicate with.”
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» Ten identified increased shareholder skepticism, e.g., that solicitations may be scams or phishing attempts:

- “Retail investors have become more difficult to solicit over time (including greater skepticism of
campaigns as a scam/phishing exercise and less responsiveness to hard copy mail).”

< “They do not answer phone calls from numbers they don’t recognize. Emails are equally difficult [as
a means of communication, given] the general fear of spam/malicious email.”

» Seven identified issues related to “broker non-votes,”® noting:

+ “Broker-dealers are also changing the way they take part in proxies and don’t partake in the broker
non-vote and revocations in the same way they used to.”

+ “It's become more challenging to get retail shareholders to participate in proxy campaigns—particularly
those involving ‘non-broker vote’ items.”

» Two identified less “echo voting”:

< “Some firms ..no longer ... echo vote [e.g., for IRAs].”

< “Echo voting is less prevalent as well and it's nearly impossible to get through to underlying 401(k)
plan participants.”

» The “oversized influence of duopoly of proxy voting advisory firms’ recommendations [are] influencing
institutional shareholders on vote direction, swinging the vote where there are large institutional
shareholder positions in certain funds.”

» “As the prevailing political environment becomes increasingly polarized, entities across various sectors
are subject to heightened scrutiny from clients regarding investment related decisions. In response to
such scrutiny, we believe numerous institutional investors have elected to adopt a neutral position on
proxy voting matters, frequently abstaining from participation in order to mitigate potential reputational
risks or stakeholder conflicts.”

» “RIAs [are] not voting for their clients.”

As for why campaigns had gotten more expensive:

» Twenty-five identified higher general solicitation/outreach costs associated with getting votes, noting:

+ “Increased solicitation efforts required to compensate for reduced shareholder participation
equates to more shareholder phone calls, increased required reminder mailings, meeting
adjournments, potential record date reset events etc.”

+ “It has become increasingly more difficult to obtain retail shareholder votes, thus requiring
engagement with a solicitation agent to obtain necessary votes.”

+ “More branded physical mailings [are needed] to get the vote.”

9 "Broker non-votes” occur with respect to non-routine matters. The record holder is present in person or represented by proxy at a shareholder meeting
(e.g., because it is voting on a routine matter, such as an uncontested director election—see infra, note 74 and accompanying text), but because the
beneficial owner has not provided the record holder with instructions on how to vote on the non-routine matter, the record holder cannot vote.
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» Sixteen identified increased postage costs (e.g., “The cost of paper and postage has increased over
the years.”).”°

» Eight identified increased vendor fees/costs:

+ “Proxy vendors, intermediaries and inflation have all increased pricing.”

+ “[Flees charged by solicitation firms have all increased.”
» Five identified increased costs associated with more shareholders:

« “The number of clients that must be contacted continues to grow as more retail clients enter the
investment market. This adds to the total communications that need to be distributed.”

» Two identified increased legal costs.

» The “increase in shareholders through intermediaries increases costs for solicitation [as does the]
proliferation of ETF shareholders.”

Some respondents noted lower costs that have helped to mitigate overall cost increases, or lower costs due to
smaller shareholder bases:

» Three identified decreased costs associated with electronic delivery methods:

+ “The adoption of e-delivery and the growth in managed accounts have helped to mitigate the costs
associated with extended solicitation periods.”

+ “While we can leverage e-delivery and other efficiencies, our fund complex has increased in size
and complexity, resulting in similar costs.”

» “Reduction in cost is due to smaller account population, not necessarily proxy manager fees.”

Annual contested campaigns for listed CEFs

Annual campaigns for listed CEFs tend to be expensive because of activist involvement, but like special campaigns
for open-end funds, the costs of contested proxy campaigns for listed CEFs can vary widely (Figure 4). For example,
costs can vary significantly depending on the size of the CEF and whether the activist campaign is targeting
multiple funds, with larger CEFs and multiple CEFs being targeted leading to increased costs. Importantly, costs
can increase based on the CEF's institutional ownership. If a fund manager knows that the activist and similar
arbitrageurs have significant ownership, or a proxy advisor has advised against voting with firm management and
there is heavy institutional ownership following proxy advisor recommendations, then the fund manager will spend
significantly more resources to get retail investors to vote. Unlike with open-end funds, costs are not derived from
reaching quorum but rather turning out shareholders to vote against the activist's agenda.

70 We understand that fund complexes and solicitors at times prefer paper solicitations because in certain circumstances it can generate higher
response rates. Also, the current NYSE processing fee schedule allows intermediaries and their servicers to charge the maximum allowable fee for
electronic delivery, which makes that option less appealing than it would otherwise be.
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Dealing with predatory activists—which have been far more aggressive and sophisticated post-2020—has made
contested proxies both more difficult (Figure 5) and costly (Figure 6). No survey participant indicated that

the difficulty of conducting contested proxy campaigns has become either “slightly” or “significantly” easier
since 2020, nor did any state that the costs of these campaigns have become either “slightly” or “significantly”
cheaper. In aggregate, the total estimated costs for the 39 contested proxy campaigns in the sample are
between $24 million and $36 million.”’

Further, many listed CEFs may experience these significant costs more than once, as many listed CEFs have

a staggered board structure. For an activist to take over a fund, it generally must launch two proxy attacks in
consecutive years to control the board. Other forms of activist “gamesmanship” can also drive costs significant
without benefit to retail investors.”?

ly

FIGURE 4

Contested Proxies for Listed CEFs Can Be Very Costly
Percentage of campaigns reported by survey participants

25.6%

17.9% 17.9%
l l 12.8% 12.8% 12.8%
<$100,000 >$100,000 and >$250,000 and >$500,000 and >$1 million and >$2 million
<$250,000 <$500,000 <$1 million <$2 million

Total cost for a given contested proxy campaign

Note: Among the 62 survey participants, nine indicated that their complex has had at least one contested annual proxy campaign for their
listed CEFs since January 1,2020. The total number of contested proxy campaigns of listed CEFs reported by survey participants was 39.

71 The lower end of this range is calculated by multiplying the number of contested proxy campaigns in each total cost bucket by the smaller value in

each bucket. These values are then added across the total cost buckets up to $2 million. This total is added to the actual costs for the five contested
proxy campaigns that each cost more than $2 million (for which we had specific amounts). The higher end estimate is calculated similarly, but it uses

the larger value in each bucket across the total cost buckets up to $2 million.

72 See infra, note 100 for additional information about these tactics and our related recommendations.
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FIGURE 5

Contested Proxies for Listed CEFs Have Become More Difficult as Predatory Activism
Pervades the Market

Percentage of survey participant responses
Comparing pre- and post-2020, the difficulty in running contested proxies is now:

22%
33%
Significantly harder
Slightly harder

No survey participant indicated
that contested proxies for listed
CEFs had become “slightly” or
“significantly” easier.

33%

Other*

N%

About the same

* Two survey participants stated they had no basis for a pre- and post-2020 comparison. One stated that activists are more aggressively
targeting the CEF.
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FIGURE 6
Contested Proxies for Listed CEFs Have Become More Expensive
Percentage of survey participant responses

Comparing pre- and post-2020, the total costs for running contested proxies are now:

33%
22%

Significantly more expensive
Slightly more expensive

No survey participant indicated
that contested proxies for listed
CEFs had become “slightly” or
“significantly” cheaper.

22%

Other*

22%

About the same

* One survey participant stated it had no basis for a pre- and post-2020 comparison.

Respondents offered the following reasons for why these contested CEF campaigns had gotten harder in recent years:
» Five identified activist activity, with responses including:

+ “Increased activist activity with short term profit goals [act] to the detriment of the fund’s long term investors.”

+ “Activists have more capital than in the past and can buy enough shares to control the outcome with
little to no support from proxy advisory firms, individual investors, or other institutional investors. This
requires a more robust solicitation to reach retail investors and encourage them to cast votes.”

» Two identified decreased retail shareholder participation and the difficulties encountered with solicitation:

+ “It's become more challenging to get retail shareholders to participate in proxy campaigns—particularly
those involving ‘non-broker vote’ items.”

As for why these contested campaigns had gotten more expensive:

» Four identified higher costs associated with overcoming activist shareholders (e.g., “Increased solicitation
costs to overcome votes in favor of dissent proposal by activist investors.”).

» Three identified higher general solicitation/outreach costs associated with getting votes (e.g., “More
robust proxy solicitation is required to reach retail investors.”).

» “Print/mailing costs and fees charged by solicitation firms have all increased; counsel fees and internal
time spend is significantly higher in contested meetings.”
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Annual uncontested campaigns for listed CEFs

Uncontested annual meetings for listed CEFs are more routine in nature. Listed CEFs plan for these annual
campaigns as part of their standard operations. These campaigns tend to be narrow in scope (e.g., typically one
fund) and uncontroversial. Director elections generally have lower quorum and approval requirements when
compared with 1940 Act Majority Items.”® Moreover, NYSE Rule 452 permits brokers to vote customers’ shares
without customer instruction for “routine” matters, which includes uncontested director elections for listed CEFs,
and helps ease burdens for these campaigns.’*

As aresult, these campaigns tend to be relatively inexpensive (Figure 7). However, difficulties in soliciting
retail votes have made uncontested campaigns for listed CEFs both slightly harder and slightly more expensive
post-2020 (Figures 8 and 9). The total estimated costs for uncontested proxy campaigns in the sample are
between $29 million and $52 million.”®

FIGURE 7

Uncontested Proxy Campaigns for Listed CEFs Are Less Expensive, But Still Add Costs
Percentage of campaigns reported by survey participants

29.9%

23.1%

I ]8.6%

18.3%

6.6%
- 3.4%
—
<$10,000 >$10,000 and >$30,000 and >$60,000 and >$100,000 and >$250,000*
<$30,000 <$60,000 <$100,000 <$250,000

Total cost for a given uncontested proxy campaign

* The 24 campaigns with costs greater than $250,000 are all multi-fund campaigns.

Note: Among the 62 survey participants, 21 indicated that their complexes have had uncontested annual proxy campaigns for listed CEFs
since January 1, 2020. The total number of uncontested annual meetings of listed CEFs reported by survey participants was 698.

For various reasons, however, funds may solicit more extensively than the law strictly requires (e.g., even after reaching quorum) to establish broader
support for their director nominees.

7:

=

However, NYSE Rule 452 does not classify director elections for BDCs as a “routine” matter, which may impact costs for uncontested annual
meetings for listed BDCs as brokers cannot vote customers’ shares without customer instructions.

The lower end of this range is calculated by multiplying the number of annual uncontested campaigns in each total cost bucket by the smaller value
in each bucket. These values are then added across the total cost buckets up to $250,000. This total is added to the actual costs for the 24 annual
uncontested campaigns that each cost more than $250,000 (for which we had specific amounts). The higher end estimate is calculated similarly, but
it uses the larger value in each bucket across the total cost buckets up to $250,000.
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FIGURE 8

The Difficulty in Running Uncontested Proxy Campaigns for Listed CEFs is About the
Same or Slightly Harder Since 2020

Percentage of survey participant responses
Comparing pre- and post-2020, the difficulty in running uncontested proxies is now:

10%

Significantly harder

62% No survey participant indicated
that uncontested proxies for
listed CEFs had become “slightly”

or “significantly” easier.

About the same

29%

Slightly harder
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FIGURE 9

Total Costs for Uncontested Proxy Campaigns for Listed CEFs Have Become Slightly More
Expensive Since 2020

Percentage of survey participant responses

Comparing pre- and post-2020, the total costs for running uncontested proxies are now:
10%

Significantly more expensive

52%

Slightly more expensive
14%

Slightly cheaper*

No survey participant indicated that
uncontested proxies for listed CEFs
had become “significantly” cheaper.

24%

About the same

* Mergers, liquidations, and fewer shareholders are cited as reasons why total costs for uncontested proxy campaigns for some survey
participants have become slightly cheaper.

Respondents offered the following about the degree of difficulty for uncontested CEF campaigns:

» Four identified issues related to negative recommendations by proxy advisory firms, such as to “withhold”
votes even when the director slate is uncontested:

« “Recently, the campaigns have become slightly more difficult when [the proxy advisory firm] makes
a negative recommendation.”

+ “We have received withhold recommendations from proxy advisory firms in certain instances, which
have created a loop of withhold voting which then prompts new withhold recommendations.”

» Four identified issues related to decreased retail shareholder participation and the difficulties encountered
with solicitation, with one observing: “It's become more challenging to get retail shareholders to participate
in proxy campaigns; telephone solicited votes are often the most effective — but this approach involves
significant time and expense.”

» Two identified issues related to brokers not voting on routine matters (e.g., “Some firms no longer participate in
broker voting for routine items. This requires some additional solicitation.”).”®

» “Getting institutional votes in on time for our directors.”

76 See 2019 ICI Report, at 6-7 for a discussion of this development.
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On the other hand:
» “Uncontested (routine) votes are ... much less complex.”
On cost trends for these uncontested CEF campaigns:

» Six identified higher general solicitation/outreach costs associated with getting retail votes.

» Five identified increases in postage and printing costs.

» Three identified increases in fees charged by vendors.

» Two identified cost changes related to intermediaries not exercising their discretionary voting ability.

» Two identified increased engagement costs relating to proxy advisory firm recommendations. (e.g., “This
has been due to dealing with various proxy advisory firm issues.”).

On the other hand:

» “Fund mergers have reduced expenses.”

» “The expense increases in these campaigns have been relatively minor, and generally relate to items such
as amount of printed materials requested, postage, ...etc.”

» “The number of shareholders has decreased which means less to mail/email to.”

Changing Fundamental Policies From “Diversified” to “Non-Diversified”

Section 5(b) of the 1940 Act divides management companies into “diversified” and “non-diversified”
companies.’” A fund wishing to change its sub-classification from “diversified” to “non-diversified” must first
receive shareholder approval.’®

Ordinarily, a fund with a broadly diversified investment portfolio can designate itself as “diversified” and

operate comfortably as such. However, in recent years certain market trends have made continued operation

as “diversified” difficult-to-impossible for many funds. Most notably, the rise and growth of the “Magnificent
7"—Alphabet (parent company of Google), Amazon, Apple, Meta Platforms (parent company of Facebook and
Instagram), Microsoft, Nvidia, and Tesla—have created challenges for larg-cap equity funds (both active and
index) in particular. As of December 31, 2025, the weighting of the S&P 500 index’s largest constituent (Nvidia)
was 7.7% while the combined weighting of the index’s top 10 constituents was nearly 40%.”° For certain large-cap
growth indexes, the weightings are even more concentrated. As of December 31, 2025, the combined weighting
of the top 10 constituents for the Russell 1000 Growth Index was 59%.8°

7

N

The 1940 Act defines a “diversified company” as “a management company which meets the following requirements: At least 75 per centum of

the value of its total assets is represented by cash and cash items (including receivables), Government securities, securities of other investment
companies, and other securities for the purposes of this calculation limited in respect of any one issuer to an amount not greater in value than 5 per
centum of the value of the total assets of such management company and to not more than 10 per centum of the outstanding voting securities of
such issuer.” It defines a “non-diversified company” as “any management company other than a diversified company.”

7

@

See supra, note 8.

7

)

Information derived using ETF holdings from Morningstar Direct.

& /d.
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The SEC staff recognized the issue to some extent when it issued a no-action letter to Stradley Ronon Stevens
& Young, LLP, in 2019.8" The staff stated that it would not recommend enforcement action to the SEC against
an index-based fund that exceeds the limits for a diversified fund, based on the facts and representations

of the request letter. However, this letter did not extend to active funds and provided only partial relief to

index funds.®2 Consequently, the challenges of diversified status arising from the increased concentration

of equity markets has been a nettlesome issue for many funds over the past several years. Funds have had

to decide between pursuing their investment objectives and strategies in a compromised way (for index
funds, this means departing from the returns of their chosen indexes; for active funds, this may mean forced
underweightings of companies or sectors that the portfolio managers like)®® and “biting the bullet” and
seeking shareholder approval to become “non-diversified.”

Many funds have chosen this second path, and we asked several granular survey questions about each proposal
of this kind since 2020:

» Reason for the change (i.e., increasing concentration of investable assets within strategy, or “other”);

» Fund type (i.e., equity, bond, or hybrid);

» Strategy type (i.e., active or passive);

» Number of meeting adjournments;

» Whether the campaign required a record date reset and an entirely new campaign;

» Ultimate outcome (i.e., pass, fail due to lack of quorum, or fail due to insufficient affirmative
shareholder support);

» Percentage of votes “for” proposal (for and against votes only);®*
» Percentage of votes “for” proposal (all votes present);®® and

» Total proxy costs for the fund.

We concluded this section by asking respondents if they had any funds whose status they were considering
changing, and if so, the reason(s) that had prevented them from doing so.

Survey participants identified 73 funds between 2020 and 2025 that sought shareholder approval to change
from “diversified” to “non-diversified.” Of these, 70% did so because of the increasing concentration of investable
assets within the strategy, and another 26% stated more generally they wanted to increase the investment
flexibility of the fund. Some additional findings from these survey questions included the following:

8

Stradley Ronon Stevens & Young, LLP, SEC Staff No-Action Letter (June 24, 2019) (“Stradley no-action letter”) (permitting index-based funds to exceed
the limits of a “diversified company” (as defined in the 1940 Act) in certain circumstances without shareholder approval).

8!

N

In the letter, the relief extends only to an “index-based fund,” defined as “a registered open-end fund or exchange-traded fund that seeks to track
the performance of an unaffiliated target broad-based index by investing all or substantially all of its assets in securities that comprise the index in
approximately the same proportion as such securities’ weighting in the index.”

8.

@

Some diversified funds may seek to obtain desired exposures through derivatives, but we understand that this can be costly and therefore less than
ideal in some cases.

8

®

Here, we asked respondents to calculate this figure as follows: Total shares for/Total shares for + Total shares against.

8

@

Here, we asked respondents to calculate this figure as follows: Total shares for/Total shares for + Total shares against + Total shares abstained +
Total broker non-votes.
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Similar to other special proxy campaigns, the costs for these proposals can vary widely. Costs for the
proposals in the sample totaled $66 million, averaging more than $900,000 per fund. Three of the funds
each incurred costs exceeding $5 million.

The vast majority (97%) were actively managed equity funds. Given the relief available for some index
funds in the Stradley no-action letter, this is not surprising. The sample also included one index equity
fund and one actively managed bond fund.

More than one-third of the funds required at least one adjournment to meet quorum, with 15% requiring
one, 16% requiring two, and 3% requiring three or more adjournments.

Six funds in the sample (about 8%) ultimately failed because of their inability to meet quorum. None failed

due to a lack of affirmative support from voting shareholders.

Voting shareholders favored these proposals by wide margins. An average of 85% of shares represented at

these shareholder meetings voted “for” these items (Figure 10) using the 1940 Act’s approval standard, which

effectively treats broker non-votes and abstentions as votes “against” the proposal. Excluding abstentions
and broker non-votes, the average percentage of votes cast “for” these items jumps to 92%. The views of fund

shareholders are largely aligned with those of fund management and fund boards on these matters, results
nearly identical to all 1940 Act Majority Items covered by the 2019 ICI Report.8®

FIGURE 10

Voting Shareholders Strongly Favor "Diversified-to-Non-Diversified" Proposals
Percentage of votes “for” proposals averaged across funds, by vote base

92%
85%

All votes present* For and against votes only

* All votes present includes abstentions and broker non-votes, along with votes “for” and “against.” The second bar includes only votes cast
“for” and "against” the proposals.

Note: Among the 62 survey participants, 23 indicated that their complex has had funds seek shareholder approval to change their status
from “diversified” to “non-diversified” under the 1940 Act since January 1,2020. These 23 complexes provided data for 73 funds.

8 See 2019 ICI Report, at 24. That survey included a broader range of proposals. There, an average of 85% of shares represented at shareholder
meetings voted “for” the proposals, with the number climbing to 94% when abstentions and broker non-votes were excluded.
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Given the significant weight of “Magnificent 7" stocks in various indexes, many “diversified” funds are
consistently monitoring whether they can continue as such. Seven survey participants are actively considering
changing 26 of their funds to “non-diversified.” And while firms have different reasons that to date have
prevented them from proposing this switch, the leading reason given among survey participants is the costs and
challenges of seeking shareholder approval (Figure 11).

FIGURE 11

The Costs and Challenges of Obtaining Shareholder Approvals Are the Primary
Impediment to Switching to Non-Diversified

Percentage of survey participant responses

86%

29% 29%
14%
Costs and challenges of Concerned that one or The long-term Other*
seeking shareholder more funds may have to rationale/benefits of
approval for the change switch back to “diversified” being “non-diversified”
in the future are unclear

* QOther reasons included avoiding a potential divergence in status among similar funds in the same fund complex and “match[ing] the retail
strategy due to a changle] in the sub-adviser.”

Again, this is only a subset of 1940 Act Majority Iltems (and an even smaller subset of total fund proxy items), but
it once again demonstrates that the proxy process itself is distorting decision-making by advisers and boards.
The same no doubt holds true across other proposal types.

Additional Feedback From Survey Respondents
We concluded the survey by asking respondents to provide any additional information, or noteworthy aspects of
recent campaigns, that would be helpful for ICI to understand. Respondents offered the following:

» Ten emphasized that quorum requirements are difficult to reach:

+ “Quorum requirements in the US are too difficult to reach anymore, especially when you consider
the major shift from direct fund complex investments to intermediated assets and the lack of
transparency that comes with that for who our shareholders are.”
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+ “Our % of votes in favor were extremely high but we were forced to adjourn and reconvene several
times due to our inability to reach quorum.”

+ “We avoid campaigns requiring shareholder voting unless it is absolutely necessary. It is almost
impossible to achieve quorum and is extremely costly to our funds.”

» Eight emphasized reaching shareholders and encouraging them to vote:

+ “We believe retail shareholders have an important voice and need an easier mechanism to vote
their shares.”

< “The general public, including fund shareholders, are generally on high-alert for fraud these days
and many have a ‘stop bothering me’ mentality; when we have to continually reach out to retail
shareholders in the hopes of generating voter participation, folks become frustrated, not to mention
concerned, as to whether or not the reach-outs are legitimate or related to attempted fraud.”

« “The requirement to file all shareholder communications became complicated. Any attempt at
making solicitation sound personal (rather than spam or a scam) was hampered by the requirement
to file anything and make it uniform.”

» Eight identified the significant costs associated with proxy campaigns:

+ “The aggregate budget authorized for [a current] campaign is $5 million, and we estimate that
$3-4 million will be spent on proxy solicitor costs. Despite employing a comprehensive outreach
strategy—including mail, electronic mail, outbound telephone calls, and text messaging—we believe
an adjournment will be necessary for at least one fund.”

+ “For our 2025 complex-wide proxy, seventy-three percent of [our] cost is for solicitor expenses,
reminder mailings, and postage fees to obtain votes from our beneficial shareholders.”

» Five emphasized issues with vendors:

< “Access to information is also very expensive as [vendor] owns and charges for each inquiry/mailing.”

< “Certain vendors control this market and charge substantially unfair pricing for the services they
provide, only because they have a monopoly on the NOBO [non-objecting beneficial owner]/OBO
population.”

- “Because there is one service provider that maintains data for the vast majority of broker controlled
accounts, there is a disincentive to use a third-party solicitor other than that service provider.”

» Four noted that proxy-related challenges prevented a fund from taking specific actions or forced other
actions, including fund liquidations:

+ “The uncertainty of successfully getting sufficient participation and the associated costs and other
burdens of soliciting shareholder approval of certain matters has led us to either not take action or
take alternative action.”

+ “While we have not had proxies in the requested time frame, we have had them in the past, and
as a small firm, they are painfully expensive, and typically take multiple solicitation rounds, and
unfortunately [we] had to close a fund due to a lack of responses.”
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» Four emphasized issues related to intermediary fund ownership (e.g., “Retail investors coming into a fund

through an intermediary often don't know the holdings within their accounts.”).

» “Based on shareholder votes, all of our proposals were passed with high percentage of approval. There
were a number of inquiries from the shareholder financial advisors as to why such seemingly standard or

non-controversial items that didn't affect shareholder fees or investment objectives were required to go to proxy.

» “As our product line shifts towards ETFs from traditional mutual funds, tracking the status of proxy
campaigns and soliciting shareholders becomes more difficult, since we generally have less information
about the underlying owners of ETF shares.”

» “Another timely topic is dual [i.e., ETF] share class relief — as it becomes prevalent in the industry, a
consideration for sponsors will be to evaluate similar or clone mutual funds and ETFs for consolidation.
However, funds that were launched over different time periods may have different diversification and
fundamental investment restrictions which will require a shareholder proxy to consolidate which could b
a costly exercise to deliver a more scalable structure.”

» “In many cases, it seems that the costs to shareholders for proxies outweighs the protections that the
shareholder vote requirement was intended to provide. Perhaps shareholder approval should be limited
to material changes to investment management and distribution agreements (other than sub-advisory
agreements covered under an exemptive order).”
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IClI's Recommendations

The fund proxy system is poorly-functioning for a few broad reasons: Funds do not know the identities of all their
shareholders and cannot easily reach them; communications with fund shareholders are expensive; and when
reached, fund shareholders often do not vote promptly in sufficiently large numbers. When funds must solicit
their non-voting shareholders multiple times, costs skyrocket and burdens (on all) grow. For listed CEFs and
BDCs, these inefficiencies can create existential issues during contested proxy campaigns and allow activists to
implement their agendas for their own benefits at the expense of long-term retail shareholders.

Consequently, there is no single fix—multiple links in this chain are weak and require strengthening. Each individual
recommendation would do some good, while collective implementation would significantly improve the status quo.
We therefore strongly recommend an “all of the below” approach to reform, which, depending on the item, could be
achieved through rulemaking, exemptive relief, or staff action (e.g., no-action letters). The SEC or staff should:

» Create a new third way—to complement the two existing statutory ways—to approve 1940 Act Majority
Items. The highest hurdle for most fund campaigns is reaching quorum, which for 1940 Act Majority

Items is more than 50% outstanding voting securities. Our Supermajority Recommendation couples a
lower quorum requirement (more than 33'/3%) with a higher affirmative vote requirement (at least 75%).8”
As an additional protection, we recommend coupling this new method with a requirement that a fund's
board unanimously approve the proposed action presented for shareholder approval.8®

ICI's Supermajority Recommendation would significantly reduce follow-up solicitation costs (and
therefore overall proxy costs) for campaigns that include 1940 Act Majority Items. Of the $373 million in
total proxy campaign costs from our 2019 analysis, the high-end estimate of follow-up solicitation costs
was $229 million (or 61% of total campaign costs), and the low-end estimate was $158 million (or 42% of
total campaign costs).

» Adopt alternatives to shareholder approval for certain 1940 Act Majority Items. In some instances,
safeguards other than shareholder voting would effectively protect investors’ interests at a lower cost.

For instance, we see no compelling policy reason to require shareholder approval of proposed changes to
all policies that funds designate as “fundamental,”®® particularly where the fund’s board has approved the
change and shareholders receive advance notice of it.

We therefore recommend that the SEC consider replacing shareholder approval for these fundamental
policy changes with the disclosure-oriented approach of Rule 35d-1.°° The 1992 Report recognized that
not all changes to fundamental policies warranted shareholder approval, and it recommended eliminating

8

<

We propose the following language: “A fund will be deemed to have received a ‘vote of a majority of the outstanding voting securities of a company’ with
'75% or more of those shares affirmatively voting at such meeting, if the holders of more than one-third of the outstanding voting securities of such
company are present or represented by proxy.” If a fund’s organizational documents or state law require a higher quorum requirement, such requirement
would continue to control. This recommendation could be implemented through Commission rulemaking or through other means, such as Commission
class exemptive relief or staff no-action relief.

8

&

Further, we propose continuing to treat broker non-votes as present for quorum purposes (consistent with current interpretation) but not treating
them as votes against the proposal. We explain this in more detail and provide examples in Appendix A to the 2019 ICI Report.

8f

©

See supra, note 8.

9

S}

Among other things, Rule 35d-1 permits a fund, subject to certain conditions, to change an investment policy tied to its name (i.e., a policy to invest at
least 80% of the fund's assets in investments, industries, countries or geographic regions, or investments that have, or whose issuers have, particular
characteristics suggested by the fund’s name--referred to as "names rule" policy) without a shareholder vote if it is not a fundamental policy under Section
8(b)(3) of the 1940 Act.
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shareholder approval for certain changes.®' Indeed, a fund’s 80% policy under Rule 35d-1 is often

more integral to its composition and operations than those policies that the 1940 Act happens to call
“fundamental.” With respect to the former, the rule in most cases allows for “names rule” policy changes
without shareholder approval.

Under Rule 35d-1, if a fund wishes to change a non-fundamental investment policy related to its name, the
fund must provide its shareholders with at least 60 days’ prior notice of the change, and the notice must
be separate and prominent.®? Under our recommended approach, fundamental policy changes should
continue to be subject to board approval and amendment of the fund’s registration statement.

More generally, this recommended approach would maintain shareholder protections, help rationalize
treatment of investment policies under the 1940 Act,’® and lower costs.®*

We believe our recommendation fulfills the policy objective behind Section 13 of the 1940 Act. While
legislative history related to Section 13 is limited, the abuses it was intended to address appear to

be funds making significant changes to their investment policies without shareholder approval or
notice.’® We believe that adequate advance notice of a fundamental policy change, coupled with
existing redemption and sales rights,’® more than suffice to protect shareholders from significant and
unannounced policy changes. Requiring shareholder approval on top of all this provides little investor
benefit at great cost.

As discussed above, many funds have changed their status from “diversified” to “non-diversified” in recent
years. The SEC staff has provided relief in this area via the Stradley no-action letter.*” However, only index
funds tracking broad-based indexes qualify for this relief, and based on the survey data described above,
changing a fund’s status is a significant burden. This is precisely the kind of policy change for which board

9

The 1992 Report recommended eliminating shareholder approvals for (i) “security-based loans” policies (encompassing use of repurchase
agreements, lending of portfolio securities, and purchase of privately-offered debt securities); and (ii) concentration policies where the fund wishes
to change from being "industry diversified" to "industry non-diversified". 1992 Report, at 279-282. With respect to security-based loans, the 1992
Report maintained that “[t]hese transactions generally have no more than a modest effect on an investment company’s overall risk or return.” With
respect to concentration policies, the Report noted that such policies “may prevent an investment company’s adviser from reallocating portfolio
assets among industries in a way that best reflects its analysis of current market conditions, even if such action would pose little or no risk to
shareholders.” Id. at 280.

9

N

This notice must (i) be in plain English in a document separate from any other documents; (i) state prominently, in bold-face type: “Important Notice
Regarding Change in Investment Policy [and [Fund] Name];” (iii) include this same statement on the envelope, or on the subject line of the email (or
other form of electronic communication), in which the notice is delivered; and (iv) describe the fund's investment policy, the nature of the change to
the policy, the fund’s old and new names, and the effective date of any policy and/or name changes (as applicable).

9!

@

Assuming the SEC acts on this recommendation, any changes should carry through to Rule 17a-8, so that differences in those fundamental policies
no longer requiring shareholder approval to change also would not trigger shareholder approval for affiliated mergers.

9.

=

We strongly disagree with the 1992 Report’s assertion that "potential cost savings resulting from the elimination of shareholder voting would be
significantly diminished by the continuing need to provide notice to shareholders of changes that are currently described in the proxy statement.”
1992 Report, at 275. While these costs in some cases may still be significant, they would require only one communication per shareholder, unlike
proxy campaigns where multiple follow-up solicitations (e.g., additional mailings and calling campaigns) are common.

9

a

See Report Accompanying S. 4108 from the Senate Comm. on Banking and Currency, 76th Cong., 3d Sess. (Jun. 6, 1940) (“A major problem in the
case of management companies is created by the absence of any legal requirement for adherence to any announced policies or purposes. Such
policies have often been radically changed without the knowledge or prior consent of stockholders.”); see also Alfred Jaretzki Jr., The Investment
Company Act of 1940, 26 Wash. U. L. Q. 303, 317 (1941) (“There have been cases where investment companies substantially changed the nature and
character of their business without stockholders’ approval or, indeed, without any notice to stockholders and opportunity for objection.”).

9

=3

Mutual fund shareholders have daily redemption rights. Shareholders of ETFs and listed CEFs can sell their shares on exchanges. The SEC could
allow unlisted CEFs and BDCs to change these policies in accordance with Rule 35d-1(f)’s provisions.

97 See supra, note 81 and accompanying text.
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approval and advance notice to shareholders should suffice. Alternatively, the staff should consider requests
to expand the current Stradley no-action letter relief, so that more funds—active and index—could benefit.

Similarly, we do not believe that changes to advisory arrangements should require shareholder approval
in all cases. For instance, board approval and advance shareholder notice should suffice for the adoption
of new or amended investment advisory or sub-advisory contracts where such changes (i) relate to the
appointment of an investment adviser or sub-adviser that is affiliated with the fund'’s current investment
adviser or sub-adviser, and (ii) would not increase fund fees.

Finally, we would note that the SEC has taken similar steps via rulemaking in the past. In 2001, the SEC
adopted Rule 32a-4, which exempts funds from seeking shareholder approval of their independent public
accountants if they satisfy certain conditions.®®

» Permit fund boards to appoint a greater number of new independent directors. The 1940 Act generally
requires that at least two-thirds of a fund’s board of directors be elected by the fund’s shareholders,?

strictly limiting the ability of fund boards to add new directors or fill vacancies without obtaining
shareholder approval. Fund shareholders typically bear the proxy costs associated with routine director
elections. Even a relatively straightforward director election campaign can be very expensive: since 2018,
we know of one such campaign that cost over $100 million, and another that cost nearly $50 million due
to the number of fund shareholders and the attendant costs of preparing, printing, and mailing even one
set of proxy materials to each shareholder. These disincentives can lead to extended periods between
the identification of potential board members and their election, which can deprive shareholders of new
expertise and perspective for years.

Fund boards should be permitted to appoint a greater number of new independent directors without
shareholder approval. It is appropriate to rely on the business judgment of the then-serving independent
directors to evaluate potential candidates and assess any potential conflicts of interest.

» Follow principles of federalism and let exchanges return to the states decisions on governance measures

that are not prescribed by federal law, specifically removal of the annual meeting requirement for listed
CEFs and BDCs. The annual meeting requirement presents a “hypothetical” benefit to long-term retail

shareholders as it presents the potential of change by allowing annual governance votes. Much like a tree
falling in the woods with no one to hear, that hypothetical benefit is not in fact being utilized fulsomely by
long-term retail investors. This is supported not only by common logic, as retail voters generally vote with
their feet, but also by hard data from Broadridge demonstrating the low propensity of non-discretionary
retail shareholders to vote, even on contested proxy matters where outreach is most intensive.

The harm that occurs from annual meeting requirements, however, is very real and concrete. Individual
long-term retail shareholders experience increased costs and potential disruption to their funds'
investment strategies. And markets more broadly have seen a freeze in listed CEF IPOs because sponsors
are unwilling to launch a fund that might be attacked. Any cost-benefit analysis should produce the same
result that Congress reached when adopting the 1940 Act. The legislative history indicates that Congress
considered requiring an annual meeting but decided against it. The SEC should defer to this decision

of Congress in enacting the 1940 Act and let exchanges return to the states governance decisions not
prescribed by federal law, which would allow for removal of any exchange’s annual meeting requirement

% See supra, note 13.

9 See supra, note 12. However, BDCs are not subject to Section 16(a) of the 1940 Act.
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for listed CEFs and BDCs. Doing so also would be philosophically consistent with Chairman Atkins’ views
on the interplay of state corporate law and the shareholder proposal rule.'°°

Permit funds to adopt retail voting programs similar to Exxon Mobil’s. We believe that the potential
benefits of such a fund retail voting program are likely even greater for funds than operating companies,

given the high retail share ownership, low retail shareholder participation rates, and resulting costs that
are common features of fund proxy solicitations.

Revise shareholder communication rules. Fund shareholders invest primarily through intermediaries,

and their shares are held in omnibus accounts in the intermediaries’ names. In some cases, multiple
layers of intermediation separate a fund from its ultimate beneficial shareholders, adding to the fund's
communication challenges. SEC rules limit the ability of funds to contact their beneficial owners, and
funds may not contact their OBOs directly. SEC rules further govern when a fund may obtain a list of its
shareholders who have not objected to such disclosure (i.e., “non-objecting beneficial owners,” or NOBOs).

As a practical matter, funds currently do not send fund materials to NOBOs directly because these NOBO lists
lack sufficient identifying information, and the fee imposed by the NYSE for obtaining these lists is prohibitively
high.®" Consequently, a fund may not know the identities of a large percentage of its shareholders. This
severely limits the fund’s ability to communicate with its shareholders to encourage voting.

We recommend that the SEC make the solicitation process more efficient and less costly by allowing
funds to deliver proxy materials directly to their shareholders. The SEC could require intermediaries to
maintain and provide lists of all fund shareholders and their delivery preferences to funds at a reasonable
cost—for distributing fund proxy materials and other fund regulatory materials—irrespective of their
status as an OBO or NOBO. Intermediaries already have this information about their fund-owning clients,
and generating it upon a fund’s request typically would not be difficult or costly. This practical and

fair suggestion would improve funds’ ability to identify actual share ownership on the record date and
communicate directly to their shareholders and lower their proxy solicitation costs (see directly below)—a
clear benefit for fund shareholders.’®?

100

101

102

See Keynote Address at the John L. Weinberg Center for Corporate Governance’s 25th Anniversary Gala, Paul S. Atkins, Chairman (Oct. 9, 2025)
(“Shortly after the Commission adopted the original version of Rule 14a-8, then-SEC Chairman Ganson Purcell explained that ‘[t]he right that [the
rule is] endeavoring to assure to the stockholders are those rights that he has traditionally had under State law.” If a shareholder does not have

a right to submit a proposal under state law—because it fails to satisfy requirements imposed by either state law or the company’s governing
documents—then what right is Rule 14a-8 assuring?”).

While broader proxy reform matters are outside the scope of this paper, other reforms would benefit retail shareholders of listed CEFs and deter
activist “gamesmanship” that can drive up costs without benefit. For example, activists may file their proxy materials and solicit before the CEF
is legally allowed to solicit, in an attempt to control the narrative with what some would characterize as incomplete information. Activists also
may repeatedly put forth contested proxies with no real intent to solicit on the proposal in an (unsuccessful) attempt to try to gain negotiation
leverage over the sponsors’ other funds where contested proxies are occurring. Both of these objectionable tactics could be remedied through
broader reform for the benefit of retail shareholders. First, a third party should not be able to file and solicit proxies unless the filing has complete
information, such as the actual date of the meeting. Second, the SEC should consider re-evaluating resubmission thresholds under Rule 14a-8,
which would help funds exclude repetitive proxy proposals that garner limited shareholder support.

See ICl Letter to the SEC, on Request for Comments on the Processing Fees Charged by Intermediaries for Distributing Materials Other Than

Proxy Materials to Fund Investors. (Oct. 31,2018) (“2018 ICI Letter”).

Funds could select their own vendor, negotiate a competitive price on behalf of fund shareholders, and then request a regulatory mailing list
from the intermediary and provide it to the fund'’s selected vendor. See 2018 ICI Letter for additional information regarding how the SEC could
accomplish this with respect to proxy and other regulatory materials.
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» Revise proxy processing fees. A surefire way to reduce costs for all fund proxy campaigns is to reform
the NYSE processing fee rules. The current NYSE framework effectively sets the rates at which
funds must reimburse NYSE member organizations (e.g., broker-dealers) for delivering disclosure
materials to beneficial owners, including fund shareholders, that hold shares in nominee name through
an intermediary. Although the NYSE fee schedule technically sets a maximum rate, in practice,
intermediaries have no incentive to negotiate lower rates with third-party vendors. This framework
excludes funds from the fee negotiation process and has long been controversial,'®® and the SEC'’s
Investor Advisory Committee has raised concerns with the status quo.’*

ICI has repeatedly—and in great detail—objected to this framework and offered multiple reform
recommendations.’® As discussed above, one idea would be allowing funds (or their chosen vendors)

to deliver their proxy materials directly to their shareholders. Permitting funds—not intermediaries—to
choose vendors and negotiate the fees that they pay would improve competition and lower fees. If the
SEC is unwilling to do so, ICI has also recommended that the SEC itself reform and take control of the fee
schedule.’®® But again, our preferred recommendations above would remove any entity—the NYSE or the
SEC—from the rate-setting thicket.

» Streamline proxy statement disclosure. We recommend that the SEC apply the layered disclosure
principles underlying the summary prospectus and tailored shareholder report (TSR) to proxy statements.
This would give funds the flexibility to provide their shareholders with printed materials more substantial
than the current notice (for those using the “notice and access” model for delivering proxy materials),'®’
but considerably more succinct than today’s complete proxy statements. This would be most beneficial
for combined multi-fund proxy materials, which in some cases exceed 100 pages.

103 See, e.g, Concept Release on the U.S. Proxy System, SEC Release No. 34-62495 (July 14, 2010), at 58 (“In summary, many issues have been
raised about [processing] fees, focusing mostly on whether the current fee structure for delivering proxy materials to beneficial owners
reflects reasonable rates of reimbursement.”). The NYSE fee schedule also permits certain controversial types of fees, including “preference
management fees” (or “suppression fees”), which effectively allow a per-account fee in perpetuity to suppress paper mailings (e.g., for
shareholders who have opted into e-delivery).

04 Recommendation of the SEC Investor Advisory Committee (IAC), Proxy Plumbing (Sept. 5,2019), at 6 ("[T]he SEC nevertheless could continue to
review its own rules and practices (as well as those of the stock exchanges) to ensure that they are not impeding technological improvements or
creating unnecessary barriers to competitive entry. Those rules include those requiring companies to reimburse DTC and intermediaries for their
costs in carrying out their roles in the proxy system, which may reduce the incentive of the companies entitled to reimbursements to invest in or
find ways to invest in improving the system or to cut costs.”).

105 See, e.g, ICl Supplemental Comment L etter to the SEC on Investment Company Reporting Modernization (Mar. 14, 2016); 2018 ICI Letter; ICI Letter with
Recommendations and Supporting Data for Facilitating Electronic Delivery of Information to Fund Shareholders (Sept. 10, 2020); ICI Letter to the SEC
on Order Instituting Proceedings to Determine Whether to Approve or Disapprove a Proposed Rule Change to Amend its Rules Establishing Maximum
Fees Rates to Be Charged by Member Organizations for Forwarding Proxy and Other Materials to Beneficial Owners (May 13, 2021) (“2021 ICI Letter”);
and ICl Recommendations for a Default E-Delivery Framework (Nov. 18, 2025).

In 2018, the SEC approved relatively minor changes to the NYSE framework that put guardrails around the application of “notice and access”
processing fees to certain documents, but the Commission has not otherwise reformed the processing fee system in response to extensive
industry engagement in the last decade. In 2018, the Commission requested comment on the processing fee framework and later directed funds,
intermediaries, vendors and other stakeholders to work together to examine the processing fee framework and jointly recommend a path for reform.
IClI participated in that working group, but it did not to reach a joint recommendation given irreconcilable views of the participants. In late 2020, NYSE
filed a proposed rule change that would have eliminated the NYSE fee schedule and would have shifted responsibility for the fee schedule to FINRA.
The 2020 NYSE proposal was never approved, and NYSE still maintains the processing fee schedule today.

%6 For more concrete suggestions, see 2021 ICI Letter and 2018 ICI Letter.

107 See Rule 14a-16 under the Securities Exchange Act of 1934, which permits issuers (including funds) to send shareholders a “Notice of Internet
Availability of Proxy Materials” in lieu of the traditional paper packages, subject to multiple conditions.
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The SEC improved fund disclosure when it permitted mutual funds and ETFs to satisfy their prospectus
delivery obligations using a short summary prospectus in 2009. Adopted in 2022, the TSR was another
step forward in fund disclosure. Proxy statements would benefit from a similar layered disclosure

approach, in which key information is sent to investors and more detailed information is provided online.

Long term, we believe that the SEC should comprehensively overhaul the content of proxy materials in
a manner that makes them more shareholder friendly. The Form N-14 registration statement (used for
reorganizations) is ripe for a similar overhaul.®

Short term, the SEC could greatly reduce the length of proxy statements and still ensure that investors
receive complete and easily accessible information by permitting greater use of layering, linking,'°® and
incorporation of information by reference in proxy statements.

Streamlining required disclosure could result in significant cost savings to shareholders by reducing the
expenses related to drafting, preparation, printing, and mailing. More importantly, such changes would
increase the likelihood that shareholders would review the streamlined disclosures and vote.

108

109

Fund reorganizations frequently require shareholder approval, and the current disclosure requirements result in shareholders receiving lengthy
documents, sometimes running hundreds of pages. Form N-14 mandates extensive disclosure required by both the Form N-1A registration

statement and the Schedule 14A proxy statement. In addition, Form N-14's incorporation by reference rules require that the acquiring fund's statutory

prospectus accompany the combined prospectus and proxy statement. The combined effect of the disclosure requirements of Form N-14, Form

N-T1A, and Schedule 14A, and the regulatory requirement to mail paper copies of the documents, results in fund shareholders receiving bulky mailings.

Tabular information that could be provided via links includes: funds’ beneficial owners; the numbers of shares outstanding for each class of
voting securities; fund officers; director ownership of fund shares; per-fund compensation to directors (in a combined statement, aggregated

compensation figures should suffice, with a link to fund-specific information); independent auditors and the fees they receive (particularly where

shareholders are not being asked to ratify their selection); and audit and nominating committee charters.
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Conclusion

The current fund proxy system is broken. It is not serving the needs of funds or, most importantly, their
shareholders. Shareholder approvals have, over time, become an increasingly inefficient, burdensome, and costly
means to the important end of investor protection. Years of recent data—including ICI’s 2012-2019 proxy campaign
analysis, our letters and data in 2024 and 2025 on listed CEF annual meetings, and this latest 2020-2025 survey
data—demonstrate this clearly, and these trends will not reverse on their own.

Our solutions would directly benefit fund shareholders. While retail shareholder participation has remained
consistently low, shareholders who do vote overwhelmingly support fund-sponsored proposals. The core problem

is not the substance of fund proposals, but how they must be approved. Funds are regularly spending millions of
dollars—sometimes tens of millions—simply to reach quorum, even for routine and non-controversial items. Over
the past 20 years, we know of three fund campaigns that have exceeded $100 million—one of which would be $207
million in today’s dollars. For listed CEFs and BDCs, the annual meeting requirement has intensified these challenges
and opened the door to predatory activism that harms long-term retail investors and distorts capital formation.

More broadly, our solutions would reconcile shareholder approval requirements with modern-day realities,
including actual shareholder behavior and preferences and the highly intermediated nature of fund ownership.
Introducing a new way for 1940 Act Majority approvals, allowing alternative approval mechanisms for certain
items, enabling retail voting programs, reforming communication and processing fee rules, streamlining
disclosure, and showing greater deference to fund boards and state law would realign the proxy process with its
original purpose: protecting shareholders while enabling funds to efficiently serve them.

The SEC has Congressional authority to implement these changes—now is the time to act.
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About ICI

The Investment Company Institute (ICl) is the leading association representing regulated investment funds. ICl's mission is to strengthen
the foundation of the asset management industry for the ultimate benefit of the long-term individual investor. Its members include mutual
funds, exchange-traded funds (ETFs), closed-end funds, and unit investment trusts (UITs) in the United States, and UCITS and similar
funds offered to investors in other jurisdictions. ICl also represents its members in their capacity as investment advisers to collective
investment trusts (CITs) and retail separately managed accounts (SMAs). ICI has offices in Washington DC, Brussels, and London.
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