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To:  New Attorneys in the CFPB Office of General Counsel 

From: General Counsel of the CFPB 

Date:  February 11, 2013 

 

Re: Business Roundtable v. SEC and its Implications for Cost-Benefit Analysis for 
Rulemaking 

Welcome to the Office of General Counsel! We are so glad to have you on board.   

Your first assignment will be to work with your colleagues here at the Bureau to develop new 
policy guidelines on cost-benefit analysis for rulemaking at the CFPB. We’ll get started on 
that tomorrow. But, as preparation for our discussions, I would like you to review a recent 
decision by the D.C. Circuit and start thinking about the implications of that decision for our 
work here at the Bureau. Please read over the accompanying materials and come prepared 
for a preliminary conversation at tomorrow’s meeting.  

As you will recall, the CFPB was created as part of the Dodd-Frank Wall Street Reform and 
Consumer Protection Act of 2010. The Bureau’s primary authority comes from Title X of the 
Act. Although a good deal of advanced planning took place over the preceding year, the 
Bureau did not officially come into existence until July 21, 2011. The Bureau’s first eighteen 
months of operations have been characterized by a rapid development of operating 
capabilities and the promulgation of several major new regulations required under the Dodd-
Frank Act. While the CFPB has been gearing up to assume its statutory duties, other financial 
regulatory agencies have faced a series of judicial challenges to recent rulemakings on the 
grounds that the agencies in question failed to adequately address the costs and benefits of 
their regulatory proposals. In the fall of 2011, just a few months after the CFPB opened its 
doors, the Court of Appeals for the District of Columbia issued an important decision on this 
topic: Business Roundtable v. SEC, 647 F.3d 1144 (D.C. Cir. 2011). 

Our goal over the next few days is to consider the implications of the Business Roundtable 
case and related rulings for the CFPB. Among other things, we want to make sure going 
forward that the Bureau’s regulations will be as well protected as possible from judicial 
challenges alleging inadequate consideration of the costs and benefits. We are very much 
looking forward to getting your input on this important and challenging project.  

__________________________________________________________________________________________________ 
Case prepared by Professor Howell Jackson and Kelley O’Mara, HLS ’14. HLS cases are developed solely as the basis for 
class discussion and participation. Cases are not intended to serve as endorsements, sources of primary data, or 
illustrations of effective or ineffective legal representation. Preliminary and not for distribution or circulation without 
permission.  This case was developed for teaching purposes at Harvard Law School and does not reflect the views of 
the Consumer Financial Protection Bureau or any CFPB personnel. 



I. Business Roundtable v. SEC 

In Business Roundtable v. SEC, the D.C. Circuit vacated a regulation promulgated by the 
Securities and Exchange Commission (“SEC” or “Commission”). The regulation (“proxy 
access rule”) 

1 had been under consideration for many years and would have enhanced the 
ability of public shareholders to nominate candidates to be directors of public corporations. 
(Shareholders vote on corporate matters through the use of proxies, and the SEC’s rule 
would have given shareholders access to the proxy process for the purpose of nominating 
their own directors, rather than the directors recommended by the current board.) The SEC’s 
regulation derived from authority specifically delegated to the Commission in the Dodd-Frank 
Act of 2010.2 Notwithstanding this delegation, a D.C. Circuit panel found that the SEC’s proxy 
access rule was “arbitrary, capricious, an abuse of discretion, or otherwise not in accordance 
with law.”3 In so finding, the court relied on language in the SEC enabling legislation that 
required the Commission to consider the effects new rules will have on “efficiency, 
competition, and capital formation.” 4  The court found that the Commission failed 
“adequately to assess the economic effects” of the rule, stating: 

Here the Commission inconsistently and opportunistically framed the costs and benefits of 
the rule; failed adequately to quantify the certain costs or to explain why those costs could 
not be quantified; neglected to support its predictive judgments; contradicted itself; and 
failed to respond to substantial problems raised by commenters.5  

Since the opinion was handed down, commentators have been questioning if and how the 
decision will affect the obligations of the SEC and other independent agencies to conduct 
cost-benefit analysis (“CBA”) when promulgating regulations.  

1. Facilitating Shareholder Director Nominations, 75 Fed. Reg. 56668 (Sept. 16 2010) (to be codified at 17 
C.F.R. Parts 200, 232, 240 and 249).  
2. Dodd-Frank Wall Street Reform and Consumer Protection Act (“Dodd-Frank Act”) § 971(b) (“The 
Commission may issue rules permitting the use by a shareholder of proxy solicitation materials supplied 
by an issuer of securities for the purpose of nominating individuals to membership on the board of 
directors of the issuer, under such terms and conditions as the Commission determines are in the 
interests of shareholders and for the protection of investors”). 
3. 647 F.3d at 1148. Court is referring to the requirement in the Administrative Procedure Act (“APA”) § 
706(2)(A), which the Supreme Court has previously interpreted to mean that the agency must “examine 
the relevant data and articulate a satisfactory explanation for its action including a rational connection 
between the facts found and the choices made.” Motor Vehicle Mfrs. Ass’n of U.S., Inc. v. State Farm Mut. 
Auto. Ins. Co., 463 U.S. 29, 43 (1983). 
4. Securities Exchange Act of 1934 Section 3(f), 15 U.S.C. § 78c(f) (2012); Investment Company Act of 1940 
§ 2(c). 15 U.S.C. § 80a-2(c) (2012); Securities Act § 2(b), 15 U.S.C. § 77b(b) (2012). All three provisions 
were inserted as amendments in 1996 pursuant to the National Securities Markets Improvement Act 
(NSMIA) § 106, Pub. L. No. 104-290. “In introducing the Review Standard, Congress left undefined the 
terms ‘consider,’ ‘efficiency,’ ‘competition,’ and ‘capital formation,’ and, far more importantly, did not 
explain what level of consideration the SEC was required to give these items when engaged in 
rulemaking.” James D. Cox and Benjamin J.C. Baucom, “The Emperor Has No Clothes: Confronting the D.C. 
Circuit’s Usurpation of SEC Rulemaking Authority,” 90 Texas Law Review 1811, 1818-1819 (2012). 
5. 647 F.3d at 1148-1149. 
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II. CBA and Independent Agencies 

Cost-benefit analysis is an analytical approach whereby the costs of a proposed course of 
action are compared to the benefits of that action. Often employed in private commercial 
settings, CBA has also been employed more systemically in government settings in recent 
years. This has been especially true in the areas of workplace safety and environmental 
protections, where the Office of Information and Regulatory Affairs (OIRA) within the Office 
of Management and Budget (OMB) has required executive departments to undertake CBA 
for significant regulations since the 1980s.   

The obligations of independent agencies, including the SEC and other financial regulatory 
agencies, to undertake cost-benefit analysis have been relatively undefined and little 
discussed until recent years.6 Unlike executive agencies, independent agencies have not 
been required to submit to the OIRA an extensive CBA on significant regulations; therefore, 
most financial regulators have spent little effort developing expertise in cost-benefit 
analysis.7 As the Business Roundtable case reveals, however, these agencies may have other 
statutory duties to conduct a form of CBA in rulemaking in certain contexts. As mentioned 
above, the SEC is required by statute to consider in certain contexts a regulation’s effects on 
“efficiency, competition, and capital formation.”8 Historically, the SEC has fulfilled this 
obligation with a relatively short, qualitative view of the costs and benefits of regulation, but 
the D.C. Circuit’s recent decision suggests that this may no longer be sufficient.9   

Interestingly, the Business Roundtable decision is not the first time that the Commission has 
had a regulation struck down for inadequate consideration of costs and benefits. In Chamber 
of Commerce of U.S. v. SEC, 412 F.3d 133 (D.C. Cir. 2005), the SEC faced a challenge from the 
U.S. Chamber of Commerce after it promulgated a rule (“independent director rule”) 
requiring that a mutual fund have no less than 75% independent directors and an 
independent chairman.10 The supporting documentation for that rulemaking included a 
relatively brief discussion of the costs and benefits (~3 pages) where the Commission in fairly 

6. See generally, Edward Sherwin, “The Cost-Benefit Analysis of Financial Regulation: Lessons from the 
SEC’s Stalled Mutual Fund Reform Effort,” 12 Stanford Journal of Law, Business, and Finance 1 (2006). CBA 
has generally been focused in areas of health, safety and environmental regulation. Id., 2. 
7. Executive agencies are required to analyze the costs and benefits of significant regulations under Exec. 
Order No. 12,866, 58 Fed. Reg. 51,735 (Sept. 30, 1993), supplemented by Exec. Order No. 13,563, 76 Fed. 
Reg. 3,821 (Jan. 18, 2011). The resulting assessments must be provided for review to the Office of 
Information and Regulatory Affairs (OIRA) within the Office of Management and Budget (OMB). If a 
regulation is likely to have an economic impact of more than $100 million, the agency must also provide 
details underlying analysis to OIRA. Independent agencies have not been so directed by executive order, 
perhaps because it is unclear whether such an action would be constitutional. Exec. Order No. 13,579, 76 
Fed. Reg. 41,587 (July 11, 2011), directed independent agencies to comply with the other orders “[t]o the 
extent permitted by law.” 
8. 15 U.S.C. §§ 78c(f), 77b(b) and 80a-2(c) (2012). 
9. Sherwin, 18. 
10. Investment Company Governance, 69 Fed. Reg. 46,378 (Aug. 2, 2004) (to be codified at 17 C.F.R. Part 
270).  

CONSUMER FINANCIAL PROTECTION BUREAU: PROBLEM      3 COPYRIGHT © 2014 HARVARD UNIVERSITY 

                                                        



general terms stated that it did not expect the rule “to have a significant effect on efficiency, 
competition, and capital formation.” In that litigation, the D.C. Circuit found that the 
Commission had not acted arbitrarily or capriciously in failing to quantify all of the costs and 
benefits, stating “we are acutely aware that an agency need not—indeed cannot—base its 
every action upon empirical data; depending upon the nature of the problem, an agency may 
be ‘entitled to conduct ... a general analysis based on informed conjecture.’”11 However, the 
court ruled that the agency had violated the Administrative Procedure Act (APA) in failing to 
satisfy its statutory mandate to consider effects on “efficiency, competition, and capital 
formation.”12 The Chamber of Commerce decision indicated that, while the Commission may 
be hard-pressed to quantify the costs of a proposed regulation, that difficulty “does not 
excuse the Commission from its statutory obligation to determine as best it can the 
economic implications of the rule it has proposed.”13 

The Chamber decision was generally perceived to raise the bar with respect to what kind of 
analysis is required of the SEC in promulgating new regulations.14 Likely as a response to this 
decision, the SEC undertook a more extensive exploration of the costs and benefits before 
issuing the proxy access rule (~26 pages). This mostly qualitative analysis, however, was 
considered insufficient by the D.C. Circuit in its recent Business Roundtable decision. Thus, 
many are wondering if the Business Roundtable decision is effectively reading the SEC’s 
statutory mandate to require a quantitative CBA in all future rulemakings, a substantial 
departure from past practice. 

Other commentators have expressed puzzlement over the Business Roundtable decision, 
with respect to the absence of discussion of the Dodd-Frank Act provision authorizing the 
Commission to promulgate proxy access rules.15 Unlike the independent director rule in 
Chamber of Commerce, which was based on fairly general statutory language and an arguably 
expansive reading of legislative requirements, the proxy access rule was specifically 
authorized in a recent statute. Considering the statutory authorization, many were surprised 
that the court did not award the Commission more deference. Some commentators felt that 
the court had essentially “invalidated the will of Congress,”16 and others predicted that the 

11. 412 F.3d at 142 (citing Melcher v. FCC, 134 F.3d 1143, 1158 (D.C. Cir. 1998)). 
12. 15 U.S.C. § 80a-2(c) (2012). 
13. 412 F.3d at 143. “[U]ncertainty may limit what the Commission can do, but it does not excuse the 
Commission from its statutory obligation to do what it can to apprise itself—and hence the public and the 
Congress—of the economic consequences of a proposed regulation before it decides whether to adopt 
the measure.” Id., 144. 
14. Additionally, in 2009 another SEC rule was successfully challenged in the D.C. Circuit, when the court 
found that the Commission had failed to adequately consider effects on efficiency, competition, and 
capital formation. Am. Equity Inv. Life Ins. Co. v. SEC, 613 F.3d 166 (D.C. Cir. 2010). However, this decision 
can be distinguished from the Chamber and Business Roundtable decisions because the rule at issue in 
American Equity was vacated due to the overall incompleteness of analysis under previous precedent, 
rather than costs and benefits. Cox and Baucom, 1829. 
15. Dodd-Frank Act § 971(b). 
16. Cox and Baucom, 1837. 
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decision could inhibit the Commission—and potentially other agencies—from implementing 
statutory directives.  

While the weight of academic commentary has been critical of the decision, some academics 
and many practicing attorneys have been supportive, contending that it represents 
appropriate judicial oversight. In Congressional hearings on the matter, Professor Henry 
Manne said that the decision was a recognition that the SEC “do[es]n’t . . . do the kind of 
analysis that Congress has explicitly required them to do.”17 Eugene Scalia, who represented 
the plaintiffs in the Business Roundtable case and the recent Commodity Futures Trading 
Commission (CFTC) position limits challenge,18 wrote in an op-ed19 in the Wall Street Journal 
contending that the court’s decision was a reaction to the Commission’s insufficient 
approach to CBA. He wrote:  

Since the mid-2000s, regulations of the Securities and Exchange Commission 
have been challenged six times in the federal court of appeals in Washington, 
D.C. The SEC lost every time. I brought four of those lawsuits, and sometimes 
am asked why the agency has such difficulty defending its rules. 

Some former SEC staffers and investor advocates now claim to have the 
answer: It’s the court’s fault. In a media campaign that appears to have been 
launched in anticipation of challenges to rules implementing the Dodd-Frank 
financial reform, the judges of the U.S. Court of Appeals for the D.C. Circuit—
among the most respected courts in the country—are being characterized as 
judicial activists. Wall Street has “backup on the bench” from a bevy of 
judicial conservatives, claims the New York Times. Other news outlets are 
taking up the cry. 

In truth, these decisions against the SEC have been joined by judges 
appointed by Democratic and Republican presidents. All but one was 
unanimous. The exception is a case where a Democratic appointee dissented 
from an opinion written by another Democratic appointee. The commission’s 
rule in that case was deregulatory—the agency had provided regulatory relief 
that the court said it could not. (A Republican appointee joined the decision 
striking down the rule.) 

The opinion in another high-profile SEC loss—involving mutual-fund 
“governance” requirements—was written by a Republican appointee joined 
by two Democratic appointees. In several cases, the court has rejected 
broader challenges made to the commission’s authority and bent over 

17. The SEC’s Aversion to Cost-Benefit Analysis: Hearing before the Subcomm. On TARP, Financial Services 
and Bailouts of Public and Private Programs, 112th Cong. 112–139 (2012) (statement of Mr. Henry 
Manne, Dean Emeritus, George Mason Univ. School of Law). 
18. Int’l Swaps & Derivatives Ass’n v. U.S. Commodity Futures Trading Comm’n, 887 F.Supp.2d 259(D.D.C. 
Sept. 28, 2012). The Court vacated the rule on administrative grounds, but did not “reach a determination 
on whether the aggregation standards promulgated in the final rule are arbitrary and capricious under 5 
U.S.C. § 706(2)(A) or in violation of the cost-benefit analysis requirements of 7 U.S.C. § 19.” 
19. Eugene Scalia, “Why Dodd-Frank Rules Keep Losing in Court,” Wall Street Journal, Oct. 3, 2012. 
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backward to give the SEC a chance to correct its error. 

The “blame-the-Republican-appellate-judges” theory suffered its latest 
setback Friday, when a judge appointed by President Obama, in the district 
court in Washington, struck down the controversial rule of the Commodity 
Futures Trading Commission (CFTC) that placed new “position limits” on 
amounts of commodities investors could hold. 

The truth is that the D.C. Circuit is an admirably nonideological court that 
applies principles of administrative law evenhandedly. The judges know, even 
if their critics do not, that a decision striking down increased environmental 
regulation today could be a precedent tomorrow for rejecting a rule favored 
by business. 

Here, then, are the real reasons for the courtroom travails of the SEC (and, 
now, the CFTC): 

•  Congress and President Clinton. In 1996, Bill Clinton signed legislation 
requiring the SEC to consider the effect of its rules on “efficiency, 
competition, and capital formation.” The CFTC has a similar obligation. Other 
agencies don’t have this heightened responsibility. 

•  Weak economic analysis. Despite its heightened duty, at times the SEC has 
been inattentive to economic analysis. In one case, a former SEC chairman 
cast aside an economic study because, he said, “there are no empirical 
studies that are worth much. You can do anything you want with numbers.” 
The court saw it differently. 

The SEC’s defenders bridle at the requirement for cost-benefit analysis—it’s 
so hard! The lament is curious. Financial regulators should be particularly 
attentive to the financial consequences of their actions. Other agencies have 
conducted sophisticated cost-benefit analyses for decades, and these are 
reviewed (and sometimes rejected) by a special White House office of 
regulation. As an independent agency, the SEC is exempt from that external 
expert review. Its rules have suffered as a result. 

•  Disrespect toward the court. Former SEC Commissioner Harvey Goldschmid, 
now a Columbia law professor, is a vocal critic of the D.C. Circuit. He 
masterminded what became the SEC’s greatest debacle before the court. The 
court had invalidated the SEC’s mutual-fund governance rule, returning it to 
the agency for reconsideration with just eight days left in Mr. Goldschmid’s 
term. He persuaded two commission colleagues to “reconsider” the rule in 
little more than a week—without public comment—so they could readopt 
the rule unchanged on his last day. The charade made headlines and earned a 
swift rebuke from the court. 

•  The importance of process. I once debated a former SEC staffer who 
accused business of using procedural maneuvers to defeat salutary 
regulations. Yet proper procedure is one of Congress’s principal means of 
ensuring regulatory quality. The law authorizing courts to review agency rules 
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is the Administrative Procedure Act. In court, the ends don’t justify the 
means. 

The SEC (and, lately, the CFTC) often does a poor job with the hard work of 
the rule-making process. Under law, an agency must listen carefully to what 
the public says about a proposed regulation, reconsider its approach in light 
of that public input, and then cogently explain (not merely assert) why it 
made the regulatory choices it did in crafting the final rule. 

Take the court of appeals’ rejection last year of the SEC “proxy access” rule 
that made it easier for certain large shareholders to nominate corporate 
directors. That decision has become Exhibit A for the argument that the court 
has set too high a bar. 

Yet in adopting the proxy rule, the commission ignored one of companies’ 
main objections to it: that the proxy procedure would be used mostly by 
labor-union and government pension funds whose interests diverge sharply 
from those of other shareholders. The SEC’s final rule never even mentioned 
labor unions or government pension funds. Under clear Supreme Court 
precedent, when an agency ignores the public’s concerns on a central issue 
like that, the rule will be struck down. 

•  Misplaced modesty. The SEC and CFTC are expert agencies blessed with 
immensely capable professionals. Judges value and defer to that expertise—
when it’s exercised to make the hard decisions that Congress entrusts to an 
agency. 

The CFTC’s recently invalidated “position limits” rule is an example of an 
agency failing to deploy expert judgment. When the rule was adopted, a 
majority of CFTC commissioners said it was likely to harm consumers. But the 
commission adopted it anyway, saying that Dodd-Frank required it. The court 
disagreed and faulted the agency for failing “to bring its expertise and 
experience to bear.” 

Regulations of other federal agencies are challenged in court all the time, by 
groups representing business, employees, consumers, and environmental 
interests. Congress designed our administrative state that way, to ensure 
meaningful public participation in the regulatory process, which produces 
smarter regulation. 

For the SEC and CFTC, this sort of litigation is relatively new. Until recently, 
their rules were seldom challenged. Congress’s calculation, though, is that 
public participation and judicial review will make those agencies better 
regulators. Given the important Dodd-Frank rule-makings that lie ahead, 
that’s a good thing. 
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III. Assignment 

With this background in mind, please read the Business Roundtable opinion and come 
prepared tomorrow to discuss the decision. In particular, I am looking forward to hearing 
your thoughts on the following matters: 

• After the Business Roundtable decision, what kind of cost-benefit analysis must the 
SEC conduct in order for its rulemaking to withstand judicial review in the D.C. Circuit?  

• In particular, after Business Roundtable, is the Commission obliged to satisfy some 
sort of quantitative standard in its cost-benefit analysis?  Or does the decision merely 
impose a higher level of scrutiny on qualitative CBA? 

• To what extent is the Business Roundtable case relevant to other independent 
agencies? Is it simply an interpretation of statutes governing the SEC or does the 
decision have broader applicability?  

• Does the existence of a statutory directive to adopt a regulation in a specific area 
have any impact on the application of the Business Roundtable decision when an 
agency adopts a regulation implementing that statutory mandate? 

Thank you for your help in preparing for this initial discussion. I am looking forward to 
meeting with you tomorrow, exploring the implications of this important decision and 
working on developing the Bureau’s own policies in this area in the days ahead. Additionally, 
I have attached a document that will introduce you to your new employer. 

 

Enclosed:  

Appendix A: Business Roundtable v. SEC, 647 F.3d 1144 (D.C. Cir. 2011). 

Available online: 

Appendix B: Adam J. Levitin, “The Consumer Financial Protection Bureau: An Introduction,” 
32 Review of Banking and Financial Law 321 (2013).  
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United States Court of Appeals 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 

Argued April 7, 2011      Decided July 22, 2011 

No. 10-1305 

BUSINESS ROUNDTABLE AND CHAMBER OF COMMERCE OF THE
UNITED STATES OF AMERICA, 

PETITIONERS 

v. 

SECURITIES AND EXCHANGE COMMISSION, 
RESPONDENT 

On Petition for Review of an Order 
of the Securities & Exchange Commission 

 Eugene Scalia argued the cause for petitioners.  With him 
on the briefs were Amy Goodman, Daniel J. Davis, and Robin 
S. Conrad.  Amar D. Sarwal entered an appearance.  

 Steven A. Engel, Ruth S. Epstein, and G. Eric Brunstad, 
Jr. were on the brief for amici curiae Investment Company 
Institute and Independent Directors Council in support of 
petitioners. 

Appendix A: Business Roundtable v. SEC
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 Shannon E. German was on the brief for amicus curiae 
State of Delaware in support of petitioners.  
 
 Randall W. Quinn, Assistant General Counsel, Securities 
and Exchange Commission, argued the cause for respondent.  
With him on the brief were David M. Becker, General 
Counsel, Jacob H. Stillman, Solicitor, Michael A. Conley, 
Deputy Solicitor, Michael L. Post, Senior Litigation Counsel, 
and Tracey A. Hardin, Senior Counsel. 
 
 Reuben A. Guttman was on the brief for amici curiae 
Law Professors in support of respondent. 
 
 Jeffrey A. Lamken, Christopher J. Wright, Timothy J. 
Simeone, Peter Mixon, and Robert M. McKenna, Attorney 
General, Office of the Attorney for the State of Washington, 
were on the brief for amici curiae Council of Institutional 
Investors, et al. 
 
 Before: SENTELLE, Chief Judge, GINSBURG and BROWN, 
Circuit Judges. 
 
 Opinion for the Court filed by Circuit Judge GINSBURG. 
 

GINSBURG, Circuit Judge: The Business Roundtable and 
the Chamber of Commerce of the United States, each of 
which has corporate members that issue publicly traded 
securities, petition for review of Exchange Act Rule 14a-11.  
The rule requires public companies to provide shareholders 
with information about, and their ability to vote for, 
shareholder-nominated candidates for the board of directors.  
The petitioners argue the Securities and Exchange 
Commission promulgated the rule in violation of the 
Administrative Procedure Act, 5 U.S.C. § 551 et seq., 
because, among other reasons, the Commission failed 

Appendix A (cont.): Business Roundtable v. SEC
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adequately to consider the rule’s effect upon efficiency, 
competition, and capital formation, as required by Section 3(f) 
of the Exchange Act and Section 2(c) of the Investment 
Company Act of 1940, codified at 15 U.S.C. §§ 78c(f) and 
80a-2(c), respectively.  For these reasons and more, we grant 
the petition for review and vacate the rule. 

 
I. Background 

 
 The proxy process is the principal means by which 
shareholders of a publicly traded corporation elect the 
company’s board of directors.  Typically, incumbent directors 
nominate a candidate for each vacancy prior to the election, 
which is held at the company’s annual meeting.  Before the 
meeting the company puts information about each nominee in 
the set of “proxy materials” — usually comprising a proxy 
voting card and a proxy statement — it distributes to all 
shareholders.  The proxy statement concerns voting 
procedures and background information about the board’s 
nominee(s); the proxy card enables shareholders to vote for or 
against the nominee(s) without attending the meeting.  A 
shareholder who wishes to nominate a different candidate 
may separately file his own proxy statement and solicit votes 
from shareholders, thereby initiating a “proxy contest.” 
 

Rule 14a-11 provides shareholders an alternative path for 
nominating and electing directors.  Concerned the current 
process impedes the expression of shareholders’ right under 
state corporation laws to nominate and elect directors, the 
Commission proposed the rule, see Facilitating Shareholder 
Director Nominations, 74 Fed. Reg. 29,024, 29,025–26 
(2009) (hereinafter Proposing Release), and adopted it with 
the goal of ensuring “the proxy process functions, as nearly as 
possible, as a replacement for an actual in-person meeting of 
shareholders,” 75 Fed. Reg. 56,668, 56,670 (2010) 

Appendix A (cont.): Business Roundtable v. SEC
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(hereinafter Adopting Release).  After responding to public 
comments, the Commission amended the proposed rule and, 
by a vote of three to two, adopted Rule 14a-11.  Id. at 56,677.  
The rule requires a company subject to the Exchange Act 
proxy rules, including an investment company (such as a 
mutual fund) registered under the Investment Company Act of 
1940 (ICA), to include in its proxy materials “the name of a 
person or persons nominated by a [qualifying] shareholder or 
group of shareholders for election to the board of directors.”  
Id. at 56,682–83, 56,782/3. 

 
To use Rule 14a-11, a shareholder or group of 

shareholders must have continuously held “at least 3% of the 
voting power of the company’s securities entitled to be voted” 
for at least three years prior to the date the nominating 
shareholder or group submits notice of its intent to use the 
rule, and must continue to own those securities through the 
date of the annual meeting.  Id. at 56,674–75.  The 
nominating shareholder or group must submit the notice, 
which may include a statement of up to 500 words in support 
of each of its nominees, to the Commission and to the 
company.  Id. at 56,675–76.  A company that receives notice 
from an eligible shareholder or group must include the 
proffered information about the shareholder(s) and his 
nominee(s) in its proxy statement and include the nominee(s) 
on the proxy voting card.  Id. at 56,676/1. 

 
The Commission did place certain limitations upon the 

application of Rule 14a-11.  The rule does not apply if 
applicable state law or a company’s governing documents 
“prohibit shareholders from nominating a candidate for 
election as a director.”  Id. at 56,674/3.  Nor may a 
shareholder use Rule 14a-11 if he is holding the company’s 
securities with the intent of effecting a change of control of 
the company.  Id. at 56,675/1.  The company is not required to 

Appendix A (cont.): Business Roundtable v. SEC
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include in its proxy materials more than one shareholder 
nominee or the number of nominees, if more than one, equal 
to 25 percent of the number of directors on the board.  Id. at 
56,675/2.*

 
 

The Commission concluded that Rule 14a-11 could 
create “potential benefits of improved board and company 
performance and shareholder value” sufficient to “justify [its] 
potential costs.”  Id. at 56,761/1.  The agency rejected 
proposals to let each company’s board or a majority of its 
shareholders decide whether to incorporate Rule 14a-11 in its 
bylaws, saying that “exclusive reliance on private ordering 
under State law would not be as effective and efficient” in 
facilitating shareholders’ right to nominate and elect directors.  
Id. at 56,759–60.  The Commission also rejected the 
suggestion it exclude investment companies from Rule 14a-
11.  Id. at 56,684/1.  The two Commissioners voting against 
the rule faulted the Commission on both theoretical and 
empirical grounds.  See Commissioner Troy A. Paredes, 
Statement at Open Meeting to Adopt the Final Rule 
Regarding “Proxy Access” (Aug. 25, 2010), available at 
http://www.sec.gov/news/speech/2010/spch082510tap.htm; 
Commissioner Kathleen L. Casey, Statement at Open Meeting 
to Adopt Amendments Regarding “Proxy Access” (Aug. 25, 
2010), available at 
http://www.sec.gov/news/speech/2010/spch082510klc.htm 
(faulting Commission for failing to act “on the basis of 
empirical data and sound analysis”). 

 

* When several nominating shareholders are eligible to use Rule 
14a-11, “the nominating shareholder or group with the highest 
percentage of the company’s voting power would have its nominees 
included in the company’s proxy materials.”  75 Fed. Reg. at 
56,675/2. 
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The petitioners sought review in this court in September 
2010.  The Commission then stayed the final rule, which was 
to have been effective on November 15, pending the outcome 
of this case. 

 
II. Analysis 

 
 Under the APA, we will set aside agency action that is 
“arbitrary, capricious, an abuse of discretion, or otherwise not 
in accordance with law.”  5 U.S.C. § 706(2)(A).  We must 
assure ourselves the agency has “examine[d] the relevant data 
and articulate[d] a satisfactory explanation for its action 
including a rational connection between the facts found and 
the choices made.”  Motor Vehicle Mfrs. Ass’n of U.S., Inc. v. 
State Farm Mut. Auto. Ins. Co., 463 U.S. 29, 43 (1983) 
(internal quotation marks omitted).  The Commission also has 
a “statutory obligation to determine as best it can the 
economic implications of the rule.”  Chamber of Commerce v. 
SEC, 412 F.3d 133, 143 (D.C. Cir. 2005). 
 
 Indeed, the Commission has a unique obligation to 
consider the effect of a new rule upon “efficiency, 
competition, and capital formation,” 15 U.S.C. §§ 78c(f), 
78w(a)(2), 80a-2(c), and its failure to “apprise itself—and 
hence the public and the Congress—of the economic 
consequences of a proposed regulation” makes promulgation 
of the rule arbitrary and capricious and not in accordance with 
law.  Chamber of Commerce, 412 F.3d at 144; Pub. Citizen v. 
Fed. Motor Carrier Safety Admin., 374 F.3d 1209, 1216 (D.C. 
Cir. 2004) (rule was arbitrary and capricious because agency 
failed to consider a factor required by statute). 
 

The petitioners argue the Commission acted arbitrarily 
and capriciously here because it neglected its statutory 
responsibility to determine the likely economic consequences 
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of Rule 14a-11 and to connect those consequences to 
efficiency, competition, and capital formation.  They also 
maintain the Commission’s decision to apply Rule 14a-11 to 
investment companies is arbitrary and capricious. 

 
We agree with the petitioners and hold the Commission 

acted arbitrarily and capriciously for having failed once again 
— as it did most recently in American Equity Investment Life 
Insurance Company v. SEC, 613 F.3d 166, 167–68 (D.C. Cir. 
2010), and before that in Chamber of Commerce, 412 F.3d at 
136 — adequately to assess the economic effects of a new 
rule.  Here the Commission inconsistently and 
opportunistically framed the costs and benefits of the rule; 
failed adequately to quantify the certain costs or to explain 
why those costs could not be quantified; neglected to support 
its predictive judgments; contradicted itself; and failed to 
respond to substantial problems raised by commenters.  For 
these and other reasons, its decision to apply the rule to 
investment companies was also arbitrary.  Because we 
conclude the Commission failed to justify Rule 14a-11, we 
need not address the petitioners’ additional argument the 
Commission arbitrarily rejected proposed alternatives that 
would have allowed shareholders of each company to decide 
for that company whether to adopt a mechanism for 
shareholders’ nominees to get access to proxy materials. 

 
A. Consideration of Economic Consequences 
 

In the Adopting Release, the Commission predicted Rule 
14a-11 would lead to “[d]irect cost savings” for shareholders 
in part due to “reduced printing and postage costs” and 
reduced expenditures for advertising compared to those of a 
“traditional” proxy contest.  75 Fed. Reg. at 56,756/2.  The 
Commission also identified some intangible, or at least less 
readily quantifiable, benefits, principally that the rule “will 
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mitigate collective action and free-rider concerns,” which can 
discourage a shareholder from exercising his right to 
nominate a director in a traditional proxy contest, id., and 
“has the potential of creating the benefit of improved board 
performance and enhanced shareholder value,” id. at 
56,761/1.  The Commission anticipated the rule would also 
impose costs upon companies and shareholders related to “the 
preparation of required disclosure, printing and mailing ..., 
and [to] additional solicitations,” id. at 56,768/3, and could 
have “adverse effects on company and board performance,” 
id. at 56,764/3, for example, by distracting management, id. at 
56,765/1.  The Commission nonetheless concluded the rule 
would promote the “efficiency of the economy on the whole,” 
and the benefits of the rule would “justify the costs” of the 
rule.  Id. at 56,771/3. 

 
The petitioners contend the Commission neglected both 

to quantify the costs companies would incur opposing 
shareholder nominees and to substantiate the rule’s predicted 
benefits.  They also argue the Commission failed to consider 
the consequences of union and state pension funds using the 
rule and failed properly to evaluate the frequency with which 
shareholders would initiate election contests. 

 
1. Consideration of Costs and Benefits 
 

In the Adopting Release, the Commission recognized 
“company boards may be motivated by the issues at stake to 
expend significant resources to challenge shareholder director 
nominees.”  75 Fed. Reg. at 56,770/2.  Nonetheless, the 
Commission believed a company’s solicitation and campaign 
costs “may be limited by two factors”: first, “to the extent that 
the directors’ fiduciary duties prevent them from using 
corporate funds to resist shareholder director nominations for 
no good-faith corporate purpose,” they may decide “simply 
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[to] include the shareholder director nominees ... in the 
company’s proxy materials”; and second, the “requisite 
ownership threshold and holding period” would “limit the 
number of shareholder director nominations that a board may 
receive, consider, and possibly contest.”  Id. at 56,770/2–3. 

 
The petitioners object that the Commission failed to 

appreciate the intensity with which issuers would oppose 
nominees and arbitrarily dismissed the probability that 
directors would conclude their fiduciary duties required them 
to support their own nominees.  The petitioners also argue it 
was arbitrary for the Commission not to estimate the costs of 
solicitation and campaigning that companies would incur to 
oppose candidates nominated by shareholders, which costs 
commenters expected to be quite large.  The Chamber of 
Commerce submitted a comment predicting boards would 
incur substantial expenditures opposing shareholder nominees 
through “significant media and public relations efforts, 
advertising ..., mass mailings, and other communication 
efforts, as well as the hiring of outside advisors and the 
expenditure of significant time and effort by the company’s 
employees.”  Id. at 56,770/1.  It pointed out that in recent 
proxy contests at larger companies costs “ranged from $14 
million to $4 million” and at smaller companies “from $3 
million to $800,000.”  Id.  In its brief the Commission 
maintains it did consider the commenters’ estimates of the 
costs, but reasonably explained why those costs “may prove 
less than these estimates.” 

 
We agree with the petitioners that the Commission’s 

prediction directors might choose not to oppose shareholder 
nominees had no basis beyond mere speculation.  Although it 
is possible that a board, consistent with its fiduciary duties, 
might forgo expending resources to oppose a shareholder 
nominee — for example, if it believes the cost of opposition 
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would exceed the cost to the company of the board’s preferred 
candidate losing the election, discounted by the probability of 
that happening — the Commission has presented no evidence 
that such forbearance is ever seen in practice.  To the 
contrary, the American Bar Association Committee on 
Federal Regulation of Securities commented: 

 
If the [shareholder] nominee is determined [by 
the board] not to be as appropriate a candidate 
as those to be nominated by the board’s 
independent nominating committee ..., then the 
board will be compelled by its fiduciary duty 
to make an appropriate effort to oppose the 
nominee,  

as boards now do in traditional proxy contests.  Letter from 
Jeffrey W. Rubin, Chair, Comm. on Fed. Regulation of Secs., 
Am. Bar Ass’n, to SEC 35 (August 31, 2009), available at 
http://www.sec.gov/comments/s7-10-09/s71009-456.pdf. 
 

The Commission’s second point, that the required 
minimum amount and duration of share ownership will limit 
the number of directors nominated under the new rule, is a 
reason to expect election contests to be infrequent; it says 
nothing about the amount a company will spend on 
solicitation and campaign costs when there is a contested 
election.  Although the Commission acknowledged that 
companies may expend resources to oppose shareholder 
nominees, see 75 Fed. Reg. at 56,770/2, it did nothing to 
estimate and quantify the costs it expected companies to 
incur; nor did it claim estimating those costs was not possible, 
for empirical evidence about expenditures in traditional proxy 
contests was readily available.  Because the agency failed to 
“make tough choices about which of the competing estimates 
is most plausible, [or] to hazard a guess as to which is 
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correct,” Pub. Citizen, 374 F.3d at 1221, we believe it 
neglected its statutory obligation to assess the economic 
consequences of its rule, see Chamber of Commerce, 412 F.3d 
at 143. 

 
The petitioners also maintain, and we agree, the 

Commission relied upon insufficient empirical data when it 
concluded that Rule 14a-11 will improve board performance 
and increase shareholder value by facilitating the election of 
dissident shareholder nominees.  See 75 Fed. Reg. at 56,761–
62.  The Commission acknowledged the numerous studies 
submitted by commenters that reached the opposite result.  Id. 
at 56,762/2 & n.924.  One commenter, for example, submitted 
an empirical study showing that “when dissident directors win 
board seats, those firms underperform peers by 19 to 40% 
over the two years following the proxy contest.”  Elaine 
Buckberg, NERA Econ. Consulting, & Jonathan Macey, Yale 
Law School, Report on Effects of Proposed SEC Rule 14a-11 
on Efficiency, Competitiveness and Capital Formation 9 
(2009), available at 
www.nera.com/upload/Buckberg_Macey_Report_FINAL.pdf.  
The Commission completely discounted those studies 
“because of questions raised by subsequent studies, 
limitations acknowledged by the studies’ authors, or [its] own 
concerns about the studies’ methodology or scope.”  75 Fed. 
Reg. at 56,762–63 & n.926–28. 

 
The Commission instead relied exclusively and heavily 

upon two relatively unpersuasive studies, one concerning the 
effect of “hybrid boards” (which include some dissident 
directors) and the other concerning the effect of proxy 
contests in general, upon shareholder value.  Id. at 56,762 & 
n.921 (citing Chris Cernich et al., IRRC Inst. for Corporate 
Responsibility, Effectiveness of Hybrid Boards (May 2009), 
available at 
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www.irrcinstitute.org/pdf/IRRC_05_09_EffectiveHybridBoar
ds.pdf, and J. Harold Mulherin & Annette B. Poulsen, Proxy 
Contests & Corporate Change: Implications for Shareholder 
Wealth, 47 J. Fin. Econ. 279 (1998)).  Indeed, the 
Commission “recognize[d] the limitations of the Cernich 
(2009) study,” and noted “its long-term findings on 
shareholder value creation are difficult to interpret.”  Id. at 
56,760/3 n.911.  In view of the admittedly (and at best) 
“mixed” empirical evidence, id. at 56,761/1, we think the 
Commission has not sufficiently supported its conclusion that 
increasing the potential for election of directors nominated by 
shareholders will result in improved board and company 
performance and shareholder value, id. at 56,761/1; see id. at 
56,761/3. 

 
Moreover, as petitioners point out, the Commission 

discounted the costs of Rule 14a-11 — but not the benefits — 
as a mere artifact of the state law right of shareholders to elect 
directors.  For example, with reference to the potential costs 
of Rule 14a-11, such as management distraction and reduction 
in the time a board spends “on strategic and long-term 
thinking,” the Commission thought it “important to note that 
these costs are associated with the traditional State law right 
to nominate and elect directors, and are not costs incurred for 
including shareholder nominees for director in the company’s 
proxy materials.”  Id. at 56,765/1–2.  As we have said before, 
this type of reasoning, which fails to view a cost at the 
margin, is illogical and, in an economic analysis, 
unacceptable.  See Chamber of Commerce, 412 F.3d at 143 
(rejecting Commission’s argument that rule would not create 
“costs associated with the hiring of staff because boards 
typically have this authority under state law,” and assuming 
that “whether a board is authorized by law to hire additional 
staff in no way bears upon” the question whether the rule 
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would “in fact cause the fund to incur additional staffing 
costs”).  

 
2. Shareholders with Special Interests 

 
The petitioners next argue the Commission acted 

arbitrarily and capriciously by “entirely fail[ing] to consider 
an important aspect of the problem,” Motor Vehicle Mfrs. 
Ass'n, 463 U.S. at 43, to wit, how union and state pension 
funds might use Rule 14a-11.  Commenters expressed 
concern that these employee benefit funds would impose costs 
upon companies by using Rule 14a-11 as leverage to gain 
concessions, such as additional benefits for unionized 
employees, unrelated to shareholder value.  The Commission 
insists it did consider this problem, albeit not in haec verba, 
along the way to its conclusion that “the totality of the 
evidence and economic theory” both indicate the rule “has the 
potential of creating the benefit of improved board 
performance and enhanced shareholder value.”  75 Fed. Reg. 
at 56,761/1.  Specifically, the Commission recognized 
“companies could be negatively affected if shareholders use 
the new rules to promote their narrow interests at the expense 
of other shareholders,” id. at 56,772/3, but reasoned these 
potential costs “may be limited” because the ownership and 
holding requirements would “allow the use of the rule by only 
holders who demonstrated a significant, long-term 
commitment to the company,” id. at 56,766/3, and who would 
therefore be less likely to act in a way that would diminish 
shareholder value.  The Commission also noted costs may be 
limited because other shareholders may be alerted, through 
the disclosure requirements, “to the narrow interests of the 
nominating shareholder.”  Id. 

 
The petitioners also contend the Commission failed to 

respond to the costs companies would incur even when a 
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shareholder nominee is not ultimately elected.  These costs 
may be incurred either by a board succumbing to the 
demands, unrelated to increasing value, of a special interest 
shareholder threatening to nominate a director, or by opposing 
and defeating such nominee(s).  The Commission did not 
completely ignore these potential costs, but neither did it 
adequately address them.   

 
Notwithstanding the ownership and holding 

requirements, there is good reason to believe institutional 
investors with special interests will be able to use the rule and, 
as more than one commenter noted, “public and union 
pension funds” are the institutional investors “most likely to 
make use of proxy access.”  Letter from Jonathan D. Urick, 
Analyst, Council of Institutional Investors, to SEC 2 (January 
14, 2010), available at 
http://www.cii.org/UserFiles/file/resource%20center/correspo
ndence/2010/1-14-10%20Proxy%20Access%20Comment% 
20Letter.pdf.  Nonetheless, the Commission failed to respond 
to comments arguing that investors with a special interest, 
such as unions and state and local governments whose 
interests in jobs may well be greater than their interest in 
share value, can be expected to pursue self-interested 
objectives rather than the goal of maximizing shareholder 
value, and will likely cause companies to incur costs even 
when their nominee is unlikely to be elected.  See, e.g., 
Detailed Comments of Business Roundtable on the Proposed 
Election Contest Rules and the Proposed Amendment to the 
Shareholder Proposal Rules 102 (August 17, 2009), available 
at http://businessroundtable.org/uploads/hearings-
letters/downloads/BRT_Comment_Letter_to_SEC_on_File_N
o_S7-10-09.pdf (“‘state governments and labor unions ... 
often appear to be driven by concerns other than a desire to 
increase the economic performance of the companies in which 
they invest’” (quoting Leo E. Strine, Jr., Toward a True 
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Corporate Republic: A Traditionalist Response to Bebchuk’s 
Solution for Improving Corporate America, 119 Harv. L. Rev. 
1759, 1765 (2006))).  By ducking serious evaluation of the 
costs that could be imposed upon companies from use of the 
rule by shareholders representing special interests, 
particularly union and government pension funds, we think 
the Commission acted arbitrarily. 

 
3. Frequency of Election Contests 
 

In the Proposing Release, the Commission estimated 269 
companies per year, comprising 208 companies reporting 
under the Exchange Act and 61 registered investment 
companies, would receive nominations pursuant to Rule 14a-
11.  74 Fed. Reg. at 29,064/1.  In the Adopting Release, 
however, the Commission reduced that estimate to 51, 
comprising only 45 reporting companies and 6 investment 
companies, in view of “the additional eligibility 
requirements” the Commission adopted in the final version of 
Rule 14a-11.  75 Fed. Reg. at 56,743/3–56,744/1.  (As 
originally proposed, Rule 14a-11 would have required a 
nominating shareholder to have held the securities for only 
one year rather than the three years required in the final rule.  
See id. at 56,755/1.)  In revising its estimate, the Commission 
also newly relied upon “[t]he number of contested elections 
and board-related shareholder proposals” in a recent year, 
which it believed was “a better indicator of how many 
shareholders might submit a nomination” than were the data 
upon which it had based its estimate in the Proposing Release.  
Id. at 56,743/3. 

 
The petitioners argue the Commission’s revised estimate 

unreasonably departs from the estimate used in the Proposing 
Release, conflicts with its assertion the rule facilitates 
elections contests, and undermines its reliance upon frequent 
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use of Rule 14a-11 to estimate the amount by which 
shareholders will benefit from “direct printing and mailing 
cost savings,” id. at 56,756 & n.872.  The petitioners also 
contend the estimate is inconsistent with the Commission’s 
prediction shareholders will initiate 147 proposals per year 
under Rule 14a-8, a rule not challenged here.*

 

  See id. at 
56,677/2. 

The Commission was not unreasonable in predicting 
investors will use Rule 14a-11 less frequently than traditional 
proxy contests have been used in the past.  As Commission 
counsel pointed out at oral argument, there would still be 
some traditional proxy contests; the total number of efforts by 
shareholders to nominate and elect directors will surely be 
greater when shareholders have two paths rather than one 
open to them.  In any event, the final estimated frequency (51) 
with which shareholders will use Rule 14a-11 does not clearly 
conflict with the higher estimate in the Proposing Release 
(269), or the estimate of proposals under Rule 14a-8 (147), 
both of which were based upon looser eligibility standards. 

 
In weighing the rule’s costs and benefits, however, the 

Commission arbitrarily ignored the effect of the final rule 
upon the total number of election contests.  That is, the 
Adopting Release does not address whether and to what 
extent Rule 14a-11 will take the place of traditional proxy 
contests.  Cf. 75 Fed. Reg. at 56,772/2.  Without this crucial 
datum, the Commission has no way of knowing whether the 
rule will facilitate enough election contests to be of net 
benefit.  See id. at 56,761/1 (anticipating “beneficial effects” 

* The Commission simultaneously amended Rule 14a-8 to prevent 
companies from excluding from their proxy materials shareholder 
proposals to establish a procedure for shareholders to nominate 
directors.  See 75 Fed. Reg. at 56,670/2. 
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because rule will “mak[e] election contests a more plausible 
avenue for shareholders to participate in the governance of 
their company”). 

 
We also agree with the petitioners that the Commission’s 

discussion of the estimated frequency of nominations under 
Rule 14a-11 is internally inconsistent and therefore arbitrary.  
In discussing its benefits, the Commission predicted 
nominating shareholders would realize “[d]irect cost savings” 
from not having to print or mail their own proxy materials.  
Id. at 56,756/2.  These savings would “remove a disincentive 
for shareholders to submit their own director nominations” 
and otherwise facilitate election contests.  Id.  The 
Commission then cited comment letters predicting the number 
of elections contested under Rule 14a-11 would be quite high.  
See id. at 56,756/3 n.872.  One of the comments reported, 
based upon the proposed rule and a survey of directors, that 
approximately 15 percent of all companies with shares listed 
on exchanges, that is, “hundreds” of public companies, 
expected a shareholder or group of shareholders to nominate a 
director using the new rule.  Letter from Kenneth L. Altman, 
President, The Altman Group, Inc., to SEC 3 (January 19, 
2010), available at http://www.sec.gov/comments/s7-10-
09/s71009-605.pdf.  Thus, the Commission anticipated 
frequent use of Rule 14a-11 when estimating benefits, but 
assumed infrequent use when estimating costs.  See, e.g., 
supra at 10 (SEC asserted solicitation and campaign costs 
would be minimized because of limited use of the rule). 

 
B. Application of the Rule to Investment Companies 
 

Because the rule is arbitrary and capricious on its face, it 
is assuredly invalid as applied specifically to investment 
companies.  Lest the Commission on remand apply to 
investment companies a newly justified version of the rule, 
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however, only to be met in court again by valid objections, we 
think it prudent to take up the more serious of the concerns 
posed by investment companies but left unaddressed by the 
Commission. 

 
Investment companies, such as mutual funds, pool 

investors’ assets to purchase securities and other financial 
instruments.  They are subject to different requirements, 
providing protections for shareholders not applicable to 
publicly traded stock companies.  See 75 Fed. Reg. at 
56,684/2.  For example, the ICA requires shareholders’ 
approval of certain key decisions.  See 15 U.S.C. § 80a-13(a) 
(majority vote needed to change fund’s “subclassification,” 
i.e., among open-end, closed-end, or diversified). 

 
One “investment adviser” typically manages a family of 

mutual funds, known as a “complex.”  The boards of the 
funds in a complex are generally organized in one of two 
ways: Either there is a “unitary board,” comprising one group 
of directors who sit as the board of every fund in the complex, 
or there are “cluster boards,” comprising two or more groups 
of directors, with each group overseeing a different set of 
funds within the complex.  A recent survey showed 81 
percent of responding complexes have a unitary board and 15 
percent a cluster structure.  In either case, boards typically 
address the business of multiple funds in a single meeting. 

 
We agree with the petitioners and amici curiae, the 

Investment Company Institute and Independent Directors 
Council, that the Commission failed adequately to address 
whether the regulatory requirements of the ICA reduce the 
need for, and hence the benefit to be had from, proxy access 
for shareholders of investment companies, and whether the 
rule would impose greater costs upon investment companies 
by disrupting the structure of their governance.  Although the 
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Commission acknowledged the significant degree of 
“regulatory protection” provided by the ICA, it did almost 
nothing to explain why the rule would nonetheless yield the 
same benefits for shareholders of investment companies as it 
would for shareholders of operating companies.  For example, 
the Commission justified applying Rule 14a-11 to investment 
companies in part on the ground that “investment company 
boards ... have significant responsibilities in protecting 
shareholder interests, such as the approval of advisory 
contracts,” 75 Fed. Reg. at 56,684/1–2, but did not consider 
that the ICA already requires shareholder approval of 
advisory contracts.  See 15 U.S.C. § 80a-15(a).  Cf. Am. 
Equity, 613 F.3d at 178–79 (SEC’s analysis was “incomplete 
because it fail[ed] to determine whether, under the existing 
regime, sufficient protections existed” to advance the stated 
benefits of the rule and to promote efficiency). 

 
 The Commission also failed to deal with the concern that 
Rule 14a-11 will impose greater costs upon investment 
companies by disrupting the unitary and cluster board 
structures with the introduction of shareholder-nominated 
directors who sit on the board of a single fund, thereby 
requiring multiple, separate board meetings and making 
governance less efficient.  See, e.g., Letter from Jeffrey W. 
Rubin, Chair, Comm. on Fed. Regulation of Secs., Am. Bar 
Ass’n, to SEC 61–62 (August 31, 2009), available at 
http://www.sec.gov/comments/s7-10-09/s71009-456.pdf 
(predicting application of rule to investment companies will 
“eliminat[e] any benefit to the ‘cluster board’ structure,” 
which structure “creates[s] many efficiencies, such as 
concurrent meetings among several or many different 
investment companies that have similar interests, issues and 
economies of scale that result from being part of a family of 
funds”).  The Commission acknowledged “the election of a 
shareholder director nominee may ... increase costs and 
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potentially decrease the efficiency of the boards.”  75 Fed. 
Reg. at 56,684/3.  Nonetheless, it did not consider these as 
incremental costs of the rule because it erroneously attributed 
them to “the State law right to nominate and elect directors,” 
perhaps a necessary but not a sufficient cause, and dismissed 
them with the conclusory assertion that the “policy goals and 
the benefits of the rule justify these costs.”  Id. 
 
 The Commission did acknowledge that it believed costs 
would be lower for investment companies because their 
shareholders are mostly retail investors; would be less likely 
to meet the three-year holding requirement; and would have 
fewer opportunities to use the rule because some investment 
companies may under state law elect not to hold annual 
meetings.  Id. at 56,685/1.  It also determined disruptions to 
unitary and cluster boards could be mitigated through the use 
of confidentiality agreements “in order to preserve the status 
of confidential information regarding the fund complex.”  Id. 
 

These observations do not adequately address the 
probability the rule will be of no net benefit as applied to 
investment companies.  First, the Commission failed to 
consider that less frequent use of the rule by shareholders of 
investment companies also reduces the expected benefits of 
the rule.  Second, the Commission’s assertion that 
confidentiality agreements could meaningfully reduce costs is 
an ipse dixit, without any evidentiary support and 
unresponsive to the contrary claim of investment companies 
that confidentiality agreements would be no solution because 
the shareholder-nominated director would have no fiduciary 
duty to other funds in the complex and, in any event, could 
not be “legally obliged” to enter into a confidentiality 
agreement. 
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Finally, the Commission observed that “any increased 
costs and decreased efficiency of an investment company’s 
board as a result of the fund complex no longer having a 
unitary or cluster board would occur, if at all, only in the 
event that investment company shareholders elect the 
shareholder nominee.”  Id. at 56,684/3.  The Commission’s 
point was that shareholders might benefit from getting proxy 
materials “making [them] aware of the company’s views on 
the perceived benefits of a unitary or cluster board and the 
potential for increased costs and decreased efficiency if the 
shareholder nominees are elected.”  Id. at 56,684–85.  And so 
they might, but this rationale is tantamount to saying the 
saving grace of the rule is that it will not entail costs if it is 
not used, or at least not used successfully to elect a director.  
That is an unutterably mindless reason for applying the rule to 
investment companies. 

 
III. Conclusion 

 
 For the foregoing reasons, we hold the Commission was 
arbitrary and capricious in promulgating Rule 14a-11.  
Accordingly, we have no occasion to address the petitioners’ 
First Amendment challenge to the rule.  The petition is 
granted and the rule is hereby 
 
          Vacated. 
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Appendix B: CFPB Introduction 

 

The Consumer Financial Protection Bureau: An Introduction 
Adam J. Levitin 

32 Review of Banking and Financial Law 321 (2013) 
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