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Introduction

The 2025 proxy and disclosur e landscape is entering one of its most transfor mative periods
in over a decade. Developments at the federal, state, and proxy-advisory levelsare

conver ging to reshape how companies and investor s engage on executive compensation and
gover nance. At the federal level, the SEC’s updated inter pretations of Schedules 13D and
13G have narrowed the space between traditional engagement and activism; this shift is
already influencing how large institutional investor s approach compensation and
governance discussions. Thisisin addition to their potential overhaul of executive
compensation disclosurerules, discussed in aprior alert. Meanwhile, Texas s enactment of
Senate Bill 2337 and the ensuing lawsuits and investigations tar geting I nstitutional
Shareholder Services (1SS) and GlassLewis& Co. mark a new stagein the politicization of
proxy advice. Together, these actions reflect the expanding role of state-level policy in
shaping the national gover nance framework and redefining the boundaries of ESG-related
oversight.

Within the advisory market, the landscapeis equally fluid. Glass Lewis'splan toretireits
long-standing “Benchmark” policy by 2027 signals a decisive move toward customized,
investor-specific voting framewor ks that will make vote for ecasting and engagement
planning more complex. For ISS, early signs point to continued emphasis on pay-for-
performance alignment and disclosure rigor, but final policy updates are not yet released
and the direction beyond 2026 remains uncertain. Collectively, these developments

under score a rapidly evolving gover nance ecosystem—one shaped by the current
administration’sregulatory priorities and by intensifying scrutiny of ESG and executive
pay practices.

Key takeaway: Companies should anticipate a more fragmented, politicized, and
regionally variable gover nance environment going forward, requiring closer coordination
between legal, investor relations, and compensation teams to maintain a consistent
disclosure narrative and engagement strategy across an increasingly unclear policy
landscape.

The SEC’s 2025 Guidance on Schedules 13D and 13G
and Impact on Executive Compensation Engagement
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In February 2025, the SEC issued revised Compliance & Disclosure I nterpretations
(C&Dls) under Exchange Act Sections 13(d) and 13(g), guidance that significantly narrows
theinterpretation of what constitutes “passive’” owner ship.

Schedule 13D isrequired when an investor or group acquires beneficial owner ship of more
than 5 percent of a class of voting equity securities and has an intent to influence or change
control of the company. By contrast, Schedule 13G serves as a simplified filing for
investor s qualifying as “ passive’ or “institutional.”

Therevised guidance narrows the boundary between routine engagement and activism.
Investors engaging in conduct reasonably viewed as influencing management or
control—such as conditioning support for directorsor proposals on compensation
changes, advocating specific gover nance outcomes, or coordinating with other

shar eholder s—may no longer rely on Schedule 13G.

The change has meaningful implications for how index funds and other passiveinvestors
interact with companies on executive compensation. To avoid triggering Schedule 13D
obligations, many investor s ar e expected to limit participation in substantive compensation
discussions and frame feedback in mor e neutral, infor mational terms. Companies should
thereforetake greater careto define the scope and tone of engagement, focusing
presentations on philosophy and data rather than negotiation or co-development of

strategy.

In practice, these developments heighten the need for disciplined engagement strategies
and clear proxy-statement disclosure. Companies should pre-set meeting agendas,
document the informational nature of discussions, and ensur e gover nance teams

under stand the compliance sensitivities around “ influencing control.”

State-Level Pushback on Proxy Advisors

Texas' s Senate Bill 2337 (enacted on June 20, 2025) isthefirst state law of itskind that
attemptsto regulate proxy-advisory activity—marking an escalation in the campaign to
curtail ESG-driven voting advice. The law requires proxy advisorsto disclose whenever
their adviceisnot “solely in the financial interest of shareholders.” A recommendation is
presumed non-financial if it references ESG, DEI, or sustainability considerations, or if it
diver ges from management’s recommendation without an accompanying economic
analysis.

Although afederal district court issued a preliminary injunction on August 29, 2025,
blocking enfor cement pending trial in February 2026, the law remains influential—other
states are now exploring similar legislation. Furthermore, on September 16, 2025, Texas
Attorney General Ken Paxton announced an investigation into Glass Lewis and | SS,
alleging that they misled institutional investors and public companies by advancing
“radical political agendas.”

If SB 2337 isultimately upheld, proxy advisors may become mor e cautiousin issuing
recommendationstied to ESG or human-capital matters- or in critiquing executive pay on
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non-financial grounds. Texas-based companies could see less aggr essive commentary but
mor e fragmented advice asfirmstailor analysesto comply with varying state standards.
Even during the injunction period, the Texas law under scorestherise of politicized
oversight of governance intermediaries, with potential spillover effects on engagement,
say-on-pay outcomes, and disclosur e planning.

Glass Lewis Refined 2026 Policy and Transition to 2027
Bespoke Frameworks

For the 2026 proxy season, Glass L ewis announced a comprehensive update to its pay-for -
per formance (P4P) and gover nance methodologies, designed to improve transparency,
consistency, and long-term alignment. The firm will replace its A-to-F letter-grade system
with a numerical score (0-100), extend its evaluation horizon from threeto fiveyears, and
broaden peer-group construction to reflect industry and regional context. Greater
emphasiswill be placed on relative compensation, total shareholder return (TSR), and
other performance metricsto provide a more nuanced view of pay alignment.

In addition, Glass L ewis will introduce enhanced qualitative analysis explaining how
factors such as business cycles, volatility, or exceptional eventsinfluence pay outcomes,
and it will expand disclosure of data inputs and assumptions. These adjustmentswill likely
affect how compensation committees calibrate LTI mix, peer selection, and perfor mance
metrics.

Glass L ewis also announced that the 2027 proxy season will mark a fundamental
transformation in how it delivers proxy-voting advice. Thefirm will retireitslong-
standing 'Benchmark' policy, which for nearly two decades served asthe default voting
guideline applied acrossits global client base. In itsplace, Glass Lewiswill introduce a
suite of customizable policy frameworks, or 'lenses,’ designed to reflect differing investor
mandates and fiduciary philosophies.

According to Glass Lewis s October 15, 2025 announcement, the firm plansto offer a
menu of discrete policy tracksthat investors can elect when subscribing to itsresear ch,
including examples such as Gover nance-Fir st, Sustainability-Forward, Management-
Aligned, Activism-Awar e, and Engagement-Neutral. Each policy variant will rely on the
same underlying analytical framework used in the firm’sresear ch, but the weighting of
factor s—such as executive pay alignment, board responsiveness, audit quality, capital
structure, and ESG integration—will vary based on the chosen lens. For example, a
‘Governance-First' policy might place heavier emphasis on director independence and
shareholder rights, while a'Sustainability-Forward' policy could increase the weight
assigned to climate and human-capital disclosures.

Once these bespoke policies take effect, companies can no longer rely on a single,
predictable Glass L ewis recommendation as a proxy for market sentiment. Engagement
strategies, disclosurerationales, and board communications will need to be segmented by
investor type and policy orientation. Cor por ate gover nance and compensation teams will
need to begin mapping which frameworkstheir major shareholdersarelikely to adopt and
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model potential variationsin vote outcomes.

Thetransition to multiple policiesis expected to occur gradually during the 2026-2027
cycle. Glass L ewis has committed to releasing detailed documentation of its new policy
ar chitecture during 2026 to allow companies and investor sto prepare.

Speculation on Final ISS 2026 Policy

Asof late October 2025, I SS has not released a draft of its 2026 policies but has published
results of itsannual Policy Survey, an early indicator of potential updates expected in
November 2025. Survey feedback suggests | SSwill make incremental adjustmentsrather
than sweeping changes.

Key compensation topicsinclude:

= Time- vs. performance-based equity: Most investor s support mixed structures but
favor five-year vesting or retention to qualify aslong-term.

= Modificationsto in-flight awards: 73 percent of investors support continuing I SS's
practice of viewing changes skeptically unless compellingly justified.

= Say-on-pay responsiveness. A majority favor crediting companies that show good-
faith efforts even when direct shareholder feedback islimited.

= Non-executive director pay: Investorsseek earlier identification of problematic pay
levels and clearer disclosurerationales.

Overall, | SS appear s poised to reaffirm its emphasis on performance-based equity,
transparency, and responsiveness whilerefining its treatment of ESG metric changes.
With final 2026 policies pending, no significant directional shift has been announced for
2027, and 1SS has not indicated plans for a major structural overhaul comparableto Glass
L ewis s multi-framework model.

Looking Ahead

The months ahead will likely define the next phase of cor porate gover nance and executive-
pay oversight. The SEC’s narrowing of “passive’ investor status, Texas s expanding
regulatory reach, and the proxy advisors evolving policies all point to a more fragmented
and complex environment entering the 2026 and 2027 proxy seasons.

Boards and compensation committees should monitor the upcoming I SS policy releases,
track how Glass Lewis' s 2026 P4P model affectsinvestor analysis, and begin preparing for
the multi-policy landscape that will emergein 2027. Across all fronts, the messageisclear:
engagement discipline, disclosure precision, and proactive scenario planning will be
critical to maintaining investor confidence and gover nance stability in an increasingly
divided policy environment.
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