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Value investing is a long-term proposition.
So why measure long-term returns (at a single point in time) against monthly volatility?
What if we modify the Sharpe ratio to measure average long-term returns against long-term volatility?
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Long-Term Risk-Return Metrics

*Average 10-year return divided by the volatility of 10year returns.

Investors typically use short-term metrics for
evaluating risk. Monthly volatility is used in the
Sharpe ratio.

*Based on the standard deviation of their relative
holding periods assembled on a monthly basis.

Investors almost always use long-term metrics
for evaluating returns. And the metric of choice
typically ends with a recent data point. So, even
when we look at a 10-year record, that record is
highly endpoint (and beginning-point) biased.
Using the average return eliminates this issue.

*The best 10-year period ended February 2019. The
worst 10-year period ended February 2009. Average is
of all 10-year periods, rolling monthly.

Point in Time Return/Short-Term Risk Metric

*Most recent 10-year return divided by the volatility of
monthly returns.

Source: FTSE Russell, S&P Global, Pzena analysis. January 1, 1996 – June 30, 2020. ¹Based on gross performance of our Pzena Focused Value Composite. Past performance is not
indicative of future results. The S&P500 Index and the Russell 1000 Value Index are used for comparative purposes only. Indexes cannot be invested in directly.

Measuring average long-term returns against long-term volatility provides a
more accurate reflection of a manager’s true investment capability.
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Risk, after all, isn’t buying stocks that are facing price volatility; risk is paying too
much for them.
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FURTHER INFORMATION
This document is intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment Management, LLC (“PIM”) as of the date
hereof and are subject to change. PIM does not undertake to advise you of any changes in the views expressed herein. Past performance is not indicative of future results. All
investments involve risk, including risk of total loss. This document discusses the applicability of past performance, risk metrics and valuation methodologies when assessing
the performance of an Investment Manager. The views that are stated on these subjects are the views of Pzena Investment Management and investors/potential investors
should seek their own independent advice before considering investing in a related product.
This document does not constitute a current or past recommendation, an offer, or solicitation of an offer to purchase any securities or provide investment advisory services
and should not be construed as such. The information contained herein is general in nature and does not constitute legal, tax, or investment advice. PIM does not make any
warranty, express or implied, as to the information’s accuracy or completeness. Prospective investors are encouraged to consult their own professional advisers as to the
implications of making an investment in any securities or investment advisory services.
For European Investors Only:This financial promotion is issued by Pzena Investment Management, Ltd. Pzena Investment Management, Ltd. is a limited company registered
in England and Wales with registered number 09380422, and its registered office is at 34-37 Liverpool Street, London EC2M 7PP, United Kingdom. Pzena Investment
Management, Ltd is an appointed representative of DMS Capital Solutions (UK) Limited and Mirabella Advisers LLP, which are authorised and regulated by the Financial
Conduct Authority. The Pzena documents are only made available to professional clients and eligible counterparties as defined by the FCA. The value of your investment may
go down as well as up, and you may not receive upon redemption the full amount of your original investment. The views and statements contained herein are those of Pzena
Investment Management, LLC and are based on internal research.
For Australia and New Zealand Investors Only: This document has been prepared and issued by Pzena Investment Management, LLC (ARBN 108 743 415), a limited liability
company (“PIM”). PIM is regulated by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. PIM is exempt from the requirement
to hold an Australian financial services license in Australia in accordance with ASIC Corporations (Repeal and Transitional) Instrument 2016/396. PIM offers financial services
in Australia to ‘wholesale clients’ only pursuant to that exemption. This document is not intended to be distributed or passed on, directly or indirectly, to any other class of
persons in Australia. In New Zealand, any offer is limited to ‘wholesale investors’ within the meaning of clause 3(2) of Schedule 1 of the Financial Markets Conduct Act 2013
(‘FMCA’). This document is not to be treated as an offer, and is not capable of acceptance by, any person in New Zealand who is not a Wholesale Investor.
For Jersey Investors Only: Consent under the Control of Borrowing (Jersey) Order 1958 (the “COBO” Order) has not been obtained for the circulation of this document.
Accordingly, the offer that is the subject of this document may only be made in Jersey where the offer is valid in the United Kingdom or Guernsey and is circulated in Jersey
only to persons similar to those to whom, and in a manner similar to that in which, it is for the time being circulated in the United Kingdom, or Guernsey, as the case may
be. The directors may, but are not obliged to, apply for such consent in the future. The services and/or products discussed herein are only suitable for sophisticated investors
who understand the risks involved. Neither Pzena Investment Management, Ltd. nor Pzena Investment Management, LLC nor the activities of any functionary with regard to
either Pzena Investment Management, Ltd. or Pzena Investment Management, LLC are subject to the provisions of the Financial Services (Jersey) Law 1998.
For South Africa Investors Only: Pzena Investment Management LLC is an authorised financial services provider licensed by the South African Financial Sector Conduct
Authority (licence nr: 49029).
The S&P 500® is a registered trademark of Standard & Poor’s, a division of The McGraw Hill Companies, Inc., which is the owner of all copyrights relating to this index and
the source of the performance statistics of this index that are referred to herein. Russell® is a trademark of the Frank Russell Company. FTSE Russell is the source and owner
of the Russell Index data contained or reflected in this material and all trademarks and copyrights related thereto. The presentation may contain confidential information and
unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a presentation of PIM. FTSE Russell is not responsible for the formatting or
configuration of this material or for any inaccuracy in PIM’s presentation thereof.
The Pzena Focused Value Composite:

Past performance is not indicative of future results. The Russell 1000 Value Index is used for comparative purposes only. Indexes cannot be invested in directly.
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