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At Pzena, our role as responsible stewards of capital is as important to us as our fiduciary responsibility
to act in our clients’ best interests; which we believe is maximizing long-term shareholder value. Far from being contrary to value
investing, we view environmental, social, and governance (ESG) integration as an integral part of informed investment decisionmaking and, in turn, this safeguards the interests of our clients. Our approach to ESG analysis is therefore best described as
integrated, whereby ESG risks and opportunities are a primary and transparent part of our investment philosophy.

Since Pzena’s founding we have demonstrated a commitment to classic value investing: buying good businesses at low prices that
are lagging their historically demonstrated, long-term earnings power. Through fundamental research, we seek to determine
whether such earnings shortfalls are temporary or permanent. Each investment decision weighs risk and return by considering all
issues material to a company’s prospects. Among those, ESG issues can have a material impact on performance: if not effectively
managed, ESG risks may drive unacceptably wide or asymmetric ranges of outcomes; on the flip side, remediation of ESG risks
can narrow the range of possible outcomes. Assessing the potential impact of ESG issues on a company is therefore critical to our
investment process, both in terms of downside risk protection and assessing future upside potential.
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At Pzena we believe that value isn’t a factor, it’s a philosophy – it’s the conviction that out-of-favor
stocks are systematically undervalued. Likewise, we think of ESG more in terms of a philosophy for
sustainable investment. In that respect, ESG scores matter less than the process around selection and
monitoring of investments. Our focus is therefore not on the absolute ESG score, or even “good” vs.
“bad” ESG but instead it is more about whether we think the company can recover its earnings
potential over time. Exposure to, or inadequate management of, ESG risk may have created the value
buying opportunity in the first place.

Instead of shying away from “bad ESG,” it is essential we evaluate these issues head-on, take a view
as to whether the company can remediate them, and actively engage management if we decide to
become shareholders. Improvement in ESG credentials (which may translate into improvement in ESG
score) is therefore more important than a point-in-time assessment of a company’s ESG profile. In our
experience, investing in times of ESG crisis can result in in significant future upside, assuming the
risks and turnaround potential are appropriately analyzed and, where possible, priced in at the point of
investment.

We view environmental,
social, and governance
(ESG) integration as an
integral part of
informed investment
decision-making.

As we do with all key investment issues, significant ESG considerations are analyzed internally,
discussed with company management and industry experts, and monitored. Each step of this process
contributes to the team’s determination whether to invest and, if we do, at what position size. Once an
investment has been made, we continue to engage management on an ongoing basis. Through these
conversations, our proxy voting, and other escalation options, we seek to exert a constructive, longterm-oriented influence on the trajectory of the company.

Our commitment to incorporating ESG into our investment approach drives us to continually enhance
the way we look at ESG issues. As a result, we anticipate reviewing our ESG approach at least
annually and making any necessary updates.

ESG in our Research Process
Our research team comprises industry analysts, portfolio managers, and ESG analysts. We believe
that true ESG integration is industry-analyst led; just as industry analysts bear primary responsibility
for issue identification and investment due diligence, they also judge the materiality of ESG-related
issues and their potential ramifications. The industry analyst also determines how to engage
management, working closely with other members of the research team, including ESG analysts. The
ESG analyst provides specialist support to the industry analyst and portfolio management team on
company-specific issues and material industry and thematic ESG issues that may cut across industries
and portfolios.

In the following sections we provide a more detailed look at how we integrate ESG issues into each
stage of our fundamental investment research process.
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IDENTIFY
We focus our research on companies in the most undervalued 20% of the investment universe. While
we do not restrict the investment universe based on any ESG issue or exclusionary list, we can
exclude holdings if so directed by a client. Once a name is selected for research, it is assigned to an
analyst based upon its industry. Initially, we identify a short list of reasons why the stock is
underperforming and a series of research questions for deeper exploration. This initial review can raise
ESG issues that materially affect a company’s earnings. The industry analyst will review his/her
findings with our portfolio management team to determine if further analysis of the business is
warranted. Analysts consider ratings and research produced by a variety of third-party ESG data
providers and refer to industry ESG standards and principles as appropriate. We have also started to
develop our own internal set of materiality standards by industry, informed by existing materiality
frameworks such as the Sustainability Accounting Standards Board (SASB).

ANALYZE
Once we commit to a full research project for a company, we conduct a thorough fundamental
assessment of the business, with a particular focus on those challenges that have created the value
opportunity. We examine ESG issues as well as all other considerations that can influence the
company’s long-term performance and risk profile. As a part of this process, we speak with
competitors, customers, and suppliers; conduct field research such as site visits to plants, stores, or
other facilities; analyze the financials and public filings of the company and its competitors; and
occasionally purchase independent research reports. Additionally, we use the third-party ESG
resources described above to augment this analysis. Each issue, whether under the ESG heading or
otherwise, is analyzed on its own merit and does not necessarily preclude us from considering an
investment.
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EVALUATE
Following completion of due diligence into all the key issues, we finalize our estimate of earnings
potential, considering the full range of potential outcomes. The evaluation of ESG issues focuses on
their potential to impact future profitability and risk profile, and we assess the degree to which these
are already factored in to the current market valuation of the company. This stage of our process
culminates in an investment decision. An investment candidate may be rejected due to ESG concerns
if the negative financial impact is deemed sufficiently material, the issue significantly increases the
company’s risk profile, or management does not have a credible plan to remediate the issue.

MONITOR
We spend a large proportion of our research effort after investment continually monitoring risk factors
that can have a financial impact on a company. Revisiting and testing our assumptions against a
company’s real-time earnings progression — and emergent challenges and opportunities — is core to
our process. Material developments can sometimes lead us to update our estimate of earnings
potential and, if appropriate, make changes to our positioning in that stock. Much of this monitoring is
done through our regular conversations with management and our own independent ongoing
research. The ESG data sources we subscribe to can be a helpful addition in this process, to the

We engage with
company management
throughout our process.

extent that they track and flag material changes in the ESG profile of a company. The ESG analysts
are responsible for an additional layer of ESG governance, whereby, through a series of watchlists,
they monitor material ESG issues and developments in the portfolio. These may include, though not
limited to: UN Global Compact violations, reputational risk incidents, and company/portfolio carbon
footprint.

ENGAGE
Philosophy. We engage with company management throughout our due diligence process, and
extensively after investment. We view stock ownership as an opportunity to help steer companies
toward long-term shareholder value creation and therefore favor engagement over divestment. If we
determine an ESG consideration to be material to our investment thesis, we raise it with the
management team. Our aim is to develop a robust understanding of the company’s exposure to the
issue, and management’s plans to address it.

Approach. Each company and management team is unique. Consequently, our approach to
management conversations is organic in each case, however, we seek an open, cooperative dialogue.
We prefer to maintain an ongoing dialogue with company management on all material or potentially
material investment issues through regular meetings, in-person site visits, and telephone calls.
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Broadly speaking, our discussions with company management have the following purposes in mind:

Staying updated – whereby we keep apprised of decision-making as it relates to strategic and
operational decisions. We will usually routinely meet with management following earnings,
strategic business updates, and management transitions.

Improving understanding – intended to deepen our understanding of issues that we have identified
as material or potentially material to the investment. Sometimes we identify these issues at the
point of investment and other times they arise during ownership. In both cases, we would discuss
the issues with management, solicit their input, assess their response, and evaluate the impact on
our investment thesis. To the extent that the issues are ongoing, we will continue to follow up until
the issue is resolved or no longer relevant.

Advocacy – an explicit opportunity for us, as shareholders, to advocate for different decisions that
we believe will enhance long-term shareholder value. With increasing regularity, companies also
proactively seek our input on a range of issues.
Escalation. In instances where we feel that our concerns have not been adequately addressed during
these conversations, we may consider the following actions to escalate our concerns:

a private meeting with the chairman or other board members;
a written letter to members of the senior management team and/or board members;
and/or voting against members of the board or resolutions at annual general meetings.
Occasionally we recognize the potential benefits of collaborative engagement. In such cases we may
seek to share opinions with other investors, but only when we believe it’s in our clients’ best interests,
and permissible under applicable laws and regulations. We do not seek to become activists or insiders,
nor do we encourage proxy battles.

Roles & Responsibilities. For ESG to be integrated into the research process, the industry analyst
covering the stock must also lead the associated investment due diligence, of which engagement is a
key part. The industry analysts are best placed to evaluate the investment implications of ESG issues,

The industry analysts
are best placed to
evaluate the investment
implications of ESG
issues, and therefore
they bear primary
responsibility for
discussing these with
company management.

and therefore they bear primary responsibility for discussing these with company management. Our
ESG analysts support the industry analysts in these conversations as needed but we intentionally do
not delegate these responsibilities to a separate stewardship team.
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While we have outlined this five-step process in the context of ESG issues, it
would just as easily apply to any other material investment issue. Some ESG issues may not have a
clear financial impact on earnings but are deemed material societal risks, and therefore we approach
them as we would material financial risks. These issues include use of child labor and/or involvement
in human trafficking, we plan to continually evaluate and may add additional issues to this list in the
future.

In summary, our primary focus is to understand any material investment issue (ESG or otherwise),
discuss the issue with management, and make the associated investment decisions. If we identify a
material investment issue (ESG or otherwise) that management doesn’t have a clear plan to
remediate, we may avoid investing, or exit an existing position altogether. Throughout each stage of
this investment process, we make decisions that we believe are in our clients’ best long-term interests.

Proxy Voting
Philosophy. We take our responsibilities as stewards of our clients’ capital seriously, actively voting

We believe proxy voting
is a critical component
of our engagement
efforts and ability to
drive change.

the shares of companies in which we invest on their behalf as an integrated part of our investment
process. Each proxy is voted in the best interest of our clients, defined as maximizing long-term
shareholder value. We exercise proxy voting to highlight our views on management decisions,
including ESG-related items, regardless of whether we agree with management’s recommendation.

Resources. Institutional Shareholder Services (“ISS”), provides us with a proxy analysis with
supporting research and a vote recommendation for each shareholder meeting. Nevertheless, we
retain ultimate responsibility for instructing ISS how to vote proxies on behalf of each individual proxy
item for each company.

Our Proxy Voting Policy ensures vote decisions are made consistent with our fiduciary responsibilities
and applicable regulations under the Investment Company Act of 1940 and Investment Advisers Act of
1940. We evaluate each proxy item for any investment on its own merit and therefore vote on a caseby-case basis.

We disclose our proxy voting records publicly and they can be found at this link.

Roles & Responsibilities. Each proxy is reviewed and voted by the industry analyst covering the stock.
We believe proxy voting is a critical component of our engagement efforts and ability to drive change.
As a result, we do not outsource this responsibility to a separate stewardship team, considering it a
fundamental part of our investment due diligence and engagement.

The ESG analyst assists the industry analyst in making a vote determination, primarily on ESG items
where either the specific issue falls outside of the scope of our policy or the industry analyst thinks it
would be helpful to seek additional guidance.

Our director of Research is responsible for monitoring analyst compliance with voting procedures.
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The nature and materiality of ESG factors vary across companies and industries. Recent examples of ESG topics
that have been the focus of detailed due diligence by our research team include:

The opioid epidemic in the
US and associated liabilities

Single-use plastics and pressure

for drug manufacturers and

on the chemicals industry

distributors

Money-laundering
activities within the global
banking industry

The shift from internal
Labor practices and resource

Climate transition risks for

combustion engines to

use in the palm oil industry

emerging markets utilities

electric vehicles within the
automotive industry

Pzena | Environmental, Social, and Governance Approach

08

ESG Governance
ESG is governed by the ESG Committee, consisting of representatives from our Research, Client
Services, Legal, and Operations groups. The committee meets monthly to oversee Pzena’s ESG
integration and reporting process, as well as stay informed of significant market developments.

Organizations
Pzena became a signatory to the Principles for Responsible Investing (PRI) in 2018 following a
rigorous assessment of its principles, which we believe are strongly aligned with our investment
philosophy and research process.

We also became a SASB Alliance member in 2020 and continuously evaluate whether to become a
member of other ESG-based organizations.

ESG Data Sources
We make use of the following data sources in our fundamental bottoms-up research process:
i.
ii.
iii.
iv.
v.
vi.
vii.

Industry/competitor experts and reports
Company experts, employees and reported information
Sell-side
MSCI ESG ratings, carbon footprint data and UN Global Compact violations
RepRisk controversy data and watchlists
Sustainability Accounting Standards Board (SASB)
Other alternative data sources

We will continue to augment and enhance this list as new data sources become available.
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