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THIRD QUARTER 2022 FINDING VALUE IN ESG

Climate related banking proposals, executive compensation, and incentive programs were among the
thorniest issues we dealt with during the 2022 proxy season. We use these examples to illustrate our
engagement with managements and boards of directors, and the thought process behind our votes.

Direct engagement and proxy voting are the two
primary ways we, as active owners, can seek to
influence management teams and steer companies in
the direction of long-term shareholder value creation.
Stewardship, at Pzena, is led by the members of our
research team, as they are the most closely connected
to the business issues of our investments.

There are always several particularly complex and
inevitably controversial proxy votes that require
significant discussion within the research team to
arrive at a vote determination. Below, we profile three
such votes from the recent 2022 proxy season to
illustrate our focus on our fiduciary duties and the long-
term sustainability of our investments and how that
manifested in our voting and engagement.

EXAMPLE 1: CLIMATE-RELATED BANKING PROPOSALS

This proxy season, banks have come under greater
scrutiny as providers of financing to the fossil fuel
industry through their loan and capital market activity.
Climate-related proxies for financial institutions fell into
two categories of proposals: 1) confirming investor
satisfaction with banking climate targets; and 2) limiting
the types of financing banks provide to the fossil fuel
industry.

The first category, “Say-on-Climate” proposals, have
become a means for shareholders to express support
for, or dissatisfaction with company climate strategy,
including stated decarbonization targets. For a bank,
this means phasing out direct emissions in their own
operations, but more importantly, setting interim targets
for decarbonization in high-emitting industries where
they provide financing as well as committing to new
financing in “greener” or sustainable alternatives.

In 2022, several bank management teams requested
shareholder input through management proposed "Say-
on-Climate" votes. Within our portfolios, these votes
came up at UBS, NatWest, and Standard Chartered. In
these instances, we thoroughly reviewed the climate
plans and spoke directly with the relevant stakeholders.
Our votes in favor of the climate plans reflect our

view that the management team is approaching
decarbonization in a way that is beneficial for the long-
term health of the business and its shareholders.

The second category of climate proposals we
encountered during this proxy season arose from
shareholder activist groups looking to immediately

cease all funding of new fossil fuel projects. These
proposals, inspired by the IEA Net Zero by 2050 report,
which aims to limit global warming to 1.5 degrees
Celsius by the end of the century, would require banks
to commit (and in some cases amend their Articles of
Incorporation) to bar any new financing of oil and gas
fields or coal mining developments.

While we recognize the importance of the energy
transition, we do not believe that a prescriptive ban
on new fossil fuel financing is the best way to achieve
global decarbonization goals. These proposals were on
the ballot at a number of our financial holdings and we
voted against them. Even with extremely aggressive
energy transition timelines, oil and gas demand is
expected to peak only in the 2030 to 2035 timeline and
remain a meaningful part of the global energy mix for
an extended period of time. As oil and gas production
naturally declines at approximately 8% per annum,
constant reinvestment is necessary to ensure supply
meets demand. Any overly-hasty withdrawal of capital
from the sector is likely to unduly restrict supply,
adversely impact the global economy and therefore,
potentially reduce the capital available for the energy
transition. Additionally, blanket bans on financing
certain industries could compromise a bank’s ability
to serve as partners to their clients in achieving their
energy transition goals. We believe that in most cases,
management teams at financial institutions are well-
positioned to set an appropriate timeline to phase out
fossil fuel financing in a way that does not threaten
the stability of the global energy supply or the bank’s
existing relationships.

EXAMPLE 2: SS&C

Executive compensation is a common issue we are
faced with during proxy season. Analysts are tasked
with judging management pay levels and awards within
the scope of company performance, balancing the need
to attract and retain key talent without deteriorating
shareholder value. Institutional Shareholder Services
(ISS), which we use as a third-party resource on proxy
voting issues, flagged several components of SS&C's
advisory vote on executive compensation as potentially
problematic. The matters of concern arose from a
severance payout to a departing executive and relatively
high compensation awards for both the COO and the
Founder/CEOQ.

Often, we find that the company-specific context is
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FINDING VALUE IN ESG CONT.

not well-understood by proxy advisors who have
limited means of engaging with the companies they
cover.This is a critical reason why we believe there is
no substitute for the relationships we maintain with
management teams. After engaging with SS&C'’s

CEO, General Counsel, and an Independent Director,
we learned that the flagged severance payout was a
contractual obligation owed to the departing executive
and therefore, was improperly handled by ISS. On the
issue of COO compensation, the team at SS&C provided
us with their rationale for the outsized compensation
award, citing his skillset and experience as attractive
to many of their competitors who may seek to poach
him and thus warranted additional incentives to retain
his talents. Our engagements enabled us to feel at
ease with the company’s decision-making on these
components of the advisory vote.

Occasionally, however, the ISS flag may help draw our
attention to problematic issues that we are subsequently
able to explore in greater depth by engaging with the
company. On the issue of CEO compensation, despite
an increase in the performance-oriented component of
equity, the compensation was excessive and was far
outside the range of peers. Even after engagement, we
remained convinced that the award was too high to offer
our support. Extreme bonus payouts such as this are at
the expense of shareholders and led us to vote against
the advisory vote on compensation.

EXAMPLE 3: REINSURANCE GROUP OF AMERICA

The macro environment presents challenges for
investors assessing the structure of forward-looking
incentives. We believe that there is a balance between
attracting and retaining key talent and limiting the
dilution of shareholder value. Extraordinary equity
awards may be permissible on a case-by-case basis,

for example, when we feel that management is being
unfairly punished for circumstances that are largely
beyond their control. We would, however, expect a
measure of clarity and appropriateness in the targets
and metrics that must be met for a full payout to be
earned.

In the case of Reinsurance Group of America — RGA,
we found their issuance of a one-time equity award

— while well-intentioned, given business disruption
from COVID-19 — lacked rigor and failed to protect
shareholder value. Notably, the award vested over a
short time horizon, shorter, in fact, than the company’s
regular cycle awards, providing limited long-term
incentives to management. Additionally, although the
financial metrics selected to evaluate performance were
reasonable, the targets for full payout of the award
were not disclosed, minimizing the ability to assess
performance against company goals. After engaging
with the company and learning more about their
decision-making process, we were ultimately unable
to feel comfortable with these issues. We, therefore,
decided to vote against the issuance of this award.

CONCLUSION

These three examples of significant proxy votes from
the 2022 season highlight where the nuances of each
decision had to be debated extensively, internally,
and with company management, to reach a final vote
determination. Our focus on long-term shareholder
value creation, ESG or otherwise, always guides our
decision-making. We believe our focus on bottom-up
company-specific research makes us well-placed to
evaluate ESG issues in the normal course of investment
diligence and to engage with management teams as
active owners of the business.
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FURTHER INFORMATION

These materials are intended solely for informational purposes. The views expressed reflect the current views of Pzena Investment Management
(“PIM”) as of the date hereof and are subject to change. PIM is a registered investment adviser registered with the United States Securities and
Exchange Commission. PIM does not undertake to advise you of any changes in the views expressed herein. There is no guarantee that any
projection, forecast, or opinion in this material will be realized. Past performance is not indicative of future results.

All investments involve risk, including loss of principal. Investments may be in a variety of currencies and therefore changes in rates of exchange
between currencies may cause the value of investments to decrease or increase. The price of equity securities may rise or fall because of economic
or political changes or changes in a company’s financial condition, sometimes rapidly or unpredictably. Investments in foreign securities involve
political, economic and currency risks, greater volatility and differences in accounting methods. These risks are greater for investments in
Emerging Markets. Investments in small-cap or mid-cap companies involve additional risks such as limited liquidity and greater volatility than
larger companies. PIM’s strategies emphasize a “value” style of investing, which targets undervalued companies with characteristics for improved
valuations. This style of investing is subject to the risk that the valuations never improve or that returns on “value” securities may not move in
tandem with the returns on other styles of investing or the stock market in general.

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.

The specific portfolio securities discussed in this presentation are included for illustrative purposes only and were selected based on their ability

to help you better understand our investment process. They were selected from securities in one or more of our strategies and were not selected
based on performance. They do not represent all of the securities purchased or sold for our client accounts during any particular period, and it
should not be assumed that investments in such securities were or will be profitable. PIM is a discretionary investment manager and does not make
“recommendations” to buy or sell any securities. There is no assurance that any securities discussed herein remain in our portfolios at the time you
receive this presentation or that securities sold have not been repurchased.

For U.K. Investors Only:

This marketing communication is issued by Pzena Investment Management, Ltd. (“PIM UK”). PIM UK 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 7PF, United Kingdom. PIM UK is an
appointed representative of Mirabella Advisers LLF, which is 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. Past performance is not indicative of future results. 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 and are based on internal research.

For EU Investors Only:

This marketing communication is issued by Pzena Investment Management Europe Limited (“PIM Europe”). PIM Europe (No. C457984) is authorised
and regulated by the Central Bank of Ireland as a UCITS management company (pursuant to the European Communities (Undertakings for Collective
Investment in Transferable Securities) Regulations, 2011, as amended). PIM Europe is registered in Ireland with the Companies Registration Office
(No. 699811), with its registered office at Riverside One, Sir John Rogerson’s Quay, Dublin, 2, Ireland. Past performance is not indicative of future
results. 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 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 (“Pzena”).
Pzena is regulated by the Securities and Exchange Commission (SEC) under U.S. laws, which differ from Australian laws. Pzena 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. Pzena 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 African Investors Only:
Pzena Investment Management, LLC is an authorised financial services provider licensed by the South African Financial Sector Conduct Authority
(licence nr: 49029).

© Pzena Investment Management, LLC, 2022. All rights reserved.
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