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INTRODUCTION
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 define as maximizing long-term 
shareholder value. We view environmental, social, and governance (ESG) integration as an intrinsic 
part of informed investment decision-making, which, in turn, safeguards the interests of our clients. 

Financially material ESG considerations are analyzed internally, discussed with company 
management and industry experts, and monitored—as are all key investment issues. Each step 
of this process contributes to the team’s determination of whether to invest and, if we do, at what 
position size. Once an investment has been made, we continue to regularly engage management 
as shareholders. Through these ongoing conversations, along with proxy voting and other means of 
escalation, we seek to exert a constructive influence on the company’s trajectory, oriented toward 
long-term success.

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 actively review our ESG approach at least 
annually to make any necessary updates.

ESG/VALUE
The philosophy of value investing and the principles of ESG integration harmonize. ESG issues, in 
our view, are a subset of business concerns potentially impacting the valuation of a company. As 
such, our investment research would be incomplete without appropriate consideration of material 
ESG issues. ESG integration is therefore about fully understanding the potential value opportunity 
for a given company. You can find out more about the compatibility between the core philosophical 
beliefs of value investing and ESG integration by clicking here.

At Pzena, we believe that value isn’t a factor, it’s a philosophy—the conviction that out-of-favor 
stocks may be systematically undervalued—and likewise, we think of our ESG philosophy in terms 
of sustainable investment. In that respect, ESG scores matter less than the process around the 
selection and monitoring of investments. Our focus is therefore not “good” vs. “bad” ESG, but 
rather 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 opportunity in the first place. 
In such cases, it is essential we evaluate the ESG issues head-on, take a view as to whether 
the company can remediate them, and actively engage management if we decide to become 
shareholders.

We may also be investing in companies with embedded sources of ESG opportunity; for example, 
pure-play clean tech companies are not the only contributors to the energy transition. Industry 

https://www.pzena.com/americas/institutional-investors/insights/philosophical-alignment-esg-value-4q-2022/
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incumbents with a need to decarbonize can also be leaders in developing and scaling clean 
technologies and can play an equally important role in helping to deliver a global energy transition. 
Through our deep fundamental research, we can identify which companies we believe are well 
positioned to capitalize on opportunities in the energy transition and which may instead have value-
destructive capital allocation plans.

In general, we believe that improvement in ESG credentials is more important than a point-in-time 
assessment of a company’s ESG profile. Through our own proprietary research, we examined the 
relationship between ESG scores and investment performance and found that companies with 
improved ESG scores tend to outperform those with less improvement in their ESG scores.

ESG IN OUR RESEARCH PROCESS

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 significant impact on 
performance. If not effectively managed, ESG risks may drive unacceptably wide or asymmetric 
ranges of outcomes; alternatively, remediation of ESG risks can narrow the range of possible 
outcomes.

Our research team comprises industry analysts, portfolio managers, and the ESG team. 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. Industry analysts also determine how to 
engage management, working closely with other members of the research team, including the 
ESG team. Our ESG team provides 
specialist support to the industry analysts 
and portfolio management teams 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. While we have outlined this 
five-step process in the context of ESG 
issues, it would as easily apply to any 
other material investment issue.

https://www.pzena.com/americas/institutional-investors/insights/the-utility-of-esg-scores-in-the-investment-process-2q-2021/
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ESG INTEGRATION PROCESS

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 in individual portfolios if so directed by a client. If we identify a financially 
material investment issue (ESG or otherwise) that management does not have a clear plan to 
remediate, we may avoid investing, or we may exit an existing position altogether.

We deem certain ESG issues to be material societal risks. While these issues may not have a direct 
impact on earnings, we assign them the same level of importance as material financial risks. At 
present, these issues include the use of child labor and/or involvement in human trafficking. We plan 
to continually evaluate these issues and may add additional issues to this list in the future.

Once a company 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. During this initial review, the industry analyst may discover issues 
that materially affect a company’s earnings, including ESG issues. The industry analyst will review 
his/her findings with our portfolio management team to determine if further analysis of the business 
is warranted. As part of the research process, 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. 

ESG Data Sources
We use the following data sources throughout our research process: 

•	 Industry/competitor experts and reports
•	 Company experts, employees and reported information 
•	 Sell-side
•	 MSCI ESG data (e.g. ESG ratings, carbon footprint, UN Global Compact violations)

Additional data sources used primarily by the ESG team include the following:
•	 RepRisk controversy data and watchlists 
•	 Sustainability Accounting Standards Board (SASB) standards for financial materiality
•	 CDP for climate, water and biodiversity-specific information
•	 SparkChange for company carbon price exposure

We will continue to augment and enhance this list as new data sources become available. 
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Example of Thematic ESG Research
• Credibility of company Net Zero plans
• Modern slavery risk
• Elements of corporate governance most pertinent to company performance
• Financial materiality of biodiversity

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 along with 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; we conduct field research, such as site visits to plants, 
stores, or other facilities; we analyze the financials and public filings of the company and its 
competitors; and occasionally we purchase independent research reports. Thematic ESG research 
led by our ESG team can be informative at this stage, and we may use third-party ESG resources to 
augment our 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.

EVALUATE

Following the completion of due diligence on all 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 into 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 issues significantly 
increase the company’s risk profile, or management does not have a credible plan for remediation.

MONITOR

We spend a considerable proportion of our research effort after investment continually monitoring 
risk factors, as well as revisiting and testing our assumptions against a company’s real-time 
earnings progression. Assessment of 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 also be helpful, to the extent that they track and flag material 
changes in the ESG profile of a company. The ESG team is 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, but are not limited to: UN Global Compact 
violations, reputational risk incidents, and company/portfolio carbon footprint.
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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 both the company’s exposure to the issue and 
management’s plans to address it.

APPROACH
Each company and management team is unique, and consequently, our approach to management 
conversations is organic. In each case, we seek an open, cooperative dialogue. We prefer to 
maintain an ongoing discourse with company management on all material or potentially material 
investment issues through regular meetings, in-person site visits, and calls..

Broadly speaking, our discussions with company management have the following purposes in mind: 
 

•	 Testing assumptions in order to deepen our understanding of issues that we have identified 
as material or potentially material to the investment. We may identify these issues at the 
point of investment, or they may arise during ownership. In both cases, we discuss the issues 
with management, solicit their input, assess their response, and evaluate the impact on our 
investment thesis. To the extent that issues are ongoing, we continue to follow up until each 
issue is resolved or no longer relevant. 

•	 Maintaining an informed dialogue whereby we remain apprised of decisions relating 
to strategic and operational considerations. We usually routinely meet with management 
following earnings, strategic business updates, and management transitions.

•	 Advocating as shareholders for decisions that we believe will enhance long-term 
shareholder value. With increasing regularity, companies also proactively seek our input on a 
range of issues.
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ESCALATION
If we feel that our concerns have not been adequately addressed during management conversations, we 
may consider the following escalating actions:

1.	 Requesting a private meeting with the chairman or other board members
2.	 Writing a letter to members of the senior management team and/or board members
3.	 Voting against members of the board or resolutions at annual meetings
4.	 Divestment, if the lack of progress changes our view of the embedded risk-reward

COLLABORATIVE ENGAGEMENT
We recognize the potential benefits of collaborative engagement on occasion. In such cases, we may 
seek to share opinions with other investors, but we will only do so if we believe it to be 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. 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. While our ESG team 
supports our industry analysts in these conversations as needed, we intentionally do not delegate these 
responsibilities to a separate stewardship team.

ESG INTEGRATION: IN PRACTICE

OPPORTUNITY LIST
ESG improvement over time as a source of potential alpha is central to our ESG-integrated, deep-value 
investment philosophy. We therefore track the names in the portfolio with the greatest opportunity for 
ESG improvement. We call this our ESG Opportunity List.

This is not simply a list of all companies with material ESG issues and/or a list of laggards determined by 
a third party. It is a systematically identified, portfolio-specific list, generated through proprietary analysis 
conducted by our research team (portfolio managers, industry analysts, and the ESG team), consisting 
of opportunities in our portfolio where material ESG issues exist and engagement could have a positive 
impact. 

An engagement plan is developed by the research team for each company on the Opportunity List. This 
engagement plan has a defined objective as well as key milestones to keep in mind when monitoring 
and tracking progress.

In conjunction with the creation of an engagement plan, we assign the company a progress rating 
from 1 to 3. A score of ‘1’ is for those companies that have made little to no progress on the objectives 
we have outlined and/or have not yet acknowledged the issues. A ‘3’ rating is for companies that are 
making substantial progress in addressing our objectives and/or are highly engaged in addressing the 
issues. Companies that have been classified as a ‘3’ for at least 6 months may be—though they are not 
always—good candidates for potential removal from the Opportunity List. The rating system allows us to 
track the progress of companies on the Opportunity List over time.

https://www.pzena.com/americas/institutional-investors/insights/the-pzena-opportunity-list-4q-2023/
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ESG INTEGRATION EXAMPLES
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:

•	 Single-use plastics and pressure on the chemicals industry
•	 Water stress in the semiconductor industry
•	 Risk of forced or child labour in industries that mobilize a large low-cost workforce
•	 Unwinding cross-shareholdings in the Japanese market
•	 Financializing biodiversity in the crop sciences industry
•	 Climate transition risks for carbon-intensive industries, such as metals and mining 
•	 Large-scale litigation risk across a variety of industries  

PROXY VOTING

PHILOSOPHY
We believe proxy voting is a critical component of our engagement efforts and our ability to drive 
change. We take our responsibilities as stewards of our clients’ capital seriously, actively voting 
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, which we define as maximizing long-
term shareholder value. We exercise proxy voting to highlight our views on management decisions, 
including ESG-related issues, 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 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 
case-by-case basis.

We disclose our proxy voting records publicly, and they can be found here.

ROLES & RESPONSIBILITIES
Each proxy is reviewed and voted by the industry analyst covering the stock. We do not outsource 
this responsibility to a separate stewardship team, as we consider it a fundamental part of our 
investment due diligence and engagement.

https://www.pzena.com/wp-content/uploads/2025/02/proxy-voting-v3.2.pdf
https://vds.issgovernance.com/vds/#/MTUyMA==/
https://vds.issgovernance.com/vds/#/MTUyMA==/
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The ESG team 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 analysts’ compliance with voting procedures.

ESG GOVERNANCE

Our Executive Committee is ultimately responsible for organizational oversight of our approach to 
ESG as an integrated part of Pzena’s research process.

We also have two internal committees governing ESG practices. The ESG Steering Committee is 
comprised of members of the Research department, specifically a sub-set of portfolio managers 
and the ESG team. The committee meets quarterly to guide priorities at the intersection of ESG and 
research. The ESG Steering Committee’s responsibilities include determining quarterly thematic 
ESG research and setting external-facing priorities, such as publications, interviews, and conference 
attendance.

The ESG Operating Committee is cross-functional, consisting of representatives from our Research, 
Client Services, Legal, Compliance, and Operations departments. The ESG Operating Committee 
meets annually or as needed to oversee the day-to-day operations of Pzena’s ESG efforts. 
Responsibilities include overseeing ESG reporting initiatives, monitoring evolving ESG regulations, 
and other firm-level ESG initiatives. 

ESG ORGANIZATIONS

We continually evaluate our membership in ESG-based organizations. Our current participation 
includes the following: 

•	 Signatory to the Principles for Responsible Investing (PRI) since 2018
•	 Member of International Financial Reporting Standards (IFRS) Sustainability Alliance since 

2020
•	 Signatory to the Japanese Stewardship Code since 2021
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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, LLC (“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. 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 MSCI information may only be used for internal use, may not be reproduced or redisseminated in any form and may not be used as a basis for or a component of 
any financial instruments or products or indices. None of the MSCI information is intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Historical data and analysis should not be taken as an indication or guarantee of any future 
performance analysis, forecast or prediction. The MSCI information is provided on an “as is” basis and the user of this information assumes the entire risk of any use 
made of this information. MSCI, each of its affiliates and each other person involved in or related to compiling, computing or creating any MSCI information (collectively, 
the MSCI Parties) expressly disclaims all warranties (including, without limitation, any warranties of originality, accuracy, completeness, timeliness, non-infringement, 
merchantability and fitness for a particular purpose) with respect to this information. Without limiting any of the foregoing, in no event shall any MSCI party have any 
liability for any direct, indirect, special, incidental, punitive, consequential (including, without limitation, lost profits) or any other damages. 

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), with additional authorisation for management of portfolios of investments, in accordance with mandates given by investors on a 
discretionary, client-by-client basis, where such portfolios include one or more of the investment instruments listed in Section C of the Annex to the MiFID (Markets in 
Financial Instruments) Regulations 2017 (S.I. No. 375 of 2017), as amended), and investment advice concerning one or more of the instruments listed in Annex I, Section 
C to Directive 2004/39/EC. 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 Class Order CO 03/1100 and the transitional relief under ASIC Corporations (Repeal and Transitional) Instrument 
2016/396, extended through 31 March 2026 by ASIC Corporations (Amendment) Instrument 2024/497. 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.


