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In the wake of the Tokyo Stock Exchange governance reforms, we remain focused on how
companies are improving their governance structures to create shareholder value. We illustrate
this approach with two of the more exciting opportunities in our Japanese portfolio.

Corporate governance is foundational to our
decision making. Poor governance can drive

a permanent capital impairment for any given
investment. The Japanese market has had a
reputation for governance shortcomings, reflected
in lower market returns over time. More recently,
we have seen significant positive changes,
spearheaded by the Tokyo Stock Exchange (TSE).
These reforms have the potential to crystalize
governance reforms that have helped drive

the strong rally in Japanese equities. Japanese
governance reform has been high on our list of
interests since we began investing in the region
more than 20 years ago.

TSE REFORMS

Following the revision of Japan’s corporate
governance code in 2021, the TSE implemented
additional reforms with the explicit aim to increase
Japanese valuations. The TSE requested that all
companies listed on the Prime and Standard
Markets take “action to implement management
that is conscious of cost of capital and stock price’,
with an emphasis on companies with a price-to-
book (PBR) ratio below 1.

Disclosures to inform investors of company actions
are required by March 2025, and the TSE began
publishing the list of companies that have already
done so earlier this year. Per the latest information
from the TSE, 47% of companies in Prime, but only
14% of Standard, have provided a business plan to
improve capital efficiency’.

INVESTMENT IMPLICATIONS

These reforms have driven productive changes
among our investments:
1. Meaningful increase in engagement
opportunities
2. Increased shareholder returns
3. Positive changes in board structure
4. Improved disclosure on the path to improved
returns

1. As of February 29, 2024; Japan Exchange Group (JPX) and Pzena Analysis

While we see these reforms as directionally
positive, they are still largely a top-down directive.
To be successful, companies must make changes
from the bottom up. We believe that we are still

in the early stages of change. We need to see
improvement not only in the independence but
also in the quality of company boards. Directors
need to have relevant experience, so they can ask
the right questions of management and conduct
proper oversight. We continue to see opportunities
for improvement and maintain this dialogue with
portfolio companies.

Looking ahead, we see private equity and activists
becoming even more active in the market. Activism
in Japan is already at a record high, as the second
largest market for activist investment. We see

this as a positive because activists are helping

to accelerate the necessary governance reforms.
The ability to assess which companies are serious
about reform and which are just paying lip service
to the requirements will become an even more
important part of the bottom-up fundamental
analysis. Historically, this narrative of private equity
and activism has driven outperformance in the
small cap space, which aligns with our view of the
value opportunity in Japan today.

We illustrate some of the more attractive
investment opportunities we see in the market
through two company examples in our Japanese
portfolio:
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Suzuken, pharmaceutical wholesaler

We view Suzuken management as forward
thinking in their capital allocation plans, with

a comprehensive plan to improve ROE and

get to 1x book value. This approach involves

the ongoing sell-down of equity holdings and
returning 100% of the company’s earnings to
shareholders to maintain ROE levels above cost of
capital. Meanwhile, the company aims to further
enhance ROE through structural reforms within its
existing business and optimization of its business
portfolio. Thus far, the release of excess capital
and the payouts to shareholders are moving in
the right direction, but we plan to keep Suzuken
on our Opportunity List? until these plans are fully
executed. We cast our proxy votes in favor of the
board of directors because we approve of the
decision making and the concrete actions that have
contributed to an enhancement of the corporate
value for Suzuken.

Hokkoku Financial Holdings, regional bank

Hokkoku has been proactively improving its

ROE to 8% in a challenging banking business
environment. The company released excess capital
and increased its payout to shareholders while
unwinding its cross-shareholdings. Hokkoku has
made steady improvements in its board structure
as well, achieving a majority-independent board
last year. The management compensation scheme
has also been revised to be ROE-driven. Together
with its effort to reduce fixed costs and improve the
business mix, we believe the company’s structural
ROE improvement will be rewarded. Hokkuku could
be a candidate for removal from our Opportunity
List, given these substantial improvements in
corporate governance.

2. The Pzena Opportunity List refers to a subset of our portfolio companies

for which ESG matters are among the most financially material issues.
Improvements in these ESG issues, aided by our engagement efforts, could
therefore lead to improvement in company earnings. You can read more about
our Opportunity List here and here.

CONCLUSION

While there is a lot of excitement surrounding the
Japanese market today, we think it has never been
more important to choose investments wisely and
determine, through fundamental analysis, which
companies are serious about governance reform.
It is worth acknowledging that any significant
transformation takes time; therefore, it can be
beneficial to be a long-term investor who has
patience to wait for earnings to reach their long-
term potential. Ultimately, stock performance,
through the repricing of shares, will follow the
business results and cash earnings. For this reason,
we remain focused on governance and prudent
capital allocation, something which, perhaps, has
now come into sharper focus for the rest of the
market.
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https://www.pzena.com/wp-content/uploads/2023/12/Pzena_ESG-Opportunity-List_11.2023.pdf
https://www.pzena.com/opportunity-list-update-4q23/

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 7PP, United Kingdom. PIM UK is an appointed representative of Vittoria
& Partners LLP (FRN 709710), which is authorised and regulated by the Financial Conduct Authority (“FCA").
The Pzena documents have been approved by Vittoria & Partners LLP and, in the UK, are only made available to
professional clients and eligible counterparties as defined by the FCA.

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.
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FURTHER INFORMATION

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, 2024. All rights reserved.
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