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A Framework for Value Investing

As providers of an active value strategy, our team has built an investment framework through study
and experience that we believe can lead to persistent outperformance. In this memo we outline this
investment process based on a compilation of insights published by our investment team.

“Buy wonderful businesses at fair prices”

Charlie Munger advised Warren Buffet, “Forget what you know about buying fair businesses at wonderful prices; instead, buy
wonderful businesses at fair prices.”" In factor terminology, we interpret this advice as focusing on quality together with valuation.
In our previous Breton Hill Quant Library article “Why We Believe Quality Is a Good Guide for Value Investing”, we provided a short
literature survey in support of focusing on high-quality value stocks, and provided more recent out-of-sample data. This evidence
supports higher quality as the most fertile area for value investing. Other names may be trading at exceptionally low multiples,

but we believe the investment opportunity is not attractive if impairment issues justify those valuations. In our view, quality
considerations can help avoid these value traps.

Drop the Sector Baggage

Effective sector management improves the expected information ratio by appropriately sizing within-sector and across-sector
relative valuation opportunities. In our Breton Hill Quant Library article “Value Without the Sector Baggage”, we explain what we
see as a common pitfall of using valuation ratios to take large sector bets that can dominate the style bet. We believe it is a stronger
risk/reward proposition to take moderate sector and industry tilts, which can be achieved without materially compromising on
portfolio-level valuation ratios.
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Consider Portfolio Risk

In spite of proliferation of index methodologies (over 175,000 factor/smart beta indexes),> we are not aware of any commonly used
value benchmark that directly considers any portfolio risk metric. We believe this provides active managers with two avenues to
potentially outperform over time:

* Point-in-time risk/reward optimization: The MSCI Enhanced value methodology, for example, is based on three standardized value
factors: Forward Price/Earnings, Price/Book and Enterprise Value/Operating Cash Flows. The benchmark portfolio is built by choosing
the highest scoring names up to a target number of names, without considering a portfolio risk metric such as volatility. To assess the
opportunity cost of ignoring portfolio risk, we conducted a simple test. The current MSCI USA Enhanced Value Index has a tracking
risk of 6.1% (as of October 31, 2023) tilt versus the MSCI USA Index. However, we estimate that equally strong value tilt can be
achieved with a risk budget of only 4.9%.?

* Steady risk budgeting over time: The tracking risk between value benchmarks relative to market cap benchmarks varies dramatically
through time. For example, the realized tracking error for MSCI USA Enhanced Value Index versus MSCI USA Index, ranged from 2.0% to
14.3% over the last 20 years (January 1, 2004 — December 31, 2023).% In other words, value benchmarks are much more aggressive in
some periods than in others, which means that their active bets are concentrated at specific points in time. We believe that a more risk
budgeted approach through time has the effect of increasing the breadth of active risk and thereby improves the long-term Sharpe Ratio.
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Add “Craftmanship” Alpha

Finally, we believe that value investing is best done actively. “The Fine Print of Indexation”® series highlights structural issues with
benchmarks, but we believe those issues are magnified in value index products. For example, both MSCI and Russell value indexes
use a two-dimensional value/growth methodology that has a perverse impact: companies with the poorest growth are pushed into
the value index, even if they are not particularly cheap. On the other hand, cheap companies are pushed out of the value index if they
demonstrate strong growth. We believe this is exactly the opposite behavior that value investors should seek.

In addition to avoiding such issues, we believe that active value managers can focus on areas where they have an additional edge. For
our team, that includes for gaining an edge with alternative data, ESG and fundament insights (see Breton Hill Quant Library article
“Integrating Fundamental Insights”).

Conclusion

Based on our experience in quantitative value investing, we believe these are key repeatable components that can lead to outperformance.

' Buffet, Warren. 2014 Shareholder Letter. Berkshire Hathaway, 2015, p 26.

2 Skypala, Pauline. “Index Proliferation adds choice but fuels confusions”. Financial Times, November 5, 2018.

3 Our calculation is focused on tracking risk. Substantial improvements can be achieved for investors focused on absolute risk as well.

“ For comparison purposes, during the same period, the tracking error ranged from 1.7% to 11.3% for MSCI US Value Index versus MSCI US Index.
> Kramer, Doug. The Fine Print of Indexation. Neuberger Berman, June 2023.
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This document is addressed to professional clients/qualified investors only.

European Economic Area (EEA): This is a marketing document and is issued by Neuberger Berman Asset Management Ireland Limited, which is requlated by the
Central Bank Ireland and is registered in Ireland, 2 Central Plaza, Dame Street, Dublin, D02 TOX4.

United Kingdom and outside the EEA: This document is a financial promotion and is issued by Neuberger Berman Europe Limited, which is authorised and
regulated by the Financial Conduct Authority and is registered in England and Wales, at The Zig Zag Building, 70 Victoria Street, London, SW1E 6SQ.

Neuberger Berman Europe Limited is also a registered investment adviser with the Securities and Exchange Commission in the US, and the Dubai branch is regulated
by the Dubai Financial Services Authority in the Dubai International Financial Centre. Neuberger Berman Europe Limited is an authorised financial services provider
with the South African Financial Sector Conduct Authority, FSP number 45020.

This document is presented solely for information purposes and nothing herein constitutes investment, legal, accounting or tax advice, or a recommendation to buy,
sell or hold a security.

We do not represent that this information, including any third-party information, is complete and it should not be relied upon as such.

No recommendation or advice is being given as to whether any investment or strategy is suitable for a particular investor. Each recipient of this document should make
such investigations as it deems necessary to arrive at an independent evaluation of any investment, and should consult its own legal counsel and financial, actuarial,
accounting, regulatory and tax advisers to evaluate any such investment.

It should not be assumed that any investments in securities, companies, sectors or markets identified and described were or will be profitable.
Any views or opinions expressed may not reflect those of the firm as a whole.
All'information is current as of the date of this material and is subject to change without notice.

The product described in this document may only be offered for sale or sold in jurisdictions in which or to persons to which such an offer or sale is permitted. The
product can only be promoted if such promotion is made in compliance with the applicable jurisdictional rules and regulations.

Indices are unmanaged and not available for direct investment.
An investment in this product involves risks, with the potential for above average risk, and is only suitable for people who are in a position to take such risks.

Past performance is not a reliable indicator of current or future results. The value of investments may go down as well as up and investors may not get
back any of the amount invested.

The value of investments designated in another currency may rise and fall due to exchange rate fluctuations in respect of the relevant currencies. Adverse movements
in currency exchange rates can result in a decrease in return and a loss of capital.

Tax treatment depends on the individual circumstances of each investor and may be subject to change, investors are therefore recommended to seek independent
tax advice.

Investment in this strategy should not constitute a substantial proportion of an investor's portfolio and may not be appropriate for all investors. Diversification and
asset class allocation do not guarantee profit or protect against loss.
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