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Conversations with chief sustainability officers (CSOs) complement our ongoing engagement with the senior
management of the companies we invest in. The current backlash against sustainability is proving unexpectedly
useful, separating strategies that create durable business value from those that are more performative. Below we
share why these conversations matter now and what they can tell us about long-term shareholder value creation.

INTRODUCTION

As bottom-up fundamental investors who are also
active owners, we spend a lot of time talking to the
management of companies in our portfolios. Typically,
these conversations involve the CEO and/or CFO and
cover a wide range of financially material issues facing
the business. Discussion of sustainability issues will be
an integrated part of these ongoing conversations when
they are material and properly embedded into business
strategy.

Sustainability commitments are under considerable
pressure, and the ongoing backlash is separating
strategies that create durable business value from those
that are more performative.The Chief Sustainability
Officer (CSO) often sits at the centre of that distinction.
As a complement to our other conversations,
engaging the CSO (or equivalent) can help us better
understand the details of how sustainability may be
contributing to long-term business value, as well as
any internal challenges or trade-offs. This deepens our
understanding of this subset of investment issues.

WHAT IS ON THE MIND OF THE CSO TODAY

What we are hearing from CSOs across sectors is
consistent: the function is undergoing a meaningful and
arguably necessary strategic reset. This means pivoting
away from focusing on a broad set of stakeholder
values to thinking about how sustainability can directly
drive business value.This requires intellectual honesty
about the trade-offs that are frequently involved in
pursuing sustainability, rather than defaulting to the
overly simplified “win-win” narrative that incorrectly
assumes the most “sustainable” business decision is
also the most profitable. If solutions to tough business
problems are going to be found, business leaders must
first admit that challenges exist.

We have been encouraged by the increasing number
of conversations where CSOs are specific about some
of these challenges. Number one on the list across
industries seems to be the intractable “green premium,’
meaning sustainable products or services typically

cost more than the non-sustainable equivalent, and

customers are not necessarily willing to pay the higher
prices. As an added complication, the performance of
sustainable products and services must also be equal
or better to drive consumer demand. Sustainability
attributes alone are not sufficient for customers to pay
the green premium.

The desire to develop more sustainable products or
services still exists, in part because regulation may
encourage or mandate it. The business opportunity can
also be real. Data from PwC' suggests that sustainable
products have the potential to capture a 6-25% revenue
upside from a combination of price premiums, volume
increases, and new revenue streams. The question is
how to get there. Some CSOs are exploring whether
reframing sustainability attributes as a marker of quality
or innovation can better drive consumer demand,
rather than leading with the sustainability attributes
themselves.

CSOs are also aware that for sustainability to be a
business driver, they must be highly data-driven,
helping to guide the organization to focus on value-
chain hotspots for sustainability risk or opportunity,
rather than chasing the “decarbonized doorknob,”

as one CSO succinctly put it during one of our
conversations. Refocusing attention inward on what

is directly connected to business strategy and within
company control is essential. CSOs acknowledge the
important role that standardized disclosure frameworks
have played, as do we as investors; however, over time,
the external focus had the unintended consequence

of obfuscating company-specific materiality. Partially
shifting back to internal focus should help businesses
derive more value from sustainability over time.

OUR INVESTOR PERSPECTIVE

We believe following these three principles could make
the CSO function invaluable.

Sustainability in every sense of the word

We view the recalibration of the sustainability function
as a much-needed development. We have always
looked for sustainability initiatives to be grounded in

1. Source: PWGC T Al St of Decrbonizaion ieport.
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underlying economics, such as projects or products that
lower operational risk, drive revenue, or generate cost
savings. Several years ago, we observed a temptation
on the part of some management teams to pursue
projects that were pushed by outside stakeholders,
rather than those that had synergies with the existing
business.

For example, in 2020, Japanese energy and mining
conglomerate ENEOS suddenly proposed spending

85% of its discretionary free cash flow on new strategic
investments, including a significant amount on low-
carbon technology and services. We were concerned by
the size of the investment, lack of synergies with the core
business, and management’s track record of investing

in projects that generated weak returns on investment.
We engaged management to advocate instead for
targeted high-return investment in clean technology that
better leveraged existing operational expertise. In our
experience, when a company deviates too far from the
pursuit of long-term and sustainable shareholder returns,
it usually results in negative outcomes—not just for
shareholders, but for all stakeholders.

Pragmatism over ideology

The opportunity for the CSO is to focus sharply on
answering the question, “What can sustainability do
for the business?’; whether from a risk or a value-
creation perspective. The agricultural sector’s exposure
to physical climate risks means CSOs have typically
been acutely aware of the role sustainability can play in
supply chain resilience. We recently invested in global
chocolate processor Barry Callebaut after conducting
diligence on its agroforestry initiatives. Successful
agroforestry builds supply chain resilience by preserving
the natural environment and generating additional
revenue streams for smallholder farmers, helping

to preserve access to cocoa beans, upon which the
business depends.

The CSO should not be afraid to recommend a
change in strategy or speak up if a particular industry
standard is no longer fit for purpose. For example,

we recently engaged with Dow, a global chemical
company, and were encouraged to hear that they
have been advocating that the Science Based Targets
initiative (SBTi) develop a more realistic standard for
the industry. Dow has refused to set an SBTi-aligned
target until its concerns are addressed, which we think
correctly prioritizes business longevity over short-term
reputational gain.That is not to say we are dismissive
of SBTi-aligned targets, but ambition should not be

presented as strategy, and accompanying targets should
not be misaligned with the operational realities of the
company.

Catalyst for innovation

The CSO can be a catalyst for innovation and therefore
a partner to the CEO/CFO in solving some of the
business’ toughest challenges. For example, the growth
of data centers requires a massive amount of power
which cannot be met through existing grid capacity
and legacy technologies alone. In conversations with
sustainability leaders in the energy and technology
sectors, they likened the current situation to the “whale
oil moment.” When whale oil was running critically
short in the mid-19th century, the solution did not come
from extracting it more efficiently, but from kerosene,
an entirely new technology that emerged and made the
underlying constraint irrelevant. The suggestion was
that some of today’s hardest sustainability challenges
may be resolved the same way, i.e., through disruptive
innovation.

The CSO may be better positioned than the CEO or CFO
to research and present ideas for longer-term projects
that have the potential to offer attractive returns on
investment. In the case of grid capacity constraints,

this might involve making strategic and targeted
investment in emerging clean technology solutions such
as small modular reactors (SMRs) or next-generation
geothermal. A conversation with a CSO who is thinking
at this level may offer us as investors a sense of where
a company is placing its longer-term technology

bets, insights that may not always surface in other
discussions.

CONCLUSION

The CSOs making the function durable are the ones
anchoring it to business economics, speaking honestly
about trade-offs, and ignoring external pressure when
it does not add business value. That alignment is what
shifts sustainability from the cost of doing business
into a driver of long-term value. Engaging directly with
sustainability teams is increasingly a way to assess
which companies are on the right side of that distinction,
from near-term capital allocation discipline to longer-
horizon bets on technology and supply chain resilience.
We will continue to expand these conversations as

a complement to our ongoing engagement with
management teams.
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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 does not predict future
returns.

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.

© Pzena Investment Management, LLC, 2026. All rights reserved.
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